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ENVIROMIENTAL SCA [fiIAG FOR CORPORATE PLANMLIG 1M

CHARAH O. weodva

JIngian Institute of Marnagoment, ARmodabad

The importance of environmental scanning far corporate plamning
iec well recognhissd by nou.z The existing and notential oppertunitise; .
threats and CUﬁStraintSVFOE the operation of the curporation are likely
to be shaped by the external conditions with which it has to live with .
However, £he subject acquirss special sigrificance in the gontext nf a
developing-cﬁun;ry like Tndia whore tha govermment ig engaged in the
constant pursuit of influencing the level of ecoromic activity in the
gountry to simultaneously achieve the objectives of economic deueloh— :
ment and social justice in a plawned manner. The purpose of this paper
is to analyse somz of the relavant external conditions for environmental
analysis in the context of strategic planning of & large sized corpera-
tion in India and to present an operational frémework forrsuch analysis
with refersnce to the invzstment decision making for divsrsification of
thz activies of the corporation during the period of next five years

convarging with the country’'s Fifth Five Year Plan (ﬁ9?3-7d tc 1978~73).

L R N - -

A

" .
Paper presented at the 20th International Meeting of the Institute of
Management Sciences (TIMS) on 'Managemant Sciences, Develeping Countriss
and National Priorities' held at Tel Aviv (Isteel} June 24-29, 1973,

y S . X . .
This paper is based on my experience of undertaking studiss of environ-

mental analysis for a3 large corporation and a commercial bank.' I have
grzatly benefittad from the work of Professcrs Samucl Faul and
5.¥. Bhattacharyya in these studies. ' '

See, for exampls, F.J. Aguilar, Scanning ths Business Envirorment,
New York: The Macmillar Cowpany, 13967.
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1
The_Corporation and, Fnvironmental Analysie

P ET

Theodore Rubin has charactorised the cnvironmsnt, present or
future, as a "set of outcomés,‘situatians or social conditions which
is'fhe policy cénsequence of'thé.inﬁéraction of technology and éucial
inStitutionsﬁ. 'Aéébrding to him, the purpose af enuirunmentgl anéljsié
ié “to establish the linkages emong these outcomes and the instiiuticns,

policias and technologies wvhich shape them".

The tagk of sxﬁernaluenuiyonmgntal ahalyais can bs enormous in. .
view af the multi-dimensions of the snvironmant variables tn be énalyseq,
In its broadest farm, as 5.K. Bhattacharyya has pointed cut, "it inyolves
tﬁe scanningloF the entire spsctrum of the socizl, political, technolo-
gical and economic forces likely to have a bearing bnwthe future
, pérfnrmance of the aorganisation, the industry to which it belongs,
~the business génerally, Wwith & visuw to determining what the‘orgénisatinn

pan reasonably seek to achisve during the strategic plan period".

Strategic planning is concerned with determining the fundamental
objectivas of the gorporation and the activities which it must undertake

to :achieve these objectives in an integrated and harmonius pattern.
3Thendore J. Rubin, "Toward InFarhétion'Systems for Environmental Fora-
casting" ‘in Erich Jantsch (edited), Perspectives of Planning, Paris:
Organisation for Economic Cooperation and Develapment, 1969, p.287.

4 . ; -~
S .K. Bhattacheryya, "Stratrgic Plzniing¢ Some Operational Consicerations"

Economic and Political Weskly (Bombay), Ual. VII, Mo.22, Review of-
Maragement, Nay 27, 1972, p. -G8 , '



A comprehensive analYsis of cxternal conditicns would serve as an
essential input to the top management for chartering the futurz of the
Corporation. Eonvironmental analysis would include rot only the stﬁdy
af the past behaviour of the variables constituing "“environment® and
currant trends in their behavicur, but also forecasting the changaes in
these variables i1 the future during the herizon of strategic planning.
The lattoer task, thougn vital in the planning process, is certainly
the most difficult one in view of the uncertaintics attached to the
behaviour of the variables of the énuironment set under dynamic condi-
tions in a world of interdependence among the actors across firms,
across industry, acrcss sechtors of business within a nation and across
nations. This requirer the continuous review of envirommental analysis

in a systematic fashion as am aic to long term corporate planning.

The Relevant Environment

It is here that the comcept of the releyent “enviromnment" for the

user becomes very useful., Each user {actor) of envirommental analysis

is interseted in his own "eMvironment" {ratbar than with the totality
af the environment) which he can affeect through "adaptation ar control".
This concept agroes very well with the notion of o firm as a "system",

composed of a number of parte, whosc activities it scoks to  intograte
for the achievement of its objective.” As Rubin has very well pointed
aut, "The tetality of the environmental system has raolevance to no

singlg actor. As a corollary, the relevant enviromment for any parti-

cular actor is equivalant to arily a smali part aof the environmerntal

N ¥ - - . 4 .
-~ . . A 4 i b A e e R A A s At e

Cf., Nell W. Chamberlairn, Enterprise apd Environment, New York:
MeGraw-Hill, 1968.



system. As a result of this narrowing down of tho concept of "environment®
the environmental énélyét is in a much happier position. According to
Rubin, this is so because this fact roduces "thg pntential of érrar by
.ommission in environmental anélysisﬂ. However, Rupin rightly adds £hat

the Sahe fFact also “plaéés a responsibility on the‘actOr to Yknow

himself" so that he ma: know what environmintal information is relaovant

. . 6
to his social purposg.®

The fact that cach user of tho enuironmehtal analysis is interested

in his "ouwn® relguant anvirenment does not préciude'thm axistence of a
‘common sub-set of his enviranment with the environment of ocher actors
‘in similar position wiiich arae his competitors sven though nﬁne af themrw
' is interested in the global concept of anvironment which can cover
anything and everything in the world. It is this sub-set of environ-
ment which is common: to léfgeﬂéized corporations in India that yes arg

interested in. We will specifically be interested in the commar part

of the gqqiquﬂéQ§ for those large companies who wish to di@ersify

their output (; gﬁgqtggig decision dnvolving investment planning)u Wa
will thus be mainly concorned with tho analysis of on
a.uery impartant aspect) of Strateqgic plasning of a corperation based

on environmontal analysis.
11

Sear ing for Corporate Planning in Indiz

AT e

In the Indian context, the gouernmentai pdlicy has a dominant

role in the relevant environment for corporate plawning for largs

MR A e R R s e b mde gy mn mla el it BT SR S T A A m e i imm e ma — e

ERubin,_ggiqgg, P.291



gnterpriscs. We may now conceive of tho corporatinn ar a part of tho
larger ecosomic SYstem where tha central government is rosponsible

for controlling the operations of tho large corporatinns with the twin
objectives of promoting growth in prierity areas and reducing the degrec
of concentration of ccomomic powcr. Thesc objectives arc often

. L. 7
conflicting.

Tha complexities of the relevant variables for environmental
analysis for corporate planning ars probably much more in ar egconomy
like India opuratiig under a regime of administrative contrels oxtending
to many areas of gorporats decisio: making in the industrial scctor
of the gconomy. A approach to the informatisa system for analysing
external conditions has been proposed by Philip Thomas.8 However,
his aﬁproaCh is merely clessification=oricnted in the sonse that hel
lists in a table in a matrix Form the cnvironmental information system
classified at one side by cormtont level (such as political conditions,
social conditions, otc.) aid at the other side by resolutian lavel
{such as global level, national level) and lists same of thaz factors
fallinmg undor each box. It is not our purpose here cithor te propare
a comprehensive list of oxternal factors affecting the business operations

of the corporation at the internatiocnal level, at the national

L el A W e 8 B dan A W R AR R A RMME AR A A Mo LSA e B b A 4 G R A R A E R A A R ek Rk A e e e e A e o o i b s

For the purpose of this paper, a large enterprise is defined as under
the Monopoliss and Restrictive Trade Practices Act, 1969, having total
assets (including assets of intor-connected companiss) of M.20 crores

oT morec.

By sas s ; .

Philip Thomas, "External Conditions in Corporata Planning", op.cit,

and in, "Epvironmental Analysis for D.F.C. Planning" (unpublfﬁgga as
yet). He has cited a papar by Nancy Baster on "Develepment Indicstoms"
from the Journal of Oevelopmsnt Studies, Vel. 8, No.3, April 1972

‘in which she has given a list of “develaopment indicators® in the context
of measuring ad comparing developmaent of a nation yhich has been

found useful for the purpose in hand.



level, ét tho aeCtorai 1euel,_at the industry level and Finally at
the firm lcovel (or‘in_cﬁmbination at various levels simultaneously)
‘or to critically cxaminé the attempis madae gy otherrresearchsrs at
preparing such a list. ‘Undoubtedly, it is.naceséary o know the
various factars consfituting techhnological conditiohs, sqcial
coﬁqitidns; demograpnic conditions, political conditiohs; nétidnal-
ecanomic conditions, compgtitiue conditions, irternational sconomic
conditioné and éouernmental regulatory conditions witnin the gogﬁtry
‘(coﬁntriesi in which the particular firm is operating and td;unda:~'
stan& the EE?E!HFEQQ.&E&E& st which cach of the rolavant factors
quélifatiuely influences éhm fFirm in qﬁéstioﬁ;"aut‘much mors
important is some quanfification (hbueuer crude it maf be in view of
the state of our knomledgelialhodel building imlthese areas) of the
éeéree of inFluénce‘ﬁf saciht of the félevaht axtarnal enuironmental'
conditions on:the-busiﬁess 6parétidns of the Fifm in thc past and
curréﬁtly:éhd to éttemp£ to forecast tha infiﬁence of these and j-
"ntﬁer new relevant uariables‘on tHe bﬁsinsss‘opératiuns of thé Firm
in the Fﬁture during the period-of the strategic plan. Tha difficulties
oF foroaastlng changes in external conditions and estimating thelr

. impact on the firm are multiplied manifold in a country like India
whero thc-impact af governmental regulatoryecohditions is porvasivo
on the businoss-oporations of a 1arge ﬁnterprise and Qhera cﬁangas
in such rogulations 8 a very frequont affair. Ae Philip Thamas
has rlghtlw pointoad Dut,-“The thlcket of rugulatory condltlons is

partlcularly dense in Indla and constltutes probably the 51.919 most



jmportant obstacle o forecasting for the purposc of corporcic

9
planning in tho country.”

In the context of a recent study of envirommental canditions for
stratogic plapning of a large industrial enterprise in India (producing
a numbor of industrial productsj wit a ﬁlénning horizon of fivo voars,
we analyscd tho imput-gutput strusturd af the products and product
" lines, the ond-users of theo products and tte naturc of competition
faced by this snturprise. 0On the basis of such an empirical study
of the cconomic structure of thoc enterprisc and a look at tno cxternal
conditions affoecting the business opérations nf this enterprise in tho
last ton years and more so during thu-last two Qéafs, we found that
egcanomic and gpgyggtgég conditions constituted tho two most important
groups of external factors mainly operating at the iﬂQﬂgﬁ;iﬁ{eygl

which. affect..d tho operations of this entorpriss.

Through this empirical study based on timc-spriec analysis, wo
were able to identify the following selected magro-cgonomic indicators
of environmantal conditions which had significant Uffect on tho
business:opcratimns of this ontcrprise¥

4 Government expenditure in the ecohomy;

2 Lkevel of industrial produetion in tha cconoily and degree
. of capacity utilisation in ths “industry® (to which this

cnterprise belorged to)s
3 Availability of steel;
4 Availability of power; and

5 Foreign exchange situation (in the country}.

ke A4 kA med R s A B R M. AR b ek BoA s E- L B R Leh mrm e o AN A EmEe TR Sms R R e -

I : '
Philip Thomas, "External Conditions in Corporate Planning', cp.cit.,
D.m—‘lDZ- V ’



Dh the basis of tha abave-mentioned study, we identified the

following selectod micro-economic indicators to be the major external

.influences an the business opcrations of the enterprise:

1" Growth and ﬁrofitability of cnd—user industries;

2 Changos in the (technlcal) charactteristics of tho products
. ‘reguired by thé end users: ‘

'3 Behaviour oF”deernmcnt‘as a buyur;

‘4 Nature of competition offired by the public sector units
as supplier of competing products; and

5 Nature of competition offzred by the competltDrS in the
privata sector with special referecnce to quality, price
and efforts at developmsnt of new products through
research and development.
ue also locked at the mzjor govarnmental regulatory condltlons
affacting the busi aess oparations Df the large entorprlse for uhich
we uidertonk environmental analyeis. We found that the Follouihg
regulatory ‘conditio s wero excerting significant influence on the

operations of .this enterprise:

1 Induetrial licensing policy;

2 Monopolies and Rastrlctlue Trade PracthE& (ﬂ R.T.P.)
Act: .

3 - Allocation of feoregin exchange {for import of capital
’ goods and strategic raw materials and cumponnnts normally
not availablo indigenously);

4 Policy on oxport obligatioas and import substitution
(1nclud1ng ineantives and/or obligations for oxpenditures
on rosearch and development); and :

S Policy on technical ecollaborations with foreign companies.
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An Dperational Framewobk For Planning Divorsification of Output by a

D I L T it el . I SV i A A

Large Enterprisn

We now proposc to oo to tnz specific case of addition to the
existing lines of manufacture b+ a large enterpriss and construct an
dperatinnal framework for analysing Lhe possibilities and choices for
planai g the diversification of ocutput of a largz industrial cafpofatinn
coming wikhin the purvicw of the M.R.T.P., Rct during the planning
horizon of the perios of our Fifth Five Year Plan (1973-74 to 1978-73).
for this purposs we have made the 51mrllfy11m arsumptloﬁ that thu
cOrppratimn makos tho stratenic decisicn of addina a new procuct to

“its product lines -on the basis of throo critaria, namely,

(1) What is the potential grouth rate of damaiid
for Lhe proaduct?

(2] UWhat is the potontiai profitabilicty af tho
product?

:(E]jfuhat is the likelv dégrce of governmental coitrol
in decision making for managing tha productian,
pricing and marketing of the product?

Tho noxt prublemlin making this analysis opsrational is to
decide as to how to measurs ths potentiai growth rate of ‘demand,
profltacllltv and 1ntens;ty of goucrnmental cantrol for 2 product
(called an “industry") and to rank irdustries in order of their
pmrformauce with respect to each of the ahoue-ﬁentinned three
crltarla. Thus a market segmcntatlun apprgach can beo used as g

systemeticed aid to stratas agic pla.nlng bu'a corporatian.
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Euen‘though‘seueral aqphisticeted methods ef dsmand Qrejectienslere
neu‘ln use'by researchoers focerperationerfef sﬁort term Ferecasting
(say for ons to two years), thoy arc not likely to bo very reliahlo for
longer periods. It is here that we can make use ef thellnformaeion
'prbuided in a decument like the nation's Five Year Plan. The target rates
_eF greuth ef output of 1ndustr1es set by the macro plalelwg authorlthS
reflect the minimum ratc of greuth of demand For output of those industrle
“expocted during the horizon of tho plan. Schollahammer has aumeaflsed the
"beeeflts‘of ef?ectiuely using the generel‘infcrmatien mhleh the:hetienal

plan offers to a Firm's specific eituatien in the Follouing words:

, "A natlonal plan is a klnd cf largc~scale market Quruey uhlch prauide
businass executivaes with consisten:t information about future developments:
and anticipated governmontal actions It corweys not only what is probable
but also what is desirable; it s-ows what the objectives argc and specifiss
‘the means by which the public autherities intend to attain them.
Consequently, business exccutives can meke strategic decisions under
reduced uncertaintiss, which result in less wastage, a higher aconomic
efficiency, and increased freedom in the form of wider opportunities for
growth of the individual firm in an expanding and coordinatcg cconomy."10
The effective use of the general information on the scctoral growth
envisagoed of the national incomg as well as thoe spocific information on
the target ratos of growth of selocted ihdustries in the document of the
national five year plan reguiras skills of a competent analyst. 1In view
of the fact that tho achioved rates of growth of output do d¢iffer from
the target .ratas of growth of output of various industrics, a continuous
review of tie likely rate of growth af output ulll have to be made by

the analyst supplemented mlth hlS knomledge of all other available infor-

mation in the Fremewerk of an input-cutput madel of tho cconomy.

- . A e e 4 e e e e A e —— e A M S S i i e

a .
1 Hans Schollhammer, "National Ecoromic Planning and Business

Decision-Making: The french Experience", Lalifornia Mandgement
Rovigw, Vol. XII, No.2, Winter 1969, pp.74~73.
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The profitability of an “industry" can be monsurcd by spueral
alternative critaria; Forrmeasuring the potantial prefitability of
a product, wa havo Ehasen the criterion of tho avorage rate of roturn
on the notworth (measurcd as tho rate of profit-aftor-tax (PAT) to
notwork (NW) oxprossed im percentage tsrms).  We have chosen this
criterion over othor criteria {such as the ratio of grese profits
to total capital employed) since we belicve that the criterion
refleets the rate of rocturn on sharehuldére' funds. Information
the behaviour of thie ratioc during the recent past is usually available
from the sample surveys of the performance of public limited companies.
In India, the Resorve Bank of Indis puplishos cvery year tha cstimates
of alternative profitability ratios of 1501 sclectod public limited
cnmpanieé operating in various industrics. Arother source for such
egmpirical studies i tha roport of the Economic Times Rasaarch Bureau
on the performance of 714 public limited compgnics covcring, various
industries. ‘Even though‘theso sampiu suruéys py theso two sourcos
cover diffarent companics and different industries, thouir coverage
in terms of the total paid up ecapital of 8ll the public limited .

companies is ncarly the samc (around BO per cent).

For illustrating the anelysis UF markct segmentatioh of industrics
on the basis of potential profitability criterion as chosen by us,
we have made tho highly simplifyingrassumption that the aQerage
rate of profitability of theiindustrice to be analyscd obtained during
the last two years for uhich.the data is availablr at proscent will be

maintained during the period of tic strategic plan of next fivc years.
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A more realistic amalysis of such & study would reguire continuous
updatihg of information supplemented by the experiencs of other

firms in similar position.

It should be theoretically possibla to avoiué a formula for
measuring the dagree (or intensity) of governmontal control on the
productiﬁﬁ, pricing and marketing assigning Qsigétagee to tho various
elements constituting thq controls in thasa Fuﬁctional areas. There
can be differences of opinion an the empifidai ﬁeaau;ament of this
cancept due to arbitrériness of the meight$ involved. We have chosen
only one element of cenbrol, namegly, whether theralis price contrqlMoq
tho final producky to illustrate the éegmentétiun analysis of industriss
on the basis of the criterion of dagras of control and neglacted all:

other glements for the saks of simplifving ocur model.

We haue to daFina the relevant set of industrios for which the
markel sogmentation analysis neecs to be carried out for the consider-
ation of the-top managemsﬁt of a large entarprise for making inuestmeﬁt
in a naw product. Such a decision is subject to the roguelatiens of tha
industrial licensing poiicy of the Government of India. The scarch for
the roleva 't set of industries for the consideration of large enterprises
must, thprafore, He made in the context of tﬁo role anvisagoed for such
gntorpriszs in tha currené'ihdustrial licensing policy apnounced by the
Goverpnmant of Indiz in #fbruary 1973 thch reflacts tho national
priorities for invastm?nt in industries to échieue‘the ab jectives of
ecghomic déuelupment,rsocial justics and seslf-reliance cnvisaoed in

the period of our Fifth Five Year Plan {1973«-74 to 1978-78).
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t would bo worthwhilo herc to present a graphic analvsig in set~
theoretic terms of tho salient featurcs of the industrial licensing
policy af the Govermment of India ecnvicaged for tho period of the Fifth

Five Ysar Plan,

The industrial economy of India during the period of tho Fifth
Plan would consist of the Public (or Government) sccteor wholly owned
and managed by -the government (denoted by set G), the E;}ggﬁg Sector
(denotad:by sat E) and the Joint Scctor {denoted by set 1) where there_
is comﬁan ownership and management of industries by the government and
the pt}yata sactor (usually belonging to large enterprises as defined‘
under the M.R.T.P. Act) but whera the govafnﬁant*uduld have the dominant
role in decision making.in strategic araas.11 This is iilustrateq‘beloy

in Chart 1.

" CHART 1

PRI Y. 5

ke e e B ke e . nl b b e ke e e M A

J=ae

11
for a crltlcal analysis of the joint sector concept and the new industrial

ligcensing policy of February 1970 of the Govermmznt of India (befors
the announcement of February 1973), see my paper, "Now Industrial
Licensing Poliey: An Appraisal® in C.D. Wadhva (ed ), Same Problems of
India's ECQHDMlC lelCV New Delhit Tata McGraw-Hill, 1973, PR.199-245.
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A.éohtfouersy had béen ragihg intthe gcuefhment quarters régarding

thae role of the inint sectar for quite some time. The concept has been

_clarified to some extent in the industrial liéenéihg“policy statement of
the Government of India. We guotc below the relevant éagmenﬁs'af this

e . . 2
statement relating to the joint sactor:1.-

"Government's policy regarding tho joint soctor is derived

from the industrial policy resclution, 1956 and the objoctive of .
raducing the concentration of economic powsr. In appropriate casas,
the central and state governments have taken equity participation
eithor directly or through their corporations with private partics.
Same joint sector units-have come up in this way. This typo of joint
sector unit is a device which may bs resorted to in speclflc cases
having rpgard to the production targets of the Plan. Each proposal.
for establishing a joint sector unit of this nature will have to be

‘udged and decided on its merits in tho light-of- -governmont's social~:
and econhomic ObjECt1UGSo Tha joint sector will also be a promotional

instrument, as for 1nstance, 1n casgs where. state governmgnis go into
partnershlp with now and medium Gntreproneurs in ordaer to guide them
in developing a priority industry."

"Government specifically wish to clarify that the joint sector
will not be permitted to be usod for tive entry of larger housas, domi-
rnant undertakings and forsign companies in industries in which they arc
otherwiso preocluded on their own. ' In all the diffcrent kinds of joint
soactor units, the government will ensure for itself an effective rolas
in guiding policies, managament and cparatlons, the actual pattern and
modse boing decided as appropriate in ocach case."

For the purpose of illustrating”the licensing polic. of the
Govarnment of India regarding neQ industf&és to be sct up during
the period af the Fifth Plan of relevance to largo corbdfations;

. we may represent the total set u?’nem_ihdﬂstries to b set up during

. _2 - :
1 The text af thB prass releaso on the sthact may ba seen in the

Economic Times (Bombay), Fgbruarv 3, 1973.
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this period (I) and its various sub-sets as in Chart 2 balow in throe
parks: |

CHART 2

CHART_24

THE TOTAL_ SET. OF ALL INDUSTRIAL ONITS TO SE SET UP DURING FIFTH PLAN

— [P
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BY LARGE ENTERPRISES

r,.?\ 5 e - ol R

“The i

- ) /
.‘.'e." 3 & _’-'J' L v it !
Ty T L Y -
’ 3] 7T e .C, 1
e I S e '

CHART 2C
P d
XhE EXCEPTICN I'ADE FOR LARGE ENTERPRISES TO SET UP DOMINANTLY,

e T 2

EXPORT-ORIEMTED UiITS




The

}:'

I3

W

10

1

o

16

. LARGE ENT;RPRICES TO SET LR DOHIVANTLY

EXDDRT GHIENTED UNITS

following symbols ars uaad to danote subsats in Chart 2B and 2C above:

= .Schedule A industries #s specified in the Industrial’ lelEy Raesolu-
tion of 1956 (see Appendix I for datalls) representing basie, critical
and strategic industries which are BXCIUSLUEly reserved far the gouer~
.nment for establishing new units. - .

= ‘All "pther" incustries set up (by or with ths help of) or natiocnalise.
by tha government and owned wholly or partly by the geovernment includ-
‘ing, for example, public utilities and other enterprises (usually
core industries as listed in Appendix III). New units in this subset
will b& established at the ‘initiative DF the government, '

= The publlc (or gouarnmant) sector = ﬁL;

= Thosa industriss as peclflcally 115Lad in Appendlx ‘11° (inctuding
some ggggllndustrlas) in which the La;ge sntarprises (couarsd under
requlrlng heavy investment of over Rg.s crorgs in fixed assets. All
fareign companies. are includad in this subset.

= Industries in which all "other largs enterprises" (uwho do not fall
under the M.R.T.P. Act) will be allowed to enter which will usually
require fixed investment above R$.5.croras,

= Industriss usuelly open to néw middle level entreprensurs in the
private sector constitutino the Middle sector {not belonging to
large entsrprises) requiring tetal investment in fixed assets uptc
Rs.5 crorss.

= Joint Sector = G (ﬁ Q‘1L} L u W)

= Cooperatlue sector usually for agro—based 1ndustrles for pracessing
agricultural products.and for units producing and distributing mass
consumption goods (ncrmally not open to large enterprises).

= Industries raserved far the small scals antarpreneurs in the privats
sector requiring investmenits in fixad assets balcu Rs.7.5 lakhs and
hence not subject to lican31ng. )

= All resmaining 1ndustrles ulth private entrepreneurs in the unlicensed
sectar with units. raqu1r1ng fixed - 1nuestmant of less than Rs,1 crore
and foreign exchanga raquzrements 'of less than 10 per cent of fixad
investmant.

= A* (Complement of A) as an exceptional case for domain for setting up
' primarily export—criented units (exporting 70 per cent of their out-
put) by the large enterprises.
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Leaving apart tho problem of decision making on dominantly export-
orientod industries where the large ontorpriscs can entor any industry
open to the private scctor including thoso resgrvoed for small scalc
ui:its, our markot scgmentation study would bo éoncorned with tho list
of 19 catcgories of imdustrics given in Appendix 11 which have spoci-
fically boeon mentioned in tha now industrial licensing policy announced
in Fohruary 1573 whore the govormment would entertain and welcome applica-
tions from larqo indUStrial ontarpfisos in consonarce with the objectivos
of national cconomic policy set in the Fifth Five Yoar Plan. UWe have
groupod those 19 categorics-of industrics inte 11 major industrics as
shown in Table 4 along with the market scgmontation analysis of these
indgstrias‘using fhe threa critoria of potential growth rato of output,

profitability and dcgruc of prico control on output as mentioned carlior.

For the purpose of the segmentation of industrius on the basis
of the growth rate criterion, we have used the informatlon on tho
targot rates of Qrouth as published in the official papsr on tho
ﬁEpppéph_gp*ﬁyp.féf;p_f;yp‘ipggwfggﬂ published by the Planning. Commission
of India. We have arbitrarily used a cgt-ofﬁ rate of growth of 10 por
cont émq annum for dividing thc industrics inte high growtn (HG)“add

low growth {LG) industrios.

Whilo wsing thb;prufitability criterion, we have scgmented the
industrios inte high profit (HP) and low prafit\(LP) segménts an tho
basis b? a cuﬁgan ﬁata of 1D.ﬁér”§ﬁnt sincé this ratc roprusented tho
auefagu rafu of fétu:n on nctmortﬁ;cnfall the industrics iﬁ India -

'_ du;ing the last two yeafs for which data is available.
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Finally, we have labellec those industriucs in which govarnmental
price contraol on the selling brice of the final output iz imposed as
highly-co&tralled {HC).segment,and those on_uhich there is no such

price control as less-controlled {LC) segmert of industries.

Tahiae 1
SEGMENTATION ACALYSIS OF INDUSTRIES MORMALLY OPEN FOR E.TRY OY LARGE
ENTERPRISES, 1N INDLA FUR THE FIFTH FIVE. "
JEAR PLAN PERIGD

asmem m RR maE S % R owr mm mmmoy o tam = e a4 4 e A m A = = ek oy A e el AR R AL MR R e » ——— A S T gl

Annual grouth  Profit After

Sag-
Industry rz::pz: ?EE;iE?Eg-- ment
' (%) 9
4. Special Steel . ' 10,8 5.6 HG-LP-HE
2. Nonferraus metals and their alloys 14.0 14.7 HE-HP-RE
3. Indugtrial Plants and machinary 16.0 8,0 HG-LP-LC
4, Elegtrical eou1pment ard slectronic :
gquipment 12.0 11.0 HG~HP-LC
5. Small Ships - 10,0 11.7 KG-HP-LC
6. Commsrcial Vehicles _ | 7.0 7.3 LG-LP-HC
7. Agricultural Maéhinery - o
(Tractors, Power tillers etc.) 9.0 7.3 LG-LP-HC
B. Chemicals (Inorganic, Organic, others} 1240 12.8 HG=HF-LC
9. Drugs and Pharmaceuticals 5.3 1744 LG-HP=HC
.10. Paper and Paper Products 9.5 14.0 HG-HP-HE
11. Cament 8.3 11.7 LG~HP=HLC

PO - -— ——

R T — -

Note: The estimates of growth rate of .output of above industries are based
on the target rates for the brosd industry groups formulated by the Planning
Commission as published in the official paper on Appraach to_the Fifth Five
Year Plan. The estimates of profitability are the average derived as avsrages
of the ratos prevailing in 1969-70 and 1970-71 for these industri=s by splic-
ing information provided in the Reserve Bank of India Bulletin, September 1972
and in the Economic Times (Bombay) dated November 30, 1972,
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The markot segmﬂltahlon analysis of tho kind that we have prcsnnted
in Tahle 1 abuue would serve as an &id to dGClSlmn making by th“ top
managemant for censidering the addition of & nmew product to the
product 1i.c of the large gnterprise. We have ascumed that it would be
rational for the top manageme t to normally prefer the high growth-
high profit-less Dntrolléd (HG=HP-LLC) sogment of industrics for:enter-
ing into a new industry unless there are other considerations in the
objectives of the enterprise (tha . reflected in the threc criteria which
we have eshosen here for illustration). Table Z helow prescnts the
information contained in Table 1 in a more convenient form far revisw by

~the top management of a largs enterprise for the purpose under
consideration.
“Table 2

INDUSTRIES OPE{ TU LARGE ENTERPRISES 1N INDIA CLASSLFIED BY SEGMENTATION
ANALYSIS FOR THE PERIUD OF FIFTH FIVE YEAR PLAN

I. High Growth-High Profit-lLoss -, ., 1T+ High Growth=High Profit Highly
Controlled (HG~HP=~ LC) Inductrles. b Coptrolilad (HG HP HC) Industrlcs.
(1) Electrical scuipment and: ) (i) Nor-fercous mekals and
elactonic eculpment their alloys
(i1} Chemicals = - ‘ (ii}) Pager and paper products

(iii) Small Ships
II1I.High Grouth Less, Proflt LessG:ﬂrullaij. ngb Growth-Less Profit- ~Highly

(HG-LP-1C) Industries Controlled (HG LP_HC) Industriss
Industrial Plant and machinery Special Steel

V. Low Growtb-High Profit-lLess -VI. Low CGrowth-tigh Droflt-nghuy
Cortrolled (LG-HP-LC) Indusiries: Controlled (LG-HP-HE) Industriss:

(i) Cement
(ii) Drugs and Pharmacauticals

VIil.low Growth-lLow Profit-less UIII. Lcu Growth Low Profit-Highly

Controlled (LG~LP-LC) . Controlled (LG-LP-HC) Industries:
Industries:

(1) Commercial Yehicles
{ii) hAgricultural machinery
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 LUTER-RELATIUNSHIP BETWEEN MACRO PLA’NING AND ACTION AT MICRO LEVEL

fhe.intefrelatidnship between macro-sconomic planning and micro

decision making needs to be stréssed7 As_Chambeflain and others Haus_
pointed out, the firm has social utility which the government can
~regulate in the pursuit nof socia; ohjeptibes.13  But the relationship
betwgan-ﬁha firm .and the govermment is not one-sided. The Fifm's-
actions in a mixed‘ecanomy ultimately determine whether ths social

ob jectives (including the objective of rapid econemic growth) SEt_by
the government are likely to. be achisved or net and to what degreo.

To quota.Chamberlain again, this is so bqpaqsg tnu"somg‘;xtcny QoVErne
ment can specify the firm's activyities by legislation and ragulatidn.
But to a larger extent it can only secure the behaviour it wants by
appropriate inducements, usually of a fiscal or cradit-hatura@ The
firm retains areas of independence of actior which the government
cannot invade without jeopardizing the social values F;omiqg f;om
thé.éxistence.of,numepoua pointslmhare chango can_be.initiated“f‘lld

Us may édd here that instituting changes in social 5§stem.ara<augfully

slow in a political system governsd by democracy as prevails in India.

Samual Paul has-bdinted out that the interface between macra

-'planniﬂg and micro level decision making has remaincd a "neglected arga"

e i e W WL W A e e . e b B R B b mn o % n e e -

13Chamberlain, Dbp.cit., p.208

deEhambGnlain, op.cit., pp.207-8
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in India. This he calls the failure of 'micro Planning' and distine-
guishcs it from theg probleme of aggregative planning yhich is concerned
with basic national goals and broad strategy in micro tDrms.15 Tha
failurs on the front of this 'micro planning' can be holg respansibla,
among other things, For.the relativaly poor parfarmance of the Indian
“wconomy in terms of the attalnment of the objective of rapid economic

growth.

We conclude thét the analysis of external enuironmeét is grucial
to the process of strategic planning of a’'large and diviersified
industrial antefprisa in India whare the'géuarnmental policy is
acting_as é dominant force in shaping the future of tuch enterprises
mith tHe twin objeétivns of accélerating the rate of sconomic g;0uth
and.reduciug tho degreé of concentration of economic pouer in the
economy. Thérc are cases whers thure is a glash between these tuo
ebjectives which leads to contradictions in governmantal policy.

The task of environmental analysies for corporate plarning with a
horizon of next fiyg yaars (dr s0) becomas quitc difficult in viey

of the fragquent changes in governmantal policies ang rggulatory
conditions. Yot is is iccessary to formulate an operational framework
for emvironmental analysis for 2 systamatised exercise at -strategic

Planning. We have presented in this Paper a list af the selectad

Mt w . m - A, ———— L ek P N I

Samuel Paul "Micro Plannlng. Tha Neglected Interface“ Economic &
Political week{l (Bombay), vol. UI No.9, Raviay of Hanagament
Februarv 27, 1971 Pe M5,
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sconomic and ;egulatqry canditiﬁns yhich.hau; be;p empirically Fgund
ﬁo haue a 31gn1F1cant 1mpact on the bu51ness apcratlans af a lérée
aﬁd derrslfled lndustrlal awtcrprlse im Indla. We have alsq prqpnsed
Jand illustrated the usge of an operatlonal Framéuork for unqironmental'
analy51s for pr301d1ng an input fn the top manage ment of a lérgo enter-
prise fur-declslon making wlth referonce ko prnpusals for addlng-a

new product to its existing product line(s). We have pointed out that
the importznce of continuously updating relcvaﬁt informzstion on
gxternal conditions supplemeﬁtad Ey prectical experience of other
qumpanies—iﬁ,similar position gannct be exaggerated Ffor making thec
exercise more realistic. Finally, we conmcludc that the significance
of the inter-rela*ionship between macro-planning and micro decisinn
making should be sufficiently realised by the policy makers in the
;Duntryﬁto avoid thalFailuéas,nn account of ‘micro planning' for the

achievement of objectives of national economic policy.



APPENDIX_I

Schedule A (as definsd undar Industrial Policy Resalution, 1956)

10.

11.

12,

13.

14.

15.

16.

17.

Arms and ammunition and allied items of defence aquipmentf

Atomic energy.

Iron and Steel.

Heavy castings and forgings of iron and steel.

Heavy plant and machihery recuired for iron and steel production,
for mini:..g, for macine tool manufacture and for such other basic

industries as may be specifisd by the Central Government.

Heavy elactrical plant including large hydraulic and steam
turbi-es .

Coal and lignite.
flinecral eils.

Mining of iron ora, manganese ore, chrome orc, gypsum, sulphur,
gold and diamond.

Mining and praoceseing of copper, lead, zinc, tin, molybdenum and
wolfram,

Minerals specified in_the Schedule to the Atomic Energy (Contral
of Production and Use) Order, 1953.

Aircraft.

Rir transport.
Railway transport.
Shipbuilding.

Telephones and telephone cables, telegraph and wireless apparatus
{excluding radio receiving sets).

Generation and distribution af electricity.



APPENDIX 11

PCore” and "Heavy" Industries open to "lLarge Industrial Housgs"

{as under MRTP Act 1969)

{Note: The classification of industries follows the first schedule
to the Industries (Development and Registration) Act, 1951. Items of
manufacture reserved. for the public sector under schedule A to the
industrial polic rasolution, 1956 or for production in the small scale
sactor as may be notified from time to time will be excluded from the
application of the list).

1. Metallurgical industries: ferro alloys; steel castings and
forgings; special stesls and non-ferrous metals and their
allays.

2. Boilers and steam generating plants:

3. Prime movers (other than electrical generators): -Industrial
turbines and internal cumbustion. engines.

4. LElectrical equipment: eguipment for transmiscion and distri-
bution of electricity; electrical motors; slgctrical
furnaces, X-Ray eguipment, and electronic companents and
equipment.

5. Transportations mechanised sailing vessels up to 1000 Dwt;
ship ancillaries; commercial vyehiclss.

6. Industrial machirnery.
7. Machine teols.
B. Agricultural machinery: tractors and powsr tillsrs.
. FEarthmoving machincry.
10, Industrial instruments: indicating, recording amd regulating
devices for pressure, temperature, rate of flow, weights,
levels and the like.

11. Scientific instruments.

12. Nitrogenous and phosphatic fertilisers falling under
inorganic fertilisers.
4



13.

14.

15.

46.

17.

18.

15.

Chemicals (other than fertilisers}: inarganic heavy chemicals;
aorganic heavy chemicals; fine chemicals, including photographic
chemicals; synthetic resins and plastics; synthetic rubbers;
man-made ‘fibres; industrial explGSLVeS; insecticides, fungicides,
weedicides and’ the like synthetlc detergents and mlscellaneous
chemicals (for 1ndUDtrlal use anly)

Dpygs'andjpharmaceuticals._

Paper and pulp i cluding paper products.

Automobile tyres and tubeé;

Ceramics: refractories, furnace lining bricks - acidic,
basic and nsutral,

Plate glass.:

Cement products: portland csment, asbesfas'cement,



Core Indusiries
The list of “core" industries issued by the Government of India

includes the following industries?

1. Agricultural inpuis:
a) Fertilizers

i} Nitrogenaus
ii) Phosphatic

b) Pesticides (basic chemicals only)
¢) Tractors and power tillers

d) Rock~Phosphate and Pyrites

2. Iron & Staeel:
a)} Iron ore
B) Pig iro. and stsel

c) Alloy and special steels

3. Nop=ferrous metals:

4. Petroleum:
a) 0il exploration and production
b) Petrcleum rsfining

c) Selected petro-chemicals
i} Integrated petro-chemicals complexas
ii) D.M.T.
iii) Ccaprolsctum
iv) Aecrylonitrils
v) Synthetic rubber



Caoking. Coal

Heavy industrial machinery (to be Spacifiad)
Ship-building and dredgaers

Newsprint B

Flectronics (selected components, testing and control eguip-
ment, wireless and micro-wave equipment)



