
UnitIV
FINANCEOFANINDUSTRY

MeaningofanIndustrialFinance

Finance isconsidered asthe life force ofindustry.Withoutgetting adequate finance

industrialdevelopmentisnotatallpossible.Duetothelackofadequatefinance,industrial

developmentinIndiacouldnotachieveasignificantpositionandshape.Industriesrequire

shortterm,medium term andlongterm financeformeetingtheirrequirementsoffixed

capitalexpenditureandalsotomeettheirworkingcapitalneeds.

- Longterm,Medium term andshortterm finance

o Longterm Finance

 Longterm financeforindustriesthosefinancialresourceswhichare

advancedtotheindustriesbythebanksforaperiodof3yearsand

above.Longterm financeisquiteimportantfortheexpansionand

modernizationofindustrialprojectsandalsotomeetitsfixedcapital

expenditurerequirement.

 Longterm financeismostlyavailablefrom thesaleofsharesand

debentures,andloanfrom term lendingfinancialinstitutionslikeIFCI,

IDBI,ICICI,SFCetc.

o Medium term finance

 Medium term loanisalsoavailablefrom banksandotherfinancial

institutionsforaperiodabove1yearandupto3years

o ShortTerm Finance

 Shortterm financeforindustriesincludesthosefinancialresources

whichareadvancedbybankstotheindustriesforaperiodvarying

between1monthto12months.Shortterm financeisrequiredto

meetworking capitalneeds and othersundry expenses ofthe

industrialprojects.

Commercialbankoffershortterm loansoncashcreditbasisonthe

securityorstocksandoverdraftfacilitiestotheindustries.Industries

canalsoraiseshortterm financebyraisingpublicdepositsforoneto

threeyears.

SourcesofIndustrialFinance

- SharesandDebentures:Industriesarenormallyraisingamajorportionoftheir

capitalbysellingsharesinlow denominationsofRs.10each.Sharemaybea

preferenceshareoranordinaryshare.

Debenturesarealsoissuedinthecapitalmarketbythecompaniesandinrecent

yearsconvertibledebentures.



- PublicDeposits:Industrialfinanceisthedepositraisedfrom thepublic.Inrecent

years,manyindustrialfirmshavejoinedhandsininvitingdepositsfrom publicforone

tothreeyearsbyofferingattractiveratesofinterest.Themaindefectofthissource

isthatthesedepositsmaybewithdrawnatanymomentandcannotbeusedforling

term investmentprojects.

- Commercialbanks:Commercialbanksarealsoofferingshortterm loansoncash

creditbasisonthesecurityofstockandontheadditionalguaranteeofthemanaging

agent.Thecommercialbanksaregenerallyadvancingloanformeetingworking

capitalneedsoftheindustriesintheform ofadvancingloan,overdraft,andcash

creditfacilitiesagainstgovernmentsecuritiesandpledgeofstocks.

- IndigenousBankers:InIndiaindigenousbankershavebeenrenderingimportant

servicestoindustryintimeoftheirdifficulty.Inurbanareasboththesmalland

medium sizeindustriesaregettingsufficientfinancefrom indigenousbankers.But

theseindigenousbankersnormallychargeexorbitant(veryhigh)rateofintereston

suchloan.

- Term LendingInstitutions:Variousterm lendinginstitutionshavebeendevelopedto

advanceloaninorderto meetfinancialrequirementoftheseindustries.These

institutionsincludeIFCI(IndustrialFinancialCorporationofIndia),ICICI(Industrial

CreditInvestmentCorporationofIndia,IDBI(IndustrialDevelopmentBankofIndia,

IRCI(IndustrialReconstructionCorporationofIndia,SFC(StateFinanceCorporation),

etc.

- RetainedProfits:Retainedprofitsorundistributedprofitsoftheindustriesarealso

beingploughedbackintotheindustryformeetingitsrequirementsofreplacement,

modernizationandexpansion.

DirectandIndirectFinance

DirectFinancing:Thedirectfinancialarrangementstakeplacethroughfinancial

markets,markets in which h lenders (investors)lend theirsavings directlyto

borrowers.Brokers,dealersandinvestmentbankersplayimportantrolesindirect

financing.

Dealerscarryaninventoryofsecuritiesfrom whichtheystandreadyeithertobuyor

sellparticularsecuritiesatstatedprocess.Theinventoryofsecuritiesheldbya

dealeriscalledaposition.Takingapositionisanessentialpartofadealer’s

operation.Thedealerswhomakeamarketifasecurityquoteapriceatwhichthey

arewillingtobuyandapriceatwhichtheyarewillingtosale.Theymakeprofitson

thespreadsbetweenthebidandaskprice.Brokersprovideapuresearchservicein

thattheyactmerelyasmatchmakers,bringinglendersandborrowerstogether.

Brokersdifferfrom dealersinthebrokersdonottakepositions.Eitherabuyerora

sellerofsecuritiesmaycontactabroker.Theirprofitsarederivedbycharginga

commissionfortheirservices.

IndirectFinance: Financialintermediariespurchasedirectclaimswithonesetof



characteristicsfrom borrowersandtransform them intodirectclaimswithdifferentsetof

characteristics,which they sellto the lenders.The transformation process is called

intermediation.Thefinancialintermediationmarketthelenders’claim isagainstthefinancial

intermediariesratherthantheborrower.Inproducingfinancialcommodities,intermediaries

perform thefollowingassettransformationservices

1.Denominationdivisibility

2.Maturityflexibility

3.Diversification

4.Liquidity



INDUSTRIALFINANCECORPORATIONOFINDIA(IFCI)

Thequestionofsettingupaninstitutiontosolvetheproblem oflongterm financingof

industrieshadbeenbaffling(unsolved)themindsoffinancialexpertsandlegislatorsfor

morethan50years.TheindustrialCommission(1916-18),theExternalCapitalcommittee

(1925)andtheIndianCentralBankingEnquirycommittee(929-31)hadstressedtheneedfor

settingupofsuchinstitution,butnoactionwastakenbythegovernment.Thegraterneedof

thefinancesuchinstitutionstheoverworkedunitsduringthesecondworldwarperiod

forcedthegovernmenttosetpindustrialfinancecorporationofIndiawhichcameinto

existenceonthe1stJuly1948.Thecorporationcameintoexistenceforthepurposeof

makingmedium andlongterm creditsmorereadilyavailabletindustrialconcernsinIndia.

FunctionsofIFCI

1.Underwritingtheshares,bondsordebenturesofindustrialenterprises;providedsuch

stocks,sharesordebenturesaredisposedofbythecorporationwithinaperiodof

sevenyearsfrom thedateofacquisition.

2.Granting loans oradvances to orsubscribing to the debentures ofindustrial

undertakingrepayablewithinaperiodnotexceeding25years

3.Guaranteeingloanstradedinthepublicmarketbytheindustrialconcerns,repayable

within25yearsorraisedfrom scheduledbanksorstatecooperativebanks

4.Subscribingdirectlytothestockorsharesofanyindustrialconcern

5.Guaranteeingdeferredpaymentsinrespectofimportofcapitalgoodsbyindustrial

concernsthatareabletomakesucharrangementswithforeignmanufacturersorin

connectionwiththepurchaseofcapitalgoodsmanufacturedinIndia.

IFCIActwasamendedbytheenactmentofIndustrialFinanceCorporation(Amendment)

Act,1982,whichcameintoforcewitheffectfrom 12thMarch1982.TheamendmentActof

1982hasconsiderableenlargedthescopeandcoverageofIFCIsoperationwithaview to

meetingtherapidlygrowingrequirementsoftheindustry.IFCI,byvirtueoftheamendment

hasalsobeenauthorizedforcarryingoutcertainincidentalactivitiessuchas:-

- Undertaking research and surveys forevaluating ordealing with marketing or

investmentsandundertakingandcarryingontechnoeconomicstudiesinconnection

withthedevelopmentofindustry

- Providingtechnicalandadministrativeassistancetoanyindustrialconcernforthe

promotion,managementorexpansionofanyindustryand

- UndertakingMerchantBankingoperations.

Theamendmentactof1982hasremovedlimitationsontheborrowingsofIFCI.Besides,

IFCIhasbeenauthorizedtoacceptdepositsrepayableaftertheexpiryofaperiodofnotless



than12monthsfrom thedateofmakingofthedepositonsuchtermsandconditionsasmy

beappr4ovedbyIDBI.Further,IFCIisnow vestedwithpowerstoacquireaswellasto

transrrrfe3rrightsinrelationtothelending’smadebyitorbyotherinstitutions,facilitating

therebyinterinstitutionaloperations.TheenlargedscopeandactivitiesalsoenableIFCIto

participateinmostoftheactivitieswhichIDBI,asanapexinstitution,isauthorizedto

undertake.

SectorsinwhichIFCIhasplayedamajorrole

- Serviceindustries(hotels,hospitals)

- Infrastructure

- Consumergoodsindustry

- Capitalandintermediategoodsindustries

- Basicindustries

RoleofIFCI

IFCIisthefirstmostdevelopmentfinancialinstitutionwhichwasbeingsetupbythe

governmentofIndiaonJuly1st1948.ThemainobjectiveofIFCIwastoprovidelongterm

financialassistancetotheindustrialunitsinIndiatoboosttheeconomicdevelopmentofthe

country.ThecentralbanksstatutoryliquidrationSLRprovidedanaccesstolowcostfunds

toIFCIinordertoprovidelongterm fundstothecorporationborrowersatdiscountrates.

IFCIhasprovidedlongterm financialassistancetoalmostalltheindustrialunitsofthe

Indian market.Ithas also played a significantrole in transforming the government’s

aspirationintoreality.BeforeICICandIDBIcameintoexistenceintheyear1956and1964,

IFCIcarried outthe entire responsibilities tagged with governments industrialpolicy

initiativesallalone.

EffectsoftheroleofIFCIinForeignInvestments

- AdvancementoftheindustrialunitsinIndia

- Exportpromotion

- Importsubstitution

- Developmentofentrepreneurship

- Conservationofenergy

- GenerationofDirectandIndirectemploymentopportunities.

STATEFINANCIALCORPORATIONS(SFCS)

ThoughtheestablishmentofindustrialFinanceCorporationofIndiain1948bridgeda

seriousgapininstitutionalfinanceforlargescaleindustries,theproblem ofthelongand

medium term capitalrequirementsofsmallscaleandmedium sizedindustrieswasnot



solved.Itwasfeltthataseparatecorporationatthestatelevelfortheabovepurposewould

bedesirable.Accordingly,thegovernmentofIndiapassedin1951theStateFinancial

CorporationsAct.TheStateFinancialCorporationsareinallrespectsminiature(little)

additionsoftheIFCIatthecentre.

UndertheaboveAct,thefirstStateFinancialCorporationtobesetupwasthePunjabState

FinancialCorporationin1953.ThenumberofStateFinancialCorporationincreasedtosixby

theendof1953-54,10attheendof1954-55,13attheendof1955-56,15attheendof1960-

61andthenumberstandsat18atpresentincludingtheMadrasIndustrialInvestment

CorporationLtd.,whichwasestablishedbeforethepassingoftheSFCsAct.

Functions

StateFinancialCorporationareineffectstateversionofIFCI.Theycloselyfollow typesof

assistancerenderedbyIFCI.Theyareauthorizedtoprovidefinancialassistanceinthe

followingways:-

1.Grantingloansoradvancesorsubscribingtodebenturesofindustrialconcerns

repayablewithin20years

2.Guaranteeingloansraisedbyindustrialconcernswhicharerepayablewithinaperiod

of20yearsand

3.Underwritingthestocks,shares,bondsanddebentureswhichhavetobedisposedof

withinsevenyears.

4.Providingforeignexchangeloansundertheworldbankscheme

5.Participatingintheequitycapitalofthesmallscaleindustrialunitscomingupinthe

backwardareas

6.Providingfordiscountingofbillsofexchange

Besides,theSFCsactastheagentsofthecentralgovernment,stateGovernments,the

IFCIoranyotherfinancialinstitutionforthegrantofloansoradvancestoorsubscribing

tothedebenturesofanindustrialconcern.

TheSFCscannotgrantassistancetoaconcernthat’spaidupcapitalandfreereserves

togetherexceedRs.20crores.

TheStateFinancialCorporationscanassistnotonlypubliclimitedcompaniesbutalso

privatelimitedcompanies,partnershipfirmsandproprietaryconcernsfinancialassistanceis

rendered primarily forblock capitalrequirements ofindustrialconcerns and only in

exceptionalcasesforworkingcapitalneeds.Theperiodofloansgivenforblockcapital

requirementsisgenerally10to12years.Loansaregrantedgenerallyonthefirstmortgage

offixedassetsintheform oflands,buildings,plantandequipment.Theyareadequately

securedsincenotmorethan50percentofthevalueofthemortgagedassetwillbegivenas

aloan.Loansgrantedbythecorporationsonlyafterthescrutinyoftechnicalsoundnessof



theproposalsputforwardbyindustrialconcerns.Thecorporationskeepawatchonthe

progressoftheindustrialconcernsbyobtainingperiodicreportsfrom them andtrough

inspectionbytheirofficials.Theyareempoweredtotakeoverthemanagementofthe

industrialconcernsandtosellthemortgagedpropertyincaseofdefaultinrepaymentof

loans.

INDUSTRIALCREDITANDINVESTMENTCORPORATIONOFINDIA(ICICI)

TheIndustrialCreditandInvestmentCorporationofIndiastarteditsfunctioningasaprivate

limitedcompanyfrom 5tjJanuary1955.Thiscorporationwastheoutcomeoftheadvice

givenbyathreemanmissionsponsoredbytheWorldBankandtheGovernmentoftheUSA

totheGovernmentofIndia.Themissionpointedoutthattherewasanurgentnecessityin

IndiaforsettingupaspecialinstitutionofQuasiGovernmentcharacteronthelinesofthe

IndustrialandtheCommercialFinancialCorporationoftheUK.TheGovernmentofIndia

acceptedthemission’sviewandfloatedtheICICIwiththespecificpurposeofassistingof

industrialconcernsintheprivatesectorparticularlysmallandmedium scaleindustries.

Management

A BoardofDirectorsconsistingofnotlessthan5andnotmorethan15excludingthe

government director and debenture director,if any,manage the corporation.The

GovernmentofIndiaasbeenvestedwiththepowerofappointingadirectoraslongasthe

corporationisindebtedtoit.Alltheexecutivepowershavebeenentrustedtoafulltimepaid

chairmanfrom 1958onward.ThegovernmentofIndiaandthecorporationhascometoan

understanding thattheyshould tryto preventanyone group ofaffiliated personsor

companiesfrom acquiringcontroloverthecorporation.Forensuringthis,theboardof

directorsmeticulously(carefully)exercisestheirrightswithrespecttotheregistrationof

transferofshares

Theroleofthecorporationsis

- Encouragingandpromotingtheparticipationofprivatecapital,bothinternaland

external,inindustrialconcerns.

- Expansionofinvestments

- Assistingintheexpansion,modernizationandcreatingofprivateenterprises.

- Providefinanceintheform ofloansforequityparticipation

- Sponsoringandunderwritingnewissuesofsharesandsecurities

- Guaranteeingloansfrom otherprivateinvestmentsources

- Making funds available firreinvestmentbyresolving investmentas rapidlyas

possible



- Furnishing managerial,technicaland administrative services and assisting in

obtainingtheseservicestotheindustrialconcernsinthecountry.

FunctionsofICICI

- Toassistindustrialconcernswithloansand guaranteesforloanseitherinrupeesor

inanyforeigncurrency

- Toassistinthecreation,expansionandmodernizationoftheindustrialunitslying

withinprivatesector

- Toencourageandpromoteprivatecapital,bothinternalandexternaltoparticipatein

suchenterprises

- To underwrite ordinaryand preference shares and debentures and subscribes

directlytoordinaryandpreferencesharesissues

- Toencourageandpromoteprivateownershipofindustrialinvestmentalongwiththe

expansionofinvestmentmarkets.

NATIONALINDUSTRIALDEVELOPMENTCORPORATION(NIDC)

Thisisastatesponsoredcorporationwithcapitalprovidedentirelybythegovernmentof

India.Thiscorporationwassetupin1954withanauthorizedcapitalofRupeesOneCrores

andsubscribedcapitalofRs.10lakhs.Theprimaryobjectofthecorporationistoenablethe

governmenttopromotethedevelopmentofbasicandheavyindustriesparticularlythose

whicharenecessarytofullupthegapsintheindustrialstructure.AsstatedbyMr.T.T.

Krishnamachari,thethenMinisterofCommerceandIndustry.:theideaofstartingthe

corporationisforfinancingriskyandlargecapitalconsumingprojectswhichtheprivate

sectorwouldnottouchwithapairoftongs.Inthefieldofconsumergoodsindustries,

privateenterprisewouldbeabletomeettheneedsofthecountrywithalittleexternal

assistanceorwithno assistance.Butinthefield ofbasicand keyindustriesprivate

enterprisemightnotbeabletoachievemuchbyitself,butcouldcontributeagreatdeal,if

liberalgovernmentassistancewassanctioned.Hence,theimportanceofthecorporation

whichcould undertakeprojectstudiesandprovidetechnicalservicesandinvestments

wherevernecessarytoexecutetheprojectsisverygreat.

FUNCTIONS

- Provisionofdesignsandconsultancyservicesthroughitstechnologicalconsultancy

bureau

- Formulationandexecutionofprojectsfortheestablishmentofnew industriesand

thedevelopmentofnewlinesofproduction

- Financingthemodernizationandrehabilitationschemesofmachinetools,cotton

andjuteindustriesonbehalfofgovernment.ItisafinancialPSU.AwingofMinistry

ofCommerceandIndustry,GovernmentofIndia.



Role

TheNationalIndustrialdevelopmentCorporationhasbeenfunctioningeffectivelyasan

instrumentofgovernmentforsecuringabalancedandintegrateddevelopmentofindustries

bothinpublicandprivatesectors.Ithasbeensettingupnewindustriesanddevelopingnew

linesofproduction.Ithasalsotakenupthestudyandinvestigationofindustrialschemes,

ensuringthemaximum possibleuseofindustrialequipment,andalsotheavailableskilland

experienceinthecountry.Theindustrieswhichhavebeensetupinturnencouragethe

growthofancillaryindustries.

Thepromotionactivitiesundertakenbydevelopmentcorporationsintheareaofagrobased

industries,fisheries,textile,and jute and similarotheractivities have boosted overall

production and the marketing ofthese products.On a widerscale the development

corporationshavealsobeeneffectiveinbringingaboutsocialtransformationespeciallyfor

thescheduledcastesandtribesandinthetribalareas.Theyhaveinculcatedthespiritofself

helpandprovidedsourcesofemploymenttothelargenumberovulnerablesectionsofthe

society

INDUSTRIALDEVELOPMENTBANKOFINDIA(IDBI)

IndustrialDevelopmentBankofIndiaestablishedunderIndustrialDevelopmentBankofIndia

Act,1964,istheprincipalfinancialinstitutionforprovidingcreditandotherfacilitiesfor

developingindustriesandassistingdevelopmentinstitutions.

Till1976,IDBIwasasubsidiarybankofRBI.In1976itwasseparatedfrom RBIandthe

ownershipwastransferredtoGovernmentofIndia.IDBIisthetenthlargestbankintheworld

in termsofdevelopment.TheNationalStockExchange(NSE),theNationalSecurities

DepositoryServicesLtd.(NSDL),StockHoldingCorporationofIndia(SHCIL)issomeofthe

institutionswhichhavebeenbuiltbyIDBI.

Managementanditsorganization

IDBIconsistofaBoardofDirectors,consistingofachairmanandmanagingdirector

appointedbytheGovernmentofIndia,ADeputyGovernoroftheRBInominatedbythatbank

and20otherdirectorsarenominatedbythecentralgovernment.

Theboardhadconstitutedanexecutivecommitteeconsistingof10directors,includingthe

chairman and managing director.Theexecutivecommitteeisempowered to sanction

financialassistance.

TheheadofficeofIDBIislocatedinMumbai.Thebankhas5regionaloffices,oneeachin

Kolkata,Guwahati,New Delhi,ChennaiandMumbai.Besidesthebankhave21branch

offices.

FunctionsofIDBI

- Toprovidefinancialassistancetoindustrialenterprises.

- Topromoteinstitutionsengagedinindustrialdevelopment



- Toprovidetechnicalandadministrativeassistanceforpromotionmanagementor

expansionofindustry

- To undertake marketand investmentresearch and surveys in connection with

developmentofindustry.

FeaturesofIDBI

- TheIDBIhasbeendelinkedfrom thereservebankofIndiawitheffectfrom 16th

February1976.The share capitalofIDBIformerlyheld bythe RBIhas been

transferredtoGOI.

- TheIDBIwhichwasformerlyhavingthesameboardofdirectorsastheRBI,isnow

havingaseparateboardofdirectorscomprisingmanyprofessionals

- ThecentralgovernmenthasbeenempoweredtoissuedirectivestotheIDBIon

mattersofpolicy.

- ShareholdingoftheRBIintheStateFinancialCorporations,hasbeentakenoverby

theIDBI.ThefunctionsrelatingtosupervisionovertheoperationsofSFCsincluding

statutoryinspectionshavealsobeentransferredtotheIDBI.

- TheinitialcapitaloftheUnitTrustofIndiahasbeentakenoverbytheIDBIfrom the

RBIWiththetransferoftheinitialcapital,thepowersrelatingtoappointmentof

chairman,executivetrusteesandnominationsoffourtrusteesontheboardof

trustees,formerlyvestingintheRBI,havebeentransferredtotheIDBIand

- TheIDBIhasbeengivenrepresentationontheBoardandInvestmentCommitteeof

theLifeInsuranceCorporation

SMALLINDUSTRIALDEVELOPMENTBANKOFINDIA(SIDBI)

SIDBIis a whollyowned subsidiaryofIDBIestablished underthe specialActofthe

Parliament1988whichbecameoperativefrom April2,1990.

SIDBIisthePrimaryFinancialInstitutionforPromoting,developingandfinancingMSME

(Micro,SmallandMedium Enterprise)sector.Besidesfocusingonthedevelopmentofthe

Micro,SmallandMedium EnterpriseSector,SIDBIalsopromotescleanerproductionand

energyefficiency.SIDBIhelpsMSMEsinacquiringthefundstheyrequiretogrow market,

developandcommercializetheirtechnologiesandinnovativeproducts.Thebankprovide3s

severalschemesandalsooffersfinancialservicesandproductsformeetingtheindividuals

requirementofvariousbusinesses.

FunctionsofSIDBI

- SmallindustrialdevelopmentbankofIndiarefinancesloansthatareextendedbythe



PLIstothesmallscaleindustrialunitsandalsooffersresourcesassistancetothem

- Itdiscountsandrediscountsbills

- ItalsohelpsinexpandingmarketingchannelsfortheproductsofSSIsectorbothin

thedomesticaswellasinternationalmarkets

- Itoffersserviceslikefactoring,leasing,etctotheindustrialconcernsinthesmall

scalesector

- Itpromotesemploymentorientedindustriesparticularlyinsemiurbanareasfor

creatingemploymentopportunitiesandthuscheckingrelocationofpeopletothe

urbanareas

- Italsoinitiatesstepsformodernizationandtechnologicalupgradationofcurrent

units

- Itenablesthetimelyflowofcreditforworkingcapitalaswellasterm loanstosmall

scaleindustriesincooperationwithcommercialbanks

- Italsocopromotesstatelevelventurefunds

RoleofSIDBI

- Topromotemarketingofproductsofsmallscalesector

- Toupgradetechnologyandalsoundertakingmodernizationofsmallscaleunits

- Toprovidemorefinancialassistancetosmallscaleancillaryandtinysector

- Toencourageemploymentorientedindustries

- Tocoordinatealltheotherinstitutionsinvolvedinthepromotionofsmallscale

industries.



UNITV

INDUSTRIALDEVELOPMENTININDIA

Meaning

TherelativebackwardnessofindustrialdevelopmentinIndiamaybejudgedfrom thefact

that,theindustrialoutputin1948-49accountedforonlyabout6.6% ofthetotalnational

incomeandthatthetotallabourforceengagedwasonlyabout2.4million.Thoughthe

aggregate industrialoutputwas veryhigh,the percapita income was verylow when

comparedwiththeotheradvancedcountries.

The Second World Waras its consequences gave immense impetus to manyIndian

industriessuchasironandsteel,cottontextiles,jute,cement,etc.Manyofthem were

expandedsubsequently.Inaddition,somenew industrieslikeshipbuilding,dieselengines,

locomotives,automobiles,textile machinery,bicycles,sewing machines,balland roller

bearingsandrayonindustriesweresetup.

NeedforIndustrialDevelopment

- ModernizationofIndustry:Industrialdevelopmentisnecessaryformodernizationof

agriculture.InIndia,agricultureistraditionalandbackward.Thecostofproductionis

high and productivity is low We need tractors,pump sets and harvesters to

modernize agriculture To increase productivity,we need chemical fertilizers,

pesticidesandweedicidesetc.Theseareallindustrialproducts.Withoutindustrial

development,these goodscannotbe produced.Agriculturalproductslike Jute,

Cotton,andSugarcaneetc.areraw materials.Topreparefinishedproductslike,

textiles,and sugaretc we need industrialization.So industrialdevelopmentis

necessaryformodernizationofagriculture.

- DevelopmentofScienceandTechnology:Industrialdevelopmentencouragesthe

developmentofscienceandtechnology.Theindustrialenterprisesconductresearch

anddevelopnewproduct.Ethanolintheform ofbiofuelisanexampleofindustrial

development.Industryconductsresearchonitswastesanddevelopsbyproductslike

biodieselfrom Jatrophaseeds.Duetoindustrialization,wehavemadeprogressin

atomicscience,satellitecommunicationandmissilesetc.

- CapitalFormation:Acute deficiencyofcapitalis the main problem ofIndian

economy.Inagriculturesector,thesurplusissmall.Itsmobilizationisalsovery

difficult,Inlargescaleindustries,thesurplusisveryhigh.Byusingexternaland

internaleconomies,industrycangethigherprofit.Theseprofitscanbereinvestedfor

expansionanddevelopment.Soindustrializationhelpsincapitalformation.



- Industrialization and urbanization: Urbanization succeeds industrialization.

Industrializationinaparticularregionbringsgrowthoftransportandcommunication.

Schools,Collegetechnicalinstitutions,bankingandhealthfacilitiesareestablished

nearindustrialbase.Manyancillaryunitshavebeenestablishedaftersettingupof

bigindustry.

- SelfRelianceinDefenseProduction:Toachieveselfrelianceindefenseproduction,

industrializationisnecessary.Duringwarandemergencydependenceonforeign

countiresforwarweaponsmayprovefatal.Selfreliancein capitalgoodsand

industrialinfrastructureisalsonecessary.AtomicexplosionatRajasthanandAgni

missileareexamplesofindustrialgrowth.

- UseofNaturalResources:Itisacommon saying thatIndiaisarich country

inhabitedbythepoor.ItimpelsthatIndiaisrichinnaturalresourcesbutduetolack

ofcapitalandtechnology,theseresourceshavenotbeentapped.Resourcesshould

beproperlyutilizedtotransform them into finishedindustrialproducts. Hence

industrializationplaysimportantroleforproperutilizationofresource.

INDUSTRIALPOLICYOF1948

Sinceindependence,theGovernmentofIndiahasannouncedtwoimportantindustrial

policyresolutions–onein1948andtheotherin1956.TheIndustrialpolicyresolutionof

1948wasinforceupto1956i.e.8years.Later,inviewofthecircumstancesprevailing,

theGovernmentannounceditssecondIndustrialpolicyin1956,whichreplacedthe

Industrialpolicyresolutionof1948.

FeaturesofIndustrialPolicyof21948

1.CategoryofIndustries:Largescaleindustriesweredividedintofourcategories

a.PublicSector:ItincludesindustriesownedandmanagedbyGovernmentviz.,

Armsandammunitionsatomicenergyandrailways.

b.Public–cum-privatesector:Itincludessixbasicindustriescoal.Ironand

steel,aircraftmanufacture,shipbuilding,mineraloil,telephones,cableand

wireless industry.The new ventures relating to these industries willbe

establishedbyGovt.andalreadyexistingunitswillcontinuetobemanaged

anddevelopedfornext10yearsbyprivatesector

c. Controlled private sector:Itincludes18 importantindustries viz.motor

vehicles,heavymachinetools,cottontextiles,cement,sugar,paper,shipping

materialandtractor.Theseindustrieswillcontinuetoremainunderprivate

sectorbutCentralgovernmentwillhaveoverallcontroloverthem.

d.Privateandco-operativesector:Therestoftheindustrieswillberununder

privateownershiporoncooperativebasisGove.Cankeepcheckonthese.



2.CottageandSmallScaleindustries:Rapiddevelopmentoftheseindustrieswas

emphasizedinordertouselocalresourcesgeneratingemploymentandproduction

ofconsumergoods.

3.Employee– employerrelation:Itwasaimed thatemployeeemployerrelations

shouldbecongenial(friendly).Theworkershouldgetfairwagesandsocialsecurity.

4.ControloverForeignCapital:Theroleofforeigncapitalforindustrialdevelopment

wasrecognized.ButGovt.tookfullcontroloverforeigncapitaltowatchtheinterests

ofnation.

5.DevelopmentofInfrastructure:Specialstresswaslaidondevelopmentofroads,

railways,electricityandirrigationetc.

CriticalAppraisal

Thebasicideaoftheindustrialpolicyresolutionwastocontrolthecapitalisticform of

industrialorganizationandintroduceaform ofinstitutionalframeworkwhichiscalled

mixedeconomy.Thisisawelcomefeaturefrom theview pointthatthegovernmentwas

allowedtotakeanactiveroleintheindustrializationofthecountryratherthanleavingthe

jobentirelytotheprivatesector.Manyindustrialistsarguedthepolicyasprejudicialtothem.

Ontheotherhand,supportersofsocialism favoredthepolicyasagoodsteptowards

establishmentofdemocratic socialism.While there was little orno criticism ofthe

governmentpolicywithregardtocategories.1,3and4,itwasfeltthatthereexistsathreat

ofnationalizationwithregardtothesecondcategorywhereexistingprivateindustrieswere

tobeallowedfortenyearstocontinueinprivatesectorandweresubjectedtotakeoverby

governmentafterareviewoftheirperformance.

THEINDUSTRIALPOLICYRESOLUTION -1956.

Theindustrialpolicyresolution,presentedtotheLokSabhabythePrimeMinisteronthe30th

April1956,replacedtheoriginalindustrialpolicyresolutionof1948whichhadhitherto(till

then)guidedtheindustrialpolicyofthegovt.Therevisedpolicyhadbeenannouncedinview

ofthedevelopmentsinthecountrysince1948.Thenoteworthyfactorsthatnecessitatedthe

givetoplanthenew industrialpolicyresolutionweretheenactmentoftheconstitutionof

Indiaguaranteeingcertainfundamentalrightstoallcitizens,thedirectiveprinciplesofstate

policy,acceptanceofsocialisticpatternofsocietyastheobjectiveofsocialandeconomic

policy,thesuccessfulcompletionoftheFirstfiveyearplanandtheneedforplacingthe

secondfiveyearplanbeforethecountrywithrapideconomicdevelopmentasitsobjective.

Featuresofindustrialpolicyresolution1956

Inashortperiodofoperationofthe1948Industrialpolicysomesignificantchangestook

placeintheeconomicandpoliticalspheresthatcalledforchangesinindustrialpolicyas

well.Thecountryhandlaunchedaprogrammeofplannedeconomicdevelopmentwiththe

firstfiveyearplan

Thesecondfiveyearplangavehighprioritytoindustrialdevelopmentaimedatsettingupa



numberofheavyindustriessuchassteelplants,capitalgoodsindustries,etc.forwhich

directgovernmentparticipationandstateinvolvementwasneeded.

FurtherinDecember1954,theparliamentadoptedthesocialisticpatternofsocietyasthe

goalofeconomicpolicywhichcalledforthestateorthepublicsectortoincreaseitssphere

ofactivityinindustrialsectorandthuspreventconcentrationofeconomicpowerinprivate

hands.Inview ofailthesedevelopments,anew industrialpolicywasannouncedinApril

1956.Themainfeaturesofthisindustrialpolicyresolutionof1956wereasfollows:

NewClassificationofindustries

Theindustrialpolicy1956adoptedtheclassificationofindustriesintothreecategories

1.ScheduleAindustries:Whichcontained17industries.Allnewunitsinthese

industries,suchwheretheirestablishmentintheprivatesectorhasreadybeen

approved,wouldbesetuponlybethestate.

2.ScheduleB:Whichcontained12industriessuchindustrieswouldbeprogressively

stateowned,butprivateenterpriseisexpectedtosupplementthe4effortsofthe

stateinthesefields.

3.ScheduleC:Allremainingindustriesfellinthiscategorythefuturedevelopmentof

theseindustrieshadbeenlefttotheinitiativeandenterpriseoftheprivatesector.

AssistancetoPrivateSector

Whiletheindustrialpolicyof1956soughttogiveadominantroletopublicsectoratthe

sametimeitassuredafairtreatmenttotheprivatesector.Thepolicysaidthatthestate

would continue to strengthen and expand financialinstitutions thatextend financial

assistancetoprivateindustryandcooperativeenterprises.Thestatewouldalsostrengthen

infrastructure(power,transportetc)tohelpprivatesector.

Expandedroleofcottageandsmallscaleindustries

Theindustrialpolicyof1956laidstressontheroleofcottageandsmallscaleindustriesfor

generatinglargeremploymentopportunities,makinguseoflocalmanpowerandresources

and reducing regionalinequalities in industrialdevelopment.Italso stated thatthe

governmentwouldcontinuepursuingapolicyofsupportingsuchindustriesthroughtax

concessionsandsubsidies.

Balancedindustrialgrowthamongvariousregions

Theindustrialpolicy1956helpedtoreduceregionaldisparities(inequality)inindustrial

development.Thepolicystatedthatfacilitiesfordevelopmentwillbemadeavailableto

industriallybackwardareas.Thestate,apartfrom settingupmorepublicsectorindustriesin

thesebackwardareas,willprovideincentivessuchastaxconcession,subsidizedloansetc.

totheprivatesectortostartindustriesinthesebackwardregions.



RoleofForeignCapital

Theindustrialpolicy1956recognizedtheimportantroleofforeigncapitalincountry’s

development.Theforeigncapitalsupplementsdomesticsavings.Providesmoreresources

forinvestmentand relieves pressure on balance ofpayment. The countrytherefore

welcomedinflowofforeigncapital.ButthePolicymadeitclearthatinflowofforeigncapital

willbepermittedsubjecttotheconditionthatmajorshareinmanagement,ownershipand

controlshouldbeinthehandsofIndians.

THEINDUSTRIALPOLICY1990’S

Theindustrialpolicy1990wasannouncedon31stMay1990,bythethenUnionIndustries

Minister,ShriAjitSingh.Itshouldbenotedthatthispolicystatementwasofonlyhistorical

importancesincethepolicyguidelineswerenottranslatedintoactionsinceV.P.Singh

Governmentwasoutofpowerafewmonthsaftertheannouncementoftheindustrialpolicy

1990.

Thegovernmenthasbeenconsideringtheneedtotakemeasuresforpromotionofsmall

scaleandagrobasedindustriesandtochangeproceduresforgrantforindustrialapprovals

FeaturesofIndustrialPolicy,1990

1.Theinvestmentceilinginplantandmachineryforsmallscaleindustrieswasraised

from presentRs.35lakhstoRs.60lakhsandcorrespondingly,forancillaryunits

from Rs.45lakhstoRs.75lakhs.Unitswithatleast30percentofannualproduction

forexportwouldbepermittedtosetuptheirinvestmentinplantandmachinerytoRs

75Lakhs.

2.Investmentceilinginrespectoftinyunitwouldbeincreasedfrom presentRs2lakhs

toRs5lakhs.

3.i.Presently836itemshavebeenreservedforexclusivemanufactureinthesmall

scalesector.Effortswouldbemadetoindentifymoreitemsamenabletosimilar

reservation.

ii.Anewschemeofcentralinvestmentsubsidyexclusivelyforthesmallscalesector

inruralandbackwardareascapableofgeneratinghigherlevelofemploymentat

lowercapitalcostwouldbeimplemented.

iii.Withaviewtoimprovethecompetitivenessoftheproductsmanufacturedinthe

smallscalesector;programmesformodernizationandupgradationoftechnology

wouldbeimplemented.



iv.anewapexbankSIDBIhasbeenestablishedtoensureadequateandtimelyflow

ofcreditforthesmallscaleindustries.

v.Theexistingregimeoffiscalconcessionswouldbereviewedtoprovidesustained

supporttotheunitsinthesmallscalesectorandtoremovethedisincentivefortheir

graduationandfurthergrowth.

4. Inordertoassistthelargenumberofartisansengagedintheruralandcottage

industries,theactivitiesoftheKVICandKVIwouldbestrengthenedtodischargethe

responsibilitymoreeffectively.Specialmarketingorganizationsatthecentreand

statelevelsshallbecreatedtoassistruralartisansinmarketingtheirproductsand

alsoinsupplyofrawmaterials.

5.Inagroprocessingindustriesgreatersuccesshasbeenachievedwheregrowersand

processorshavebeenintegratedasinthecaseofsugar.Theindustrialpolicywould

especiallypromotesuchprojectswhichareorganizedinclosecooperationonthe

basisofjointownership.

6.Insectorswhereunitsrequirelicensing,thepolicywouldalsoencouragelocationof

processingunitsinruralareaswheregrowersareconcentrated.Itwouldhelpin

dispersalofindustryandincreasingemploymentinruralareas.

7.Agroprocessingindustrywouldreceivehighpriorityincreditallocationfrom the

financialinstitutions.

8.AllnewunitsuptoaninvestmentofRs.25croresinfixedassetsinnonbackward

areasandRs.75croresincentrallynotifiedbackwardareaswouldbeexemptedfrom

requirementofobtaininglicense/registration.

9.Fortheimportofcapitalgoods,theentrepreneurwouldhaveentitlementtoimportup

toalandedvalueof30percentofthetotalvalueofplantandmachineryrequiredfor

theunit

10.Forimportsofrawmaterialsandcomponents,importswouldbepermissibleuptoa

landedvalueof30percentoftheexfactoryvalueofannualproduction

INDUSTRIALGROWTHANDINDUSTRIALPATTERININDIA

Anindustrialgrowthisthatsectorofaneconomywhichexperiencesahigherthanan

averagegrowthrateascomparedtoothersectors.Industrialgrowthareoftennew or

pioneerindustriesthatdidnotexistinthepast.Theirgrowthisresultofdemandfornew

productsorservicesofferedbycompaniesinthefield.Anexampleofindustrygrowthisthe

technologysector,whoseproductshavebecomerunawayhitswithconsumersandledto



multibilliondollarvaluationsfortechcompaniesinthestockmarket.

Understandinggrowthindustries

Severalfactorsareresponsibleforcatalyzingagrowthofindustry.

- Oneofthem isthe adventofnew and innovative technologiesthatcan drive

entrepreneursandstartupstodevelopnew productsandservicesrelatedtothe

industry.Giventheconstantlychangingnatureoftechnology,therationalebehind

investinginsuchtechnologiesisthepromiseofexponentialfuturegrowth.

- TheSmartphoneindustry,whichpackedmultipleinnovativetechnologiesintoa

singlephonebecameagrowthindustryduringtheearlierpartofthisdecade.In

recenttimes,virtualrealityandmachinelearningaretwoexamplesofsuchan

approach.Virtualrealityisanimmersive,computergeneratedscenariothatcan

simulatearealexperience.Ithasapplicationsacrossmanyindustries,from virtual

realityheadsetsforgaming to simulationsfordriving testsand forlearning in

medicalschools.

- Bigdatainvolvestheprocessingoflargeamountsofdataforresearchortoidentify

trendsandstatisticalprobabilities.Companiesinbigdataprovideservicestolarge

corporationsorindustriessuchashealthcare.Startupandcompaniesinthesector

have multiplied as the technology becomes popular.Investors typically value

companiesatamultipleoftheircurrentearningsandtheirfuturegrowthpotential,.

-


