CHAPTER

INDUSTRIAL SECTOR AND
LIBERALIZATION

EXN ROLE OF INDUSTRY IN AN ECONOMY

Previously, we have addressed the agricultural sector and its importance to the economy,
The industrial sector plays an equally important role as it accelerates growth of economie,
provides self-reliance, employment, creates a demand for the agricultural produce and
creates ‘ripple eftect’ (similar to throwing a pebble in a pond and you can see the waves
moving outwards).

Industries can create rownships around them thereby creating indirect employment
{Jamshedpur, Rourkela, Bhilai are a few to mention here). Industrialization is all abour
focusing on the industries allowing them to meet the requirements of the economy besidey
providing linkages to the agricultural sector and also employment opportunities in the.
economy. This can be achieved only through higher industrial growth which can p[ﬂﬂd&l
momentum to overall growth and also make it sustainable in future.

There has been a missing link in India of the industri

al/manufacturing sector, despite
policies and governmental focus, not plaving its role of creating linkages with agricultural’
sector and also crearing desired employment opportunities. The services sector becoming.
a major contributor to outpur rather than the manufacturing or the industrial scctw,

sectoral composition in favour of services does happen but once industrial mcmpl_iﬁf
chieved a level of marurity emerged globally competitive and the service sector supporting
tigher levels of growth of economies, which has not happened in India.
Let us understand industry a bit more closely. It implies conversion of any raw materia
to a finished good or a manufacturing activity producing wide range of goods which ‘-'.;_
equired in the economy. Industries can also be categorized across the following features:

ﬁ_] Products—basic industries (steel, cement), capital good industries (manuf:
of plant and machineries). Intermediare goods industries (manufacture of dyes,
erc.,) and consumer goods industries (manufacture of cars, scoorers, fridges, TV,

The consumer goods industries are also known as “White Goods Industry’.

~ (2) Ownership—government (public sector), private and foreign (private sector)
and private sector (join sector). e

(3) Scale of investment in plant and machinery—large industries (i

and machinery of over T10 crores), medium industrie
industries (¥ 10 lakh to T 1 crores), village
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tries (larger capiral intensive
es (larger intensity of labour in

(4) Capital/Labour intensity—capiral intensive indus

in relation o labour) and labour intensive industri
relation to capital).

Economies desirous of pushing up rates of growth of their economy, would need jnd

Eauds for development and shift focus on setting up basic and C'ﬂpil.';al a _miuurjal

commonly known as initiation of the process of industrializarion. Hrenkondinue
[ndia started its journey of industrialization during the second Fl\"#-}'ﬁr lars (1955/56-

60/61). The pattern of industrialization in India is also known as thc‘Mth;;m,hib Model'

(an Indian scientist) with the setting up of basic and capital goods industries by the

government directly, strongly influenced by the Russian model of state-run industries.

PUBLIC SECTOR IN INDIA

One may ask 'why' public sector was chosen for industrializarion, Post-independence
India was deeply influenced by the Sovier Union which had state-run industries and was
an era of ‘socialism’ with large role of the government in production of goods and services,
‘Capitalism’ was associated with ex ploitative tendencies and having vested interest,

Immediately after Independence, the private sector was virtually non-existent in India
and whatever existed did not have the maturity, resources, technology, etc., 1o shoulder
could ger the responsibility of the industrialization. ‘The government, at its own level
technology and other such support from other countries which may not have been possible
otherwise.

Evenifitis presumed that the task was entrusted to the then private sector, industrialization
would have required huge resources, technology support and well-trained manpower, which
were not available within the then private sector. Basic/capital goods industries have long
gestation period (time between investment and commercial production), high break-even
point (long period before profits accrue). These could be seen as natural dis-incentives for
the private sector at thar time.

Setting up public sector in India for industrialization was a conscious, well thoughr our
and deliberate decision given the magnitude of responsibility and the need for moving on
a pre-determined path of industrialization. The role of public sector in India was clearly
cut-out and set up with the following objectives:

(1)
(2)
(3)

Creare significant ‘capacities (ability to produce) in basic and capital goods.
Achieve self-reliance in core areas and also facilitate import substittion. ;
Artain commanding heights of the economy and become a driver for the industrial
growth and a ‘catalyst’ in amlmnguvﬂdlgm&qfdwfwmm -y
Adopr pro-labour technology te create empl . S oo
Sminﬁ up industries in backward/tribal areas K

economy and also for better o
Provide for development of th
Set up self-contained townshi
Public sector to have regula
the economy and not ¢ 3

(4)
(5)

(6)
(7)
(8)
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of public sector, can it be said they have delivered o achjey

(1) Broadly they have delivered in creating significant ‘capacities’ in all core areas gt
having achieved celf-reliance in all kinds of industrial goods required in thfmn

(2) Today, India can safely claim that it is not dependent on any country for ;
requirement of industrial goods largely due to the public sector. -

(3) They have provided gainful employment.

(4) It has also facilitated evolution of the private sector and also been responsible for the m"[w:i:ﬂﬁ al Polic
levels of industrialization and industcrial marurity reached. L

(5) They can also be credited for making the industrial sector a driver of growth “‘L (1) The industria

lifting overall rates of g growth. u licensing syst

n activity, besid

They have had their own set of issues too, but many of them cannor be directly an:ril:im& (2) The policy of
to them, issues of capacity utilization, technology- n:latf.d time and cost overruns but i as eighteen a
importantly, many public sector enterprises are loss ma]:mg Of the two hundred t'-'l'rmr‘. allowed bur s
odd PSU one third are loss making with high levels of accumulated losses. g sector could ;
However, can we really blame the public sector for being loss making? Public mm {3) Thus, most ¢

was set up with socio-wellare considerations provided the objectives of mdustm]ma.rbm} €LC., WICrE XL
self-reliance, emplayment generation, development of backward/tribal areas. More (4) Bigger priva
fundamentally, government ownership and profits do not go together. Profit is a function restrictive ora
ﬂf P‘LH'L bl.ls]n't!SSLS- ﬂﬂd. P‘I]IJEIC secror IJ}-" Vlrtl..ll: 'DF gﬂ"-‘tfﬂm:ﬂt I}Clﬂg thf.' owner ﬁ.ﬂ.ﬂ@ fﬂl‘ﬂ]g;n mml
ﬁ.lﬂc”ﬂﬂ s a Fl.lf{! 1.']'“"5]“” || {FEM} md
Similarly, to comment on the efficiency levels of public sector is incorrect as cﬁi::l:nqﬁ (5) It was belie
levels can be envisioned amongst the ‘comparables’. One can comment on who is mot to monopol
efficient amongst say, Pepsi and Coke. However, all public sectors are q?cml;mg:_" commencing
monopolies in terms of their scale of operations, for capacity
Whom would you compare ONGC or BHEL or SAIL with? This is true for all p (6) The earlier |
sectors. It is not to say that puhl'tc sector is efficient, The expression cunveyad here is control over
it is not possible to comment on efficiency levels of public sector based on efficiency over from pi
of the private sector, industries w
Further comparison of the public secror is technically incorrect as private sector na:junalizqcl.
operates as a commercial venture with an explicit profic motive unlike the public se (7) The pre-199
which also have social objectives to fulfil. Public sector has not to be envisioned from cement and
perspective of profic-making or efficiency levels bur in the larger context of the ahj -tives (8) Eachand ev
which are assigned to them when they were set up. which is m-
We would revisit public secrora bic later after developing an undcmandtn.g of’ l:hc fileeg mmrd
policies which have defined the role of public sector and also path -::f st To sumrrmhg,-di
: dominance of the

Smeeas . i Private sector con

EEJ nousTRIAL POLICIES

The role of public and privare sec
mahzatiun has hu:n gmded hy_
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However, clearly there are some landmark policies such as the Industrial Poli
1956 which has given the present characrer of public sector. The ath:rlilsst:llz | ‘;“—'}' ?F
policy of 1991 which is hailed as the usherer of economic reforms in India ci e
be required 10 go into each and every industrial policy since 1948 howw::-i‘: mili'd“]‘:;
cuffice to sce the salient key features of all policies pre-1991 which v:--:uuld faciiiu:: ‘::::e
understanding of the Industrial Policy of 1991 and the chan ges brought about in the ri:;:

conrext.
Industrial Policies (pre-1991) are as follows:

(1) The industrial sector was highly regulated, bureaucratic controls and subject to strict
licensing system by the government with the need for a licence for any industrial
activity, besides the need for compulsory registration before commencing the business,
The policy of 1956 brought the role of public sector sharply by reserving as many
as eighteen areas exclusively for the public sector. In certain areas, Privale sector was
allowed but subject o the requirement of licence and registration. However, public
sector could also be set up in these areas if deemed necessary by the Government.

Thus, most critical and important areas of oil, power, heavy equipments, telecom,
etc., were exclusively in the domain of public sector.
Bigger private companies were highly regulared through the monopolies and
restrictive trade practices (MRTP) act and known as MRTP companies and similarly
foreign companies were n:g_ulalcd thmugh the Fqn:j.gn Exchangu Regulation Act
(FERA) and known as FERA companies.
It was believed by the government thar as a company grows in size it can resorc
to monopolistic and exploitative tendencies: As a result even after a licence and
commencing of business, the privare sector had to seek approval from the government
for capacity expansion, diversification and other such business decisions.
The earlier policies with a view to give public sector commanding heights and
control over key industries/services also paved the way for nationalization or take
over from private sector. Thus, coal mining, banking, insurance, textile mills (sick
industries were taken over to protect employment) earlier in the private sector, were

(2)

(3)

(4)

(5)

nationalized.
The pre-1991 policies had price regulation for industrial goods with prices of steel,
cement and other basic goods controlled by the government.

Each and every policy had stressed on the mixed economy character of the economy

which is co-existence of the public and private sector bur in reality it was heavily
tilted towards the public secror.
To summarize, the pre-1991 policies were highly regulated an_d regimented -:-rien::‘i’.l near
dominance of the public sector and a very limited space but with bureaucratic control over
Private sector companies,

(7)

(8)

e e

%Y new economic poLicy 1991 R

‘:ur.nt?d““fd previously; this policy is knav
ndia, Though reforms were there before thi
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but not seen as reforms madf: a
Industrial Policy or the New Eco

end of licence/permit raj or even en

particularly private sector. . . .
5‘“;’]: policy ai}:nlld at greater freedom for doing businesses outside the governmu
c

control, reduced the role for public sector, de-reserving nnfa:s nn‘d |$lrglzpr role
rivate ;mcrur. doing away with MRTP/FERA act and di!-jl'f,‘l"lhl“l:l,- w’fll M[{'n: and B
Eumpﬂ.ni:s. This lifted all bureaucraric control on their Iurlcllorxlfzg. Price ! "
paved a way to the marker determined prices for most of the industrial goods, The olicy
emphasized on greater competition and level playing field for all playc:rf. fl
It advocared liberal foreign investment policies to attract foreign investment ‘“
country (more about this in upcoming sections). Broadly, the New Economic Fﬂltﬂ? or
the Industrial Policy 1991 has three broad areas which are as follows: "

s explicit in the policy of 1991, Itis also known as the
nomic Policy, and also known as the policy of lik
d of bureaucratic control over functioning of the

= "I.'
Ll
o Rt

(1} Liberalization.
{2) Fublic sector.
(3) Foreign investment.

Liberalization

Liberalization as a policy basically dispensed with the earlier licensing and the registration
system providing the freedom to private sector to set up industries withour either the
need for a licence or a need for registration. De-licensing was the most important aspeg

of the policy of liberalization. Two areas, atomic energy and railways would not be open
tor private sector participation. Even while doing away with the licensing system certain

critical areas still require a licence but opened up for private sector participation
are as FU'"DWS.'

(1) Any kind of fire arms and ammunition, explosives.
(2). Drugs and pharmaceuticals.

(3) Coal mining,

(4) Defence equipments.

(5) All kinds of wines, cigarettes and spirits.

(6) Hazardous chemicals.

Any environment degrading and polluting industries would not require a licence
administrative clearance from the respective ministries of central/state governmen
investment. Further, as a pare of liberalization there was now no restrictions on ¢4
expansion and diversification by the private companies. The policy thus all
sector to operate as pure businesses with minimal bumumﬁc-.mnmf
expand operations largely by demands in the markets and opportuniti
Why was this done? It is important ro understand th

regulations, the private sector struggled, ¢
but survived and was not completely
scenario mqujredadiﬁ'e:qn:qﬂgn;'_. :
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so known as gl |
iy oflibar A time had come to acknowledge marurity of the private sector, their resilience, the;
hing CE fighting spirit and that they could now share and sho s

: ulder larger responsibilities. In fa
on the contrary, the regulations had given them the maturity of operating in ;:;ﬂ:dn:i
environment.

Iy also distinguished a fundamental shift in the mindser of the government of the
clear distinction between production and governance, and a separate role for both the
private sector as well as the government. Ir also marked the shifting of responsibility of
incremental investment and growth to the private sector, leaving the governmen freer to
concentrate on addressing the larger social issues of the economy and better governance,
[t was also an acknowledgement of the objective of a mixed economy. It should nor be

scen as undermining the importance of the public sector bur giving due credibility to the
private sector in the cconomy.
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Economic Policy

Itis widely perceived that the policy of 1991 has clipped the wings of the public sector by

opening the areas which are reserved exclusively for public sector to private sector. This is

not from a negative sense, bur there would be a larger role for the private sector in the areas
B which were reserved earlier for the public sector.

The policy of 1991 reduced the areas reserved for public sector from 18 to 5 and
OR'R subsequently in later years more sectors were thrown open for private sector participation,
s without either the'  excepr for atomic energy, railways and those requiring a licence. Further, no new public

Public Sector and Economic Reforms
|

and the registration |

DSt important aspeet B sector would be ser up and investment limited to existing companies and that to from the
 would not be open'® internal accruals or accumulated profits of public sector. No fresh budgerary allocations
nsing system cer rf?'-ul would be made in public sector except for loss-making and ‘stressed’ public sector

I companies.
| There was a requirement for greater professional character by the public sector.
B Appointments to the Board of Directors of public sector would only be of professionals. The
B Chief Executives of public sector were made accountable for their performance. Performing
public sectors were to be given greater autonomy in their day-to-day operations. First
through the concepr of execution of Memorandum of Understanding of commitments of
performance and operational flexibility. Later giving status of Maharatna, Navrattan and
Mininavrattan, of varying degree of raking investment decisions to well run PSUs.

The policy has taken a complete ‘U’ turn from the previous policies, in announcing that
there would be no further nationalization of the private sector unless there are compelling.
exceptional circumstances. T

On the contrary, the policy for the first time, talked of disinvestment and prijatization
of public sector. The third element of thcﬂmmmk&h‘?ﬂ’md’}e 200 QEDISIEn
investment which will be discussed in a later section. !lfﬁm s
Disinvestment and Privatization_

Both disinvestment as well as pr
Public secror, che government.

participation whid
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A time had come to acknowledge marurity of the private sector, their resilience
fighting spirit and that they could now share and shoulder larger :
on the contrary, the regulations had given them the maturity of o
Enplmﬂl‘l“—'“ L.

[t also distinguished a fundamental shift in the mindser of the government of
clear distinction berween production and governance, and a separate role for both :l::
private sector as well as the government. It also marked the shifting of responsibility of
incremental investment and growth to the private sector, leaving the government freer to
concentrate on addressing the larger social issues of the cconomy and better governance.
Ic was also an acknowledgement of the objective of a mixed economy. It should not be

seen as undermining the importance of the public sector bur giving due credibility o the
private sector in the economy,

their
responsibilities. In fact,
perating in a constrained

Public Sector and Economic Reforms

Ir is widely perceived that the policy of 1991 has clipped the wings of the public sector by
opening the areas which are reserved exclusively for public secror to private sector. This is
not from a negative sense, but there would be a larger role for the private sector in the areas
which were reserved carlier for the public sector.

The policy of 1991 reduced the areas reserved for public secror from 18 to 5 and
subsequently in later years more secrors were thrown open for private sector participation,
except for atomic energy, railways and those requiring a licence. Further, no new public
sector would be set up and investment limired to existing companies and that to from the
internal accruals or accumulated profits of public sector. No fresh budgetary allocations
would be made in public sector excepr for loss-making and ‘stressed’ public sector
companies.

‘There was a requirement for greater professional character by the public sector
Appointments to the Board of Directors of public sector would only be of professionals. The
Chief Executives of public sector were made accountable for their performance. Performing
public sectors were to be given greater autonomy in their day-to-day operations. First
through the concepr of execution of Memorandum of Understanding of commitments of

performance and operational flexibility. Later giving status of Maharatna, Navrartan and
Mininavrattan, of varying degree of taking investment decisions to well run PSUs.

The policy has taken a complete 'U” turn from the previous policies, in announcing that

there would be no further nationalization of the private sector unless there are compelling
exceptional circumstances.

On the contrary, the policy for the first time, talked of disinvestment and privatization

f}f public sector. The third element of the New Economic P“”‘J“Wthmww
Anvestment which will be discussed in a latersection.
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R S = ¢ ch share is decided by the buyers and ¢ idh& @ Jeis a1so- about th

stock marker and the rraded valuc of

and their ability ©

the marker. : :
2 : - i cular company are more than the sellers of the same, As a governmen

If buyers of shares of a parucuiar i b sewise itwould besta dic (5) governmen
rraded FI of the shares would be ar a ‘premium or otherwise 1 e ‘i'ﬂll_nt -gu-.r:rnanﬁ:. o

: value I R, : _ _

Thus. in both the cases of disinvestment as well as privatization, selling of shares of publy which are far me
: mi here is 2 maturin
sector would be at a prepuuim. e it t am: :
To rfistinquish berween both, :,11\'.'1:1:!5!‘I-IE" of companics would need to be tmdm_uu [6} Wh}' privatize 3

=i i
Who is the owner of a company? He isape
that is, 51 per cent. Technically. ownership is with

per cent shares, or even a person enjoy

/She is a person who holds majority of the shag but for a larger e
the person holding a minimum 3, intense and herce
ing support of 51 per cent shareholders, 'ﬂfnq @) Thus, privatizatic

be explained as: If you are holding 10 per cent shares of a company and you are abley privatized enviro
convince 41 per cent shareholders to support, then you _wll] bccnm-rz the owner of th (8) Any business req
company (similar as governments are formed). Hence, disinvestment is d{'ﬁl.“:d as k[h Al e L
of shares of public sector at a premium, to the public, by the government without losiy e bioeliti
ownership of the public sector. The objective here is to raise resources for the governmen public sector glo
These shares are sold o the public as the preferred and first option of making the (3) " Peivacization g
partners in public sector. B e

We have ralked about ownership carlier. At a still deeper level ownership of businese ercater heights as

being done, as companies having shares, is always with sharcholders and management)
with the person having support of 51% of the shareholders. Privatization is transferis
management control to the private sector by selling 51 per cent shares of public sea
to the private sector or even lesser but transferring management control to a groups
to a company. The objective is not so much to raise resources in as much as transferria

Keeping the above fac
that of BALCO (Ved
Foods (Unilever), an:
amidse lot of controve

management control from the government to the private company. It is not a m Why the oppositic
extension of disinvestment, Thar is, having disinvested in a public sector -:hcil (1) Tr was feared thai
necessarily imply thar it is going to be privatized. “A monopolies and
Why did the policy of 1991 favored privatization? The policy took a mature de I clarified thar no |

in secking privatization of the public sector for the following reasons: » which are operat
b able to operare i

(1) The public sector as mentioned earlier had broadly delivered in terms of creat® such public secto
significant capacities in key areas such as self-reliance, substituting for impe (2) It is also feared ¢
industrial goods, created the platform for further industrialization and indt or would lose the
growth. There is a requirement now to moving into higher gears and look: understood that
such as developing greater capabilities, improving productivity and effic experience hﬂ'e-
focus on profitability. recrench they we

(2)

The policy of liberalization has opened the gates for liberal private sectori
in key arcas and competition would only intensify. This requires the:
to now run as pure businesses, as a commercial venture which is
private secror. As a public sector, there will always be a limic
operate as a pure business in the same their count
The role of the government as a p




Kerping the sbove Faces in view the government went for some big ticket privatization like

thas of -3.1_7_-.'._.?'} (Vedanta Group), VSNL (Tags), IPCL (Reliance Industries), Modem

4

3]
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Foods (Unilever), and Marur (Suzuki). Even Round 1 of privatization was performed
wmidse ot of controversy ranging from the need to issues of valuarion.
Wy the opposition to privatization? The reasons are detailed as follows:

dipecr welbine of FI:DF-;.E is afecred like railwavs or in the national interest like atomic
1 e ;

- i 2l aboue the mm:{a-:: of the government of the maturity of the private secror
it etr abdity o dediver the requirements berter than the government.

iy @ government. it has larger responsibilities of providing good and efficient
gevernance. creating enabled environment., addressing the welfare of the masses

wiuch are Br more important than running public sector. Especially, when today

fere v 2 maruricy and competence in the private sector.
iy privatize 3 profic making public sector? Privatization is not about profit making

© 4 larger reason of whether it will continue to remain profitable in furure with
=nue 2ad Berce competition.

s, privarizanon is not for today bur for a brighter future of the public sectorin 2
privacized environment equipped better to meet the challenges.
4oy business reguires the ability to take prompr business decisions, it is not about

sherhier the dechiion was right or wrong. Such decisions will always have business
risks bur whar is required is the ability to take the decision quickdy. The structure of
prblic secror globally 1s such thar it suffers from delays in decision-making,

Prracimrion is ilso zbour handing public sector o 2 “visionary’ who understands
susiness. understands priorities and knows how to make the public sector grow

irer heighes and help it to emerge asa global company.

ACEATET

I+ was feared that government owned monopolies would be replaced by: private sector
moaspolies and could result in exploitation by the private sector. The government has
darified thar no public sector operatingasa monopoly would be privatized. Only those
which are operating in 2 competitive environment would be privatized. Until they are
able to operate in 2 competitive environment there would only be disinvestment of
such public sector.

ks J.:.m feared char privatization would result in a large number of workers laid off
or would lose their jobs thereby adding to the pool nfununpinjﬂn:nt. It nmc?s.m be
understood that public sector bﬂngspm]m:& in narure, I]:I'-‘ W*ﬂ:’ b:" vﬂ
retrench they would be redeployed. : o i
Iz is also widely believed that
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assets and the remaining 25 per cent in revival of loss making public sector
and also meeting the expansion needs of the profitable public sector uniys,
(c) The corpus of the NIF would be managed by UTI mutual fund, SBI and | ¢
(4) Given the high level of fiscal deficit it would be difficult for the government m%
from reducing the deficit through proceeds of disinvestment and privatization,

Despite the meritand the need for privatization the government i ghrtully is not Eﬂn&lﬂ%
any further privatization and would rather wait for consensus building amongst Pﬁﬂ&i
parties, trade unions before privatization asitis a long protracted process spanning seven)
decades,

Both liberalization as well as privatization are the major planks of the WOI}%
reforms. The government by pressing the ‘pause button’ on privatization is being criticized
as slowing down of reforms or of having gone ‘soft’.

Privatization should not be seen as the only aspect of reforms. Neither should one expeay
an end of all economic problems through privatization. A similar misplaced belief was t]lm
when public sector was ser up. Privatization at its best provide only for an cfficicnt and
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assets and the remaining 25 per cent in revival of loss making public sector
and also meeting the expansion needs of the profitable public sector uniys,
(c) The corpus of the NIF would be managed by UTI mutual fund, SBI and | ¢
(4) Given the high level of fiscal deficit it would be difficult for the government m%
from reducing the deficit through proceeds of disinvestment and privatization,
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decades,

Both liberalization as well as privatization are the major planks of the WOI}%
reforms. The government by pressing the ‘pause button’ on privatization is being criticized
as slowing down of reforms or of having gone ‘soft’.

Privatization should not be seen as the only aspect of reforms. Neither should one expeay
an end of all economic problems through privatization. A similar misplaced belief was t]lm
when public sector was ser up. Privatization at its best provide only for an cfficicnt and
competitive domestic industrial base and cannot be said as the ‘only’ aspect of reforms. There
are so many other softer reforms (relatively easy to im;:-l-:mcnt thmugh an executive Dl‘dﬂ{f
the government), which could have been done. Despite the policy of liberalization there are
still bureaucratic hurdles.

In terms of World Bank survey, on the relative ease of doing business outside government
approval, regulatory clearances, India’s rank is a low of one hundred and chirty-four out
of one hundred and ::ighr:,rvthrcc countries. Singﬂpﬂtc is ranked as number one among i]l.u
other countries, 1

Similarly, 'Licence Raj" has paved way to 'Inspector Raj'. Today, as many as thh?

different inspectors visit the factory premises under various Acts as against 2-3 in China.
Gerting an electricity connection or a no objection certificate from pollution control
= -

board is still difhcult. Collection of excise duty is cumbersome.
There is still a lor of bureaucratic interface for performing business in India and thatis
where the government needs focusing. Thus, liberalization has helped but not to that

by global standards. It is rightly said thar whar India needs is ‘thousands of smaller refo

and ‘big bang reforms’ can wait till acceprable or till a need for them is felr.

EE] roLE 0F PUBLIC SECTOR IN FUTURE

The NEP 1991 has given rise to certain wrong perceprions about the public
mentioned carlier, ‘clipping of their wings', or ‘diluting the status of public sector’.

(0 be clarified first that it is not the clipping of wings bur only a larger role for g
scctor. Neither is the status being diluted given the huge investments and asset base
public sector in the country. The policy should not be seen as undcmnmg 'T

of public sector, but role of public sector would undergo a change e
(1) el -t i

From a welfare orientation they would shift to function as a comm
with profits as an objective to the exten Jiegs
(2)  From production-oriented they :

(3)

“,491,] STRI*.L‘.::.%

They will ope
operate with §
(a) Many 1
Navrats
raking i
requirin
“There would
a5 0il compa
scale and he
Many pl.l.h-h
sector to bet
There isa li
and greater
The chief ¢
based on m
There woul
cumptl.‘il‘lﬂl
Gradually,
companies
operate alo
Efforts wo
avenues fo
so thar the
making pt
privatizat
However,

ability to |

EXY emeR
The most notab
and the ability ¢

It can be said |
Industrial Polic

{44}

(5)
(6)
(7
(8

()

(10)

(11)



Heonslide %

At poligle
nning w,

He g um;m]._:
g o Ihiﬁlurl

Uil sane ﬁn'm
cliel was thag

elhiclent and

el '”'ltl‘;
e I1lill{‘rﬂf.:

atlan there dre

L.
le government

Bikre v laving "'ui"-

N
M @i g 1
*

i
diny wa lhlﬂﬁl

R TR YT
ithon contals

i and l|int-l
v that I
aller relor

(HDUBTRIAL §E€ FOR ANMD LIBERALIZATION

(1)

()

(1)

(1)

EXJ cMERGING ROLE OF PRIVATE SECTOR

e most notable feature of the Industrial Policy of 1991 is the acceprance of the macurity
and the abiliey of the private sector and their capabilities to shoulder hig-hﬂ R nsibilities
e can be sald that the emerging role of the private sector has been crystallized by the
Inddustrdal Policy 1991, :

ﬁhr.nl,.-, since the last two decades of reforms there have mmiﬂmﬂm of
“mpanies, expansion and diversification by ﬂisﬂ“ﬂ mpﬂniﬁ- ‘g‘ it

lhey

fecent thmes, ‘The furure will chus witness the falloy

well run public sector would

dutonomy o the extent feasible,
(o) Many maore public sector would aciuire the stats of

fhey will aperaie with greater professionalism and
ot with greater operatianal and funcdonal

‘Mini-navrartan,
ree of freedom for
public secror and not

Naviartan and Mahavacnas', yielding them a preater deg
pikding Investment decisions by the respective boards of
I -1-HH|I.].', PaveErnment .I|Itblu!hl|,

Hhore would be consalidation and likelihood of mergers amongst public sector such
ws bl commpandes, nadonalized banks w enable them o achieve greater economies of
seale wid help them to compete with global companies.

Many public secior may apt for overseas acquisitions paving the way for public
son i 1o ||| AT |'I||II'I.I| Lllni\'n‘li_

Hiere 1o likelihood of public sector gettng into joint ventures with private sector
i geearer Jolne pardicipadon in key areas.

e chiel executive ofhiger of public sector would be considered for appointment
Based on meric and competence both within as well as outside the government.
Ihere would be a level playing held with the private sector allowing for healthy
qullLIhIHl\ll-l.

Gradually, thelr monapoly starus would gee dilured with entry of private and foreign
companies and they would not be ar ‘commanding heights' of the economy but
uperate wlong with private and toreign companies.

Eilores would be made o address the loss making public sector by exploring all
avenues Tor their revival through capital infusion, waiving off accumulated losses
s that they can stare afresh on a clean slate. However, all such revivals of the loss
making public sector may come with a ‘rider’, that this revival would be subject o
JPEGREEEA LN 'rlll'l'\i.“l.llll.'llli‘f'.

However, the biggest challenge before the profinable public sector would be their
abiliey (o be competitive, productive and efficient and remain profitable in future.

ring inc key areas
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(3) They will command greater respect from the government and have say in poligy
matters concerning the industrial sector. Already, they are knawn:as:the COrporaye
SECTOL. 1

(4) Traditional family run businesses would pave way to greater proﬁ?sslonahsm‘

(5) Segregation of ownership from managementand gradually to holding companies Jij
Tara Sons as a holding company and other Tata companies operating indcpcndmg],.'
such as Tata Motors, Tata Finance, TISCO, TELCO, etc., under a professional and
nOL Promoters/Owners.

(6} Many private companies have already gone for big ticker global acquisitions, The
furure would envision more such acquisitions and hcfp Indian private companies g
emerge a5 global companies.

(7) The government having realized the competence of private sector especially I
execution of projects has recently resorted 1o the public private sector p:lrtnmhip
(PPP) model for infrastructure development.

{8)  There would be an increasing trend towards ‘corporate governance’ which is complete
transparency in operations, working in the interest of the company (not only owners)
and secking to maximize ‘value' to the shareholders. It is also about broader overview
and greater professionalism by having independent board members in the board of
directors of companies, nor relared directly or indirectly either to the company or to
the owners. Already, SEBI has made corporate governance mandacory for all listed

companies and a stipulation of companies to have ar least one-third directors as
independent.

(9) The private sector would operate with greater responsibility with moral and
ethical values towards their company, society and the country as a whole, referred
in the corporate world as corporate social responsibility (CSR), of businesses
cannot be confined to the realms of business only and will have a spill-over in the
society.

(@) Itis self-consciousness realization, of the companies of the need to reciprocare by
fulfilling the societal responsibilities, in any manner, as deemed appropriate by
the company, but without any compulsions or directives from the government.
Through a recent amendment to the Companies Act, CSR has been made
mandatory for all listed companies, The Companies Act, 2013, has called upon
companies having a net-worth of ¥500 crore or more; or a turnover of T 1,000
crore or more; or a net profit of T5 crore or more to have a CSR spend of ar
least 2% of their average net profits of past three years. U

(b) “There will be a growing realization on the pare of the private sector that growth
of businesses and moral responsibilities will go together in future, as distingt
from the earlier perception of driven only for benefir of self. ) g

() Itishoped that the unethical operations and frauds of M/s

Was more in the nature of an exception and not repea
(10) Many business houses may 3 '

-
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(11) Finally, the ‘mi_:ml economy’ character would get further entrenched in future with
co-existence of both the public and private sector working shoulder 1o nh;mrll:tg::
all the key areas and jointly increasing industrial and overall growth of the mnnm;

The mixed economy character has always been an

avowed objective of o
since the first Industrial Policy of 1948, however, Shiriot S

) it was only seen as an intention of the
government, more on paper, The future is likely to see the true emergence of the mixed

economy character. 'Ih_u policy of liberalization has imposed great confidence on the
private sector, s becoming partners to the government in developmental effores, operating
with a code of ethics, business and moral responsibilities, transparency in operations,

It is up to the private sector to rise o the occasion, meer the expectations of the
government and the people and ensure thar the confidence reposed is never let down,
However, for the private sector to truly emerge as visualized in the policy would require the
government change from a direct provider of goods and services in creating that enabling
environment, to ‘permit rather than prevent’, to ‘allow rather than stop’.

The challenge before the private sector is not only to deliver, but in a more responsible
manner realizing that business and moral responsibilities go together.

Exit Policy

‘It is often said thar absence of an exit policy is a cog in the wheels of liberalization.” Whar
is an exit policy? The policy of liberalization has given the freedom of entry butalso given
the risks of businesses thar it is not necessary for all o survive, some may die 2 natural
death, some industries may need to reorient into different businesses by closing down
existing businesses and there lies the need for an exit policy.

An exit policy thus facilitates companies to close down their businesses, allowing them
to reorient, restructure operations, in terms of market needs, with minimum restrictions
from the government and in a quick time frame. At present, in India there is no exit policy
and closure of companies is complex and cumbersome with multiple government bodies
and ‘acts’ making closure extremely difficult and can take over several years.

Realizing its importance the government has set up the ‘National Company Law
Tribunal’ as a one stop shop, single reference point for all sick companies either secking
revival or closure within a period of twenty-four months of the case filed with NCL’I:. ‘This
would bring under one roof all the multiple bodies together to work in a coordm?tﬂ:l
manner either for revival or for the closure of companies in a time l;u.:und‘ manner. The
NCLT is yet to become operational as it requires amendments to WM"“I‘I‘"
compliance of legal formalities. < = b dh

An exit policy also has a ticklish issue which is labour-rela
to the management of companies in addi 1
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! . non-productive workers and a complete mismaeg

This has giv:r-:‘:n m.i; = c;: Tﬂaﬂ;}:z? Er::'kers. As long as the Indian marker "i

bm-.'e:i 5:I1|an:~=5mi;:1 of :ll:ilc sector these could be tolerated but in today’s environmen,
fulri:::‘:in:;fai:%imePctiliuﬂ productivity and efficiency have become critical for survivy
GFCLU;I;E::HE; to realize that ‘in the growth of the companies ]1,?5 thcir ﬁ.lturc“af;d oy
che other way around. Thus, labour reforms would inw::lw fa.\cmrmg in Pml"-'if’m“f}’ ﬂnd
linking salaries to productivity. Many feel that this will bring back the h:rre and En'
policy which had forced the government carlier to enact labour laws to protect interests of
labour. - X

Labour reform is most controversial and no political party would like to touch given
the likely fall-our, even going out of power. Let us get the facts straight first. All labous
laws are there to protect the interest of 6-8 per cent of the workforce in the organized
sector while the remaining 90 per cent and above engaged in the unorganized sector are
outside the purview of labour laws.

Which sector needs protection: the organized or the unorganized sector? Clearly itis
the vulnerable unorganized sector. Second, employment in the organized sector is ‘skilled
and today most economies including India are feeling the pinch of shortage of skilled
manpower. Companies would like to preserve the skill set acquired out of experience,
If the labour has the skills and a willing worker why will be he thrown out? Times have
changed and employee retention instead is a big challenge for companies today.

Thirdly, all the labour laws have been framed much before Independence and surely
working environment has undergone a sea change which is not caprured by these laws.
Further, there is confusion over basic definitions, such as workmen, wages, employee, etc.
Factory, etc., are all defined differently in different ‘acts'.

Provisions under factories act do not match provisions under minimum wages act.
In fact, all these acts are not only out of time but provided for rigidity and excessive
regulatory legislations in the economy and as mentioned previously only for 6-8 per cent
of the workforce in the organized sector.

Fourthly, has it occurred that despite the increased industrial growth it has not led 0
increased employment opportunities in the organized sector as the prevalent stringent
labour laws have forced the companies to substitute labour with labour displacing cnpml.
greater automation which is ironical for a labour surplus country like India. P

.

Fifthly, realization is required amongst labour thar the priority is to first protect t e

interest of the company and if that is protected their interest would also get p

Labourand management have to become partners in the process of improving productivi "

as well as protecting the interests of the company.

Agreed, no matter how much be the compulsion for !abum mﬁ)l’mm ﬂ1¢ e

interest of the economy, it may be difficult o attem ‘given the |

and fragile political set-up and cannot be p . dc -
However, ar !ﬁst_.a.bcgihninl ” .. | "
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ade unions emphasizing upon the need for such reforms and arriving at a broad-based

consensus.
What is appalling is the government disinterest to even start thinking on these i
Labour reforms in India is the hardest of reforms and has the potential of un]tashil:l “‘.:
storm, a great upheaval, and can have a grave political fallouts and has to tread mrrfugily
and gradually by building consensus step-by-step. Until such a time it may delay
further reforms and the correct way for going ahead is to make a modest and e
beginning. At the same time it should also be kept in mind, that without changing the
lzbor environment and with present levels of protection through multiple trade unions,
would only imply not getting full benefits of reforms for which reforms cannot be blamed.




