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INDUSTRIAL AND LABOUR ECONOMICS 

 

Preamble. 

 

There has been a paradigm shift in the structure of the Indian industrial sector and the policies 

governing it ever since the new era of globalization and liberalization has ushered in. This paper 

intends to equip the students with the knowledge about the fundamentals of Industrial Economics 

and also the latest policies relating to the Indian industry. 

 

SEMESTER – V 

 

ECOILEB503  

 

INDUSTRIAL AND LABOUR ECONOMICS: PAPER - VI 

 

Unit I - Introduction (No of lectures 10) 

 
▪ Meaning and Scope of Industrial Economics. 

▪ Industrial Profile: Private sector - Performance and Problems; Cooperatives - features, 

types, merits and demerits. 

▪ Public Sector - Role, Performance and Problems. 

▪ Diversification and Industrial Combinations - Motives for Mergers and Acquisitions. 

 

Unit II - Industrial Location and Problem of Regional Imbalance (No of lectures 12) 

 

▪ Determinants of Industrial Location. 

▪ Theories of Industrial Location - Weber's and Sargent Florence's Theories. 

▪ Dispersion of Industries and the Problem of Regional Imbalance 

 

Unit III – Industrial Productivity and Industrial Sickness (No of lectures 10) 

 

▪ Concept and Measurement of Industrial Productivity. 

▪ Factors Affecting Industrial Productivity. 

▪ Industrial Sickness - Causes, Effects and Remedial Measures. 

▪ Rationalization - Concept, Aspects and Impact. 

 

Unit IV - Industrial Development in India (No of lectures 12) 

 

▪ New Industrial Policy, 1991; Disinvestment Policy; Micro, Small and Medium 

Enterprises Development Act, 2006; National Manufacturing Policy, 2011. 

▪ Recent Trends in India's Industrial Growth. 

▪ Role of MNCs in the Indian Economy - Merits and Demerits. 

▪ Issues in Industrial Proliferation and Environment Preservation; Pollution Control 

Policies. 
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CHAPTER ONE 

 

INTRODUCTION TO INDUSTRIAL ECONOMICS 
 

PREVIEW. 

 
▪ Meaning and Scope of Industrial Economics. 
▪ Industrial Profile – Private Sector: Performance and Problems. 
▪ Co-operatives: Features, Types, Merits and Demerits. 
▪ Public Sector: Role, Performance and Problems. 
▪ Diversification and Industrial Combinations: Motives for Mergers and Acquisitions. 

 

 

MEANING AND SCOPE OF INDUSTRIAL ECONOMICS. 

 

Industrial economics is a separate branch of economics which deals with the economic problems 

of firms and industries and their relationship with the society.  The name ‘Industrial Economics’ 

came into use on account of the writings of PWS Andrews.  While the subject deals with more or 

less the same topics, it is variously known in various parts of the world such as Industrial 

Organization, Business Economics etc.  There are two aspects of the subject.  One aspect deals 

with the information content of the subject.  It aims at providing information of the industrial and 

commercial organizations, natural resources, industrial environment, infrastructure, human 

resource and other factor inputs, economic or business environment and competition to 

entrepreneurs.  The first aspect is therefore deals with descriptive part of the subject. The other 

aspect of Industrial Economics deals with the business policy and decision making.  It deals with 

issues such as market analysis, pricing, choice of techniques, location of plant, investment 

planning, hiring and separation, financial decision making, product diversification etc.  The 

second aspect is therefore analytical in nature.    

 

Since the topics dealt with under industrial economics are also dealt with in Micro Economics 

and Business Economics, Joseph Stigler remarked that the subject called Industrial Economics 

does not exist.  J Tirole described Industrial Organization as a study of markets.  Micro 

Economics and Industrial Economics overlaps in many areas.  However, there are differences 

between the two subjects.  Micro Economics is a formal, deductive and abstract branch of 

Economics while Industrial Economics is less formal and more inductive in nature.  The goal of 

the firm is believed to be profit maximization under Micro economics whereas under Industrial 

Economics, firm may pursue a variety of goals at various points of time according to the 

situation in which it finds itself.  Industrial Economics is therefore objective and dynamic in 

nature.  Micro Economics does not deal with the operational aspects of production, distribution 

and other issues of the firms and industries whereas Industrial Economics deals with these issues 

in great details.  The conclusions derived from Micro Economics may not have predictive 

efficiency because they are not tested empirically.  Industrial Economics is an empirical science.  

The implications of government policy are given a serious consideration under Industrial 

Economics.    
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Industrial Economics is also different from Managerial Economics.  Managerial Economics 

begins with the assumption that the firm aims to maximize profits and examines the manner in 

which decision rules and procedures of the firm should be formulated in order to achieve its goal.  

Industrial Economics emphasizes on understanding and explaining the working of the existing 

system and prediction of the effects of changes in variables of the system.  It deals with the 

objective or positive aspects i.e. it deals with what happens than what should happen, whereas, 

Managerial Economics retains the normative of Micro Economics.  Further managerial 

economics is interdisciplinary in nature.  It combines the subjects of accountancy, psychology, 

human resource development, marketing, operations research etc to arrive at decisions.  

Organizational Economics is the upcoming field of Economics which aims at integrating 

managerial and industrial economics. 

 

Industrial Economics therefore has both the micro and macro aspects of economics.  It has a 

strong theoretical base in micro economics.  It deals with the analysis of markets in a more 

positive manner than micro-economics. It provides useful applications in industrial management 

and public policies and is a specialized field of economics.   

 

PRIVATE SECTOR: PERFORMANCE AND PROBLEMS. 

 

The Private Sector played a residual role in the Indian Economy since independence until the 

introduction of the New Economic Policy of 1991.  The New Industrial Policy of 1991 assigned 

the commanding heights of the economy to the private sector and aimed at converting the Indian 

Economy into the largest free market economy in the world by the turn of the century.  The 

century has turned and the aim remains to be achieved.  However, one can safely say today that 

India is the largest free market economy in the world given her numbers in population.  In terms 

of production or GDP, it will take a few more decades before India becomes the largest free 

market economy in the world. 

 

The role, performance and problems of the private sector in the Indian economy must therefore 

assessed in the context of the New Economic Policy of 1991 and thereafter. 

 

THE ROLE OF THE PRIVATE SECTOR IN THE INDIAN ECONOMY. 

 

The role of the private sector in the Indian economy can be explained as follows: 

 

1. The Private Sector is the Dominant Sector of the Economy.  Private sector companies 

outnumbered public sector companies in the year 2009-10.  The number of private sector 

companies in the year 2009-10 was 1,38,300 out of 1,58,877 companies in India.  In 

percentage terms, 87 % of the companies were private sector companies in the year 2009-

10.  Public sector companies accounted for 9.4 per cent of the total whereas cooperative 

and other companies accounted for the balance 3.6 per cent.  However, in terms of fixed 

capital, the share of the private sector was only 25.3 %.  The share in gross output was 

37.3 per cent and its share in value added was 34.9 per cent.  Private sector employment 

was 60.4 per cent against public sector employment of 36.5 per cent. 
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2. The Private Sector is the Modern Industrial Sector of the Economy.  All consumer 

goods industries are established in the private sector.  Cotton textile, sugar, paper and 

edible oil industry is predominantly in the private sector.  Cosmetics, pharmaceutical and 

chemical industries are largely in the private sector.  Industries manufacturing machine 

tools, machinery and plants, ferrous and non-ferrous metals, rubber etc have been 

established in the private sector.  The automobile industry is also dominated by the 

private sector.  The small and cottage industries are also a part of the private sector and 

have an important role to play in the Indian economy in terms gross value added and in 

terms of employment generation. 

 

PERFORMANCE OF THE PRIVATE SECTOR. 

 

After the introduction of the New Industrial Policy of 1991, the Indian Economy was exposed to 

not only domestic but also foreign competition.  As a result, both the public and more 

particularly the private sector has gone through a process of restructuring through mergers, 

acquisitions and consolidation.  The performance of the private sector in the post liberalization 

era is explained below. 

 

1. Growth in Sales and Profits.  The average rate of growth of sales during the period 

1990-91 to 1999-2000 was 14 % and it further improved to 14.2 % during the period 

2000-01 to 2006-07.  Gross profits increased at an average rate of 12.5 % during the 

1990s and by 20.4 % during the 2000s.  The profit after tax (PAT) during the 1990s was 

11.8 % and it was 36.5 % during the 2000s.  However, in 2007-08, the growth in sales 

and net profits came down to 18.3 and 26.2 % from 26.2 and 45.2 % respectively in 

2006-07.  This was due to the commodity price shock and the global financial crisis of 

2007-08.  Resources mobilized through the capital market declined in the year 2008-09.  

Exports also declined leading to poor performance by the exporting industries. Private 

sector profits therefore declined during the year 2008-09.  The year 2009-10 was good in 

terms of resurgence in demand for industrial goods.  As a result, profitability of the 

private sector improved.  The years 2010-11 and 2011-12 were also good in terms of 

performance of the private sector. 

 

2. Ranking in Terms of Income and Assets.  Table 1.1 gives data on the top ten private 

sector companies in India in the year 2011-12.  The Reliance Industries ranked number 

one with its income and assets totaling Rs.6,91,886 crore in the year 2011-12.  The 

Reliance Industries posted a net profit of Rs.19,717 crore in the year 2011-12.  The 

second largest company was Tata Motors with its total income and assets amounting to 

Rs.3,07,160 crore.  The net profits were Rs.13,574 crore in the year 2011-12.  Tata Steel 

ranked third and posted a net profit of Rs.4949 crore in the year 2011-12.   Bharti Airtel 

ranked fourth with its total income and assets valued at Rs.2,23,704 crore in the year 

2011-12.  The tenth largest company was Reliance Communications and the income and 

assets of this company totaled Rs.1,15,528 crore in the year 2011-12. 
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3. Ranking in Terms of Market Capitalization.  Market capitalization refers to the market 

value of the outstanding shares of a company.  The average market capitalization of the 

top ten private sector companies is given in Table 1.2.  Reliance Industries tops the list 

with Rs.2,74,208 crore in the year 2011-12.  The three IT companies of India, namely: 

Infosys, TCS and Wipro are among the top ten companies in terms of market 

capitalization. 

 

 

Table 1.1 

Top Ten Private Sector Companies (2011-12) 

 

Rank Company Total 

Income 

(in crores) 

Total 

Assets 

(in crores) 

Net Profit 

(in 

crores) 

% Change 

Over 2010-

11 

1. Reliance Industries 3,64,695 3,27,191 19,717 2.3 

2. Tata Motors 1,66,316 1,40,844 13,574 47.2 

3. Tata Steel 1,34,523 1,47,179 4,949 -44.1 

4. Bharti Airtel 71,770 1,51,934 4,266 -27.7 

5. Larsen & Toubro 65,182 1,21,180 4,691 5.3 

6. Hindalco Industries 82,333 101,402 3.559 23.6 

7. Adani Enterprises 39,904 1,06,983 2,020 -28.5 

8. Sterlite Industries (India) 44,342 85,483 7,761 6.0 

9. Mahindra and Mahindra 59,772 63,531 2,776 -13.2 

10. Reliance 

Communications 

22,838 92,690 988 -34.4 

Source: Businessworld, October 29, 2012, pp62-3. 

 

 

Table 1.2 – Average Market Capitalization of Ten Private Sector Companies (in Rs.Crore) 

Rank Company 2011-12 2010-11 2009-10 

1. Reliance Industries 2,74,208 3,34,720 3,28,899 

2. Tata Consultancy Services 2,20,605 1,86,053 1,11,329 

3. Infosys 1,57,404 1,69,302 1,23,247 

4. Indian Tobacco Company 1,55,683 1,22,170 87,581 

5. Bharti Airtel 1,41,413 1,21,171 1,35,152 

6. HDFC Bank 1,11,204 99,092 67,757 

7. ICICI Bank 1,06,248 1,15,398 86,777 

8. WIPRO 98,882 1,05,037 79,598 

9. HDFC 98,528 92,948 69,710 

10. Larsen and Toubro 89,631 1,08,714 87,867 
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PROBLEMS OF THE PRIVATE SECTOR. 

 

The private sector in India is suffering from the following problems: 

 

1. Fall in Net Value Added to total Output.  The net value added is defined as the amount 

generated above the cost of raw materials and depreciation charges.  Many industries in 

the private sector have reported a fall in the share of net value added in output in the last 

few years. Fall in the net value added is an indicator of falling efficiency of the private 

sector. 

 

2. Infrastructure Problems.  Capacity short falls, poor quality and high cost of 

infrastructure are the major constraints of the private sector.  Acute power shortage, 

power cuts, power fluctuation and high industrial energy costs are other problems.  These 

problems affect the competitiveness and performance of the private sector.  A World 

bank-CII survey conducted in 2002 found that 69 per cent of the manufacturing firms in 

India had their own power generator against 30 per cent in China.  India has no inter-

State expressways linking the major economic centers.  Poor riding quality and 

congestion reduces the transport speed to 30 to 40 KMs per hour which is 50 % of the 

expected average speed. 

 

3. Industrial Sickness.  In the year 2008, the total number of sick units in the portfolio of 

scheduled commercial banks stood at 89,641 involving a bank credit of Rs.35,366 crore.  

Sick industrial units are a big drain on the financial resources available for investment.  

Investible resources are locked up and they are not available for investment. 

 

4. Finance and Credit Problems.  The money and capital markets in India are under-

developed.  Inflationary tendencies in the Indian economy since the second five year plan 

have always kept the interest rates high.  Both long and term and working capital 

requirements of the private sector are not adequately met.  High interest rates and 

seasonal shortage of funds limits the growth of the private sector in India. 

 

5. Foreign Competition.  Since the adoption of the New Economic Policy of 1991, 

competition in the private sector of India has been increasing due to progressive 

liberalization of the Indian economy.  The MNCs have arrived in India and they have 

made their presence felt in both the industrial and service sectors of the economy.  The 

Indian firms pose no challenge to the might of the MNCs.  In order to stay competitive in 

the market, the Indian firms need to spend more and more on research and development, 

promotion and marketing of their products.  Additional costs leads to lower profits and 

slower growth. 

 

6. Industrial Disputes.  Between 2007 and 2010, the number of industrial disputes has 

gone up from 389 to 427.  A great part of these disputes occur in the private sector.  In 

2007, man-days lost due to industrial disputes were of the order of 427 thousand as 

against 389 thousand in 2007 and the loss of production amounted to Rs.267 crores in 

2007 to Rs.140 crores in 2010.  Industrial disputes lead to strikes, lockouts and go-slow 
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activities leading to loss of man-days and production.  For instance, in the year 2009, 

there were 205 strikes and 187 lockouts throughout the country. 

 

CO-OPERATIVES. 

 

A cooperative society or business organization is based on the principle of ‘Self help and Mutual 

Aid’ and ‘each for all and all for each’.  Individuals can come together to form a cooperative 

firm in their own self interest.  The basic motive behind cooperative organization is to maximize 

service to its members and not to maximize profits.  All cooperatives are voluntary associations 

of persons who contribute their share to the capital of the concern.  All members have equal 

voting rights.  The operations of the cooperatives are highly localized and hence they are small in 

size.  Cooperatives are non-political and secular organizations and are registered under the 

Cooperatives Act of the respective State Governments.  In the context of industrial economics, 

producer cooperatives are more relevant. There are different types of co-operative organizations.  

Producer co-operatives, consumer co-operatives, co-operative marketing societies, credit co-

operative societies, farming co-operatives, cooperative banks are some of the examples. 

 

Producer Cooperatives. 

 

The employees contribute their capital to the organization and therefore become co-owners of 

the business.  The management and other office bearers are elected from amongst the rank and 

file of the employees and the profits made by the co-operative firm are distributed amongst the 

employees.  Some of the advantages of producer cooperatives are: there is no class struggle or 

trade unionism, controls wastages because the employees have a stake in controlling wastages 

and the concept of co-operation has an educational value.  Some of the disadvantages are: lack of 

professional management, shortage of capital and government control over the business. 

 

Consumer Cooperatives. 

 

Consumer cooperative society is an organization of consumers who come together to form a 

business organization.  The member consumers contribute to the capital of the business.  The 

consumer cooperative society sells all types of consumer goods to both the member owners and 

also to the non-members.  The profits made by the society are distributed amongst the members 

on the basis of capital contributed and the value of goods purchased by the member from the 

cooperative.  As a result, the members are motivated to purchase as much as possible from the 

cooperative society. 

 

Credit Cooperatives. 

 

Credit Cooperative Societies can be found all over the country at every nook and corner of the 

cities and villages in India.  There are credit cooperative societies both in the urban and rural 

areas of India.  Members are required to contribute to the share capital of the credit cooperative 

society and also make monthly deposits.  The monthly deposits constitute the working capital of 

the credit cooperative society.  The society gives loans to the members at reasonable rate of 

interest.  Credit cooperatives in India have helped to reduce the role of rapacious money lenders 

and also the level of indebtedness of the average citizen. 
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ROLE OF PUBLIC SECTOR IN THE INDIAN ECONOMY. 

 

India adopted a mixed economic system in which the public sector was given a dominating 

role after independence.  Planned economic development of the country was sought to be 

achieved through various five year plans beginning from 1951. The planners decided to establish 

a socialistic pattern of society in which the public sector will assume commanding heights of 

the economy.  Accordingly, major investments were made by the government of India in the 

infrastructure industries as well as basic and heavy industries such as iron and steel, shipping, oil 

exploration, electrical, engineering, aeronautical, mining etc and large number of public 

enterprises both Central and State were set up.  By the early eighties, the public enterprises 

dominated the Industrial Sector in India.  However, in the early nineties, the Government of 

India adopted a program of economic reforms under the aegis of the IMF World Bank 

conditional aid program.  Three important pillars of the IMF World Bank conditions were 

liberalization, privatization and globalization.  The policy of privatization led to the gradual 

phasing out of the public sector in India through a process of disinvestments.  The disinvestments 

program in India is an ongoing program and will end only with the complete phasing out of the 

public sector. 

 

Although the public sector has been criticized for its inefficiency, it has played a historic role in 

setting up an industrial base in India during the period 1951 – 1991.  The public sector has 

played a significant role in the Indian economy during the days of its glorious forty years.  It 

contributed significantly to capital formation, development of infrastructure, created a 

strong industrial base and checked concentration of economic power in the Indian 

economy.   The role of the public sector in the Indian economy is discussed in more details 

below. 

 

Capital Formation.  During the first two plans, public sector investment was 54 per cent of the 

total investment in India.  It rose to 60 per cent in the third plan.  The fifth, sixth and seventh 

plan had 43.3, 47.8 and 45.7 per cent respectively.  The eighth plan made an actual investment of 

34.3 per cent with 29.5 per cent in the ninth plan.  The government financial institutions played 

an important role in mobilizing savings for investments in the public sector.  The eighth and 

ninth five year plans (1992-97 and 97-2002) falls in the post reform era and that is why public 

sector investment has been the lowest as a percentage of total investment.   The share of the 

public sector in GDCF (gross domestic capital formation) was 44.6 per cent in the Sixth Plan.  In 

the 8th Plan, it fell down to 31.7 % and further down to 27.3 and 22.2 % in the 9th and 10th Plans.  

From the figures, it will be clear that the public sector had played a dominating role in the 

process of capital formation in India in the first forty years. 

 

Development of Infrastructure.   In a developing country, infrastructure needs to develop at a 

rapid pace.  Expansion of irrigation facilities, power and energy are required for agricultural 

development.  Similarly, development of transport and communication facilities, fuel and 

energy, basic and heavy industries are required to speed up industrialization.  The private sector 

in India was small and incapable of developing the required infrastructure.  Hence, huge 

investments in the public sector were made for the development of social and economic 

infrastructure. 
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Strong Industrial Base.   The share of the industrial sector grew from 13.3 per cent of the GDP 

at factor cost in 1950-51 to 25.4 per cent in 2012-13, while the share of agriculture came down 

from 59.2 per cent to 16.16 per cent in the same period.  The industrial base of the Indian 

economy thus expanded considerably during the last 50 years.  The government made heavy 

investments in iron and steel, heavy engineering, coal, heavy electrical machinery, petroleum and 

natural gas, chemicals and drugs, fertilizers etc.   These industries were essential for the 

development of consumer goods industries. 

 

Removal of Regional Disparities.      In order to remove regional disparities in Industrial 

development, the government of India undertook a program of balanced industrial development.  

A major portion of public sector investment was made in the backward States.  Until 1990-91, 

35.5 percent of the total public sector investment was made in the four backward States of Bihar, 

Orissa, Madhya Pradesh and Uttar Pradesh and their share in public sector employment was 43 

per cent.  All the four major steel plants in the public sector, namely: Bhilai, Rourkela, Durgapur 

and Bokaro were set up in the backward States. 

 

Import Substitution and Export Promotion.   In order to overcome the problem of balance of 

payments, the Government of India initiated a program of import substitution and export 

promotion.  Public sector enterprises such as Bharat Heavy Electricals Ltd, Bharat Electronics 

Ltd, Hindustan Antibiotics Ltd, Indian Oil Corporation, ONGC etc played an import role in the 

program of import substitution.  Similarly, Hindustan Steel Limited, Hindustan Machine Tools 

Ltd, State Trading Corporations, Minerals and Metals Trading Corporation and Bharat 

Electronics Ltd played a significant role in export promotion activity. 

 

Check Over Concentration of Economic Power.   Keeping with the objective of developing a 

socialistic pattern of society, the public sector was assigned the commanding heights of the 

Indian economy.  Accordingly, the private sector was assigned a secondary role so that 

concentration of economic power in the hands of a few industrialists does not take place. 

 

PERFORMANCE OF THE PUBLIC SECTOR. 

 

The performance of the public sector in India can be studied with reference to the following 

aspects: 

 

Expansion and Share in National Output. 

 

In 1951, there were only five central public sector enterprises with investment of RS.29 crore.  

By 2007, there were 247 public sector enterprises with an investment of over Rs.4.2 lakh crore.  

The turnover of PSUs was Rs.1.34 lakh crore in 1991-92 and by 2006-07, the turnover went up 

over Rs.9.4 lakh crore. Out of the total investment of Rs.4.2 lakh crore in the public sector as on 

31st March 2007, 62.6 % of investment is in the industrial sector.  The central public sector 

enterprises are key contributors to the production of coal, lignite, petroleum and non-ferrous 

metals like lead and zinc.  Their contribution was 85.2 % to coal production, 85.87 % to crude oil 

production and 74.51 to petroleum refining in the year 2005-06.  The number of CPSUs have 

gone up to 260 as on 31st March 2012. 
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Profitability of Public Sector Enterprises. 

 

The profit before interest and tax increased from Rs.13, 675 crore in 1991-92 to about Rs.1.43 

lakh crore in 2006-07.  The net profit increased from Rs.2356 crore to Rs.81, 550 crore during 

the same period.  The ratio of net profit to turnover rose from 1.8 % to 8.4 % over the same 

period.  The contribution to Central Exchequer rose from Rs.19, 951 crore to Rs.1, 47, 728 crore 

during the same period.    The dependence of the public sector enterprises on budgetary 

resources came down and their gross internal resource generation increased.  The gross internal 

resource generation in 1991-92 was Rs.12, 943 crore and in the year 2006-07, it was Rs.96, 551 

crore.  However, the return on investment (ROI) has been 2 to 2.5 % and this has been 

considered as a cause fiscal crisis for the Central Government by Dr. Bimal Jalan, former 

governor of the Reserve Bank of India. 

 

Employment and Labor Welfare. 

 

The public sector has not only been the greatest employment generator but also an ideal 

employer in India.  Employment in the central public sector enterprises as on 31st march 

2011was 17.54 million persons as against 11.45 million in the organized private sector. The 

average wage was also higher than the private sector.  The public sector developed townships for 

the employees with facilities like schools, hospitals, shopping complexes etc.  The employees 

enjoy medical facilities, subsidized canteen services, transport and educational facilities. 

 

Foreign Exchange Earnings. 

 

Capital goods, industrial machinery and other equipment which were imported before are now 

manufactured in India leading to savings in foreign exchange.  The ONGC and Indian Oil have 

helped in reducing the dependence on foreign imports. The Hindustan Antibiotics Ltd and the 

Indian Drugs and Pharmaceuticals Limited have broken the monopoly of foreign firms in the 

pharmaceutical sector.  The public sector earns foreign exchange by exporting goods and 

services and through trading and marketing services through which exports are canalized.  The 

public sector accounted for 11.5 per cent of export income in the year 2006-07. 

 

Efficiency of Public Sector Enterprises. 

 

The return on investment of the public sector enterprises in India is very low and hence it is 

argued that they fare poorly in terms of efficiency.  AE Khan and Hollis Chenery have 

recommended the criterion of Social Marginal Productivity to judge the efficiency of public 

sector enterprises.  According to GK Shirokow, efficiency of public enterprises should not be 

judged on the basis of profitability alone.  The economic efficiency of public sector manifests in 

the transformation of the industrial structure, modernization, higher labor productivity on a 

country-wide basis etc. 

 

 

 

 



14 Industrial and Labor Economics by Krishnan Nandela, Associate Professor and Head, Department of Economics, Dr. TKT College, 
Parel, Mumbai – 12. 

 

PROBLEMS AND LIMITATIONS OF PUBLIC SECTOR ENTERPRISES. 

 

The profitability of public sector enterprises has been very low and this has been the most 

important problem.  The important causes of low profitability are as follows: 

 

Price Policy.  The price policy of a public enterprise is determined by its objectives.  Profit 

maximization may not be the objective in all cases.  Many public sector monopolies like Steel 

Authority of India, Fertilizer Corporation of India and State Electricity Boards have social 

objectives and hence their price policy either incorporated losses or just covered the costs.  For 

instance, the main objective behind the pricing policy of fertilizers and pesticides was to provide 

these products at low prices so that usage of these products by average farmers will lead to 

greater agricultural production and productivity. Hence Fertilizer Corporation of India and 

Hindustan Insecticides kept their selling prices low.  Until 1967, prices of steel were kept so low 

so much that Steel Authority of India Limited either incurred losses or made very low profits. 

 

There are two approaches to the pricing policy of public enterprises.  These are the public utility 

approach and the rate of return approach.  The utility approach is based on no loss no profit and 

it was adopted by a large number of public enterprises for a very long period.  Hence the 

profitability of public enterprises cannot be judged with the help of rate of return approach and 

consider them as inefficient and loss making enterprises.  However, the utility approach needs to 

be balanced by adopting the rate of return approach in case of other public sector enterprises 

which were set up clearly with a profit motive. 

 

Pricing policy of public sector enterprises have changed after the adoption of the new economic 

policy of 1991.  The new pricing policy is determined market forces.  Price controls on a number 

of consumer goods have been lifted.  Cement and steel prices have been decontrolled.   Except 

nitrogenous fertilizers, all other fertilizer prices have been decontrolled.  The Government of 

India has adopted the Long Run Marginal Cost based prices for public enterprises.  The 

administered pricing policy may continue only in case of public utilities, transportation services, 

coal and petroleum. 

 

Under-utilization of Capacity.   Under-utilization of installed capacity is an important cause of 

low profitability.  A large number of public enterprises have operated at less than 50 per cent of 

installed capacity for many years.  According to Vijay Kelkar, public investments were 

influenced by various other pressures and hence investments decisions were not made in the best 

interests of the country.  Further a large number of private sector sick industries were taken over 

by the Government particular to protect employment.  Between 1965 and 1980, the industrial 

sector in India experienced stagnation.  Labor disputes, inefficient management and poor 

operations, political interference etc were the other causes of low utilization of installed capacity. 

 

Problems of Planning and Construction of Projects.   The following problems were 

experienced in case of planning and construction of projects: 

 

1. Selection of site was not based on detailed soil investigation. 

2. There were serious understatements and omissions of several aspects of the projects. 

3. The actual cost of projects far exceeded the original estimates. 
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4. There were time overruns. 

5. Projects often used unsuitable technology and chose wrong product mix. 

 

According to Bhagwati and Desai, the site for Bharat Heavy Electricals Limited was chosen 

without calculating the cost of alternative locations and it was later changed when found 

unsuitable.  Several projects were completed 18 months to 24 months behind schedule.  Cost 

overruns were about 15 to 90 per cent of the original estimate.  According to Chaudhry, cost 

overruns were caused due to last minute changes in project design and time lags in starting and 

finishing the projects.   

 

According to Krishnaswamy, because of the decision to locate large industrial projects in 

backward areas, cost and execution of the project depended upon the creation of adequate 

infrastructure facilities.  Delays in completion also took place due to the interlinking of projects 

(for instance, the linking of steel plants with heavy engineering plants, coal mines and railway 

facilities).  Further, large townships were constructed around many public enterprises to house 

the employees, thus increasing the costs. 

 

Problems of Labor and Management.   Political interference in the routine working of public 

enterprises was yet another big problem.  Top managerial appointments were not made on the 

grounds of professional competence.  The civil servants from the IAS cadre were appointed as 

the heads of public sector enterprises.  These civil servants were experienced in general 

administration but public enterprises required professional experience.  The work ethic of public 

enterprises was not in tune with profitability and growth.  Overstaffing of unskilled labor and 

payment of higher wages and lack of incentives to hard working and enterprising personnel led 

to low and inefficient production.  The management of public enterprises had no autonomy in 

routine decision making and also had no effective control over the workforce. 

 

DIVERSIFICATION AND INDUSTRIAL COMBINATIONS.  

 

Diversification may be defined as ‘the spreading of operations by a business over dissimilar 

economic activities’.  According to Penrose, when a firm begins to produce new products 

without stopping the production of old products and the new products are sufficiently different 

from the old products, it is called diversification.  A firm makes significant changes in the 

technological base, markets and productive activities in which it has sufficient expertise.  

According to Penrose, there are four possibilities of diversification.  One is when there are 

additional products within the firm’s existing technological bases and market areas.  Two is 

when there are products involving the existing technological bases but destined to new markets.  

Three is when there are products which involve altogether new technological bases for the 

existing markets and four is when there are new products with new technological bases for new 

markets.  Diversification is not therefore limited to products but also includes technological 

bases and markets. 

 

According to Ansoff, diversification is one of the four expansion strategies consisting of market 

penetration, market development, product development and diversification. Diversification 

efforts may be related or unrelated to existing businesses of the firm.  Based on the relationship 

to existing businesses, diversification has been classified into four broad categories: Vertically 
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integrated diversification, Horizontal integrated diversification, concentric diversification and 

conglomerate diversification are the four broad categories.  

 

In vertically integrated diversification, firms opt to engage in businesses that are related to the 

existing business of the firm.  The firm remains vertically within the same process. It moves 

forward or backward in the chain and enters specific product/process steps with the intention of 

making them into new business for the firm.  The firm does not jump outside the vertically 

linked product-process chain.  In case of backward integration, the firm begins manufacturing 

products previously purchased from others.  For instance, a firm manufacturing chocolate may 

have its own cocoa plantation farm.  A milk product company may have its own dairy farm etc.  

Forward integration takes place when a firm moves near to the final market for its product and 

carries out a function which was previously undertaken by its customers.  For instance, a shoe 

manufacturing firm may set up distribution network or a flour mill setting up its own bakeries. 

 

Horizontal integrated diversification takes place though acquisition of one or more similar 

business operating at the same stage of the production-marketing chain that is going into 

complementary products, by products or taking over competitors’ products. For example, a 

leather tanning firm makes boots and shoes, leather garments and suitcases. Since these products 

diverge or vary from leather tanning, it is called lateral diversification.  

 

In Conglomerate Diversification, the new businesses/products are disjointed from the existing 

business/products in every way.  It is a totally unrelated diversification.  In 

process/technology/function, there is no connection between the new products and the existing 

ones.   

 

In Concentric Diversification, the new products are connected to the firm’s existing 

process/technology.  The new products are not intermediate in nature and are not vertically 

linked to the existing ones.  They serve new functions in new markets.  In this case, new business 

is a spin-off from the firm’s existing facilities. 

 

Merger means integration of two or more firms.  The firms under different ownership and 

management control come under a unified command through merger.  The terms ‘acquisition’ 

and ‘take over’ are also used for merger.  Acquisition or take over means a firm acquires assets 

in part or full of another firm to get operational control.  There are different types of mergers.  In 

a horizontal merger, firms who produce identical products are merged and a single entity is 

formed.  In case of vertical merger, firms producing intermediate products pertaining to a single 

product are merged.  In a conglomerate merger, firms producing unrelated products are merged 

together.  Diversification is implied in mergers and acquisitions. 

 

MOTIVES BEHIND MERGERS AND ACQUISITIONS. 

 

The motives behind mergers and acquisitions or diversification depend upon the type of 

diversification.  The types of diversification listed by RR Barthwal are: lateral diversification, 

conglomerate diversification, vertical diversification and diagonal diversification. 
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Lateral Diversification. 

 

When a firm produces different goods which varies from the same process or source or which are 

used as materials for the same process or market, it is known as lateral diversification.    The 

motives behind lateral diversification are as follows: 

 

1. When production of one commodity involves production of another, there is a possibility 

for lateral diversification.  Production of mutton and wool, bitumen, lubricants, paraffin, 

raw chemicals etc together with petroleum refining, coal, coke and their products such as 

benzene etc are examples of lateral diversification.  

2. When market demand for existing products is falling or remaining constant, a firm has to 

diversify its business laterally in order to maintain its earnings or to increase it. 

3. Better utilization of existing facilities such as managerial talents, Research and 

Development activities and machines is the motive behind lateral diversification.  This 

leads to economies of scope. 

4. Seasonal demand for products may lead to lateral diversification.  For example, a firm 

may produce colors and water sprayers together for the color festival.   

5. Mergers increase market power by reducing competition and through extension of 

operations in different industries. 

6. In order to maintain the rate of growth. 

7. As an entry barrier to potential competition. 

 

Conglomerate Diversification. 

 

1. It helps in extension of the market power of the firm. 

2. It brings stability in earnings through cross-subsidization. 

3. It creates entry barrier to potential competitors. 

4. It provides more options for risk taking for the sake of profits through economies of 

scope. 

5. It maintains the growth process and gives monetary gains to the firm. 

6. It provides better utilization of the facilities. 

 

Vertical Diversification. 

 

The motives for vertical diversification are as follows: 

 

1. It provides security to the firm. A firm integrates backward to ensure assured sources of 

supplies.  Similarly, a firm integrates forward to assure market for its products. 

2. It provides economies of linked processes and thus the efficiency of the firm goes up due 

to improvements in capacity utilization.  

3. It provides economies of marketing such as saving of transportation, advertisement, 

procurement and selling costs. 

4. Middle men are eliminated leading to more savings. 

5. The firm assumes greater market power, creates entry barriers and reduces competition. 
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Diagonal Diversification. 

 

It consists of the provision within the same organization of auxiliary goods and services required 

for several main processes or lines of production of the organization.  For instance, a firm may 

have its own power plant to generate electricity or a machine-tool making unit because things are 

required for running almost every processing activity. 

 

The motives of diagonal diversification are similar to that of lateral and vertical diversification.  

The important motives are: using excess capacity, economies of scope and reduction of risks. 

 

Mergers. 

 

In addition to the motives discussed above, the motives which are not related to diversification 

but purely related to merger are as follows: 

 

1. The profitability of the firm on account of merger may increase due to greater market 

power and efficiency. 

2. It provides stability in earnings meaning thereby there will be little or no fluctuation in 

revenues of the firm. 

3. The firm may enjoy stock market gains on account of merger.  The combined strength of 

two or more firms forming one single entity may contribute to capital gains. 

4. The efficiency of the merged firm would improve on account of economies of scale.  For 

instance, reduction in inventory, transportation and distribution costs, research and 

development costs, cheaper raw materials and improved management. 

5. The merged firm enjoys market power or command over pricing and output decisions. 

6. A firm grows its empire by expanding or by acquiring existing firms through merger.    

 

 

Questions. 

 

1. Explain the meaning and scope of Industrial Economics. 

2. Explain the role and problems of private sector in India. 

3. Explain the role and performance of private sector in India. 

4. Write an explanatory note on Co-operatives. 

5. Examine the role and importance of public sector enterprises in the economic 

development of India.       

6. Explain the problems & limitations of public sector enterprises in India.  

7. Write a note on diversification and industrial combinations. 

8. Explain the motives for mergers and acquisitions. 
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UNIT TWO 

 

INDUSTRIAL LOCATION AND  

PROB LEM OF REGIONAL IMBALANCE 
 

PREVIEW. 

 

▪ Determinants of Industrial Location. 
▪ Theories of Industrial Location: Weber’s and Sargent Florence’s Theories. 
▪ Dispersion of Industries and the Problem of Regional Imbalance 

 

 

INTRODUCTION. 

 

Before setting up a production facility, the manufacturer needs to take three inter-related 

decisions simultaneously pertaining to the scale of operations, the technique of production and 

the location.  A separate of branch of economics coinciding with geography, known as Industrial 

Location Analysis deal with the problem of location or spatial decision making.  This chapter 

deals with two of the important theories of industrial location.  A manufacturer needs to consider 

many important factors such as technical, economic and institutional factors before deciding the 

location.  Finally, the problem of industrial dispersion and regional imbalance will be studied. 

 

DETERMINANTS OF INDUSTRIAL LOCATION. 

 

A factory is a technical unit whose function is to produce goods and services with the help of 

men and machines.  The raw materials and other inputs are seldom available at one place and 

hence these inputs need to be procured from various other places thereby incurring transportation 

and procurement costs.  The output of the factory is sold in all possible places which involve 

transportation and selling costs.  The location of the factory therefore becomes an important 

decision.  The owner will make the most economical decision in deciding the location of the 

factory.  A number of technical, economic and institutional factors determine the location of a 

factory.  These factors are given below. 

 

Technical Factors. 

 

Technical factors are the physical factors which are generally geographical in nature and are 

related to soil, raw materials, human resources, climate etc.  The important technical factors are: 

 

1. Availability of land. 

2. Nature and quality of raw materials from land and semi-finished or intermediate products 

from existing industries. 

3. Geographic situation of the factory site in relation to the transport facilities such as air, 

rail, road and water. 

4. Quality and quantity of human resources and energy resources. 

5. Availability of drinking water and water for industrial use. 

6. Waste disposal facilities and climate. 
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Economic and Infrastructure Related Factors. 

 

1. Local markets. 

2. Situation concerning export markets. 

3. Cost of land and building. 

4. Cost of infrastructural facilities such as transport charges, power tariffs, water rates etc. 

5. Salary and wage structure in relation to skills. 

6. Local cost of living. 

7. Taxes and subsidies. 

8. Cost and availability of finance. 

9. Structure of existing industries. 

10. Industrial relations and trade union activities around the proposed location. 

11. Demographic factors such as age and sex composition of local population, literacy, 

professional skills etc. 

12. Local medical facilities. 

13. Housing facilities. 

14. Cultural facilities such as schools, clubs and other recreation centers. 

15. Communication facilities. 

 

Other Factors. 

 

1. Government policies pertaining to location of new plants. 

2. Personal factors. 

 

Modern governments follow the policy of rapid industrialization and hence provide several 

facilities to entrepreneurs in order to attract investment in their respective States.  The 

entrepreneur needs to evaluate the comparative facilities provided by various governments and 

weigh them in tandem with the technical and economic factors before arriving at a rational 

decision.  Sometimes, personal factor may also determine industrial location.  For instance, an 

entrepreneur may take an emotional decision in setting up a production facility in the place of his 

birth or liking without taking into account any other important factor into consideration.  

Automobile factories of Ford at Detroit and of Morris at Oxford were set up due to the personal 

choices made by the respective owners. 

 

In some industries, firms are located near sources of major raw materials such as iron and steel 

and pulp and paper while in other industries, they are located near markets.  The choice of 

location will also be determined by the scale of operation and the technique of production.  There 

are several theoretical and applied approaches for location analysis based on the factors 

determining industrial location  They are partial in nature because it is difficult to take into 

account all the factors and hence only a few major factors are considered with the rest assumed 

to be constant.  In order to understand the correct relevance of the various location determining 

factors and the inter-relationship among them, let us study two important theories of industrial 

location.  One is by Alfred Weber and the other is by Sargeant Florence. 
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WEBER’S THEORY OF INDUSTRIAL LOCATION. 

 

Alfred Weber, a German economist, has developed a location theory to explain the location of 

manufacturing industry.  Before Weber, another German economist Launhardt has given a 

principle of industrial location based on minimum transport cost.  Weber followed Launhardt’s 

principle and presented a new theory which is used in location decision making to this day. 

Alfred Weber took into account the general factors of location relevant to all industries.  These 

factors were divided into two groups: regional factors and agglomerating factors.  The 

regional factors were those influencing inter-regional location of industries and the 

agglomerating factors were those influencing intra-regional location.  He found three general 

factors which vary regionally.  These were raw material cost, transport cost and labor cost. The 

changes in raw material cost were included in transport cost.  Weber tried to explain industrial 

location on the basis of transport cost and then examined the effects of changes in labor cost and 

agglomerative factors in it.  In his theory, Weber made the following assumptions: 

 

1. The locations of raw materials including fuel are fixed. 

2. The situation and size of consuming centers are given, and 

3. There are several fixed labor supply centers and that labor is immobile and unlimited in 

supply at fixed w age rate. 

 

Weber also assumed implicitly that the institutional factors like taxation, interest, insurance etc 

as insignificant location factors.  The economic culture and political system are considered to be 

uniform and stable across the locations.  Weber therefore assumed perfect competition for his 

theory of location. Weber proposed that manufacturing unit tends to locate at place where 

transport cost is the least.  Weber used the location triangle of Launhardt to find the place of 

minimum transport cost.  He assumed a simple spatial situation in which there is only one 

consumption centre (C) and two fixed supply centers (M1& M2) for two most important raw 

materials (see Fig. 2.1).   The least cost point will be located within the triangle CM1 M2 which 

is point ‘P’.  The three corner points of the triangle will be pulling the location point P toward 

themselves.  The position of the point will depend on the balance of the pulls.  The actual point 

of location will be determined by the greatest pull exercised by any one of the corners.  The force 

exerted by each corner on production point is in the form of ton-mile weight to be moved from 

that point (M1& M2) and to the point (C).  Let x and y be the requirements of materials M1& M2, 

in tons per ton of output and let one unit of output be transported from point P to C.  The 

distances of the corner points from the production point (P) are unknown.  Let them be a, b and c 

between P and M1, M2 and C points respectively.  The total ton-miles of transport per unit 

output would then ax + by + c.  This is to be minimized in order to find the position of point P 

or the location of production.   

 

An industry may be material oriented or market oriented from location.  Weber used 

material index for identifying such nature of the industry.  The material index (MI) is defined 

as the ratio of localized material to weight of finished product (MI = Weight of the localized 

material/weight of finished product).  Industries having a high MI (MI > 1) are attracted 

towards the sources of raw materials such as iron and steel industry whereas those having a low 

MI (MI < 1) are located at the place of consumption. 
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According to Weber, an industry will choose a cheap labor site if the labor cost saving is greater 

than the increment in transport cost at this site above the minimum possible transport cost.  In 

order to explain the effect of labor cost on the least transport cost location of a plant, Weber used 

the ‘Isodapanes’.  An isodapane is the locus of the points having equal additional transport cost 

around the least transport cost location.  There will be several isodapanes forming rings around 

the location for different levels of incremental transport cost as shown in Fig 2.2.  Let P1 be the 

least transport cost location and L1 be a cheap labor site.  Further, let us assume that there will be 

a saving of labor cost by Rs.4 if plant is located at L1 instead of P1.  Now the question is: Should 

the location be shifted from P1 to L1?  The isodapanes around P1 are drawn for incremental 

transport cost of Re. 1 to 5.  Point L1 lies with the isodapane of Rs.4.  It implies that it is 

economical to shift the location from P1 to L1.  If labor source making a saving of Rs.4 in cost of 

production lies outside the isodapane of Rs.4, such as shown by L2, it would mean a loss in 

shifting the location from the least transport cost location P1 to the labor center L2.  Let d1 and d2 

be the total ton miles of transport services per ton of product at P1 and L1 sites respectively and 

w1 and w2 be the hourly wage rates at these two sites respectively.  h is the number of man hours 
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required to produce one ton of product and t is the cost of transportation per ton mile.  The cost 

of production and transport at site P1 would be (td1 + w1h) and at site L1 it would be  (td2 + w2h).  

The cheap labor site (L1) would be chosen if (td1 + w1h) > (td2 + w2h) or   (w1 – w2h) > (td2 – 

d1) i.e. saving in labor cost exceeds the increment in transportation cost.  For every level of 

saving in labor cost, there will be a critical isodapane within which the cheap labor cost site must 

lie for economic viability from location point of view. 
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Fig.2.2 – Isodapanes and Equilibrium Location with Cheap Source of Labor 
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In order to measure the importance of labor as a location factor, Weber used the average cost of 

labor per unit weight of product as an index.  Greater the labor cost index, more will be the 

industry’s susceptibility to move from the least transport cost site.   Weber suggested to use the 

industry’s coefficient of labor as the labor cost index which is defined as the labor cost per ton of 

location weight i.e. Location weight = Weight of material and product/ weight of product = 

Material Index + 1.  A high coefficient of labor means a strong attraction to the cheap labor 

location. 

Agglomeration. 

 

Agglomeration means concentration of production for a commodity at one place.  There 

will be two types of effects as a result of agglomeration: economies of scale within a plant and 

economies from the association of several plants (internal and external economies of scale).   The 

deglomerative forces such as high cost of land, high rent, pollution etc begin to operate after a 

certain stage of localization of industries.  Weber ignored these forces except for high rent which 

he related to the size of a city. The basic approach followed by Weber in finding the effect of 

agglomeration on location is similar to the one used for cheap source of labor.  A plant will tend 

to be located in an agglomeration if saving of production cost at this location offset the increase 

in transport cost as a result of a shift from the least transport cost location.  This means, the 

agglomeration lies within the critical isodapane of the firm.  There will be several firms in the 

agglomeration.  All of them will be having net benefits because of excess agglomerative 

economies over the additional transport cost.  The extent of agglomeration depends on the 

economies available, the spacing of isodapanes and the density of the firms. 

 

Conclusion. 

 

Weber’s study of industrial location is pioneering in nature.  Israd has used Weber’s analysis as 

the basic framework for his location theory and empirical work.  However, Weber’s theory is 

criticized on grounds of assumption of perfect competition.  In the case of spatial analysis, the 

assumption of perfect competition is not correct.  Distance provides firms with monopoly 

advantages in proximate area and therefore location specialization becomes one of the aspects of 

production differentiation and monopolistic competition.  The assumption of profit maximization 

would be appropriate for such situation and not the least transport cost for industrial location.  

The assumption of spatial uniformity of demand conditions is the other weak point of Weber’s 

theory.  Demand for a product varies with its price and location of its production.  The least 

transport cost location approach is not correct when spatial variability of demand conditions is 

taken into account.  Further, the assumption that scale of production has no effect on costs is not 

correct.  Optimum location for a plant depends upon the production level.  Further, if we allow 

substitution among inputs then the optimum location cannot be defined merely in terms of least 

transport cost.  The agglomeration analysis as given by Weber is also incomplete.  Immobile and 

unlimited supply of labor as assumed by Weber has been a source of criticism.  However, 

Weber’s theory is an important contribution to understand industrial location.  It is an abstract 

theory, applicable at a general level and not under specific situations of industries. 
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SARGENT FLORENCE’S THEORY OF INDUSTRIAL LOCATION. 

 

Sargent Florence introduced two new concepts in the theory of industrial location.  They are the 

location factor and the coefficient of localization. 

 

Location Factor. 

 

The location factor is the index of concentration of an industry in a particular place.  It is arrived 

at by taking the percentage of all workers in a particular industry found in a certain region and 

dividing it by the proportion in that particular region of the total industrial workers in the 

country.  The region chosen would be the political division of a country.  The degree of 

dissimilarity between the geographical distribution of the industry and the population of the 

country gives the index of concentration of an industry.  If an industry is evenly distributed over 

the whole country, the location factor for each region would be unity because the proportion of 

the total industrial workers of the region would be equal to the proportion of workers in a 

particular industry.  If the industry is unevenly distributed, the local factor will be either above or 

below unity.  If the location factor is greater than one, the region would be having a higher share 

of the industry than what is legitimately due to it and if the location factor is less than one, the 

region is not having an adequate share of the industry. 

 

The location factor can be calculated with the following formula: 

 

 

𝐿𝑜𝑐𝑎𝑡𝑖𝑜𝑛 𝐹𝑎𝑐𝑡𝑜𝑟 =  

𝑊𝑜𝑟𝑘𝑒𝑟𝑠 𝑒𝑛𝑔𝑎𝑔𝑒𝑑 𝑖𝑛 𝑎 𝑝𝑎𝑟𝑡𝑖𝑐𝑢𝑙𝑎𝑟 𝑖𝑛𝑑𝑢𝑠𝑡𝑟𝑦 𝑎𝑠 𝑎 𝑝𝑒𝑟𝑐𝑒𝑛𝑡𝑎𝑔𝑒
 𝑜𝑓 𝑖𝑛𝑑𝑢𝑠𝑡𝑟𝑖𝑎𝑙 𝑤𝑜𝑟𝑘𝑒𝑟𝑠 𝑒𝑛𝑔𝑎𝑔𝑒𝑑 𝑖𝑛 𝑎 𝑔𝑖𝑣𝑒𝑛 𝑎𝑟𝑒𝑎

𝑇𝑜𝑡𝑎𝑙 𝑛𝑢𝑚𝑏𝑒𝑟 𝑜𝑓 𝑖𝑛𝑑𝑢𝑠𝑡𝑟𝑖𝑎𝑙 𝑤𝑜𝑟𝑘𝑒𝑟𝑠 𝑒𝑛𝑔𝑎𝑔𝑒𝑑 𝑖𝑛 𝑎 𝑔𝑖𝑣𝑒𝑛
  𝑎𝑟𝑒𝑎 𝑎𝑠 𝑎 𝑝𝑒𝑟𝑐𝑒𝑛𝑡𝑎𝑔𝑒 𝑜𝑓  𝑡𝑜𝑡𝑎𝑙 𝑖𝑛𝑑𝑢𝑠𝑡𝑟𝑖𝑎𝑙 𝑤𝑜𝑟𝑘𝑒𝑟𝑠 𝑖𝑛 𝑡ℎ𝑒 𝑐𝑜𝑢𝑛𝑡𝑟𝑦

 

 

Illustration. 

 

Let us assume that the population of industrial workers in a country is 1000.  Number of workers 

engaged in each area is 400 and the workers engaged in a particular industry, say textiles is 200.  

The location factor index will be as follows: 

 

𝐿𝑜𝑐𝑎𝑡𝑖𝑜𝑛 𝐹𝑎𝑐𝑡𝑜𝑟 =

200 ×100

400
 ÷  

400 ×100

1000
=

50

40
 = 1.25 

 

 

 

Since the location factor is greater than one, it can be concluded that the industry is centralized in 

the given area. 
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Coefficient of Localization. 

 

It shows the propensity of an industry to concentrate.  The coefficient of localization can be 

found out for an industry from the census of production by the following formula: 

 

𝐶𝑜𝑒𝑓𝑓𝑖𝑐𝑖𝑒𝑛𝑡 𝑜𝑓 𝐿𝑜𝑐𝑎𝑙𝑖𝑧𝑎𝑡𝑖𝑜𝑛 = 

 
% 𝑜𝑓 𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑖𝑎𝑙 𝑊𝑜𝑟𝑘𝑒𝑟𝑠 𝑖𝑛 𝑡ℎ𝑒 𝐴𝑟𝑒𝑎 –  % 𝑜𝑓 𝑊𝑜𝑟𝑘𝑒𝑟𝑠 𝑖𝑛 𝑎 𝑃𝑎𝑟𝑡𝑖𝑐𝑢𝑙𝑎𝑟 𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦

100
 

 

Illustration. 

  

Let us suppose the percentage of industrial workers in the given area is 60 and workers engaged 

in a particular industry are 30 percent.  The coefficient of localization will be as follows: 

 

𝐶𝑜𝑒𝑓𝑓𝑖𝑐𝑖𝑒𝑛𝑡 𝑜𝑓 𝐿𝑜𝑐𝑎𝑙𝑖𝑧𝑎𝑡𝑖𝑜𝑛 =  60 − 30
100

  =  30
100

 = 0.3 

 

 

Since the coefficient of localization is less than unity, industries have a tendency of 

decentralization in the given area. Complete coincidence region by region of the particular 

industry with all industries gives a coefficient of zero.  It means industries are evenly distributed 

in all the areas.In case of extreme differentiation i.e. when workers in the particular industry are 

concentrated in one region, gives a coefficient of one.Based on coefficients, it becomes possible 

to divide the industries into three categories, namely: high concentration, medium concentration 

and low concentration.  The coefficient of localization helps in classifying industries according 

to their dispersion or concentration.   

 

Critical Assessment. 

 

Sargent Florlence’s theory of industrial location is criticized on the following grounds: 

 

1. The indices given by Florence reveal the existing distribution of industries in a particular 

country.  They do not explain the reasons for concentration.  The theory does not answer 

the question of optimum distribution of industries across regions.  The theory therefore is 

not useful in determining the policy of industrial location. 

 

2. The coefficient of localization is based on the pattern of distribution found in each 

country.  Based on the coefficient, it cannot be concluded if the industry tends to 

concentrate. 

 

Despite the limitations of the theory, it is of great significance for studying location dynamics in 

any country.  The study of coefficient of location helps in deciding the types of industries that 

may be dispersed under a scheme of regional development.  Industries with a medium coefficient 

of localization can be diversified over a wide area according to factor endowment in each region. 

 



27 Industrial and Labor Economics by Krishnan Nandela, Associate Professor and Head, Department of Economics, Dr. TKT College, 
Parel, Mumbai – 12. 

 

 

 

 

DISPERSION OF INDUSTRIES AND THE PROBLEM OF REGIONAL BALANCE. 

 

The political structure in India is federal in character but unitary in spirit.  The federating units or 

the States of India have the freedom to develop themselves within the broad framework of the 

development policy of the Central Government.  Regional development of India will bring about 

equitable distribution of income in the country and preclude the consequences of regional 

imbalance.  The simultaneous existence of more and less economically developed regions 

and sub-regions is described as regional imbalance.  The attendant consequences of regional 

imbalance manifests themselves in the form of rural to urban migration both within and 

between the States of India, overcrowding in cities and spiraling sprawl of slums.  Social 

unrest, petty crimes and anomie are the other consequences of imbalanced regional 

development. 

 

Economic backwardness of a region is indicated by factors like over-population, disguised and 

open unemployment in the rural areas, low level of agricultural productivity, low level of 

urbanization etc.  In India, the States are classified into economically forward and backward 

States in order to study regional imbalance.  Punjab, Haryana, Gujarat, Maharashtra, 

West Bengal, Karnataka, Kerala, Tamil Nadu and Andhra Pradesh are considered 

economically forward States whereas the States of Madhya Pradesh, Assam, Uttar 

Pradesh, Rajasthan, Orissa and Bihar are considered economically backward States.   

These 15 States account for 90 per cent of the Indian population and this population is more or 

less equally divided amongst them.  The per capita income is generally accepted as a measure of 

economic growth and development in the world.  Considering the per capita income, it is found 

that the backward States of India in both the years 2004-05 and 2010-11 had a per capita income 

below the national per capita income whereas the forward States were having a PCI above the 

national average.  Bihar, Uttar Pradesh and Madhya Pradesh had a PCI much below half of the 

national average whereas forward States like Haryana, Maharashtra and Kerala had a PCI of 150 

to 160 per cent of the national average.  One can therefore see that there is wide inequality in the 

development of the two sets of States in India (Table 2.1).  

 

The Center for Monitoring Indian Economy developed an Infrastructure Development Index 

with the following items and weights: 

 

1. Transport facility  - 26 per cent. 

2. Energy consumption.  - 24 per cent. 

3. Irrigation facility.  - 20 per cent. 

4. Banking facility.  - 12 per cent. 

5. Communication  - 06 per cent. 

6. Educational facility.  - 06 per cent. 

7. Health facility.  - 06 per cent. 

As regards the Infrastructure Development Index (IDI), it is found that the forward States have 

an index of more than 100 whereas the backward States with the exception of Uttar Pradesh have 
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an index below 100.  Punjab had the highest index of 187.6 amongst the forward States and 

highest index amongst the backward States belonged to Uttar Pradesh with the index being 

101.2.  Infrastructure development is the basis of economic growth and development.  It is clear 

from the Table 2.2 that the backward States of India lag behind in infrastructure development.    

Development looked in terms of per capita power consumption, registered vehicles per 1000 per-

sons, road length, telephone density and irrigation facility, it is found that the backward States 

find themselves below the national average with one or two exceptions.  All these figures 

indicate that there has been imbalanced economic growth and development in India.  The tele-

density figures may not be considered for the Social and Economic Infrastructure Index 

(SEII) as these figures are for the year 2012.  Further, landline connectivity is no more 

considered alone as a measure of tele-density.  It is because of the mobile telephony revolution 

that India was able to skip the land line telephonic revolution and improve her tele-density 

figures.   

 

Table 2.1 - State NSDP and NSDP Per Capita (2004-05 to 2011-12) at Current Prices. 

 

SNO State 
NSDP (in Rs. Crore) Percent 

Growth@ 

NSDP PC (in Rupees) Percent 

Growth@ 2004-05 2010-11 2004-05 2010-11 

A. Forward States       

1. Haryana 85928 233310 171.5 37842 92327 144.0 

2. Maharashtra 368369 935222 153.8 35915 83471 132.4 

3. Kerala 104776 246212* 135.0 31871 80366 152.1 

4. Gujarat 172265 440942* 156.0 32021 75115 134.6 

5. Tamil Nadu 193645 491049 153.6 30062 72993 142.8 

6. Punjab 86108 195901 127.5 33103 67473 103.8 

7. Andhra Pradesh 201303 510421 153.5 25321 60458 138.8 

8. Karnataka 148299 353616 138.4 26804 59763 122.9 

B. Backward States       

1. Rajasthan 112636 269381 139.0 18565 39967 115.3 

2. Odisha 66614 150868 126.5 17380 36923 112.4 

3. Assam 47181 92496 96.0 16782 30413 81.2 

4. Madhya Pradesh 99940 260403* 160.5 15442 27250 76.4 

5. Uttar Pradesh 231037 519328 124.8 12950 26051 101.1 

6. Bihar 70167 195050 178.0 7914 20069 153.6 

C. India’s GNP &  NNP 

PC 

2949089 7078512 140.0 24143 53331 120.9 

Source: IES 2011-12 Tables 1.1 & 1.8. 

*State Economic Surveys.  @Computed from the table. 
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Table 2.2 - Infrastructure Development in India. 

 

SNO State 

PCPC 

2007-08 

RV/1000 

PERSONS 

2006 

RL/1000 

SQKM 

2008 

RATIO OF  

IRRIGATED 

AREA TO  

GCA 

TELE- 

DENSITY 

2012 

SEII 

1999 

1. 2. 3. 4. 5. 6. 7. 8. 

A. Forward States       

1. Punjab 1155 1548 897 97.7 106.89 187.6 

2. Maharashtra 680 1046 726 19.6 93.47 112.8 

3. Haryana 309 1324 672 86.0 83.44 137.5 

4. Gujarat 1116 1568 743 41.7 90.61 124.3 

5. West Bengal 321 337 2336 56.9 80.32 111.3 

6. Karnataka 661 1106 1331 29.4 97.52 104.9 

7. Kerala 352 1070 5269 16.5 105.55 178.7 

8. Tamil Nadu 896 1544 1393 55.9 117.06 149.1 

9. Andhra Pradesh 651 894 1254 46.3 80.84 103.3 

B. Backward States       

1. Madhya Pradesh 395 694 538 32.2 54.84 76.8 

2. Assam 124 319 2937 2.4 49.16 77.7 

3. Uttar Pradesh 241 867 1182 75.5 60.29 101.2 

4. Rajasthan 443 763 501 36.4 73.46 75.9 

5. Odisha 520 497 1383 36.7 61.70 81.0 

6. Bihar 49 158 1276 60.6 47.45 81.3 

C. All India 509 768 1288.7 44.6 77.79 100.0 
P493, Table 5, Datt & Sundaram, 64th Edition, S Chand and Company Ltd and TRAI. 

 

PCPC :   Per capita power  consumption. 

RV      :   Registered vehicles. 

RL      :   Road length 

SEII    :  Social and Economic Infrastructure Index. 

 

 

INDUSTRIAL POLICY FOR REGIONAL DEVELOPMENT. 

 

There is no doubt that India suffers from imbalanced regional growth and this fact has been 

accepted by the Planning Commission of India.  The Second Five Year Plan making a statement 

on the need for regional development said, “In any comprehensive plan of development, it is 

axiomatic that the special needs of the less developed areas should receive due attention.  The 

pattern of investment must be devised as to lead to balanced regional development”.  The Third 

Five year Plan also emphasized on the importance of regional development in India.  It stated 

that “balanced development of different parts of the country, extension of the benefits of 

economic progress to the less developed regions and widespread diffusions of industry are 

among the major aims of planned development”.    The approach of the third plan was to: 
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1. To help the States in reducing intra-State inequalities. 

2. To initiate new programs and extend programs adopted in the previous plans to reduce 

inter-State inequalities. 

In order to reduce intra-State inequalities in development, the third five year plan proposed the 

following steps: 

 

1. Increase in agricultural production. 

2. Ensure greatest possible increase in income and employment. 

3. Developing social services such as elementary education, water supply, sanitation and 

health services in rural areas. 

4. Developing communications and power. 

5. Raising the standard of living for less developed areas of the State. 

In order to reduce inter-State inequalities, the following action was proposed: 

 

1. Intensive development of agriculture. 

2. Extension of irrigation. 

3. Promotion of small and village industries. 

4. Large scale expansion of power. 

5. Development of road and rail transport. 

6. Provision of universal education for the age group 6 – 11 years. 

7. Larger opportunities for secondary, technical and vocational education. 

8. Improvements in conditions of living and water supply. 

9. Programs for the welfare of SC/ST and OBCs. 

10. Programs for rural works to solve the problem of poverty and under employment. 

11. Establishment of large industrial projects and river valley projects in the less developed 

regions of the country. 

The fourth five year plan initiated a number of development schemes for the rural poor.  The 

Small Farmers’ Development Agency (SFDA), Marginal Farmers’ and Agricultural Laborers’ 

Development Agency (MFAL), Drought Prone Area Program (DPAP), Crash Scheme for Rural 

Employment (CSRE), Pilot Intensive Rural Employment Projects (PIREP) were some of these 

schemes.  A large number of poor lives in less developed regions of the country.  Hence, these 

programs were sought to generate benefits for the less developed regions.  Backward regions 

were identified for giving concessions and financial assistance to industries established in such 

areas. 

 

In the Fifth Five Year Plan, emphasis was placed on Area Development.  Resource based 

development approach, target group approach, incentive approach and the comprehensive area 

approaches were adopted during this plan to bring about regional development in India.  In order 
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to provide an integrated approach to the problems of regional development, the Sixth Five year 

Plan adopted area planning and sub-plan approach.  The Desert Development Program covering 

21 districts aimed at checking desertification and raising productivity of local resources to raise 

the income and employment levels of the local people.  The DPAP covered 74 districts in the 

country and aimed at optimum utilization land, water and livestock resources, restoration of 

ecological balance and stabilizing income of the people.  The Integrated Rural Development 

Program (IRDP) and National Rural Employment Guarantee Program (NREP) were the largest 

programs implemented during the sixth plan. 

 

The Seventh Five year plan laid emphasis on agricultural productivity and human resource 

development to bring about balanced regional development in the country.  Agricultural 

productivity was sought to be raised for rice, coarse cereals, pulses and oilseeds.  Universal 

elementary education was sought to be achieved in order to raise the level of human 

development. 

 

The Government of India adopted the New Economic Policy under which the Indian economy 

was sought to be converted into the largest private sector economy in the world.  Accordingly, 

free market policies were adopted.  Indicative planning replaced planning by direction.  

However, the eighth plan had some developmental programs like the Hill Areas Development 

Program, North Eastern Council, Border Area Development Program, Desert Development 

Program etc.  These programs cannot be considered as part of regional development planning.  

The Ninth Plan in fact admitted that private investments will not eliminate regional imbalances.  

Hence, public investment in infrastructure in favor of the less developed States was required.  

However, no concrete plan was laid down to address the problem of regional development.  The 

Tenth plan expressed concern over increasing regional inequalities.  In order to ensure balanced 

development, it included a State-wise break-up of the broad development targets such as Gross 

State Domestic Product and Social development consistent with the national targets.  The 

Eleventh Plan set up sector-wise targets.  The 11th plan sought to target the slower growing 

States and the backward areas within these States for higher levels of public investment and felt 

that the backlog of physical and social infrastructure development will be taken care of.  It 

proposed to strengthen the backward regions grant fund which aimed at development of 

backward areas by: 

 

1. Providing infrastructure. 

2. Promoting good governance and agrarian reforms. 

3. Converging developmental flows into backward districts. 

The Backward Regions Grant Fund has two components: the district component covering 250 

districts and special plans for Bihar State and the Kalahandi-Bolangir-Korapur districts of Orissa 

State.  A provision of Rs.29, 100 crore was made in the 11th plan for this program. 

 

Assessment of Economic Planning for Balanced Regional Development. 

 

The policies adopted by the Government of India for regional development can be classified into 

the following categories: 
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1. Policies aimed at industrialization of backward regions.    

2. Policies for development of irrigation, agriculture and allied activities. 

3. Policies aimed at providing infrastructural facilities in backward regions. 

4. Transfer of resources from Centre to States in the form of plan assistance, non-plan 

assistance and discretionary grants. 

5. Special programs for the development of backward and less developed regions. 

Under the policy of industrialization of backward regions, measures such as location of public 

sector projects in backward regions, use of industrial licensing policy to direct private investment 

to backward regions and encouragement to prospective entrepreneurs to set up industries in 

backward areas by granting them subsidies and concessional finance from nationalized banks 

and financial institutions were adopted.  A number of public sector projects were set up in the 

backward States of Bihar, Madhya Pradesh and Orissa.  The impact of these projects on regional 

development of these States was not significant.  The industrial licensing policy failed to achieve 

the desired results and has discriminated in favor of developed States along with the financial 

institutions. 

 

 

 

 

Questions. 

 

1. Explain the determinants of industrial location. 

2. Explain Weber’s theory of industrial location. 

3. Explain Sargant Florence’s theory of industrial location. 

4. Explain the problem of industrial dispersion and regional imbalance in India. 

5. Write a note on industrial policy and regional balance in India. 
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UNIT THREE 

 

INDUSTRIAL PRODUCTIVITY AND 

INDUSTRIAL SICKNESS 
 

 

PREVIEW. 

 
▪ Concept and Measurement of Industrial Productivity. 
▪ Factors affecting Industrial Productivity. 
▪ Industrial Sickness: Causes, Effects and Remedial Measures. 

▪ Rationalization: Concept, Aspects and Impact. 

 

 

CONCEPT AND MEASUREMENT OF INDUSTRIAL PRODUCTIVITY. 

 

Industrial productivity is the ratio of output to input.  Productivity increases when the physical 

quantity of input remains the same or falls and the physical quantity of output increases.  

Productivity increases as a result of increase in the efficiency of factor inputs.  For a given level 

of output, the cost of production must continually decrease to the maximum possible extent.  

According to the International Labor Office, productivity is defined as the ratio between output 

and one of the factor input and is generally known as the productivity of that particular factor.  

According to Russel Fenske, productivity can be defined in many ways, such as: productivity is a 

form of efficiency, productivity refers to efficient utilization of resources, productivity is a ratio 

and productivity is monetary terms is a rate of return. 

 

The total product of a firm or nation may either increase on account of industrial expansion or on 

account of increase in industrial productivity.  Industrial expansion takes place when there are 

more and more industries and when each industry has more and more firms i.e. when the total 

number of industries and their constituent firms increases, the total output of the nation increases.  

Thus when physical expansion of the productive apparatus takes place, quantitative changes in 

the productive units leads to quantitative changes in total production.  However, when a given 

industrial base remaining constant, the total product increases, it happens on account of changes 

in the efficiency or productivity of factor inputs such as land, labor, capital and enterprise.  In 

this case, qualitative changes lead to quantitative changes in total production.  Industrial 

Productivity is a qualitative phenomenon leading to quantitative changes. 

 

Industrial productivity is a statistical measurement of the rate at which output is produced with a 

given quantity of input.  Productivity indices indicate the industrial productivity of industries and 

across firms in a given industry.  Industrial productivity is considered as a barometer of countries 

economic and industrial development. They help in analyzing and forecasting the economic 

trends in a country and evaluating the impact of technological changes on the volume of 

production, employment and allocation of productive resources. The study of industrial 

productivity promotes the following: 
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1. Comparative analysis between industries, firms, regions and countries. 

2. Optimum allocation of productive resources. 

3. Formulate monetary, fiscal and industrial policies of the government. 

 

Measurement of Productivity. 

 

Given the factor inputs, productivity of each factor input can be measured in terms of ratio of 

output to the given quantity of factor input.  For instance, labor productivity may be measured as 

the ratio of units of output to the units of labor input.  Symbolically, labor productivity may be 

measured as follows: 

 

𝑳𝒂𝒃𝒐𝒓 𝑷𝒓𝒐𝒅𝒖𝒄𝒕𝒊𝒗𝒊𝒕𝒚 =  
𝑵𝒆𝒕 𝑶𝒖𝒕𝒑𝒖𝒕

𝑵𝒖𝒎𝒃𝒆𝒓 𝒐𝒇𝒑𝒆𝒓𝒔𝒐𝒏 𝒉𝒐𝒖𝒓𝒔 𝒆𝒎𝒑𝒍𝒐𝒚𝒆𝒅
 

 

Productivity of capital may be measured as the ratio of net output to net capital employed.  

Symbolically, capital productivity may be measured as follows: 

 

𝑷𝒓𝒐𝒅𝒖𝒄𝒕𝒊𝒗𝒊𝒕𝒚 𝒐𝒇 𝑪𝒂𝒑𝒊𝒕𝒂𝒍 =  
𝑵𝒆𝒕 𝑶𝒖𝒕𝒑𝒖𝒕

𝑵𝒆𝒕 𝒄𝒂𝒑𝒊𝒕𝒂𝒍 𝒆𝒎𝒑𝒍𝒐𝒚𝒆𝒅
 

 

Productivity of land may be measured in terms of ratio of net output to units of land employed in 

production.  The unit of land may be measured in terms of acres or hectares.  The productivity 

per hectare of agricultural land may be symbolically measured as follows: 

 

𝑷𝒓𝒐𝒅𝒖𝒄𝒕𝒊𝒗𝒊𝒕𝒚 𝒐𝒇 𝑳𝒂𝒏𝒅 =  
𝑵𝒆𝒕 𝑶𝒖𝒕𝒑𝒖𝒕

𝑶𝒏𝒆 𝒉𝒆𝒄𝒕𝒂𝒓𝒆 𝒐𝒇 𝒍𝒂𝒏𝒅
 

 

Labor is the most important factor of production.  Labor alone is embodied in capital, in 

enterprise, in land and in labor itself.  Labor ascribes productivity to other factor inputs.  It is 

only when labor become progressively productive, other factor inputs also become more 

productive.  The competitive advantage of nations is a function of productivity of labor.  The 

incremental output capital ratio increases and a higher percentage of growth rates in real national 

income are achieved by making a given level of investment. 

 

FACTORS AFFECTING INDUSTRIAL PRODUCTIVITY. 

 

There are a number of factors which affect industrial productivity.  These factors are: technical, 

financial, natural, managerial, social, administrative, qualitative and quantitative in nature. 

 

Technical Factor. 

 

The application of mechanical power, introduction of highly specialized and automatic 

machines, improvement in the production process, more efficient coordination and integration of 

productive processes, specialization etc leads to improvements in productivity.  Advances in 

science and technology greatly contribute to increases in productivity.  The application of 
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computing technology in all walks of modern life has greatly increased productivity in the 

modern times.  When inventions and innovations take place as a matter of routine in the ordinary 

course of industrial life, productivity changes takes place continually leading to greater economic 

welfare of the people.  

 

Financial Factor. 

 

Inventions and innovations will take place in a country, if research and development becomes an 

integral part of industrial culture.  However, research and development needs to be financed and 

autonomous investment in research and development will not be enough to bring about rapid 

changes in industrial productivity.  The financial sector needs to serve the requirements of 

research and development by making available easy and adequate finance.  Governments need to 

promote research and development by granting tax exemptions on the financial resources spent 

on R&D and R&D loans can be introduced at subsidized interest rates. 

 

Natural Factor. 

 

Agricultural productivity and productivity of agro-based industries, extractive industries like 

mining and coal etc depend upon geological, physical and topographical factors.  Climatic 

conditions affect productivity of labor.  Labor is known to be more productive in temperate 

climates than in tropical climates.  Geological and topographical factors determine the 

productivity in extractive industries like coal mining in which the physical output of coal per 

head is influenced by the depth of coal mines, the thickness of the coal seams and the quality of 

coal.  The quality of the soil, the quantity of rain and seasons influence agricultural productivity 

and production.  This in turn also affects productivity in agro-based industries like the food 

processing industries. 

 

Managerial Factor. 

 

Modern industry is managed by professional managers.  Planning, organizing, staffing, directing, 

coordinating, controlling etc are all managerial functions performed by professional managers. 

Companies having managers with concern for production and concern for people not only are 

able to increase productivity of factor inputs but also keep the stakeholders happy.  While 

concern for production brings about productivity gains and greater compensation to the 

employees, concern for the people brings about greater commitment and a sense of belonging 

amongst the employees of the organization.  The application of modern management techniques 

such as Total Quality Management, Six Sigma, Enterprise Resource Planning, Business Process 

Re-engineering etc have greatly contributed to industrial productivity. 

 

Social Factors. 

 

The culture and attitudes of a nation has an important role to play in determining productivity in 

general and industrial productivity in particular.  Countries endowed with industrious and 

enterprising people make great strides in productivity and generation of wealth.  The 

industriousness of individuals is determined by the culture in which individuals are born.  

Cultures which lay emphasis on equality, performance, freedom, industriousness creates a more 



36 Industrial and Labor Economics by Krishnan Nandela, Associate Professor and Head, Department of Economics, Dr. TKT College, 
Parel, Mumbai – 12. 

 

productive labor force than otherwise.  A fatalistic attitude will not be germane to production and 

productivity but a can-do and will-do attitude will be a great influence on production and 

productivity.  A country dominated by rent seeking usurpers and sloths will always is less 

productive than one which is dominated by hard working people with a strong sense of economic 

justice.  Scientific temperament and the will to earn ones bread will always create a productive 

society. 

 

Administrative Factor. 

 

The fiscal and industrial policy of a government will also influence industrial productivity.  For 

instance, a government offering fiscal incentives such as lower excise duties on higher levels of 

output may promote efforts made on increasing productivity.  Trade policies of countries affect 

productivity in all countries.  Countries imposing protective tariffs and quotas on other countries 

will affect industrial productivity.  While the physical quantity of output may increase in the 

country which follows the policy of protectionism without productivity increases, both the 

physical quantity of output and productivity may decrease in the country against which the 

policy of protection is aimed at.  The industrial policy of a country will determine the pattern of 

investment and the pattern of industries in a country.  In a mixed economy, industries may be 

reserved for the public sector and the private sector may be prevented by law from entering into 

the industries reserved for the public sector.  The time taken to start a business and complete the 

administrative procedures will determine the extent to which investment gets attracted to a 

country.  For instance, FDI gets attracted to those countries where ease of doing business is 

facilitated by pro-active administration. 

 

Quality of Labor Force. 

 

The quality of labor force or human resource depends upon the skill, education and training 

obtained by the people in a country.  Enterprises which invest in training and development of its 

workforce on a regular basis will create a skilled and up-dated labor force.  Similarly, a country 

which invests in education and training of the people will also create a skilled labor force which 

will be readily available to the industry.  A nation which learns unlearns and relearns will always 

be more productive than one which does not.  

 

Size of the Industrial Enterprise. 

 

The size of the industrial enterprise determines the productivity of factor inputs.  Small and tiny 

industrial enterprises may not create the scope for increasing industrial productivity in the 

manner which large industrial enterprises can.  Large enterprises can also spend money research 

and development, training and re-training of labor force.  Large enterprises can take advantage of 

internal economies of scale.  The internal economies of scale will reduce the cost of production 

and thereby bring about increase in productivity. 
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INDUSTRIAL SICKNESS. 

 

According to the Sick Industrial Companies (Special Provisions) Act, 1985, an industrial 

company was defined as sick if it was registered for at least seven years, it incurred cash losses 

for the current and the preceding year and its net worth was eroded.  An industrial company was 

defined as incipiently sick if 50 per cent or more of its peak net worth is eroded during any of 

preceding five financial years.  In 1991, public sector companies were also brought under the 

purview of the Act.  In 1992, the Act was amended and the criterion of cash losses for two 

successive years was eliminated from the definition of sick industry. 

 

A small scale unit is considered to be sick if it incurs a cash loss in the previous accounting year 

and is likely to continue with losses in the current accounting year and if 50 per cent or more its 

net worth is eroded in any of the last five years and/or the unit has continuously defaulted in 

meeting four consecutive installments of interest or two half yearly installments of principal on 

term loan and there were persistent irregularities in the operation of its credit limits with the 

bank. 

 

CAUSES OF INDUSTRIAL SICKNESS IN INDIA. 

 

The causes of industrial sickness are divided into external and internal causes.  External causes 

include factors such as power cuts, lack of demand, irregular supply of inputs, changing 

government policies etc.  Internal causes are concerned with issues such as production, finance, 

management etc. 

 

EXTERNAL CAUSES. 

 

Power Cut. 

 

Production of power in India is way behind the demand for power.  Power cut is therefore 

common in non-metro cities, towns and villages.  Loss of production time due to regular power 

cuts is an important cause of industrial sickness in India.  Production units cannot work in 

multiple shifts and even in a single shift they experience power cuts leading to loss of output. 

 

Irregular Supply of Inputs. 

 

The supply of scarce raw materials is irregular.  Units dependent on such raw materials will be 

affected if they are not available in the required quantity.  Intermediate products imported from 

other countries may not reach in time or may not be available even if you have the money to buy.  

Transport bottlenecks can also upset the supply of essential inputs and affect the performance of  

industrial units. 
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Lack of Demand.  

 

In times of recession, the demand for industrial goods also falls and if the recession is longer, it 

will affect the performance of the industrial unit.  Falling demand and increasing inventories can 

be a great cause of concern for the industrial units. 

 

Lack of availability of Credit. 

 

Under inflationary conditions, the central bank may follow a dear monetary policy leading to 

hike in interest rates and reduction in the supply of credit.  Interest rates on consumer credit may 

go up substantially thereby affecting the demand for consumer loans.  The demand for consumer 

durables and motor cars greatly depend upon the cheap availability of consumer loans.   

 

Changes in Government Policy. 

 

Unexpected changes in the government policy pertaining to imports, exports, taxation etc also 

affects the performance of industrial units. 

 

INTERNAL CAUSES. 

 

Defective Planning. 

 

Wrong location of an industrial unit is an example of defective planning.  If the inputs required 

for the unit is not easily available or the cost of production is high on account of high transport 

costs, labor costs and cost of raw materials, the unit will be less competitive.  The market 

demand for the products to be produced should be analyzed in advance to ensure successful sale 

and profits.  Absence of demand estimation is another example of defective planning.  Defective 

planning can therefore lead to losses and eventual sickness. 

 

Defective Plant and Machinery.  

 

If proven professionals are not employed in the company, the plant and machinery installed may 

run into problems.  Some problems may be inbuilt and some may occur in the course of 

operation.  This may result in prolonged down time and loss of output.  Further, inappropriate 

choice of technology may also cause operational inefficiency and losses. 

 

Financial Problems. 

 

Industrial units may run into financial problems such as raising of equity of capital either 

publicly or privately.  They may also face the problem of raising working capital from the banks.  

If the institutional mechanism consisting of financial institutions and individuals who contribute 

to the equity capital of the firm are not supportive, it will be difficult for the firm to sustain its 

operations. 
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Entrepreneurial Limitations. 

 

Entrepreneurs are born and entrepreneurs are created.  Not everybody can become successful 

entrepreneurs.  Persons lacking entrepreneurial skills may set up firms and eventually fail on 

account of poor skills. 

 

Management Problems. 

 

Managerial expertise and functional specialization is essential for succeeding in business.  Sole 

proprietorship firms and partnership firms may not have professional managers employed in their 

firms.  This will lead to problems of managerial inefficiency and losses. 

 

Labor Problems. 

 

A firm needs to have harmonious labor management relations.  In order to establish internal 

harmony, industrial relations and personnel management skills are essential.  If these skills are 

lacking in the owners or in the management employed in the firm, the firm may face the problem 

of labor problems which may manifest in the form of strikes, go-slow etc.  Industrial dispute is 

an important cause of industrial sickness in India. 

 

MEASURES TO CONTROL INDUSTRIAL SICKNESS IN INDIA. 

 

The measures adopted to control industrial sickness in India are as follows: 

 

The Industrial Investment Bank of India (IIBI). 

 

In order to revive and rehabilitate the sick industrial units, the Government of India established 

the IRCI.  The IRCI was mandated to provide financial, managerial and technical assistance to 

sick industrial units and to provide merchant banking services for amalgamation, merger etc of 

sick industrial organizations.  In 1985, the IRCI was transformed into Industrial Reconstruction 

Bank of India (IRBI) and later in the year 1997, it was developed into a development financial 

institution and renamed as Industrial Investment Bank of India Limited (IIBI). 

 

The Board for Industrial and Financial Reconstruction (BIFR). 

 

Under the Sick Industrial Companies (Special Provisions) Act (SICA), 1985, the Government set 

up the Board for Industrial and Financial Reconstruction in 1987 for determining the preventive, 

ameliorative, remedial and other measures which are required to be taken in respect of sick 

industrial units and for rapid enforcement of the measures determined.  Industrial companies 

whose net worth is zero and those of which whose net worth has been eroded by 50 per cent or 

more are required to make a reference to the BIFR under Sections 15 and 23 of the Act 

respectively.  References received under Section 15 are required to be inquired into.  Public 

sector enterprises were brought under BIFR through an amendment of the SICA in December 

1991.  Until 2002, the BIFR has received 5675 references under SICA.  Out of these, 552 
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rehabilitation schemes were sanctioned and 1057 companies were recommended to be wound up.   

The focus of the government has shifted from rehabilitation to liquidation in recent years. 

 

Commercial Banks. 

 

The commercial banks granted many concessions to sick industrial units such as: grant of 

additional working capital facilities, recovery of interest at reduced rates, moratorium on 

payment of interest, freezing a portion of the outstanding in the accounts etc.  They set up a sick 

industrial undertakings cell in the RBI to function as a clearing house for information relating to 

sick units and to act as a coordinating agency between the government, banks, financial 

institutions and other agencies.  They also set up the State level inter-institutional committees at 

all the regional offices of the Department of Banking Operations and Development of the RBI 

for better coordination between the banks, State governments, Central and State level financial 

institutions and other agencies. 

 

Government Guidelines. 

 

Under the guidelines of the government, the administrative ministries were given responsibility 

for prevention and remedial action in case of sickness in industrial sector within their charge.  

The ministers were required to monitor sickness and coordinate action for revival and 

rehabilitation of sick units.  Certain concessions were provided by the government to assist 

revival of sick units without intervention.  In 1982, a scheme for provision of margin money to 

sick units in the small scale sector was introduced to enable them to obtain funds from banks and 

financial institutions to implement revival schemes. 

 

RATIONALIZATION, CONCEPT, ASPECTS AND IMPACT. 

 

The measures adopted by German entrepreneurs in the aftermath of the Second World War and 

in the wake of industrial degeneration to revive the German economy came to be known as 

Rationalization.  In German language, the meaning of ‘rationalization’ is ‘new industrial 

philosophy’.  The revival of German industrial economy after adoption of the new industrial 

philosophy, the term ‘rationalization’ assumed currency across the world.  Rationalization is 

understood as a revolutionary change in the structure and control of industrial activity so that 

wastages are neutralized and cost reduction is maximized. 

 

According to the National Board of Economy and Efficiency of Germany, ‘’rationalization refers 

to understanding and applying all possible methods to improve the general economic situation 

through technical and systematic organization.  Prof. Sargent Florence defined the term 

‘rationalization’ as a movement to eliminate waste and inefficiency scientifically and logically 

by some sort of joint action between all the firms within one industry.  The German Federation 

of Industries referred to rationalization as ‘rational employment of all technical and 

organizational means to maximize labor productivity.  It also aims to cover a general expansion 

of trade and consumption and an improvement in the standard of workers.   

 

The National Commission on Labor, 1969 defined ‘Rationalization’ as rational use of inputs for 

a planned and rational distribution of its output to meet current market demand and 
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simultaneously to bring about a reduction in costs.  It is a basic change in the structure and 

control of industrial activity.  It means elimination of waste and promotion of efficiency.  It is a 

process which brings the advantages of planned production, pooling of research and scientific 

knowledge, centralized regulation of finance, modernization of productive processes and sales 

and optimum utilization of manpower.  It is a broad based productivity drive through every 

available technique.   

 

Some of the common features of rationalization can be listed as follows: 

 

1. It refers to a fundamental change in the purpose, structure and control of the industries. 

2. It aims at elimination of waste of all kinds through scientific study. 

3. It aims at increasing the efficiency or productivity of workers. 

4. It aims at maximizing production and minimizing cost. 

5. It aims at maximization of output and economic welfare of the society. 

 

The Bombay Textile Labor Inquiry Committee, 1941 stated that the aims of rationalization are as 

follows: 

 

1. Increase in labor productivity and wages. 

2. Increase in the efficiency of workers and improvement in working conditions. 

3. Financial and industrial reorganization. 

 

ASPECTS OF RATIONALIZATION. 

 

The different aspects of rationalization are: technological, organizational, financial and social.   

 

Technological Aspect. 

 

The technological aspect of rationalization involves standardization, simplification, 

mechanization, intensification and specialization.  Standardization is a process of fixing 

standards for inputs, throughput and output.  Standardization is a continuous process because the 

standards need to change according to changing technology and changing tastes, habits and 

preferences of the consumers.  Simplification refers simplifying the production process.  

Standardization helps in simplifying the production process.  Mechanization is the use of 

machines in production.  Mechanization leads to cost reduction, standardization, higher labor 

productivity and better quality of products.  Intensification refers to increasing the speed of 

executing various tasks performed on the shop floor.  Specialization or division of labor is the 

result of mechanization.  When repetitive work is carried out on a large scale by individual 

workers, specialization is the result.  The advantages of specialization come through integrated 

and coordinated layouts, machines, processes and methods. 

 

Organizational Aspect. 

 

The organizational aspect of rationalization involves setting up few large units with unity of 

command and control.  These large units are expected to work at their full capacity and each one 

is expected to specialize in the production of a given product.  Organizational changes are made 
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through industrial combination, works specialization, matching of demand and supply, control 

over competition and nationalization.  Industrial combinations are effected through mergers and 

acquisitions.  Works specialization takes place through division of labor.  Demand and supply is 

matched by scheduling production according to the pattern of demand overtime.  Industrial 

combinations leads to expansion in the size of the organization and big firms are able to compete 

out or pre-empt any possible competition.  In mixed economies, the government may take over 

sick private sector industrial units and make them economically viable.   

 

Financial Aspect. 

 

Rationalization involves reorganization and modernization of the plant, factory and organization.  

Adequate financial resources will be required to engage in these activities.  When expansion is 

achieved through mergers and acquisitions, financial resources are required to fund expansion.  

Similarly, modernization of the plant, factory and organization also requires self-financing.  

Rationalization therefore cannot take place without adequate provision of finance. 

 

Social Aspect. 

 

The social aspect of rationalization involves maintenance of industrial peace and harmony.  

Rationalization may involve intra-plant and inter-plant redeployment of labor and other 

resources.  It may also retrenchment of human resources.   Retrenchment and redeployment of 

human resources cannot take place without considering the social aspect of rationalization.  

Adequate compensation to the retrenched employees and retraining and redeployment of 

employees will bring about industrial peace and harmony.  Rationalization should also lead to 

better facilities and improved labor welfare. 

 

IMPACT OF RATIONALIZATION. 

 

The producers, workers, consumers and the nation as a whole are the stakeholders in industry.  

Rationalization has a positive impact on all these stakeholders.  The producers are benefited 

through higher output, lower cost, optimum use of resources, profit maximization, elimination of 

wastes and lesser competition, insulation from trade cycles and industrial research.  The workers 

become more efficient and more productive.  As a result, employee compensation and employee 

welfare goes up.  The consumers are benefited through better and cheaper products, standardized 

products, greater economic welfare through lower prices of products and an efficient delivery of 

goods and services.  The nation as a whole benefits in terms of effective use of resources, rise in 

national income and increased industrialization. 

 

Questions. 

 

1. Explain the concept, significance and measurement of industrial productivity. 

2. Explain the factors affecting industrial productivity. 

3. Define industrial sickness and explain the causes of industrial sickness. 

4. Explain the effects and remedial measures to control industrial sickness in India. 

5. Explain the concept and aspects of rationalization. 

6. What is rationalization and explain its impact. 
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UNIT FOUR 

 

INDUSTRIAL DEVELOPMENT IN INDIA 
 

 

PREVIEW. 

 
▪ New Industrial Policy of 1991,Disinvestment Policy, Micro, Small and Medium 

Enterprises Development Act, 2006; National Manufacturing Policy, 2011 

▪ Recent Trends in India's Industrial Growth. 
▪ Role of MNCs in the Indian Economy - Merits and Demerits 

▪ Issues in Industrial Proliferation and Environment Preservation; Pollution 

Control Policies. 

 

 

 

NEW INDUSTRIAL POLICY OF 1991. 

 

The Beginning of a New Era. 

 

On 24th July 1991, the new industrial policy was announced and the beginning of a new era in 

the Indian economy was heralded. Liberalization, Privatization and Globalization were the three 

cornerstones of the new policy and the grand objective was to convert Indian into the largest free 

market economy of the world by the beginning of the 21st Century.  Important provisions of the 

new Indus trial policy were as follows: 

 

1. Industrial Licensing Abolished.   The new policy abolished all industrial licensing 

except in the case of industries related to security and of strategic concern, social, 

safety and environmental concern, manufacture of products of hazardous nature and 

commodities of conspicuous consumption.  Only five industries were retained under 

the license permit system. These are:  

 

a)  Hazardous chemicals. 

b)  Distillation and brewing of alcoholic drinks. 

c)  Cigars and cigarettes of tobacco and manufactured tobacco substitutes. 

d)  Industrial explosives and 

e)  Electronics, aerospace and defense equipment. 

 

No approval is required in case of delicensed industry but entrepreneurs are    

required to submit an Industrial Entrepreneur memorandum to the Secretariat for 

Industrial Approval.  Until date, more than 66000 IEMs have been filed with 

investment intentions totaling about Rs.20 Trillion with an employment potential of 

12 million. 
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2. Dereservation of the Public Sector.  The Industrial Policy of 1956 reserved 17 

industries for the public sector.  The 1991 policy dereserved 13 out of the 17 

industries for the private sector leaving only four industries in the control of the 

public sector.  The government also divested its shareholding in the public sector 

enterprises in part to financial institutions, employees and the public.  In 1991-92, 

part of the equity of 30 PSUs was divested.  Between April 1991 to March 2006, the 

government has raised Rs.49, 204 crore through divestment.  In May 2001, the 

government opened up arms and ammunition industry to the private sector.  As a 

result, now only three industries remain reserved for the public sector. These are; 

atomic energy, minerals specified in the schedule to the atomic energy (control of 

production and use order) 1953 and rail transport.  

 

3. MRTP Limit Abolished.   All firms with assets above Rs.100 crore were classified 

as MRTP firms under the MRTP Act. These firms were permitted to enter in selected 

industries on a case-by-case approval basis.  The new policy abolished the asset limit 

of MRTP firm by amending the MRTP Act.  The amendment gives emphasis to the 

prevention and control of monopolistic, restrictive and unfair trade practices. 

 

4. Free Entry to Foreign Investment and Technology.  The new policy has prepared a 

list of high technology and high investment priority industries.  FDI to the extent of 

51 percent of the equity in these industries was allowed on an automatic basis.  The 

new policy also announced automatic permission for foreign technology agreements 

in high priority industries. It also made provisions for hiring foreign technicians and 

foreign testing of indigenously developed technology.  The industries in which 

automatic approval was granted are metallurgical industries, entertainment 

electronics, food processing and the services sectors having significant export 

potential.  The limit was increased to 74 per cent and now it has been raised to 100 

per cent.  Now foreign investment is permitted in all sectors subject to specified 

ceilings.  The industries that are excluded from FDI are arms and ammunition, atomic 

energy, railway transport, coal and lignite, mining of iron ore, manganese, chrome, 

gypsum, gold, diamonds etc. 

 

5. Liberalization of the Industrial Location Policy.  According to the new policy, in 

cities of less than one million people, no industrial approval for location will be 

required except for industries requiring compulsory licensing.  In million-plus cities, 

industries other than those of a non-polluting nature were required to be located 

outside 25 kilometers of the city limits.  The industrial location policy was amended 

in 1997-98.  The requirement of Industrial approvals for industries located outside 25 

kilometers of the city limits was abolished.  

 

6. Phased Manufacturing Programs for New Projects Abolished.  In order to 

increase the speed of indigenization in manufacturing industries, phased 

manufacturing programs were in force in a number of engineering and electronic 

industries. These programs were abolished in view of the reforms undertaken in the 

trade policy. 
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7. Removal of Mandatory Convertibility Clause.  Financial institutions had an option 

to convert a part of their loan into equity. This option was perceived as a take-over 

threat by private firms.  The new policy removed this option available to financial 

institutions. 

 

The new industrial policy of July 1991 was widely acclaimed as a turning point in the economic 

history of India.  It was considered as a new beginning that will usher India into economic 

prosperity and general well being of the people.  Liberalization, privatization and globalization 

of the Indian economy have been an ongoing process since the adoption of the new policy. The 

private sector, both domestic and foreign has been allowed to make investments in the oil 

exploration, power generation and mining industries.  Today, the Indian economy though not 

completely transformed, looks much more different from the sleepy behemoth of the yester 

years. 

 

DISINVESTMENT POLICY IN INDIA 

 

During the last two decades and particularly after the break-up of the Soviet Union, a large 

number of countries of Central and Eastern Europe, Eurasia (consisting of Russia and other 

breakaway countries of  the former Soviet Union), Asia, Africa and Latin America adopted the 

free market system and launched a huge program of privatization.  India announced the New 

Economic Policy in July, 1991 under World Bank compulsions and adopted the policy 

prescriptions of Liberalization, Privatization and Globalization.  Since independence, India 

progressed along the lines of a socialistic pattern of society in which the Public Sector was 

assigned the commanding heights of the economy.  The industrial sector in India was largely 

dominated by the Public Sector with Government investment made in basic and heavy industries, 

a sub sector reserved for the Public Sector.  It was argued that the vast and dominant Public 

Sector in India was not only inefficient and incompetent but also inconsistent with the changing 

times.  The most important criticism against the Public Sector was that its rate of return on 

investment was as low as five per cent per annum. 

 

Under the new economic policy,   the following reforms were announced for the public sector: 

 

1. Reduction in the number of industries reserved for the public sector from 17 to 8 and later 

on to only three and the introduction of selective competition in the reserved area. 

2. Disinvestment of select set of public enterprises in order to raise resources and to 

encourage wider participation of general public and workers in the ownership of public 

sector enterprises. 

3. Adoption of private sector policy towards sick units for the public sector. 

4. Program of performance improvement through MOU consisting of greater autonomy and 

accountability. 

5. Reduction in budgetary support to sick public sector units. 

 

Disinvestment of public enterprises was the most important objective of the reforms program.  

Accordingly, government equity in non-strategic enterprises was to be brought down to 26 per 

cent and close down terminally sick public enterprises.  The Disinvestment Program began in 
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1991-92 and government equity in 48 companies has since been sold in various proportions.  The 

program assumed momentum only after 1999-2000 when the decision to make strategic sale was 

taken by the government.  It involved effective transfer of control and management to a private 

firm.  The Government so far has undertaken strategic sale of Modern Foods, BALCO, CMC, 

VSNL, IBP, ITDC Hotels, Maruti Udyog and Hindustan Zinc Limited.  

 

OBJECTIVES OF THE DISINVESTMENT PROGRAM.    

 

The following are the objectives of disinvestment program: 

 

1. Raising of resources. 

2. Imparting autonomy and accountability to public enterprises. 

3. To put national resources and assets to optimal use. 

 

On 09th December 2002, the government announced the following as the aims of the 

disinvestments program: 

 

1. Modernization and up gradation of public enterprises. 

2. Creation of new assets. 

3. Generation of employment. 

4. Retiring of public debt. 

5. Maintain government stake in public enterprises. 

6. Setting up a Disinvestment Proceeds Fund. 

7. Formulating guidelines for disinvestments of natural asset companies, and 

8. Preparing a paper on feasibility and modalities of setting up Asset Management Company 

to hold, manage and dispose the balance government equity in those enterprises which 

have been divested to a strategic partner.  

 

In this announcement, the government also declared the disinvestments of BPCL and HPCL. 

 
RANGARAJAN COMMITTEE ON DISINVESTMENT OF GOVERNMENT EQUITY. 

 

The Government appointed a Committee on Disinvestment in Public Sector Enterprises under 

the chairmanship of C Rangarajan in 1993 to suggest the correct method of disinvestments.  The 

Committee suggested that the best method is to offer shares of public enterprises to the general 

public at a fixed price through a general prospectus once the public enterprises shares are traded 

on the stock market.  The other important recommendations of the Committee are as follows: 

 

1. Forty per cent disinvestments in units reserved for public sector and seventy four per cent 

in other non-reserved public sector units. 

2. Formulating an action plan for disinvestments. 

3. Setting up an independent regulatory mechanism for PSEs. 

4. A studied approach to valuation of shares of PSEs. 

5. Preferential offer of shares to workers and employees of PSEs. 
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6. Ten per cent of the disinvestments proceeds may be set apart for concessional lending to 

PSEs to meet their expansion and rationalization needs. 

7. A standing committee on Public Enterprises Disinvestment may be constituted to oversee 

the action plan on reform, restructuring and disinvestments as well as monitoring the 

evaluation of progress made. 

 

THE DISINVESTMENT COMMISSION. 

 

The Government constituted a five member Public Sector Disinvestment Commission under the 

chairmanship of GV Ramakrishna in August 1996 for drawing a long term disinvestments 

program for the PSUs referred to the commission. The long term strategy of the Disinvestment 

Commission had four objectives: 

 

1. Strengthen public sector units where appropriate in order to facilitate disinvestments. 

2. Protect employees’ interest. 

3. Broad base ownership, and  

4. Augment receipts of the government. 

 

The Disinvestment Commission examined all the 58 public sector enterprises referred to it and 

advised the government on the extent of disinvestments.  The recommendations were made 

under five broad categories: 

 

1. Strategic sale involving change in ownership/management in 29 units and trade sale of 8 

units. 

2. Offer of sale of shares involving no change in ownership/management in 5 units. 

3. Deferment of disinvestments in 8 units and no disinvestments in one. 

4. Closure/sale of assets in 4 units, and 

5. Employee buy-out/strategic sale in two units. 

 

The government reconstituted the commission in July 2001 with RH Patil as chairman.  The 

government has decided to refer all non-strategic units including subsidiaries (excluding IOC, 

ONGC and GAIL) to the commission for independent advice.  The disinvestments process is 

being carried out by the Ministry of Disinvestment. 

 

THE DISINVESTMENT PROCESS. 

 

The disinvestments process began in1991-92 with the sale of minority stakes in some public 

enterprises.  It shifted its focus to strategic sales during 1999-2000 to 2003-04. In the beginning, 

the government offered shares for sale in ‘bundles’ involving a combination of equity from poor 

and good companies.  However, bundling method resulted in very low average price.  In 1992-

93, the government gave up the bundling method and sold shares of each company separately by 

the auction method.  In 1994-95, NRI and other persons were allowed to participate in the 

auction.  In 1996-97 and 1997-98, GDRs of VSNL and MTNL in international markets fetched 

Rs.380/- and Rs.980/- crores respectively.  In 1998-99, along with GDR and domestic offerings 

with the participation of FIIs, cash rich PSUs like ONGC, GAIL and IOC were forced to cross 

hold shares in related PSUs by buying them from the Government. 
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Since 1999-2000, the focus of the government shifted to the second method of disinvestments 

i.e., strategic sale of a PSU to a private sector company.  The government resorted to strategic 

sale of a number of companies like Modern Foods India Ltd, Videsh Sanchar Nigam Ltd, Indian 

Petrochemicals Corporation Ltd, Bharat Aluminium Company, CMC Ltd, HTL Ltd, IBP, ITDC, 

Hotel Corporation of India, Paradeep Phosphates Ltd, Maruti Udyog Ltd etc.   

 

Detail of budgeted receipts and actual receipts with regard to disinvestments is given in Table 3.1 

below. 

 

Table 3.1 - SUMMARY OF RECEIPTS FROM DISINVESTMENT 

1991-92 TO 2011-12 

Year Budgeted 

Receipts 

Total 

Receipts 

Transactions 

1991-92 2,500.00 3,037.74 Minority shares sold in Dec, 1991 and Feb,  

1992 by auction method in bundles of "very 

good", "good" and "average" companies 

1992-93 2,500.00 1,912.51 Shares sold separately for each company by 

auction method. 

1993-94 3,500.00 - Equity of 6 companies sold by auction 

method but proceeds received in 94-95. 

1994-95 4,000.00 4,843.10 Shares sold by auction method. 

1995-96 7,000.00 168.48 Shares sold by auction method. 

1996-97 5,000.00 379.67 GDR -VSNL 

1997-98 4,800.00 910.00 GDR -MTNL 

1998-99 5,000.00 5,371.11 GDR-VSNL; Domestic offerings of 

CONCOR and GAIL; Cross purchase by 3 

Oil sector companies i.e. GAIL, ONGC and 

IOC. 

1999-00 10,000.00 1,860.14 GDR-GAIL; Domestic offering of VSNL; 

capital reduction and dividend from 

BALCO; Strategic sale of MFIL. 

2000-01 10,000.00 1,871.26 Sale of KRL, CPCL and BRPL to CPSEs; 

Strategic sale of BALCO and LJMC. 

2001-02 12,000.00 5,657.69 Strategic sale of CMC, HTL, VSNL, IBP, 

PPL, hotel properties of ITDC and HCI, 

slump sale of Hotel Centaur Juhu Beach, 

Mumbai and leasing of Ashok Bangalore; 

Special dividend from VSNL, STC and 

MMTC; sale of shares to VSNL employees. 

2002-03 12,000.00 3,347.98 Strategic sale of HZL, IPCL, hotel 

properties of ITDC, slump sale of Centaur 

Hotel Mumbai Airport, Mumbai; Premium 

for renunciation of rights issue in favor of 

SMC ; Put Option of MFIL; Sale of shares 
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to employees of HZL and CMC. 

2003-04 14,500.00 15,547.41 Strategic sale of JCL; Call Option of HZL; 

Offer for Sale of MUL, IBP, IPCL, CMC, 

DCI, GAIL and ONGC; Sale of shares of 

ICI Ltd. 

2004-05 4,000.00 2,764.87 Offer for Sale of NTPC and spill over of 

ONGC; sale of shares to IPCL employees. 

2005-06 NTF 1,569.68 Sale of MUL shares to Indian public sector 

financial institutions & banks and 

employees 

2006-07 NTF -  

2007-08 NTF 4,181.39 Sale of MUL (Rs.2366.94 cr) shares to 

public sector financial institutions, public 

sector banks and Indian mutual funds and 

sale of PGCIL (Rs.994.82 cr) and REC 

(Rs.819.63 cr) shares through Offer for 

Sale. 

2008-09 NTF -  

2009-10 NTF 23,552.93 (Rs.2012.85 - NHPC, Rs.2247.05 - OIL and 

NTPC - 8480.098, REC Rs.882.52, 

Rs.9330.42 NMDC, ) 

2010-11 40,000.00 22,144.20 Rs.1062.74 SJVN, EIL 959.65, COAL 

INDIA 15199.44 CR; PGCIL 3721.17; 

MOIL 618.75 #; SCI 582.45 

2011-12 40,000.00 13,894.05 Rs.1144.55 PFC,Rs. 12749.5 ONGC 

2012-13 30,000.00 124.97 Rs. 124.97 NBCC 

Total  1,13,139.18  

Source: Government of India, Ministry of Finance. 

 

 

CURRENT APPROACH TO DISINVESTMENT POLICY. 

 

The current approach towards disinvestments is that the Government is committed to a strong 

and effective public sector whose social objectives are met by its commercial functioning.  The 

Government is committed to give full managerial and commercial autonomy to successful, profit 

making companies operating in a competitive environment.  Generally, profit making companies 

will not be privatized. 

 

According to the National Common Minimum Program, privatization of public enterprises will 

be considered on a transparent and consultative case-by-case basis.  The Government will retain 

existing Navratna companies in the public sector and encourage them to raise resources from the 

capital market.  Sick public enterprises will be revived, modernized and restructured.  However, 

chronically loss making companies will be either sold or closed and workers will be paid their 

legitimate dues and compensation.  The Government will take the help of private industry to turn 

around companies that have potential for revival. 
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The Government has decided to establish a Board for Reconstruction of Public Sector 

Enterprises to seek advice on ways and means of strengthening public enterprises in general and 

to make them more autonomous and professional.  The Board would consider restructuring of 

central public sector enterprises and suggest ways and means to fund such schemes.  The Board 

would also advice the Government on disinvestments/closure/sale in respect of chronically 

sick/loss making companies which cannot be revived. 

 

The Government has approved the constitution of a National Investment Fund comprising of 

proceeds from disinvestments of public sector units.  The broad objective of the fund will be to 

make investments in social sector projects and capital investment in selected profitable or 

revivable public sector enterprises in order to enlarge their capital base and to finance 

expansion/diversification.  The fund was set up on 01st April, 2005. 

 

The Government has also given ‘in-principle’ approval for listing of currently unlisted profitable 

PSEs each with a net worth in excess of Rs.200 crore through an initial public offer either in 

conjunction with a fresh equity issue by the PSE concerned or independently by the Government 

on a case by case basis subject to the residual equity of the Government remaining at least 51 per 

cent and the Government retaining management control of the public sector enterprise. 

 The salient features of the Disinvestment Policy as it exists today are: 

1. Citizens have every right to own part of the shares of Public Sector Undertakings. 

2. Public Sector Undertakings are the wealth of the Nation and this wealth should rest in the 

hands of the people. 

3. While pursuing disinvestment, Government has to retain majority shareholding, i.e. at 

least 51% and management control of the Public Sector Undertakings. 

Present Approach for Disinvestment 

On 5th Nov 2009, Government approved the following action plan for disinvestment in profit 

making government companies: 

1. Already listed profitable CPSEs (not meeting mandatory shareholding of 10%) are to be 

made compliant by ‘Offer for Sale’ by Government or by the CPSEs through issue of 

fresh shares or a combination of both. 

2. Unlisted CPSEs with no accumulated losses and having earned net profit in three 

preceding consecutive years are to be listed. 

3. Follow-on public offers would be considered taking into consideration the needs for 

capital investment of CPSE, on a case by case basis, and Government could 

simultaneously or independently offer a portion of its equity shareholding. 

4. In all cases of disinvestment, the Government would retain at least 51% equity and the 

management control. 

5. All cases of disinvestment are to be decided on a case by case basis. 

6. The Department of Disinvestment is to identify CPSEs in consultation with respective 

administrative Ministries and submit proposal to Government in cases requiring Offer for 

Sale of Government equity. 
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CRITICAL ASSESSMENT OF DISINVESTMENT.   

 

Under-valuation of Assets. 

 

The performance on the disinvestments front over the period 91-92 to 02-03 has not been 

satisfactory.  In the years 91-92, 94-95 and 98-99, the achievements were greater than the targets.  

According to Chandrashekhar and Ghosh, the success in 91-92 was due to acceptance of low 

bids for share bundles which included profit making public sector enterprises.  The average price 

at which more than 87 crore shares were sold in the year 91-92 was only Rs.34.83 as compared 

to Rs.109.61 realized thereafter.  In 94-95, success was due to selling of shares of highly 

profitable public enterprises like BHEL, Bharat Petroleum, CCI, Engineers India, GAIL, MTNL 

etc.  In 98-99, the success was due to the fact that cash rich government companies like ONGC, 

GAIL and IOC were forced to buy shares of other public sector companies.    

 

The important reasons for poor performance were as follows: 

 

1. The disinvestments process was carried out in an unplanned, hasty and hesitant way.  

Thus it failed to realize best value for government equity. 

2. The PSU shares were not listed on the stock exchanges before being offered for sale. 

 

On account of these reasons, the shares of public enterprises were heavily under-priced leading 

to heavy losses to the government. 

 

Use of Disinvestment Proceeds for Unproductive Purposes.  

 

A part of the disinvestments proceeds were to be used for the National Renewal Fund.  In 1997, 

Mr. GV Ramakrishna, the then Chairman of the Disinvestment Commission recommended that 

the proceeds should be used for retiring public debt, restructuring PSUs, developing the social 

infrastructure and voluntary retirement schemes.  In 2001-02, the Finance Minister had stated 

that out of the targeted proceeds of Rs.12000 crore, Rs.7000 crore will be used for restructuring 

assistance to PSUs, a safety net to workers and reduction of public debt and Rs.5000 crore will 

be used to support plan expenditure on social and infrastructure sectors.  However, the entire 

proceeds were used to bridge the revenue deficit and thus try to achieve the fiscal deficit targets 

laid down under the stabilization program of the IMF.  Thus the disinvestments proceeds were 

used for non-developmental purposes. 
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MICRO, SMALL AMD MEDIUM ENTERPRISES (MSMED) ACT, 2006. 

 

Definition 

 

Under the Act, two categories of enterprises have been defined, namely, Industrial Enterprises 

and Service Enterprises. While enterprises engaged in manufacture or production, processing 

or preservation of goods are classified as ‘Industrial enterprises’ or manufacturing enterprises, 

enterprises engaged in providing or rendering of services such as small road and water transport 

operators, small business, professional & self employed persons,  etc are ‘Service Enterprises’. 

These enterprises are further classified as Micro, Small and Medium Enterprises (MSMEs) on 

the basis of original investment in plant and machinery in respect of Industrial Enterprises 

(original cost excluding land and building and certain specified items) and investment in 

equipments in respect of Service Enterprises (original cost excluding land and building and 

furniture, fittings and other items not directly related tithe service rendered or as may be notified 

under the MSMED Act 2006).  

 

Detailed classification:  

 

1. Manufacturing Enterprises:  

 

a) A micro enterprise, where the investment in plant and machinery does not exceed Rs 25 

Lakh. 

 

b) A small enterprise, where the investment in plant and machinery is more than Rs 25 lakh 

but does not exceed Rs 5 crore.  

 

c) A medium enterprise, where the investment in plant and machinery is more than Rs 5 

crore but does not exceed Rs 10 crore. 

 

2. Service Enterprises : 

 

a) A micro enterprise, where the investment in equipment does not exceed Rs 10 lakh. 

 

b) A small enterprise, where the investment in equipment is more than Rs.10 lakh but does 

not exceed Rs 2 crore. 

 

c) A medium enterprise, where the investment in equipment is more than Rs 2 crore but 

does not exceed Rs 5 crore. 

 

While calculating the investment in plant and machinery referred to above, the original price 

thereof (and not the value after depreciation), irrespective of whether the plant and machinery are 

new or second hand, shall be taken into account provided that in the case of imported machinery, 

the following shall be included in calculating the value, viz., Import duty (excluding 

miscellaneous expenses, such as transportation from the port to the site of the factory, demurrage 

paid at the port), Shipping charges, Customs clearance charges, and  Sales tax or value added tax.  
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In the case of service enterprises “equipment” is defined as “all instruments, office machines and 

such other electro mechanical or electronic appliances that are directly related to the service 

rendered but excluding furniture, fittings and other items not so related”.  

 

Retail trade with limit up to Rs.20 lakh has-been made eligible to be included as small service 

enterprise. The ceiling on Retail trade is subsequently enhanced to Rs. 2.00 crore. Retail trade in 

essential commodities (fair price shops) and consumer co operative stores will be treated as small 

service enterprise, without any ceiling in limit and the classification will be based on investment 

in equipment.  

 

Delayed payment to Micro and Small Enterprises. 

 

The earlier provisions of the Intereston Delayed Payment Act, 1998 to Small Scale and Ancillary 

Industrial Undertakings, have been strengthened under the MSMED Act as under:  

 

The buyer should make payment on or before the date agreed upon between him and the 

supplier. The period agreed between seller and buyer shall not exceed45 days. If the buyer fails 

to make payment of the amount to the supplier, he shall be liable to pay compound interest with 

monthly rests to the supplier on the amount from the appointed day or, on the date agreed on,at 

three times the Bank Rate notified by the Reserve Bank of India.  

 

For any goods supplied or services rendered by the supplier, the buyer shall be liable to pay the 

interest as advised above. In case of dispute with regard to any amount due, a reference shall be 

made to the Micro and small Enterprise Facilitation Council constituted by the respective State 

Government.  

 

Memorandum of Small and Medium Enterprises 

 

Unlike in the past, when all industries were required to get themselves registered with the 

District Industries Centre, the units now have been given discretion under this Act to file / not 

file a ‘Memorandum of small and medium enterprises ‘on the prescribed format tithe DIC. Rules 

regarding filing of memorandum areas under:  

 

Any person who intends to establish a micro or small enterprise (both industrial and service) or a 

medium enterprise in service sector has been given discretion to file a ‘Memorandum of Small 

and Medium Enterprises’. However, a medium enterprise engaged in the manufacture or 

production of goods is mandated to file the memorandum of MSME.  

 

An industry established before the commencement of MSMED Act, 2006 and having investment 

in plant and machinery of more than Rs.1 crore but not exceeding Rs.10 crore,was also required 

to file memorandum within 180 days from the commencement (2nd October 2006) of the Act .As 

per the revised system the enterprises in the micro, small and medium sector can file a 

memorandum before the District Industries Centre and the duty of the District Industries Centre 

officials is just to acknowledge the receipt of the memorandum. Those who propose to start an 

enterprise can file Part I of the memorandum (before starting production– earlier Provisional 

Registration concept) and can file Part II of the memorandum (after starting production – earlier 
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Permanent Registration concept). In both cases, the DIC officials will give acknowledgement. 

The acknowledgement given by DIC officials can be considered for power connection, other 

clearances, licenses, funding etc subject to fulfilling other conditions, if any, for the agency and 

for the industry. Filing of memorandum is optional except for medium enterprises in 

manufacturing sector for which it is mandatory. In view of the above, the SSI Registration 

Certificate is not in force now, hence cannot be demanded by banks and other agencies for any 

purpose. 

 

NATIONAL MANUFACTURING POLICY, 2011. 

 

Government of India decided to bring out the National Manufacturing Policy to bring about a 

quantitative and qualitative change with the following six objectives:  

 

1. Increase manufacturing sector growth to 12-14% over the medium term to make it the 

engine of growth for the economy. The 2 to 4 % differential over the medium term 

growth rate of the overall economy will enable manufacturing to contribute at least 25% 

of the National GDP by 2022.  

2. Increase the rate of job creation in manufacturing to create 100 million additional jobs by 

2022.  

3. Creation of appropriate skill sets among the rural migrant and urban poor to make growth 

inclusive.  

4. Increase domestic value addition and technological ‘depth’ in manufacturing.  

5. Enhance global competitiveness of Indian manufacturing through appropriate policy 

support.  

6. Ensure sustainability of growth, particularly with regard to the environment including 

energy efficiency, optimal utilization of natural resources and restoration of damaged/ 

degraded eco-systems.  

 

The following industry verticals will be given special attention:  

 

1. Employment intensive industries:  

2. Capital Goods:  

3. Industries with strategic significance:  

4. Industries where India enjoys a competitive advantage:  

5. Small and Medium Enterprises  

6. Public Sector Enterprises:  

 

Specific policy instruments have been conceptualized to achieve the objectives stated above. 

These instruments cover the following areas: 

 

1. Rationalization and simplification of business regulations;  

2. Simple and expeditious exit mechanism for closure of sick units while protecting labor 

interests;  

3. Financial and institutional mechanisms for technology development, including green 

technologies;  
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4. Industrial training and skill up gradation measures;  

5. Incentives for SMEs;  

6. Special Focus Sectors;  

7. Leveraging infrastructure deficit and government procurement - including defense. 

8. Clustering and aggregation: National Investment and Manufacturing Zones (NIMZs). 

9. Trade Policy.  

 

Rationalization and Simplification of Business Regulations.  On an average, a manufacturing 

unit needs to comply with nearly 70 laws and regulations. Apart from facing multiple 

inspections, these units have to file sometime as many as 100 returns in a year. Several 

provisions of different acts may either be rationalized or implemented in cooperation with public 

or private institutions under the overall control of statutory authorities to facilitate the 

entrepreneurs.  

 

Exit Mechanism. The National Manufacturing Policy seeks to introduce policy measures to 

facilitate the expeditious redeployment of assets belonging to non viable units, while giving full 

protection to the interests of the employees. The job loss policy will enable units to pay suitable 

worker compensation in the eventuality of business losses/closure through insurance and thereby 

eliminate the charge on the assets. This compensation may be equivalent to twenty days’ average 

pay for every completed year of continuous service or any part thereof in excess of six months. 

SPV will facilitate companies to buy this insurance. As an alternative to job loss policy, the SPV 

can opt for a sinking fund mechanism to be funded by contributions as decided by the SPV. The 

SPV may opt either for a job loss policy or a sinking fund or a combination of the two for 

example the SPV may buy a policy out of the sinking fund.  

 

Technology Acquisition and Development.  The National Manufacturing Policy will leverage 

the existing incentives/schemes of the Government of India and also introduce new mechanisms 

to promote green technologies. Objective criteria will be prescribed by a Committee called the 

Green Manufacturing Committee (GMAC) comprising representatives from the concerned 

Ministries/Departments of the Central Government and relevant sectoral experts from outside 

government. In order to promote acquisition and development of appropriate technology in the 

country, a Technology Acquisition and Development Fund (TADF) will be set up. 

 

Industrial Training and Skill Up-gradation Measures. 

 

It is estimated that between 2007 and 2017, 85 million persons will be added to the labor force. 

The growth of total employment during this period, based on the assumptions about employment 

elasticity and sectoral GDP growth rates, is estimated at 116 million. Additional job 

opportunities in manufacturing alone are estimated at 24.5 million during 2006-2017. Since only 

6% of the Indian workforce receives any form of vocational training currently, there is a 

pronounced ‘skill gap’ both in terms of quality and quantity. The National Manufacturing Policy 

proposes to create a three tier structure for skill development, namely:  
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1. Skill building among large number of minimally educated workforce;  

2. Relevant vocational and skill training through establishment of ITIs in PPP mode;  

3. Specialized skill development through establishment of Polytechnics;  

4. Establishment of Instructor’s Training Centre in each NIMZ.  

 

Small and Medium Enterprises. The Small and Medium Enterprises (SME) contribute 

significantly to the manufacturing output, employment and exports of the country. It is estimated 

that, in terms of value, the sector accounts for about 45 per cent of the manufacturing output and 

40 per cent of the total exports of the country. The sector is estimated to employ about 59 million 

persons in over 26 million units throughout the country. Further, this sector has consistently 

registered a higher growth rate than the rest of the industrial sector. There are over 6000 

products, ranging from traditional to high-tech items, which are being manufactured by the 

SMEs in India. The MSME sector provides the maximum opportunities for both self-

employment and jobs after agriculture sector. There are a number of proposals for improving 

access to finance for SMEs in the manufacturing sector. 

 

Special Focus Sectors. The priority sectors as identified in the Planning Commission and 

NMCC papers are: a) Employment intensive industries like textiles and garments; leather and 

footwear; gems and jewellery; and food processing. b) Capital goods like machine tools; heavy 

electronic equipment; heavy transport, earth moving and mining equipment; high technology 

equipment like telecom, power, ICT and electronic hardware. c) Strategic industries like 

aerospace; shipping; IT and electronic hardware; renewable energy; solar, wind etc; defense 

equipment. d) Industries where India enjoys a comparative advantage like automotive; 

pharmaceuticals. UNIDO has identified textiles; chemicals; basic metals; machinery and 

equipment and electrical machinery, as sectors in which India leads among developing countries.  

 

Leveraging Infrastructure Deficit and Government Procurement. Government procurement 

with stipulation of local value addition will be used in areas where we can club Government 

procurement needs over a number of years to create the volumes and scales which would enable 

the development of domestic manufacturing capabilities; in particular, capabilities in critical 

technological areas like LED, solar energy equipment, IT hardware and IT based security 

systems and fuel efficient transport equipment such as hybrid and electric automobiles. Similar 

steps will be taken in respect of the infrastructure sectors where government agencies are 

importing equipment to a large extent.  

 

Clustering and Aggregation: National Investment and Manufacturing Zones. 

 

The National Investment and Manufacturing Zones (NIMZs) will be developed as integrated 

industrial townships with state-of-the art infrastructure. These NIMZs would be managed by 

SPVs which would ensure master planning of the Zone. To enable the NIMZ to function as a self 

governing and autonomous body, it will be declared by the State Government as an Industrial 

Township under Art 243 Q(c) of the Constitution. In sum, the NIMZs would be large areas of 

developed land, with the requisite eco-system for promoting world class manufacturing activity. 

They would be different from SEZs in terms of size, level of infrastructure planning, and 

governance structures related to regulatory procedures and exit policies.  
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Trade Policy. The policy will take active measures to protect export of products and services 

from India from border taxes or other border measures that may be imposed by partner countries 

on the grounds of protection of environment including those related to GHG emissions reduction. 

NMCC will be authorized to examine and make recommendations on duty structures and other 

measures to the extent that they impact the manufacturing sector in order to ensure that changes 

therein do not adversely affect the manufacturing sector. 

 

RECENT TRENDS IN INDIA’S INDUSTRIAL GROWTH. 

 

Industrial development in India since 1991 was guided by the New Economic Policy adopted by 

the Government of India on 24th July, 1991.  Liberalization, Privatization and Globalization were 

the three cornerstones of this new policy.  Accordingly, the role of public and private sectors 

were reviewed.  The private sector was sought to assume the commanding heights of the 

economy and the non-performing public sector was sought to be phased out.  The Eighth Five 

Year Plan (1992-97) allocated a total investment of Rs.38, 083 crores for industry and mineral 

production.  The performance of the industrial sector in the 8th plan is given in Table 2.1. 

 

Table 2.1:  Annual Growth Rate of the Industries. 

        

Year(Base Year: 1993-94) Mining Manufacturing Electricity Overall 

8th Plan CAGR (1992-97) 3.8 8.0 6.6 7.3 

Ninth Plan     

1997-98 6.9 6.7 6.6 6.7 

1998-99 -0.8 4.4 6.5 4.1 

1999-00 1.0 7.1 7.3 6.7 

2000-01 3.7 5.3 4.0 5.0 

2001-02 1.8 2.9 3.1 2.8 

9th Plan CAGR (1997-02) 2.5 5.3 5.5 5.0 

Tenth Plan     

2002-03 5.8 6.0 3.2 5.7 

2003-04 5.2 7.4 5.1 7.0 

2004-05 4.4 9.2 5.2 8.4 

2005-06 1.0 9.1 5.2 8.2 

2006-07 5.3 12.5 7.3 11.5 

10th Plan CAGR (2002-07) 5.5 9.0 5.2 8.2 

Eleventh Plan (2007-12)     

2007-08 5.1 9.0 6.3 8.5 

2008-09 2.6 2.5 2.7 2.5 

2009-10 7.9 4.8 6.1 5.3 

2010-11 5.2 9.0 5.5 8.2 

2011-12 -1.9 3.0 8.1 2.9 

Source: Planning Commission, 10th Five Year Plan (2002-07) Vol. II and IES 

various issues. 
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Industrial Growth during the 8th Five Year Plan (1992-1997). 

 

Industrial growth during the 8th plan progressively improved from the year 1992-93 from 2.3 per 

cent to 6 per cent and thereafter 9.1 and 13.1 per cent in the subsequent years.  However, in 

1996-97 i.e. in the final year of the 8th plan, the industrial growth rate slipped down to 6.1 per 

cent.  As a result, the compounded annual growth rate during the 8th plan was only 7.3 per cent.  

The slow growth of the industrial sector is attributed to the sudden opening up of the economy 

and exposure of Indian industry to foreign competition.  Further decline in capital expenditure by 

the Government hit the capital goods industry.  During the years 1991-92, 92-93 and 93-94, the 

capital goods industry recorded negative growth rates of 12.8 per cent, 0.1 per cent and 4.1 per 

cent respectively. A number of industries were not able to utilize their production capacities due 

to import competition.  Insufficient power supply, inadequate transport system and shortage of 

handling facilities at ports affected industrial production.  The targeted growth rate of electricity 

production was 7.8 per cent whereas the actual growth during the 8th plan was only 6.6 per cent.  

Although the actual growth rate of industry during the 8th plan was 7.3 per cent against the 

targeted growth rate of 7.4 per cent, some of the sub-sectors of the industrial sector were not able 

to fulfill their targets. 

 

Industrial Growth during the 9th Five Year Plan (1997-2002). 

 

The 9th Five Year Plan laid down a target growth rate of 8 per cent.  However, the actual growth 

rate was only 5 per cent.  All the sub-sectors failed miserably to achieve the targeted growth 

rates.  The 9th Plan was therefore a failure as far as the industrial sector is concerned.  Explaining 

the poor growth performance during the 9th plan, the 10th Five Year Plan document stated that: 

 

“The industrial slow down is widespread, covering all broad sectors, e.g. manufacturing, 

electricity and mining and all end-use based groups such as capital goods, intermediate 

goods and consumer goods (both durables and non-durables).  The slow-down in 

domestic and global demand appeared to be a major factor constraining industrial growth.  

Another major reason has been the decline in investment, noticeably by the private 

sector.” 

 

The slow growth of the world economy contributed to the slowing down manufacturing exports.  

Public sector investment declined during the 9th plan and the shortage was not compensated by 

the private sector.  As a result, the 9th plan failed to achieve its targeted industrial growth rate. 

 

Industrial Growth during the 10th Five Year Plan (2002-2007). 

 

The annual growth rate of industry during the 10th Five Year Plan is given in Table 4.2.  The 

figures indicate a substantial improvement in the industrial growth rate as compared to the 9th 

Plan figures.  The overall industrial growth rate during the 10th plan was 8.7 per cent against the 

targeted growth rate of 10 per cent.  Industrial growth rate in the final year of the 10th plan was 

10.6 per cent (April-November).  This was the highest growth recorded since 1995-96.  During 

the entire plan period, industrial growth rate picked up momentum and showed sustained 

improvement from 5.7 per cent in 2002-03 to 7 per cent in 2003-04 and 8.4 and 8.2 per cent in 

2004-05 and 2005-06 respectively. 
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Industrial Growth during the 11th Five Year Plan (2007-12). 

 

The 11th Five year plan (2007-2012) has set a target of 10 per cent annual growth rate.  However, 

the growth rates during the period have been way below the target.  In the 2007-08, the overall 

growth rate was 8.5 percent.  The growth rate slumped down to 2.5 per cent in 2008-09 in the 

wake of the Global Financial Crisis and recovered to post 5.3 and 8.2 percent in the subsequent 

two years i.e. 2009-10 and 2010-11 respectively. In the year 2011-12, industrial growth rate once 

again slumped to a low of 2.9 %.  

 

 

MULTI-NATIONAL CORPORATIONS IN INDIA. 

 

The term multinational is used to describe an organization that produces in, markets in, and 

obtains the components of production from one or more countries for the purpose of increasing 

benefits to the overall enterprise. The multi-nationality of a company is the function of the 

number of countries in which it operates. The more countries in which a firm operates, the more 

multinational it is. The ILO report on ‘Multinational Enterprises and Social Policy – 1973’ 

observes, “the essential nature of multinational enterprises lies in the fact that its managerial 

headquarters are located in one country (referred to for convenience as the (“home country”) 

while the enterprise carries out operations in a number of other countries as well (“host 

countries”).” The essential feature of a multinational firm is that it controls production facilities 

in multiple countries which means firms participating in international business purely by 

exporting or by licensing technology, irrespective of their size cannot be considered as 

multinational corporations. According to Jacques Maison-rouge, President of IBM World 

Trade Corporation, a firm should fulfill the following five criteria to qualify to be an MNC: 

 

1. It operates in many countries at different levels of economic development. 

2. Its local subsidiaries are managed by nationals. 

3. It maintains complete industrial organizations, including R & D and manufacturing facilities 

in several countries. 

4. It has a multinational central management. 

5. It has multinational stock ownership. 

 

According to James Baker, “a multinational corporation has a direct investment base in several 

countries, earns between twenty to fifty percent or more of its net profits from foreign operations 

and its management makes policy decisions based on the options available anywhere in the 

world.” 

 

A multinational corporation needs to be distinguished from a global corporation, a transnational 

corporation and an international corporation much because these terms are alternatively used as 

synonyms in the ordinary course of life. A global corporation produces in home country or in a 

single country and focuses on marketing these products globally or produces the products 

globally and focuses on marketing these products domestically. A transnational corporation 

consists of parent enterprises and their foreign affiliates. The parent enterprise controls assets of 

their foreign affiliates. The World Investment Report, 1999 observes, TNCs establish 
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international production systems in which factors of production move among units located in 

different countries. International production systems includes variety of activities such as R & D, 

manufacturing, accounting, advertising, marketing and training, dispersed over host-country 

locales and integrated to produce final goods and services. 

 

An International Corporation conducts various activities in one or more foreign countries with 

domestic orientation. It believes that the practices adopted in domestic operations, the people and 

products of domestic business are superior to those of other countries. It therefore extends the 

domestic product, price, promotion and other business practices to foreign countries. 

 

The ILO report on ‘Multinational Enterprises and Social Policy’ observes, “for some, the 

MNCs are an invaluable dynamic force and instrument for wider distribution of capital, 

technology and employment; for others, they are monsters which our present institutions, 

national or international, cannot adequately control, a law to themselves with no reasonable 

concept, the public interest or social policy can accept.” ILO’s observation on the role of 

multinational corporations has both the positive as well as the negative side. Looking at the 

positive role played by the MNCs, the following can be stated in favor of the multinational 

corporations: 

 

1. MNCs help augment the level of investment, employment and income in the host countries. 

2. MNCs have become the media for the transfer of technology, particularly to the developing 

countries. 

3. MNCs have been solely responsible for the initiation managerial revolution, particularly in 

the developing ones. 

4. MNCs enable the host countries to increase their exports and reduce their imports. 

5. MNCs contribute to factor-cost equalization around the world. 

6. MNCs contribute to the rapid integration of the global economy. 

7. Huge resources available at the disposal of MNCs enable them to spend heavily on Research 

and Development and contribute to innovations and inventions. 

8. MNCs invigorate domestic firms to support their operations, and they contribute to greater 

competition and destruction of domestic monopolies. 

 

The multinational corporations also have their negative side. The negative role played by the 

MNCs can be explained as follows: 

 

1. According to Leonard Gomes, technology belonging to the MNCs is designed for global 

profit maximization. MNCs do not cater to the development needs of the poor countries, 

particularly, employment generation and factor scarcity. The imported technology is not 

adapted to the consumption needs, size of domestic markets, resource availabilities and 

stage of development of many of the less developed countries. 

2. The multinational corporation can avoid or undermine national economic independence and 

control and their activities may be harmful to the national interests of host countries. 

3. The multinational corporation, in the process of destroying domestic monopolies may end 

up becoming monopolies unto themselves. 

4. The MNCs have the potential power to undermine the sovereignty of independent nations. 
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5. The MNCs may contribute to the negative growth of employment in the host countries on 

account of their growing capital intensive technologies. 

6. The MNCs may cause rapid depletion of some of the non-renewable national resources in 

the host country, and 

7. Transfer pricing enables MNCs to avoid taxes by manipulating prices on inter-company 

transactions. 

 

MERITS AND DEMERITS OF MULTINATIONAL CORPORATIONS. 

 

Merits of MNCs. 

 

Multinational corporations create both advantages and disadvantages to the host country as well 

as the home country. First let us understand the merits of MNCs to the host country. The merits 

or advantages of MNCs to the host country are as follows: 

 

1. The economy is benefited through the availability of state-of-art technology made available 

by the MNCs from their home countries. 

 

2. The MNCs come along with their sophisticated and proven management techniques and 

expertise to the host country, generally bringing about a managerial revolution in the 

investment destinations. For instance, in underdeveloped countries, traditional management 

systems are replaced by modern management systems and family managed businesses 

become progressively professionally managed. 

 

3. The multinational corporations spend a substantial amount on Research and Development. R 

& D spend in developing countries is extremely poor. The benefits of R & D can also be 

enjoyed by the industry as well as the people. 

 

4. The entry of MNCs augments the production capacity of host country. It also helps the 

economic growth of the host country through backward and forward linkages, particularly in 

the manufacturing and service sectors of the economy. 

 

5. Developing countries are capital deficient and their domestic savings are not sufficient 

enough to make the required investment to achieve the desired rate of economic growth. 

MNCs help to fill the saving – investment gap and in the process raises the level of 

investment, employment and income and demand in the host country. 

 

6. The producers of intermediate goods and market intermediaries in the host country get the 

necessary impetus on account of operations of MNCs. 

 

 

7. On account of the entry of MNCs, the intensity of competition goes up and in the process 

increases the competitive ability of firms in the host country. 
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8. MNCs help to expand the export basket of host countries and also contract the import 

basket, thereby improving their trade balance. 

 

While multinational corporations operate in various parts of the world and bring about 

revolutionary changes in the way business is carried out in the host countries, they also create 

some advantages and benefit their parent countries. These benefits or advantages to the parent 

countries are as follows: 

 

1. The parent countries get the opportunity to market their products across the world. 

2. The operations of multinational corporations help employment generation both in the parent 

country as well as the host country. 

3. In the long run, MNCs helps to improve the balance of payment position of their parent 

countries. 

 

Demerits of MNCs. 

 

While the width and spread of multinational corporations have generated a number of advantages 

to both the host countries as well as the home countries, it has also generated a number of 

disadvantages. These disadvantages need to be studied so that steps are taken by host as well as 

home countries to reduce or neutralize the intensity of these disadvantages. The disadvantages of 

the operation of MNCs to host countries are as follows: 

 

1. The developing countries of Asia in particular are labor abundant and capital scarce. The 

MNCs perform an important role in filling up the saving-investment gap in these poor 

countries. However, the technology that they bring along with them is capital intensive and 

therefore labor displacing. The issue of employment generation is sacrificed at the altar of 

cost-competitiveness and business profits. 

 

2. Substantial sums of money through the repatriation route in the form of profits, dividends 

and royalties goes back to the home countries of MNCs. While there are statutory limits on 

repatriation, the scale of MNC operation is so large so that even reasonable percentages of 

repatriables turn out to be big numbers in absolute size. Repatriation is a drain on the 

investible resources available for the host country. 

 

3. Multinational investments get attracted to the most lucrative sectors and sub-sectors of the 

economies of the host country to the neglect of essential infrastructure industries and 

essential consumers as well as capital goods industries. Such investments lead to distortions 

in the economic structure and production pattern of host countries. In the Indian context, one 

will notice heavy investment taking place in the automobile industry, the white goods 

industry, mobile telephony but not in construction of infrastructure like road building, 

energy and research and development. 
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4. Powerful MNCs with global reach and access to the ruling class of rich nations may indulge 

in political interference and influence both economic and commercial policy of host 

countries to their advantage. MNCs have the teeth to bite into political sovereignty of the 

weak and pusillanimous developing nation states. 

 

While there are adverse consequences of the operation of MNCs in the host countries, the home 

countries do not go unscathed. The following are the disadvantages to the home countries of the 

multinational corporations: 

 

1. Ordinarily with globalization of investment, surplus capital from capital rich countries 

should move to capital deficit countries through the foreign direct investment route. 

However, in reality global capital is always in search of better returns and greener pastures. 

On account of denationalization of global capital, capital rich countries may face deficit in 

their capital accounts. 

2. The growth and spread of multinational corporations may bring about economic growth 

abroad at the expense of domestic economic growth. 

 

 

 

Questions. 

 

1. Explain the New Industrial Policy of 1991 and the changes therein. 

2. Explain the meaning and objectives of the disinvestment program. 

3. Critically examine the disinvestment program of the Government of India. 

4. Explain the Micro, Small and Medium Enterprises Development Act, 2006. 

5. Explain the National Manufacturing Policy, 2011. 

6. Explain the recent Trends in India's Industrial Growth. 
7. Explain the role of MNCs in the Indian Economy. 

8. Explain the Merits and Demerits of MNCs. 

9. Issues in Industrial Proliferation and Environment Preservation; Pollution 

Control Policies. 
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UNIVERSITY OF MUMBAI QUESTION PAPERS 

 

OCTOBER 2013 

 

NOTE:    

 

1. All questions are compulsory. 

2. All questions carry equal marks.    Total Marks – 60 

________________________________________________________________________ 

 

 

1. Attempt any two of the following: 

a) Discuss the merits and demerits of co-operatives. 

b) Explain the role and problems of the public sector in India. 

c) Explain the concepts of diversification and merger of firms. 

 

2. Attempt any two of the following: 

a)  Discuss the various factors influencing industrial location. 

b) Critically evaluate Sargent Florence’s theory of industrial location. 

c) How will dispersion of industries help to solve the problem of regional 

imbalance? 

 

3. Attempt any two of the following: 

a)  Explain the factors affecting industrial productivity. 

b) Discuss the cause of industrial sickness.  What are the remedial measures taken 

to solve it? 

c) Explain the concept of rationalization.  Discuss its various aspects. 

 

4. Attempt any two of the following: 

a) Explain the objectives of the National Manufacturing Policy, 2011.  Discuss the 

policy instruments to achieve these objectives. 

b) Discuss the merits and demerits of MNCs operating in developing countries like 

India. 

c) Discuss the various pollution control measures adopted by the Government of 

India. 

 

-x-x-x- 
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UNIVERSITY OF MUMBAI QUESTION PAPERS 

 

OCTOBER 2015 

 

NOTE:    

 

1. All questions are compulsory. 

2. All questions carry equal marks.    Total Marks – 75 

________________________________________________________________________ 

 

 

1. Attempt any two of the following: 

a) Explain the features of co-operatives. 

b) Explain the role of public sector in India. 

c) Explain the scope of Industrial Economics. 

 

2. Attempt any two of the following: 

a) Discuss the various factors influencing industrial location. 

b) Explain Weber’s theory of industrial location. 

c) Explain the factors leading to regional imbalance? 

 

3. Attempt any two of the following: 

a) Explain the meaning and measurement of industrial productivity. 

b) Explain the factors influencing industrial productivity. 

c) Explain the causes of industrial sickness. 

 

4. Attempt any two of the following: 

a) Explain the National Manufacturing Policy, 2011.   

b) Explain the features of MNCs. 

c) Explain the MSME Development Act, 2006. 

 

5. Write short notes on any three of the following: 

 

a) Types of diversification. 

b) Florence theory of industrial location. 

c) Effects of Rationalization. 

d) Motives of Mergers. 

e) Measures to solve industrial sickness. 

 

-x-x-x- 

 

 


