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Summarized replies of

guestionnaire

[ Indi ag}

{i} Are you JICA's Ex-Participant?

-+ Electronics - e e e 197U

» Development Baonomics(6) ----nw-- 1976, 1983, 1984, 1986, 1988, 1989
©» Computer Audit T e st e 1981

s Construction Machinery — ==m-——cmmeeveoincome 1980

» Management of Chambers of Commerce and Industry -~ 1984
-JICA*Aéosai International Yorkshop~--—-—-—n-=~=vv 1988

2 Do you think that Japanese language lesson is necessary before

the specific training in Japan?

R (6)
s MO —mmmm e e (it}
+» Depend on the length-—-wv-wmm-mvm- A1)

Reason: (Yes)
« Exchange the views with Japanese people in Japan.
‘-Understand bhe Japanese way of life-better.
. Have better communicafion with pecple in Japan.
. Establish better international communication with the Japanase.
-Suggestién of regular course for ex-JICA trainees .
+ It is desirable to give some knowledée of commoh Words to facilitate
moving about.
Reason: (No)
+ The courses are generally conducted in English by faculty members
of international atanding. |
+ Because. this training.oourse is in English.
» Detailed knowledge is not posiible unless one is attending a long

‘term course. - -



& If Japanese language lesson is conducted, how long is most appropriate
» Four weeks for general conversations and a few Lechnical words.

« About one week for commonly used words and expressions.

+ one hour daily lesson during the training period.

» Three months for convarsation.

ind what kind lesson do you most desire?

« Learning by audio-visual aids

» To enable undetstand & communicate in Japanese.

.eTo understand a Japanese.who may not be knowing Engiish.

+ At least ghould be able to speak in Japanese.

» Qeneral conversation Japanese and a few economic or other relevant vords.
« A little of conversations and writings. |

» Japane sé culture & information must be more intensive:

@ Do you have any requests or comments on Japanese language lesson?

« Ex-JICA participants, iﬁ their own country may be provided ..

¢ Japanese language lessons for continuous.iearning;

« 14 is very easy to forget speaking and reading, so.refreSher courges

. may be oonsideréd.

» Leasons at HITC were useful, JICA may like to conduct courses for
ex-participants on part-time basis..

® Do you think that this Seminar is useful for you?

Number of { Yes }:12
Reason
»Iﬁ gives us an oppoertunity to up-date our information and knowledge
base, |
« Subjects was very interesting and educative. Faculty members
explained subjects in an absorbing manner.
+ I have been able tb understad up to a good extent how Japanese
industry changed from that in 50's:and 60's to present stage;

+ Exchage of ideas on Japanese experience is certainry very useful .



.cThia-S@minar is useful to keep knowledgs of this subject up to date
and be use the benefits in a better way.
» Several ideas have been sharpened and crystallized,
-+ It has given extremely valiable information about Japanese experience
in Industrial and Technological fiel&s.
. ¢ Seminar- are ﬁery reievent and informative to Japan's experience on
| Industrial Struéture and Dissemination of Technology.
Small'Scale'Industrial Deﬁelopment appeara to be quick educated to less
.deveioped oountries,
+ Such seminars provide.for exchange of views and ideas are mutually
beneficial.
+ To' réenew acquaintance with JICA.
« It acted as refresher course in general terms, and update in twe
specific areas.
Number.of (No): 1
Reason -
» Since I attended.the course only '89 in Japan it is not that much useful.
But If it ig after 4/5 years, then it will be very good for refresh and
. .enrich the knowledge. '

® If this Semihér'is'planned again, what kind of subject are you

mostly . intérested in to hear?

-Dévélopment Economica.

-Project Appraisal, for example may be taught in Industrial Planning and
Development Strategy for rapid industfiai growth.

oInternabionalﬂTrade(Techniques).

* More of Audio Visual Programmes, (ase Studies, More detailed
Literature/Background Material.

-Recent”Economic-Develoéméht in Japan and Government's Contribution to it.

« Practical Aspect of “Project Evaluation.

« The Japanese Management Techniques about Japaﬁese Trade Policies, a Japanese

approach in industrialization.



» Current Developments and-Changés in Japan's Beonomic Situation and Bnergizing
Trends. ' _

» Some aspect of JICA' s -achievement and Ja@éneSQ developmﬂnt'as-relevant to
developing counbries. .

» Integration issues on Yaoro and Mioro Plammihg.

+« Project Plahning and Appraisal with influence to a eomparative_study of -the In
dlan and Japanese scenarios,

(7 Please describe your frank opinions or comments on this Seminar? -

» It was useful,Perhaps additional reading material could have besen provided in
| support: of topics covered.
Certain specifio i ssues could have been included in Indian context.

«A.geod ides to establish contact between JICA and .ex-participants of the
programmes. I appreciate of sinoéri§y and frieﬁdships of the follow up team
Such seminars wouid undoubtedly provide enormous
good will for Japan. |

+ I feel you should conduct such Seminar énce in 5 years combiﬁing Thailand, -
'MalaySia;Singaporé,Bgngladesh;Pakistan,India ate.

We can have one meet for a period of one week or two. Feed back paper for
participants can be invited and circulated anong members before the mesting.

« Thig type of Seminars are very useful for-updating:the-knouledge-and
exchangl ng the viewé'regarding use of Training in performing duties in our
working.

s Having of experience is very useful, educative and informative.

I certainly highly value this exchange. .

+ It was indeed uéeful and-informative seminar.

+ It was very useful.lt provided thorough knowiedge about: JICA's'activitiea,
insight into Japan's small scale industries, frank exchange of views,

» I was happy to renew my contacts with prof. Inukai and Prof. Hondai and hear
from them abott the Japanese economy. I am grateful to JICA for organising
theSSéminar. | |

. Iﬁ'was guite useful in exchanging the views and- lsarning about theulatest' .

development that has been taking place in industries in the werld.

10 -



.Iﬁ was: extremely informabive and useful with good in depth knowledge from the
professors.

-fhé seminar allowed Very frank exchange of views and- response was unexpechedly

" objective. But recent brends in Japan_if'included, would have perhaps added to
our peréeption. _ | | | |

s fi uséfdl'programme whioh.provided an opportunitj once again to interact with
the experté for Japan and bénefit for these ideas and experieﬁqe.

® Do you have any requests or comments on JICA?

-Japan and other éduntries development experience can be shared.

The 'continuous follow“ﬁp.méet'with 100 participant of same region iz a nest to

':feap the ffﬁits of iessons with learned in Japan.

_»Eﬁ"partieipaﬁta ffom other countries may also be invited for frank discussions
regarding uaefuinéss of the programue.

oIt'wbuid be ve%y'uSefui to have periodic contact among ex~JICA participants
through JICA. - |

» Such programmes/seminars to be organized more frequently.

.Agé limit of-partiéipénts should be raised to 50 years to have a more maéﬁred
parﬁiéipantion. | |

+ JICA may consider sending direét invitation teo institutions in India for
deputing offiqialssfor training;

* The interraction between selected ex;participant and current pértidipants
would allow the latﬁér to know how to utilise the knowledge gained during the
Training Course.

« It w§ulé Ee,better if ex?participanﬁs are invited to Japan to up date their
knowledge éé that they can know the present statﬁs.

+ JICA should seriousely draw up plana to use foreign traiﬁees of JICA in its
future programms eg. in orientatipn programme for Japanése and in pre-

| departure pfogrammés fér_indién.

« Keep up the contact with the partiéipants.

« Use of oomputers_in.projeet appraisal could be ineluded.

v An annual calendar of training programmes/seminars to be conducted by JICA

could be sent-to its alumni.There could also be short duration refresh course.

—_ l 1 .
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| C PHILIPPINES )
LIST OF PARTIC[PANTS
NAMB OFFICIAL 1ITLE ORGANIZATION |
| MARLENE L.TABLANTE | DEVELOPMENT C Neph
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..... U ) i fw]> —— ]
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STAFF QFFICER
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DIRECTOR
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EX-PARTICIPANT,'85

VIOLETA A.BERNARDO

DEPARTMENT OF TRADE
& INDUSTRY
DEPARTMENT OF TRADE
& INDUSTRY

JOSEF MARONLLA CHTEF QP
DIVISION
ELLEN R. JALBUENA 'SENIOR

SPECIALIST

BOT,DAPARTMENT OF
TRADE & INDUSTRY

| CHIEF INVESTMENT
SPECTALIST

BOT,DEPARTMENT OF
TRADE & INDUSTRY

BRUMANDITA G.

SENIOR INVESTMENT

BOT, DEPARTMENT OF

ANALYST W

HIPEELITO SPECTALIST TRADE & INDUSTRY
ANUL C.SALP CTIDS DEPARTMENT OF TRADE
' & INDUSTRY
MA.ADELA SANTIANO . | RESEARCHER UNTVERSITH OF
THE PHILIPPINES
CRISTINA ALMONTE TRAINING UNIVERSITY OF
a SPECTALIST THE PHILIPPINES
RECHILDA B.GASCON FINANCIAL DEPARTMENT OF
ANALYST V FINANCE
CLAIRE JAMOCA FINANCTAL DEPARTMENT OF
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DEPARCMENT OF

| VIVIEN RAE DEMERRE | INVESTMENT
SPECIALIST I FINANCE
' MELINDA TEVES FINANCIAL DEEARTMENT OF
ANALYST 10 CFINANCE .
MARTA E.F.D.LA CRUZ | DIRECTOR "DEPAR{MFNT_QE

EX-PARTICIPANT,'82

CHIEE INVEST.

FINANCE

PONNY L. JACINO BoT, DFPARTMENT oF
EX-PARTICIPANT,'87 | DEV.SPECIALIST TRADE & INDUSTRY
BAINT R.COINHAUWA TIDA PHILIPPINE TRADE
TRAINING CENTER.
FLOR RHIC A.BAIFE STAFF OF PHILIPPINE TRADE
- FACULTY TRAINING CENTER
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TRADE BUSINESS TRAINING CENTER.
K.EBINA COOD INATOR PHILIPPINE TRADE

TRAINING CFNTER
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G & INSPECTION

| PHILIPPINE TRADE

TRAINiNG CENTER.

ADVISER

7. OKUMURA _ | PHILIPPINE TRADE

o TRADE BUSINESS TRAINING CENTER

N.SEKTYA ADVISER PHILIPPINE TRADE
LANGUAGE

TRAINING CENTER .
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~ BOT :BOARD OF

INVESTMENT.,.
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Summarized replies
of

Questionnaire

Philippines
(© Are yoy JICA's Ex-Participant?
(If Yes, please write name & year of the Course)
+ Developmont, Econoinias(6)=s===-- 1979, 1981, 1985, 1986, 1988, 1989

< Small Indusbry Promobion--—---~- 1981

@ Do you think that Japanese language lesson is necessary before the speecific

training in Japan?

I £ (16)
¢ Nommoome e e (0)
R S U — (3)

Reason: (Yea)
s There are comments in a specific language which could not be translated.
-Conﬁersatipnal.1anguage'only.to.better understand the Japanese dulture in
way of life.
« Otherwige,it would be so hard to "succeed” in Japan.
» Facilitate our stay .in Japan..
: Help- us dnderstand better the lectures.
= Japanese people do not speak Englishs, so we can exchénge views.
s For faster assimilation..
» Expscting the language might wﬁrk to person's acquaintance.
-+ To get to know more of the Japanese outline. -
« Japanese professors teach in English,.anyway. Besides, a brief introductory
courge on nippongo i3 given in Japan.
"« Can learn it while in Japan.

& 1f Japanese language lesson is conducted, how long iz most approprite period?

«1to2 mdnths R N L))

« 2 or 3 months ~——~--- N (2)



3 to & monthe - emn - (2}

+ Depend on the requairement of the seminap,--~~---orTo T '“—(3)
» One whole week ls suggested. : e e D
« 1 to 2 months before going to Japan. mw~——~~fj“~—~; ------- {t)
.2 months For basic course, 2 méhths for upgraded dourse.vaﬂ{1)

And what kind of lesson do you most desirve?
« Conversational - . S {)
+ Focus on the basic/fundermental khowleége'of the_language.-w(B)
+» Japanase writihg,-just to be able to make certain signs.
« Communicaticnal Japanese. e b (2)
- Learn mare on speaking and writing {Hiragané and Katakan(a) with focus on
Development Economies terms and words., — —----m-mwrommomas (1)

«Business and conversational languages.  iini il ==={1)

- A crush_¢ourse ray be advisable'(This will slso be heipful in communicating

with the Japanese people. T T L1y
o Japanese language and culture. = = —emmmmmmeeos s (1)
« Enough to help us go around. L e e (1)

@ Do you have any requests or comments on Japanese language lesson?

» Yery nice language lesson sessions under the course.

« Hope to learn how t@ éonvgrse wali endugh;' :

» Should be taught conversational Japaneée lanéuage for him to have contact of
most Japahese people.

. Hope it oould.be'done in the evening.

+ Refreshers courses will be helpful to ex-participants. -

« Enable us to converse well.

= As a government employeé not allowed tp.undefgo training on Japanese language
lessson at office hours. (Monday-Friday;8:00 am.~%:00 pm. )

= Use visual aids.

“« Could you conduct a Japanese lesson at'pur of fice.

+ The basics should be learned first.

& Do you think that this Seminar is useful for you?

Number of (Yes) : 21
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-Be_able to disseminate and international knowledgé we gained on how Lo
improve the SMEs here,

+« Enlightened me Very mucﬁ specifiéally on planning and development
apﬁlication.

« A different perspective of things, especially on the matter of technology.

evéluable insights on the Japanese experience which we could adapt to our own
situation.

»Keep clearly the insight need and small indus;ries for assistance from the
financial sector or our society.

6Refrésh us qn the evolution of Japanese industrialization and analizing the
same to present Philippiné situation.

s Our topics are involved in development fiﬁanoing.

» Involved in the analysis and appraisal of industrial lean, particularly on
medium industry projects. .

« Given us information of how Japan arrived its present status or gconomic
position.

* Interesting insights'on Japanese experiences.

» Interested to take up masters in Economics Majoring in Develpment Economics.

o Job is iﬁ the area of Idenbif;catian and development of programmes.

(& If thia Seminar is planned again, what kind of subject are you mostly

interested in to hear?

» More topics on the development of small and medium industries.

+ A deeper on in-depth study on Japanese industrializafion with emphasis on
development blanning, focusting of project evaluation,

s Policies of Japan, specifically its fiscal and monetary policies Economic
Development.

» Organization and management of small industries and government role in their
3uperviéion.

+ Evaluation of small and medium enterprises engaged in manufacturing.

: Technology tranafer, policies growth strategies.

A_l'r__.



» Japanase oulturﬁl values and.how thiz has contribdted to the Japaneée style
of management.

¢ Professional appraisai,

» Similar subject but on an updéted virgion.

+ Japahese personal traits which I think is use of.the_greatest‘faetors:in
deve;oping the ecoﬁpmy of Japén.

+Details of identifying exportable products.

+ Praject evaluation.

« A more debailed discussion on the analysis of ‘the. framework for'industrial
development. |

-Experieﬁces in establishing manufactures.

+ Marketing strategies.

s Appraisal of industrial projects effectives plans by the government to
promote thé Qarious_sectors of the economy.

+ Japanese experiences, its success and fallure, lessons for developing
countries.

{7y Please describe your frank opinions or comments on this Seminar?

» It gave us insights in a éapturalized form on.the evalution szJabaneae
industry. _

» The seminar period was so short, stiil.thaﬁ more topics could have-been. -
covered. .

+ It likewise promoted cooéeration among gavernment officials and partner
countries, and familiarily with the objectives of the JICA and IDCJ mission.

rIt'wés g0 intresting that I find the time alloted for:it too short.

« 1€ was very fruitful and enlightning. We can still put -our act together and
follow the success atory of Japan.

« The Japanese experience would serve a guide points for our individual and
national progress{projects) and economic growth.

» The rescurce speaker have explained very clear the caﬁrsé logic.

+ The seminar seasions were too brief. |

» Mr. Inukal's explanation wére most explicit.

+« It was conducted on a limited time.

.__18(,



"« More queations and answered betwsen the lectures and participants will be
appreciated.
+ It has taught us a lot of things which we believe-ave.factors in achisving
- economic development.
» Could we extend the_Forthopming follow up seminars to, say, 5 days, for an
_indepth study and learning at the same time. | |
° It*VQUId have becbhe a bigger success if more time is allotted for both the
leéturé and open foram,
_+ The open disoussions were more interesting.
»Moré.interadtion.
° Gﬁide-specific examples of industry promotions.
« Wa are able to gel fresh insigﬁts but can be applied to Philippine setting;
- There is very good preparation, B
vJapahese experience relating to its economic development would be very
- helpful specifically in developing our owun induétries. |
» Japanese experience, its success and failure, lessons for developing
countries.

® Do you have any requests or comments on JICA?

» Another seminar, as follow up of this seminar, particularly to those who
attended this session. If possible, specialized or specific training in
Japan.uﬁder the JICA auspices for Development of small and medium Enter-

; priseg.

.-I‘m very much interested with-the study programs that the mission is
undérstanding at, éresent. I'm looking forwérd to receiving the basic
informatipn én study programs and:visit Japan in the future.

+ Yould it be passibie for JICA to organize this kind of seminar, but more
open to ths-pubiic or the providé.séctor, rather than inviting the partici-
pation to govérnment enployees/officials?

+ We hdbe JiCA'ﬁould be able to offer related seminars on the evaluation of

industrial projects, performance wise.



+ 1 wish tha£ 1 could be given another opportunity Lo be a partioipant as' I am
involved presently in the evaluation of small and medium enterbrises engaged
in manufacturing of exporting.

It will be most helpful in my carreer/possition.

« For the Development of Finance”to be'given more ppportuhities in JICA
training programs.

+ More informatién about the training courses that JICA is sponsering would be
pretly apﬁreciated. | |

+ Fallow-up courses or refreshers courses are requested so tﬁat new ideas on
project appraiéal may be introduced. |

« Course on High:Téchnology Research is requested.to be offered and Pro-
ductivity Management course wéuld be also useful for those in the government
services.

+ Have more seminar courses for.iocal financers.

» Please advise us on future trainings and seminars of this kind. Having seen
the films shown and heafd the many things about Japan had awaken my interest
is going and seeing it one day. |

» My éther office mates who weré JICA ex-participants were requesting for a
follow up training, too. Training on Project Feasiblity.P?eparation. Deve-
lopnent of Smaller Industries, eﬁc.

+ I suggest that the Seminafs of Development Economics be held in.a developing
country to expose the participants in actual experiences of these countries
as far as industrial project planning is concerned. |

+ He wo&ld be happy to attehd future training if invited.

+ Have more seminars like this! please.

+ We would 1ike to'request for more technical assiétance in the Gevelopment of
our small soale industries in the areas of product development;-mar keting.

+ I plan to submit a project proposal, for possible Lechniocal

cooperation from JICA, on the development of our market industry. .

_,_20._
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November 2 & 3, 1989 - NEW DELHI

JAPAN INTERNATIONAL COOPERATION AGENCY






I.  INTRODUCTION

1. Background

The group training course on DeVelopment Economics in the
'field of Industrial Project (hereinafter referred to as "the
Course") launched in fiscal 1976 by the Government of Japan as
a 'pari of technical cooperation programmes for developing
countries. '

As the sole agency for integration and execution of such
activities, Japan International Coéperation Agency {(herein~
after referred to as "JICA"} conducts the planning, imple-
mentéﬁioﬁ and evaluation of the Course in collaboration with

International Development Centre of Japan.

In fiscal 1989, the Course was held at the Hachioji Inter-
national Training Center of JICA, in the duration of June 1 to
August 18, 1989 and 12 participants from 12 different
countries attended the Course.

As far as India's participation is concerned, it is reported
that 7 specialists were invited since 1976 and they were

vividly involved in each year's course,

The purpose of the Course are to introduce to the participants
Japanese experience in economic development and its relevance
to the contemporary problems of development countries, and
methods of financial and economic analysis of industrial
projects curréntly use at international organizations. The
Course is also to introduce to the participants the linkage
between macro economic planning and micro proiject analysis

through lectures, workshop and observation tours.
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By the end of the training perlod the participants are

e

expacted to be able tos

{1

(2}

(3)

2.

know about the expefience of Japanese economic develop~
ment and be able to pass a judgement on their relevance
or lack of relevance of their own countries. . _

be familiar with the methodq of financial, ecohomi¢ and
social analysis of 1ndustrla1 prOjects.

know about the linkage between macro sector al planning

and micro-project appraisal for 1ndustr1al development.

~Member of the Team

With the above mentionéd”baCKground, the Follow-up team of the

Seminar has been dispatched to India to extend the current

topics on the subject with its members consisting of:

3.

* Mr. Ichiro Tnukai
Professor 7
International University of Japan
{Leader of the team)

* Mr, Susumu Hondai
Professor

Daitou Bunka University

* Mr, Keiichi Aragane
- Training officer -
Japan Interﬁational Cooperation Agency. (JICA)
(Coordinator of the team)

Seminar Period

November 2 (Thu) ~ 3 (Fri), 1989

~ 68
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Seminar Programme

November 2 {Thu)

10:30 ~ 11:00
11:00 = 12:00
12:00 ~ 14:00
14:00 ~ 15:00

15:00 ~ 15:15
15:15 ~ 16:15

November 3 ({Fri)

10:00 ~ 11:00
11:00 -~ 11:15
11:15 - 12:15
12315 - 14:00
14:00 - 15:00
15:00 - 15:15

Opening address
Introduction of JICA
Luncheon

Industrial structure & dissemination of
technology: Japan' experience (1)

Coffee break

Industrial structure & dissemination of
technology: Japan' experience (2)

Development of manufacturing sector &
project planning (1)

Coffee break

Development of manufacturing sector &
project planning (2)

Luncheon

Summarization

Closing
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INDUSTRIAL STRUCTURE & DISSEMINATTON

OF TECHNOLOGY - JAPAN'S EXPERTENCE

by

Prof. Inukai






II,  DOMESTIC DIFFUSION OF TECHNOLOGY AND INDUSTRIAL ORGANIZA-
- TION JAPAN'S EXPERIENCE IN THE POSTWAR ECONOMIC GROWTH

INTRODUCTION

It is widely known that Japan relied intehsively a strategy of
borrowing technology from abroad in her postwar ‘economic
growth, and that in doing so, she has been capable of absorb-
ing'and improving imported technologies, and even exporting
them to the original technology exportlng countries, The
cutcomes of adopting new advanced technology can be explained
in the introduction of numerous new products. Monochrome TV
sets, electric washing machines and electric refrigerators
represented the three typical new entrles in the field of
consumer appllances in the period 1955-64, New products; like
tankers, power tillers, nylon, polyester, aﬁd'vinyl chloride

resin also mushroomed in the area of industrial goods.

in'order to produce these new goods, a variety of new
technoidgy_was adopted one after another to increase produc-
tion .and the quality of products. A few example is suffice to
mention this process. Lérge-Scale basic ‘oxygen furnaces
(BOF), continuous casting egquipment and high-speed strip mills
in the steel industry, and a bloék*welding system 1in the
shipbuilding industry. After the first oil crisis in 1973, a
wide_usé'of IC semiconductors has made a dramatic progress.,
The small electric calculator is now used at nearly every home
and office today; and NC machinery and industrial robots are

replacing old production facilities.

The structure 6f export has also substantially changed,
Machinery as a whole accounted Ffor only 10% of the total
éxport'in 1950, when no automobiles appeared in the list of
fexport.from:Japan, By 1960, the éhare of méchinery in total



export was more than doubled, reachinq to 23%, and automobiles
accountéd for 2%, By 1985, machinery (incl. vehicles) and

automabiles accounted for 72% and 20% respectively of export,

These machineries have a few number of characteristics in
" thelr production. FirSt, those are assembled goods parts and
component of which are supplied by a numerous specialized
manufacturers, Secondly, the parts makers are generally
small- and me&ium—scale enterprises,. Ih'many cases, they are
too small té shop arcund advanced techhology abroad; toc small
in operation and management for being capable of importing new
technology  directly from overseas potential suppliers.
Thirdly, however, those parts manufacturers have sufficiently
high level of technology to meet increasingly sophisticated
specifications of parts given from large assembles. One_Can
argue. that what could happen  if a lafge corporatidn .like
Hitachi or Niséan_makes their products by using 1OW'guality
parts? The reason they can'expand overseas ma:kets should be
attributed to the guality of paris they use,.

High~processing industries such as the electronics and
automobiles needs so many parts made of a variety of
materials. The parts for a TV set include semiconductors,
such as various types of electron tubes, transistor, condenser
.and c¢oil, assembly pats such as plug,'jacks and connactor,
acoustic parts such as speaker and microphone, and control
-parts such as supporter, chopper and microswitches. Materials
for these parts numbering several hundred are very large in
variety. In this regard, it is inevitable to develop a
“certain degree of specialization in the production of parts
along with a kind of materials involved.

There are materialmproducing ~industries and material-
processing ones. Technical improvement in the former leads to
improving the output of the latter, In the case of the

automobile industry, the introduction o©f innovations in the
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production of steel plates, special steel and forged products
helped greatly increase automobile production with vrising
preductivity. However, if the parts manufacturing firms fail
to handle technolegically procegssing of new ﬁaterialg, the
innovation in the material manufacturing industries can hardly

be linked to the development of aﬁtomobiles, electreonics and
other related industries. -

'

THE PROCESS OF DEVELOPMENT OF PARTS INDUSTRY
1., The sewing machine and camera industry in the 1950s

The export of machinery in Japan in the postwar yearé
began with that of sewing machines and camera. From 1950 to
1959, the export of camera increased from $1 million to $31;2
-million, increasing its share of the world camera export from
5% to 37%. The export of sewing machines recorded similar
expansion from $9.5 million to $57.7 million, its share in the
world sewing machine export from 15,8% to 40.5% in the same
period, These rapid expansion of export in the two industries
had been strongly promoted by increased specialization between
parts makers and assemblers.

.

There were about 400 parts, both large and small and
about an egual number of parts makers in the sewing machine
industry. However, these parts were produced by'specialized
makers; 2 specialized makers turned out 78% of all shuttle
hooks; 3 -specialized firms produced 77% of all bobbin cases.
The outputs of c¢ertain parts by 2 to 5 specialized makers
“accounted for one-thirds to a quarter of total outs of
respective parts, The level of technology inveolved in the
parts industry was relatively low and any metal processing
firms which worked as a subcontractor of munition industry

could engage in the production of sewing machine parts.
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Nevertheless, speclialization helped improve not only guality
but also prodiuctivity mainly owing to -accumulating experi-

ences,

The camera's most important parts are optical glass for
lenses and shutters. In the 1950s, a 1ow—grade_camera~is made
up of 150 to 200 parts, while 'a_lnedium—gra&e one has : 500
parts. The production. of shutter is highly specialized to
increase the speed and preciseness of shutter. At first,
shutter used to be produced by a first-rate watch_cbmpany as a
side line. As the demand for camera rose sharply ~due to
special procurement order at the time of the Korean War, a
specialized shutter plant was set up with the assistance of a
camera assembly company with about 30 workers. Because the
shutter assembly work with pincette and driver requires a
large number of workers, camera makers came to place~0rders
for shutters for specialized firms.

Unlike lenses, body and focal piane shutter for high-
grade camera were not yet.quite'at the top international level
in term of precision and durability; the guality of materials
was .inferior to . Germany's _camera and the preciseness - of
machining is lower than that of Germany at that time. Japan
could compete to German'’s camera mainly by ;iow_ wages of
workers, In any way, both sewing machine and camera eépanded
their production and export as well. This can be attributed
to the development of parts makers. :

One of the factors contributed to a rise of parts:makers
is the unification of products and parts _standardization.
Once the standardization of parts in size, design, and even
materials to be used, "mass” production of a specialized part

at a given firm was made possible, lowering ~the cost of
production.



Secondly, rapid  technological progress contributed
further deVelopment of specialization in the parts industry.
The preoduction technology involved in circuit parts wag common
regardless of the design of the radio or télevision For which
they were used. On the other hand, the technology itself can
be developed independently from technological changes in other
parts. . Thefminiatuarization of radio and televisions without
losing receiving efficiency demanded donstantly smaller
circuit parts, and one new part materials was developed after
.another in a guick procession. In this situation, it was
unpredictable how long parts made today would remain in
demand. One good example may be the discovery of a poly-
variable condenser using polyethylene films. Therefore, large
enterprises design and test new parts, they placed orders for
their mass production with specialized parts makers, which in
turn, endeavoured to improved their technology for manufac-
turing - new parts. A social division of work was thus
- established; a large enterprise concentrating on R&D of design
~and testing and smaller.firms in commercializing new preducﬁs
with their own fields of specialization.

Thirdly, din the 1950s and even in the 1960s, it was
 believed that minute work is difficult of mechanization, and
that if it is to be mechanized, many eguipments are necessary.
Therefore,  whether the work should be done manually or
mechanized is determined in relation to the wages involved.
It is in this conjuncture that the dualistic structure of the
manufacturing industry in Japan meant the productivity and
wage . differentials between the small number of large

assemblers and the large number of small parts makers.



2. The adtomobile and electric appliance industry.
in the 1960s and 1970s ‘ '

The shortage for parts was one of the major bottle-necks
for the development of the automobile'industry-ih-Japan, "You
can't make cars without parts," said Eiji Toéyoda, "(In 1936),
we were able to get by because we were importing the parts we
needed from the United States. ~We called the cars we were
making Toyodas, but we depended on' imports ‘for all our
electrical components, carburettors, . speedometers, and even
spar plugs. Putting this in a modefn-perSpectives; 1. wonder
what the loval content ratio was for those early Toyvodas." - As
compared to his remarks, the structure of the automobile
industry in Japan since the 1960s, as shown in an appendix,
reveals a striking degree of the vertical integration of major
assemblers and their'Sﬁbddntracted parts makers. Fach -auto-
mobile makers, say, Toyota or. Honda, has created its own
pyramidal company group, which is called Keiretsu. The same
type of Keiretsu can be egually found inh the electric/
electronics industry in Japan.

The vertically organized network of .subCentracting
includes not only the relationships-between'an assembler and
parts 'suppliers,  but  also. specialization of proéessinQ/
machining works among the small~ workshops in the . parts/
component industry, This is called as processing and/or
machining specialization as against the ‘parts/component
speéialization. It shoulq be noted that the firm3 in-this
productive activity are all too small to dominate over other
firms in the same industry. The mainxlinking factor among
those small workShopé in proceSsing/machining of materials is
again specialized ‘technical competency in ‘specific works.
This interfrims subcontracting can be differentiated from the

vertical integration, and be defined as the horizontal
integration.



The most significant case of the horizontal integration
can -be demonstrated by a role played by die mold industry.
Die mold generally refers to metallic tools which are used by
cutting, press, or injection methods. Dies determine the
Qhapé_bf many finished products. The die mold industry has
four characteristics, First, it requires a high level of
technical skill. Partiecularly in the field of polishihq
procesées,;-demanded performance of work is by an order of
submicrén accuracy and precision, Secondly, die molds -are
typically order-made products, and the majority of oxders only
call for a single products. The third is that this industry
is cémprised of-'many' small firms. Die mold production is
performed by highly professional workers as if it is an art,
Fourth, although a highly trained die mold worker can start
his ~own. business with his skill, the die mold industry is
_dharacterized by a large amount of investment from beginning.
High«cost manufactufing machinery and eguipment are mandatary
for the rough machining of raw steel to the finishing process.
Recently, CAD /CAM system has been introduced in the manufac-
ture of dies, and this opened wide opportunity of in-house die

manufacturing in large enterprises.
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A model of an auto production system in Japan
3. Domestic diffusion of imported technology

It is said that Japan's organization of R&D at least in
the 19505 and in the early 1960s was dedicated not to innovat-
ing new products but improving néw products what they could
buy in, and that her technological licénsing and manpower were
concentrated into selected areas. The machinery and elec-
tronics industries, among others, had shown this characteris-
tics to a remarkable extent. The Machinery Industry Promotion
Temporary Measures Law of 1956 and the Electronic Industry
Promotion Temporary Measures Law of 1957, The ‘main concern of
the Machinery Industry Law was to foster small and medium
ehterprises by improving their technologiéal levels. There

was too great a gap between a final assembler and its parts
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subcontraetors at that time. It was natural, therefore, that
large Corporations tended to adopt a self-contained manﬁfan
turing structure, integrated back even into parts, and an
“irrational structure results in which each of he parent firms
maintain poorly utilized productive facilities. On the other
hand,_subgontfactérs had to survive at a low technological
level by relying on low-wage labour, and were reduced to the
status of serving as safety valves throuéh the parent adjusts
to the business cycles, a dependent status from which they
were unable to escape. The Machinery.xndustry Law £hus sought
to bring "an ideal social division of labour" between the
larger and small énterprises: the former being an assembler

and the latter being a suppliers of quality parts.

" In this institutional framework of the industrial policy,
all major Japanese firmg have had their own "listening posts"
in foreign countries. They could be their own branch offices
abroad or a general trading company of the Keiretsu they
belonged to. Once the information of advanced technology was
obtained either in a form of a product or of a processing
technolbgy, the large firms embarked immediately on not Jjust
éopyingy but looking' at every item that they brought in,
testing it, shifting it, judging it and deciding whether they
waﬁted to make it better, then selectively launching an

improvement programne.

" The brogramme identified necessary changes in the spec¢i-
ficaﬁions of parts and components, often involving either
édoption of new materials to be used or new processing methods
of conventional materials, or even a combination of these.
The information obtained at the large corporation, say, an
asgembler, was transmitted to its primary subcontractors so
that the parts makers could adjust its production line and
technology in order to meet the given specifications. The
primary subcontractors had also a number of the secondary
lsubcontréctors, which in turn, depended partly on the tertiary



subcontractors which functions were mainly processing; of
unfinished parts. In this transmission of the information,
serious consultations were ﬁaken-place between the technical
staff of the large corporation and smaller ones. It was not
unusual that the former provided even financial asgistance to
the latter so that a reliable relationéhips ‘between an
assembler and parts supplier could be maintainedu

The smaller firms, on the other hand, did not sit idle
and waited for a help from. the larger firms., If the former
failed to prove their technical competency in meeting the new
gspecifications, it mnight be 'pushed out from the pyramidal
subcontracting networks. This meant business failure for the
smaller firms. In fact, many small enterprises met tremendous
technological difficulties, even being bankrupted due to a
failure. Bﬁt,'more.small enterprisés could cope with these
problems partly because of own technical competency and partly

because of the parent company's help.

It is not easy for both the larger and smaller enter-
prises to build up the pyramidal network of subcontracting
within a short time.  The existing form of the Keiretsu, for
example, is a  historical . products of  Japanese economic
development from the beginning of the twentieth century. More
precisely speaking, it is closely related to a rapid struc-
tural change of the manufacturing sector from the textile-

dominated to the machinery and electronics centered structure.

The horizontal integration of smaller enterprises has a
different transmission mechanism of advanced technology. It
is based on the division of labour according to a kind of
capital stock and associated technical competence each small
workshop owns. ‘A firm may be eguipped with NC turner, but
lacks electrieal polishing éqﬁipment; Another firm which owns
a heavy duty press may not own a forging department, Any

small firm can specialize themselves into a processor of



specific part of a production line of a given product. Those
gmall Firms Organize themgselves into an association aiming at
the production of the common final product, say, tablewares
for example.

The association pools its members' technical experties,
consulting mutually how to improve the techneological level of
their industry, and even creates joint R&D facilities such as
the industrial traihing and testing centre of the Association.
This R&D institution provides a channel of technological as
well as managerial and marketing information to its members.
If a new materials become available for their products, its
members conduct trail production by a joint effort using the
joint facilities. And, the Association also works closely
with prefectural industrial R&D organizations.

The unique relationships among the members of the hori-
zontal integration must be_mentionéd. First, its members are
usually living in a small local area such as a town or a city;
they know each otﬁer very well, Secondiy, their association-
ship is not baséd on a contractual agreement, but on a rela-
tional arrangement along with the specialization; "I finished
this processing work, and next is your turn" is a typical
relations ~among  them, If one member fails to do his job
perfectly, the guality of final goods will be poor, and every
member will incur loses. Instead of removing him from their
association, other member would rather +try to help him by
advising how to do better. This is an essence of relational

obligation and arrangement of the horizcntal integration.
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ITI. INDUSTRIAL PROJECTS FPOR RECONOMIC DEVELOPMENT

For most developing countries, expansion of industry offers
prospects of. increased employment and more efficient use of
resources. But, to expand industry; the greatest importance
are 1its strategies and policies for industrial development,.
Without a stable'policy environment that encourages efficient
industrialization, a country's industrialization efforts will
yield disappointing results., The followings are several
important points should be taken into consideration for
project planning and implementation,

o1, Important Aspects of Project Preparation and Analysis

To design and analyze effective projecté, those respon-
sible must consider many aspects that together determine how
remunerative a proposed investment will be. All these aspects
are relaﬁed. Each touches on the others, and a judgment about
one aspect affects judgments about all the others. All must
-be considered and reconsidered at every stage in the project
planning and implementation cycle. A major responsibility of
the project analyst is to keep questioning all the technical
specialists who are contributing to a project plan to ensure
that all relevant aspects have been explicitly considered and
allowed for.

{1) Commercial aspects

The commercial aspects of a project include the arrange-
ments for marketing the output produced by the project and the
arrangements for the supply of inputs needed to build and
operate the project. On the output side, careful analysis of

the proposed markets for the project's production is essential
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to ensure that there will be an effective demand at a remuhe~
rative price. Where will the products be sold? Is the market
large enough to absorb the new production without affecting
the price? If the price is likely to be affected? Will the
project still.financially viable at the new price? -Are there
suiltable faéilities for handling the new production?  Is the
product for domestic consumption .or for export?  Does  the
proposed project produce the grade or Quality that the market
demand?  What financing -arrangements will be necessary to
market the output, and what special provisions need to be made
in the project to finance marketing? On .the input side,
appropriate arrangements must be made for producers to secure
the supplies of raw materials, intermediate inputs and fuels.
bo market channels for inputs exist, and do they have enough
capacity to supply new inputs on time? Commercial aspects of
a project also include arrangements for the procurement of
equipment and sﬁpplies. Are the procurement procedures such
that undue delays can be avoided?

{2) Technical aspects

The technical analysis will examine the possible tech-
nical relations in a proposed project. The technical analysis
may identify gaps in information that must be filled either
before project planning or in the early stages of implementa-~
tion, As the - technical analysis proceeds, the project
analysis must continue to make sure that the technical work is
thorough and appropriate, that the technical estimates and
projections relate fo realistic conditions, and that producers

using the proposed technology on their own @ factories can
realize the results pfojected._

{3} 1Institutional organizétional managerial aspects

One group of questions asks whether the institutional
setting of the project is _apprOpriate.-1-The organizational
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proposals should be examined to see

that the project is
manageable,  Managerial issues are crucial to good project
design and implementation. . The analysis must examine the
abllity of available staff to judge whether they can
administer such large-scale public sector activities as a
complex_project, If such skills are scarce or absent, should

this be reflected in a less complex project organization?

(4) Economic aspects

The economic aspects of project preparation and analysis
reguire a determination_ of the likelihood that a proposed
project will contribute significantly to. the development of
the total  economy and that - its contribution will be great
énough to Jjustify using the scarce resources it will need.
. The point. of view taken in the economic analysis is that of

the society as a whole. The financial aﬁd economic analyses
~are thus complementary -- the financial analysis takes the
viewpoint of the individual participants and the economic
analysis that to the society.

2. Strategy for Industrial Developrent

{1} Resources endowments and export orientation

Two types in resource endowment: one is rich in resource
endowment ‘like Canada, Australia,  USA, Soviet Russia and
several Latin American countries and other is poor in resource
endowment like Japan, Korea and Taiwan. The developing
countries which are. rich in .resource  endowment can  take
development strategy 1like Canada, Australia, USA, Soviet
Rogsia and several Latin American countries. But the coun-
tries which are poor in resource endowment cannot take the

same development strategy as the resource-rich countries did.



An appropriate strategy for them is the strategies adapted by
the east-Agsian countries. In those countries export was very

important in the process of economic development.
(2) Differentiated products

Exports are importént: however, those of the resource
poor countries are ndt like oil, coal, mineral ores - and
agricultufal‘produce. Export of manufactured products should
be originated from the manufacturing sector. They should
include consumer durables such as camera, watches, TV, tape-
-recorder, sport eguipment,  toys, textile and +the related
gouds, footwares and soc on so' forth. -They should not. be same
products as the most'developed-countries produce, ‘but they
should be differentiated products. They  are c¢lothes rather
than textile, cargo ship rather than Steel,'machines rather
than  metal prOdﬁctsi plastic products rather than basic
chemical and petroleum products.,

(3) Major constraints for exporting differentiated

manufactﬁred preducts

Design and guality of the products: since the differen-
tiated manufactured products. have to'-éampete‘ with = those
produced in the industrialized éountries_as they are exported,
the produéts"design and ‘guality has to attract the consumers
in their markets. Sales promotion and after-service network:
since: the differentiated manufactured products are mainly
durable items, their substitutabilities with other‘prodﬁcts
are large, For this type of products, ‘a sales promotion
network is essential for marketing, This network cah be used
for after-servicing already sold products. No consumer is
willing to buy the durable products whose after-services are
not provided. Competitive domestic markets: the flexible
competltlve domestic markets “are prerequlslte for exporting
dlfferentlated manufactured" products.--
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'(4) Encouraging small scale industries

Small scale industries (convéntionally defined as firms
with up to 300 workers in Japan) in the manufacturing sector
emplby more than half the industrial labor force in Japan and
account for a large proposition of total outputs. Theix
contribution was great in Japan at the initial stageg of
industrial development, but it still remains significant even

in the most advanced economic level.

-The potential advantages of small scale enterprises are
numerous. First, small firms tend to use less capital per
worker than large firms do ~- not only because of différences
in the type of products made but also because of differences
in the technology used to make the same product. By combining
more labor with capital, small enterprigses can also use
“capital more ‘productively: small firms have significantly
higher ratios of value added to fixed assets than do large
firms. '

Sethd; small firms make use of resources that otherwlise
might not be drawn into the development process -- for
example, workers with little formal training who learn skills
on the job, or the small savings of proprietors who will not

use the banking system but who will invest in their own firms.

Owners of small firms -- even those whose incomes are qguite
low -—- often have a surprisingly high popensity to save and to
reinvest., '

Third, in addiﬁion to ‘serving as a seedbed of entrepre-
‘neurship, small- firms occupy a highly useful position in the
industrial structure, subcontracting with larger firms and
engaging in ‘small batch production, made-to-order work, or
finishing operations complementary to large scale industry.
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In the manufacturing-sector, the production process of small
firms'are_complementary to that of large firms. If a large
firm produces every machine parts reguired for -a  final
product, say a automobile, it has to own several thousands of
parts production lines. The'machinQS'and facilities on some
of the lines may not he utilized‘efficiently because in-house
demands - for many parts are too small in comparison to their
capacity. In this case, if the large firm can'makeja_contract
with small firms for such paffs production, it can remove
underutilized machines and facilities. The small firms, dn
the other hand, can make contracts with many. large firms for
preoducing similar types of parts and specialiie- in parts
production. They can attain an economy of scale easily and
produce those parts at lower costs. As a result, the
‘production costs of a final product will decline when there is
a close coordination between small and large firms. In this
way, -the small firms can take an important role in the
manufacturing sector.

Often these potential advantages have not been realized,
because small firms have operated in an unfavorable climate.
Owing to procedures. too complex for them, small firms. often
have limited access to foreign exchange: and to ‘institutional
credit; bhut they.can.usually draw upon ample supplies of cheap
labor. Conseguently, they tend toward an even lowér capital-
labor ratio than would be appropriate. The opposite may . be
true for large firms, which can.  often obtain funds at
subsidized interest rates or at artificially low exchange
rates but may have to pay relatively high'wages because of
trade unions and labor legislation. As a result, they tend
toward an excessive substitution of capital for labor. The
economy gets the worst of both worlds; technically backward
production methods and very low incomes in small firms,_which
employ the majority of the labor force; and excessive use of
capital in the modern sector, which obtains most of the
investment funds but create few jobs.
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~{5) Possibility of capital-labor substitution

Even in large industrial projects such as those in the
‘petrochemical and fertilizer fields, developing countries
should actively seek ways to increase efficient labor absorp-
tion. 1t should not be assumed that particular industries
have fixed technical coefficients that rule out greater
substitution of labor for capital. As noted earlier, a number
of studies have indicated that efficient.substitution of labor
for capital is possible in a broad spectrum of activities even
in heavy industry without affecting product quality or unit
costs adversely,

(6} Correct pricing of capital and labor

A common mistake made by developing countries with
surplus labor seeking to encourage the growth of industry has
been to introduce measurés that make capital relatively cheap
and labor relatively expensive. Such measures, and their
adverse impact on growth, resource mobilization, and effi-
ciency of investment, were often stated elsewhere, In
industry as in other sectors, these distortions have provided
an incentive to firms to adopt more capital-intensive tech-
nigues, which were privately profitable but socially ineffi-
cient, Most countries that have increased.employment rapidly
have either avoided undue wage-capital price distortions or
were able to remove those already in place. Correct pricing
policies alone are not sufficient to alter significantly the
employment situation in developing countries with high popula-

tion growth~but they do help.
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CHANGING STRUCTURE OF INDUSTRIAL FINANCE
AND . IT§ TMPACT ON INDUSTRY
AN _INDIA

INTRODUCTION:

Finance touches the lives of common people as well as the
industrial world. The primary objective of any financial
system is to allocate as well as mobilise financial resources
in a country. -

A significant aspect of the.present organization of the
industrial financial system in India is its present institu-
“tional structure. The structure comprises two categories of
financial institutions. The first consists of:

a. Commercial Banks;
b, Private investment companies:;

c. Money lenders and pawn shops

These institutions primarily confine themselves to the
financing of working capital requiréments and raise their
resources by mobilizing personal savings.

-

The second category are the development banks which have
been artifically created to compensate for the lack of growth
of normal channels. Thege institutions can again be cate-

gorised into two categories: -

{a) Those who raise their resources by mobilizing personal

savings. These institutions are:

“a. The Life Insurance Corporation of India (LIC)
‘b, The General Insurance Corporation of India {GIC} and
its subsidiaries. '
c. The Unit Trust of India (UTI) and
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(b) Those who obtain most of their funds from sponsoring
bodies such as GOL, Reserve Bank of India, International

agencies etc. These institutions are:

a. Industrial Credit and Investment Corporation of India
(TCICT) ‘

b. TIndustrial Finance Corporation of India (IFCI)

¢. Industrial Development Bank of India ({IDRI)

d. ‘Industrial Reconstruction Bank of India (IRBI)

e, Stété Fiﬁancial Corporations (SFCs) _

f. State International Investment and Development
Corporations Ltd, {SIIDCs)

g. Risk Capital Foundation ({RCF)

Most of this Industrial financial system is developed in
the post independence. period. The primary objectives-of
establishing these institution were to subserve the basic _
ecconomic objectives'of balanced regional dévelopmentL growth
of new entrepreneurial talents and development of indigenous
industrial technology to contribute to the emergence of a

diversified and egalitarian structure of industrial growth.

These institutions . largely dominate the. capltal market-
today and have outgrown their supplementary gap filling. role
of suppliers of capital. Induotry largely depends upon these
institutions for finance. These institutions have grown into
gigantic size at least by Indian standards.

‘DEVELOPMENT OF FINANCIAL SYSTEM: A brief historical
perspective '

The commercial banking in India along the western lines
began with the establishment of Bank of Hindustan in (1770},
Bank of Bengal (1809),. Bank of Bombay in (1840) (which failed
in 1869) and Bank of Madras in (1843).  The later three banks
were set up more or less on the same pattern with a rlght to

igsue currency notes, +o open branches to collect. deposits and
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to grant advances ete.  The major change in the operations of

the three banks took place in 1860 when the Government took
away the right to issue currency notes and itgelf hecome the
sole authority for the issue of currency notes. Imperial Bank
of India was formed in 1290 to perform both commercial banking
functions as also limited central banking functions.

The years of great depression in the thirties witnessed a
severe strain on the currency and finance of the country. The
neéeSSity'Of controlling fhe currency finance and supervision
of the banking institutions led the establishment of Reserve
Bank of India in 1934, for the creation of a central banking
and monetary authority. Until 1949 RBI had private share-
holding.

With the spread of World War II there was an unplanned
mushroom like growth of jeint stock commercial banks in
various parts of India particularly in Bengal and Kerala. A
number of such banks collapsed and closed with consequent
losses to a 1ar§e number of poor daposifors. Armed with
legislative powers under the Banking Regulation Act 1949
commercial banks had introduced a licensing system for the new
branches,-foreign exchange control measures. and handling of

sterling debt of the country.

The conversion of Imperial Bank of India into State Bank
of India in 1955 created two categories of banks i.e., state

owned and state associated banks,

With the nationalization of 14 major commercial banks in
1969, began a new era of banking in India. The objective was
to convert class banking into massbanking. Post naticnalisa-
tion banking is characterised with mass expansion, directed
priority banking, interest rate controls, increased govt,
interferences, and deterioration in customer serxrvice and
inefficiency, introduction of a large variety of deposit

schemes, availability of lesser funds for industry, lower
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profitability increasing frauds and irregularities and larger
funds for heglected sectors viz agriculture small scale

industries etc,

Some of the innovative measure in the banking industry
during this period were the introduction of lead Bank Scheme

and Regional Rural Banks Scheme.

The history of deﬁelopment banks began with establishment
of Industrial Finance Corporation of  India in 1948, State
Finance Corporations since 1951, ICICI in 1955. Life
Insurance Corporation was set up in 1956, General Insurance
Corporation of India in 1956 nationalised in 1972; Unit Trust
of India in 1963; IDBI in 1964, IRBL in 1984 and BIFR in 1985
ete.

Major Achievements

An analysis of performance of commercial banks for a
period of about two decades after nationalisation reveals a
fairly good picture of guantitative achievements. The banks
have succeeded in'achieving the targets set for mobilisation
through a massive-programme of branch expansion-and diversifi-
cation of bank credit to ensure flow of financial assistance
to the neglected sectors and sectors of the economy. In 20
years bank branches iﬁcreased-from 8262 in June 1962 to over
55410 in June 1989, This represents a. seven fold increase.
The population served per branch office declined from 65000 to
14000. Ninety per cent of the new ‘branches are in rural
“centres, where perpoderant population of India lives. This
has enabled banks to improve the national payments mechanism
and mobilise deposits on an impressive scale. Aggregate
deposits increased by nearly 30 times hetween 1969-1988
'December. Deposits as a percentage of national. income at
current prices were 15,5 per cent in 1969 and reached a level
of 46.3% in June 1988, Loans during the same period increésed

by nearly 25 times. What is more noteworthy is the
distribution
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of loans between rural, semi urban and metropolitan centres.
The distribution has reared in favour of rural semi-urban

centres:which-together account for over 20 per cent bank
loans,

Over the last few years there hag been a dimensional and
directional change in the activities of development Banks.

Changing Scenario of Industrial Financing in India

1

An analysis of sectoral distribution indicates that banks
in 1949 were serving mainly trade and commerce rather than
industry. For instance the bulk of bank advances (50.81%) in
1949 went to commerce and finance; 30,3% to industry: 2% ko
agriculture and 16.9% to a miscellaneous group. By March 1966
the picture completely changed.  The share of trade and
commerce, miscellaneous group and agriculture was reduced to
27.7%, 7.8% and 0.2 per cent, respectively and the share of
industry climbed up to 64,3% and to 67.5% in 1968, That
became an eye sore to many and on considerations of
popularity, political convenience and economic expediency
banks were nationalised as a result the policy of directional
-lending was followed and the earlier trend of rising propor-
tion of industrial advances of banks was reversed. The share
of priority sector increased to 41.5% and industry share
reduced to about 20.0% in 1988, and the industry starved for
funds.

Therefore industry had to look towards sources other than
banks to meet their financial needs. Their reliance on
development banks (financial institutions) and long term
capital from the public increased. Private sector resources
gap was now met by trade credit (12%) public deposits (10-15%)
debenture issue (35-44%) and share issue and (5-~15%).
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Trade credit is not a healthy:substitute for bank credit
while public deposits and other long term sources have
definite advantages over bank credit particularly to meet the

permanent part of working capital needs of the industry.

As gtated earller, the development banks {financial)
nstltutlons) dominated the industrial fxnanClng gince

- independence.

One of the major developments in the area of industrial
finance during 1988-89 has been the establishment of the
securities and Exchange Board of India {(SERI} and two new
mutual funds as subsidiaries of public sector commercial
banks. The objective of SEBI was to promote an orderly "and
healthy growth of the securities market and to protect the
investors' interest, while new mutual funds aim at pooling

investible resources and providing allied financial services,

-The Unit Trust of India floated the India Growth Fund in
the USA during August 1988 in association with Merril Lynch.
The S$BI capital markets had launched a second magnum that .
would entitle investors tax benefits. -Substantial funds
mobilised by financial institu%ions and mutual funds were also
channeled for investment in . a wide spectrum of equity issues
in the secondary market. The trust has also. become Cco-
promoters in setting up nine new_lnstltutlons. These are:
Infrastructure leasing and Finance‘Serviée'Ltd‘; Discount and
Finance House of India Ltd; Credit Rating Information Cbmpany
of India Ltd; Tourism Finance Corporation of India Ltd.;
Venture Capital Fund (VECAUS) and confirm Homes Ltd, .-

With a view to making the capital market dynamic a number
of initiatives Wwere introduced. For instance steps were
initiated to give affect to corporate membership, permitting
multiple membership on stock éxchanges,.simplifying share

transfer proceedings, ensuring parity in prices of existing
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and new shares of a company, introducing a national equity
index, computerization of stock exchanges, increasing the
number of stock exchanges to 16 and launching of the stock

holding corporation of India and the Credit Rating Information
Services of India Ltd.

Another major development has been the strong recovery

recorded in the equity prices on the major stock exchanges
during 1988 and 1989,

_.Third major development has been the establishment of a
framework for launching new venture capital companies or
venture capital funds, to be floated by all India Public
Sector financial institutions, State Bank of India and other
scheduled banks including foreign banks operating in India and
their subsidiaries.

Another major development has been a sharp rise in the
size of investment approvals and sanctioﬁs from an amount of
Ra, 900 crore per year on average in the lst 30 years since
independence to ébout Rs. 2700 crore per year on an average
between 1982-83 to 1985-86 and to about Rs, 5400 crore in
1988-89. |

The financial assistance granted {sanctioned and dis-
" bursed) has also recorded a sharp rise of 16.5% and 19.9%
fespectively, g0 as to maintain the tempo of investment in the

corporate sector. (See table T}
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Table ¥

Indicators of Investment Approvals and Sanctions

1986-87  1987-88  1988-89+

1. Capital Issues {Approvals) 5843,10 5166,72  5407.77

2. Total Financial Assistance 7979.57 2297,73 7457.22
{sanctions) :

3. Total Financial Assistance  5655.99  6778.78  4069.50
{Disbursements) '

* For 9 months April-Dec. 1988.

An extensive institutional support-network has been
created towards development of the small scale sector, . A
national eguity fund was set up in 1987-88 with the object of
providing special attention to the needs of the smallest
amongst the small scale units. Several other schemes such as
IDBI's single window scheme and for providing self employment
opportunities were emphasised more recently. IDBI also
introduced SAMURAI bonds in the foreign market.

Critigue

The real measure of success of Financial Institutions is
the overall effectiveness and efficiency in sexving the varied
financial needs of the economy and its different sectors. To
what extent has the Indian Financial system been able to

achieve this objective?

Indian industry began well after independence,- In the
early years, many of India's manufactured goods were inter-
nationally competitive. That was primarily because of cost
advantages and lesser governmental contrbls; However after a
successful entry into global markets, India failed to maintain .
a sustained presence, although it is claimed that the Indian

Feconomy has been growing at a faster rate during the eighties
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than'in_the past. The average rate of growth in GDP per annum
during seventh five year plan is likely to be 5,4-5,5%., The
eight plan approach paper approved by the planning commission
also postulates a growth rate of 6.0%. The industrial sector,
in terms of gross value of output, has grown at 8.5% per
annhum, - These appear to be impressive statistics but the fact
gtill remains that a sizeable segment of the Indian population
lives in poverty, the balance of payment situation has

- worsened, the'rupee ig deteriorating in value, prices are
rising, India's share of world exports fell from 2% in 1950 to
less than 0.5 per cent in 1987, Global competitiveness of
India has declined. 1In the international markets very few
products can face stiff competition unless subsidised. There
are very few brand names that we can boast of. The initial
cost advantage has'vanished. All this is reflection of the

" problems  facing Indian industry. There are several reasons
-witich may be cited for the current state of affairs, such-as:

" sub optional sizes of operations, use of outmoded facilifies
and technology, failure to modernise due. to regressive govern-
ment policies, high level of corruption, protected environ-
ment, little or no exposure to international competitiveness

and squeeze in funds for industry.

More recently, the Government is pursuing a policy of
liberalization to enable the Indian industry to;

a. get out of the current state of technological
stagnation;
b. facilitate capacity creation, output expansion and to

remove procedural impediments.

For implémentiﬁg the modernisation schemes, gigantic invest-
ments are-required which is poséible with substantial support
from the financial institutions. Have financial institutions

qeareé themselves to meet this challenge?

Let us first of all look at the Indian banking system.
Al though it is debatable whether the Indian banking with its
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unigue {guantitatively appreciable and quantitatively poor)
experience could have attained what it has in the time frame
of two decades through market forces and in the absence of an
ac£ive interventionist policy. The fact remaingjthat the
Indian banking experience has eroded the commercial character
of the commercial banks and failed to meet the requirements of

industry.

The Indian Banking system suffered from directed lending,
adverse interest rate structure and lack of financial discip-
line including appointment of managerial staff in banks/

financial institutions for political reasons.

Critique of Financial Institutions

The development banks in India as a whole provide a very
small guantum of assistance to industry in the form of eguity.
-The ICICT does better than the other institutions in this
regard. In general, the Indian development banks have devel~
oped an attitude of investment institutions in the matter of
share they come to hold in fulfilment of their underwriting
obligations. They must quickly recycle funds, sell their
hblding to new investors and provide larger assistance in the
form of share capital to the companies. They could also sell
to the LIC and UTI in a bigger way than at present. An ideal
arrangement would be for them to sell about half to the
institutional investors and the rest to the market. In the
case of the ICICI, which is under the Indian companies Act,
there are tax considerations in the matter of sales. The
ICICI has to have a minimum holding period, so that the
capital market gains are not taxed as ordinary income
applicable to short-term gains, This is not to suggest that
development banks should not alm to make some proflt out of
their investment. ‘This they shou]d because some other
investments may prove infructuous but they seem to be gulded
now too much by considerations of keeping control over
industry rather than the building up of an investment market
and the recycling of their funds,
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UTT and IDRI launching of schemes to generate resources

in foreign mavket require thorough analysis with the depleting

value of the Rupee and India's declining shares in the world

market. . Ag, much larger amountg of goods and services would
need to be produced ahd sold to repay in the future the funds
‘genarated now, particularly at the current 1eve1'df effi-~
~clency. This would in the long run amount to be counter
productive and a burden on future generations of India, to
salvage ourselves from the current debt trap and shrinking
foreign exchange resources,

Opportunities & Challenges

- Commercial banks may have to raise demand for subsidy for
certain domestic advances and increased percentage of claim
settlements to maintain a positive profile of profitability.
Better return on statutory investments, greater profitability,
minimisation of frauds, introducing technological innovations
such as electronic transfers and better customer service, to
prepare themselves to meet challenges imposed by their
counterparts internationally, to compete or at least to cope
with the advances made by them in the highly advanced
induétry, faster and shrewd foreign currency operations,
optimum utilisation of all available refinance schemes,
“efficient recovery and better recycling of loans and re-
imbursement of bad debts written-off under the Government
sponsored schemes by RBI are some of the possible opportuni-
ties and challenges for the banks.

- The policies of raising funds, by financial institutions,
need feshaping. The institutions may face grsater political
and bueauracratic interferences in the future; lesser funds
from the treasury sources; consequential losses of intended or
imminant -industrial sickness; and revival of sick units to
which they are currently paying a very good lip service, even
in the matter of nomination of directors on the board of

financed units which should be used on professional



competence rather than affiliations: personal, political,

administrative etc.

Suggestions:

1. A more systematic approach to financial. sector work is
needed both in'ﬁhe banking sector as well as in financial
institutions so as to reduce further the cost of opera-
tions and lending and to instill greater efficiency at

internationally competitive and reasonable cost.

2. An atrtempt should be made on the part of the government
to create certain minimum conditions that are necessary
for financial development to proceed, such as the absence
of hyperinflation and its associated instability, and
positive real rates of interest etc. |

3. An attempt should be made to create an environment in -
which finance is more a voluntary market process for

mobilisation and alleocation of financial resources,

4. There should be a greater goordinatioh among the enter~

prises, financial institutions and the government.

5. Tax free bonds should not be allowed to be used as they
promote inefficiency and penalise efficiency. Both the
private and public sector shovuld have egual opportunity
in the capital market. . '

6. Miﬁimise directed lending programmes. - In India 50% bank
assets were deployed in govt. bonds or for reserve .
reguirements and 40% of the residual had to be lent to
the identified priority sectors, leaving the industry %o

starve for'working capital funds and an appropriate
Jdiguidity. '
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10.

Minimige govt, interference.

Permit foreign countries' institutions to enter domestic
financial markets. '

Greatex professionalization of banking and financial
institutions.

The financial institutions should forecast the invest-

ments in the modernisation schemes as well as new

investments.
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