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PREFACE

This factual study seeks to describe briefly the evolution of the
industrial policy of the Government of India and its implementation.
It is based largely on published sources. The sources have been
indicated in the text by way of footnotes for facility of reference,

The Lok Sabha Secretariat does not accept any responsibility

for the accuracy or veracity of the information contained in the
brochure.

It is hoped that the study will be found informative and useful
by members of Parliament and other interested readers,

New DrEvrur; SUBHASH C. KASHYAP,
January, 1985, Secretary-General,
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NATIONAL INDUSTRIAL POLICY
INTRODUCTION

The siriking feature of modern civilization is industrislisation.
What the previous thousands of years of human history had nchieved
has been far surpassed by the gains made by the industrit. culture
of a couple of centuries. Today those countries which were the
pioneers in the process of industrialisation are foremost among the
nations insofar as winning the struggle for a higher standard of life
for their peoples is concerned. It has now become almost axiomatic

that a nation must industrialise or perish.

India too had a well developed industrial set up, “modern” as
per the standards of the time, when the European traders came
here a few centuries ago. It is an irony of fate that at
the hands of the colonialists India’s wealth as well as industry
all but vanished and the Indians began to look to the outside world
in awe and wonder at their increasing wealth and ever-growing in-
dustrial progress. The national leaders who fought for the free-
dom of the country from foreign rule and exploitation had a tremen-
dous task before them. Getting the foreigners out of the country
was only a beginning of the gigantic task. If the teeming millions
of India were to be assured of a life worth living, a lot had to be
done on the positive side. Poverty and ignorance had to be eradi-
cated and firm foundations of rapid progress, to catch up with the
two centuries of lost time, had to be laid, assuring the dignity of the
individual citizens and ensuring, too, that the nation never again
would become dominated by any foreign power. The State and the
enterprising citizen both had important roles in transforming the
subsistence, agrarian, economy to an industrial giant, capable of
fulfilling the present and emerging needs of the second largest
nation on earth. Indeed, long before the country became free, the
Indian National Congress and its leaders had decided on a planned
way of progress with stress on industrialisation. Even before a
Constitution was adopted for the country, an industrial policy for
the nation had been hammered out and implemented. The Indus-
triul Policy Resolution of 1048 was the first formal,’ official, pro-

nouncement of the government in this regard.



2
INDUSTRIAL POLICY RESOLUTION, 19848

The aim of the 1948 Industrial Policy was that the “State must
play a progressively active role in the development of industries”.
It also conceded that the mechanism and the resources of the state
may not permit it to function forthwith in industry as widely as
may be desirable. Hence the decision to have complete state mono-
poly only on three industries, namely, arms and ammunition, atomic
energy and railway transport. Also any future ventures in 6 other
industries were to be the exclusive monopoly of the State. These
were coal, iron and steel, aircraft manufacture, ship building, manu-
facture of telephones, telegraph and wireless apparatus, excluding
radio receiving sets, and mineral oil. The result of this Policy was
the acceptance of mixed economy as a model for development of the
country. It allowed the establishment of industries in the private
sector in a wide field. Gradually, however more stress was laid by
the Government on the attainment of a socialistic pattern of society.
A Resolution adopted by Lok Sabha in December 1954 declared that
the object of the country’s economic policy should be a socialistic
pattern of society. Speaking: on the Resolution, Prime Minister
Nehru said that “progressively as the socialist pattern grows, there
is bound to be more and more nationalised industry—but whaat is
important is not that there should be an attempt to nationalize every-
thing, but the results of that. That is, what you are aiming at is
production and employment. If by taking any step you actually
stop the production process from growing, this does not lead you
to that socialistic pattern, although that little step might be called
gocialistic.” It is this pragmatic thinking that has informed the gov-
ernment’s industrial policy throughout the post-independence period.

INDUSTRIAL POLICY RESOLUTION OF 1956

The intervening years from 1948 when the first Industrial Policy
Resolution was adopted and 1956 when the policy was restated,
certain momentous developments had taken place in the country.
The Constitution of India had been enacted guaranteeing certain
Fundamental Rights and enunciating the Directive Principles of
State Policy. Planning had proceeded on an organised basis, and
the First Plan was successfully completed. A socialistic pattern of
society was accepted as the objective of social and economic
policy. Whereas the Preamble to the Constitution said inter alia,
about securing social and economic justice the Directive Principles
had called upon the State (i) to secure to all citizens an adequate
means of livelihood, (ii) to ensure that the ownership and control
ot material resources of the community are so distributed as best



to subserve the common good, and (iii) to ensure that the operation
of the economic system does not result in the concentration of
wealth and means of production to the common detriment.

In this context it was but natural that the industrial policy of
the Government should undergo some changes in its thrust and
direction. The basic and general principles in this regard were
given a precise direction when Parliament accepted, in December
1954, the socialistic pattern of society as the objective of social and
economic policy.

The Industrial Policy Resolution of 1956 laid stress on accelerat-
ing the speed of industrialization, in particular heavy industries, ex-
pansion of public sector and the growth of the cooperative sector. The
State was to progressively assume a predominant and direct respon-
sibility for setting up new industrial undertakings and for develop-
ing transport facilities. State trading was another important area
stressed by the Policy Resolution. Industries of basic and strategic
importance and those in the nature of public utility services were
to be in the public sector. Those industries which required huge
investment, which only the State could mobilize, also had to be in
the public sector,

Taking into account all aspects of the problem, industries had
been classified into three categories, though a certain element of
overlapping amongst them was natural and unavoidable. In the
first category were industries the future development of which
would be the exclusive responsibility of the State. The second cate-
gory consisted of industries which would progressively be State-
owned and in which the State would, therefore, generally take the
initiative in establishing new industries, but in which private enter-
prise would also be expected to supplement the effort of the State.
The third category included all the remaining industries and their
future development was, in general, to be left to the initiative and
enterprise of the private sector. However, it was always open to the
State to undertake any type of industrial production,

In the first category (Schedule A industries) were included Rail-
ways and Air transport, arms and ammunition and atomic energy
which were to be the exclusive monopoly of the State. In respect
of other industries in this Schedule, cooperation of the private sector

could be sought by the State in setting up industries when the
national interests so demanded.

The second category of industries (included in Schedule B of the
Resolution) included, among others, machine tools. antibiotics and
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other essentia] drugs, fertilizers, synthetic rubber, and road and sea
transport. With a view to accelerating their future development,
the State was increasingly to establish new undertakings in these in-
dustries. At the same time private enterprise also was given the

opportunity to develop in this field either on its own or with State
participation.

In regard to the other industries, which were not listed in either
of the schedules, private enterprise was given a free hand. It was the
policy of the State to facilitate and encourage the development of
these industries in the private sector, in accordance with the pro-
grammes formulated in successive Five Year Plans, by ensuring the
development of transport, power and other services and by appro-
priate fiscal and other measures including fostering institutions
providing financial assistance to industries.

It was the policy of the Government that the industrial under-
takings must fit into the framework of the social and economic policy
of the State and would be subject to controls and regulations under
the relevant legislation. They would be allowed as much freedom as
possible consistent with targets and objectives of the national plan.
When there were to exist in both privately and publicly owned
units of the same industry, the policy was to give fair and non-dis-
criminatory treatment to both of them.

An element of overlapping between the different categories had
always been recognised. A water-tight compartmentalization was
neither envisaged nor desirable. In fact, there was often the need
for a dovetailing of the public and private sectors. Again the rela-
tionship between large and small industries was not to be one of
hostility but of complementarity.

The development of cottage, village and small industries wus
stressed by the Industrial Policy Resolution. Some of the methods
to be adopted for this purpose were restricting the volume of pro«
duction in the large-scale sector, differential taxation, direct subsi-
dies, etc. The establishment of industrial estates, community work-
shops, and constant upgradation of techniques of production were
envisaged to achieve the competitiveness of the small sector vis-a-

vis the large scale sector,

Dispersal of industries, thus thwarting unplanned and uncontrol-
led urbanisation, development of proper managerial and technical
cadres, etc., were also stressed by the Policy. Maintenance of indus-
trial peace and the realisation that in a socialist democracy, labour
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was a partner in the common task of development, demanded that
thete should be a machinery for joint consultation. The participa.
tion of workers and technicians in management, where possible,
was encouraged. With the growing role of the State in industry
there was also to be a decentralisation of authority. The Industrial
Policy statement promised steps in the right direction in this re-

gard too. ![For text of the Industrial Policy Resolution 1956, please
see Appendix I].

INDUSTRIAL POLICY DURING 1977—179

The industrial policy of the Government did not undergo any
basic change during 1977—79. The Industrial Policy Resolution of
1956 continued to govern the Government’s policy for achieving the
objectives of growth, social justice and self-reliance in the indus-
trial sphere. In the statement of Industrial Policy announced on
December 23, 1977 the Government emphasized the inter-action bet-
ween the agricultural and industrial sectors, the need for strengthen-
ing the small scale industries and the tiny sector, the need for reli-

ance on appropriate technology, dispersal of industries, the need
for maximising employment, etc.

INDUSTRIAL POLICY STATEMENT OF 1980

The industrial policy of the Government of India was restated
by Shri Charanjit Chanana, Minister of State for Industry in July,
1980.2 The announcement emphasized the commitment of the
Government to rapid and balanced industrialisation of the country
with a view to benefiting the common man in the shape of increas-
ing availability of goods at fair prices, larger employment and higher
per capita income. A dynamic industrial economy capable of distri-
buting the benefits of industrialisation to the maximum number of

people was envisaged. The socio-economic objectives of the new
policy were:

— Optimum utilisation of the installed capacity.
— Maximising production and achieving higher productivity.
— Higher employment generation.

— Correction of regional imbalances through a preferential
treatment to agro-based industries, and promoting opti-
mum inter-sectoral relationship.

Yndustrial Policy Resolution, 80-4-56.
For text of the Policy Statement please s Appendix-II.
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— Faster promotion of export-oriented and import substitu-
tion industries.

— Promoting economic federalism with an equitable spread
of investment and the dispersal of returns amongst wide-
ly spread-over small but growing units in rural as well
as urban areas.

— Consumer protection against high prices and bad quality,

For the attainment of these objectives a rehabilitation of faith in
public sector was considered essential. The development of mana-
gerial cadres in functional fields such as operations, finance, market-
ing and information system was sought to be achieved rapidly.

It was at the same time conceded that the private sector would
continue to play a vital role in pursuing the goal of a vibrant, self-
reliant and modern economy.

The artificial differences created between small and large scale
industry were to be abolished. In order to achieve an integrated
industrial development it was proposed to promote the concept of
economic federalism with the setting up of a few nucleus plants in
each district, identified as industrially backward, to generate as
many ancillaries and small and cottage units as possible.

The proposed nucleus plants in industrially backward districts
were to generate a spread-out network of small scale units or the
existing network of small scale units in an area was to acquire a
faster growth by the coming up of a nucleus plant in the area. Such
a two-way traffic was to create an ancillarisation effect in terms of
larger employment, more equitable distribution of thel benefits of
such an industrialisation in the shape of higher per capita income
for the larger number of people in the area,

Financial support to small units, building up of buffer stocks for
critical imputs, marketing support and reservation of items for
small scale industries, correcting regional imbalances by a planned
and government-aided dispersal of industries, and periodic evalua-
tions of the various incentives were some of the major aspects of

the new policy.

Generation of additional employment and increase in production
and productivity were essential for solving the country’s problems.
Accordingly, it had been decided to recognise additional capacities.
as a result of replacement and modernisation of equipment, over
and above the originally endorsed capacities. Again, stress was laid
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on the adoption of advanced technology, allocation of substantial
resources for research and development, a dovetailing of industry
and energy, poliution control and environmental improvement.

Industrial sickness has for some time being a growing problem.
The policy statement laid stress on devising an early warning sys-
tem for identifying symptoms of sickness. In the case of existing
sick units, voluntary mergers with healthy units were to be en-
couraged. Government take-overs were intended to be resorted
to only in exceptional cases.

Improvement of industrial relations through constructive and
cordial industria] relations and revival of tripartite labour Con-
ference, was emphasized in the new™policy.

IMPLEMENTATION OF THE INDUSTRIAL POLICY

The industrial policy of the Government is implemented through
the Industries (Development and Regulation) Act, 1951, This Act
has set up the administrative institutions for co-ordinating the ener-
gies of the private and public sector, with a view to utilising the
limited local and foreign exchange resources of the country for
maximum industrialisation. The industries which are subject to
Central Government regulation have been listed in the First Sche-
dule. This is amended from time to time through legislative amend-
ments. Thus, the Industries (Development and Regulation) Act is
the major device in the hands of the Government for implementing
and articulating the industrial policy. The general scheme of the
Act is regulation of the scheduled industries through (i) the regis-
tration of the existing industrial undertakings, (ii) the licensing for
the establishment of new undertakings and expansion of the licensed
undertakings, (iii) investigations into the operation of the private
industrial undertakings in certain specified circumstances with a view
to ensuring their working in conformity with the policy and stan-
dards laid down under the Act, (iv) the power of the Central Govern-
ment fo issue directions to private industries, (v) the assumption of
management and control of the industries by the Government under
certain circumstances, and (vi) the control of supply, distribution
and prices of the production of such industries. The Government
determines the pattern of industrial development and expansion
with the help of these powers. Governme °t regulation is also exer-
cised through licensing and registration of the private undertakings
and through adminfstrative pupervision of the private industrial
undertakings with a view to ensuring their compliance with the
terms and conditions of the licence. The.planning of future indus-
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trial development on sound lines iz also sought to . be secured
through licensing of indusirial expamsion. It is through licensing
that Government exercises control over the location, expansion and
setting up of private industrial undertakings with a view to chan-
nelise investments into the desired direction, promote balanced
regional development, protect small scale and cottage industries
and prevent concentration of economic power in a few hands.

For licensing purposes, the Industries (Development and Regula-
tion) Act, 1951 requires the owner of every existing industrial
undertaking to register his firm within such period as the Central
Government may, by notification in the Official Gazette, fix in this
behalf with respect to industrial undertakings generally or with
respect to any class of them. Upon such registration the owner
of the undertaking is given a certificate of registration containing
such operations and capacities as may be prescribed. The Act
forbids the establishment of a new industrial undertaking by any
person or authority other than the Central Government, except
in accordance with a licence issued in that behalf by the Central
Government. The owner of an industrial undertaking which is
registered or in respect of which a licence or permission has been
issued shall not produce or manufacture any new article without
obtaining a licence for producing and manufacturing such new
article or getting his existing licence amended so as to have autho-
risation for producing or manufacturing such new article. Similarly
the owner of the industrial undertaking which has already been
authorised under the Act shall not effect any substantial expansion
of the industrial undertaking except under, and in accordance with,
a licence issued in that behalf by the Central Government.?

Objectives of licensing

The system of licencing which is an essential part of the indus-
trial policy of the Government is aimed at securing the following:
(a) Optimal utilisation of investible resources; and
(b) Allocation of investible resources with a view to:

(i) meeting need-based requirements of industries in accor-
dance with national priorities;

(ii) preventing concentration of economic power,;

(iii) securing balanced development of various parts of the
country;

¥Nafees B.:i“ Government Controls and Industrial Expanson ia Indiv. Al
Printwell Pnbhmtlom, 1988, pp- 4649
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(iv) securing widest possible dispersa]l of entrepreneurship
and distribution of income;

(v) stimulating employment with particular accent on
absorption of agricultural surplus as well as discourage-
ment of urban migration;

(vi) locating nucleus of economic activity in a dispersed
manner so as to achieve widening of the industries
base; and

(vil) achieving optimal inter-sectoral balance between pub-

lic sector, organised private sector and small scale
sector.¢

LICENSING POLICY

Responding to the changing situation and requirements, the in-
dustrial licensing policies have been modified from time to time
over the years, keeping in view the priorities and production objec-
tives of the successive five year plans. A consolidated list of core
industries, and those involving high technology and long-term ex-
port potential had been drawn up in February, 1973. A time-bound
programme was adopted for disposal of applications. Government
also introduced a number of steps to further liberalise licensing
requirements, the more important ones being:

(i) diversificatoin in the allied area of activities;

(ii) maximum utilization of plant and machinery;

(iii) automatic growth of capacity in selected industries;
(iv) de-licensing of certain industries; and

(v) recognition of additional capacities as a result of replace-
ment and modernisation of equipment and recognition of
excess production over licensed capacity.

In 1978, the exemption limit for licensing was further raised to
Rs. 3 crores. (The investment limit for exemption was Rs. 1 crore
from 1970) .8

Considering the general escalation of project costs in the last
few years the investment limit for exemption for purposes of indus-
trial licensing has been raised from Rs. 3 crores to Rs. 5 crores with

G wernmg;t-of India, Ministry of Industry, Department of Industrial Development
Annyal Rsport for 1983-84, p--8.
shid.
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effect from April, 1983. This exemption is subject to the conditions
imposed earlier, i.e.:

(a) The item of manufacture is not reserved for production
in the small scale or public sector;

(b) The industry is not subject to special regulation or to
capaeity constraints;

(c) The proposed investment does not require foreign ex-
change either for import of raw materials (other than
steel) or for parts and components exceeding 15 per cent
of the ex-factory value of annual production or upto a
ceiling of Rs. 40 lakhs for raw materials and parts and
components taken together;

(d) The location of the project is not within the standard
urban limits of a city having a population of 10 lakhs or
more or within the municipal ¥mit of a city having a
population of 5§ lakhs or more; and

(e) The industrial undertaking does not belong to a MRTP/
FERA* company.®

Restrictions were also imposed on the issue of licences for the
setting up of new industries or for substantial expansion in metro-
politan cities having a population of more than 10 lakhs and urban
areas having a population of 5 lakhs, subject to relaxation in accord-
ance with the laid down guidelines. The list of industries reserved
for the small scale sector was also enlarged and reclassified.

Recent measures in the licensing sphere

A number of measures have been taken recently to accelerate
the rate of industrial growth and also to keep abreast of changes
in other sectors of government activity. The important ones
among these are the following:

(i) Environmental requirements: In view of the importance at-
tached by the Government to protecting the environment, more
particularly in the vicinity of national parks, sanctuaries and natio-
nal inonuments, essential particulars like the location of the fac-
tory, its nearness to any park, sanctuary, monument, etc. and whe-
ther the project would have any adverse effect on these, are now
being obtanied from applicants for industrial licences. This in-

tJbid., pp. 10-71,

SMRTP Company : Company covered by Monopnlies and Restrictive Trade
Prac:f:; Control Act ; FERA Compiny: Company covered by Foreign Exchange Regu-
tien Act,
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formation is of relevance in imposing suitable conditions in cases
where pollution from the proposed industrial undertaking may
adversely affect the environment in the national park, game sanc-
tuary or the national monument. Similarly, information regarding
the impact of the project on forest comservation programmes also
has to be furnished at the time of applying for licences. Represent-
atives of the Department of Environment and the Ministry of Ag-
riculture have been included in the Project Approval Board,
Licensing Committee, etc., to ensure that the environmental angle
is kept fully in view in considering applications for industrial
Licence. Government have also announced a test of 20 high pollut-
ing industries in respect of which a letter of intent is not to be
converted into an industrial licence unless pollution control equip-
ments are not installed and siting of project is not decided to the
satisfaction of appropriate Government agencies.

(ii) Re-endorsement of capacity on Industrial Licence/Regis-
tration Certificates: A scheme was introduced in April, 1982 to
give a positive production orientation to the industrial economy
by removing capacity constraints on production without compro-
mising basic and socio-economic obje~tives. Under this scheme in-
dustrial units could claim an endorsement of higher capacity to the
extent of 1/3rd of the best production achieved in any of the five
years ending, and including 1981-82. Industrial units were permit-
ted to add balancing equipment subject to the condition that it did
not result‘in an increasé of capacity of more than 25 per cent. The
scheme also allowed that units could be permitted to produce 23
per cent in excess of the re-endorsed higher capacity and they
would be eligible to avail of 25 per cent of the automatic growth
on the re-endorsed capacity. These facilities were not made avail-
able in respect of reserved items and industries subject to spe-
cial regulation and licensing whether due to shortage of raw
materials or to structural policy of Government. For MRTP/FERA
companies, these facilities were restricted to Appendix I items
having long-term export potent'al. (So des~ribed because these
were included in the Appendix I to the Industrial Licensing Policy,
1973 as modified vide Press note dated 21st April, 1982).

In order to give continued emphasis to higher production the
scheme has been extended by a further period of two years. In
other words, industrial undertakings desirous of availing of the
scheme can ask for re-endorsement of capacity based on best pro-
duction in the five years ending and including 1082-83 or 1983-84.



12

(iii) Special Approval' Committee for non-resident .Indians: A,
Special Approval Committee for non-resident Indians has been
constituted under the Chairmanship of Secretary, Department of
Industrial Development. This Committee is empowered to clear
all industrial investment proposals received from non-resident
Indians. This Committee is empowered to clear at a single point
all proposdls relating to industrial investments which involve (a)
grant of Industrial Licence, registration with the technical autho-
rities or any other similar permission, (b) foreign collaborations,
and (c¢) import of capital goods. The procedures have been so

séreamlined that all applications would be processed and finalised
within 45 day=.

(iv) Industries (Development and Regulation) Amendment
Ordinance, 1984: The Industries (Development and Regulation)
Act, 1951 has been amended to confer specific powers on the Cen-
tral Government to define “small scale undertakings” and on the
advice of a high level Committee reserve specific items for exclu-
sive production in such undertakings. Where existing industrial
undertakings are already manufacturing “reserved” items, the
Central Government will have powers to call for the Industrial
Licence and endorse thereon the productive capacity of that unit
and impose such conditions as may be appropriate. Any breach of
these provisions is punishable under the Act’ '

MEASURES FOR DISPERSAL OF INDUSTRIES

An important objective of government’s policy as also of indus-
trial licensing is to corrert regional imbalances and secure the indus-
trialisation of backward areas In this context, the government has
taken several measures to encourage dispersal of industries to back-
ward regions of the country. A survey was undertaken in 1981 to
identify districts without any medium or large scale industrial units.
A total of 90 such districts have been identified. The scheme of
incentives has been recast to take into account the special require-
ments of the No-Industry Districts.

Central Investment Subsidy Scheme

The Central Investment Subsidv Scheme, started in 1971, origin-
ally provided for an outright subsidy at the rate of 10 per cent on
fixed capital investment wviz. land, building. plant and machinery
in relation to industrial units in any of the notified 101 backward
districts/areas. From 1st March, 1973 the rate of subsidy was

hidyp g 11,
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enhanced to 15 per cent subject to a maximum of Rs. 15 lakhs In
respect of the North-Eastern Region and Sikkim these Hmits were
20 per cent and Rs. 20 lakhs respectively.

In April 1983, the backward areas have been recategorised as
under: '

(i) Category A — No-Industry Districts plus special regions—
118 districts, now increased to 131 districts.

(ii) Category B — Districts earlier eligible for Central Invest-
ment Subsidy minus districts included in
Category A (55 districts); and

(iii) Category C — Districts earlier eligible for concessional
finance minus districts included in Catego-
ries A and B (113 districts).

The Central Investment Subsidy for the three categories will be
25 per cent subject to a maximum of Rs. 25 lakhs, 15 per cent sub-
ject to a maximum of Rs. 15 lakhs and 10 per cent subject 1o a
maximum of Rs. 10 lakhs, respectively. Concessional finance, which
was earlier available in 246.districts, has now been extended to all
the 299 districts included in Categories A, B and C. Blocks|Taluks|
urban agglomerations|extensions of twonships in which there was
industrial investment of Rs. 30 crores or more as on the 31st March,
1983 are excluded from the ambit of the Scheme.

The revised Scheme will remain in force upto the end of the
Sixth Five Year Plan.

Transport subsidy scheme

The transport subsidy scheme was also started in 1971. Industrial
units located in hilly, remote and inaccessible areas in specified
States|Union territories are entitled to 50 per cent subsidy on the
expenditure incurred on the movement of raw materials and finished
goods to and from designated rail-heads to the actual site of the
industrial unit. With effect from 1st April 1983 the guantum of
subsidy has been raised from 50 per cent to 75 per cent. Further
recognised promotional institutions which transact business on be-
half of small, village and cottage industries have also been brought
within the ambit of the scheme. As in the case of the Central In-
vestment Subsidy Scheme, this scheme has also been extended upto
the ‘end of the Sixth Five Year Plan.

From the inception of the Central Investment Subsidy Scheme
and Transport Subsidy Scheme upto 3ist December, 1883, a. total
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amount of gver Rs. 207 crores had been made available to the State
Governmienty gnd Union Territory Administrations by way of re-
imbursement of claims received from entrepreneurs.

Special incentives for No-Industry Districts

In addition to the subsidy available under the Central Invest-
ment Subsidy Scheme, entrepreneurs in the No-Industry Districts
are eligible for the following further incentives and concessions:

(i) over-riding preference in industrial licensing;

(i) availability of finance from All India Term Lending In-
stitutions at concessional rates;

(iii) MRTP/FERA Companies can set up units for the manu-
facture of non-Appendix 1 industries, but not reserved
for the small scale sector, with export obligation of 30
per cent only.

Infrastructural Development Assistance

One of the most important impediments in the industrialisation
of the backward regions, more particularly the No-Industry Dis-
tricts, is the absence of infrastructural facilities. In this context a
scheme has been drawn up for assisting the State Governments to
take up infrastructural development in one or more identified
growth centres in each No-Industry District. The assistance from
the Central Government will be limited to 1/3rd of the total cost
of infrastructural development, subject to a maximum of Rs. 2
crores per district. The Industrial Development Bank of India
(IDBI) has also drawn up a scheme for supplementing the efforts of
the State Governments through loan assistance.

Nucleug Plant Programme

Based on the Industrial Policy Statement of July, 1980, the
Nucleus Plant Programme was initiated in selected backward areas.
This programme is based on the consideration that the industrialisa-
tiom of Backward areas would be facilitated by establishing such
industries with strong ancillarisation possibilities. While the
nucleys plant can be set up in any identified backward area, it will
havé to fulfil the basic condition that 50 per cent of the production
of the plant would be achieved through off-loading specified assem-
blieg/sub-assemblies and components to ancillaries. The nucleus
plant would be under obligation to supply technology, design, docu-
mentation and training as well as new raw materials, wherever re-
quired to its ancillaries. Whereas nucleus plants located in Cate-
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gory A districts will continue to receive Central Investment Sub-
sidy at the rate of 25 per cent, in Categories B and C districts, the
subsidy element has been increased to 20 per cent and 15 per cent
respectively. Nucleus plants are also eligible for other relaxations,
like non-applicability of the convertible clause, higher inter-corpor-
ate investments (subject to clearance by the Department of Com-
pany Affairs) and a composite package of assistance as is available
to Pioneer Units in Maharashtra (e.g. exemption from saleg tax

liability,interest-free sales tax loan, capital investment subsidy
from State funds, etc.)

*TThis Programme will also be in force upto the end of the Sixth
Five Year Plan,

Preference in Licensing and change of Locations

The earlier over-riding preference for grant of industrial licences
in favour of locations in No-Industry Districts has now been extend-
ed to all Category A districts. This preference will also be evail-
able for registration with the technical authorities. Thereafter the

order of preference will be locations in Categories B and C dis-
tricts.

In order to ensure that the above order of preference is not

negatived through applications for change of locations, the Govern-
ment has decided that:—

(a) No request for change of location from Category A will
be entertained unless it is from a special region to a No-
Industry District,

(b) Similarly, requests, for change of location from Category
B and C districts will be discouraged unless the change
in location is from Category B to Category A or from
Category C to Category B or Category A (within the
same State).

(¢) Any change of location to an area which falls within the
standard urban limits of a metropolitan city with a
population of 10 lakhs or more or within the municipal
limits of a city with a population of five lakhs or more
(1981 census) will not be permitted.®

FOREIGN COLLABORATIONS

Government’s policy towards import of technology in selective
and based on national priorities. Import of technology is permitted

Government of India, Minisiry of Industry, Department of Industrial Development
Anrsal Report, for 1983-84, pp. 12413,
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in sophisticated and high priority areas, in export-oriented or import
substitution manufacturing or for enabling indigenous industry to
update existing technology in India to meet domestic requirements
andfor, to become competitive in the export market. The Gov-
ernment is keen to reduce dependence on external resources and
become self-reliant through proper utilisation of various resources
—industrial, human and technical—as speedily as possible, The
policy, is, therefore, selective and is designed to channelise imports
of technology into areas which will reinforce indigenous efforts to
accelerate economic growth, It is recognised that with constant
technological advancement in the developed countries, the need to
update indigenous production technology to match the best in the

world is a sine-qua-non for remaining competitive in the world
market.

While considering applications for import of technolgy, the
main considerations are the technical competence of the applicant,
the magnitude of his operation, economic viability of the project,
availability of indigenous resources as well as the applicant’s pre-
sent and future technological capabilities. The basic objective is to
develop technologies suited to the needs of the country within a
given time-frame and increasing degree of self-reliance. In areas
where there s need for latest technology or where there are critical
production gaps or where it is necessary to exploit the export
potential of a product, import of technology is allowed.

Foreign Investment and Collaborations

In order to facilitate flow of modern technology, foreign enl-
laborations are allowed in a number of industries except where
foreign technology is not considered necessery. Under certain cir-
cumsztances, import of technology may be considered even where
foreign collaboration is not considered necessary, viz., (i) if the
technology is too closely held and is not available for use by entre-
preneurs on competitive terms; (ii) if the technology is required for
up-dating existing technology to meet higher domestic requirements
or to become competitive in export market; or (iii) for manufac-
turing items with substantial exports backed by buy-backguarantees.

Foreign investment is viewed as a vehicle for transfer of tech-
nology. Foreign investment is allowed where it is accompanied
by transfer of technology needed by the country and in export-
oriented ventures. The normal ceiling for foreign investment is 40
per cent of the total equity capital. A higher percentage of foreign
euity can be considered in priority industries if the technology is
sophisticated and not available in the country, or if the venture is
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largely export-oriented. Foreign equity of higher levels can also be
considered on the merits of specific projects on technology con-
siderations. For wholly export-orienteq units, even 100 per cent for-
eign equity can be considered, Foreign share capital should be con-
tributed in cash without any link to tied imports of machinery and
cquipment or payment for know-how, trade marks, etc, Payment
for technology and know-how can be made either in the form of
annual royalty or as lump sum or both. The rate of royalty depends
on the nature of technology and this is normally limited to 5 per cent
and for a period of five years. Higher rate of royalty and longer
duration may be considered in exceptional cases where the tech-
nology involved is sophisticated or a major part of the production
1s exported. Employment of foreign experts can be permitted,
if considered necessary and they are allowed to repatriate a part of
their earnings.

While it is the general rule that foreign investment must be
accompanied by transfer of technology, an exception has been made
in respect of Oil Exporting Developing Countries (OEDC). In their
case, investment upto 40 per cent in the equity of new ventures even
without technology transfer will be permitted in specified industries.
Portfolio investments in such ventures are also permitted. A number
of tax incentives have been provided for such industries. Repatri-
ation of capital along with appreciation in capital stock is freely
allowed,

Simplified Procedure for Import of Design and Drawings

In order to strengthen indigenous design capabilities and to faci-
litate utilisation of existing fabrication capacity in machinery manu-
facturing industry, a special scheme for import of drawings and
designs has been introduced, This facility is available to all scheduled
Industries for import of designs and drawings and related technolo-
gical inputs upto a limit of Rs. 25 lakhs.

Special Facilities for Non-Resident Indians

With the twin objectives of developing the economy and also
providing for reasonable rate of return on investments by non-
resident Indians, the Government has extended special facilities %o
non-resident Indians on a repatriable as well as non-repatriable
basis, According to this scheme non-resident Indians can invest
upto 40 per cent of the equity capital with full benefits of repatrie-
tion in all industries and 74 per cent in priority industries In non-
priority industries, T4 per cent investment can be made provided 60
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per cent of the output.is exported (75 per cent in the case of in-
dustries reserved for small scale sector). Capital equipment is allow-
ed to be imported against the foreign exchange brought by non-

resident

investors. Non<resident Indians have also been allowed

special facilities for import of capital goods into India as under:—

(i)

(1)

(iii)
(iv)

W)

(vi)
(vii)

Import of Capital Goods (new or second hand) except
banned items without any value limit, The restriction
on import of banned capital goods may also be relaxed,
where the machinery in question has been used by the
applicant for at least one year before his return to India
or where the c.if value of such machinery is not more
than 10 per cent of the c.i.f, value of the total machinery
being allowed for import.

Imoprt of professional equipment (new or second hand)
purchased out of the applicant’s own foreign exchange
earnings and resources abroad, and used by him abroad
for at least one year before returning to India. In case
such equipment has not been used by the applicant
abroad for at least one year, its import will be limited
to Rupees One lakh (cit);

Import of generating set of rating 500 KVA and above;

Imoprt of office equipment and furniture used by them
abroad upto rupees one lakh c.if. (when new), for use in
their industry.

Import of a computer system if they have been using it
abroad for at least one year before returning to India
provided its c.if. value is not more than rupees 5 lakhs,
whether new or old or where the computer is a built-in
part of the equipment being allowed for import;

Import of prototypes;
Import of cement for construction of factory buildings:

(viil) Import of raw materials components, consumables and

spares for meeting the requirement of their Industry upto
three years (one year at a time), subject to a maximum
of Rs. 5 lakhs each year, This facility will also be avail-
able in cases where the machinery is not imported but
purchased indigenously.

(ix) Import of machinery except banned types for agricul-

tural production/developments, provided they are re-
turning to India for permanent settlement.
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Special Approval Committee

In order to provide a further impetus to industrial investments
by non-resident Indians and to clear their applications expeditiously
a Special Approval Committee has been constituted in November,
1983 under the Chairmanship of the Secretary, Department of In-
dustrial Development, to clear all industrial investment proposals
emanating from non-resident Indians. This Committee will decide
and monitor the progress qf all applications received from non-resi-
dent Indians regarding industrial investments involving (a) indus-
trial Licences/registration/permissions; (b) foreign collaborations;
and (c) import of capital goodss A Special Cell has also been estab-
lished in the Secretariat for Industrial Approvals to process and
monitor applications for industrial approvals received from nom-
resident Indians.?

ACHIEVEMENTS IN THE INDUSTRIAL SECTOR

During the years of planned development since India's inde-
pendence, industrial production has made rapid strides both in
terms of variety and quality. In the first two Plan periods the growth
and diversification of industry were remarkable, Progress during
the Third and the 3 Annual Plans which followed was uneven as the
economy was subjected to considerable stress and strain and the
growth rate in industrial production declined. In the Fourth Plan too
the expectations could not be fulfilled. However, the average growth
rate since 1970 was about 5 per cent per annum. While almost all
groups of industries contributed to this, the growth has been parti-
cularly marked in areas such as petroleum products, chemicals and
chemical products, metal produets, electronics and other electrical
machinery, transport equipment and power generation, The share
of manufacturing sector in the net domestic- product at constant
prices increased from 134 per cent in 1970-71 to 15.0 per cent in
1982-83.

The different five year plan periods saw the expansion and
diversification of the industria] structure with the establishment of
new units in the existing fields as well as the setting up of new
enterprises, As a result the number of industrial units has increased
significantly. In 1951, there were omly two major units pro-
ducing iron and steel. There are now six major steel plants with
a capacity of about 87 lakhs tonnes. The steel produced by these
plants has provided the basis for achieving self-sufficiency in making
a number of engineering goods, from pin to giant machinery. In the
field of new industries, agricultural tractors, electronics and fertilizer

t ibid., pp. 14-16.



20

industries which practically did not exist in 1951 have progressed to
such an extent that the import of these products has been brought
down to the minimum. The drug and chemical industries have also
made rapid progress. The textile industry is no longer confined to the
cotton and jute textiles. Today, there are quite a few units produc-
ing different types of synthetic fibres. The machine building in-
dustry too, has made rapid strides. The engineering industry can
supply virtually the entire requirement of power generating equip-
ment for railways, road transport and communications. Self-
sufficiency has been reached with regard to sugar and cement
machinery, power boilers material handling equipment and a large
number of consumer durables,

The turn-over of some of the major industries in Public Enter-

prises during 1981-82 and 1982-83 has been as under:
{Rs. in Crores]

sl to. Group of Industrie. - '?umg\?il‘:i_ -7
1981 82 198z 8%

1 Steel . . . . . . . . . . 2,081.63 3,408.18

2 Minerals and Met:Is . . . . . . . 607.13 664.63

3 Couf . . . . . . . . . - 11,549.09 1,919.54

4 Petroleum . . . . . . . . . 15,002.59 18,401.50

5 Chemicils, Fertilizers and Phormoceuticals . . . 1,805 o7 12,206 37

6 Heavy Engineering . . . . . . . . 1,294.70 ‘1,6t1.21

7 Medium and Light Engineering . . . . . 892.05 1,008.07

' 8 Transportation Equipment C . . . . w04.13  B813.59
9 Consumer Goods . . . . . . . . 216.31 254.75
10 Agro-based Products R . . . . . . 46.90 47-77
1t Textiles . . . . . . . . . . 560.44 571.89
12 Power . . B . B . . . . . @ 59.35

25,759-04 30,966.85

“RBureau of Public Enterprises, Public Enterprises Survey, 1982-83, Vol. I, BPE. )
@Under Construction.

THE PUBLIC SECTOR
One of the important aspects of the country's industrial policy
has been the stress laid on the public sector, There has accordingly
been a spectacular growth of the public sector since the inception
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of planning. In 1951 there were only 5 public sector undertakings
but their number rose to 223 by the end of 1982-83. Investment in
public sector has also grown from Rs. 28 crores to Ra, 30030 croves
during this period. Similarly in regard to the number of employees,
profits earned, capacity utilisation, quantum of goods produced and
exports, the public sector has been grow.ng rapidly. The contribu-
tions of the public sector cannot be measured in terms of profit-
ability alone. Their role in discharaing ceitain socic-economic ob-
jectives too is important, In matters like development of back-
ward regions, provision of public utility services at subsidised rates,
selling basic inputs or products at administered prices, providing
medical, educational and housing facilities 1o employees, etc. also,

the public sector ag a whole has been an effective instrument of
government policy.*

The public sector enterprises occupy a pivotal position in the
Indian economy. They are prominent in key areas of industries,
supplying basic inputs like coal, steel, minerals, metals and heavy
equipment including those required for generating power, to com-
merce and industry. The public sector is also operating service
enterprises in the fields of trading and marketing, and transporta-
tion, consultancy and tourism, etc. The health and well-being, cur-
rent performance and future development plans, etc. of these under-
takings are a matter of public concern and interest. The perform-
ance of the country in almost every economic activitv depends on
the public sector performance. While the concept of professionalis-
ed management and autonomy have been accepted for the public
sector units, a system of continuous appraisal of their performance
and accountability through administrative ministries to the Parlia-
ment and the tax-payer is always maintained.

t1Address by Shri N.D. Tewari,, the then Minister for Industry . t the Scminar on
“Industrial Development”, New Delhi, May 4, 1984.



APPENDIX I
INDUSTRIAL POLICY RESOLUTION
New Delhi, 30 April, 1956

No. 91/CF|48.—The Government of India set out in their Resolu-
tion dated 6 April 1048, the policy which they proposed to pursue ia
the industrial field. The Resolution emphasised the importance to
the economy of securing a continuous increase in production and its
equitable distribution, and peointed out that the State must play a
progressively active role in the development of industries, It laid
down that besides arms and ammunition, atomic energy and raflway
transport, which would be the monopoly of the Central Government,
the State would be exclusively responsible for the establishment of
new undertakings in six basic industries—except where, in the na-
tional interest, the State itself found it necessary to secure the co-
operation of private enterprise, The rest of the industrial field was
left open to private enterprise though it was made clear that the
State would also progressively participate in this field.

2. Eight years have passed since this declaration on industrial
policy. These eight years have witnessed many important changes
and developments in India. The Constitution of India has been en-
acted guaranteeing certain Fundamental Rights and enunciating
Directive Principles of State Policy. Planning has proceeded on an
organised basis, and the first Five Year Plan has recently been
completed. Parliament has accepted the socialist pattern of society
as the objective of social and economic policy. These important

developments necessitate a fyesh statement of industrial policy, more
particularly as the second Five Year Plan will soon be placed before

the country. This policy must be govemed by the principles laid
down in the Constitution, the objective of socialism, and the ex-
perience gained during these years.

3. The Constitution of India in its preamble, has declared that it
aims at securing for all its citizens—

“JUSTICE, social, economic and political;

LIBERTY of thought, expression, belief, faith and worship;

EQUALITY of status and of opportunity; and to promote
among them all;

FRATERNITY assuring the dignity of the individual and the
unity of the Nation.”,

22
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In ite Directive Principles of State Policy, it is stated that—

“The State shall strive to promote the welfare of the people
by securing and protecting as effectively as it may a social
order in which justice, social, economic and political, shall
inform all the institutions of the national life.”

Further that—

“The State shall, in particular, direct its policy towards
securing—

(a) that the citizens, men and women equally, have the
right to an adequate means of livelihood;

(b) that the ownership and control of the material resources
of the community are so distributed as best to subserve
the common good;

(c) that the operation of the economic system does not result
in the concentration of wealth and means of production
to the common detriment;

(d) that there is equal pay for equal work for both men and
women;

(e) that the health and strength of workers, men and wo-
men, and the tender age of children are not abused and
that citizens are not forced by economic necessity to
enter avocations unsuited to their age or strength;

(f) that childhood and youth are protected against exploita-
tion and against moral and material abandonment.”

4. These basic and general principles were given a more precise
direction when Parliament accepted in December, 1954, the socialist
pattern of society as the objective of social and economic policy.
Industrial policy, as other policies, must therefore be governed by
these principles and directions.

5. In order to realise this objective, it is essential to accelerate
the rate of economic growth and to speed up industrialisation and, in
particular, to develop heavy industries and machine making indus-
tries, to expand the public sector, and to build up a large and grow-
ing co-operative sector. These provide the economic foundations for
increasing opportunities for gainful employment and improving liv-
ing standards and working conditions for the mass of the people.
Equally, it is urgent, to reduce disparities in income and wealth
which exist today, to prevent private monopolies and the concentra-
tion of economic power in different fields in the hands of small num-
bers of individuals. Accordingly, the State will progressively as-
sume a predominant and direct responsibility for setting up new
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industrial undertakings and for developing transport facilities. It will
also undertake State trading on an increasing scale. At the same
time, as an agency for planned national development, in the context
of the country’s expanding economy, the private sector will have the
opportunity to develop and expand. The principle of co-operation
should be applied wherever possible and a steadily increasing pro-

portian of the activities of the private sector developed along co-
operative lines.

6. The adoption of the socialist pattern of society as the national
objective, as well as the need for planned and rapid development,
require that all industries of basic and strategic importance, or in
the nature of public utility services, should be in the public sector.
Other industries which are essential and require investment on a
scale which only the State, in present circumstances, could provide,
have also to be in the public sector. The State has therefore to
assume direct responsibility for the future development of industries
over a wider area. Nevertheless, there are limiting factors which
make it necessary at this stage for the State to define the field in
which it will undertake sole responsibility for further development,
and to make a selection of industries in the development of which
it will plav a dominant role. After considering all aspects of the
problem, in consultation with the Planning Commission, the Govern-
ment of India have decided to classify industries into three cate-
gories, having regard to the part which the State would play in each
of them. These categories will inevitably overlap to some extent
and too great a rigidity might defeat the purpose in view. But the
basic principles and objectives have alwavs to he kept in view and
the general directions thereafter referred to be followed. It should
also be remembered that it is always open to the State to under-
take any type of industrial production.

7. In the first category will be industries the future development
of which will be the exclusive responsibility of the State. The
second category will consist of industries, which will be progres-
sively State owned and in which the State will therefore generally
take the initiative in establishing new undertakings, but in which
private enterprise will also be expected to supplement the effort of
the State. 'The third category will include all the remaining in-
dustries and their future development will in general, be left to
the initiative and enterprise of the private sector.

8. Industres in the first category have been listed in Schedule A
of this Resolution. All new units in these industries, save where
their establishment in the private sector has already been approved,
will be set up only by the State. This does not preclude the expan-
sion of the existing privately ownad units, or the possibility of the
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State securing the co-operation of private enterprise in the establish~
ment of new units when the national interests so require, Railways
and air transport, arms and ammunition and atomic energy will,
however, be developed as Central Government monopolies, When-
ever co-operation with private enterprise is necessary, the State will
ensure, either through majority participation in the capital or other-
wise, that it has the requisite powers to guide the policy and control
the operations of the undertaking

9. Industries in the second category. will be those listed in Sche-
dule B. With a view to accelerating their future development, the
State will increasingly establish new undertakings in these indus-
tries. At the same time private enterprise will also have the oppor-
tunity to develop in this field, either on its own or with State
participation.

10. All the remaining industries will fall in the third category,
and it is expected that their development will be undertaken ordin-
arily through the initiative and enterprise of the private sector,
though it will be open to the State to start any industry even in this
category. It will be the policy of the State to facilitate and encourage-
the development of these industries in the private sector, in accord-
ance with. the programmes formulated in successive Five Year Plans,
by ensuring the development of transport, power and other services,
and by appropriate fiscal and other measures. The State will con-
tinue to foster institutions to provide financial aid to these indus-
tries, and special assistance will be given to enterprises organised
on co-operative lines for industrial and agricultural purpeses. In
suitable cases, the State may also grant financial assistance to the
private sector. Such assistance especially when the amount in-
volved is substantial, will preferably by in the form of participation
in equity capital, though it may also be in part in the form of
debenture capital.

11. Industrial undertakings in the private sector have necesgarily
to fit into the framework of the social and economic policy of the
State and will be subject to control and regulation in terms of the
Industries (Development and Regulation) Act and other relevant
legislation. The Government of India, however, recognise that it
would, in general be desirable to allow such undertakings to develop
with as much freedom as possible, consistent with the targets and
objectives of the national plan. When there exist in the same
industry both privately and publicly owned units, it would continue
to be the policy of the State to give fair and non-discriminatory
treatment to both of them,

12. The division of industries info separate categories does not
imply that they are being placed in water-tight compartments. In-
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evitably, there will not only be an area of overlapping but also a
great deal of dovetailing between industries in the private and the
public sectors. It will be open to the State to start any industry not
included in Schedule A and Schedule B when the needs of planning
so require or there are other important reasons for it. In appropriate
cases, privately owned units may be permitted to produce an item
falling within Schedule A for meeting their own requirements or
as by-products, There will be ordinarily no bar to small privately
owned units undertaking proudtcion, such as the making of launches
and other light-craft generation of power for local needs and small
scale mining. Further, heavy industries in the public sector may
obtain some of their requirements of lighter components from the
private sector, while the private sector in turn would rely for many
of its needs on. the public sector. The same principle would apply
with even greater force to the relationship between large scale and
small scale industries,

13. The Government of India would in this context, stress the
role of cottage and village and small scale industries in the develop-
ment of the nationa] economy. In relation to some of the problems
that need urgent solutions, they offer some distinct advantages. They
provide immediate large scale employment; they offer a method of
ensuring a more equitable distribution of the national income and
they facilitate an effective mobilisation of resources of capital and
skill which might otherwise remain unutilised. Some of the pro-
blems that unplanned urbanisation tends to create will be avoided
by the establishment of small centres of industrial production all
over the country,

14. The State has been following a policy of supporting cottage
and village and smal] scale industries by restricting the volume of
production in the large scale sector, by differential taxation, or by
direct subsidies. While such measures will continue to be taken,
whenever necessary, the aim of the State policy will be to ensure
that the decentralised sector acquires sufficient vitality to be self-
supporting and its development is integrated with that of large scale
industry. The State will therefore, concentrate on measures design-
ed to improve the competitive strength of the small sca'e producer.
For this it is essential that the technique of production should be
constantly improved and modernised, the pace of transformation
being regulated so as to avoid, as far as possible, technological un-
employment. Lack of technical and financial assistance, of suitable
working accommodation and inadequacy of facilities for repair and
maintenance are among the serious handicaps of small scale pro-
ducers. A start has been made with the establishment of industrial
estates and rural community workshops to make good these defi-
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ciencies. The exiension of rural electrification and the availability
of power at prices which the workers can afford will also be of con-
siderable help. Many of the activities relating to small scale pro-
duction will be greatly helped by the organisation of industrial co-
operatives. Such co-operatives should be encouraged in every way
and the State should give constant attention to the development of
cottage and village and small scale industry.

15. In order that industrialisation may benefit the economy of the
country as a whole, it is important that disparities in levels of
development between different regions should be progressively re-
duced. The lack of industries in different parts of the country is ver,
often determined by factors such as the availability of the necessary
raw materials or other natural resources. A concentration of indus-
tries in certain areas has been due to the ready availability of
power, water supply and transport facilities which have been deve-
loped there. It is one of the aims of national planning to ensure
that these facilities are steadily made available to areas which are
at present lagging behind industrially or where there is greater need
for providing opportunities for employment, provided the location
is otherwise suitable. Only by securing a balanced and co-ordinated
development of the industria] and the agricultural economy in each
region, can the entire country attain higher standards of living.

16. This programme of industrial development will make large
demands on the country’s resources of technical and managerial per-
sonnel. To meet these rapidly growing needs for the expansion of
the public sector and for the development of village and small scale
industries, proper managerial and technical cadres in the public ser-
vices are being established. Steps are also being taken to meet short-
ages at supervisory levels to organise apprenticeship schemes of
training on a large scale both in public and in private enterprises,
and to extend training facilities in business management in univer-
sities and other institutions.

17. It is necessary that proper amenities and incentives should be
provided for all those engaged in industry. The living and working
conditions of workers should be improved and their standard of effi-
ciency raised. The maintenance of industrial peace is one of the
prime requisites of industrial progress. In a socialist democracy
labour is a partner in the common task of development and should
participate in it with enthusiasm. Some laws governing industrial
relations have been enacted and a broad common approach has de-
veloped with the growing recognition of the obligations of both
management and labour. There should be joint consultation and
workers and technicians should, whenever possible, be associated pro-
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gressively in management. Enterprises in the public sector have to
set an example in this respect,

18. With the growing participation of the State in industry and
trade, the manner in which these activities should be conducted and
managed assumes considerable importance. Speedy decisions and
a willingness to assume responsibility are essentia] if these enter-
prises are to succeed. For this, wherever possible, there should be
decentralisation of authority and their management should be along
business lines. It is to be expected that public enterprises will aug-
ment the revenues of the State and provide resources for further
development in fresh fields. But such enterprises may sometimes
incur losses. Public enterprises have to be judged by their total
results and in their working they should have the largest possible
measure of freedom,

19. The Industrial Policy Resolution of 1948 dealt with a number
of other subjects which have since been covered by suitable legisla-
tion or by authoritative statements of policy. The division of res-
ponsibility between the Central Government and the State Govern-
ments in regard to industries has been set out in the Industries
(Development and Regulation) Act. The Prime Minister, in the
statement in Parliament on 6 April 1949, has enunciated the policy
of ihe Siuale 1n regard to foreign capital It is, therefore not neces-
sary to deal with these subjects in this resolution,

20. The Government of India trust that this restatement of their
Industrial Policy will receive the support of all sections of the people
and promote the rapid industrialisation of the country.



SCHEDULE A

Arms and ammunition and allied items of defence equipment.
Atomic energy.

. Iron and steel.
. Heavy castings and forgings of iron and steel.

. Heavy plant and machinery required for iron and steel pro-

duction, for mining, for machine tool manufacture and for such

other basic industries as may pe specified by the Central Gov-
ernment.

. Heavy electrical plant including large hydraulic and steam

turbines.

. Coal and lignite,

8. Mineral oils.

10.

11,

12,
13.
14.

15,

16,

17,

. Mining of iron ore, manganese ore, chrome ore, gypsum sul-

phur, gold and diamond.

Mining and processing of copper, lead zinc, tin, molybdenum
and wolfram.

Minerals specified in the Schedule to the Atomic Energy (Con-
trol of Production and Use) Order, 1953.

Aircraft.
Air Transport.
Railway transport.

Shipbuilding.

Telephones and telephone cables, telegraph and wireless ap-
paratus (excluding radio receiving sets).

Generation and distribution of electricity.
SCHEDULE B

. All other minerals except “minor minerals” as defined in

Section 3 of the Minerals Concession Rules, 1949,

Aluminium and other non-ferrous metals not included in
Schedule ‘A’,

29
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3. Machine tools.
4. Ferro alloys and tool steels.

§. Basic and intermediate products. required by chemica] indus
tries such as the manufacture of drugs dyestuffs and plastics.

6. Antibiotics and other essential drugs.
7. Fertilizers.

8. Synthetic rubber,

9, Carbonisation of coal,

10. Chemical pulp.

11. Road transport,

12, Sea transport,



APPENDIX II
STATEMENT ON INDUSTRIAL POLICY

By
DR. CHARANJIT CHANANA
Minister of State for Industry
July, 1080

Industrial Policy Resolution 1956

The Industrial Policy Resolution 1956 has served as the cormer
stone of the Congress Government Policy-frame for the past quar-
ter of a century. The Industrial policy announcement of 1956 in
fact reflect the value system of our country and has shown con-
clusively the merit of constructive flexibility. In terms of this
Resolution the task of raising the pillars of economic infrastructure
in the country was entrusted to the public sector for reasons of
its greater reliability, for the very large investments required and
the longer gestation periods of the projects crucial for economic
development. The 1958 Resolution, therefore, forms the basis of
this statement.

Take off stage

2. Industrialisation in a developing country has two aspects
viz,, optimum utilisation of installed capacity and expansion of in-
dustries. The industrial progress of India during the past three
decades can be attributed to the policies pursued by the Congress
Government. While the country had reached a take off stage
towards mid-1970s, both the growth channels—optimum utilisation
of installed capacity as well as expansion of industries were choked
off by the 33-months-rule of the Janata Party and its successor Co-
vernment, The runway of the economy has been damaged by the
last two governments and the entire process of development was
put in reverse gear.

Revival of the Economic Infra-structure

3. The first task before us, therefote is the revival of the econo-
my which is presestly inhibited by infrastructural gaps and inade-
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quacies in performance, This put the economy into a vicious cycle
of shortage of major industrial inputs like energy, transport and
coal., To normalise the situation, Government are working on war-
footing to break this vicious circle and to put the economy again on
its feet,

Industrialisation and Economic Progress

4. Industrialisation is a sine qua non of economic progress. Our
Government is committed to rapid and balanced industrialisation of
the country with a view to benefiting the common man in the shape
of increasing availability of goods at fair prices, larger employment
and higher per capita income. A higher standard of living implies
that more of industrial goods go into the consumption basket of the
people. Industrialisation is also essential to provide the much-needed
support for agriculture and for the development of infra-structural
facilities like energy and transport. The net economic impact of in-
dustrialisation must travel down ultimately to the maximum num-
ber of people.

Distribution of Benefits of industrialisation

5. The pattern of distribution of benefits of industrialisation
should be such as to cover as large a segment of the country’s popula-
tion, both rural and urban, while avoiding economic concentration
in a few hands New thrusts need to be made to establish a dynamic
Industrial economy as indicated in the election manifesto of the
Congress Party. Now that the Congress party has been entrusted
with the responsibility of the Government, what is needed above all
is a set of pragmatic policies which will remove the lingering const-
raints to industrial production and, at the same time act as catalysts
for faster growth in the coming decades, within the following socio-
economic objectives:

Socio-Economic Objectives
Optimum utilisation of the installed capacity.
Maximising production and achieving h‘fgher productivity.
Higher employment generation.

Correction of regional imbalances through a preferential
development of industrially backward areas.

Strengthening of the agricultural base by according a pre-
ferential treatment to agro-based industries, and promoting
optimum inter-sectoral relationship.
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Faster promotion of export-oriented and import substitutiom
industries,

Promoting economic federalism with an equitable spread of
investment and the dispersal of returns amongst widely spread
over small but growing units in rural as well as urban areas,

Consumer protection against high prices and bad quality.
Role of Public Sector

6. An unfortunate development during the recent politieal
vac#m in the country has been an erosion of faith in the public
sector which has been reflected in its rather poor performance in
recent years. Public sector, which was conceived to provide the
pillars ot the Country’s economic infrastructure, was rendered
hollow. The gigantic task before us,.therefore, is to rehabilitate faith
in the public sector. We have not only to restore people’s faith in
the public sector but also evolve effective operational systems of
management in the public sector undertakings. The public sector
has to be identified as people’s sector and not as “No body’s sector”
as was rendered by the last Government. Public sector constitutes a
substantial segment of industrial activity in the country and its
contribution in terms of generating surpluses and employment for
further growth of the economy needs to be improved.

Unit-by-unit Examination for Corrective steps

7. Government have decided to launch a drive to revive the
efficiency of public sector undertakings. Industrial undertakings in
this sector will be closely examined on a unit-by-unit basis and
corrective action will be taken in terms of a time-bound programme
wherever necessary. Some of the units were allowed to get into
chronic problems and instead of contributing surpluses, tended to
put a drain on the public exchequer. Priority will be accorded to
convert losing concerns into viable ones through broad restructuring
of the system and by providing dynamic and competent manage-
ment.

Management Cadre

8. On the positive side, public sector will continue playing an
increasingly important role. Part of the reason for unsatisfactory
performance of some of the units in the public sector has been the
absence of proper management cadre, It is proposed to take effective
steps to build the public sector undertakings and emphasis will be
plssed on developing management cadres in functional flelds such
~s operations, finance, marketing and information system.



34
Role of Private Sector

9. The Government would pursue the goal of a vibrant, self-reliant
and modern economy in which all sectors and all segments of the
society have a positive role to play. The Industrial Policy Resolu-
tion of 1956 assigned a role for industrial undertakings in the private
sector within the framework of socio-economic policy of the State
and subject to certain regulations in terms of relevant legislations.
Government recognises that it would be, in general, desirable to
allow private sector undertakings to develop in consonance with
targets and objectives of national plans and policies but shalt®hot
permit the growth of monopolistic tendencies or concentration of
economic power and wealth in a few hands.

Economic Federalism

10. It will be Government’s endeavour to reverse the trends of
the last three years towards creating artificial divisions between
small and large-scale industry under the misconception that these
interests are essentially conflicting, While making all efforts to-
wards integrated industrial development, it is proposed to promote
the concept of economic federalism with the setting up of a few
nucleus plants in each district, identified as industrially backward,
to generate as many ancillaries and small and cottage units as
possible.

Nucleus Plants

11. A nucleus plant would concentrate on assembling the pro-
ducts of the ancillary units falling within its orbit on producing the
inputs needed by a large number of smaller units and making ade-
quate msrketing arrangements. The nuclei will also ensure a
widely spread pattern of investment and employment and will dis-
tribute the benefits of industrialisation to the maximum possible.
The nucleus plants would also work for upgrading the technology of
small units. Small is beautiful only if it is growing just as the
phased manufacturing programme with a view to reducing reliance
on imported components and materials played an important role
in diversifying our industrial structure, a carefully worked out time
bound programme for greater ancillarisation in certain industrles
will contribute considerably towards dispersal of industry and
growth of entrepreneurship.

Ancillarisation Effect

11A. The proposed nucleus plants in industrially backward dis-
tricts would generate a spread-out network of small scale units or
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the existing network of small scale units in an area would acquire
a faster growth Ly the coming up of a nucleus plant in the area.
Such a two-way tiraffic would crcule an ancillarisation effect in
terms of larger employment, more equitable distribution of the
benefits of such an industrialisation in the shape of higher per
capita income for the larger number of people in the area,

In between the nucleus large plants and the satellite ancillaries,
the Government would promote a system of linkages for an inte-
grated industrial development. The Government would evolve
a scheme of phased development of industrially backward areas
through ancillarisation.

Redefining of Small Scale Units

12. In order to boost the development of small scale industries
and to ensure their rapid growth, Government have decided:

(i) to increase the limit of investment in the case of tiny units
from Rs, 1 lakh to Rs. 2 lakhs;

(ii) to increase the limit of investment in the case o tiny units
scale units from Rs. 10 lakhs to Rs. 20 lakhs; and

(iii) to increase the limit of investment in the case of ancil-
laries from Rs. 15 lakhs to Rs, 25 lakhs.

13. This would eliminate the tendency to circumvent the present
limit by understating the value of machinery and equipment,
falsification of accounts or resort to ‘benami’ units. The enhance-
ment of the limit in terms of investment in plants and machinery
will also help genuine small scale units particularly those being
set up by young and technically qualified entrepreneurs, to come
up. This measure will also facilitate long over due modernisation
of many of the existing small scale units,

Financial Support to Small Units

14. One of the major constraints to the growth of de-centralised-
sector has been the difficulties to finance experienced particularly
by industrial entrepreneurs in small, cottage and rural sectors.
Although, there is adequate network of institutional finance, yet
there is need for coordinating the flow of capital, both short term
and long term. Government would evolve a system of coordina-
tion to ensure the flow of credit to the growing units in the de-
centralised sector at the right time and on appropriate terms.
Government proposes to strengthen the existing arrangements and
make such changes as may be necessary to facilitate the availability
of credit to the growing units in the small scale sector,
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Buffer Stock for Critical Inputs

15. In order to assist the growth of small scale industries it is
proposed to introduce a scheme for building up of buffer stocks ot
essential materials which are often difficult to obtain. For this the
existing set-up such as Small Industries Development Corporations
in the States and the National Small Industries Corporation in the
Centre will also be utilised. Special needs of States which rely
heavily on a few essential raw materials will receive priority,

Marketing Support and Reservation of Items for Small Scale
Industries

16. Policies regarding marketing support to the decentralised
sectors and reservation of items for small scale industries, shall
continue to be in force in the interest of growth of the small scale
industries,

Village Industries

17. Government is determined to promote such a form of indus-
trialisation in the country as can generate economic viability in
the villages. Promotion of suitable industries in rural areas will be
accelerated to generate higher employment and higher per capita
income for the villagers in the country without disturbing the eco-
logical halance. Handlooms, handicrafts, khadi and other village
industries will receive greater attention to achieve a faster rate of
growth in the villages.

Correcting Regional Imbalances

18. Industrialisation will playv an important role in correcting
the regional imbalances and reviving the industrial growth to lead
the economy once again to the take-off stage. For the achievement
of this goal, Government have decided to encourage dispersal of
industry and setting of units in industrially backward areas. Spe-
cial concessions and facilities will be offered for this purpose and
these incentives will be growth and performance oriented.

Evaluation of Incentives

19. In the past, numerous incentives had been provided to indus-
tries from time to time. It is Government's considered view that
all incentives given to industry must be performance oriented. It
is, therefore, proposed, that a regular periodic assessment will be
made of the impact of these incentives to see the extent to which
they have fulfilled their initial purpose Unless it is apparent that
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the purpose is being served Government will review the system of
incentives.

Generation of Employment and Higher Production

20. Industrial development has to be viewed in the broader con-
text of generating higher production and employment. Overcom-
ing the problems of poverty and backwardness need a multi-pronged
approach. An integral part of this approach would be to creal:
new focal points of industrial growth which have the maximum
effect on the quality of life. This will have to be based essentially
on the utilisation of local materials and locally available man-power.
The ripple effect of substantial investments in backward districts
in the past has in many cases not been adequate, mainly because
such investments did not have effective linkages with local resour-
ces. Government, therefore, propose to encourage investment by
public and private sector which will meet these criteria and would
also promote a net-work of spread out ancillaries,

Endorsement of Licences to reflect Existing Productwity Capacity

21, In 1975, Government had taken certain decisions in rega'd t .
the recognition of additional capacities as a result of replacement
and modernisation of equipment. liberalisation of investment proce-
dure for stimulating producticm in a certain selected industries and
for endorsement of excess production over licensed capacity on th-~
basis of a simplified procedure Govornment feels that in several
industries which are important from the point of view of national
economy or are engaged in the production of articles of mass con-
sumption, the productive capacity endorsed on the original licences
or as amended 1n terms of the 1975 notifi~rations may not reflect t"-
full productive potential of the unit. As a result of increased

labour productivity or technolecgical improvements, the productive
capacities may have increased.

Government propose {o recognise such capacities on a selective
basis. It would not be in public interest to permit licensing proce-
dures or a rigid locational policy to stand in the way of maximising
production, The necessary notifications listing the industries, and

spelling out the simplified procedures for such endorsements will
be issued separately.

Provision for Automatic Growth

22. In view of the constraints on resources in a developing coun-
try like ours, and also taking into account the considerable increases
in the prices of capital goods, particularly those required to be
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imported, it is necessary to ensure that no avoidable restrictions are
placed on the fullest utilisation of the existing industrial capacities,
This is particularly true of the core industries, of industries which
have direct linkages with the core sector, and industries which have
a long-term export potential. All these industries are of basic, cri-
tical and strategic importance for the growth of the economy. In
February, 1973, Government had announced a list of such indus-
tries, following the classificalion of industries, menfioned in the
First Schedule to the Industries (Dev. & Reg.) Act, 1951, Later in
1975, Government had permiited the facility for automatic expan-
sion in respect of 15 industries. The extent of increased capacity
permitted in respect of these industries was limited to 5 per cent
per annum or 25 per cent in a five-year plan period and could be
undertaken in one or more stages. This expansion was to be in
addition to the normal yermissible expansion in production by 25
per cent of the approved capacity. Government have now decided
that this facility will also be c¢xtended to other industries included
in Appendix I. In this behalf, the necessary notifications will be
issued separately.

Export Oriented Units

23. Industry must contribute its share in creating a more favour-
able balance of trade by catering to the ever increasing foreign
markets, Government would sympathetically consider requests for
setting up 100 per cent export oriented units, requests for expansion
of existing units exclusively for purposes of export and for allowing
higher production for exploiting fully the emerging export opportu-
nities.

Advanced Technology for Economies of Scale

24. In a number of cases Indian industry has not been able to
compete in markets abroad because the scale of output which is
related to the level of domestic demand is too small to give them
the advantages of modern technology and economies of scale. In
cases where a larger production base would increase the competi-
tiveness of Indian industry abroad, Government will consider favour-
ably the induction of advanced technology and will permit creation
of capacity large enough to make it competitive in world markets,
provided substantial exports are likely. The purpose of introduc-
ing such a policy would be not only to encourage exports but also
to enable industry to produce better quality products at lower costs
which will ultimately benefit the consumer in terms of price and
quality,
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Research and Development

25. The Indian Industry must earmark substantial resources for
R & D to constantly up-date technologies with a view to optimal
utilisation of scarce resources, better service to the consumer and
achieving greater exports. We also have to lay greater emphasis
on bringing the benefits of the latest R & D to the medium and smail
units,

Transfer of Technology

26. Government will take active measures to facilitate the trans-
fer of technology from efficiently operating units to new units.
Companies which have well established R & D organisations, and
have demonstrated their ability to absorb, adapt and disseminate
modern technology will be permitted to import such technology as
will increase their efficiency and cost-effectiveness. This will not
only lead to saving of foreign exchange but would also ensure self-
sufficiency and higher foreign exchange earnings.

Modernisation Packages

27. “Modernisation Packages” will be evolved to suit the reguire-
ments of each industry, and will include all aspects, i.e. appropriate
location and optimum use of energy and the adoption of the right
kind of scale and technology in order to minimise costs and improve
efficiency in the use of scarce materials, the supply of which come
from non-renewable sources. It will be Government's endeavour
to ensure that the process of modernisation percolates down to
small units and the villages. As in the case of the large-scale modern
industry, where new processes and technologies must replace the
old and the traditional ones in the decentralised sector also, impro-
ved tools and techniques which will contribute to higher productivity
and reduce the drudgery are an essential ingredient of the moderni-
sation, Government will review the present arrangments in terms
of special facilities and incentives such as soft loans, establishing of
proper linkages in the field of marketing and strengthening the credit
facilities particularly for the decentralised sector.

Energy Industry Dovetailing

28. Until recently, little effort has been made in devetailing the
ndustry and energy polcies; nor has enough attention been paid to
the effects of industrial growth on environment and pollution of air
and water. Government have decided that such industrial pro-
cesses and technologies as would aim at optimal utilisation of energy
or the exploitation of alternative sources of energy, would be given
special assistance, including finance on concessional terms.
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Pollution Control

29. Until recently, little effort has been made in devetailing the
contribute to improved environment and reduce the deleterious
effects on pollution of air and water would also be made eligible
for special assistance on appropriate terms. Government will exa.
mine the present scheme for soft loans with a view to including in
it activities related to energy conservation, exploitation of non-
traditional sources of energy like solar energy and control of water
and air pollution and also such other specific industrial activities
as are in urgent need of modernisation and upgradation of techno-
logy. This will be a continuing exercise and the list of industries
-eligible for soft loan scheme will be reviewed from time to time.

Preserving Ecological Balance

30. Government are committed to the preservation of ecological
balance and for improving living conditions in the urban centres of
the country. In pursuance of this policy and with a view to encour-
aging the dispersal of industry, steps have been taken to prevent
the growth of industry in the metropolitan cities and the larger
towns. Setting up of new industrial undertakings within the limits
of such urban centres is not permitted.

31. However, in the implementation of this policy. Government
propose to remove genuine difficulties, without detriment to the
basic objectives. It is, therefore, proposed to provide for selective
relaxation to enable utilisation of already installed capacities to
provide for natural growth and to encourage produ-tion for export.
The requisite simplification and procedural changes in the applica-
t'on of the present locational policy are being announced separately.

Streamlining Licensing Procedures

32. There has already been considerable simplification and
streamlining of licensing procedures. Nevertheless, there is scope
for further improvement in reducing the period of time taken for
disposal of applications for the creation of new capa ities, propo-
sals for substantial expansion, and the production of new items. It
is proposed to speed up the processes of examination and decision-
making and also to examine the possibilities of further rationalisa-
tion and s‘mplification of the system of industrial licensing.

Monitoring System and Duata Bank

33. It is also proposed that in_ future, the agencies connected
with the issuance of letters of intent/industrial licences will not
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merely concern themselves with letters of intent/industrial licenees
but would also evolve a comprehensive system of monitoring the
implementation of the schemes. For this purpose, it is proposed

to build up a Data Bank on the progress of various licensed/regis-
tered investment schemes.

34. The objectives of the Data Bank will be to have, in respect
of all major investment proposals, information regarding the pro-
gress in regard to the import of capital goods, the status in regard
to the application for term lending and also the physical implemen-
tation of the scheme. The establishment of such a Data Bank will
also enable Government to ensure that where parties have wilfully
failed to implement the letters of intent or haye tried to pre-empt
capacity are dealt with suitably.

Industrial Sickness: Devising an Early Warning System

35. Government are concerned at the growing problem of sick-
ness in a large number of industrial undertakings. While it is recog-
nised that it would be in the national interest to protect the invest-
ments in these undertakings by appropriate remedial action, it is
also the view of Government that deliberate mismanagement and
financial improprieties leading to sickness should be dealt with
firmly. Various all-India financia] institutions have set up arrange-
ments to detect sickness in undertakings at an early stage with a
view to taking necessary corrective action. To ensure this the Gov-
ernment propose to introduce a checklist to serve as “an early warn-
ing system” for identifying symptoms of sickness.

Merger and Amalgamation

36. In the case of existing sick undertakings which show adequate
potential for revival it would be the policy of Government to en-
courage their merger with healthy units which are capable of
managing the sick undertakings and restoring their viability. For
this purpose, the existing tax concessions under Section 72-A of the
Income Tax Act will be made more liberally available to amalga-
mation proposals which will serve the purpose of revival of sick
units. The existing guidelines will be reviewed with a view to faci-
litating greater reliance on voluntary mergers of s'ck units with

healthy units which are capable of implementing a viable revival
scheme.

Take-over to be in Exceptional Cases

37. It 1s also Government’s policy to ensure that the State Gov-
ernments, the financing institutions and the labour cooperate effec-
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tively for the revival of the sick units. Recourse to take-over of
the management under the Industries (Development & Regulation)
Act will be taken only in exceptional cases on grounds of public
interest where other means for the revival of sick undertakings are
not considered feasible. Where such take-over becomes necessary
the State Governments will, in appropriate cases, be expected to
assume responsibility for the finance and management of the
undertaking.

Industrial Relations

38. Deteriorating industrial relations in the last three years
affected a number of important sectors of economy and led to fall
in the industrial production. Government attach great importance
to the interests and welfare of labour, but they also consider ihat
the maintenance of constructive and cordial industrial relations in
which both labour and management have to cooperate in a respon-
sible manner is essential for the sustained growth of economy.
Government have decided to revive the tripartite labour Confer-
ence and it is hoped that through an attitude of mutual understand-
ing and constructive cooperation it will be possible to establish
higher standards of productivity and industrial harmony.

Industrial Pricing Policy

39. It is Government’s policy that while all reasonable facilities
and incentives will be provided to industry, it must recognise and
accept its social responsibility particularly in terms of maintaining
the price line, avoiding hoarding and speculation and maximising
production on an efficient basis. It is proposed to start a dialogue
with the industry to ensure that within a stipulated period of time,
the prices are rationalised to the benefit of the consumer.

District Industries Centres

40. Government have reviewed the scheme of district industries
centres which has not produced benefits commensurate with the
expenditure incurred. Government therefore propose to initiate
more effective alternatives.

Industrial Investment: An Inter-disciplinary Concept

41. Industrial development is an inter-disciplinary concept. It
pertains not only to the manufacturing activity but to all related
infrastructural development: licensing and corporate policies; fin-
ancial, fiscal, trade and pricing policies; industrial relations and
management; scient'fic and technologi~al developments; and broad



43

socio-economic policies. As such, the implementation of the indus-
trial policy requires close and effective coordination and monitor-
ing at various levels at the Centre as well as between the Centre
and the States. Its ultimate success will also depend on the extent

of cooperation that Industry receives from the other sections of
society.

42, Government of India trust that the objectives set out in this
Paper and the measures outlined herein to achieve them will receive
the support of all sections of the people to enable the country to
attain its larger goals, namely faster economic growth, prosperity
to its citizens, and the establishment of an egalitarian society.




