(source: Nomura Securities Corp.)

Despite the fact that China has these problems, investments to China were

‘increasing sharply, and are expected to further aumgment when these
problems are solved. Features of China's foreign investment policy
observed are the designations of four special economic zones, and 14 open
coastal cities to which the government gives special treatments to foreign
investments. Foreign investors between 1979 and 1986, were from Hong
Kong and Macaw-based companies; comprising 56 per. cent of total foreign
investment to China, with the remaining 44 per cent shared between Japan,
Europe, and the United States. The southem part of China also is
establishing a new economic zone where Hong Kong is located in the
center.

* Yietnam

Vietnam liberalized foreign investment and announced a New Socio-
economic Policy in 1987 (DOI-MOI). Investment {o Vietnam began with
the restoration of social foundations destroyed during the war. In 1987, the
Foreign Investment Law was enacted, and investment reguiations for
foreign joint ventures and collaborations were established. Consequently,
foreign invesimenis have increased each year, and rapid improvement of the
foreign investment climate is expected within the coming years. Investment
flows from abroad have been identified as originating from Taiwan and
Hong Kong, and rapidly increasing from Korea and other ASEAN
countries, strengthening closer economic relationships among the Asian
NiE's and ASEAN countries. Industrialized countries also are planning to
shift productive operations to Vietnam from ASEAN countrics where
shortages of skilled labour are being observed as well as increased labour
costs. '

4.3.3 Investment Climate Circumstances

The circumstances associated with the investment climates in countries and a compari-
son with India, are introduced as follows: '

(1) Liberalization policies
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2)

3

“4)

India’s restricted industrial fields have eight industrics reserved for the public
sectors, which are national strategic industries such as arms and ammunition,
atomic energy, mining, telecommunications, etc.,, and not included in the
industries in which foreign investors demonstrate an interest, Malaysia, China,
and Vietnam are not described particularly, but are restrictive in practice. Other
countries clearly designated as India having restrictive industrial fields.

Approval System for Investments

In India, investment in 36 high priority industries are automatically approved
when foreign equity share is below 51 per cent, and of 16 industries, are
obligatory for obtaining an industrial license as introduced in Table 4-8 and 4-9.

In Pakistan and Sri Lanka, investments for almost all industries are automatically
approved. And, in Bangladesh and the Philippines, no application procedures are
needed for investments. Thailand has an industrial license for 14 industries.
These countries do adopt more open policies compared to India,

Foreign Equity Share

Bangladesh, Sri Lanka, the Philippines, China, and Vietnam have not established
limitations for foreign equity shares, and other countries have some limitations
according to, for example, the export ratio of their products. Indonesia and
Malaysia require a phased domestication of joint ventures with foreign capital,
And, 100 per cent of foreign investment equity in India, is to be approved
through filing of applications.

Taxation

Custom duties in developing countries are assessed mainly for the purpose of
protection of domestic industries, and for national revenues. Accordingly, each
éountry assesses comparatively low rates for machinery imports. India's customs
duties are still high compared to other countries although custom duties were
reduced in 1993 to 85 per cent from 110 per cent. India's corporaie income tax
rate is 51.75 per cent for public corporations and 57.5 per cent for private
corporations, Pakistan has rates of 55 per cent, and 46.75 per cent in Bangladesh.
These three countries are high'tax rate countries compared to other countries,
where for example, the corporate income tax rates are between 15 to 35 per cent,

-4.23-



(5) Tax incentives

Each country provides tax incentives divided into the following two categories:

(a) Territorial incentives: Industrially backward areas, designated industry
zones, FEPZ (s) etc,

(b) Sectoral incentives: Pioneer Industries, Export-Oriented Industries.

The countries are providing some tax incentives, except for Indonesia, Sri Lanka
and Malaysia as showed in Table 4-6.

‘Table 4-6 Incentives for Corporate Income Tax

Country Developed Less/undeve- Other desig- EPZ/EOU Specific

Area loped Area  cated Area Industry
India No Yes (5 Yrs) No Yes (5 Yrs) Yes
Pakistan Yes (3Yrs) Yes(5Yrs) Yes(8 Yrs) Yes (5 Yrs) Yes
Sri Lanka No No No Yes (5-15Y71s) Yes
Bangladesh Yes (5 Yrs) Yes (7-9 Yes(12 Yrs)  Yes (10 yrs) No
Yrs)
Thailand No Yes (3-6 No Yes (3 Yrs) No
Yrs)
Malaysia No No No No Yes
Indonesia Mo No No No No
Philippines No Yes (4-8 No YES (4-8Yrs) Yes
Yrs)
China No No Yes (Rate Reduction) - Yes
Viginam No Yes (4 Yrs) No - Yes

(6) Remittances Abroad

0]

Remittances abroad of invested funds such as dividends and royalties, are the
most foreign investors' essential issue. Thus, a counfry's guarantee of free
remittances abroad is important. However, Bangladesh, Malaysia, and the
Philippines, require an application procedure for remittances abroad while China
and Vietnam provide incentives on remittances.

Domestic Procurement Ratio
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To assess obligations to increase the domestic procurement ratio, does effect the
development of domestic industries and the transfer of foreign technology into a
country. But, severe application of the same stifles management of joint
ventures. Pakistan was the only country among the countries studied that imposes
an obligation in writing to regulate the domestic procurement ratio. Other
countries provide administrative guidance to increase the domestic procurement

ratio.

4.3.4  General Observations Regarding Internationsl Comparisons for
Investment Conditions

As for foreign investment regulations into a country, India provides equal level
conditions compared to other Asian countries, except for high rates of import duties
and high corporate income tax rates. However, at the same time, it can be said that

India does not provide any special incentives to foreign investors.

In conclusion, the international comparisons of investment conditions has shown that
India's specific circumstance are as follows.

(a) Foreign investors' psychology.

Many foreign investors continue to have an image that foreign investment
policy in India, are relatively closed due previous policies and the short
duration of time that has passed since the introduction of the liberalization
of foreign investment in July 1991. As for approval systems for foreign
investment, India needs to adopt automatic approval procedures for foreign
investment, with an increase from present level of per cent equity shares.
And, to amend forcign investors' inaccurate impressions about India,
positive and repeated public information campaigns about India's
investment liberalization abroad would prove most effective.

(b) The domestic market

As described in Chapter 7 (the demand survey for foreign investment), two
purposes of foreign investors are to secure inexpensive labour and to
compete in domestic markets. India will be considered by foreign investors
as "an attractive country holding a large domestic market”, and finally as
“the most important country to be invested for a company's global business
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- strategy”, when India provides to foreign investors no restrictions for India's
large domestic market.

(¢) India's Attributes

Geographical situations, the natural and human resources, are essential to
distinguish India's specific ability to attract foreign investors. India should
adopt an investment policy uiilizing these specific attributes.

4.4 Foreign Investrnent Concerns

Investment returns are essential to foreign investors. Therefore, India should provide a
well-organized investment climate that foreign investors can obtain sufficient
investment returns. In fact, recent investments from abroad into India have
significantly increased primarily in large scale investments for power supply and
petroleum-related industries. As a resuit of liberalization with the announcement of
"NIP-91", however, several points still remain and are needed as amendments. These
points are described in this section and were pointed out by foreign investors during
interview surveys performed by the Study Team.

44,1  Psychological Issues of Foreign Investors

As previously described, India's investment climate is almost the same compared to
neighboring countries. The following psychological perceptions of foreign investors,
especially Japanese investors, obstructed foreign investments increasing to India.

(1) The Political Sitnation
In India, the assassination of two prime ministers, religious disorder, and
bombings in Bombay, are unfortunate incidents that affect foreign investors'
impressions about India's political situation. Political stability is indeed the most
important factor for foreign investors.

(2) Public Relations of Recent Investment Liberalization

The liberalization measures enacted after "NIP-91", were not well publicized to
foreign investors. India's investment seminars were often held in Japan, but the

attendants in these seminars were limited to member companies of the "India-
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Japan Economic Committee", and information about recent liberalization toward
investments did not reach to potential Japanese investors.

(3) Foreign Investors' Impressions

Foreign investors are to visit India to investigate investments after collecting
various kinds of information from possible sources. The attitude of the National
Airline and related activities at the international air terminal are very important

for giving the best first impressions about India.

4.4.2  Foreign Investment Policies Concerns
(1) Concerns Related to Regulations

(a) Dividend Remittances

The dividend balancing system which regulates dividend remittances
abroad for maximizing the extent of exported amounts, was abolished
except for the following consumer goods industries. (refer to Table 4-7)

India’s large domestic market attracts foreign investors and consumer goods
industries are expected to increase foreign investments, therefore,
reconsideration of the dividend balancing system as applied to the consumer
durables industries is needed.

-4.27-



Table 4.7 Reconsideration of the Conditions of " Dividend

(b)

Balancing” Applies

1 Manufacture of goods and food products

2 Manufacture of dairy products

3 Grain mill products

4 Manufacture of bakery products

5 Manufacture and refining for sugar (vacuum pan sugar factories)

6 Production of common salt '

7 Manufacture of hydrogenated oil (Vanaspati)

8 Tea processing |

9 Coffee

10 Manufacture of beverages, tobacco and tobacco products

11 Disﬁlling, rectifying and blending of Spirits, wine industries, malt
fiquors and malt, production of country liquoi's and toddy.

12 Soft drinks and carbonated water industry

13 Manufacture of cigars, cigarettes, cheroot & cigarette tobacco

14 Manufacture of wood and wood products, furniture and fixtures

15 Manufacture of leather and leather and fur products

16 Tanning, curing, ﬁnishing', embossing & Tanning of leather '

17 Manufacture of footwear (excluding repair) except vulcanized or
molded rubber or plastic footwear

18 Manufacture of footwear made primarily of vulcanized or molded
products

19 Prophylactics (rubber contraceptive)

20 Motor cars

21 Entertainment Electronics (VCRs, Colour TVs, CD players, Tape
Recorders)

22 White Goods (Domestic Refrigerators, Domestic Dish washing
Machines, Programmable Domestic Washing Machines, Microwave
ovens, Air-conditioners)

Sales Tax

Sales taxes, which are very important sources of state government
revenues, includes the following areas of concern. (It was reported that the
central government recognized the following and currently is studying

possible amendments.)
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(¢)

(d)

i}  Duplication of Sales Tax

In that case that an industry procures components from an ancillary
industry, sales tax on final products is to be levied on prices including
procured component prices already having been levied sales taxes.
This implies that sales taxes on components are taxed twice. When
these components are procured from other ancillary industries, sales
taxes are levied three times. Industries, therefore, are not intending to
procure components from ancillary industries, or to processing works
of ancillary industries. This works against developing ancillary
industries.

i)  States differ in amount of sales taxes.

The significant variation of sales tax rates between states, leads
industries to seek sales offices in the lowest tax-rate states.

Technology Collaboration Contracts

Technology collaboration contracts are automatically approved when a
royalty is less than RS. 10 million. This amount is impractical due to the
fluctnations in the foreign exchange market at present. Although technology
collaboration contracts with royalties of more than Rs. 10 million may be
approved on application to SIA, there is a case reported, that the technology
collaboration contract failed at an initial stage due to this limitation. Thus,
India missed an opportunity for a transfer of foreign technology into the
country.

Phased Manufacturing Programme (PMP)

In "NIP-91", the announcement was made that "the system of PMP will not
be applicable to new projects; existing projects with PMP will continue to
be governed accordingly”. This announcement was misunderstood by
foreign investors as existing industries are still under this obligation to help
keep existing programmes to increase the domestic production ratio, even
though the actual intention of this announcement was to continue the rights
that allow concessional import duties that are provided at 10 per cent less
than the ordinary rate to indusirics with PMP certificates. This could
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inhibit new foreign investors that may judge it better to postpone
investment to India as latecomers as they may receive favorable treatment
over former investors. Announcements should provide enough explanation
and clarification of obligations as well as incentives offered for new
projects.

(e) Mandatory Convertibility Clause

Similar the PMP system, an announcement was made that "The Mandatory
Convertibility Clause will no longer be applicable for term loans from
financial institutions for new projects" that a governmental financial
institute was able to convert a part of the finance to equity in a company.
The same consideration should be given for the PMP system.

(2) Procedures for Various Applications

Foreign investors in India complain about application procedures and are

summarized in three categories as follows:

i)  Different interpretations by the government staff cause
inconveniences and problems,

ii) Uninformed decisions due to a lack of knowledge on the part of
governmental staff regarding central government changes and/or

amendments.

ili) Too-detailed divisions of governmental authorities which are not
well-defined for applicants.

For example, important applications such as procedures for investment
applications, withholding taxes related to royalties, import licenses, and for
custom clearances, are described in the Appendix.

(a) The Interpretation Differences by Government Staff

There was a case reported that one government staff worker interpreted a
particular commodity as not requiring an import license. However,
Customs officials insisted that an import license was compulsory on the
same commodity. This confusion was caused due to incomplete
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descriptions regarding the negative list of imports, Part II A,. Consumer
Goods.

In this list, 11 items are clearly mentioned as included in consumer goods,
and 21 items are described as items that shall not be regarded as consumer
goods. Other items than 11 and 21 mentioned above, are not clear as to
whether an import license is nccessary.

(b) Inadequate communication between  central government  and
implementation authorities

For the remittance of royalties, the rate of withholding taxes was reduced
from 30 per cent to 20 per cent based on a double taxation avoidance
agreement sighed between the Government of India and Japan,
Nevertheless, 30 per cent was levied. Also, after there was recognition of
over-payments, refunds were delayed.

(¢} Too Detailed Division of Government Authorities

Although India's government is trying to simplify government procedures,
deailed and many government divisions still remain. The state
governments are also endeavoring to simplify procedures by instituting
"Single Window Service". Procedures for industrial approvals or licenses,
exporis, imports, and customs clearances are simplified substantially, but
complicated procedures for factory construction, electricity, telephone

connections, etc., still remain.
4.4.3  Issues from Foreign Investors in India

Through an interview survey conducted by the study team, the following issues were

reported:
(1) Issues resolved or in the process of resolution by the Indian Government

(a) Investment approval took too much time in duration. (Presently, maximum
duration for final decision is six weeks through SIA.)

(b) Restrictions for capital goods imports, and for spare parts imports by after-

service companies (not final consumers), should be liberalized. (Presently,
imports of these items are liberalized.)
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(c)

(d)

(e)

®

Import duties and excise duties were 100 high compared to other Asian
countries, (Currently, the government announced a reduction of imports
and excise duties in April 1993.)

Applications for work permits/Visas for foreign engineers took too much
time. (Currently, the procedures are simplified.)

PMP obligations were still imposed on old units. {(Foreign investors
misunderstood, the facts remained the advantages of concessional import
duties.)

Sample exports for testing and quality examination to Japan were not
approved. (Two companies reported failure to obtain approval; it was
ascertained that this was due to the negative list of export items, which were
already liberalized.)

Issues to be Amended

(a)

(b)

Foreign investments exceeding 51 per cent of equity should be liberalized.
The government does approve applications, but there is not an automatic
approval system in place as yet.

The foliowing two restrictions for royalties should be eased.

i)  Royalties on new models of the same specification as previous ones
were not approved.

ii) Royalties with minimum guarantees were not approved. These
restrictions have not been eased as yet.

Issues to be Improved

(a)

Withholding taxes on royalties and dividends were levied incorrectly.

Improvement of communication systems between the central government
and implementation authorities, are earnestly expected.
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(b) The Board of Industrial and Financial Reconstruction (BIFR) obstructs the
smooth exit of foreign investments.

The clearance of a company intending exit from India due to recent
unfavorable economic situations, was not allowed according to the final
decision of the BIFR.

{¢) The customs clearance procedures

Customs clearance procedures are too complicated and very limited
clearance by only an agent can proceed through clearance.

(d) Office maintenance

The import of electronic equipment for office use and automobiles for
business purposes should be eased.

Other issues on financial structure, human resources, infrastructures and etc. are
summarized in Appendix IV-IL
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CHAPTER 5 INDUSTRIALISATION AND INDUSTRIAL
INFRASTRUCTURE

51 Indian Industries: Characteristics
5.1.1  Industrialisation in India: Comparison Study

To better comprehend India's industrialisation, comparisons were made with selected
ASEAN member countries {refer to Table S_-l).

Observations of the degree of industrial growth (ratio of industrial production in GDP)
for each country were investigated. The data indicate that India's ratio of industrial
production is smaller than the ASEAN countries used in the comparison. India's
manufacturing comprised the same share as Thailand's industry, but in terms of GDP,
Thailand's economic activity was stronger. Essentially, the data indicated that
industrialisation in India is relatively less developed than the ASEAN countries surveyed.
(Note: India’s industrial sector has three sub sectors, such as manufacturing, mining, and

electricity.)

‘Tabie 5-1 Comparison of Industrialisation with Selected ASEAN Countries

Distribution of GDP (%)
ASEAN Countries GDP in 1990
(million U.S. doltars) | a) Industries bYManufacturing bfa (%)

Singapore 34,600 37 29178
Thailand 80,170 39 261 67
Indonesia 107,290 40 20| 50
Philippines 43,860 35 25|71
India 254,540 29 1966

Source: Based on data provided in the World Development Report. 1992 The International Bank. Oxford
University Press.
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5.1.2

()

Industrial Development Trends

Past Trends

Development trends for a 10 year period were investigated. The findings appear to
demonstrate that manufacturing occupies about 77 per cent, but the growth rate is
less than the performance of the mining and electric power generation industries.

‘(Refer to Figure 5-1, and 5-2.)

India's industrial classifications for basic industry, capital - goods industry,
intermediate goods industry, and the consumer goods industry trends were studied.
The capital goods industry demonstrated the largest growth, and has expanded
about 2.5 times for the decade studied. Intermediate and consumer goods indusiries
posted a growth of 1.7 times for the decade. However, the durable godds
(consumer goods) industry revealed a higher growth at about 2.9 times, which
portends a change in consumers' purchasing behaviors. (Refer to Table 5-2 for
descriptions of industry and product classifications.)

Products by industrial classification are described below.
(a) Basic Industries

Electricity, coal including lignite, finished steel, fertilizers, pipes and tubes,

aluminum ingots, et cetera.
(b) Capital Goods Industries

Commercial vehicles, electric motors (DGTD), railway locomotives, machine
tools, shipbuilding and repairing, diesel engines, and boilers, et cetera.

(¢} Intermediate Goods Industries

All yarn, petroleum refineries and products of petroleum, jute and mesa
textiiles, tin metal containers, bolts and nuts, et cetera.

-5.2-



(2)

(d) Consumer Goods Industries

Cotton textiles, paper and paper boards, all cloth, sugar, tea, cigarettes, beer,
soaps, teléphone instruments, wrist watches, et cetera.

Manufacturing: Population demographics and number of persons at work.

The number of employees in the public and private sectors is estimated to be about
260 million, which corresponds to about one third of the country's population. The
number employed in the public sector is about 185 million persons, and the private
sector has about 75 million employed persons (about 30 per cent of all employed

persons). (Refer to Figure 5-3)

In the public sector, 68.9 million persons (26.51 per cent of total employees) are
engaged in state government organisations, and 44 million are engaged in
manufacturing (about 60 per cent of the nunber of persons engaged in the private
sector). The data demonstrate a strong domestic manufacturing industry.

The number of persons at work by industry classification are given in Table 5-3.

About 90 per cent of the public sector's employees are found in the mining,
electricity, gas, water supply, construction, transport, and communications
industries. Especially, transportation and telecommunications sectors such as
railways, roads and harbours depend on the public sector, thus the private sector's

ratio is below in this sector.

Private sector manufacturing companies are found in commerce and agriculture.
Because the sector makes up about 25 per cent of the total work force (public and
private), private sector manufacturing is important to the domestic industrial base.
Moreover, the number of persons joining the public and private sector enterprises
for the ten year period investigated demonstrated a strong positive trend in the

public sector, but has declined for some industries in the private sector.

The number of persons employed in manufacturing appears to have remained at the
same levels, but employment did decrease in the mining, construction, transport,

and communication industries.
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Figure 5-1 Component Ratio of Industry
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Figure 5-2 Annual Index of Industrial Product (1980/1981=100)



Table 5.2 Index of Industrial Product and Product Classifiation
(1980/81=100)

Use-B { Classificati
Year Gieneral Miningand | Manufacioring | Blectricity
Index Quarrying
(Crude)
Basic Capital Inteamediate Consmers (ouds Indunieles ]
CGoods Goods Tatal Consuowe | Comsumer Noa-
Induslries § Indvostries Industries Burables | dursbles
Weight 100.00 §1.46 LAY §1.43 3042 16.43 20.51 23.65 2.55 21.10
81-82 . Lo H?7 1079 §10.2 109 106.7 1037 1133 1104 1141
$5-87 §55.1 177.9 149.7 168.1 163.0 166.3 141.5 147.1 241.2 1357
47-38 §66.4 184.6 161.5 181.0 1722 192.8 1483 156.6 260.1 144.1
88-89 1509 ) 199. 1 175.6 1982 1892 206.2 165.4 163.2 9.2 1472
89.90 196.4 2116 190.7 2197 199.4 2523 172.5 1735 2851 158.7
90-91 2i3.1 N0 2080 238.8 --

Notes: Annual Irulex represents the average of monihly indices from April 1o March, General index may not always be derivable from
the constituent group indices as the former takes inte account the laest revisions advised by the CSO.

* denotes provisional

Source: Central Statistics Organisation.

Central Government

E o

Manufacturing

State _
(26.5%) | Government
Public Sector
(71.2%)
L.ocal
Bodies

Figure 5-3 Component Ratio of Employee
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Table §-3 Employment in the Public and Private Sector Indusiries: 1978 to

1989+
units = millions)
TYPE | 1979 1980 1981 1983 1984 1985 1986 1987 1988 1989 decade % | secior
growth share of
19794 1otal
1989 employed
Central 31.34' 378 | 3195 32.66 331 33.29 B4 | 350 33.81 3389 | 8.14 18.30 %
Government .
State Government | 5309 | 5478 | 56.76 60.38 61.54 6280 | 6473 §6.66 67.81 63.90 | 29.78 3121 %
Quasi [ 4170 | 4343 | 45.76 50.40 52,74 54.96 56.74 5795 5948 50.99 | 43.86 3240 %
Government
Local Bodies | 2063 | 2080 | 20.37 211 21.30 21.64 21.90 22.14 22.11 ' 22.38 8.48 1209 %
Public Total
(A) 14676 | 15078 | 154.3¢ | 164.56 | 16869 | 172.69 | 176.83 180.25 18320 | 185.16 | 2617 -
Agﬁcuimre 408 431 4.63 4.?6. 489 498 5.26 5.57 554 | 585 | Toal
(8.41) ' (.60} | (8.58) | (8.47) 819 | (8.0m (8.22) (8.48) (8.44) | (8.70) 14.55 560 %
Mining & Quarry | 7.71 797 .18 2.84 97 9,74 9.65 042 9.56 | 9.57
(124) F(1.25) | (130) | (1.20) (.13 | (1.13) (L11} (0.91) ©93) | (057 | 10.54 4.06 %
Manufacturing | 1416 | 1446 | 15.02 1634 | 1717 17.61 18.15 18.62 1567 | 1848
44.33) | (437 | (@545 | (46.56) I (44.73) | (d4.21) (44.48) | (44.10) | (43.95) | (43.89) | 6237 2601 %
Electricity, Gas, | 6.34 6.61 6.83 7.21 7.33 7.60 7.85 7.89 849 | 8.66
water { 0.349) | (0.3 | (0.35) | (0.31) ©.39) | (0.39) {0.40) {0.40) (0.41) | (0.41) | 9.07 349%
Construction { 1032 | 1068 | 10.8% 11.20 1120 - | 1146 11.81 10.85 12.14 | 11.8¢
083 | (073 1 (0.72) | (0.68) ©.66) | (0.70) (0.69) {0.58) 0.50) | (0.69) | 12,44 479%
Wholesale/fretail { n.og 1.10 1.17 1.18 1.24 1.3 13 1.34 139 | 144
@30 | @1 1 (i.vs) @76 | 271 (2.77} 2.1 (2.83) | (2.86) | 4.30 1.65%
Transport/Storage | 2597 | 2651 | 27.090 | 2826 | 2864 | 2894 2929 2270 3001 | 30.26
fCommunications, | a0 | @710 | (0.60) (0.59) (0.57) {0.54) 0.54) (0.52) (©.51) | {0.51) | 3077 11.85 %
Financefinsurance | 6.47 6.9k 7.48 372 9.14 9.83 10.30 10.56 1095 | 11.16
[realestate | oy | (2.06) | (1.96) 1 (207) | (214) | (2.19) {2-21) (2.29) (2.38) | (2.43) [ 13.59 523%
Soctalfpublic | 70 7224 | 73.55 78.06 79.81 41.23 832t |- 8529 £6.35 | 88.13
services | (11.40) | (11.67) | {1567 | (12.22) | (12.83) | (1289 (13.09 | (33 | (359 | (13.97) | 10210 3931 %

Total Private

(B) 7208 | (7z2n | (7399 | 75.52) | (73.45) | (73.09) (7393 | (13.64) | (7358 | (74.38)
Total
(A+B) | 21884 | 22306 | 22879 | 24008 | 24234 | 24578 250.56 253.89 257.11 | 259.54

Source: Handbook of Industrial Statistics, 1991. pagc 270-271. Office of the Economic Adviser, Ministry of Indusiry. Government of
Indiz. New Delfi. Note:* Figures in parenthesis arc for Private Employment.
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(3)

Value Added Trends by Industry Classification

The value added trends by industry classification are given in Table 5-4 on the
following page.

The data indicate that industrial types having a higher rate of value added output are
among the chemicals (about 10 per cent), repair services (8.0 per cent), basic metals
(7.5 per cent), transport equipment (7.3 per cent), and non-electrical machinery,
tools and parts (7.0 per cent) manufacturing industries.

Table 5-5, Component Ratio by Industry for Added Value demonstrates changes
during the past 10 years.

Chemical industries demonstrated a 10 per cent increase, but remained at nearly the
same level, Textiles (NIC Code 23, 24, 25, 26) had a higher rate (15.6 per cent ten
years ago), but at present has decreased to about 8.2 per cent. Machinely and
electrical-allied industries (NIC code 35, 36, 37) had a higher rate and increased
from 18 to 21 per cent for the period surveyed. Also, the machinery-allied
industries have expanded production of durable consumer goods to meet a growing
demand generated by middle income persons who comprise approximately 20-30
per cent of India’s population.

Electricity-allied industries have also expanded thc production of generating
equipment, transformers, and switches which are necessary for meeting

infrastructure projects.

The changes in value added production across industries differ from year-to-year,
consequently the estimated average yearly increases were examined utilising the
least-squares regression method.

Of the industries surveyed, the chemicals industry demonstrated the largest yearly
increase (Rs. 5.3 billion), followed by the repair service industry (Rs. 4.3 billion).
The non-electrical machinery, tools and parts, elecirical machinery and transport
equipment industry trends were satisfactory, with annual averages of Rs. 3.5 - 3.9
billion. Lower annual average increases in value addition were the jute, textiles,

textile products, wood furniture, and leather/ fur industries.
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Table 5-4 Value Added from Registered and Unregist'ered Manufacturing: 1980 to

1989. _
. (Rs. Crore at current prices)
NIC Code 1980- 1981- 1982- 1983- 1984- 1985- 1986- 1987- 1988+ ek Average -
1981 1982 1983 1984 1985 1986 1987 1988 1989 yearly growth
(Rs Crorey
20-21 ’
Food Pioducls - 1366 1659 1864 2600 2696 2977 3295 1729 4181 345,15
22 .
Beverages, 578 647 665 982 946 983 1273 1252 1487 11114
{obacco, elc. )
23 . . . ’ .
Cotion Textile 1567 1409 1366 1776 1752 2066 2260 2151 2232 116,07
24 S
Woo, Silk 1361 1655 1650 2004 1979 2286 2218 2269 2710 144,27
25 . : s .
Jule Textiles‘ 324 258 2N 257 412 335 445 443 640 3742
26 -
Textile Product 132 165 188 207 301 282 323 431 635 52.58
27
- Woad, )
furniture el 989 1155 1101 1326 1185 1348 1298 1227 1364 35.53
28 '
Paper/prinling 740 1228 857 1034 1405 1457 1797 1860 2038 155.85
29 . . . :
Leather/fur 310 329 333 388 453 495 522 618 710 49.2
30 )
Rubber, 714 864 1250 1411 1692 1872 2699 3161 31529 358.5
petroleurn, &1¢ )
3t _ : .
Chemicals, elc 2032 2655 27713 3522 3820 4267 4629 5484 768 531.47
3z .
Non-melallic 767 938 1305 1565 1933 2122 2113 2371 2867 247.87
33
Basic melals 1687 2184 2296 2652 2854 3543 3296 3901 4849 344.83
4
Melzl Products 1141 1355 1638 1862 1985 2144 2295 3037 3743 284.17
35 Non-electrical
machinery, [ .
tools and parts 1424 1721 1916 2273 2764 3116 3193 3604 4501 355.90
36 Electrical :
machinery 1116 1216 1590 1788 2307 2311 2739 3642 4462 301.38
37 ‘Transpott B _ .
Eguipment 1533 1939 2194 2397 2754 2963 3561 3676 4713 353.85
38 Other '
Manufaciuring 942 1302 1483 1427 1782 2321 2092 3441 3963 373.55
39 Repairing .
Services 1494 1757 1932 2240 2336 3128 3497 4169 5107 42843
Gross value added | 22143 25952 28004 34001 38334 43113 47756 54744 64688 n.a
**ess 499 692 331 256 109 1338 1590 1893 2233 n.a.
*HH ess 2946 3517 3973 4492 5084 5971 6719 7567 5896 1A,
MNet Value 2dded 18698 21743 24100 28553 32159 35804 39447 45284 53559 n.a.

Source: Handbook of Industrial Stalistics, 1991,

‘Note: * unregistered figures unavailable.
Note: ** less imputed bank charges.

Note: *#* Jess consurption of fixed capital. Note: ****[igures are based on the least squares regression method and approximate
yearly average for the period investigated (slope of the line).
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Table 5-5 Component Ratio (%) Value Added frdm Registered and Unregistered
Manufacturing: 1980, 1985, 1988,

NIC Code 1980 Ranking 1985 Ranking 1988 Ranking
20-21/22

Food Products, 9.0 3 9.0 4 9.0 3
tobacco :

23,24, 25,26

All Textiles 15.6 2 11,4 2 - | 82 4
27 Wood, .

furniture,elc 5.0 5 3.0 na. 2.0 1.a.
28 :

Paper/printing 20 9 . 30 - 10 3.0 10
29

Leather preduct | 1.0 - 0.4, 110 0.4, 1.0 n.a.
30 Rubber,
_petroleurn, etc 3.0 9 - 140 9 5.0 8
31

Chemicals, etc 20 3 100 3 10.0 2
32 .

Non-metaliic 4.0 7 150 6 4.0 9
33

Basic tetals 3.0 4 8.0 5 8.0 5
34

Metal Products 5.0 5 5.0 6 6.0 6
35,36,37

machinery 18.0 1 19.0 1 210 B
(non-electrical) (6.0) (7.0) 7.0

(Electrical) (5.0) (5.0} (7.0)

(Transport) (7.0} (7.0} (1.40)

33 Other

Manufaciuring’ 40 7 5.0 6 6.0 6
39 Repairing

Services 10 n.a. 7.0 n.a. n.a, n.a.

Source: Calculations are based on data obiained in the Handbook of Industrial Statistics, 1991.
Office of the Economic Adviser. Minisiry of Industry. Government of India. page 196.
Note: n.a. = not applicable.

(4) The Seventh Plan Performance

The average annual growth rate of the industrial sector during the Seventh Plan
period was 8.5 per cent. Though this is marginally lower than the industrial
development target of 8.7 per cent, the gains are sighiﬁcant compared to the 3.5 per
cent growth achieved during the Sixth Plan.

Within the manufacturing sub sector, the electrical machinery, miscellaneous
manufacturing, chemicals and chemical products, and textile 'products industries
achieved growth rates of 25.8 per cent, 23.1 per cent, 11.7 per cent, and 11.8 per
cent, respectively (higher growth rates than the 8.5 per cent achieved during the
Seventh Plan); other industries demonstrated annual growth rates less than the

average.

Significant growth in production during the Seventh Plan was attributed to a
number of factors, the most important was the improvement in the performance of
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infrastructure viz., power, coal, et cetera. Other contributory factors mentioned are:

(@) changes in the area of licensing and procedures; (b) import of technology; (c)

higher import of capital goods; (d) better utilisation of installed capacities; and (e)

allowing broad banding of products in a number of industries.

As described in.Chapter 2, section 2.2.1, the development target of manufacturing
in the Eighth Five Year Plan was set at & higher rate (from 21.5 per cent of GDP to

23.3 per cent) followed by electricity, gas, and water supplies, Further, the four
industries that demonstrated higher annual growth rates dwring the Seventh Plan

were also given relatively high growth rate targets in the Eighth Plan.

Table 5-6 Growth Rates of Index of Industriat Production

(Base: 1986-81 = 100)

Code Group Seventh Plan “1950-1991

Industry Group Weight - Average % Giowth Rate
20-21 | Food Products 5.327 - 5.0 12.5
22 Beverage, Tobacco, Tobacco products 1.571 -1 1.3
23 | Cotton Textiles 12.309 L8 147
24 { Jute, Hemp, Mesta Texliles 1.999 -0.3 4.4
25 | Texile Products (incl. wearing apparel) 0.817 11.8 -32.0
26 | Wood/wood products, furniture/fixtures 0.448 -2.5 12.7
-27 | Paper & Paper Products 3.235 6.7 9.0
28 | Manufacture of Leather & Fur producis 0.489 6._4 31
20 | Manufacture Rubber, Plastic, Petroleum, Coal Products 4.000 3.6 0.1
30 | Manufaciure Chemical/Chemicat Products 12,513 11.7 2.7
31 1 Manufacture Non-metallic Minerals 2.299 6.7 1.7
32 | Basic Metals & Alloy Industries 9.802 6.1 10.8
33 | Meial Products & Paris 2.888 6.3 04
34 | Machinery, Machine Tools & Parts - 6.240 6.0 8.4
35 | Manufaciure Electrical Machinery 57719 25.8 224
36 | Manufacture Transport Equipment/pans 6.386 6.5 6.3
37 | Miscellaneous Manufacturing Industries 0.905 23.1 -2.9
2-3 | Manulacturing 77.107 89 2.1
1 | Mining & Quarrying 11.464 5.6 4.9
4 | Electricity 11.429 9.3 8.7
Overall Index 100.000 | 8.5 8.5

Source: Eighth Five Year Plan: 1992-97. Government of India, Planning Commission, New Delhi.
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(5) Industry Characteristics by Region
Indices of industry characteristics by regions are presented in Table 5-7.
(a) Gross Output

Gross output for the three regions described in Table 5-7 accounted for 80 per
cent of the country's total gross output.

Table 5-7 Indices of Industry Characteristics for Regional Industrial Activity

Regions/States I Factories I Invested Capital I Employces | Gross Output ! Net Value-Added

North
Punjab | . 5.6 a2 |. .42 43 32
Dethi 3.1 1.0 1.8 22 16
Haryana ] 3.0 33 3.2 34 29
Todal 12.6 ) 10.2 102 10.5 .8
Central North
Rajasthan 29 4.1 2.9 3.0 27
Uttar Pradesh ' 1.5 9.6 9.1 7.3 59
Bihar 4.9 1.8 4.6 5.4 54
Total 15.3 215 16.6 15.7 14.0
Western Region :
Gujarat 1oz 9.4 8.9 11.2 9.2
Maharashira 14.8 16.7 16.0 225 25.8
Madhya Pradesh 4.0 7.9 4.6 4.8 5.8
Tolal 29.2 34.2 29.7 38.9 : 41.2
Southernt Region : :
" Kamnataka 54 54 5.0 4.0 5.0
Andhra Pradesh 12.6 6.2 8.8 6.1 54
‘Tamil Nadu 12.3 4 114 10.8 © 103
Total ’ 33.5 224 28.3 23.5 236
FEastern Regibn :
Orissa 1.4 2.6 2.0 1.7 1.5
West Bengal 5.5 7.9 1.8 7.6 84
Assam 1.9 - 1.0 1.6 1.4 19
Total 2.0 11.5 14.4 10,7 11.8
To!al Figures (All India) 101,016 Rs 881.1 billion 7,142,000 Rs 1,202 Rs 233
faclories employees billion bitlion

Source: Cenitre for Industrial and Econeinic Research (CEI). Industrial Databook. 1991-92.
Note: States were selecled for geographic and population characteristics.

The data indicate that in terms of total gross output (Rs. 1.202 billion), the
western region comprises the largest share (40 per cent), followed by the
southern (23 per cent), and central regions (15 per cent). This ranking was
compai‘ed for number of factories. The southern region has more factories
(34 per cent) than the western region (29 per cent). This implies more smalk
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scale industries exist in the southern region than western region from
comparisons of gross output and net value added.

(b) Net Value Added

In terms of productivity, the western region posted higher rates (41 per cent)
for net value added. Examining productivity as a function of the employment
ratio, the western region garnered the high value added industries as the
southern region demonstrated a 24 per cent net value added ratio, and an
employment ratio of 28 per cent.

The consolidated activities for each region's states were compared, the results
indicate that the western region appears relatively more productive than the
other regions in terms of net value added. Consequently, other regions
accumulated labour intensive industries.

By state, Maharashtra (Bombay) in the western region ranked first with Tamil
Nadu (Madras) in the southern region, second. Each state is located along a
coastline.

5.1.3  Industrial Development Issues

Consolidating public sector enterprises and fostering India's small scale industries are
significant issues the country's industrial policies must address. Descriptions of the
country's central public sector enterprises (PSEs), state-level public sector enterprises
(SLPEs), and sick industrial units in the small scale industries (S5I) and large and
medium scale industries, are provided.

(1) Public Sector Enterprises

The scale of public sector enterprises is about 75 per cent of all industries according
to the structure of persons-at-work as described in section 5.1.2. The industries
reserved for the public sector were reduced to eight (Table 5-8) from 17 based on
the NIP-91. However, a growing number of public sector enterprises are operating
at a loss and are in danger of becoming economically unviable (termed sick
industries by the Ministry of Industry), and face difficult reconstruction if the
enterprises are to continue operations. |
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Table 5-8 Proposed List of Industries to be Reserved for the Public Sector

Arms and ammunition and allied items of defense equipment, aircraft, and warships
Atomic (Nuclear) Energy

Coal and Lignite

Mineral Qils

Mining of iron ore, manganese ore, chrome ore, gypsum, sulfur, gold and diamonds.
Mining of copper, lead, zinc, tin, molybdenum, and wolfram.

A e o

Minerals specified in the schedule to the atomic energy (controt of production and use)
order, 1953
8. Railway transport.

Source: Staternent on Industrial Policy, 1991,
(a) Indusirial Sickness

The objectives of nationalization were to secure employment and vitalize sick
industries, and thus, the central government assumed responsibility for the
operations of poor performing enterprises. Consequenily, the number of sick
industries in the public sector continues to increase (The number of units
identified as sick industries was about 2 million in 1990, with total
outstanding bank loans of Rs. 93.5 billion.), Table 5-10 summarizes the trend
of enterprises that comprise the sick industries category.

Table 5-9 Incidence of Industrial Sickness: All Industries. 1980 to 1990

End of Outstanding Bank Loans Per Cent increase over previous year
Calendar year | Total Units
(Rs 10 million) No. of Units QOutstanding Bank
Loans
1980 24,550 1,809 -- -=
1981 26,758 2,026 8.98 12.00
1982 60,173 2,585 124.87 27.5%
1983 80,110 3,101 33.13 19.96
1984 - 93,282 3,638 16.44 17.32
1985 1,19,606 4,271 28.22 17.40
1986 1,047,740 4,874 23.52 14,11
1987 2,006,098 | 6,256 39.50 28.35
1988 2,042,584 7,705 17.7¢ 23.16
1990 |- - 2,021,097 9,352 -8.80 21.40

Source: India Economic Information Yearbook: 1992-93. page 153.
Note: * Figures exclude 1,025,571 sick SSI units not traceablefor no longer in existence.

A majority of sick industries were found to be in the 8S1, but large and medium

scale industries were also documented. By industrial aétivity, textiles (276 units)
ranked first, followed by engineering (271 units), chemicals (140 units), paper (113
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units), and iron and steel indusil;ies {91 units). These accounted for about 65 per

cent of the total sick units found in the large and medium scale industries.

It should be noted that the lérgest number of these units were located in the State of
Maharashtra, followed by West Bengal, Gujarat, Tamil Nadu, Andhra Pradesh,

ttar Pradesh, and Karnataka states.

These seven industrially advanced staies

accounted for 75.2 per cent of the total number of sick units.

Large and Medium Scale Sick Units by Industry Classification and

Table 5-10
Outstanding Debt
Industry No. of Units Amount of ouistanding bank loans
(Rs. 10 million)

Engincering 271 873.77
Electrical 28 100.16
Textiles 276 1,274.46
Jute 35 156,95
Paper 113 244,13
Rubber 15 61.08
Cement 22 138.14
Iron and Steel 91 241.06
Sugar 20 58.69
Chemicals 140 215.98
Miscellaneous 408 893.41
Total 1,419 4,257.83

Source: Report on Currency and Finance, 1990-91.

(b) Central Public Sector Enterprises (PSEs)

As of March 31', 1991, there were 246 central public sector entei_'prisés (PSEs)
owned by the Government of India with a total investment of Rs. 1,132.34

billion. Of these, 236 were operational enterprises with employed capital of

Rs. 1,017.02 billion, and 2.3 million employees. Of these, 131 enterprises
earned a net profit of Rs. 57.31 billion during 1990-91, and 109 suffered a net

loss of Rs. 30.64 billion.

The performance of the PSEs has been the subject of debate, and a number of

committees/working groups have studied related issues.
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(¢) State-level Public Sector Enterprises (SLPEs)

There are about 1,100 SLPEs with an estimated investment of about Rs. 500
billion. However, the ceniral government reports that a large proportion of
the SLPEs are not operating satisfactorily, and has decided to disinvest from
some of the poor performing SLPEs.

To address this problem, the Eighth Plan proposed a major public sector
reform initiative. The initiative will consist of the following integrated

strategies: -

i) Restructuring that involves modernisation, rationalisation of capacity,
product-mix changes, selective exit and privatisation.

ii) Increase in autonomy and performance accountability of public
enterprises.

iii} Changes in management practices at specific enterprise level to promote
efficiency, resourcefulness, and innovation.

iv)  State Level Public Enterprises have serious problems due to interference
and lack of professionalism.

v) In a changing economic environment, technology will become a major
tool to improve competitiveness and efficiency of public enterprises.

vi) Presently, many regulations (pricing, distribution, investment, and
import controls) are to be dismantled.

(2) Small Scale Industry

The village and small industries sector in India consists of two broad sub-sectors, viz,
modern small industries and traditional industries, and are an important industrial sector
that accounts for about 30 per cent of the country's total exports. The former covers
small scale industries and powerlooms, and the latter covers the khadi, village industries,
handlooms, sericulture, handicrafts, and the coir industry.

Small scale industries are defined as businesses which the investment in fixed assets in
plant and machinery whether held on ownership terms, lease, or by hire purchase, does
not exceed Rupees 60 lakhs (Rs 6 million). However, in the case of an industrial
undertaking, the limit of investment in fixed assets in plant and machinery shall be Rs. 75
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lakhs provided the unit undertakes to export at least 30 per cent of the annual production
by the end of the third year from the date of commencement of production.!

Also, small scale industries (and ancillary industries) are provided credit on liberalised
terms, allotments of factory sheds/plots in industrial estates/industrial areas, supply of
machinery on hire purchase terms through the National Small Industries Corporation
(NSIC), and participation in Government Store Purchase Programme. In addition to the
previously mentioned, small scale industries are allocated indigenous raw materials from
the quota allocated to state level agencies and the central government has reserved many
items for exclusive manufacture in the small scale sector.?

A policy package for the small, tiny, and village industries was announced in August
1991, with the primary objective of imparting more vitality and growth impetus to this
sector. The ceiling of investment in the case of Tiny enterprises was raised to Rs. 5
lakhs, location restrictions on setting of these enterprises were removed and the scope
was enlarged to include all industry-related enterprises. Equity participation not
exceeding 24 per cent by other industrial underiakings, including that of foreign
collaborations, is encouraged to promote modernisation and technological improvements.

{a) Small Scale Industries: Statistical Summary

The performance of the small-scale sector experienced a decelerated growth
rate during 1990-91. The number of small-scale units increased by 6.2 per
cent to 19.40 lakh in 1990-91 from 18.26 lakh in 1989-90. The estimated
value of production of goods and services is Rs. 1,57,550 crore (at current
prices) in 1990-91; a 19.1 per cent increase over the previous year. The level
of employment in this sector increased by 5.5 per cent to 12.6 million persons
in 1990-21 (refer to Table 5-11).

Exports increased during 1990-91 to Rs. 9,100; a 19.7 increase over the
previous year. The data for 1989-90 indicate the share of total exports was
27.55 per cent in 1989-90, compared to 27.05 per cent in 1988-89. Non-
traditional items such as leather products, marine products, ready-made
garments, etc., accounted for 95.2 per cent of the total exports from the small-

ITechnical Consultancy Services Organisation of Karnataka. A Guide to Entrepreneurs. 1992, page 53-
54. Directorate of Indusiries and Commerce. The Government of Karnataka.

2Note; There are at least 838 items reserved for the smalt scale sector and can be found listed in
Annexure-1 of the A Guide io Entrepreneurs, page 179. Technical Consultancy Services Organisation of
Karnataka. 1992
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scale sector (aboui Rs. 7,258.4 crore in 1989-90).

However, traditional

products exports dropped from 5.7 per cent in 1988-89, to 4.8 per cent in

1989-90, as a share of the SSI sector's total exports,

Table 5-11  Small-Scale Sector
Ttem 1987-88 1988-89 1989-50 1990-91
Number of Units (100,000} 15.83 17.12 18.26 19.40
8.1 (+6.7) {(+6.2)
Production
(Rs Crore 1984-85 prices)
Target 66,630 73,125 80,220 N.A.
Achievement 72,880 82,400 92,080(P) N.A.
+13.1) +11.7)
Preduction 87,300 1,06,400 1,32,320 1,571,550
(Rs, Crore ai current prices) (+21.9) (+24.4) (+19.1)
Exports (Rs Crore) 4,372.96 (R) 5,489.63 (R) 7162574 (F) 2.,100.00 (E)
(+25.5) (+33.9) (+19.3}
Employment {in Lakhs) 107 113 119.60 126.20
(+5.6) {+5.8) {(+5.5)

R = revised; P = provisional; E = estimate; N.A. = Not available.

Note: 1. Figures in brackels indicate percentage change over preceding year.
Note: 2. Data pertain to modern SSI scctor only; i.e., exclusive of tiny units such as Coir, Khadi, etc.
Source: Ofiice of the Commissioner, Small-Scale Industries, Ministry of Indusiry. Table is from the Report on Currency and Finance:
19090-91, Volume 1. Economic Review. Page 67. Division of Reports, Revicws, and Publications, Deparlment of Economic Analysis
and Pelicy for the Reserve Bank of India. Bombay.

(b) The Eighth Plan's SS1 Sector Goals

The Eighth Plan's stated goal is to achieve a naticnal growth rate of 5.6 per

cent. The Plan also calls for the manufacturing sector and exports to be set at

7.3 per cent and 13.6 per cent, respectively. While there was not a specific

growth rate stated for small scale industries, it is generally believed the growth

rate is higher than for the manufacturing sector, but remains below the

Seventh Plan's stated goals.

The central government siates that the public sector will become more

selective in the future with regard to making investments in the small

enterprises and village indusirics, and rely instead on private initiatives and

entrepreneurship.3

3Government of India. Planning Commission. The Eight Five Year Plan. 1992-27. Volume II. page 132-

133
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(c) Eighth Plan's Observations and Recommendations for the SSI Sector

The Planning Commission has observed that the SSI sector has financial
problems that can only be resolved through the establishment and expansion
of credit resources. - In 1991, commercial banks provided about 18 per cent of
the financial resources going to the SSI sector, However, deregulation of the
banking indusiry is expect.ed to have an adverse cffect on the availability of

ioans to small scale companies,

To remedy the funding shortages, the Eighth Plan calls for increased
participation by lending institutions, strengthening the Small Industries
Development Bank of India (SIDBI), and the National Bank for Agriculture
and Rural Development (NABARD). It is believed that receni initiatives in
the form of sanctions of composite loans under a Single Window concept,
concessional loans to State Corporations for infrastructure development, and
the provision of factoring services will help to provide stimulus to the small

scale enterprises.?

The Plan recognizes that the SSI sector lacks adequate technology, raw
materials, marketing assistance, inequitable competition between states for
investment in the form of tax concessions and other financial incentives,
adverse labour laws, and the need to simplify regulations and laws governing

-the sector's industries.

4Departmem of Economic Analysis and Policy for the Reserve Bank of India. Division of Reports,

Reviews, and Publications. Report on Currency and Finance: 19090-91, Volume 1. Economic Review,
Page 67-68. Bombay, India.
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52 Exports and Imports Performance
5.2.1  Import Trends

The composition of India’s primary imports is illustrated in Figure 5-4. Petroleum crude
oil and oil products occupy about 25 per cent of total imports, followed by capital goods
(24 per cent), manufactured goods (19 per cent), and chemicals (13 per cent).
Subsequently, the industrial products comprise about 60 per cent of all imports to the
cou'ntry.

Import Amount

Rs. 431,710
‘million

Capital Goods
(24.1%)

Source; Handbook of Industrial Statistics 1992

Figure 5-4 Composition of India's Primary Imports (1990/91)

The import trends for primary goods (top 10 items except mineral fuels and petroleum
oils) are illustrated in Figure 5-5. The import amounts were examined for a 10 year
period and indicated that "machinery other than electrical”, made up about 10 per cent,
pearls, precious and semi-precious stones comprised 8.6 per cent, capital goods at 5.4 per
cent, and others at less than 5 per cent of total imports.

For the period discussed, nominal growth rates and prominent imports are:

Precious and semi-precious stones increased 8.9 times
organic and inorganic chemicals : increased 6.9 times
electrical machinery, appliances : increased 6.1 times
scientific, professional equipment : increased 6.1 times
machinery other than electrical : increased 4.1 times
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Souwrce; Handbook of Industrial Statistics 1992
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Table 5-12  India's Import of Principal Commodities
{Rs.10 miflion)
Commoditics/Year 1980-81  1984-8§5 1985-86 1986-87 1087-88 1988-89 1989-99 1090-9
{April-March) (P} (P}
1 2 3 4 5 6 7 8 9

Food and Live animals chiefty for food 380 734 878 750 865 1493 - -
of which

Cereals and cereal preparations 100 242 10 87 66 714 3178 151
of which

(i) Wheat 77 130 61 44 9 434 21 24
(ii) Rice 4 90 14 2 2 231 283 39
pulses 30 101 189 234 275 385 228 473
Cashew nuis, raw 9 39 24 71 64 61 11 132
Spices 13 30 24 33 12 45 - -
Beverages and tobacco 1 2 4 3 6 9 - -
Crude materials, inedible, except fucls 565 1123 1502 1625 1861 2313 - -
of which
Crude rubber(inctuding cutling and 32 87 101 107 120 173 172 226
waste)
Cotton neg. i3 neg. 27 128 - - -
Jute raw (includint cutting and waste) 2 36 6 3 4 7 - -
Wool raw and other animal hair .51 82 103 88 147 176 172 180
Man-made fibers and waste of man- 67 33 21 6 7 8 - -
made fibers

Synthetic fbers suitable for spinning 29 27 48 53 33 29 69 59
Puip and waste paper 18 176 245 244 239 260 304 454
Metaliferrous ores and metal scrap 116 185 363 472 442 690 883 1209
Crude fertilizers and crude mincrals 208 414 466 421 223 315 702 788
Mineral fuels, lubricants and related 5,293 5,464 5,213 3,029 4,285 4,810 6,835 1,1600
maierials

of which

Petroteum oils, crude oif obtained from 3,349 3,430 3,687 2,120 3,036 1,808 6,274  1,0820
bilwninous minerals

Petrofeum products refined 1,914 1,979 1,302 691 1,007 1,549 - -
Coal, coke and briguettes 27 49 224 218 219 420 561 780
Animal and Vegetable Oils, Fais and 709 1,008 770 656 970 750 - -
Waxes

of which

VYegetable oils fixed {edible cils} 683 950 749 634 969 730 211 322
Chemicals and Related Producis n.e.s. 1,325 2,431 2,873 2,637 2,334 3,744 4,999 5,431
of which

Organic and inorganic chemicals 358 857 1,089 1,145 1,082 1,996 2,135 2,472
Dyeing, tanning and coloring materials 21 41 56 66 89 92 146 168
Medicinal and pharmacentical prodects 85 137 177 214 168 236 272 325
Fertilizers manufactored 652 1,007 1,053 576 188 493 1,228 1,091
Manuvfactured Good Classifted Chiefly 2,153 2,820 3,580 4,148 4,642 7,131 - -
by Material

of which

Pearls, precicus and semi-precious 417 1,032 1,100 1,489 2,018 3,176 4,242 3,132
stones

Paper, paperboard and articles of paper 187 195 226 217 270 303 358 463
putp of paper or of paper board

(i) News print 181 141 130 121 185 208 224 283
Textile yam and thread 50 72 106 . 86 L2 176 349 449
Tron and steel 852 941 1,395 1,556 1,320 1,933 2,305 2,210
non-ferrous metals 477 412 542 517 639 176 1,253 1109
Capital Goods 1.910 3,168 4,285 6,488 6,566 6,956 8,831 10,416
of which .

Metal manufactures, n.e.s. 39 141 201 209 161 193 AR 371
machinery other than electrical 1,064 1,995 2,705 2,849 2,826 2,872 3,532 4,324
Electrical machinery, apparatus and 284 663 81l 1,212 1,093 1,563 1,922 1,741
appliances

Project goods @@ 1,414 1,726 1,575 1,380 2,342
Transport equipment 472 369 569 804 760 753 1,526 1,638
(i) Railway vehicles 46 32 34 42 79 100 - -
Miscellaneous Manufactured Articles 212 367 501 672 715 1029 - -
of which

Professional, scientific and controlling 176 287 379 512 500 679 886 1082
instruments,
photographic and optical goods ‘ .
Total Imports 12,549 17,134 19,658 20,096 22,244 28,235 35416 43,171
P: Provisional
@: Inctade commodities and trznsaction not classified elsewhere and hence commodity-wise data do no add vp 1o the {otal.

@@: Prior 10 1986-87 classified in machinery

Sounrce: DGCI& S,
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The source of imports was investigated. The Asia/Pacific region countries, (e.g., Japan
and Singapore) repreéellted about 44 per cent of total imports to India. 'Emopean
countries (e.g., Germany and the U.K.) comprised about 38 per cent. Import amounts
examined from individual countries revealed that the United States Iﬁade up the largest
share {about 10 per cent of all impoﬂs originating from the U.S.), as well as relatively
high imports originating in Saudi Arabia and the United Arab Emirate. '

52.2 Export Trends

The composition of primary exporis from India is illustrated in Figure 5-6, and an
examination of export items and amounts for 10 year period is shown in Figure 5-7.
Figure 5-6, the Composition of Export Goods, suggests that manufactured goods
comprise about 30 per'cent of all exports from the country, followed by food items (14
per cent), other manufactured goods (13 per cent), and transportation equipment (12,2 per
cent). Industrial products as a group have a 56 per cent share of all exports.

A closer examination of export products reveals that industrial product exports are
essentially made up of precious and semi-precious stones (16 per cent), leather and
leather manufacturing (08 per cent), cotton yarn and fabric (06 per cent), and all others .
(03 per cent). (refer to Figure 5-7).

As a share of the world market's exports, India makes up about 21 per cent of the tea
export market, 12 per cent of the leather and leather goods manufacturing export market,
and 9.6 per cent of the precious and semi-precious stones export market (althongh
precious and semi-precious stones ranks first as an export item).

Export destinations by region for 1991-92 were examined and revealed that about 40 per
cent of India's total exports are to Europe, 26 per cent to Asian countries, and 17 per cent
to the North American continent. By country, the former Soviet Republics in the past
were the primary purchasers of India's export products. Currently, the United States
ranks first as the purchaéer of Indian exports followed by Japan.
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Export Amount

Rs. 325,270

Source: Handbook of Industrial Statistics 1992

Figure 5-6  Composiiion of India's Primary Exports (1990/91)
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Table 5-13  India's Exports of Principal Commodities
{Rs.10 million}

Commodities/Year 1980-81 1984-85 '1985-86 1086-87 1987-88 1988-80 1989 1990-

(April-March) . 99(P) 21(p)
1 2 3 4 5 6 7 8 9

Food and Live animals chiel‘l} for food 1,708 2,443 2,509 2,782 2.909 3,105 3,912 4,511
of which:

(a) Marine producis ‘ . 217 396 420 . 539 533 629 687 960
(b) Vegetables and fruits 220 363 403 525 445 453 576 664
(i} Cashew Kemels (inchencl) 140 180 225 328 313 276 368 447

- (i) Others ) 80 183 L78 197 132 177 208 217

(c) Coffee & coffee substituies 214 210 265 297 251 279 343 253
{d) Tea & mate 426 iy 626 EYNi 549 603 905 1,075
‘{e) Spices i1 207 278 279 313 250 247 233

(i) Pepper (black) 38 59 181 199 251 161 - -
(N Oil cakes 125 137 134 190 182 374 546 625
(g) Sugar, Sugar preparations and 41 36 17 2 12 10 32 37
honey
Beverages and iobacco 141 179 171 187 137 - 134 175 263
of which: .

{a) Tobacco, unmanufaciured; tobacco 124 - 151 137 145 108 100 143 263
refuse
Crude materials, inedible, except fuels 814 1.002 1.119 1,186 1,199 1,294 - 19490
of which:

(a) Cotion - : : 177 63 70 209 ©HIO 21 128 855
(b)Mica - 19 24 26 24 23 29 30 35

{c) Iron ore and concetitrate * 303 459 579 547 554 673 928 1,050

(d) Mangancse ore and concenirale 13 24 20 9 8 15 - -
Minerais fuels, lubricants and related 28 1,823 655 418 657 518 713 938
materials
of which:

{a} petroleum oils, curried - 1,563 135 B . - - -

(b) Petroleum products, refined 25 255 510 411 649 505 697 938
Animal and wvegetable oils, fais and 19 59 49 32 21 14 - -
Waxes
of which:

{a) Fixed vegetable oils and fats 15 55 47 30 20 it - -
Chemicals and related products, n.e.s 235 433 394 486 839 1,259 (a)1,997 (a)2,330
of which:

" (a) Dying, tanning and celoring 51 80 75 121 193 251 - 350
materials

(b} Medicinal and pharmaceutical 67 234 158 161 305 508 - 829
products . .
(c¢) Essential oils and perfume 74 73 67 78 98 169 - -

materials; toilet, polishing and’
cleansing preparations

Manufactured foods classified chiefly 2,320 3,609 3,711 4,531 6,181 9,242 - 10,129
by material '
of which:

(a) Leather, leather manufaciures, ne.s 137 627 647 731 847 1,522 (b)1.951 (b)2,554
and dressed foreskins
“(b} Cotton yarn, fabric, made-ups, etc. 429 620 574 637 1,131 1,134 1,480 2,065

(c) Jute manufactures (incl. twist and 330 341 262 244 241 235 208 300
yarn)

(d) Pearls, precious and semi-precious 602 1,153 1,412 1,995 2,526 4,223 (€)5,296 {c)5.210
stones: unworked or worked :

(¢} Manufactures of metal, ne.s 186 199 152 165 301 510 - -

(f) Iron and steel 70 76 56 56 75 206 - -
Machinery and transport equipment 526 663 704 836 1,014 1,437 (b)3.222 (d)3,977
of which: :

(a) Machinery other than electrical 215 335 358 426 479 710 - -

(b} Electrical machinery, apparatus and 114 138 159 208 276 362 - -

-appliances .

{c) Transport equipment 196 190 187 201 259 365 - -
Miscellaneous manufectured articles 87 1,455 1,566 1,955 2,696 3,190 - 4,479
of which: .

(a) Articles of apparel and clothing 566 085 1,108 1,406 1,820 2,102 3,224 4,042
accessories ‘

(b) works of art, collectors’ pieces and 119 165 147 188 250 323 (c)a03 ()29
antigues .

Commodities and transactions not . 52 28 17 39 21 39 - -
classified elsewhere
Total Exports 6,711 11,74 10,895 12,452 15,674 20,232 27,681 32,527
" Note: In columns 8 & 9, (a) relates to basic chemicals and allied products (b} relates to leather and leather manufactures 9c0 relates to gems jeweled (30 relates 10
engineering goods end (e) relates to handierafts.
3 Provisional. also sce 'Notes on the Statements’
Scurce: DGCL &S .
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53 Indusirial Development Assistance Organisations

There are many national and state level organisations and associations that assist
industrial development in India A summary of business organisations and associations
that primeirily assist entrepreneurs (domestic and foreign) is provided in Appendix IV.

53.1 Investment Promotion Organisations and Associations: National and
Regional Bodies '

The central government provides investment assistan_cé and guidﬁnce to foreign investors
through the Indian Investment Centre (IIC), under the guidance and funding of the
Ministry of Finance. Utilising the country's overseas diplomatic missions, IIC designated
officers act as investment promoters for foreign collaborators secking financial and
technical joint venture partners. | State governments provide similar services through

industrial dévelopment organisations and state corporations.
(1) The Indian Investment Centre

The IIC acts as a nodal agency for promoting investment in India by Non Resident
Indians (NRIs), Persons of Indian Origin, and Overseas Corporate Bodies with NRI
holdings as well as providing liaison/escort services. The IIC is represented on the
State Level Review Committees which monitor the implementation of projects and
again acts as laison between state and central government officials.

(a) The governing body of IIC is comprised as follows:

Chairman: Secretary, Department of Economic Affairs
Members: Secretary External Affairs
Secretary Industrial Development
Secretary Commerce

Secretary-cum-Director General Techmcai Development
Chairman, Ceniral Board of Direct Taxes

Executive Director, 1IC

Joint Secretary (Investients}, Ministry of Finance
Controller, Exchange Control Department, Reserve
Bank of India

Chairman, State Bank of India

President, Federatlon of Indian (',hambers of Commerce
and Industry

President, Associated Chambers of Commerce and
Industry of India
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(b) Further Details

According to the IIC Delhi office, when foreign companies seek joint venture
partners, the TIIC = will contact regional or state-level support
organisations/associations and solicit applications from domestic companies.
After having received details regarding a company's financial status, number
of employees, etc., the IIC will provide a preliminary screening to ensure the
company is able to meet the financial requirements (obtain the necessary
loans) of the prospective foreign collaborator.

IIC's organisational flowchart.

Ministry of Finance

N
Secretary of Finance
Chairman 1IC

Executive Director 1IC
Additional Secretary,

Government of India

{ i 1 1 I ! 1
1iC Advisors IIC Advisors

(2) The Confederation of Indian Industry

The Confederation of Indian Industry (CII) is considered an apex organisation that
provides services on a national and regional level for domestic manufacturers and
foreign collaborations. CII operates through a federal structure: the National
Council, Regional Councils, States and Zoned Councils. '

(2)

CII has approximately 2,600 member companies that represent small,
medium, and large manufacturers in the public and private sectors, CII
members represent a total capital investment of US. $ 21,000 million and

employs more than 2 million people.
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(b) Primary funding for CII's operations are generated from the Trade Fair
Department which promotes industrial sector trade fairs and the Indian
Engineering Trade Fair. Other funding is derived from membership fees.

(c) ClI provides the following guidance services

* Consumer affairs * International Affairs * Trade Fairs

* Customs/Excise * Energy *Economic Policy
* Electronics/Software  * Export-Import * Infrastructure

* Government Policies and Procedures * Industrial Policy
* Quality Control * Raw Materials * Taxation

* R&D Development * Finance * Trade Fairs

* Transportation * Telecommunications * Technology

{d) Additional Observations

Based on interviews -with CII personnel, the organisation has state-level
chairmen for investigating member complaints/problems related to state
government policies, central government policies, and vendors. Following an
investigation, the chairman reports to the central office in Delhi. Although
CH has no authority to bring about punitive action, the organisation will
schedule meetings between concerned parties and act as an arbiter of those
meetings.

(3) The Federation of Indian Chambers of Commerce and Industry (FICCI)

A voluntary organisation registered under the Companies Act as a non-profit
organisation, FICCI participates on at least 100 central government and private
business advisory bodies. The association provides workshops, conferences, and
seminars with the business community to build consensus regarding central and

state government industrial policies.

FICCI publishes various pamphlets, news letters, economic journals and public
relations materials to keep members informed of developing business-related issues
and regulations. Trade delegations, joint business councils, and networking with
international business organisations are key benefits offered to the merabers. Also,
FICCI was a founding member of the Confederation of Asia-Pacific Chambers of
Commerce and Industry. ‘Through its associate, the All India Organisation of
Employers, FICCI participates in activities related to international labour and
international employers' needs.
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(4) The PHD Chamber of Commetce and Industry

The PHD Chamber of Commerce and Industry (PHDCCI) is responsible for six
northern siates and two union territories: Punjab, Haryana, Uttar Pradesh, Himachal
Pradesh, Rajasthan, Jamimu and Kashmir, Delhi, and Chandigarh. The organisation
represents 20 secretarial affiliates including four bi-national Chambers of

Commerce and Indusltry (Indo-American, Indo-French, Indo-Tialian, Indo-Polish),

and is represented on at last 140 advisory/consultaﬁve bodies of the central and state

ZOVErmments.

(a)

(b)

3.3.2

PHDCCI provides the following services to domestic members and foreign
collaborations: Advisory, legislative updates, industrial relations, counseling,
export documentation (authorised by the central governmeni to issue
certificates of origin certify commercial invoices, and recommend issuance of
business visas to business people), energy audits, investment guides,
commercial training programs, and computer consultancy for conducting
feasibility studies. '

Additionat Observations

PHDCCI receives funding through membership dues. Regarding control of
association members, a PHDCCI employee occupies the role of senior
executive of association members and a PHDCCI auditor annually reviews the
association's activities as well as the actions of PHDCCI employees in the role

of senior executive.

Indusirial Finance Organisations

National and state-level industrial finance organisations are available to promote and
turther industrial development in India. The Reserve Bank of India (RBI]) is the country's
apex financial body responsible for supervising all financial organisations. The Industrial
Development Bank of India (IDBI) and the Industrial Credit and Investment Credit
Corporation of India Ltd., (ICICI) are the two national level financial bodies that provide
funds for about 45 per cent of all approved loans (the IDBI has a 30 per cent share of
those loans; the ICIC has a 15 per cent share of the total ).
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The financing of business undertakings in India, generally takes the form of a
consortium. Thus, a consortium allows financial bodies to distribute the risk and purports
to prevent any one financial enterprise from receiving discriminatory profits. Financial
arrangements generally require that national-level financial organisations are responsible
for about 85 per cent of a business’s needs, with state-level organisations funding about
15 per cent of the total loan amount. Business loans increased about 23 per cent in 1990-
91 from loans made in preceding years. (Refer to Table 5-14.)
(1) National level Financial Organisations
(a) Industrial Development Organisations
i)  Industrial Development Bank of India (IDBI)
it}  Industrial Finance Corp. of India (IFCI)
iii} Industrial Credit and Investment Corp. of India Lid. (ICICI)
‘iv)  Small Industries. Development Bank of India (SIDBI)
v)  Shipping Credit and Invesiment Company of India Ltd. (SCICI)
vi) Tourism Finance Corporation of India Ltd. (TFCI)
(b) Investment Organisations
i) Unit Trust of India (UTI)
ii)  Life Insurance Corp. of India (LIC)
iii) General Insurance Corp. of India (GIC)

(c) Others

i)  Industrial Reconstruction Bank of India (IRBI)
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(2) State level Financial Organisations

(a) State Financial Corporations (SFCs)

(b) State Industrial Development Corporations (SIDCs)

Table 5-14  Assistance by All Financial Institutions
(in Rs 10 million)
Institutions Percentage Change in
1999 -- 1991 1990-91 over 1989-90
Sanctions Dishitrsements Sanctions Disbursements
@ All India Development
Banks
16,191.6 9,603,2 +24.5 +29.5
@@ (14,035.3) (8,329.8) (+25.6) _ {(429.4)
@ IDBI 6,450.0 4,016.0 +21.0 +28.3
@@ (5,569.9) (3,483.8) {(+19.4) (+23.4)
IFCI 2,965.1 1,574.9 +29.2 +40.4
1ICICI 3,861.1 1,967.6 +35.4 +45.0
SIDBI 2,408.8 1,838.5 +15.5 +17.0
@@ (1,222.6) (1,097.3) {(+23.9) (+22.4)
TFCI 85.0 39.2 +61.0 +206.3
SCICI 331.6 167.0 +3.2 -26.0
Investment Institutions
3,078.2 2,106.5 +46,8 +22.8
UTI 2,077.2 1,532.7 +58.9 +41.8
- LIC 688.1 4274 +19.0 -6.1
GIC and its subsidiaries .
312.9 146.4 +48.2 -18.5
Other Institutions
234.7 153.9 +60.1 49,1
IRBI 2347 153.9 +60.1 +9.1
@ Total Assistance by
All-India Financial
Institutions 19,414.5 11,863.6 +21.9 +27.9
State Level Financiai )
Institutions 2,568.9 1,778.9 +15.0 +2.3
SKECs 1,870.1 1,260.1 +21.2 +5.9
SIDCs 698.8 518.8 +1.2 -5.6
Totial All Assistance 19,9171 12,369.1 +27.3 +23.3

Notes: @ denotes data are net of inter-institutional (all-India) flows.
@@ denotes data are net of inter-institutional (all-India and State-level) flows.
Source: Report on Currency and Finance: 1990-1991.




5.3.3  Special Trade Corporations

The primary trading corporations designated by the import canalization system were
described in Chapter 3, section 3.2.1 A brief description of these organisations follows.

(1) The State Trading Corporation of India (STC)

Responsible for canalized and non-canalized items; export turnover for 1990-91
was approximately Rs. 3.69 billion. Canalized items are processed primary
products such as sugar, oil, alcohol, jute, et cetera. Non-canalized items are coffee,
tobacco, pharmaceuticals, leather goods, garments, et cetera.

The import turnover for 1990-91 was approximately Rs. 13.32 billion, the majority
of which are canalized items such as vegetable oils, sugar, natural rubber, news
print, and pharmaceuticals.

(2) The Minerals and Metals Trading Corporation (MMTC)
Export turnover in 1990-91 was approximately Rs. 13.25 billion, of which
canalized items were iron ore, manganese ore and coal. Non-canalized items were
diamonds, gems, jewelry, and project equipment.
Import turnover in 1990-91 was approximately Rs. 42.66 billion, with canalized
items such as non-ferrous metals, iron and steel, fertilizers, et cetera. Imports
handled by STC and MMTC comprise 10 per cent of all imports to India.

(3) The Cashew Corporation of India (CCI)
The CCT was established in 1970 for the importing of cashews promotion of export
oriented industry of cashews industry in India, and is a 100 per cent subsidiary of
STC. Presently, the CCI primarily exporis cashews.

(4) The Tea Trading Corporation of India, Ltd. (TTCI)

Established in 1971, the TTCI promotes tea exports and is a subsidiary of the STC.
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(5) The Mica Trading Corporation of India, Ltd. (MITCO)

54

MITCO was established in 1974 to promote exports of processed mica and mica
scrap. However, exports of processed mica were decanalised at present, and those
of mica scrap were canalised through MITCO.

Indusirial Infrastructure

Industrial infrastructure include all necessary infrastructure for production activities such
as transportation, telecommunications, power supply, industrial water supply, et cetera.
However, such conditions are different among the states and r_ég_i'ons as India is a vast
country. Therefore, India's industrial estates, export processing zones, and export

oriented units will be reviewed in this section,

54.1

Export Processing Zones (EPZ)

(1) Objectives and Background

(a) Export Processing Zone

General

Export Processing Zones (EPZ) have emerged as effective instruments to
boost exports of manufactured products, especially in developing countries.
The Zones, set up as enclaves separated from the Domestic Tariff Area by
physical barriers, are intended to provide an inter'nationally competitive duty
free environment for export production at low costs. This enables the
products to be internationally competitive in terms of quality and pricing.

The first EPZ was established at Kandla in 1965, followed by the Santa Cruz
Electronics Export Processing Zone in 1973. Four others are at FALTA ,
Noida, Madras, and Cochin. All these except SEEPZ, are multi-product zones
where a variety of export products can be manufactured and exported. SEEPZ
is the Electronics Export Processing Zone (SEEPZ) at Santacruz, Bombay.

In 1989, the government decided to set up an EPZ in Visakhpatam and began

construction, Currently, the project is nearing completion. (Refer to Table 5-
15). Also, the EPZ(s) in India are shown in Figure 5-9.
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Table5-15  EPZ in India

Name of EPZ Establishment Total Land Transport or Location
Year Area (ha) |
1. Kandla 1965 284 10 km from Kand!a port
2. Santacruz 1975 41 6 km from Bombay air port
30 km from Bombay port
3. Cochin 1984 41 20 km from Cochin air port
20 km from Cochin port
4, Madras 1984 40 8 km from Madras air port
24 km from Madras port
5. Falta 1984 113 80 km from Calcutta air port
_ 55 km from Calcatta port
6. Noida . 1984 36 30 km from Delhi air port
7. Vishkapatnam 1989 148 7 km from Vishkapatnam air port
(b) EPZ Export Performance

Considering the deterioration in the performance of exports during 1990-91,
the six EPZs demonstrated a lower rate of increase than in 1989-90. During
1990-91, exports from the six EPZs increased by 33.1 per cent (Rs. 9.82
billion) compared with a growth rate of 43.0 per cent in 1989-90, and 55.6 per
cent in 1988-89 (refer to Table 5-16). The share of exports from the EPZs in
India’s total exports improved marginally (2.7 per cent in 1989-90, to 3.0 per
cent in 1990-91) due 10 a larger drop in total export growth.

Exports from the four newest zones, Madras, Falta, NOIDA, and Cochin
(established in 1984), increased by 25.3 per cent to Rs. 13.64 billion compared
to Rs. 10.89 biilion in 1989-90, and accounted for 11.3 per cent of the total
incremental exports from all the EPZs, indicating slow progress for the new
zones. A new zone was sanctioned in Vishakhapatnam in March 1989, and is
under implementation. The number of units operating in the zones declined
from 369 in 1989-90, to 339 in 1990-91. (Refer to Table 5-16).
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Table 516  Performance of Free Trade Zones
: _ {Rs, Crore)
ZONE EXPORTS No, of Units
(33190
1988-89 1989-90 1990-91
Kandla FTZ 271.0 338.3 456.6 101
(52.5) | (45.9) (46.5) (29.8)
SEEPZ 185.2 290.4 389.0 101
(35.9) (39.4) (39.6) (29.8)
Madras EPZ 24.0 29.6 61.3 50
4.7} 4.0) | (6.2) (14.7)
NOIDA EPZ 21.3 51.9 447 55
4.1) (7.0) (4.6) (16.2)
Falta EPZ 8.1 164 25.0 9
o . (1.6) (2.2) (2.0) 2.7
Cochin EPZ 6.2 1.0 5.4 23
(1.2) {1.5) {0.5) {6.8)
Total 5158 737.6 982.0 339
(100) (100) (100) (100}
Percentage Variation

over previous year +55.6 +43.0 33.1 -8.1

Note: Figures in brackets represent percentage share of total.
Source: Office of the respective Development Commissioner.

{2) Current Observations of Selected EPZ(s) Surveyed by the Study Team

(2) NOIDA EPZ

The Noida Export Processing Zone (NEPZ) was established in 1984.
Infrastructure facilities that were envisaged in Phase-I were completed, and
the Zone became operational in 1986-87. In view of the encouraging
entrepreneurial response. evoked by the Zone, Phase-II has began for
development. The NEPZ is spurring development in Uttar Pradesh, and in
hearby states as exports of a wide variety of items like sofiware, garments,
woolen knitwear, shoe uppers, fasteners, jewelry, video cassettes, and apple

juice, are involved.

NOIDA is the only inland export processing zone. In the first phase,
acquisition and development of an area of nearly 33 ha. was envisaged. It was
indicated that exports worth Rs. 500 million a year would take place when it

became fully operational,

- A company may lease one or more plots according to its requirements. The
‘plot sizes vary between 1,500 sq.m. to 4,000 sq.m. and can be leased for a

period of 30 years.
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The built-up space offered in the standard area ranges from 500 sq.m. to 830
sq. m. Priorities for supply of cement and steel and other construction
materials are easily available through efforts of the Zone administration,

Based on data for December 3, 1992, provided by the NEPZ, 273 projects
were approved from a total of 409 applications and 202 projects are under
appraisal. However, 71 projects had withdrawn or were canceled. Presently,
90 units are operating,' and 37 units are under construction (refer to Table 5-
7.

The number of foreign collaborations associated with technical ﬁrojects is 48,
financial collaboration projects are 70, and 132 projects are in the area of
marketing. Total investment amount for approved projects is Rs. 3,092.10
million. Annual export amounts for approved projects is estimated at Rs.

9,500 million.

Table 5-17 NOIDA Export Processing Zone: Application Distribution

13{;_ Products No. Recd. | Approved With?rawn :; egf:::& Pr{(j)f(lii;f:tiil:m
Canceled
1 | Textile/Garments 70 45 12 33 16
2 | Electronics (Hardware) 72 37 i 26 11
3 | Electronics {Software) 39 25 5 20 i2
4 | Enginecring 57 40 i5 25 13
5 Pharmaceutical/Chemical/Drugs 11 10 5 5 7
6 | Leather Products 23 15 6 9 3
7 Gem/Jewelry | 71 63 6 57 22
8 | Agro Products 8 1 0 i -
9 | Plastic/Rubber/Synthetics 22 16 5 11 -
10 | Miscellancous 36 21 6 15 6
Total 409 273 71 202 90
Source: NEPZ.

(b) Santacruz Electronics EPZ (SEEPZ)

The Santacruz Electronics Expori Processing Zone was_.es',tablished in
September 1974, with about 41 ha. of land from the State Government of
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Maharashtra in the Marol Industrial Area, Bombay. The Zone was initially
planned excluéivcly for 100 per cent export production of electronics and
during 1986-87, the government decided to create in the SEEPZ a Gem and
Jewelry complex.

The Zone offers plots to entrepreneurs to construct factory buildings
according to individual designs and offers ready-built space in the standard
design factory buildings constructed by the Government,

In the beginning of operations, SEEPZ. had five factories. Currently, that
number has grown to 99 electronics and 26 jewelry factories, employing
12,000 workers. Export amounts in 1992-93 (upto February 15, 1993) were
Rs. 6,257.50 million. As a percentage of total exports from SEEPZ,
electronics and jewelry items made up 47.1 per cent and 52.9 per cent,
respectively (Refer to Table 5-18).

As a share of the total export amounts for all of India, SEEPZ electronics

exports totaled 25 per cent, and jewelry amounted to 22 per cent. -Of the 125
on-going projects at SEEPZ, 61 are foreign collaboration enterprises.

Table 5-18 Details of Production in SEEPZ

Per cent Durin
Category 87-88 88-89 89-90 90-91 91-92

Electronics: _
a} Computer, computer sub- 61 57 62 58 58

assemblies & peripherals, etc. _
b) Other electronics components 18 12 13 15 11
¢} Consumer electronics 9 20 10 12

components
d) Computer software 11 10 14 14 21
e} Instruments & communication 1 1 1 1 1

equipment
Gem & Jewelry:
Biamonds - 57 41 38 23
Jewelry - 43 59 62 77

Source: SEEFZ.

(c)

Madras EPZ

The Madras EPZ is one of the four zones established in 1984,
Total land area is 106 hectare.

Phase-I : 40 ha was developed, and in

Phase-II : 66 ha is being developed in two stages.
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The MEPZ factory area is 64 ha (approximately 60% of total allocated land).
There are 78 working units, and another 10 are under construction,

(d) Vishakhapatnam EPZ
The government has decided to set up an export processing zone in
Vishakhapatnam. The basic internal infrastruciure of the first phase of the
Zone's development is likely to be completed in the current fiscal year, subject
to availability of funds. In 1993, this project is nearing completion.

(3) Management and Operation Characteristics for Export Processing Zones

EPZs are managed by the development commissioner and operational divisions
under the Ministry of Commerce.

(a) Organisation Chart of NOIDA EPZ

Board of Approvals in Ministry of Commerce

Development Commissioner

NOIDA EPZ
Joint Development Commissioner Dy, Development Commissioner
Board of Approvals consists of’

1. Additional SECRETARY, Ministry of Commerce, - Chairman
Government of India

2. All Development Commissioners, Members
Export Processing Zones

3. Nominees of Ministry of Finance Members

4. Nominees of Dept. of Electronics Members

5. Nominees of Ministry of Textiles, Members
Government of India

6. Nominees of Director General, Members
Trade and Development

7. Nominees of Ministry of Industry, Members
Govemment of India

Source: NOIDA EPZ.
Note: Information obtained from retured questionnaire submitted to EPZ(s), dated 1/31/93.

Figure 5-10 Organisation Chart of Noida EPZ
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5.4.2

¢y

(2)

(3)

Export Oriented Units (EQU)
Objectives and Background

The Scheme for 100 per cent EOUs was introduced in 1980 with the objective of
generating production capacity for exports by providing an appropriate policy
framework, fiexibility of operations, and incentives. In order to operate
successfully in the international market, such units are allowed to import
machinery, raw materials, components, and consumables free of customs duties,
and if procured indigehously, a complete refund of excise duty is available, The
units must operate under customs bond and achieve the level of the value addition
fixed by the Board of Approval.

Current Conditions
At present, 193 units have reported commencement of production and the

cumulative exports from the 100 per cent EOUs by the end of March 1991,
amounted to about Rs. 3,230 million. Export performance during the last five years

is shown in Table 5-19,.

Table 5-19  Production Trend by EQUs

Year Rs. 10 million
1986-87 2%
1987-88 245
1988-89 460
1989-90 603
1990-91 640 (P)
1991-92 563 (P)

{upto Dec. 1991)
(P): provisional
Source: Manual for 100% Export Units Free Trade and Export Processing Zones.

Incentives

According to the industrial policy and export-import control scheme, EPZs and
EOUs have special incentive and concessions as listed below:
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(a)

(b)

(©)

(d)

(e)

®

(g)

(h)

@

k)

M

{(m)

Proposals fulfilling certain conditions are granted automatic approvals within
15 days. In other cases, approvals are granted by the Board of Approvals
within 45 days.

No import license is required for import of capital goods, raw materials,

consumables, et cetera.

Exemption from custom duty on capital goods, raw materials, consumable, et

cetera.

Exemption from payment of central excise duty on capital goods, raw
materials, etc., brought from the domestic tariff area.

(EPZ) 25/(EOU) 15 per cent of production depending on the indigenous
inputs used in the products is also permitted clearance for domestic sale at
confessional duty.

Foreign equity participation upto 100 per cent is permissible for EGU/EPZs.

Central sales tax paid on purchases from outside the state is reimbursed.

Exemption from restrictions, if any, under export control order on products
manufactured and exported from EPZ/EOUs.

Working capital management for packing credit facility for a period of 180
days in some cases, without production of firm export orders, or letters of

credit.

Remittance of profit and dividends earned by foreigﬁ investors are allowed

freely after payment of tax,
Facility to convert entire export earnings at market rates.
Priority release of telephone/telex connections.

The units in the EPZ/EQUs are eligible for the international price
reimbursement scheme for iron and steel items.
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(n)

{(0)

p)

54.3

Export from the EPZ/EQUs are exempt from the purview of compulsory
export inspection,

Units in the EPZs are offered a concessional lease rent on plots/sheds for a
maximum of three years linked to the commencement of production,

The EPZ/EOUs are exempied from payment of corporate income tax for a
block of five years in the first eight years of operation.

Industrial EStates

Promotion of Industrial Estates was provided a stimulus by the Government of
India towards the end of the first five-year plan period (1952-1957).

The objectives of the programme were:

(@)

(b)

(c)

to provide well-planned accommodations to small industries at suitable sites
with water, eleciricity, transport, banks, canteen, medical offices, and

commuriication facilities;

to bring a number of units together and thereby facilitate establishment of
common service centres, introduction of modern technology, collective
purchase of raw materials and sale of finished goods, and joint publicity, thus
enabling small entrepreneurs to avail of external services and counteracting to
some extent the disadvantages resulting from the smaliness of business sizes;

and

to enable the entrepreneurs the availability of goods and services, so as to

develop complementary and inter-dependent relations.

According to Kothari's Industrial Directory, 1990, there are 867 industrial estates
developed and additional industrial estates planned for development.  For
construction, management, and operation of industrial estates, the central and state

governments have separate functions.

The central government is primarily responsible to prepare several guidelines, to
study and adjust the development of industrial estates.
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The state government is responsible for site selections, development of regions,
factory sheds construction, and the development of infrastructure. To accomplish
this, the state government established the state industrial development corporation
as the executing agency.

The statewide distribution of industrial estates presented in Table 5:20 reveals that
the number of industrial estates is more in the states of Andhra Pradesh, Bihar,

Gujarat, Madhya Pradesh, Rajasthan, Uttar Pradesh and Maharashtra.

Table 5-20  Distribution of Industrial Estates

Name of Staie/Union Territorics Number
Andhra Pradesh 103
Assam 8
Bihar : 52
Chandigarh ‘ i
Dadra & Nagar Haveli 2
Daman & Diu 2
Dethi ' : 7
Goa 8
Gujarat 140
Haryana 12
Himachal Pradesh 8
Jammn & Kashmir : 20
Kamnataka : 67
Kerala 30
Madhya Pradesh _ _ 78
Maharashira 69
Manipur 1
Meghalaya ' ' 3
Mizoram 2
Nagaland 2
Orissa 13
Pondicherry 4
Punjab a0
Rajasthan 54
Tamil Nadu ' 47
" Tripura 5
Uttar Pradesh 86
West Bengal 8
Total : 867

Source: Kothari's Indusirial Directory of India, 1990.
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544 Induostriai Infrastructures: Issues and Constraints

EPZs were established in India to provide export stimulus to the export-oriented
producers. In order to do this, EPZs provided entrepreneurs with relatively well-
developed infrastructure and support services, especially tax incentives, road works,
telecommunications, et cetera.  Although, EPZs became identified with better
infrastructure, -and could offer export-oriented manufacturers benefits, EPZs did not
adequately develop infrastructure to meet producers’ nceds and were unable to directly
develop and nurture domestic industries.

Observing EPZs in India has revealed current p’roblems that could discourage investors,
as well as discourage the central government's attempts to tevitalize the country's
domestic industries. -

(1) EPZs: Effects and Consequences

EPZs contribute to the domestic economy in the form of lease payments for
infrastructure requirements (gas, water, sewerage, etc.), as well as in the form of
direct employment creation and salaries to workers. However, in terms of total
revenues generated, these payments have minimal impact on the country's domestic
economy as foreign exchange flows out of the country in terms of import purchases

and repatriation of profits,
(2) Domestic Industry Linkages

EPZ-based companies depend heavily on the importing of capital goods, raw
materials, parts and other business equipment needs. EPZ companies find that a
disproportionate amount of capital expenditures are linked to a company's exporth
products, Data indicate that about 80 per cent of a product's manufacturing sales
are derived frbm the costs associated with the import materials needed for the
production process. This indicates that EPZ enterprises are not able to develop
sufficient support industries relationships within the domestic marketplace.

(3) Swupport Services for Companies
EPZs offer beneficial incentives, but imported equipment indirectly linked to

processing equipment is taxed. Sample goods and/or destroyed equipment are not
allowed removal from the country without normal export procedures, Procedures
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such as these are complicated and time consuming activities for entrepreneurs.
Essentially, EPZs ar¢ not established to offer entrepreneurs timely, beneficial

incentives.
(4) Unimproved Infrastructure

Although EPZ representatives have stated that infrastructure conditions are
acceptable and that power generating and water supplies are adequate, companies
operating within EPZs responded that electric power shortages and water shortages
are problems that companies face and must expend additional funds to provide
private, independent sources to guarantee the continuity of production schedules.

Given the current conditions described above, EPZs are problematic due to India's
economic conditions, geographical conditions, infrastructure conditions, etc.; new
measures are required to establish industrial infrastructure that are better than currently
found in EPZs.
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CHAPTER 6 THE IMT CONCEPT
6.1 Background and Objectives

6,1,  The Background of the Basic Conditions Necessary to Promote Introducing
Foreign Investors with Technical Transfer

(1) Macro Economy
(a) Comparison with A.SEAN member Countries

A comparison with selected ASEAN member countries was acconip]ished to clarify
the country's economic trends (refer to Table 6-1). As the table demonstrates, India's
population is fifteen times largér than Thailand, and five times larger than Indonesia.
In terms of total GDP (in U.S. doilars), India's economic performance is three times
greater than Thailand, and about 2.5 times greater than Indonesia (in 1990). In terms
of GDP, India's economic activity appears strong.

However, a comparison of India's economic grthh rate for a 25 year period. from
1965 to 1990, demonstrated India's GDP growth rate was only five times the country’s
1965 level. Comparisons indicated that GDP growth rate of the ASEAN member
countries became 10 to 35 times the countries 1965 levels. TFurther, the country's GDP
ranges from one-seventh to one-second of the growth rate observed for ASEAN

member countries for the same period, and demonstrates slow economic growth.

For the period investigated, India's GNP per capita (U.8.$350) was 60 per cent of
Indonesia's, which is not high in ASEAN country, and one-fourths of Thailand's, and
one-seventh of GNP per capita recorded for Malaysia. India's economic growth rate
for the past 25 years (1965 to 1990) was 1.9 per c.ent; less than half the growth rates
of Thailand, Mélaysia, and Indonesia.

The data and comparisons reveal that India is a large-scale economy, but has
demonstrated small economic growth compared with ASEAN member countries.
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(b) International Balance of Payments Deficit

The international balance of payments and related maero economic trends for the last
10 years were presented in Chapter 2, and further details are given in Figore 6-1.

According to the data given in' Figure 6-1, GDP was 2,123 Rs. billion in 15991,
compared to 1,224 Rs billion in 1980; posting an average GDP growth rate increase of
5.7 per cent. The annual population growth rate for the same period was 2.3 per cent,
climbing from 685 million to 860 million persons. For the period studied, the annual
growth rate of GDP per capita rose from 1,786 Rupees to 2,468 Rupees;
appfoximately a 3.3 per cent annual growth rate in GDP per capita.

Table6-1  Economic Index for India and ASEAN Me’mbef Couhtﬁes

ASEAN | Population GDP (US$ Million) GNP/capita (US$)

(millions) ‘ : o .

1965 (a) 1950 (b) | Growth rate 1980 1990 Annual Annual Avg.

(bfa) Growth rate | Inflation rate

' 1965-1990 (1980-1990)
Singapore 3.0 970 34,600 35.7 4,680 | 11,160 ~6.5% 1.7%
‘Thailand 55.8 4,390 | 80,170 18.3 683 | 1,420 4.4% 3.4%
Malaysia 17.9 3,130 42,400 13.5 1,716 | 2,320 4.0% 1.6%
Indonesia 178.2 5980 | 107,290 17.9 470 | 570 4.5% 8.4%
Philippines 61.5 6,010 43,860 7.3 729 730 1.3% 14.9%
India 849.5 50,530 |.254,540 50 233 350 1.9% 7.9%

Source: The World Bank. "World Development Report. 1992"

India has posted yearly international trade balance deficits for more than 10 years.
The trade deficit posted imports that surpassed export amounts by as much as 30 to 80
per cent for the same period. This chronic trade deficit was criticized in 1990 as the
couniry posted foreign reserves of 'only U.S. $ 2.236 million. The small amount of
foreign reserves was attributed to increased oil imboﬁs, recent price increases for oil,
and a loss of repatriation funds from NRIs working in the Middle East during the
1990 Gulf War. This has led the central government to seek economic reforms and
further liberalise the country's economy. '
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Figure 6-1 Trends of Macro-Economy in India
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(2) Primary Subjects of the National Development Plans

The primary subjects of the Eighth Five Year national development plan essentially address
(i) the creation of employment, and (ii) the improvement of the country's international
balance of payments,

As India's middle-class grew, so did demand for quality goods that have garnered
international consumer recognition. This demand increased durable goods imports at
substantial costs to consumers, and the country's foreign exchange reserves. To alleviate
the expenditure of foreign currency exchange and improve the country's international
balance of payments, methods must be derived that lessen the country's dependence on
imports from industrial countries.

In order to reduce imported goods, it is required to establish production system to produce
quality products to compete with imported goods by means of effective production and
strengthening of the domestic enterprises in India.

(a) Expansion of Employment Opportunities: Development of Private Sector
Manufacturing

As per "Chapter 2, section 2.2.1, Sectoral Investment Plan", the private sector's
investment accounts for approximately 55 per cent of the gross domestic investment
amount in the Eighth Five Year Plan which is larger than public sector investment,
and the manufacturing sector is approximately one-third of the private sector

investment.

It appears that the central government intends to expand and create employment
opportunities by further providing economic liberalisation policies beneficial to the
private manufacturing sector,

(b) Improving India's International Balance of Payments

Based on the current account deficit (CAD) given in "Chapter 2, section 2.2.2", the
Eighth Five Year Development Plan projects a deficit of Rs. 550 billion;
approximately 50 per cent (RS 287 billion) of the CAD is projected to be paid from
external assistance funding, and 40 per cent (Rs. 213 billion) will be obtained by
direct foreign investment (Refer to Table 2-21), ' '
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Given the above data, it appears the central government will develop the private
manufacturing sector by the introduction of foreign investment, and lessen the current
account deficit.

(3) The New Industrial Policy

(a)

The New Industrial Policy announced in July 1991, demonstrates the central
government's shift away from prior centrally planned economic policies to a decidedly
liberal, mixed market economy, This portends that industrial restructuring will be
stimulated and provide improvements across industrial groups and further invigorate
free market forces.

The following key topics best illustrate the govermment's commitment to liberalisation
of the Indian economy.

(i) Promote and encourage privatization efforts instead of dependence on a
centrally-planned public sector.

(i) Promote and encourage foreign investment through the deregulation of key
industrial sectors and provide substantial incentive programs to investors.

Improving Quality of Products

Centrally planned economies tend to place restrictions on a country's production and
supply system (for example, restrictions effecting the establishment of industries,
facilities expansion and modernisation, and the monopolistic control of manufactured
goods). This economic policy has provided vested interests to producers creating the
conditions of short supply to demand. Therefore, this circumstance failed to improve
the quality of products, and left many limitations to consumers.

Recognising this phenomenon, the government of India strongly attempted to improve
quality products. According to "Export and Import Policy: 1992-97", the government
is under plan to establish the National Quality Council (NQC) in 1993 to improve the
quality of products.
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(b) TForeign Investment Expansion upto 51 Per Cent,

New industrial policy; new trade policy, and other related policies were issued to ease
restrictions associated with capital and intermediate goods imports.  Further
liberalisation of l'egulétions. effecting imports of capit'al and intermediate goods that
could be utilised for export promotion were enacted which increased foreign
investment amounts to 51 per cent shares in an undertaking and were discussed in
detail in "Chapter 4. Foreign Investment Strategy”. '

6.1.2  Measures for Introducing Foreign Investinent and Technology Transfers

The objectives of foreign investors will be studied, and as an example, Japanese manufacturers,
are described. Figure 6-2 indicates that "scale of local market”, the "a large number of labour
force", and "government incentives" are primar'y' factors effecting overseas investment decisions.
From the viewpoint of the above, India is an attractive country for investors with her large
economic scale of GDP, i.e., several times of five selected ASEAN member countries mentioned
before and her large population as labour force. However, a cursory review reveals that Japanese
investments to India are relatively small compared to other countries in Asia. Total foreign
investment from Japan to Asian countries is shown in Figure 6-3. '

In order to find out what factors affect small investment to India, Japanese investors cited
difficulties of Japancsc investors' experiences in other Asian countries are analyzed and
illustrated in Figure 6-4.

It should be noted that Japanese investors cited different problems effected investment decisions
when considering ASEAN member countries or NIE countries. For example, the "rapid increase
in labour costs", "labour-related problems", and "competition with other couniries” were reported
as significant issues effecting investments in the NIEs. "Infrastructure conditions", "foreign
capital import policies”, and a "shortage of support industries" were cited as problems particular
to investment strategies in ASEAN member countries. From the above facts, in order to
introduce foreign investment and technology transfers, "Soft Factors" and "Hard Factors" should

be improved.
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(1)

(2)

Improvement of Soft Factors

In order to introduce foreign investors to India, soft factors, i.e., government policies and
regulations, should be improved. For example, it was observed that after the New
Industrial Policy was announced, foreign investment amounts increased approximately
seven times, and the number of foreign enterprises increased by 2.4 times the number of
enterprises before the new policy announcement (described in detail in Chapter 4, "Foreign
Investment Strategy™). This implies improvement of Soft Factors has a substantial impact
to foreign investors.

Improvement of Hard Factors
Tmprovements in social and industrial infrastructure would require an international standard

of acceptance to introduce foreign investors to India. It was observed that Japanese
investors reported "unadjusted infrastructure” as a significant problem in ASEAN countries.
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Figure 6-2 Japanese Investor's Foreign Investiment Objectives
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