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Indian Industry and New Challenges


It gives me great pleasure to be in your midst this evening to deliver the Convocation Address of this new but fast growing Institute for Integrated Learning in Management. This Institute was set up in 1993 which falls clearly in the post-liberalization period which demands more than ever a greater efficiency in the use of our resources.  Quality education in the field of management has become absolutely essential if we as a nation are to maintain our competitive edge. I congratulate the Institute on the success it has achieved in a short span of twelve years.


Let me at the outset congratulate all of you who are graduating today.  Let me add a word of special appreciation to those who are receiving awards.  One stage in your life is coming to an end and another is about to begin.  You are leaving the sheltered collegiate life and entering the wide world with all its ups and downs.  From the country’s point of view, we welcome you as our next generation of managers and leaders.  May you grow up to provide effective leadership over this new century.  In a sense, your future is intertwined with the future of this country.  You also have an opportunity to shape it.  

We are living in a time of far reaching changes.  Modern management must, therefore, be viewed as a dynamic process of seeking constantly to align a firm’s internal resources with the external environment.  It is this external environment which is undergoing a transformation in this country and elsewhere because of the technological changes on the one hand and of the changing perception of the roles of state and market on the other.  It has always been the case that the extent to which a firm is able to achieve its objectives has been dependent on its ability to understand the opportunities presented and constraints imposed by  its environment and to respond with appropriate policies at the strategic and functional levels. Only increasingly, the environment that is relevant is not only domestic but also global.  


Let me say a few words on this occasion on the shifts in the industrial policy paradigm in our country.  The process of industrialization in India in the first four decades was governed by two considerations – import substitution and industrial licensing.  Import substitution constituted a major plank of India’s foreign trade policy and, therefore, of industrialization.  Planners more or less chose to ignore the option of foreign trade as an engine of India’s economic growth.  This was primarily due to the highly pessimistic view taken on the potential for export earnings.  A further impetus to the inward orientation was provided by the existence of a vast domestic market.  In retrospect, it is clear that the policy makers not only under-estimated the export possibilities but also the import intensity of the import substitution process itself.  As a consequence, India’s share of total world exports declined from 1.91 per cent in 1950 to about 0.53 per cent in 1992. 

Another important element in the process of industrialization was a system of industrial licensing under which a license was required before setting up any large unit.  This practice had roots in the belief that resources could be best allocated only by a planning authority and that licensing was the best way to manage limited resources.  While the industrial licensing system underwent some changes in terms of threshold levels and types of products, it formed an essential part of Government policy until the end of the 80s.

The year 1991 is an important landmark in the economic history of post Independent India.  The country went through a severe economic crisis triggered by a serious balance of payments situation.  The crisis was converted into an opportunity to introduce some fundamental changes in the content and approach to economic policy.  The response to the crisis was to put in place a  set of policies aimed at stabilization and structural reform.  While the stabilisation policies were aimed at correcting the weaknesses that had developed on the fiscal and the balance of payments fronts, the structural reforms sought to remove the rigidities that had entered into the various segments of the Indian economy.  The structural reforms introduced in the early Nineties broadly covered the areas of industrial licensing, foreign trade, foreign investment, exchange rate management and the financial sector. Since then, it has been extended to other areas.  From the point of view of industrialization, changes in the areas of licensing, foreign trade and foreign investment had important implications.  Even before the onset of reforms, the problems associated with industrial licensing were well recognised.  The approach document of the Eighth Plan submitted in May, 1990 had remarked: “A return to the regime of direct, indiscriminate and detailed controls in industry is cleanly out of question.  Past experience has shown that such control system is not effective in achieving the desired objective.  Also the system is widely abused and leads to corruption, delays and inefficiency”.  One early step that was undertaken as part of the structural reform process was to dispense with licensing.  Changes in foreign trade policy focussed on reducing the tariff rates and dismantling quantitative controls over imports.  The tariff rates have been brought down in stages.  Some caution in this regard has become necessary to enable the Indian industries set up behind high protective tariff walls to adjust to the changed situation.  The policy towards foreign investment underwent a significant change with foreign investors given the freedom to own majority share holding over a wide spectrum of industries.  

Without going into details, the common thread running through the various policy measures introduced since 1991 has been the improvement of the efficiency of the system.  The thrust of the New Economic Policy has been towards creating a more competitive environment in the economy as a means to improving the productivity and efficiency of the system.  This is to be achieved by removing the barriers to entry and the restrictions on the growth of firms.  While the Industrial Policy seeks to bring about a greater  competitive environment domestically, the Trade Policy seeks to improve the international competitiveness subject to the degree of protection offered by the tariffs.  Private sector is being given a larger space to operate in as much as some of the areas reserved exclusively earlier for the public sector are now allowed to private sector.  In these areas, the public sector will have to compete with the private sector, even though the public sector may continue to play the dominant role.  What is sought to be achieved is an improvement in the functioning of the various entities, whether they be in the private or public sector.

Changes in the foreign trade and foreign investment policies have altered the environment in which Indian industries have to operate.  The path of transition is, no doubt, difficult.  A greater integration of the Indian economy with the rest of the world is unavoidable.  Even today there are many countries which are knocking on the doors of the WTO to enter.  It is important that the Indian industry be forward looking and get organised to compete with the rest of the world at levels of tariff comparable to those of other developing countries.  Obviously, the Indian Government should be alert to ensure that Indian industries are not the victims of unfair trade practices.  The safeguards available in the WTO agreement must be fully utilised to protect the interests of Indian industries.  India must take a pro-active stand in the next round of trade negotiations and articulate its own demands, focussing on what it wants from the global trading system, such as prohibition of unilateral trade action, establishing symmetry between the movement of capital and natural persons and zero tariffs in industrialized countries on labour intensive exports of developing countries.


The Indian industry has a right to demand that the macro economic policy environment is conducive to rapid economic growth.  The configuration of policy decisions in the recent period has been attempting to do that.  It is, however, time for Indian industrial units to recognise that the challenges of the new century demand action at the enterprise level as well.  They have to learn  to swim in the tempestuous waters of competition away from the protected swimming pools.  India is no longer a country producing goods and services for the domestic market alone.  Indian firms are becoming and have to become global players.  At the minimum, they must be able to meet global competition.  The search for identifying new competitive advantages must begin earnestly.  India’s ascendancy in IT is only partly by design.  However, it must be said to the credit of policy makers that once the potential in this area was discovered, the policy environment became strongly industry friendly.


How do India and Indian firms maintain a competitive edge?  Analyzing India’s comparative advantage in engineering vis-à-vis China, a leading Indian industrialist had commented that in products that involved flexible manufacturing with a high level of product and industrial engineering, multi vendor coordination and continuous improvement, the Chinese faired badly.  They are good at making simple things in large batch sizes.  The commentator adds that what India lacks in mass manufacturing capacities can be made up by her capabilities for design innovations and by moving up the value chain.  It is worth pondering over this comment.  Experts from the various industries must judge the validity of this statement.  However, this is just one illustration.  Over a wide spectrum of activities, India’s advantage, actual and that which can be realized in a short span of time must be drawn up.  Of course, in a number of cases, it will require building global scale plants.  But this need not necessarily be so in all cases.  In fact the advent of IT is modifying the industrial structure.  As one commentator has said, “The revolution in tele-communications and IT is simultaneously creating a huge single market economy, while making the parts smaller and more powerful”.  In today’s environment, the primary focus has to be on the strategy and quality of micro-economic business management and the goal must be to achieve higher levels of efficiency and productivity.  A new productivity culture must emerge and with it an organizational structure and incentive system that promote productivity.


Technology is the lifeblood of industry.  The future progress will be propelled by technology, as it has been so in the past.  Indian manufacturing sector must be fully in tune with the latest developments in technology.  It is in this context that one must note with concern a disconcerting trend. Examination of the operating financial statements of manufacturing companies does not show that research and development expenditures (R&D) are a sizeable or indeed a rising proportion of their operating revenues. The weighted average proportion of R&D to operating revenues for little over 1,000 companies in financial years 2001-02, 2002-03 and 2003-04 indicate that the proportion was remarkably stable at around 0.40 per cent. For 2004-05, for a smaller sample of 260 relatively larger companies, the proportion was higher at 0.69 per cent. There is considerable variation across firms, with some pharmaceutical companies for instance registering R&D expense at 15 per cent or more of their operating revenues. At the other end of the spectrum firms engaged in commodity production – such as textiles and sugar – recorded nil R&D expense. The median value of R&D expenditure as a proportion to operating revenue for the larger sample of 1,000 companies was 0.15 per cent, while in 2004-05 with the smaller sample the median value was higher at 0.25 per cent.  The size of the firm appears to have little to do with the ratio of R&D to sales, since in each one of the four years the correlation coefficient with respect to sales value has a negative and small value. With respect to R&D expenditures, we need to remember some amount of R&D expenditures may be happening without being classified as R&D expenditure. Normally, it is expected that outward orientation will result in greater in-house R&D.  Even adaptation of imported technology will require R&D efforts.  It is necessary that management institutes and others must make an in depth analysis of R&D expenditures and find out what can be done to bring about a significant change in this area.


What we need today is road maps for the different segments of Indian industry.  Such road maps must delineate the path different industries must take to achieve productivity and efficiency levels comparable to the best in the world.  Of course, we must have our priorities.  We must know where we have a distinct comparative advantage as in the case of IT.  We must also know where the pay off is highest in terms of employment.  Agro processing industries and relatively labour intensive industries such as leather and textiles need a more focussed attention in this regard.  In effect, what we require is strategic plans for the growth of industries.  The plan should address in relation to each major industry issues relating to technology upgradation, size and structure of firms and export potential.  While industry specific policies may be indicated, the focus must be on how to improve the functioning of individual enterprises to reach international standards.  Where we cannot achieve such standards, we must be willing and honest enough to admit. However, the goal must be how through a combination of technology modernisation and changes in organisational structure which promote productivity, Indian industry can compete effectively in the world market “The old economy” dominates the Indian industry. We should not let the old economy to become “older”. Cement, Steel and Textiles will not vanish. We must rejuvenate and revitalize the old economy with the new economy tools. When all is said and done, IT is an intermediate product. 


India is among the few developing countries which can seize the opportunities provided by globalization. We must not let these opportunities go. Knowledge intensive industries in this context are a natural choice. Globalization can covert brain drain into gain from brain.


In the world of today, competition in any field is a competition in knowledge. That is why we need institutions of excellence. I am sure that IILM will play its role in strengthening management education in this country. May I wish you all once again the very best in the years to come. 
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