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INDUSTRIAL PERFORMANCE AND GOVERNMENT CONTROLS

Samuel Paul#*

India's industrial ﬁérformancq has attracted a great deai of
attention in recent“yeafé'largely because of the state of stagration,
Soth in terms of'induét;iﬁl output and Investment. Goverﬁmént has come
in for considerable criticism on account éf‘ita policies and procedures
which'a;e,glleged to have contribﬁtéd to the present state of affairs.
Gove?nment spokasmen, on the other ﬁgnd, seem to be ofrthe view'égét
industry is indifferent to growth and 1§_not¥taking aévantage ;f invest-
ment opportunifies. 1t has also benn argued that our industrial develop-
oent has ‘been 1opsided having contrigﬁted to greater concentration of
economic power and monoPnly, rather than to growth wich social Juatice.
This is ane of those happy situations about which ome could say that there
is a lot of truth’dn both arguments._ It is true that our industrial deve-
lapment or for that matter, whatever‘development has - taken place in the
country, has benefited the richer rather than the poorer sactious of the
population. It is equeglly true that government policies have wittmgly
and unwittingly conttibuted to I:his trend as has been shown by various

committees and commissions. Further, some of these policies and unimagi-

native systems of controls have had the effect of slowing down growth

% Director, Indian Imnstitute of Management, Ahmedabad. The author
is grateful to Messts N Naganna and S Padmanaban,and Miss Vabiz Dhanjibhoy
for assistance in data collection and processing. Responsibility for any
errors that remain reats-&edely with the author. -



and this has been particularly true in the industrial sector. It is not
necessary - for us to take time to;docuﬁeﬁt and suppork these statements.

. 1 " L o
Others have already done it. I take this as part of'the historical

‘background from which we must look ahead.

Aﬁ'phis stage, it is perhaps useful to §E§te explicitly that T
firoly believe that our future industrial growth must be informed by
conpideratiéﬂs_of social just}cg. £ th;gk,that it is apﬁtqpriate for
us to formilate napional economiéiﬁélicies which not only-prqvide guiﬂe-
lines for fndusgrial growth, bqtlalso the.cons;rainté}within which fifms
must operate, Thése constraints éﬁould reflect social aﬁd polieical
concerns and be re;sonable in th;t they do not make it impossibie for
firms to gufvive and earn reasénable profits. I_ﬁould pféf?r this
approach to loaﬂiﬁg industri&lfentefpriSEQ_with hultiple obiectives
which confuse them and make it diffieult fpr them té opérate. The
raference heré.is to the idea some people have of asking firms to make
profits and grow, and at the same time maximise emplﬁyment; &evelo? the
ccmmunity‘and'?ursue all other ‘national goals which only the;ﬁétian as
a whole can do. The mix of multiple'objectives that the‘Parliamgnt must
live with and pursue sﬁﬁuld_not’ye entrusted to the enﬁerprisé:"ihe.
firmfs,primafi cdmpéteﬂééglies;in”effieiﬁnt'prodﬁction and growth and let
us utiii&e—ii for that purpose gut within a framework of qgrefully tho#gt

out constraints which it must observa.



I. Measureg and Analysis of Performance

Having stated my personal creed, let me now return to the subject
of industrial'performancé. To begin with, I would like to exapine the

recent trends in industrial perforﬁance in the light of which we could

consider issues of policy for the future.

quugtrial_performance may ‘be evaludted in terms of a variety of
‘criteria depending on the focus of one's anmalysfs. In judging the effi-
ciency of industrial growth, for 1nstan§e, it is customary to make use
of m@asures of perfdrmaﬁce subﬁ as profitability, and different measures
of costs and produétiﬁity;z Inrcértain envi;onmentg, it:mgy“be meaning-
ful to examine 1hdustrial—performénce iﬁ terms of criteria such as
import substitidtion, émpio}ﬁent cfeation and regional development.
Industrial development is a'mﬁlti-facetgd phgnpmenoq'the_anglysis of

whiclh' cannot be attempted in ‘terms of any_single criterion.

_The:c:iteria_whi;h are most popularly used'féf évalﬁatiné indus;
friéi performance are profitability and output growth. In our coﬁntry,
businessmen are particularly fond of using tpe pgofi;qbil%;y test, the

'argumentiﬁeing'fﬁat Iow-le;éls oflérofigabiligy, especially in the more
'contrélled'induétries,:ﬁévele;ntribéted tg‘;ﬁei¥=10w-rate$.ofggrﬂwth.
This is a widely ﬁeld-vieﬁ,.althﬁugh I ﬁust_confass thatﬁi am yet to
come across anyfdefiﬁifivé sﬁudy_tﬁgf‘has probed th;s qugstipn-in_dgpth.

In~a-pri;htefébbn¢m&,_;he c}edibility,of such a hypothesiS‘will seldom



be guesticoned. In an économy teamzng With ccntreia, iuqantives éﬂd dig~
jncentives both &iddan and explicit, and ac»ounting systemq and prasticgs
of a highly LnnDVative and sometimes myQtarious natura, I am\nct certain
thatithé'arguméﬁt zan ba taken &t face‘valug. 1 have strong ;esngatians'
aﬁaat the adequacy 5i ché proﬁi;ahility crité?iaﬁ_in explaining thé state

of our industrial performance.

The output criterion of. performandd, on the 6éher hané, 15
simpler and wore straight forward. Though there are conceptual and
meaguremint problems, #& can\rely E#Gﬁ the autput masure o tell us
something about what is happeaing ta tha industrial sector. The con~
clusion that industrial stagnation is a severe problam 1s based on thia
eriterion. Industrial preduction, i: is reparted, hgg decliugﬁ from -
7.1% 1n 1969 £o 4.87 in 1970 and 3.5% in 1971. A mora recent report which

says that in 1972 industrial output has picked up has bean usad to .show

that performance is improving.

A third critericn-wﬁich ig also in vogue, but perhaps less fre-
- guently ioveked becsuse éflthellack of esaningful date is invesiment
_grthg. Thafigdustriai iﬁveggment ;s s;agnaﬁt is often stated,'but
supported only Ey b@ts and piecés of data.‘ Unli&e the series on indus-
trial pra&uatien, we have none aéﬂindusérial investment. The Easérva
Bank of India used to have a serles on p iﬁa#e ¢corporate investment

which has buen suspended since 1962 63. The Economic Times has deve-

loped its own series based on RBI data, buk one does not know how much



reliability could be placed on it, 1In any case, the series would cover
only the private corporate'seCC6r. With the growing role of the pdblic
sector, this partial plcture cannot be of much use in judging the trends

in overall industrial performance.

A major limitation of all the three critewia outlined above is
that they cannot shed much 1ight on the questiocn ofjeffiéiencY wirich is
an important dimension of industrial pérformance.' Profifability measures
could have performed this rolé. But for thé reasons éxglaiqéd above, I
doubt that the profit criterion could be used to draw é;ﬁélusionq about
industiial efficiency. Prodﬁééivif}rmeasures woeuld havé'beén more appro-
priate. Howeveér, problems of data are severe and at.leasérl ﬁave not
come‘across comprehensive studies of this nature from ﬁhich'cﬁnclusions

on performanceé coitld be drawn.

In séveral recent’studies‘pf indus;rialisation, the criterion
of.effeqfive protection rate (EPR) has been employed by economlsts for
evalhating the efficlency of indgstrial grqwth. ‘Effactive rate cf pro-
d;ction of a product is the ratio of its per unit value added at domestic
prices te the ier unit value added at internarional prices. The OECD
8 tﬁdy on Inc-l ia which incorporates Panchamukhi's work on this subject
shows that many Iﬁdian industries are inefficient when judged by the
.EPR criterion.3' However, there are, severzl cpnceptuai and_measurement

problems associated with this criterion. Until these are gcetisfactorily



resolved, it is-doubtful_whefher the results given by EPR will Bé fully

' acceptéble to policy mekers and the larger body of economists.

If we analyse India's industriai pérfofﬁﬁpce in récént years by
reference to the criteria of output growth, investment growth and EPR
using all avéilable evideﬁcé’fram variocus sources, the bicture thét
emerges is Tather dismal. Let me now add to this battery of evidence .
the results of some work I have doﬁe recently on ancther Jdimersion of
;ndustrial performance. The focus of my analysis will be on the growth
of industrial capacity and its uéilisatipn. Th%se agpects ‘of industrial
perfprmance are important for two reasons. Firqt}z, since our data on
investment in industry are rafhef wéak and pgtchy, it is useful tc have
a proxy that can serve the same purpo;e. Investment sefiesVAre necessarily
estimated in money terms and correcting them for price changes is by nc
means easy. Actually, in terms of ilnvestmeat, our incérest is in the
addition to capacity which reflects potential output. By aggregating
the growth of-industrial capaclty, we ﬁan gaet a combfehensi&e me;sure
of the'productive capabilities of the system for which we are inveﬁ$ing
thelﬁapital. Secondly, having iavested the 5carce'capital,'we.shﬁuld be
concerned about'how wgli we are utilising it. Dutput'gruwth reflects
only one side of the ééin._ If capacity has grcyﬁ even faster; it is
obvicus that the rate of u;ilisation has in fact £allen. Cépécity uti-
1isation rates can tell us what scope thgre is for‘stepping ﬁp output

tn the short run. Further, such evidence is important in taking decisions



on the long run expansions required in the industrial sector. Analysis

of capacity utilisation can provide important insights into the efficiency
of the country's industrialisaticnucrocess. Continued existence.of

large excess‘capacity_is a luxury which ‘only the capital rich ;cuntries

can afford.

Available evidence points to an extremely poor record of capacity
utilisation in several developing -countries. Thus,fthe;rate of capac ity
ucilisation in Pakistan was found to be approximately 317 in 1965-66. 4
Recent studies of Indian industries hawve eimilerly revealed the existence
of considerable éxééss capacity31n~seyera1 secto_rs'.5 Obviously, there
is tremendoue ecope for raising the grqqchrnge of the economy by improving
the level of capacicy'utilisation. -In_fact, ac imprccemect‘iﬁ'ﬁhe rate
of utilisation cf'capacity-wili result in more tcac a. cne‘ehot incfeese
in output.6 It will cadse the rate of,gcow;h of.octput.te riee in sub-
sequent pefiode because of the-interdependence.of Curceﬁt output,'séﬁing
and investment with the capitai stock. and output of the future. Iﬂ tﬁe
process of growth an increase in capaci:y htillsation might act as a
substitute for permanent reductrons in the rates of consumption. ‘Alter-
t;tively, it could accelerate growth by anrcasing capital productivity
or effectively reducing the capital output ratio. These are the two

routes by which improved capacity utilisation quickens the pece'cf?economic

growth.



Capacity utilisation has iﬁpbftaﬁﬁ implicafi%ﬁs also for émpioy-
ment ;eneration, .When a manufacturin? unit maves from single shift ta
multiple shifc operation its rEQuirement(of ditect workers tends to
increase almost proportionately. Requirementa cf indirect workers and
supervisory parsonnel will also riae; but much less than in proportion
to the 1ncréase in the number .of shifts. This: genﬁraiisation'would not,
af cuurse, 39915 to.all inﬂustries acroas the board, Thus the impact on
empléyment through multiple shifts qay have little relevanne in the case
of ccntinuous process dindustries sach as ahemicals anj petroluem indus-
tries. Bateh process‘industries such .45 engineering industries of various
kinds,'on the other hand, may offer considerablz scepe for iqc;easiqg
employment th:ouéh fuiier otilisatiqn of capacity. The elasticity‘qf
_enmployment with :espéct to ucilisation may, thérafdre,“;ary:éécm one
industry to énothef. It would seem, .on a prlori grounﬂs that the uti~
‘1isation elasticity of emplcymant" cannpt-:in ‘any case excead uni*y./ The
‘range of the coefficient will tend to ile betWeen.ze:o and unity. The
larger the valoe of ﬁﬂe elasticitg coefficient, the greater the chances
of bringing doin the capicai labour vatio through_fullér-;apacity atili-
satlon., - In this baper, however, we do not proposg.tn;pﬁrsue tthinvesti-
gation of the contribution of imﬁ;o?ed.capacity uti}iéation to the_g#ﬁe af
growth of ocutput and éﬁ@ioyment. Sufﬁice_it‘to say.that fheseraxé lmpar-
tant areas for research in the Indian context in view of the tremendous

importance being attached tc employment crearion.



The problems in the measurement of manufacturing capacity and
its utilisation are well known. The basic problem is oﬁé of defiining
the concept of capacity itself. Even if an agreeﬁent is reachea.on
the concept there still remains the problem of measurement. Modern
industries with their complex technologies cannot easily be analysed
in terms of the single product cost curves which.seemed to fit the early
industries of the nineteenth century. The feievant issues have been
"discussed at length in'thelliterature thoggh final answers have not

<

been found to the satisfaction of all concerned.

The Goncept of Capacity

Economists define bapéclty as the output corresponding to the
minimum point on the average cost c&rve of the manufacturing unit.
Empiricgl detefmination of this version of capacity ocutput 1s indeed
difficult,.éséeéiglly in the context of ﬁultiproduct firms. However,
if wmost c;st curves arewL-éhéped as Johnston found in a number of his
own studles and others that he surveYed, the econcmic concept may be
approximated by the engineering céﬁcept of capacity.g The latter gene-
rally refers to rated capacity or assessed capacity considered feasible
under "normal"“conditions. Managers and ;eéhnical”éxpgr;s operate with
this definition of capacity whiﬁh incidgﬁtélly is the bhasis of the c#pa-
¢ity definition of thé CS0. The advantage of the engineering concept

. . T : 10
is that 1t is more operational-than the economist’'s concept.

A new and practical way of giving shape to the economic concept
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of capacity has been develdpéd by i(lein.l1 This is the "peak output”
approach to .the measuréﬁeﬁt'of cépééity. ~Without_going Into a full”
scale discussion of the merits of'tgiélﬁethod .letﬁme:makeptwo.observa-
tions on 1ts relevance under Iﬁdian cond itions. 1) In an econeomy where
sugply constraints often kekp peak:outputs gt low levels in SPéte of the
availability of large qapadities,-a péak caﬁno; be_regarded as ;epreéenting
the "optimal" output. In.othér words, it might lead to a gross underesti-
mation of excess capacity. 2) In industfies whose production schedules
exceed a month or a similar-shdrt period, armonthly peak may not truly
reflect the real capacity at all. A boiler which is 4n proééss for a

year may be reported as finished output in ome month when the peak will
suddenly shoot up But in L&Ct; it represents production which had gone
on for months but was not reported until the finished produqt appeared.
The proper wayiof measqring capacity under such.§Sﬁdit10ns ﬁould be in
terms of shiftsjor‘shiéf hours avallable. Many inhustrieérmanufaéturing

custom made items may fall into this category.

For these reasons, we reject the peak output approach to capa-
city as inappropriate in the current Indlan context. Instead, we have
adopted a modified engineering approach in the present study d5 an

approximation tc the eco&émié'capacify'of industry. The Monthly Statis-

tics of Production (MSP) of the Central Statistical Organisation reports

instalied_capacitieS-of a variety of'industries on an engineering basis.

Except for a few continuous process industries, reporting is done on a
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single shift basis. This source has several problems in terms of reporting,
accuracy and coverage as well as the concepts used in measuring capacity.
Even so, it is,preferablé to the alternative of approaching firms directly
for, the ;elevént data. Apart from being prohibitively costly, the latter
approach would aglse have suffered from poor response which other investi-
gators have experienced on other occasions. Since we have used MSP data,
.1t is important to remember that the scope of our apalysis is limited to
the organised industrial sector only. Similarly, our treatment of the

new products for which capacity has been created is admittedly unsatis-
factory. This, however, is not a major handicap since in the index of
igdustfial production, only 1.2% of output was contributeéd by new pro-

ducts since 1961, 2

In developing the time series on capacity and capacity .utilisatioen,
we have modified the definitions used by €S0, Only 18 produﬁt groups
report inétalled capacity 6ﬁ a three‘shift baéié in Msf; Seven others
‘report capacity on a two shift basis. The remaining‘275 industries or
product groupé reportntheir'installe& capacity‘on a singlé shiff basis.

" Actually, ﬁaﬁy médufacturing units in therthiré category ;pefate on a

two or three sﬁif£'ﬁasi§, shoﬁing thereby that their potential capacity

is much in excess of the singlé shift‘équivalent. This isrobvipué since
peak ocutputs in many industries are éonsistently higﬁer than théir reported
single shift capacitiesiwhich can only mean that many unitg are operating

at least on two shifts. Having ascertained current industry practices,
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we have recomputed the installed capacity of ;he'industries in the second
éét;éorj'assuming 2.5 shifts and for those in the third catagory assuming
2 shifts. This in fact is a conservative assumption. In a similar study
oé Pakistan, Winston has assumed 2.5 shifts fér all industries.12 Whether
in fact these industriesg-operate on twozorfthfee_shifts is a different
matter. Several factors including government policies or their own
inefficiency may have prevented them from doing so. But the f;ct remains
that they have the potential -capacity t&Joperate”on more shifts than has

_beenﬂassumed_infMJQmA

Significant Questions

In the area of industrial capacity and its utilisation in India,
there are a numbér of important questions ﬁhieh have not beéﬁ adéquately
;investigated or answered. What are the patterns of capaclty growth in
our industries?‘ What 1s the pattern of capacity utilisatiqn,as between
industries and over time?.'Why does a given éfiucéﬁfe of idie'éébacity
prevail? 'Is there a set of key.vériables which can explain the inter-
industrial varlations in capacity utilisation underlying this strué:ure?
All these afé'questions thé éhsﬁersAto which can give us impartant clues

for evolving appropriate policiés for improving capacity utilisacion.

The purpose of this paper is tc examine these questions with
the aid of aailable data. As part of this 'investigation, we present

below a historical analysis of India's industrial capacity as well as
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capacity utilisation for the decade of the sixties. In regard to the
last two questions, we shall limit@ the scope of our empilrical analysis
to a single year, Qiz., 1965, which was the latest year for which most
of the required daté were available. A more recent year coulq havé been
chosen except for the fact that data on some of the relevant variables
were not available beyond 1965. Inspite of the limitations of data,

the insights ﬁrovided by our analysis may have important implicaticns

for pelicy making.

. Gapacity Growth and Utilisation

'

Let us now lock ét the coverage of the study. Of the industries
covered by the index of industrialnprdductien,-we have covered.&Z% by
weight. Of the manufacturing segment, 73% by weight has beén included
in oufusfudy.r What are left. out ar2 certain seasonal indus£rié§!éﬁch
as sugﬁf"and tea and ‘some capital goods anﬁ other ém&lief industries
fof wh;ch capacity figures are not readily a;éilable. While the.caverage
is not Hﬁddféd per cent, it .is ;easonablf combreaensive s& that the

findings that emerge could be interpreted as‘faixly representative of

the manufacturing sector as a whole.

Turning to the findings of the study, we find that during the
peried 1960~70, industrial capacity in the orgaanised sector has grown
at an annual rate of 5.7%. If we divide the industries into consumer

goods, intermediate goods and-gapital goods,-grcwth'of capacity is seen



14

‘to have beén 'c'!nite uneven; - Similarly, 1f the decade 1s divided into
‘three periods, it is Seen that the rate of growth has waried from one
period to the ‘other. : (See Table I for a summary. of results anJ Appendix A

for rates of growth by industry)
The major findings of the analysié'may'Be summarised és follows:

15 Gtowtnrof capacity during the period undet study has‘becn
highest in the capital goods and intermediate goods sectors investment
in which was deliberately stepped up through plenning These‘represent
relatively new industries in India which startel from a relatively small

bagse. This result is therefore not surprising.

2) The rate of growth of industrial capacity has declinel from
6. IZ in 1960-64 to 4, 6% in 1967 70. This confirms the suspicion of
many observers that investment in industry has been on the wane. It
is significant that the rate of gtc;th of capacity s ince 1969 has been
lower thanrthat during the immedi;tely precediug recession period. This.
is true ;150 of tﬁe.capital goods and internédiate goods grcups the growsh

of which appears to have declined substantially since the recession.

3} A rather unusual finding is the steady growth in the coasumer
goods capacity over the decade of the sixties, The rate was very low at
the beginning, possibly a reflection of the great emphasis on the non-

consumer gcods industries in the Second Plan period. From an average



of 2% growth in 1960-64, the growth rate has gome up to an average of

over 4% from 1965. In fact in 1970, the‘growth‘of capacit; was 12% over
1969, the major industries having expanded being food manufa turing,
radio receivers, sewing machines and the like. The grovth of consumer
goods capacity has been larger than is realised by most ppople This

1s an aspect of our industrial growth which uneeds to be investigated

'more carefully.

Let us now turn to tce utilisation cf industrial'cgpacity.'The
period under study is 1961-71. Here agaln, industries havc:been grouped
;under consumer goods, intermediate goods and capital gqods.‘ (See Table II
for a gummary of results and Appendix B for rates of utilicction by indus-
). o

- The findings of the analysis are summarised below:

1) While the rate of capacity utilisation'éstimated‘on tﬁe‘casis
of the HBP definition of capacity seems ' impressively hi gh around 80%.,
when adjuated for multiple shifts as explained'earlier, the average util-
lisation rate is no more than 53% for the entire period. fhis indecd is
low and shcws the tremendous‘pctcntiai for.step?ingkup output simply.
throughua_fuller?utilisation‘of existing capacity. It would seem that
nearly haif fhéjinduét;iai capacity in the country has remained uﬂu;té"
lised. It is even more discurbiné_that the level ofrutilisation has

remained more or less stagnaﬂt throughout the period under review.

Fa
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2) In the-period 1961-65, the utilisation rate was 54% which
declined to 52% during the recession period 1966-68 and imprpved to
54i again during 1969-71. It would séem £hatlthe difference in per-
formance between the recession and non?fecession periods has ﬁot beéﬁ
all that significant. The Reserve Bank series on capacity utilisation
aléo would lead to the same conclusion although the rate is reported
as much higher, viz., about 80%.13 This has to do with thé‘gethod édopted
by RBI which in my view suffers from the iimitations'of the peak output

method referred to earlier.

3) In the gonsumgr*gdodé gr&up;;utilisation has been steadily
improving froﬁ.Qé% in the first period to 49% in the second and 53% in
the third. Capital goods did about7582 in thg first period and has been
stagnating at 42-43% since then. Tt is'in.inﬁermediate goods that the
level of utilisation has been the highest, 64, 61 and 61% respectively
in the three periods. - However, it is to be noted that this group has

not beén able to do‘bétter since the recession.

4) The intermediate goods group consists primarily of continuous
process industries, Giﬁen the nature of the pProcess and the High cost
of intefrpptions, businessmen will be more careful about pfad;ing and

utilising capacities in these industries. This may expiain the higher

levels of utilisation found in the intermediate goods group.

3) A major factor responsible for the state of low utilisation
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in thé éngineering industries is ﬁhe péfformance of the steel industry.
Ftom-a utilisation rate of 861 in 1966, this industry has steadily dec -
1lined to 65% in 1971. The entire ranée of steel processing industries

has been affected as a result, although imports have bridged the gap tc
some extent. Steel ihdustry is*a good example where by fuller utilisa-
tion of capaclity alone a substantial increase in output could have been

achieved.

6) Though the general 1évei of utilisation is EKtremeiy low
and there is no evidenée of even a.grédual rise in_;his_ievel, there
are geveral industries which_have been operating at or close éo full
capacity iﬁ the past one or two yéars. The most  lmportant among tﬁese
' are-caustic soda, soda ash, aluminium, commercial vehicles and tyres
and :ubes._:It is.thesé:industries which have capacity bottlgnééks'énd

where output cannot be inctreased without an expansion of capaecity.

”;1. Inter}Industry.Variation in Gagaziﬁg_jtilisation:
i A Cross-Section Analysis

In theoretical discussions on this subject, a most persuasive
'.'Vieﬁ that has been put across is Eﬁat of Robin Marris whose hypothesis
is that the nor%alrpfeferences of people ig,favcur of day . time work
would tend ;o_créate underutilisationfoﬁ‘capadity,}?;Tﬁe theory is that
tﬁé;éfpreferences causa the shi£§ differ;nti;iﬁid wages to rise substan-

tially soc that firms find it more profitable to reduce utilisation and
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increase labour productivity by providinéilabour more capital to work
with. While this may be a useful explanation of the ﬁhenoﬁenon of
chronic idle capacity which is characteristic of industries in some
countriéé, it does not adequately explain why intef-industri&l varia-
tions in capacity utilisaﬁion are as wide as have been obsérved, for

instance, in the Indian case.

Other observers who have studied the problem of underutilisatien
have attributed 1t to supply and demand constrainfs whicﬁ in turn may
have been caused by government policies an; rigidities in the systeﬁ.l
Faulty demand projections, raw material shortages, foreign exchange
bottlenecks and labour unrest are among the factors highlighted by the
_.proponenté of this view. There must be conéiderable merit in this argu-
ment because surveys of firms seem to have reinforced the diagposis of

these observers.

The survey approach may be a useful way of identifying the major

éauaeslunderlying idle capacity as perceived by the responding firms.

However, there &s-tﬁe_pdésib;liiy that the respondents will tend to

" highlight the more obvious andwﬁirect factors whicﬁ-need not be the
only variables_igfluencing capacity utilisation. For instance, a part
of the inter-indqstr; va;iaéions in utilisation ﬁay well be due to
differencéé_}n certainlbasic industry characteristies. Firms may not

have related these dfferances to their experiences in terms of utilisa-

tion- Again, certain'ﬁoiicy instruments may have influenced the structurq
. i



15

of utilisation though firms may be unable to specify the relationship

between the two.

An Econometric Investigatioh

If we are to improve our understanding of the strutture of capa-
city utilisation and of how it is being influenced by important causal
factors, it seems that a more comprehensive and theoretically defeqsible
model of the problem must be formulated. The model's usefulness in
explaining the phenomenon could then be tested with the aid of gconometric

tools.

In my view, there are two gets of %atiables which tégether deter-
mine the pattern of capacity,utilisgtton qt any iﬁdustry. These are
1) critical industry characteristics, and 2} governmental pclicy. A
third, namely, "outliers™" to reflect arbitrary factors may:§}§q.te added
'thduéh they are not causal variables in the sense in which the first two

are.

(a) Industry Characteristics

inter-iﬁ&ustry variations in capacity utilisation may well be due
to.thérdifferences between industries in terms of certain basic characte-
ristics. A:well kndwn'characteristic which has been studiel carefully by
- many economists is garket structure. Thecry asserts that a ménopolistic

market structure will tend to restrict output and hence reluce capacity
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utilisation. We give below & list of selected industry characteristics

which might have significant influences on capacity utilisacion.

1) Market Structure: We would expect capacigy ut@lisatian to bé inversely
related to the degree of manopoly or mari;ét i:cnt‘r.o-l cﬁa;‘aetzérising the
industry. The low JbluEEvhigh margin syndrome associsted with Indian
business may well be ﬁymaﬁifesfgtion of this tendancy. In'bthér-ﬁérds,
the greate? the degreé-bf wonopoly, the lower the rate of capacity Gri-

1isstion.”

cx

2} Pressure of Dewand: Demand conditions facing industries vary. We

would expect those lndustries which experienmce growing demand for their
producis to show a higher rate of utllisarion. Other thisgs remainiag
the same, growth of market dewand should be an Incearive for incréaded

supply resulting in better utilisation of capacity.

3 Size of Firm: Technological as wgllxas managerial scalg ecgnamieﬁ

ate gupposed to be » function of size. If aoc, we would expect indgatries
with larger sized firms to operate at higher leve;s of ntilisarion. Slze
may also bestow other advantages such as inflience over decision making
in govermment which, in the Indian context might_enable the larger Eirms
to procure & larger.proportiaq qf!ﬁcgrcg;infuts snd operate at higher
levels_cf capacity utilisaiign. _1h#s, of course, is & diﬁferep: dimgnsian

of the influence cf size.
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(b} Policy Influences

Unlike industry characteristics, it is ﬁore difficult to identify
specific, measurable governmental policy variables, though no one would
deny their impact on the pe;formance of an entgrprise. We know that
‘through the maze of controls, incentives, penalties, and administrative
practices, government policies do inflience tha strecture of capacity
utilisation. But how this complex set of policies and procedufes'diffe-
rentlate between industries, and the sttealroPeretign of this process are

difficult to comprehend and define. In terms of variables which might

lend themgelves to,quentificatipn, we list Blow three policy variables:

“1) Twport Substitution: The government's policy on the extent of com-

peting imports permitted in ény'pfqduct group ﬁay‘ﬁave'e sigeificant
beafing on that industrﬁ's atiiityAto_utilise its eapaeity.' fo the

extent that imports compete with indiéenous'proeuction, casacitf utiii—
‘sation will tend to be adversely effeeted. Iednstries differ in the
fdegree of imeort substitutioh faciné-theﬁ. One would expeét this te be
an importsht variable becaese of the deliﬁerate strategy of imbort substi-

tution being followed by the government.

_l_Effective Rate of Protection CERP) Restrictions on internal licensing,

quotas, tariffs, indirect taxes, and fiscal incentives are factcrs which
have provided high levels of effective protection to many industries. A

consequenca of these policies has been the development of "inefficient"
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industries in the country. Sometimes Iindustries may be efficient, but
earning excess pfdfiﬁs'aé a result of high effective protection.'- If a
high ERP is an index 6f inéfficiency 6r EXcesé profits due to.shortéges,
we would expect it to be inverselyiéb&félated‘with capacity utilisation.
The hypothesis would be_that‘govefnment policies_which'inducelinefficient
industries to dedelop'thrdugh protective me@asures will'work‘against_effi—

cient capaéif} utiliéation.

d) Raw Material Allocatioq: ”Thougp ERP will no doubt reflect raw m&téfiél
problems too, there is a ;ase for ;eparageiy listing this variable in view
of the govermment's direct role In raw material allocations. Ideally, we
would have liked to quantify the manner in which the government discrimi-
nated between industries on this count. Thus, if the government gives

a larger quota (in relation to requirements) of raw materials, imported

or indigenous, to one industry than another, we would expect the former

to more fully utilise its capacity than the latter.  There 1s no market
demand problem for these industries since the constraint is on the supply
side. This constraint is reflected’in the shortage of both raw materials

and finished goods.

The third' category of variables, 'outliers™ has beea ment loned
only to highligﬁf‘the fact that there might exist certain special or
accidental factors, unrelated to the above two, which may also cause

inter-industrial variations in utilisation. For instance, low utilisatiocn
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in an industry in one year may have .been due to a major addition te
capacity in the immediately preceding year. i£ may take a while for the
industry Lo gear up to adhieve fullwutilisation of the new capacity.
8imilarly, there might occur strikes, pbwer failures, etc., which are
disturbances of a regional nature causing the rate of utilisation to
fall. 1In the specificatioﬁ ﬁf ] coﬁfréﬁeﬂsiﬁe nodel, these outliers

should also be taken into account in an appropriate fashion.

We report below the résults of a preliminary attempt to explain
the Inter-industry variations in capacitj utilisatién in India in terms
of the different variables discussed above, The rate of capacity utili-
sation has.yafied'considerably from one industry to gnother in 1965,
the year wa selected for s crossisection analysis. The question ta be
answered is whether the Indian experience in 1965 was in line wifh the

theoretical expectations provided by the model outlined above.

Detgiie&:éapécigy ;ﬁds;uLPu; data'Qere;gathered’for 185 product
groupe based on.MBP. Tﬁeée‘were then aggreéhted into 39 industry groups.
Weighted rates of capaciﬁy utilisaﬁion'(cﬁ) were ccmﬁuted for these
industries for 1965 (See Appendix C) similarly, Adata on a wide range
oi‘independent variab1es corresponding [f¢] each industry were also esti-

- mated fromla vgrie;y_qf soufces. The'independent variables considetred

~were! B

1 Market structure ), represented by the rumber of units
in the induatry.l This measure was used in the "absence of

a more direct méasure of market control such as comcentra-
tion ratio.
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2. Pressure of demand (APO), represented by change in the
peak output of the industry over 1960- 64 . 17 This entails
the assumption that growth of output in the recant past
is a good proxy for future demand.

3. Size of firm. (K) represented by the ratio.of Fixed Capital
to total manhours worked {capital intensit9 18 Fixed capital
per reporting 'unit was also.used, :

4. Import Substdtution (%3), represented by imports as a per
cent of total supply

5. Effective Rate of Protection (ERP), as estimated by
VR PanCha,mukhi )

6. Import content of production (IC), as-a proxy for the raw

- s material allocatiou variable.20 This admittedly was not a
satisfactéry measure since allocdtions may not have been
made .on the basis of import content in all cases.

Oer.data heve some iqportant 1i$itations, 'Eiﬁﬂg of all,,rhe
39‘indﬁetriesraccounr for only 61% of the total index of indeetrial.
produetion. .Some induetries had to bé left eur.ﬁecauSe ceﬁacity data
were not readily available. Others had teﬁbe left out because of the
seasonal nature of‘prodﬁction or because they were-mainly export erieete
Secondly, several approximations had to be made'in the measurement of
independent variables. Reference hae-been made to tﬂis problem while
defining the varilables. Data were notieften avallable at the required
leﬁeis qf:aggregation. Thirdlz,‘in ee%e.cases, data on independentr
variables were not available for 1965. The_extreme.case is that of the
import.content data which pertains to the year 1960-61. On the:other

hand, import content may not have changed very much from year, to year.

These are some of the Iimitations of the data which should be kept in
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mind while evaluating our results.

Results

In the first stage, we attempted a cross section analysis of the
39 industries to test the hypothesis that utilisation rates are a function
of the six variables listed above. The fit of the estimated equation was
axtfemeiy poor. We then proceeded to disaggregate the sét of industries
in the beiie.f that there might be major structural differences between
different groups. For instance, patterns of utilisation might differ
Jdgpending on Ehe nature 6f'tﬁé end produéts of:industries. Since the
number of obs’éryat’ions fw:;ié li:;itéd, we divided the entire group into two
categories: 1) capital and intermediate goods, and 2) .consumer goods;
_and proceeded to estimate equ‘atiogg separately for each one. This dis-
tinction seemed reasonable also on the basis of the variations in the
utilisation rates. 1In 1965, the capital and the intermediate goods group
had an avefage ﬁﬁilisation rate 6f 687 whéréas the consumer goods group

had a rate of 51% 6n1y. Thé average for both together was 5%.

For the capital and intermediate goods group, we found tha£
industry characteristics alone explained 40% of _the inter-industry
variations in utilisétion rates, when the po-licy varlables were. added,
nearly 721‘ of. the variance was explained. The es‘tim.gté& equat;ion is

given below:
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CU = 46.920 - 0,046 M5 + 0.190 APO + 2,949 K -

(6.76)% (2.22)%*  (4.68) (5.21)
- 1.224 1S - 0.025 ERP - 0.430 IC
(5.89) (4.50) (2.50) **

2

® = 0.722 F = 6.00 D.F. = 16
* t-ratios are given in paranthesis |
*% gignificant at 5% level
VOur model has explained a substantial part of the intef-industry
variations in the utilisation rates of the capital and intermédiate goods
sector. A'major variable not adequately reflected in the model pertains
to raﬁ materiai.allqgafion which may be-representgd only iﬁper£e¢t1y by
the import content variable. Results could perhaps be ilmproved 1f this

deficiency is removed.

let us now turn to an intefpretétIOn,of the results. The major

points which deserve to be noted are the: following:

1) All the net regression coefficients are significant. So is the
F ratio. The expiénatory variables in the model, therefore, seem to be

important factors inflaencing rhe pattern of capacity utilisation.

2) The sign of the market structure variable is not in line gith
our expectatioﬁ. The finding 1is thaﬁ-monopoly or cligopoly does not
lead tb a lower utilisation of capacity. We need to experiment with
better measures of MS before drawilng a fiéﬁ conclusfon pnuthe rolg of

this variable. ©On the other hand, it could be argued that market control
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does not produce the expected effect since in a regime of shortages most
firms face relatively inelastic demapds and could increase profits by
expanding output within a given range. The effe;tive constraint is on
the supply side and those firms with greater mgrket control may be more
successful in getting more raw materials and thus releasing the supply

constraint.

3) Demand as reflected by the growth rate of output contributes

to fuller utilisation.

.4) Industries charadterised by larger sized firms or more capi-
tal-inteqsive upité_féﬁa to have ﬁigher rates of utilisation. This may
reflect both econo;ies 6£ scale aé well as efficiency in management and
socio-political powex i; terﬁé'of getting things done. o o

'55 The sign of -the import sgbstitﬁtioﬁ %oéfficient:is'consistent
with our theoretical expectation. Imports.competé wiih indigenous pro-

ductidn and hence tend to reduce utilisatcion.

6) The ERP coefficient needs to be interpreted carefully. High
ERP's are aésqciated-with,lower u;ilisation rates. Our interpretation is
that high effective protection tends to keep alive'inefficient industries
5 incapable.of utilising their capacity effectively. They'Survive only
| because of the protection, not th;ough the efficlent opération of their

‘capacity.
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7) The interpretation of the iﬁéort_coqtgn§ 9pefficient;is also
a bit trxicky. Why would CU go down as IC goes ﬁp? A plausibie answer
is that given the governmental crit;ria and procedures for iﬁport, indug:
tries with higher impdrc content may have faced relatively gréatér Jif£l-
culties in meeting their requirements than others. If a pro-rata allo-
cation policy which is quite common in governmenf is followed;lunits
with relatively higher import cohtent'will get more hurt becaﬁée their

additional requirements could not perhaps be met from the cpen market.

_The results we obtained for the congumer. goods 1n&ustrigs with
the same ;ndependent variableé yielded disccouraging results. We intro-
duced other variables such as labour unrest also, but this did mot improv
the results. We Buspect that some of the majoriconsumer industries are
dependent on agricultural iuvputs which is a Factor our model does not
take into account. Incidentally, the three poliny variables (IS, ERP,
and IC) are margimally signiﬁicant'ih the consuﬁer industries analysis

also,

Qur analysis of the intar-induéﬁry vériaﬁions in capacicy utili-
sation has highlighted the importance of certain iﬁdustry characterfstihs'
and governméntal policy variables as explanatory factors of the. pheriomenon,
The findings on the role of market structure and size deserve to be explore
further because of their obvious public policy implications. The relation

between ERP and CU raises certain important guestions about the impact of
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the protective policies of the government on the efficient operation cf
industry. Our finling on this subject is that high levels of effectcive

protection have adversely qffectellthe rate of capacity utilisation.

111, Implicatipns for Poliéi

Let us now turn to thé'policy implicaticns of the foregoing analysis
of the growth an.l utilisation of éapacity. First.of ail in a papi@éi péor
country, it is unpar-lonable that we have built up a vast anJ diveréified
induetrial base, Wthh has been explolted only to the extent of half its
potential capacity. The' reasons for thls phenomenon have been wilely
discussed by many ol'as:érvers.f~ In many cases, Taw mater1a1 ého*tages and
other supply constraints are the prime culprit.‘rLack of iemand labour
troubles, power shortage or cuts anl aJminlstrativh delays have also beeq';
reported as important causal factors 'However, ﬁe haQe ;een that Béth
government poelicy variables as well as 1nuuery characteristlcs play a

significant rele im causing -1iffersnces in the utilisation of capacity.

I propose to classify these factors unler three headls.

First of all, there are facto£s 5é§onu the ﬂontrol of the Flrm
and the government ﬁhichjcontfibutes te idle'capacit&. These include -
Taw material sh;rtages caused by unexpected foreign exchange Jifficulcies,
technological changes, labour problems anl power cuts 1n some cases.

There is a second category of factors aftributable to faulty ‘nationmal
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planning. Lack of foreign exchaﬁge ﬁlanning, unréalistic_demand bfo&ec-
tions, and failures of detailed pianniﬁé as for exampieain the case of
power where the infegration of generatioy apd transmission is poorly.done.
The thir: concerns industriai{and libéﬁéihg;policy where policies are

framed which work against the fuller utilisatiod.of capacity.

As regérds the uncontrollable factors, there is little that a
government or industry can do. If unexpeéted national calamities such aé
droughts or international disasters like wars occur, everyone willl“agree‘~
that their impact 6n iﬁdustrial pérformapcelcould not have been foreseeh
or avoided. However, certain other factorsllikellabour unrest do not
re;dily fall into the same category although they may also be“ﬁhpreﬁi;tabier
Labour trégblg may develop because of the failure of Industry -in adopting '
reasonaﬁle industrial relations policies o? the failure -of govermment in
evolving‘and enforcing appropriate 1abbﬁr pélicies at the national level.
In the Indian c§ntexp, it 1s clear that political factors are'playing:a
ma jor role in the disturbances faced by indﬁégry on the labour front,

The problem, therefore, is one not only of‘evolving gppfoﬁriate labour
policies at the micro aqd ﬁacro levels, but also 6f'crea£iqg a pq;itical
will to ensuré.that lanuf plays 1ts legitimate role in imprcvi;g indus-

trial performance.

The second se: of factors is certainly more con:rollable although
the country's performance in this area leaves much to be desired. We are

yet to evolve a system which ensures that the national goals which are
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declared and accepted are translated into action and results by the
operating agencies and enterprises. Ibe interface and links between

the two are weak and.pootly structq:eé.l_gs a resuit, we hava conéiétenc
lnput-output models on paper, but their‘counterpart in the real world
fails to emerge, thereby causing major'shortages and constraints im the
process of development., The exlsting system seems largely incapablé of
¢oping with this complex task, It is not ;hat expertise is lacking in
individuals. Many competent meg,exist but their talents‘and motivation
are not exploited to achieve the national tasks.- We need‘to take a close
look at the total system, itsrstrugture, practices énd men to'detefmine
the nature and scope of reformsingeded to bring them in 1iné ﬁith fhe

requirements of task performance.

Realignment of Policies

Turning;to the third set of factors, it is interesting to_noté
that althQUgh in eve;y-ﬁlan:wé have emphasised the importance of the. .
fuller utilisation of iﬁdustfi&f'capééity, we have net fylly sucgeeded
in evolving policles and controls which facilitate the achievemggF of
thié objective; UntilAvéfy'recently, where licensed czpacity was given
in terﬁs of‘a single shift, the government did not.permit tha output of
industry to exceed the ome shift production limit. It is a sad -cflec-
tion on our techno-economic planngrs that they did not realise early in

the. game the cbntradic;ion‘between this restriction and the goal of full
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utilisation of capacity. In fact this policy itself must have resulred
in the creation of ccstly and unwanted industrial capacity in the country
" This has been at least partially corrected "in the recent shift in pclicy
which first permitted 54 and subaequectly 12 additional industries to
increase output up to the limit of three shifts With certain restrictions
on the lerger houses and foreign majority companies. If a case could be
made, it ia said that other ilndustries may also be added to this list,

If so, we ma? sooen find that the list grows so large:that it covers a
very wide spectrum, much like our priority industries list which often

makes a mockery of the cqpcept itself.

4

_Why do we follow this approach where everfone heslto make apﬁii-
cations and go through a lot of administrative red tape? The main argu~
ment, it would seem, is that we do not wish to increase the output of
certain industries which are not socially desirable. A 1list is therefore
prepared of all those indqstries the cutputs of which are deemed desitable_
Another reason is that the government does not wieh large.ecale units to
compete in ¢ertain products with the small scale sector for which reser-

vations have been.made.  The list of 64 industries therefore excludev

such products.

Actually, one wonders whether there is not a simpler way to
achieve these cbjectives, First of ali,”wculd it not be easier,for

the government to prepare a list of'sccialiy undesirable products rather
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than a list of all industries the capacities of which are worth urilising
more fully? The'undesirablé produ;ts muét naturally be end products and
not intermedlate goods ﬁhi&h may go for diverée uses., Thus, the status
symbols of.luxﬁrYFSuch as;cars, domestic airconditiongrs, refrigerators,
ééc., may be included in the lisf. It wouid be a more manageable. list
than éhat of the desirable products. Barring the products on the unde-
sirable lise, why'shbulé we néf permit incre;se in output for all others;:
if it-dd&ifndt cost ‘us any moée scaree féfeign_exchange or domestic. in-
puts? 'Let:manufactufers'fénd for themselves and find_their raw matarials
if they can éroduce and sell their &ares. Why should the govérnﬁent worry

_Iboutfthiﬁ]énd protect them from cdmpetition?‘

-Secondly; a banned list of end products will not cﬁusé.thé';f;blems
due to inter-industrial dependence which is inherent in a list of permitted.
products. In the list of 64, if textiles are included but not dyes, fuller
utilisation of teitilé'capaéity méy.nét_ia fact take place as desired {if
the utilisation of dyés capacitj is.restricteﬁ‘ It is difficult tﬁ per-
ceive in advance all the detailed‘intar—ipdustryl;elatiqns, and if we
did, we would have to have a'prettf‘long list. Under the present policy,
there is provision for pétiﬁioning ﬁﬁa government fo include additignai:
industriaq to the list on this basis. But cne can imagine the additional
procedures and processes through which one would.have to go if mew indus-

tries are to be added to the list.

Thirdly, a banned list will .force the governméﬁt'co be more
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specific about the products and industries which are regarded as sociélly
undesirable. There is a lot of loose talk about the kinds of iﬁadstries
which do not deserve to be encouraged In thgrcognt;y. It 1is.vexy diffi-
cult to pinpéint wﬁat exactly we don't wéhtAand the reascns theredf.f-
This is clear from phe';ist of_ﬁé which iﬁéiudés manmade fibre; énd
cot;othextiles which cover ﬁany }ukury,pronCCS also.  The rationale
of the ghgice of the 64 industries is not self evident. Passengef cars
are often referred to as grluxury and yet we merrily plan for -erecting
additional.capac}gyrﬁgr augmenting .its output. .When a banned list of
end produqtsﬁis;evqued, it will not be so easy to be vague. and, fuzzy.
When something spec}fic is_be;qg_dgnied to the public, there will.be
greater pressure to explain why it is being ‘denied, and to be more

careful in preparing the list.

A banned list of end products the production of which will have
to be limited to the specified licensed capacity will thus achieve the
_government's ob jective of restricting the output of undesirable products
and at the same time_facilitate‘ﬁuller utilisation of all other indus-
trial capacities with‘the'least administrative delays to the extent
‘that licensing restrictions are_the primary bottleneck to fuller utili-
saciop. If we are concerned about monopoly_and.concentraticn, we should
. enforce controls at the investment stage ;9::eé£rictjexpansion by certain
- firms or business groups. Onoce the capacity has been created wiﬁh govern-

ment approval, we must treat it as a ;esogrce_ayailable for the country
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and utilise it to increase production unless the preducts lnvoived them-
selves are socially desirable. 1In an economy of shortages, increased

output can only relieve the situation and contribute to overall growth,

Protection and Utilisation ofVCapacity

An important finding of the cross section analysis of the capa-
city utiligatipn of selected industries is the inverse relation between-
.;;ilisation and effective protection rates. The factors which-lead to
'high rates of protection need to be investigated more thoroughly to

ﬂgg;g?mine the aspects of policy which need realiganent. Obviously

.Vd;recf controls such as raw material allocation,tariffs,_and imporc
reétficfions can cause serious &istortipﬂsin the efficiancy of enter-
prise 6perafions. thile some of thege cﬁntrols_a;e Justified, we need
to examiﬂe these areas carefﬁlly to seeiﬁﬁere ;eﬁtrgcturing,could improve
efficiency. One area wiich deserves immeaiate‘attentiog is the system
of raw material allocation which faveurs the status quo and makes little
use_of the priﬂe mechanism to ratiou‘cff e;cess demani, The prevailing
administrative system for raw material aliocations 1s cumbersome, breeds
corruption and'délays,'favours the established users and blunts the raw
material producers' motivation fo increase supplies, Most of these items
are controlled on the assumption that as a result the end product prices
will remain reasonable and that the common man will benefit. Actually

items like steel and cement are not of great direct concern to the
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common man. These are products for whi;h theirfusers should :be made to
pay economic prices so thgt the producers have an incentive to augment
the Ir ocutput. At best, there is a case for reserving a part of_thgh
output for strategic users such as defence and railways and perhaps

the small scale users. The baladce should be~distributad to the rémainin
. ugsers through the market, A dual price policy will eliminate a large

- part of the frictions prevalent in the system, lead to a more efficient
allocation of the scarce materials and contribute to improved capacity

utilisation in the process.

b7l

In the proposed system, greaterrattention shﬁuld be given to the
{dentification of constraints and éfiﬁicai areas of shéfﬁégé}"lfﬁimprove
utilisation is'béing held‘backwa‘lack ofﬁsﬁareéhaﬁd other iteﬁs not
indigenoﬁgiy,gvailéblé;'érovisfbﬁ should be maderfor the import of those
items without the}parties ﬁaving to gé thfaugh elaborate procedures.
Import'licences of small value thus gilven té éliﬁinatéfériticai ééﬁstrain
will not gﬁly improve cépacity utilisatibn but 5156 create incféased
-démand fér'indigeﬁous-machinery. A cérefui survey of éhe factots wﬁich
inhibit fuller utilisation of capacify assumes considerable significance

in this context.

There will no doubt be interests which will get hurt by this
change. The established firms may have to face increased competiticn.
The middlemen will lose their cut .and the beaurocrats will no longer
command the patronage and fringe benefits bestowed on them by the old

system.
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tnderutilisation and Investment .

The anaiysis preéented above has important ;mplications fof cur
policies on investment aléo. As hgs been pointed out, the overall decline
in the growth of installe.d capacity in the industry sector confirms what
many qpseryerérhave been saying for sometime and underscores the nead
for taking a close look at the happenings on the Investment front. Clearly,
the investment problem has a bearing on beth public and private seétors
and is linked to the overall shortage of savings due to the slow growth
of the economy. The public secter's deceleratidn in investment has to
do vith‘the government's inability to railse resources and channel them
into investmgnt.projects.r :he private sector's perfo;mancej;an be. traced
fo a ﬁﬁmber of facto£s. Firstly, extreme underutilisation of capacity
is an inhibiting factor in taking luvestment decisions. To put it in
positive termé, gffective utilisation of existing capacity itself would
have éiﬁeﬁ an impétus to fresh investment. Especially after the vecesslon,
many buéiﬁessmen have learnt the hard way that it is unwise to rush into
new projects'éi$§1y becauae theFPlanning commission has made optimistic
projectionﬁ for certain'industrieé, On the other hand, when existing
capactEies are heing fuily utilised and'unfilled 3emand persists conti-
nually, it is a signal té industry that expansion should be taken on

without delay. -:

Secondly, érivape,inves;a;s have been held back because of
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indecisions and lack of clarity in policy at the highest levélsiin goﬁern-
ment. Policies may be categorised in two way;.“ Given our national goals,
there can be optimal aﬁd sub-optimal policies. @Given ou;.doncern fer
growth with justice, we shﬁulq'ideally evolY% policies that are optimal
from the standpoint of ach;eving thése goaléf But in fact we may end

up with policies which are somewhat inappropriatz or sub-optiﬁai from

the point of view of meeting these goals, We are all famiiiar with
governmental poclicies, licensing and control "ptéE;dures which may not
necessariiy be opéimél. Bqt if they are in féfce-;nd are certainﬂto
continue, industry would take them as given and prdceédlto.take decisions
and get results within that framework.: This may not be optimal, but
still, action will be t#ken and waiting will be minimised witﬁ_all its

- implications for growth.

The other.categorisacioa is of poliﬁiesIWhich'are firm and pre-
digtab;e and policies which are indécisivé and'qncgrgain. .When policies
are firm and investors feel that they can éé shead on their basis, posi-
tive results will follow. But if theze is a lot of dilly dallying and
people sense uncertainty in ﬁbliéies,.the tendegcy will be to postpcne
action and the worst hit will be long-té;ﬁ dec{iéous pertaining td invest-
ment. Investment decisions are extrenélyhimporﬁént in the context cf -
éﬁllér capacity utilisation since lack of capacity in oga industry may ::
well be the cause of underutilisation in another._lIn my judgement, It

is not so much the sub-optimality.of cur policies as the uncertéinty
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and indeéisivéﬁéés attachinglto them which has hurt iavestment, The
latter iﬁhibiié ndﬁiéniy the private investors, but alsc the .government
officials who would hesitate to act wheh'pdlicies-are uncertain and
likely to change at short.motlee. ALl of ws could live with a certain
amount of sub-dptimality in policies, but woﬁlﬂ find it fér‘more,ﬁiffi—
cult &o cope with uncertainty, 1ack-of;clarity, and vasciilation;in

policies.

The latest in this phenomenon whicﬁ.is characteristié-of“our
industgial policy is the current state of debaté on the joint sectar.
At onme time, it was thought that thé concept was accepted and that action

was being:taﬁen on-spgcific projécts. Then éame the big debate at the
ATICC Session iﬁ:Gandhinagar when it looked a; if joint sector was Jdead.
More recently, we again see some signs of 1ife in the concept, although
it is too early to say what’ the shape of thi%gs ?il% be. This is an

example of the kind of continued uncertainty caused by vascillation

which can lead to a forced investment heliday.

There 1s no dcubt that a decision on joilnt secter requires the
exercise of political judgement at the highest level. If for {dealogical
reasons, we weare to throw out this concept, and gc ahead with public
sector expansion and a limited role for the private sector, that would
be better than being indecisive on joint sector indefinitely and losing

valuable time in the process. Time is an important dimension of growth
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and the.talk of telescoping growth and achieving distributional goals

has no meaning if we have no concept of time in our policy planning .and
implementation, .?ersonally, I think that joint sector is the best answer
we have in addition to public sector ekp#nsion for stepping up investment
in the priqrity-industfieS'and thus releasing the supply:constraints which
are causing underutilisation elseﬁhere_in the system. The idealogical
stance that public sector alone should exﬁhnd wili not take us very far
in the present stage of our economy where a great deal of financial and
techno-managerial resources exist outside the public sector. Again, 1if
we aré not coﬁcerned about tiﬁerand its impact on growth, we could ignore
the pofentialrcontribution th#t inéreasedrinyestmgnt might affer.. But
th%:Hwe will be serving neitﬁer growth nor distributional objectives by

adoptirig such a posture.
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Annual Rates. of Growth of Instpalled Capacity

Consumsr Intermediate Capital A11 Industriss

?ari,od, J goods goods - gosds
1960 to 2970 - 3.6 8.3 6,7 5.7
1960 to 1564 1.9 11.2 9.1 6.1
1984 to 1967 4.2 8.7 6.6 6.4
3

1967 to 1570 5.3 4.0 3.7 LA
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Ratas of Growth of Iustalled Cagacity in Indian fanufacturing Industries

S - ey

gi- Tndustey Weight 1961 1962 19G3  13G4 1065 1466 1967 1988 1963

T Consumer Goads Industries,

128,58 130.5 143,5 102,72 185,2 198.1 237.2

1. Food Manufaeturcing Industrios 1,772 100.0 104.6 12C,7 1
2. Vonaspathi 2.090 107.6 107,B 107.6 11143 110,53 112,27 113,5 113.5 1230 185,5°
3. Cigaretics 2,150 [00,0  §7.0  97.0 .102,2 107.0 126k6 125,03 127.4 137,4 127.4
4. Cotton Taxtiles 21,1E0 100.1 100.9 102,27 105.1 10%9.1 11243 JQ14,%2 117,4 117.6 116.1
5. Wooler [ Qther Taxtiles 1,510 1DS.4 110,80 111.2 111.7 1419 147.9 148,28 151.7 151.6 150,53
G. Plywooe & Covl 0.409 69,9 69,9 63,9 G0LE 68,9 63 69,9 1309.1  99.3 99,3
7. Leather * -eathar Producks 0,467 00.7 101.6 107.0 IL6,7 10,3 0 111.9 232,1 112,.2 111,99 110.2
8. Druys & Pharmaceuticals Zolhl 101,7 1DZ,5 98T 109.5 111,84 LIS.6  I26.7 126.2 140.6 140.1
9. YWaghing & Llesaping Compounds 0.920 100.G 96,7 5&7 98,7 98,7 29,7 95,7 93,1 93,1 93.1
10, Matchas 0,500 101,27 10L.2° K01.2 95,8 98,5  %i.5 DB,5 38,5 G35 Q8.5
11, Office & Housshold Machines 0.478 100.0 190,80 104,56 118.7 11B.8 172.4 123.0 116.0 133.6 14%9.4
12, Radio Recelusrs 0.610 100,0 218.8 135.4 135,4 132,9 175,35 196.9 285,8 419,77 @45.3
13, Eiectrical Fans 0,411 102.2 15B.8 156.6 170.7 175.4 275.4 282.4 171,83 205,5 903,5
14, ‘gsocellaneous Products 0,353 100,D 68,7 99,8 98,6 90,7 121.8 121.8 85,0 52.6 }32.5
Total Index 33,991 100,23 102.0. 104,60 .107.8 12,3 (11747 122,01 26,1 130,8 1@2.51
II. Ipternediate Coods Industries.
1, Pepor & Faper Producte 1,630 102,5 10B.1 123,7 136.1 1574 159,53 172.3 176.4 182.7 190,6
2. Tyraes & Tubes 1,460 113,9 129,7 256,1 175.1 176.5 1308 201.5 2015 244,6 Z4d.s
3. Aubber Froducts 0,757 92,4 L4l.8.142,8 147.4 L246.2 160.2 17,0 172.0 1B85,2 185,27 -
4. Heauy Organic Chemicals 0.079 118,5 138.8, 147,88 189.6 226.3 212.4 2197 230.5 242,86 252,5
5. Heavy Inorgenin Chemicals 0,524 103,29 102.8 136,27 158.5 1E63.9 202,3 231,27 239.8 Z4€,1 257.8
£. Synthetic Fibres 0,E42 117,0 136,2 140.3 140.3 2487 240,08 243.9 143.B 221.5 253.0
7. Dyea & Dye Stuffs 0,519 100,00 10D,D ,100.C 30,0 101.2 101.2 174.8 163.5 163,5 60,5 -
8. Fertdlisers 0,456 105.1 103.4 . 134,27 -151,5 154,68 266,86 432,6 555.3 754.1 754.1
9. Paints & Varaishes 0,250 119,5 119.3 119.4 119.4 1a0.4 13,2 130.% 107.9 106,5 105.5
10, Petroleum Refinary Procuots 1,340 - 100,00 104,1 114,59 123.6 1¥1.4 1685.7 214.1 204.,4 233.,9
1l. Eemant 1,170 109,01 111,98 1l&.% 123,9 134.7 148,68 147.1 170.0 179,1 195.7

12. Astentoe Dowment Products 0.B90  113,3 113.,3 128.2 175.1 121.7 151.7 207.7 207.7 247.5 7250.5



Industry deioht 1551 196X 1963 1564 1965 1966 1357 1968 1959 1373

Hoa -
13. Non-fletallic Fimezal Products 1,785 100, 1I1£.9 120,22 126.3 137.5 1é&6.7 16071 136.4  1533.4 133,95
14, Aluminium 0,485 119,68 172.1 172.1 172.1 351l.4 344.6 244.6 432,0 4C2.0 450.¢
1z, Steel Pipes & Tubaes 0,600 00,0 100.Y 28,2 150.6 145.7 1688.5 718.6 7232.7 251.9 2o5e.§
16, Stesl Castings & Forpimgs 2430 100.0 1157 14R,6 1465 217,99 306.5 324.5 320,39 321.5 312.%
17. Basic lletals (f'G’-‘TM) 4,580 192,2 192.2 182,22 192,2 192.2 192,2 1lg2,2 192.2 192,27 132,2
18, Basiz fietals (man~ferrous) U, 741 §9.2  7E.7 75,9 T0.6 63.5 50.2 533 57,3 60.2 61,7
i9, "etal Produchs D.BS5  135.8 46.1 153.5 185,5 174.7 lug.s 203,65 163,6 1587.1 167.1
23, Uther Electrical Goods 1.358  102,5 122.5 154,4 156,5 207.5 228.4 26%.& 251.1 7283.1 294,8
Total Index 21.0581 127.0 134.9 145,0 153.1 166.9 180.5 19G.7 200.8 215.2 271.4

IIT, Canital Coods Industries
1. Mortlectrical Machinery 0,481 103.8 115.6 12007 120,56 172.1 17C.5 1E7.1 147.2 158,272 184,1
2. #achinery Comporeats & fccesseries 0,155 150, 1&1.5 207.3 251,72 3T0.5 412.1 420.8 4268,4 431.4 514.3
3. Electrical Machinery 0,666 16d.0 143,22 171.2 171,72 292.5 195.8 332.,2 379.9 453,7 465.1
4. Railway Wagans 2,370 100,00 100.0 113.9 1lE.5 132,11 134,5 134,35 134,5 134,5 134.5
5. Mctor Vehicles 2.110 100.0 06,0 1CC.0 135,3 135.8 135.,8 135.8 135,8 135.8 135.8
5, Otker Transparct Eguipnment £,.732 111,48 13,5 142.4 190,5 181.4 202,7 198.3 233,32 233.3 233.3
Total Index 6.5932 1061.86 119,35 123.0 141,9 153.5 158.5 171l.9 179.3 187.8 131.6
Ell-industry [ndex 6l.574 109.6 1141 120.2 126.9 135.3 143,5 152,99 157.3 165.7 174.8
Note? The zate of growth of installed capacity of each mamufacturing ihdustry has baen

computed as the weighted average of the rates of the differznk
that industry. The rate of growth of instailed capacity of an
{or sector) is computed as the weightecd average of the rate of

dustries that constitute ar industry-graup.
added figures as supslied by the MSA,
tha officizl series of Index Nuphars af lndustrial Production.

product groupgs of
industry-guroun

the individual in-
The weights =re based on tho value-
The value~added weights are also used in
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Tablo 11

51, Perinds

o Industry erve ke st 1 s Swmrmemas . Fhi0n e 4 s b2 tmmrmngp et ot 2
' 1961--1965  1046~18C0  :060--1071

1. Consusdr goods 46,3 45,6 53,40
2. Intormodiato goods ' G4.3 60,9 61,2
3. Gapital goods 57.6  42.3 42.0

4. Rll_Industries 53.6 2,1 54,5
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Rates of Utilisation of Instelled Cepacity in Indian Industzies

Appendix B

oy industry Weight 1961 1963 1965 1966 1947
‘Nao, ! .
I. Cansumer quds Industries
1, Food Mapufacturing Industrics 1,772 0,207 45,337 0.316 0,329 0,225
2, Vanaspathi 1,090 2.606 0.685 0,744 0,617 0,063
3. Cigereltes 2,150 0.713 E.746 0,911 0.02% 0,781
4, Cotton Textiles . 2i.180 D.413 0.458 3.601 2,458 0,501
5, Worlen & Othor Textiles 1,510 0,422 04350 0,42 2,372 92.375
6, Plywoed & Cork 0,405 d.aB4 G,702 0,769 10,749 2,772
7. Leather & Leather Products 0,467 0,309 0,363 0.3%¢ 0,351 0,345
8. Deugs & Pharmaceuticals 2,141 0,245 0,313 9,306 D3.340 0,275
9, Yashing % Cleaning Compounds 0.920 0.301 0,348 '0.301 0,383 0,376
1C. flatches ' 4,500 0.352 0,311 0.344 9,353 0,332
11, Office. & Houschold Hachines 0,473 0,723 '0.339 9,358 0,440 C.423
12, Radio Receivers ’ 0.G10 J.%04 0,535 0.745 0,572 0,775
13, Electrical Fans 0.411 0,606 D.414 0,476 0,474 D457
"1l4, Miscellaneous Produste - 0,353 D0.335 0,289 9.3.5 0,200 0,299
Total Index 33,991 0,426 0,458 0.504 0.475 0,485
1T, Intermediate Coods Industries
1, Paper & Papor Products 1,630 0,848 0.38% 0,003 0.866 9,833
2. Tyres & Tubes 1,460 0,997 0.900 0.95% 0.907 9,916
3. Rubber Products 0,757 0.682 0,473 0.487 0.453 0,471
4, Heavy Orpanic Chenicals 0,079 0,342 0,406 0.354 0,391 G,300
S. Heavy Inorganic Chomicals 0.524 0,809 0,759 0.749 0,746 0.697
6. Synthetic Fihres 0,642 0.466 0,521 0.590 0,623 0,717
7.:Dyas & Dye Stuffs’ €.519 0,474 0.420 0,651 0,472 0,451
8. Fartilisoers . 0,456  0.469 0,484 00457 _0.437 0,433
9, Paints & Varnishes - 0,290  C,462 1,533 0.455 0,424 0,507
10, Petroleum Refinery Products 1,340 0.416 0,473 0,921 0,410 0,459
11, LCement: ' 1,170 g.a70 0,%09 0,905 0.878 0,888
12, Asheatas Cement Products 1,890 0.434 0.554 0,506 0.353 0,276
13, Non-metallic fineral Products 1.785 0,783 0.372 0,330 0,385 0,572
l4a. Aluminium D.485 0.862 0,971 0.617 U0.664 0,813
15. Steel Pipes & Tubes 0,600 0.59 O0.718 0,681 0,753 0,429

1968

0,213
3. 801
1,635
0,507
0,448
0,437
72,305
13,272
2.436
0,364

0,447

0,857
0,497
U. 356

0,499
]

0,842
1,123
0,498
0.354
0.771

.0.803

0,508
0,419
0,561
d,464
G. 809
0,284
0.457
0,725
0,488
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(,293
D614
0,891
d, 056
0.319
0.417
0,224
6.297
0,035
0.327
B8.33%0
0.754
2,418
0.344

0,537

4,775
1.047
0,407
0,315
0.855
D.49%
0,509
0,529
0.563
0.46%
0,895
0,339
0,342
0,937
0,330
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0, 849
0.511
0,404
0. 265
0.9250
0,437
0,420
J.481
0,473
0,770
0,345
G446
1,060
0,288



Industry

Uaight

1961 "

16,
7.
‘18,
13,
20,

Stecl Castings & forgings
f-sic Metals {Parfous)
Baosic Matals (non-ferrous)
Metal  Products

Dther Eleotrical Goods

Total Index
Capital Goods Indlstriss

Industelial Mashinery
Machine Teols

Motor Vehicles

Othar Transport Fquipment
Hom~electrical Machinery

0,480
4, SR
0,741
. B85
1,354

21,061

0.375
0.58€
2,110
D. 520

0.49L.

RMachipery Components & Accegsaries 0,185

Electrinal- Machinespy 0,686
Railuway ‘“agons 2.3%0

Total Index 7-18§

All-industry Tndex 52,228

it by

0,469
0,867
0,351
0,469
0,512

‘0,G1E

fi.258
0.577
B.507
0,425
U,586
0.633
0.701
0.534

0,543

0.504

1953

a2l
0.4916
L.357
1.359
0.479

0.674

0,244
0,552
0,511

0,398

1,588
0,847

0,593

a,907

1965

1960

14987

18068

1959

2,317
1,060
0,287
0, 425
0,425

0.612

1.363
0,500
o, 397
0.443
9.573
0.438
1.047

e

f.550

J.553

0¢.218
0.790
0.226
0.3R85
0,416

0.512

0,246
353
C.315
1,433
0,680
0,385
G,933
3,446

0,455

' 0,517

0,207
u,738
[.262
1,395
0, 374

0,634

0,245
0.256
(244,
B 470
0.6G82

0,388’

0.611
0.430

3,433

0.513

D.1@B
0.71a
0,317

- 0,916

0,394

0.623

0,241
0,177
0,339
D,410
o, 774
3,433
0,459

T, 425

0,402

Qd,530

a,217
0,792
0.232
0,549
D.418

0,633

0,282
0,266
©.%47
0.421
O0.8€4
D, 458
04418,

G.1329,.

1. 385,

0.539

0.2a7
0.316
0,814
0,466
0,372
0,374
0.5%5

0.336°

0.510

0,553

@,350
0,265
0,570
0,297
0,628
0.508
d.471’
n.192,

0,386

8,543

Motat The cepacity utilisation rate for sach manufanturing industry has been comput ed
as the weighted average aof tha rates of the diFFerent product croups of that

irfiwtry, The oepecity utllisation rate of an industey-group (or sector) is comﬁutad
the weighted average of the rates-of the indiuidual industries that constitute

an industry~group {or sector). The weights ars bassd on tha value—sdoed figures
These valye—added weights ara also used in thes official
series of Index Mumbars of Induatrial Production.

suppliad by the MEH,

as
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e i St e s

RATES OF CAPACITY UTILISATION IN INDIAN INDUSIRIES (1963)

e e it e .

Capacity utilisation Rate (%)

Sz Industry —_— _—
Ho. S
A Unadjusteda Aﬁjustedb
T 2T ) T 3T Z
1 Focd Manufacturing Industries 63.3 31.6
2 Vénaspathi b 4L
3 Cigarettes 113.9 91.1
4 Cotton Textiies - 87.5 5\).;'
5 "Woolen gnd‘Other Textiles 8244, .- Al.é_
6 Wo & & Cork 153.8 76.9.
7 Leathar'aﬁd Leather Products - '71}3- 35.6"
8 ‘Drugs and Pharnaceuiticals 53.9 ' 26.9
9 Soaps and élycerine 72.3 | 36,1
10 Matches _ ' 6.8 344
11 Office anﬁ Household Maﬁhines 79.6. 39.8
12  Radio Receivers 149.0 74«5
13 FBlectrical Fans | 95.2 47.6
-14. 'Paper and Paper Products 83{6 80.73
‘% -Sjnthetic Fibres - 118.0 59.0.
ié Other Transport Equipmegt | 87.6 43.8
L7 Ty?es and Tubes ' _ 96.9 96. 9
18 Rubbef Products : g7.8 48;9
9 Heavy Organic Chemicals 55.7 36.4

0 Heavy Inorganic Chemicals 76.5 74D

JE— - — . Rt

- — e e ] —
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—— — - —

- - - | 3 L

21 ‘Dyeé ang Dyestuffs~ . 130.3 £5.1
22  Fertilizers , 64.9 L5.7
23 Paints and Varnishecs 6l.5 A5.5
24 Petroleun Refinery“?roductsl 9z.1 g2.1
25 GCemant 90.5 ©g0.5
26 Asbestos Cement Products 101.2 450.6
27 - Non-Metallic Mineral FProducts 6£5.0 33.0
28 - Aluminium ‘ 61.7 _ AL1.T7
29 . -Steel Pipes and Tubes B6.4 i £69.1
30 Steel Castings and Forgings : 57.5 33.7
31 Basic Metals (Ferrous} 115.3 C95.0
32 Basic Metals (Non—ferrous) 51,2 : 9.7
33 Metal Products | 82.8 L2.6
34 Non-Electrical Machinery : 115.0 57.8
j5 Machinery Components & Accessories 87.5% 63.8
36 FElectrical Machinery ' 169. 5 84 .7
" 37 Dther Blectrical Goods 83.1 A2.5
38 Railway Wagons Bs.0 84,0
39 Motor Vehicles Q7.7 L8.8

e AT L . et g e e LB e S . i —_

2. The rates of capacity utilisation were worked out assuming the
nucber of shifts reported in MSP.

b- The rates in (a) above have been reestimated on the bagis of two
shifts whereever the reporting was on a single shift basis in MSP.

Source; MS5P..
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