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ABSTRACT

Since 1971 the Government of India has had a policy of encouraging the
dispersal of industry to designated rural backward areas. The thesis
attempts a critical assessment of this industrial location policy. It
questions the "extent to which the industrial dispersal that has
occurred during the 1970s is simply a result of the policy or whether
it was priwmarily prombted by other factors such as the intervests of

Indian industrial capital.

The thesis starts with a review of industrial location theory and
policy, from which it concludes that industrial dispersal and the
developmental {impact of industrial growth poles can wusefully be
analysed in terms of modes of production theory. It is argued that one
of the most important features of such industrial growth poles in a
Third World context, 1is Ehat they represent the organised penetration
of the capitalist mode of production into areas which previously are in
general characterised by pre-capitalist modes.

The next two chapters of the thesis examine the genesis of Indian
industrial location policy and the evolving relationship between the
Indian state and industrial capital. They conclude that while in the
past the Indian state has imposed restrictions on industrial capital,
these have become less stringent since the mid 1960s. It is argued that
the industrial dispersal policy with its package of CFEinancial
incentives for industrialists is itself part of a new, much broader
development planning ethos. An ethos which replaces the old emphasis on
state led development with the view that development will result FErom

the efforts of private enterprise helped by the state.

The third section, again comprising two chapters, takes the analysis
down to the level of an individual State: Tamil Nadu. The distribution
and development of industry in the State is discussed and the efforts
of the State Industrial Promotion Corporation of Tamil Nadu in
implementing the dispersal policy is analysed. This is followed thfough

into the final section where the behaviour of firms locating in the two




Tamil Nadu growth poles of Ranipet and Hosur is examined on the basis
of materiaL from a questionnaire survey. The types of firms involved
are described and the managers' reasons for choosing the sites are
analysed. The survey results demonstrate the validity of the initial
hypothesis, to the extent that a certain specific section of the survey
firms chose their new dispersed locations for reasons other than
government policy. In addition it is suggested that the incoming firms
will have both a disruptive and developmental impact on the local
economy of the Ranipet and Hosur areas. While their advent will be of
benefit to some it will have a particularly harsh negative effect on
the lives of the many local inhabitants with no access to the jobs and
incomes generated by the new industry. These points are drawn together

and summarised in the concluding chapter.
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INTRODUCTION

At the beginning of the 1970s the Union Government of India announced a
policy of industrial dispersal to designated 'backward areas' 1in
underdeveloped parts of the country. The policy measures included a
variety of incentives in the form of concessional finance for
industrialists locating factories in the designated backward areas; a
list of these areas in each State in the country and instructions to
State Govermments to implement the policy by providing infrastructure
in appropriate places, setting up industrial promotion agencies and if
they so desired, arranging their own incentive schemes which would be
backed up by national public fipancial institutions. The aim of the
policy was to encourage the development of the backward areas

concerned.

In its aim, scope and design the Indian industrial dispersal policy is
very similar to location policies instituted in various countries
throughout the world. Such policies are common in the industrialised
naﬁiqns of Western Europe, North American or Japan. They also exist, omn
paper at least, in many Third World countries. But there are few Third
World countries which are as industrialised as India, and therefore
have enough industry to make a dispersal policy worthwhile or even
possible. There are even fewer Third World countries where the policy
has been in existence long enough and has been met with sufficient
positive response from industrialists for there now to be enough new
industry located in backward areas to make a policy evaluation study
worthwhile. Given the relatively advanced nature of the Indian
exﬁerience in this respect it is hoped that the conclusions of this
study will be of interest to regional planners not only in India but

also in other Third World countries.

Even a cursory study of the Indian industrial dispersal programme
reveals two major apparent contradictions. These are taken as the
starting point of this enquiry. First, government industrial promotion
agencies which administer the dispersal policy portray their work in

terms of having to coerce reluctant industrialists to locate their new
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factories in remote backward areas they do not wish to go to. On the
other hand, industrialists in public statements, through their
associations and chambers of commerce and in personal interviews claim
to approve of and support the dispersal policy. While such
contradictory claims may seem unremarkable in the world of realpolitik,
the dichotomy does suggest that it is necessary to investigate more
closely the relationship between the promoters of the policy and those

most affected by it: that is between the state and industrial capital.

The second contradiction lies in the nature of the policy itself. The
sfated aim of the programme 1is to develop backward areas of the
country. Yet already at the time the policy was adopted the
developmental value of industrial growth poles in backward rural areas
had frequently been <called into question by regional planners
throughout the world. The Indian government and its planners must have
been aware of these criticisms and yet apparently they chose to ignore

them. What then was their intention?

With these contradictions in mind the thesis attempts to tackle two
essén;ially different types of questions. First there are the questions
about why the industrial dispersal policy exists. What is the rationale
behind it? What are the interests of the various parties to it? Why has
the Indian.state adopted it and why do certain industrialists at least

fall in with 1t?

Answers to these questions already do much to clarify the two
contradictions outlined above but they are not sufficient explanation
.by themselves and hence it is necessary to tackle a second set of
questions about what the industrial dispersal policy is likely to
achieve. What Eype of industry is going to backward area locations? How
is it integrating with the local economy of these areas and what sort

of effects, developmental or otherwise, can it be expected to have?
These questions are approached both at a general national level with a

study of Indian industrialization, economic and planuning policies and

in more specific detail through a case study of the implementation of
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“the dispersal policy in one part of South India. Preceding this there
is also a theoretical chaﬁter which reviews past approaches tc the
study of industrial location and discusses a number of criticisms that
can be made of them, before outlining the approach adopted in this

study.

The thesis argument has been arranged in a continuous flow from the
general to the more specific, through four different levels of
analysis. Thus Chapter 2 which deals with the theoretical arguments is
the most general and indeed could refer to other Third World countries
with similar levels of industrialization. The next section comprises
two chapters, numbers 3 and 4, and takes the analysis down to the
national 1level to deal with the origins of the state industrial
dispersal policy in India, the extent of Indian industrial development
and the relationship between the Indian state and industrial capital,
In the third section, made up of Chapters 5 and 6, the analysis 1is
conducted at a regional level with the one Federal Statel of Tamil Nadu
being chosen as the .object for more detailed study. Tamil Nadu's level
of industrial development and the spatial distribution of its industry
is described in some detail. The State's backward areas are also
examined and the work of the State Government agency charged with
implementing the dispersal policy is carefully analysed. The Efinal
section which again comprises two chapters, numbers 7 and 8, is the
most specific as it deals with a detailed case study of a group of
firms locating new factories in backward areas of Tamil Nadu
State(Figure 1). This is based on the results of a questionnaire survey
of these firms, conducted by the author in the first half of 1980. As
well as going into the type of firms choosing backward area locations,
it discusses their reasons for doing so and their managers' opinions of
the govermment industrial dispersal policy. The importance of
environmental characteristics of the backward areas in which industrial
dispersal is taking place is also examined. The last chapter, number 9,
summarises the main conclusions of each section of the study and
attempts to draw the various strands of the argument together into one

cohesive thesis.
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Footnote:

1. Throughout the thesis the word State spelt with a capital
S refers to one of India's Federal States, whereas when spelt with a
small s it is used as a collective term to cover government and its

various agencies.
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CHAPTER 2

THEORETICAL FRAMEWORK
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THEORETICAL FRAMEWORK

1. Industrial Location Theory

Theoretical attempts to understand and explain the locational
distribution patterns of industry have evolved slowly since the
beginning of this century, Starting with models built on the
generalized location decision concerns of firms, and moving through
behavioural studies of individual firms, work on industrial location
theory 1s now more concentrated in studies concerned with the regional
distribution and structure of industry. Based as it is on the study of
Western industrial location, this theory is largely concerned with
modern capitalist industry and not with the 'informal sector' industry
typical of most Third World countries, a point which will be elaborated

at a later stage.

The classical approach to industrial location theory is wusually
associated with the name of Alfred Weber (1909) though the somewhat
more recent work of Hoover (1948) did a lot to spread its influence to
an English 5peaking readershipl . This approach was based on the
argument that the main concern of any firm taking a location decision
was to maximize profits by minimizing distances between the factory and
the location of sources of materials and markets for products. This
basic logic was then applied to all firms and built up into a general
idealized model. Although it was accepted that physical and political
boundaries to geographical space would have a certain recognizable
influence many other factors were ignored. In particular this approach
assumed free competition between firms and perfect knowledge of
markets. Moreover it provided no framework within which to explain
changes in industrial location, principally because it was based on the
analysis of static snapshots of industrial distribution. These
assumptions and omissions imposed strict limits on the usefulness of

this approach as an analytical tool.

In reaction to this tendency to oversimplify influences on industrial

location, later theoretical work switched to a more behavioural

22




approach, examining closely all the factors influencing the location
decisions of individual firms. The essential difference between this
approach and the classical approach is its view of the firm, not as a
rational optimizing decision making unit but as a body characterized by
irrational behaviour, conflicting goals ‘due to a variety of not always
standard influences, and limited levels of knowledge and centrol over
its environment. Frequently such studies used a methodology derived
from systems theory to accoqbdate these various influences, and started
their analyses of location decision making from the organisational
structure and particular characteristics of the firms in question

(Hamilton, 1974, p.13 & Keeble 1976, p.2).

In their attempt to recognise the individuality of firms these
behavioural studies by and large tended to go too far in the opposite
direétion from classical work., They amassed large quantities of data on
the specific Dbehaviour of particular firms from which it was
subsequently very difficult to derive any generalizations or overall
pattern which could be applied to more than a few firms, let alone
advance a consistent and more widely applicable theory of industrial

location (Massey in Peet, 1977; Keeble 1976, p.3).

'

More recent work on industrial location' theory has approached the
subject through the study of regional development and the distribution
of industry in and between regions., In doing so it has drawn much of
its inspiration from core-periphery ideas explored by Third World
development theory. There is a very extensive body of literature in
“this field sometimes referred to as 'regionalism' or regional studies
which there is no need to review in detail here, though it is important
to identify the various implications it has for industrial location

theory;

The most important contribution this work has made to the study of
industrial location is the way it has emphasised the need to look at
the role of broader structural economic trends and social and
historical influences on the shaping of the spatial pattern of

distribution of industry. Thus it is not just the presence or absence
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of industry, nor only the factors influencing an individual firm's
location which analyses must examine, but also the structure of the
industry or industrial sector -as a whole andv the way 1its spatial
distribution is affected by the characteristics of the socio-economic

conjunction in which it exists,

In an extensive review of the different types of approaches adopted by
regional study theorists, Massey (1978) identifies three basically
different types of approach. The first of these consists of the various
attempts to derive abstract formulations and general laws governing the
spatial form of capitalist development. In particular various theorists
tried to propose a rmcessary'teﬁdency of capitalism towards spatial
centralisation. Massey suggests (1978 p.108) that this was partly
intended to counter the equal distribution tendency put forward by
neo-classical ecomomic theory, but she points out that neither view is
really correct as exceptions to both generalisations can easily be

found with empirical case studies .

The second group focuses on concepts borrowed £rom Third World
development theory. Her objections to these centre around the dangers
inherent in transferring theoretical concepts formulated to explain
international relations to intranational relations between regions.
First there are empirical differences between these two types of
interrelationships and between nation states and their internal regions
(eg: monetary union, trade and customs policies, government policies,
political struggles) which are liable to cause problems. Secondly such
approaches tend to reduce the problems of regions to simply smaller
scale versions of the problems of underdeveloped countries and in doing
so' they forget that 'nations' and 'regions' are social divisions of
territory, with only limited standardi§ed characteristics, which may
not easily fit such abstract notions of spatial form and scale
(Anderson, 1975 p.15). Thirdly underdevelopment theory takes nations as
pre-defined objects of analysis, whereas, Massey argues, regions should
be seen as an effect of spatially uneven capitalist development. One
particular case ‘of this is the internal colony model which has been

advanced for studying regions within Western capitalist nunations.
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Probably the best known example of this is Hechter's 'Internal
Colonialism: the Celtic Fringe in British Nationmal Development' (1975).
But while such a model is certainly more applicable in this case than
in most, because the Celtic fringe countries are in fact regions with
an identifiable national character to the extent that it makes sense to
talk for instance about the Scottish bourgeoisie and working class as
distinct social groupings with specific characteristics, the same is
not true of many of the regions to which this model is often applied.
Yet, even with the British Celtic fringe example there are limits to
how far the parallel with international imperialism can be taken. Thus
the ease with which the Scottish bourgeoisie have penetrated the
structure of English and British capitalism and their prominent
position within iﬁ, is in no way comparable to the relationship between
for instance the bourgeoisie of African nations and their colonisers

(cf. Fanon, 1967).

Massey herself proposes an approach which starts from the process of
accumulation of capital and analyses how this process produces
spatially uneven development without wusing any pre-given regional
framework. Her essential argument is that it is necessary to examine
the ways in which capitalism organises production, rationalising it by
dividing it up into its constituent elements or stages, each of which
has different characteristics and requires specific conditions in which
it can occur most efficiently. These characteristics of the elements of

the production process may then have spatial dimensions to them,

leading industrialists to try and locate production or stages of the

production process in particular ideal locations. The overall result of
all industrialists rationalising their production in this way will lead
to what Massey terms a 'spatial division of labour'.

Massey visualises this process as a series of rounds of investment by
industrial capitalists, each round modifying the pattern of
distribution of development and setting the scene for the next round of
investment decisions. Capital's response to spatial uneveﬁéss may vary
but will always be the result of the interaction between the

characteristics of the existing spatial environment and the current
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requirements of the particular process of production (1978, p.1l14).

"This new distribution of economic activity, produced by the evolution
of a new division of labour, will be overlaid on, and combined with,
the pattern produced in previous periods by different forms of spatial
division. The combination of successive layers will produce effects
which themselves vary over space, contributing to a new form and
geography of distribution of inequality in the conditions of
production, as a basis for the next round of investment. A spatial
division of labour is therefore not equivalent to a 'regionalisation'.
It is suggested on the contrary, that the social and economic structure
of any given local area will be a complex result of the combination of
the area's succession of roles within the series of wider, national and

international, spatial divisions of labour". (Massey, 1978, p.l16)

There is a danger in accepting Massey's conceptualisation of 'rounds of
investment' in too formalistic a fashion. She herself is at pains to
emphasise that 'the process of change is much more diversified and
incremental, though certainly there may be periods of radical
redirection"” (p.115). Moreover, between rounds conditions will also
change 1in ways not directly instigated by industrial capital. For
instance developments in transport and communications may change the
relative accessibility of different locations. Finally a new 'round of
investment' will not affect all sectors of all industry at precisely
the same moment. The most advanced sectors of production will be the
first to show signs of new investment, other sectors following later
and those in decline probably not at all. Providing one acknowledges
these points Massey's formulation of 'rounds of investment' provides an
easily understood model and description of the process of industrial
location change, particularly useful because it stresses its

non-continuous and cyclical nature.

While Massey does provide this useful descriptive model of how the
process of industrial location change occurs, she does not spend much
time discussing the factors which engender this process of change other

than stating that they reside in the requirements of the process of
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capital accumulation. For this aspect a paper by Dunford (1977) is more
helpful. Dunford argues that the process of capital accumulation
entails a continual restructuring of capital (that is: reorganisation,
redewal & reinvestment) in order to ensure maximum levels of profit.
While much of this restructuring will not involve locational changes,
being largely a question of reorganising production inside factory
walls, every so often it will become necessary to instéll completely
new machinery or to go into a new and more profitable line of
production. Such major changes frequently involve investment in new
factories and therefore a location decision. Industrial investment
location decisions are therefore prompted by the desire of capital to
maximise profits resulting in periodic decisions to restructure capital

on an important scale.

Finally it should be noted that Massey pays no attention to the
relationship between the capitalist mode of production, about which she
is talking, and other modes of production that may exist in the same
social formation. This relationship may 1in fact provide important
opportunities for capitalist industrialists to make higher levels of
profit. This is particularly so in Third World economies which are
frequently characterised by the co-existence of several important modes
of production, but as various writers have pointed out this may also
occur in Western economies heavily dominated by the capitalist mode of
production. We shall return to this question of the interrelationship
of different modes of production at a later stage when discussing Third

World development theory.

From the foregoing theoretical discussion it is possible to suggeét an
approach to the study of industrial location patterns and change which
starts from two separate angles., First it is necessary to identify and
analyse the factors which may be causing a restructuring of capital to
take place. What are the dominant economic trends and circumstances in
the social formation under study? Are there any social and political
forces that may be affecting them? And how are they responding to them

with changes in the production process?

27




Secondly it is important to build up a picture of the characteristics
of the built environment and particularly of the way industrialists
perceive them. How do capitalists view the built environment in terms
of where it 1is possiﬁle to locate factories? Have there been any
changes to this environment which might make them alter their

perception of it? Does it offer them any new opportunities?

Then if (a) ghere are new pressures on industrial capital to
restructure or new solutions to old problems have to be found and (b)
there are new opportunities to be found in different locations in the
built environment; it 1is 1likely that a completely new trend in

industrial location will occur.

2. Industrial Location Policy

The primary aim of industrial location theory has been to analyse and
explain why industry located where it did in geographical space. But
while the wuneven distribution of industry certainly provided an
interesting object of study in itself, the main material motivation was
a desire to know how to encourage industrial development in areas where
hitherto it had not occurred.. Logically it seems a short step from
industrial location theory to industrial location policy, but, as with
many types of development planning, the derivation of policy from

theory has proved extremely difficult.

An industrial location policy usually forms part of a broader regional
development policy, the overall aim of which is frequently given as
being to encourage ‘'balanced regional development'. While the
egalitarian connotations of such a goal no doubt seem laudable, its
loose name makes it something of a red-herring as (a) our earlier
discussion (cf. pp.25-26) of the process through which the built
environment develops suggested that regional development 1is always
uneven, and (b) it gives little real indication of what the authors of
regional development plans are seeking to achieve. Of course, not all
regional development plans are as vague. Many do state explicitly that

they want to raise the standard of living and the level of incomes of
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the inhabitants of poorer regions to natiomnal averages. They also often
suggest a series of measures through which they propose to achieve
this: improved infrastructure, better services and crucially for this
study, more employment opportunities. Although the term 'balanced
regional development' could possibly be assumed to imply all such more
detailed proposals, there is a real danger in using such an imprecise
term which could provide a justification for virtually any type of

 development expenditure in an underdeveloped region.

Dealing more specifically with industrial location policy, there 1is
also a certain imprecision about the real reason and value of
encouraging an even distribution of industry. It is assumed that
industrial activity means employment and that it will generate further
industrial and economic growth in its immediate vicinity. Although both
assumptions are strictly correct, the use of advanced technology means
industrial investment does not always result in many' jobs being created
and the precise role of industry in encouraging economic growth and
development is not that clear or necessarily direct. This latter point
is extremely important in the Third World -context being dealt with here

and will therefore, be considered in some detail below.

The difficulty involved in deriving industrial location policy from
industrial location theory is thus due to the fact that, while the
theory does provide some explanation for why industry locates where it
does, it does not deal with the basic process that the policy is trying
to encourage, namely economic development through industrialisation.
Indeed the latter brocess is really the concern of economic development
theory not industrial location theory. The danger in trying to move
directly from industrial location theory to policy without being aware
of the importance of economic development theory, is that it encourages
a tendency to see the problem of uneven regional development as purely
a quantitative question of redistributing industry through space. On
the other hand the danger in trying to derive an industrial location
policy directly from economic development theory, is a tendency to
ignore the actual reasons why industry locates where it does which can

seriously undermine the effectiveness of the policy.
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Interestingly enough, virtually the only industrial location theory
which also incorporates elements of economic development theory, namely
growth pole theory, has become the theoretical basis for probably the

most widely used regional planning policy throughout the world.

Industry in the Third World is even more heavily concentrated in urban
centres than it is in developed, industrialised nations, so
traditionally the study of Third World industrialisation has been
associated with the study of urbanisation. On the basis of traditional
economic development theory this- observed correspondence between
industrialisation and urbanisation has been built up into an extremely
vivid and popular dualistic image of Third World economies. The towns
and particularly the old colonial cities and seaports of the Third
World were seen as industrialised islands of development in a sea of
underdeveloped agricultural countryside. Development, or rather
economic growth as it was then understood, was equated directly with
the level of industrialisation. Economic development theory suggested
that development would diffuse from these urban industrial centres,
‘trickling-down' to .the surrounding rural areas (Myrdal, 1968).
Industries in these centres would encourage the growth of others around
them through the operation of multiplier effects (Hirschman, 1958).
Gradually the dualistic character of these economies, represented by
this urban-rural, modern-traditional, industrial—-agricultural
developed-undeveloped split, would disappear as the modernising
influence of the urban-industrial economic system was felt in ever

widening circles around each town and city.

Into such a schema growth pole theory seemed to fit extremely neatly,
based as it was on the idea that industrial growth occurred in specific
points in space and then radiated outwards from these poles to
encourage further industrial growth in the vicinity. Francois Perroux
(1955), the originator of growth pble theory, started from the rather
obvious premise that all industrial activity has to be located at
particular points in space and cannot be evenly distributed. His view
of space, however, was really an economic one which used the spread of

a firm's relations with its sources of materials, subcontractors and
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markets to define its region of economic influence. But Perroux's most
important contribution was to discuss the process of industrial growth

and why it tended to occur in concentrated locations.

For this Perroux introduced the concepts of propulsive and key
industries. A propulsive or motor industry was one whose growth
encourages the growth of other industries, while a key industry is a
propulsive industry that induces a total economic growth greater than
its own. Growth poles are thus industrial complexes whose vitality
depends on the presence and growth inductive effects of one or more
propulsive industries. Perroux recognised the fact that propulsive
industries can also decline and that when they do this results in
drastic negative effects for the growth pole which can rapidly become a

centre of economic stagnation.

Boudeville (1966) is usually credited with having being the first to
translate Perroux's ecoﬁomic space conceptualisation into one using
physical or geographic space. For him a. growth pole is focused around a
key industry located in an urban area; it has a zone of influence or
'polarized region' around it in which economic activity is organised in
a hierarchy of satellite towns and throughout which the proﬁulsive
industries of the growth pole induce further industrial activity and
development through multiplier effects. Boudeville in fact drew a
fairly close link between industrial growth poles and urban céntres,
arguing that small towns would specialise in one or two products while
larger towns would have a greater degree of industrial diversification.
Thus the polarisation of industrial growth would be linked directly to
the diversification of activities. The most diversified industrial
economies developing in the urban area of the growth pole centred on
the principal propulsive industry of the region.

Boudeville's work on growth poles has been seen as complementary to
Central Place Theory and indeed he himself made several references to
the German school of urban 1location theories (cf. Christaller, &
Losch), While Boudeville's conception of growth pole theory explained

industrial production distribution, the German location theorists were
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concerned with the distribution of service centres and related

urbanisation.

As already mentioned growth pole theory lent itself particularly well
to policy formulation. It provided an extremely pragmatic and
convenient theoretical justification for government policies to
encourage 1industrial development in regions where none had existed
hitherto. All that wés required was to Jlocate a propulsive and
preferably key industry in the centre of the underindustrialised area
and with time it would induce the growth of a polarised industrial
economy in the region. In particular it suggested that the return on
the initial investment could be very high in economic development terms
providing the right sort of key industry &as chosen. Or in other words
all the government industrial promotion or regional planning agency had
to do was ensure the development of one industry in the right place,
either through subsidising private industrial enterprise or by
investing in a public sector plant. The ideal key industry was one that
produced the basic materials for a whole gamut of other industries or
lent 1itself particularly well to extensive subcontracting, common
examples given are those of iron and steel mills or a car factory. The
actual location chosen for the growth pole was directed by the need for
it to affect as large an area as possible, physical centrality usually
.being chosen as the princiqﬁ' criterion. Its location could, however,
also be integrated into a settlement distribution hierarchy such as the
Central Place theory model grid based on an equilateral triangle
(Christaller, 1933; Losch, 1954). Finally the projected size of the
growth pole could' be integrated into lognormal rank size urban
distribution models (Berry 1961, Linsky 1969 and Mehta 1964) which
suggested that developed industrialiged nations all tended to have a
definite lognormal hierarchy of towns and <cities measured by

population.

The application of some of these normative and idealised models to
planning policy making has produced a selection of startlingly
unrealistic and determinist regional plans in many countries throughout

the world, but Ffortunately, for various reasons, few of these plans
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have been implemented in full. Individual growth poles, however, have
frequently been instigated and indeed growth pole policy has probably
become the most widely used regional planning tool throughout the Third
World and the developed world as well. Yet despite the popularity of
the policy there are now many instances of growth poles which have not
inipiated the scale of industrial growth and regional development they
were intended to. The continuing popularity of the concept despite its
patent failures must in part be due to the absence of any alternative
policy oriented theory, alluded to above, but it may also be
attributable to the fact that the concept is so all-embracing that it
can be used as a convenient theoretical justificatiom for a policy
measure which 1s in reality fairly inevitable. Thus when industry is
being encouraged in an area where there has been none hitherto, it
necessarily has to be located somewhere and it is then all too easy for
regional planners to call that place a growth pole. While such a
practice undoubtedly represents a misuse of the theory, it also points
té the fact that the theory itself does little more than state the

obvious.

Even though the idea of industrial induction through multiplier effects
which lies behind the growth pole concept, is both logical and to a
large extent self-evident, it 1s apparent that our theoretical
understanding of this process 1is inadequate given the widespread
failure of growth pole policies to work consistently. Various critiques
(Thomas, 1972; Appalarju & Safier, 1976) suggest that this is a result
of the still very poor understanding reached so £far of how the
processes referred to as 'multiplier' and ‘trickle-down' effects

operate.

Thus although it is necessary that multiplier effects must operate, as
no industry exists in a vacuum, it is apparent that they cannot be
depended on to operate where, when and even to the extent that planners
might wish. Darwent (1969) and Moseley (1974) also point out that in
moving from Perroux's original growth pole concept based on economic
space to Boudeville's formulation based on geographic space, a

fundamental mistake was made, in that although multiplier effects
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certainly do occur in a firm's abstract economic space this cannot be
translated straight into a prediction about where they will occur in
geographic space. Thus an industry in a remote growth pole may well
create multiplier effects in already well established industrial
centres far from the growth pole rather than in its immediate vicinity.
The whole spatially based regional development rationale of growth pole

‘policy is thereby thrown into question.

In effect the concepts of multiplier and trickle~down effects are drawn
straight from orthodox economi¢ development theory and it would
therefore seem 1logical that further theoretical ddvances and
particularly critiques in the field of economic development theory
might well throw some light on this problem. It is to a consideration
of this theoretical work that we now turn. This is particularly
important in a study of Third World industry as much of the debate on
economic development theory revolves around the question of the role of

industrialisation in Third World development.

3. Third World Development Theory‘& Industrialisation

Industrialisation is central to most theories of development, indeed we
‘tend to equate 'developed' with 'industrialised', particularly in the
West where our great improvements in standards of living were achieved
at times when our rates of industrialisation were at their highest. As
.already mentioned above, this associa;ion between industrial growth and
development was particularly strong in orthodox development theory,
which visualised development as a process of modernisation radiating
out from the wurban industrial centres to their wundeveloped rural
hinterland. Industry in the main urban centres would induce further and
more widespread industrialisation through multiplier effects and the
Benefits of this industrial growth would gradually trickle-down to the

mass of the population.
A number of theorists have developed complex 'multiplier models' (Isard

& Kuenne, 1953; Pred, 1965; cf. Chorley & Haggett, 1978 pp.413-4) which

purport to demonstrate the regional impact in terms of employment and
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production levels in secondary firms of the activities of one major
industry. While such work can be useful in demonstrating the potential
scale of impact one firm can have on others, their results are not
easily transferable as they are usually based on individual cases of
specific firms. Nor can they really be used as reliable bases for
projections and forward planning, as the operation of multiplier
effects, when and where they will occur, is entirely dependent on the
decisions of individual industrialists, This particular aspect of
multiplier effects: exactly how, where and when they can be expected to
operate, is in effect the area which is most crucial to planning policy
and yet remains the one which is most poorly wunderstood and

conceptualised.

The most important critique of the orthodox or modernisation theory of
development was that made by the Latin American school of dependency
theorists (inter alia: F¥Frank, 1967; Dos Santos, 1969) based on Paul
Baran's seminal work on the 'Political Economy of Growth' (1957).
Dependency theory in effect turned the whole trickle-down,
modernisation idea of development on its head, suggesting instead 3
chain of exploitation running upwards from the Third World peasant
throﬁgh villages, towns and cities and wultimately abroad to the
industrialised metropolitan nations of the West.

Dependency tﬁeory originated from a critical analysis of the
industrialisation problems of Latin American in the 1950s & 60s. The
United Nations Economic Commission for Latin America (ECLA) headed by
Raul Prebisch had advocated a policy of import substitution
industrialisation in an attempt to distance Latin American economies
from the capitalist economies of Western Europe and North America with
all their exploitative effects. But the import substitution policy
failed because the import of finished goods was merely replaced by the
import of technology from the West on equally poor terms. Analysing
this situatioﬁ, the dependency theorists argued that Third World
nations would never be able to liberate themselves from the domination
of Western capitalism and develop independently. Instead they would be

progressively 'underdeveloped'. Moreover Third World industry could
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never be expected to become a dynamic, self-sufficient and developing

force as it would always remain a link in the exploitative chain of

. Western capitalist control over Third World economies.

The dependency theorists also criticised the dualistic image of Third
World economies presented by orthodox modernisation theories of
development. They maintained instead that all sectors of these
economies . were intimately interlinked and they suggested .that
industrial capitalism in the Third World actually owed its position to
and depended on the continuing exploitation of the non-capitalist
"informal' sector, not only in the cities but in the rural areas as

well.

Although the dependency theory condemnation of Third World
industrialisation was fairly absolute, it was mnot so much a
coudemnation of industry per se but resulted from the view that because
of its close links with Western capitalism, Third World industry would
always be used as an instrument of exploitation. Pointing out the
existence of the links between Third World industry and Western
capitalism and documenting their exploitative nature were extremely
important contributions to the development debate, as indeed also was
the way dependency theory situated the debate in a more serious
historical and political economic context. But in many ways the
dependency theory analysis suffered heavily from oversimplification and
the sweeping nature of its condemnations. This is reflected in the way
that later work on development theory has been very largely aimed at
either trying to adjust the dependency analysis to particular case

studies or rejecting it because of the issues it fails to confront.

One of the greatest critics of dependency theory's tendency for
oversimplification has been Bill Warren (1973 & 1980). In particular he
criticised the 'anti-capitalist romanticism' of dependency and
underdevelopment theories which failed to recognise that capitalism in
the Third World had played a substantial role in the development
process., He maintained instead that the prospects for successful

capitalist development in the Third World "were good and that
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substantial advances had already been made 1in certain countries,
particularly in industrialisationm. Finally he argued that much of this
capitalism was indigenous to the Third World countries concerned and
that as it developed it was decreasing their dependence on Western

capitalism.

-Warren's ceritique of dependency theory is important, not least because
it is argued from a Marxist stand point, thereby challenging the
dependency theorists on their own ground. From a theoretical angle
Warren ~argued that Lenin's 'Imperialism:; the Highest Stage of
Capitalism' (1917), from which the dependency position and that of most
of the widely popular Marxist theories of imperialism it gave rise to,
were derived, was a pamphlet written for propaganda purposes and lacked
the thoroughness and precise analysis of much of Lenin's other work.
Indeed it largely reverses the position Lenin took on the progressive
side effects of capitalism in his earlier work 'The Development of
Capitalism in Russia' (1899) and it is on this text that Warren bases
his own argument. In addition to his <critique of dependency and
 underdevelopment theory and the arguing of his own view from classic .
Marxist texts, Warren supports his argument with empirical data and

evidence from a selection of different Third World nations.

The value of Warren's argument lies in that it takes into account and
does mnot simply attempt to explain away as ‘dependency theory did, the
existence of substantial industrialisation in certain Third World
countries and the  fact that this industrialisation has had certain
developmental benefits Ffor the population. It also recognises that
capitalism as a mode of production is an extremely efficient mode in
terms of increasing the absolute volume of production and its rate of

turnover.

Not surprisingly these arguments have attracted a lot of criticism of
their own. Broadly this suggests that Warren is advancing an
apologist's argument in support of capitalism which differs little from
the traditional growth oriented and 'trickle-down' ideas of ‘orthodox

development theory. The debate focuses perhaps most clearly around the
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issue of the definition of efficiency. Warren's critics would argue
that the efficiency of capitalism as a mode of production that he
refers to, is founded on its exploitative effects and moreover is only
efficient in so far as production itself is concerned but is extremely
inefficient in the basic inequalities it introduces into distribution
and consumption. While they would agree that in the Third World the
advent of external capitalism under the influence of imperialism has
certainly improved the standard of living of a few people, they would
also maintain that this new prosperity is not widespread emnough to
constitute real development. Indeed certain studies even argue that
capitalist relations of production are by no means necessarily more
‘efficient' even in pure production terms than traditional modes of

production.

The debate is obviously open to impressionistic comments on both sides,
but aside from this, while Warren's critics are correct to condemn any
indiscriminate and blanket approval of capitalism, this is not a true
representation of Warren's posit;on. In effect he is not arguing that
capitalist development is necessarily the best or the only path to
development, rather his position is that the capitalist mode of
production is one of the most successful modes at reorganising
production into an efficent system which is a necessary, but far from
sufficient condition for development. In doing so it has also been
remarkably successful at overriding and getting rid of other wore
traditional and less efficient modes of production which may have been
impeding development. Warren also recognises the exploitative nature of
capitalism and its tendency to concentrate rather than distribute
equitably the fruits of development. At the same time he argueés that it
-1s totally unrealistic to pretend that capitalist development has had
no positive developmental effects felt by a larger population than the
few who benefit directly. Furthermore it is flying in the face of
readily available evidence to suggest that imperialism and capitalism
have completely blocked the development of the Third World or the
possibility of self sufficient’” Third World industrialisation ever
occurring. Finally, although Warren's vision of capitalism actually

having some positive effect on Third World development may be
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interpreted as teleological, nowhere does Warren actually maintain that
going through a capitalist mode of production stage is necessary for

Third World development.

For the purposes of a study such as this one which is concerned with a
Third World country with a fairly high level of industrialisation,
Warren's contribution is particularly valuable because it puts forward
a much less intransigént view of Third World industry than
underdevelopment theory allowed for. In particular it recognises that
this industry may be indigenous, not necessarily dependent on external
capitalism and even as it develops may decrease the nation's general
dependence on external capitalism. Finally it accepts the possibility
that capitalist industry may, in spite of its exploitative nature and
tendency to centralise profits, also have certain progressive

developmental side effects.

One other point that Warren did emphasise, was the effect that the
growth of capitalism in the Third World had on pre-~existing modes of
production. Their destruction by the capitalist mode of production was,
he felt, a progressive step, as such modes of production tended to hold
back the growth of production which is one important ingredient of
development, Although Warren did not go into this question of the
relationship between the capitalist mode of .production and other
pre—capitalist modes in any great length, it is one about which there
has been considerable debate in Marxist circles. As this issue relates
directly to the subject in hand, namely the development of capitalist
industry in areas where it has hitherto not existed and pre-capitalist
modes of production may be found, it is necessary to consider this work

in some detail.

Discussion of the concept of the articulation of modes of production is
not new. In reality it goes right back to classical Marxist texts, but
theoretical debate on the topic started really attracting attention in
the 1960s (Wolpe 1980; pp.3-5). Authors writing on modes of production
(cf. Wolpe, 1980; Hindess & Hirst, 1975 & 1977; Taylor, 1979) explain

the nature of Third World economies in terms of the coexistence of
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several different modes of production in the same social formation and

of the ways they interrelate .

In a Third World social formation there are, it is argued, typically
several modes of production coexisting in a particular articulation at
any one time. Among them it 1is usual to find a possibly small but
growing and frequently dominant capitalist mode of production and also
one or more pre-capitalist modes (e.g. a feudal mode). Although the
capitalist mode will usually be externally introduced by imperialism,
it tends to become dominant because of its superior organisation and
ability to accumulate in comparison with pre—capitalist modes. As the
capitalist mode spreads through the social formation, it comes into
contact with the pre-capitalist modes and in doing so can use certain
of their characteristics to its advantage, even to the extent of
producing surplus faster than it might otherwise do. Thus it will
exploit such characteristics of the pre-capitalist modes as the cheaper
labour, longer working hours, piece work, work carried out in homes and
the absence of a properly formed proletarian class and trade unions to

make higher levels of profits and accumulate surplus faster.

Ultimately, however, the organisation of the capitalist mode of
production will create a proletarian class and encourage organised
trade union activity. As capitalist relations of production become
stronger they will tend to erode the other pre-capitalist forms of
organisation and in due course the capitalist mode of production is
likely to replace the pre-~capitalist modes, though how this will occur,
how long it will take and even if it will take place at all remains a

function of particular conditions.

Despite the fact that this model would appear to provide a fairly
straightforward and flexible model with which to analyse Third World
social formations, it still <contains areas which are poorly
conceptualised and open to debate. In his editor's introduction to a
book of essays on the subject, Wolpe (1980) points out that the actual
definition of what constitutes a mode of production is one such area,

while a second and related area is the conceptualisation of how the
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different modes interrelate and come to replace each other. Wolpe
(1980, p.7) suggests that there are two different types of definition
for the concept of wmode of production which are commounly used: a
restricted and an extended definition. Authors who use the restricted
definition feel that a mode of production is adequately defined by
specifying the relations and the forces of production. While those
adhering to the extended definition also feel the need to include the

mechanisms by which the mode of production reproduces itselfZ.

This is not the place to discuss the theoretical problems involved in
defining the concept of mode of production in a restricted or extended
form. It is sufficient for our burposes to note that some mechanism for
the reproduction and transformation of modes must exist whether it is
included theoretically in the concept or not. Of more importance to
note here is that the existence of a mode of production in an area
establishes certain norms in. production organisation, for instance
levels of wages, length of working hours, forms of ownership of tools
and materials, which will not be entirely the same as another mode of
production would use. Thus in an area with an established mode of
production, a new incoming mode which is initially used by only a few
entrepreneurs, may adapt itself, at least at first, to certain existing
established norms. This may or may not work out to the advantage of
these new entrepreneurs: for instance wages may be lower than they
might be prepared to pay, but at the same time levels of skills or
labour productivity might also be inadequate. Explbring this type of
relationship 1is obviously crucial in a study concerned with the
location of capitalist industry in new areas in Third World countries
where various modes of production as well as the capitalist mode may be
in existence. Naturally a more fully developed theoretical framework
than exists at present in modes of production theory would be helpful,
but its absence need not prevent us from carrying out the study using a
basic modes of production framework and identifying various phenomena
and relationships which further elaboration of the theory should

attempt to cover.

In general terms the major advantage of modes of production theory in




comparison with both orthodox development theory and dependency and
related underdevelopment theory is its flexibility and the way that it
avoids the generalised statements and simplifications of both. Thus it
does not suggest a dualist image of Third World economies where there
is mno relationship between the modern capitalist sector and a
traditional 'informal' sector, but recognises explicitly that different
sectors in the economy may exist (indeed there may be more than just
two), that they interrelate and use each other in different ways and it
defines these sectors more rigorously using the framework provided by
the theoretical concept of mode of production. In doing so it also
avoids the error made by some dependency theorists, notably Frank
(1967; & cf. debate with Laclau, 1971), who argued that' once capitalism
‘reached a particular nation it would virtually immediately penetrate
all production and exchange relations and mno other mode of prodﬁction
could coexist alongside it. Fimally modes of production theory avoids
the other more general tendency of dependency theory to assume that the
capitalist mode of production cannot develop in the Third World as it
did in the West and permits the conceptualisation of the capitalist
mode developing or not as the case may be and in doing so exploiting
and possibly destroying the other modes of production it comes into

contact with.

At this stage in the argument it is necessary to return to the central
concern of industrial location policy and examine the various
implications of the theoretical propositions just discussed for it in

general, and growth pole theory and policy in particular.

4. The. Critique of Development Theory & its Implications for

Industrial Location Theory & Policy

At an earlier stage (cf. p.34) it was noted that the basic concepts of
growth pole theory were rooted in orthodox development theory. Now,
having looked at various other development theories critical of the
orthodox positiom, it is necessary to reassess the value of growth pole
theory and at the same time consider the implications this critique has

for industrial location theory and policy in general.
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As pointed out above (cf. p.35) dependency theory is very critical of
Third World capitalist industry in general, though not, it should be
stressed, of industry per se, because of its links with foreign
capitalism. Relating such a position to growth poles in fact suggests a
complete reversal of perceptions of the role of growth poles. While
orthodox development theory saw growth poles as centres of development
with which to initiate the development of backward regions, dependency
theory would suggest a view of them as centres of exploitation, through
which surplus from their rural hinterland would be creamed off for the
ultimate beunefit of external capitalism. They would thus compound the
underdevelopment of the backward regions they were located in rather

than encourage their developmeut.

However, while such a view is an improvement on the orthodox view in
that it suggests that an industrial growth pole could have a negative
effect on the development of a backward region, it remains equally
crude in its level of analysis. Modes of production theory, on the
other hand, does appear to suggest a third and more sophisticated basis

for analysing the role of growth poles in regional development.

Providing one makes the two fairly easy assumptions that the firms in a
growth pole are likely to be capitalist industrial concerns and that in
a Third World backward region one can expect to find various
pre-capitalist modes of production (and possibly even a capitalist mode
as weil), then the establishﬁent of growth poles in underdeveloped
regions can be understood as the organised penetration of capitalism
into an area in which it previously hardly existed. Such an
understanding begs questions about the relationship between industrial
capital and the state, as growth poles are by and large promoted by
state regional planning agencies and not private capital. Moreover it
suggests that the effects of a growth pole on wider regional
development might benefit from an analysis of the various modes of
production existing in the region around the growth pole and the way
they interacted. Finally, in terms of general industrial location
theory, it suggests that the advantages to be gained from the

interaction with pre-capitalist modes of ‘production may encourage
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capitalist firms to choose locations in areas not dominated by the
capitalist mode of production. At an earlier point (cf. p.27) it was
observed that while Massey's work on industrial location theory was
extremely useful this was one area she neglected. Im a Third World
context, where pre-capitalist modes of production are very likely to
exist in underdeveloped regions, the relationship between them and the

incoming capitalist mode of production should certainly be considered.

One of the major failimgs of orthodox development theory and growth
pole theory was that, though they posited the existence of multiplier
effects, they failed to advance an adequate analysis of their
operation. Yet the critique o6f orthodox development theory neither
disproves the existence of these ﬁultiplier effects nor does it provide
a better understanding of them. All that the modes of production
analysis does 1is suggest a more rigorous framework within which
multiplier effects might operate in a Third World context, or in other
words a certain rationale which may go some what further in explaining

their operation, -though it is not a full explanation.

5. The State & Regional Planning

One of the fundamental characteristics of industrial location policy is
that it involves some form of relationship between the state
formulating the policy and the industrial capital it is seeking to
regulate with the policy. The importance of understanding the nature of
this relationship properly was brought out in the preceding section,
when it was suggested that a growth pole policy could usefully be
visualised as a concerted state directed attempt to encourage the
developﬁent of a capitaliét mode of production in remote rural areas
where it has hitherto hardly existed. It was also suggested that given
particular circumstances, it might indeed benefit industrial
capitalists to locate new factories in such areas. Such views would
seem to imply that the state generally acts in the interests of
industrial capital. Patently, however, the relationship must be more
complex. In formulating its industrial policy, the state will also be

responding to a number of other demands and among them probably those

44




for investment and employment opportunities of the inhabitants of the

remote rural regions in question.

In a social formation dominated by a capitalist mode of production it
would seem inevitable that the capitalist class, had most influence
over the State's activities. However, there is considerable debate
about just how «closely the activities of the state match the
requirements of capital. This debate has become somewhat polarised
around two opposing positions (Holloway & Picciotto, 1978). These
maintain on the one hand that the actions of the state flow directly
from the requirements of capital, with political activity by. other
groups having little influence and on the other hand that the state is
relatively autonomous from capital and directed purely by political
considerations. Both interpretations are however, really
oversimplifications of what in effect usually occurs and they would
easily fall foul of empirical case studies. Holloway & Picciotto (1979
§.1—31) themselves, while agreeing that both economic and -political
factors influence the state, go further (ibid, p.3) by suggesting that
political influences also have their roots in the nature and problems
of capitalist accumulation. Thus the political can be motivated by the
economic. Indeed the whole Marxist notion of class is based on the view
that the most important factor behind the interests and political
activity of different groups in society 1is their economic
circumstances. The members of each class thus have a shared or common

relationship with the process of production.

This carries the discussion to another major area of debate: the
homogeneity of class and particularly the homogeneity of capital. While
certain theorists would argue the existence of different fractions of
capital, others and notably Clarke (1978), maintain that such a
position denies the existence of class and class interests based on
economic interests. That is a person or group's position with respect
to the process of production determines their prime political interest.
Accepting such a premise, does not, however, prevent one recognising
that political activity is also conditioned by strategic and individual

concerns. Thus in different economic, political and historic
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circumstances the same class can be expected to adopt different
political methods and practices. Equally, within a class, its members'
perception of these circumstances will not always be identical and thus
they may disagree over the political action to be taken and indeed

adopt different approaches.

In effect then, onme may define a position which accepts the principle
. that classes are constituted on the basis of economic interests,
without denying that the state may be subjected to political pressures
from the members of the same class which are not always entirely

consistent with each other.

Returning to the actual position of the state, its role is to maintain
and improve the conditions Ffor production and the continued existence
of the social formation that supports it. While the parameters of this
task will be those put forward by the dominant and most influential or
powerful class in the social formation, it must also seek to accoqédate
the interests of other classes so they do not disrupt production. The
degree to which the state has to acknowledge and act upon different
political demands will be a measure of the strength of the class making
them. The way the state responds to these demands will, however, always
be premised on the need to maintain the conditions of production and

reproduction.

In his work on modes of production theory, Taylor (1979, p.216) has
suggested that in Third World social formation characterised by the
coexistence of several modes of production, the state may take on
specific or special forms of organisation. This is especially true
during transition periods in conjunction with the emergence of
particular forms of class structure. These different forms of the state
will be '"governed both by the changing requirements of industrial
éapitalist production on a world scale, and by the continuing

reproduction of elements of the non-capitalist mode of production".

In essence then, the form of the state will change so that it remains

appropriate to the needs of the existing articulation of modes of




production. Although its principal role will remain the need to ensure
the conditions of production and reproduction of the dominant mode,
depending on the importance and strength of other modes in the social
formation, it may also find itself obliged to cater for their
requirements. Thus the activities of the state may easily appear, and
indeed be, inconsistent and contradictory as it tries to cater for the

requirements of different modes of production.

Finally, depending on the strength and the extent of the dominant mode
in a social formation and the degree to which its requirements govern
‘the activities of the state, it is possible that it uses the state to
extend its domination over othér modes. Indeed Munck (1979) goes as far
as to suggest that in this regard there is a fundamental difference
between state intervention in imperialist nations and in dependent
social formations. While in the former state intervention grew in
résponse to a crisis in capitalism, in the latter it arose as a
precondition'to the rise of monopoly capitalism. Though his conclusions
are based on the Brazilian case they would appear to be fairly widely

applicable.

In its role of ensuring the conditions for production and reproduction
of a social formation, one of the important areas of state activity is
the provision of an appropriate built environment. Urban and regional
planning is an essential element of this role in that it involves the
organisation and adaptation of the built environment in such a way as
to increase the efficiency of economic activity. Defined in its
broadest terms, this state function comprises first the judicial role
of establishing and maintaining the right to private property; secondly
the regulatory and coordinating role of establishing the guidelines of
development and the limits within which private property holders may
use and modify their land; and thirdly the technical role of providing
infrastructure. The essential aim is to create the most appropriate and
ideal built environment at any one time (this being defined in terms of
the requirements of the social formation at that time), but as
instantaneous change is impossible the process remains a constant and

dynamic process of continuous adaption of an existing built enviromment
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to suit new requirements. Thus it is never ideal and will always retain

outdated features built to cater for needs that no longer exist.

6. Summary of Theoretical Approach

To conclude this chapter it is perhaps useful to summariie briefly the
main elements of a theoretical approach to this study which have been

derived from the material discussed in the preceding pages.

The most basic position adopted is the decision to conceptualise Third
World social formations as consisting of aun articulation of different
modes of production. In addition it is expected that these modes will
probably include a capitalist mode as well as one or more
non-capitalist modes and that it is likely that the capitalist mode
will be, either already the dominant mode, or 1in the process of
becbming dominant. Spatially this is expected to take the form of the
capitalist mode being more dominant in cities and urban centres and
less dominant in rural areas, particularly when these are more remote.
Thus it 1is envisagéd that typically the capitalist mode of production
will be spatially extending its area of dominance to include more and
more of the rural territory of the social formation. It is not,
however, intended to equate a capitalist mode of production with the
existence of industrialisation, as capitalist farming can exist 1in
rural areas just as much as non-capitalist modes can exist in
industrial commodity production in urban areas. Nor is it taken for
granted that the increasing domination of the capitalist mode of
production will occur evenly, at Lthe same speed everywhere nor indeed

necessarily.

Regional planning has been defined as an element of the state role of
providing the conditions for production and reproduction of the social
formation in qﬁestion. Industrial location policies should be viewed as
one of the ways in which the state performs this function. As the
activities of the state are governed by the requirements of the

different modes of production and different classes within the social
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formation, to varying degrees, depending on the extent of their
relative domination and power, it 1is possible to conceptualise an
industrial dispersal programme as a state directed attempt to encourage
the increasing domination and further spread of the capitalist mode of

production to areas where it has hitherto hardly existed.

The thrust of this theoretical argument thus leads to the
identification of various areas requiring analysis in a study of a
particular industrial location policy in a specific social formationm.
Broadly it suggests the need to understand the influences on industrial
location patterns and the possible motivations for industry to disperse
spatially, as well as the need to understand the relationship that

exists between the state and industrial capital.

In more detail it 1is proposed first to build up a picture of the
industrial investment c¢limate that exists in India; the wvarious
problems of accumulation; the possibilities and opportunitiés that
exist to overcome these problems and whether the search Ffor new
industrial locations offers any solutions to the problems of
accumulation as well as other additional advantages. Secondly, an
attempt will be made to describe the relationship that exists between
the Indian State and Indian industrial capital. While it is accepted
that a precise characterisation of this relationship 1is impossible
given its complexity and dynamic nature, it is hoped that a reasonably

representative description can nevertheless be constructed.

In addition it will be necessary to examine the way the Indian state
has performed its regional planning role, the type of built environment
it has created and the changing locational opportunities this
environment has afforded industrial capital. Thus while it is suggested
that the industrial dispersal policy may be a response to a new desire
of industrialists to locate in rural areas, it .is also accepted that
one of the reasons that they have not done so in any great numbers so

far is because of the lack of infrastructural provision.

One of the central hypotheses of this thesis is then that the Indian




industrial dispersal programme of the 1970s was instituted, in part at
least, as a response and to serve the requirements of Indian industrial
capital. This in 1itself suggests a change in the industrialists'
perception of what factory locations are possible and desirable, as up
to the 1970s the trend had been ome of increasing industrial
concentration. It is also suggested, however, that such a change in
perception will only occur gradually with particular industrialists
experiencing the need and being able to consider such a new location
perception sooner than others. Thus although our hypothesis posits the
emergence of a éhange in industriai location trends, it is understood
that only the first signs of such a change may be identifiable at
present and that many industrial capitalists may still not wish to
conform to this new trend. Attitudes to the industrial dispersal policy
will therefore not be the same among all industrialists, and isolating
which industrialists have which attitudes should be particularly

instructive.

Another major area of investigation of the study must be the effect
that the Indian state's industrial dispersal policy can be expected to
have. As the hypothesis presented in the preceeding paragraph
challenges the accepted rationale of the 1location policy, it is
necessary Lo attempt some form of evaluation of the validity of the

developmental claims made for the policy.

The theoretical review carried out in this chapter has suggested that
while a policy of promoting growth poles is a rational and even perhaps
inevitable approach to encouraging industrial dispersal, the promoters
should not be under any illusions as to the type of effect it may have
on the development of rural areas around the poles chosen. Thus
multiplier effects can be expected to occur in some form, but they may
not ocecur where or when planners would wish. It is also pointed out
that modern capitalist industry located in these growth poles may have
negative effects on the local rural development, and it was suggested
that it was wuseful to conceptualife these positive .and mnegative
multiplier effects within the framework provided by modes of production

theory. Thus in studying the possible developmental effects of the
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industrial dispersal and growth pole policies an attempt will be made
to characterise any links between the incoming industry and local

economic activity in terms of modes of production theory.
Footnotes:

1. Hamilton (1978 p.6) refers to Launhardt (1882), Chisholm (1910 & 14)
Palander (1935) as Weberians and as neo-Weberians: Hoover (1948),

Greenhut (1952 & 56) and Isard (1956).

2. For a definition of the terms 'forces and relations of production'’
see Hindess & Hirst (1975 pp.9-11), but essentially the 'relations
of production' refer to the way in which the means of production are
socially distributed and thé way in which surplus is appropriated
and who by, while the 'forces of production' refer to the elements
of the production process itself, i.e. materials, tools and labour,

and the way they are organised in the production process.
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CHAPTER 3

THE EVOLUTION OF INDIAN REGIONAL DEVELOPMENT & INDUSTRIAL LOCATION
POLICY
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THE EVOLUTION OF INDIAN REGIONAL DEVELOPMENT & INDUSTRIAL LOCATION
POLICY

When the British left India in 1947 they left behind them no system of
regional planning. The country was, however, very unevenly developed as
well as underdeveloped. What little manufacturing industry did exist
was largely located in the major cities and colonial ports. Infra-
structural facilities such as the extensive railway network or certain
major irrigation projects that the British had built were probably
Eheir most useful inheritance in terms of resources for regional

development.

The Indian National Congress and in particular its leader Jawaharlal
Nehru, had been committed to the idea of a national development
programme, formulated and run by the central government, since well
before Independence. In 1938 it had set up a National Planning
Committee and within three years of Independeﬁce the new national
goveroment appointed the Planning Commission chaired by Nehru as Prime
Minister. Nehru's ideas on planning were derived from the West and
especially from the Russian experience of five year national plans and
these models strongly influenced‘the programme of successive Five Year
Plans that the Planning Commission was to formulate over the next 30

years.

G?ven the circumstances of the nation im 1947 and its tremendous
economic -development problems it 1is understandable that the Planning
Commission, initially at least, saw their role as formulating sectoral
economic development plans rather than more spatially oriented regional
development plans. Moreover at that time even in the industrialised
nations of the West regional planning was still in its infancy. In
Britain for instance, a country which was a pioneer in urban and
regional planning and which could be expected to influence Indian
planners, regional development planning was still relatively new in the
1940s with its formal basis in the Barlow Report (1940) and the
Distribution of Industry Act of 1945, although a number of regional

plans had already been prepared in the inter-War years.
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Once established the Planning Commission and the Five Year Plan
programme became the primary planning system in the country covering,
as it did, virtually all aspects of national development. It is thus
not surprising to find that regional development and industrial
location policies have evolved out of this system and that the early
references to and formulations of regional planning have all been
contained in the Five Year Plans and other Plan documents prepared by

the Planning Commission.

1. Regional Planning in the Five Year Plans

Despite this general eclipsing of regional planning by economic
development planning the nee& for some form of differential treatment
for different geographical areas of the country was already recognised
in the First Five Year Plan (1951-56). There it was stated that:

"...if industrial development of the country is to proceed rapidly and
in a balanced manner, greater attention will have to be paid to the
development of these States and regions which have so far remained
backward." (quoted in Menon, 1979, p.63-4)

But the Plan went no further than recognising the desirability and
potential of the development of backward areas and suggesting that they
should be given increasing preference as choices for the location of
new industry. At the same time it noted the isolation of many of these
areas and the difficulties many firms would have in locating in them.
On the other hand, most of the industrial development that the First
Plan provided for, éoncerned not the creation of new industry which
would have given some potential for choosing new locations in backward
areas, but the expansion of existing industry in established locations.
Moreover industrial development was not a priority of the First Plan
and most of the planned investment in the sector was expected to come
from private rather than public sources. Instead the Plan concentrated
on first the development of agriculture, with nationwide policies not
systematically adapted for the different problems of different regions

and second, on the renovation and development of infrastructure,
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particularly irrigation, rural electrification and railways. However,
in connection with the latter the Government did establish the first of
a long series of large scale, public sector, industrial plants: the
Chittaranjan Locomotive Works outside Calcutta and the Integral Coach
Factory near Madras. It is in the siting of these that the first signs
of an Indian industrial location policy are to be found. Thus the first
of these two factories is some 200 kilometres North West of Calcutta up
the Damodar River thereby representing a real dispersal of industry,
but the latter is in Padi on the outskirts of Madras and therefore
merely started what has now become an industrial suburb of an already

existing industrial centre.

The Second Five Year Plan (1956-61) is an extremely important policy
document in terms of industrial development in India. Following closely
the Russian Fivé Year Plan model, on which its planning philosophy was
based, it placed a strong emphasis on large scale industrial expansion.
In essence it aimed to provide India with a solid industrial base in
heavy and .basic industry, iron and steel, heavy mechanical and
electrical engineering, cement, fertilisers as well as mining and
hydroelectricity. A key element of this expansion was that this basic
industrial structure should be established and controlled by the nation
and it opened the way to a massive expansion of public sector industry.
1t was at this time for instance, that India's three major iron and

steel plants at Rourkela, Bhilai and Durgapur were initiated.

However, even though these were public sector projects and their

location was controlled directly by the Central Government, decisions

_on their siting were largely related to supplies of raw materials,

particularly coal, rather than integrated into any coherent regional
development policy. Admittedly it was argued mo;e or less as an after
thought that these plants would act as growth points in the areas they
wefe located in and-they were, by and large, located in areas with
hitherto little indugtry (though éeveral of them were located together
in the Damodar Valley), but in effect the Second Plan did little more
than its predecessor for regional development and planning. It took

note of the existing inequalities and commented that they should be
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reduced so as not to endanger the general economic development progress

of the nation, but it proposed no policies or measures to be taken
(Godbole, 1978 p.64; Menon, 1979, pp.85-6). Moreover, with its stress
on rapid industrialisation which effectively meant encouraging industry
where it would grow fastest, the Second Plan increased rather than
decreased the variation in levels of 1industrial development 1in

different regions of the country.

The Industrial Policy Resolution of 1956 which forms an Annexure to the
Second Plan spelt out the basic“;guidelipes for Indian industrial
development policy for the next two decades until another Resolution
was passed by the Lok Sabha in 1977. This first Resolution (1956) also
considered regional policy mininally. Referring im particular to small

scale industries it did, however, state at one point (p.47) that:

"Some of the problems .that unplanned urbanisation tends to create will
be avoided by the establishment of small centres of industrial

~ production all over the country".

This statement instigated the establishment of a whole series of
'Industrial Estates' for small scale industries (defined as firms with
less than Rs.l million fixed cépital) in small towns and rural areas
all over the country. However, as R.L. Sanghvi (1979) concludes from an
extensive study of these Estates, they have by and large oanly been
successful in encouraging industrial growth when located in or near
existing towns. Thus these industrial Estates did not encourage any
substantial dispersal of industry as (a) they were dealing only with
small scale firms and (b} they were not getting them to operate in
places where they would not normally have gone; moreover they were not

part of any multisectoral and integrated regional planning programme.

The 1956 Resolution also suggested that disparities in regional
development could be reduced by the public provision of infrastructure
to improve access to underdeveloped areas so that "industrialisation
may benefit the country as a whole'". Finally the document forms the

basis of the Central Government system of industrial licensing which
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effectively provided the administrative means by which the location of
large scale industry was later to be fairly strictly controlled. But it
was not for another 15 years that the licensing system was. to be used
in this way, and initially the licences issued only gave the State for
which they were valid and no more specific location. Nor was there any
attempt made to get firms to locate in a different State from the one
they had entered on their licence application. Instead the major aim of
the licensing system at this stage was to control what sectors of
industry produced which goods. It thereby introduced a public sector
monopoly in certain lines of production, reserved a list of about 180
products for exclusive production by small scale industry and subjected

the rest to government regulation.

The operation of the Second Plan had demonstrated that a slow rate of
growth in agriculture dragged heavily on the overall progress of
economic growth in spite of the important advances made in industrial
development. The Third Five Year Plan (1961-66) therefore, saw a change
of emphasis with agricultural development being given a higher
priority. At the same time, however, the Planning Commission did not
wish to neglect industry and therefore continued to 1invest in
industrial development and particularly basic industries which they
still maintained were "fundameﬁtal to rapid economic growth" (Third

Five Year Plan, 1961 p.50).

At first sight it would seem that the Third Plan also represented an
important advance for regional planning in that for the first time it
contained a separate chapter (IX) on 'Balanced Regional Development'.
This spelt out a new line in the Planning Commission's development
philosophy and stressed that the balanced development of different
parts of the country was one of its planning aims. However, although
this represented a certain advance in the Commission's view of the
sub ject of regional development, in that it now considered it as
deserving of formal attention, it did not represent any new departure
in policy terms. The Plan discussed the concept of a large scale
industrial plants, especially a basic or heavy industry plant, acting

as a "spearhead of intensive and broad based development" in remote
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areas. While it went on to recognise that there was no direct
correlation between the existence of such a plant and the raising of
the standard of 1living of the population in the area, it still
concluded that such projeéts generally do have some developmental
effect anyway and that it was therefore worthwhile dispersing them to
backward areas. But then the Plan pointed out that it is not always
economically and technically feasible to take such a step and argued
the crucial point that care must be taken so that overall economic
growth did not suffer as a result of locating industries in backward
areas. Thus while 'balanced regional development' was important it

- should not cost the nation anything.

Ultimately then the Third Plan éuggested no new policies different from
those contained in its predecessors. The position remained that the
Central Government would continue to locate large scale public
enterprises in backward areas if feasible and it would suggest that
private [irms did likewise. The Government would also continue to make
backward areas more attractive for industrialists by improving the
infrastructure, though not in any systematic or carefully planned way,
and it would continue to offer the one or two minor incentives
established under the Second Plan such as maintaining a uniform price

for steel at all railheads throughout the country.

The general regional éevelopment planning philosophy of the Third Plan

thus adhered closely to the emerging growth pole theory view. Balanced
regional development could best be achieved by locating points of
industrial development in unﬁerdeveloped areas. These would then cause
ripples of development to radiate out around them, a process which
would occur 'maturally' once the initial impetus was provided. It was
easiest to provide this ihitial'impetus with public sector plants as,
although private industry would also be welcome in backward areas,
thére was a grave danger in forcing it to choose such a difficult
location as any firm which did not survive would represent a set-back
to overall industrial growth and the nation's economic development.
Overall growth was still seen as more important thén regionally

distributed development and it was expected that the latter could be
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achieved without any cost to the former. In other words although the
goal of balauced regional development was seen as desirable, regional
planning was deemed unnecessary. As Misra, Sundaram & Prakasa Rao
(1974, p.108) comment there was no recognition that regional planning
might itself be a tool to encourage national economic development and
the whole approach to development planning was economic and normative.
However, the political significance of interregional equity was
beginning to be appreciated. Moreover, the first signs of a realisation
that an integrated regional planning system, which catered for the
differential needs of different regions within an overall framework,
was necessary and could contribute to national development were there,

even though they were not seriously acted upon.

Following the Third Plan there was a period of three years, often
referred to as the 'Plan Holiday', when no Five Year Plans were 1in
force. Instead they were replaced by a series of one year plans. After
this break the pattern of Five Year Plans was resumed, in theory at
least, with the Fourth Plan covering the period 1969-74, but both this
Plan and its follower, the Fifth, were never systematically implemented
and indeed both were cancelled half way through their course. In effect
this 'Holiday' marks the beginning of a decline in the importance of
the Five Year Plan system in the regulatiom of the economic development
of the nation; a decline which some authors have argued is largely to
be blamed for the lower growth rates that India has experienced since

1965 particularly in industrial production (Shetty, 1978).

The Fourth Plan does, however, take a more committed stance towards
regional development than the Third, stating at onme point: "Even from a
narrow and immediate economic viewpoint, society stamnds to gain by
dispersed development" (p.303, 1970) or again, and more particularly
with regard to the role of the state: "It is through a continuing
programme of economic development supported by measures to attract
industries to backward regions that the present imbalance can be
rectified over a period of time" (p.310). The Plan was 1in fact
redrafted twice and between the second draft and the final version two

governmental Working Groups which had been examining the issues
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involved in backward area development published their final reports.
Thus while the first draft of the Fourth Plan (1966) contains virtually
no mention of regional development planning, the second (1969) refers
to the work of the two Working Groups with the first real indications
of an emerging regional development policy, and the final Plan endorses

some of the Groups' recommendations:

"It has been decided that f1nanc1al and credit institutions should
provide certain general concessions for financing industries in all
backward areas in the States and Union Territories. In addition, it has
been decided that the Central Government would subsidise the
establishment of industrial units in the backward areas to the extent
of 1/10 of the total capital cost for projects up to Rs.50 lakhs (5
million) both in the private and public sectors. In the case of
projects involving larger capital outlay, the grant of subsidy would be

considered on merits." (1970, p.310)

The Plan also announced that the Planning Commission was in the process
of identifying the backward areas in consultation with the State
Governments and it stressed that the latter would have an important
role to play in providing infrastructure for industry in these areas

once designated (p.311).

The reports of two Working Groups, known as the 'Pande' and 'Wanchoo'
commiséions (respectively the Working Group for the Identification of
Backward Areas and the Working Group to Recommend Fiscal & Financial
Incentives for Starting Industries in Backward Areas), are crucial in
that they provide the basis of current Indian regional planning and
more specifically industrial location policies, even though their
recommendations were mnot implemented in full. We shall return to
consider them more full& after briefly completing our review of the

Five Year Plans,
The Draft Fifth Plan (1974-79) maintained the same policies as had been

introduced in the Fourth Plan. However, it also commented on the high

marginal costs of providing industrial infrastructure in congested
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cities and suggested that dispersing industries spatially would
conserve both financial and physical resources. It stressed once again
the need to provide adequate infrastructure and remove any obstacles to
the development of backward areas. Moreover, it emphasised the need for
a multi-sectoral approach to backward area development with agriculture
as well as industry being encouraged. Finally it proposed to create the
necessary machinery to carry out techno-economic surveys and
feasibility studies of backward areas in order to identify appropriate
industries for development and it recommended that the State industrial
promotion agencies should provide an integrated package of facilities

and infrastructure in selected growth centres in their backward areas.

With the Janata Government in power from 1977 to 1979 the Draft Sixth
Plan, which came out in 1978, made a number of criticisms of the Fifth
Plan approach to backward area development. It argued that hitherto the
approach had been wide ranging and non selective and it suggested that
large scale organised industry in backward areas was not having the
desired developmental effect. It was too capital intensive, appeared to
result in only limited spread effects and was Ereating a dualism in
certain backward areas between confined modern industrial enclaves and
rural backwardness surrounding them. At the same time it argued that
industrial development did have a role to play in backward areas, but
that it required a degree of selectivity and an approach more

integrated with other aspects of development planning.

On baper the changed attitude to regional development planning that the
Draft Fifth and Sixth Plans represent seems extremely promising. They
would appear to demonstrate a much greater level of awareness about the
complexities and value of a. well integrated regional development
planning programme. They even indicate that the planners involved in
their preparation had doubts about the effect of locating large scale,
capital intensive, modern industrial plants indiscriminately iun
backward areas, something which in effect had been the key element of
the Government approach to industrial location prior to that. Moreover
they recognised that regional planning was not merely industrial

dispersal, but had to involve agricultural development, as well as-
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coordination between the two. However, with the decline in the

importance of the Five Year Plan system in providing a central guiding
force to the Indian development effort, which meant that the Fifth Plan
was never more than a Draft Plam, and the Draft Sixth Plan was scrapped
as soon as Mrs Gandhi returned to power in 1980, the Five Year Plans
are no longer as important a statement of the policies actually being

implemented by the Indian Government.

2. The Identification of Backward Areas

Apart from continued réferences to the need for 'balanced regional
development' in successive Five Year Plans from the early 1950s on, the
Indian Goveranment took no concrete action to further this proposal
until 1968 when it appointed two Working Groups to examine policy
alternatives for backward area development. They both reported a year
later in 1969 just as the Fourth Plan came out and thus though their
proposals were not included in the first 2 drafts of the Fourth Plan

they were referred to in the Final Plan document.

The first Working Group on the 'Identification of Backward Areas'
(Pande Commission) had the job of analysing and proposing a possible
set- of criteria which could be ﬁsed to select the areas throughout the
country which deserved special attention and developmental action. From
the start the terms of reference of the Working Group, specified that
they were looking for criteria to identify industrially backward areas
(Menon, 1979, p.43; Godbole, 1978, p.65). There is thus little doubt
that the Indian Government still at this stage saw 'development' in

terms of 'industrialisation'.

In the event the Pande Working Group recommended the following 6
criteria should be wused throughout the country for identifying
industrially backward States and Union Territories: (a) total per
capita income; (b) per capita income from industry and mining; (c)
number of Qorkers in Arégistered factories; (d) per capita annual
consumption of electricity; (e) length of surfaced roads in relation to

population and the area of the State; and (f) railway mileage in
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relation to the population and the area of the State. The criteria
chosen were thus a set of fairly crude indicators of the aggregate
level of development of the States. No attention was paid to the level
of agricultural development, other than through its contribution to the
overall per capita income. Moreover no attention was paid to variations
in levels of development inside the State or to variations in the
levels of income of the State's inhabitants. Thus for instance there
was no indicator showing the proportion of the State's inhabitants with
a level of income below an 'acceptable' minimum which would have given
a much better indication of levels of poverty instead of the average

per capita income usedl.

On the basis of these criteria the Working Group selected nine States
(Andhra Pradesh, Assam, Bihar, Jammu & Kashmir, Madyha Pradesh,
Nagaland, Orissa, Rajasthan & Uttar Pradesh) as well as all the Union
Territories apart from three (Chandigarh, Delhi & Pondicherry) as
industrially backward and therefore qualifying for special treatment to
encourage industrialisation. Subsequently Meghalaya, Himachal Pradesh,
Sikkim and Pondicherry were also included, after representation by
their local govermment bodies. These recommendations were all accepted

by the Union Govermment.

The Pande Commission went on, however, K to recommend that a series of
about 20 to 30 districts throughout India should be considered for
special inceatives during the Fourth Plan period. Their argument was
that development efforts should initially be concentrated on a limited
number of districts, so as to increase their impact. With time the
availability of incentives could then be gradually increased to cover

other backward districts.

. These 20 to 30 backward districts were selected on the basis of rather
different criteria from the States. First.the Working Group recommended
that the districts should be more than 50 miles from larger cities and
large industrial projects. Secondly they wanted an indication of the
level of poverty in the district and recommended that only districts

with a per capita income of less than three quarters of the State's per
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capita income level should be chosen. Finally they suggested a complex
measure of the utilisation of productive resources and employment
opportunities in relation to the density of population, which included
levels of employment in secondary and tertiary sectors and in the
factory sector (levels of less than three quarters of the State average
levels were taken to indicate backwardness), levels of utilisation of
natural resources in the area, and adequate levels of avaiy@ility and
provision of electricity, water, transport and communication

facilities.

While the Union Govermnment  accepted the Pande Commission's
recommendations in respect of the identification of backward States
they did not accept either “the principle of choosing 20 to 30
particularly backward districts and developing them first or the
criteria by which they had been chosen. Instead the Planning Commission
and the National Development Council evolved a set of criteria of their
own and selected 246 districts spread throughout all the States, and
'pot only in the most backward, as the backward districts where the
special incentives would be available for industrial development. Their
.criteria included measurements of both agricultural and industrial
output, employment in all different sectors in relation to total
population, consumption of electricity and lengths of surfaced roads
and railways. Thus while the Planning Commission retained a measure of
"the relative importance of both agriculture and industry in these new
criteria, it did not use any indicator to measure poverty levels.
‘Ultimately then the criteria used for both the selection of backward
States and those for backward districts were primarily concerned with
the existing levels of industrialisation in the areas being considered.
Although this is justifiable in terms of the original remit given to
the Pande Working Group, there is no justification on the part of the
Planning Commission as to why industrialisation was their primary
‘concern. Moreover, as ultimately they chose to include at least one
indicator of agricultural development in the criteria they adopted, it
is not in the least clear what type of development they were interested
in promoting in the backward areas. This is all the moré confused as

they chose to ignore the Working Group's recommendation that an
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indicator of poverty levels should be included.

It is also very unclear exactly how the backward districts selected
were chosen as all the criteria the Planning Commission used are worded
in relative terms and no in&ication of the precise break-off points
below or above which areas were chosen or rejected, or of the weighting
given to the different criteria, ever seemsto have been published. This
clearly leaves scope for possible bargaining between the State
Government and the Union Government in the National Development Council
(or outside it) about the number and size of tﬁe areas to be designated

as backward.

The fact that the Planning Commission chose so many districts obviously
diluted the programme and this could be construed as a result of
pressure from particular States which did not want to be left out from
a possible source of finance. Such a view would be further supported by
the fact that the Planning Commission chose to apply its criteria on a
State by State rather than a national basis, thus ensuring from the

start that all States got a certain share of the cake. !

One final criticism can be made of the fact’ that the criteria included
a measure of adequate levels of infrastructure. Even though it seems
sensible to ensure that adequate infrastructure is available in an area
before starting to encourage industrial development in it, this does
suggest that the Planning Commission was more interested in identifying
areas with potential for industrial development rather tham in trying
to develop the most disadvantaged areas. There is an obvious danger in
this, of excluding really backward areas, particularly as no mention
was ever made in connection with this programme of providing help for
improving infrastructure in backward areas that lacked it. Obviously
this criterion of adequate levels of infrastructure tended to benefit
the more developed States in the country which could afford to, or had
already improved the infrastructure of their more backward areas.

In his study of the backward area development programme. Menon (1979)
makes many of the criticisms of the identification procedure voiced

above. He then goes on to analyse the effect of the procedure by
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looking at the areas selected as backward. He notes in particular that
some of the most backward States have a lower proportion of their
districts designated as officially backward then some of the more
developéd States. In addition some have a lower proportion of their
population benefiting from the incentives (by virtue of 1living in
backward areas) than some of the more developed States (p.51). He cites
the case of West Bengal, the most industrialised State in the country,
according to the Pande Working Group criteria, which has the highest
percentage of districts declared as backward, while Bihar, which ranks
tenth on the Pande criteria, has the lowest percentage?. Alternatively
Tamil Nadu, the second most industrialised State, and Karnataka, the
seventeenth, had a larger proportion of their populatidn living in
areas eligible for incentives than Orissa, Himachal Pradesh, Bihar,

Assam, Rajasthan and Andhra Pradesh (p.55).

The conclusion that all these points quite clearly suggest is that the
identification procedure adopted by the Planning Commission and the
NDC, far from being designed to help the most backward areas in the
country, 1s distorted in favour of the more developed and
induétrialised States. It will therefore not come as a surprise that
now, after.the scheme has been operating for about a decade, it has
become evident that most of the incentives and finance made available
to‘private industry under the scheme have gone to firms locating in
backward areas in the most industrialised States and particularly
Maharashtra, Gujarat, Tamil Nadu and West Bengal; a point discussed at

greater length below (cf. Section 6).

3. Incentives for Backward Area Industry

For 1its part the Wanchoo Working Group on 'Fiscal and Financial
Inceﬁtives for Starting Industries in Backward Areas' recommended the
use of six different incentives: (a) a higher development rebate; (b)
exemption from income tax and corporation tax for 5 years after the
development rebate; (c) exemption from import duties on plant,
machinery and components; (d) exemption from exise duty for 5 years;

(e) exemption from sales tax on both raw materials and finished




products for five years and (f) .a transport subsidy ' for finished
products manufactured in backward areas of outlying States (Assam,
Nagaland, Manipur, Tripura, NEFA and Andamans and 50% for goods from
Jammu & Kashmir) transported over 400 miles to markets (mileage under

400 miles receives no subsidy).

In the event the Central Govermment only accepted two of these
recommended incentives: the 1income tax concession and the traansport
subsidy. To these two it added several others of its own devising, of
which the subsidy on fixed capital investment (known as the 'Central
Subsidy') is the most important. In additiom wvarious schemes for
concessional finance from development banks and public financial
institutions were announced and the incope tax concession and transport
subsidy were somewhat reformulated. Confusingly while the concessional
finance and the income tax concession applied to the notified backward
districts discussed above and the transport subsidy applied to outlying
States the Central Subsidy applied to a separate and fairly different
'1ist of backward districts and areas! The choice of areas where the
Céntral.Subsidy would be available was left up to the State Govermments
rather than the Central Government, but why this different procedure
was adopted and why different lists of areas should be used is not made

clear.

The Central Subsidy was originally announced as a 107 outright grant on
fixed capital investment (land, buildings, plant and machinery) in a
new factory or in expansion of an existing factory with a ceiling of
Rs.5 lakhs (0{5 Million) and applicable from the 26th of August, 1971.
The scheme was revised in March 1973 to involve a 15% grant with a
ceiling of Rs.l.5 million. Initially each of the States declared as
backward was asked to select two districts or areas to be covered by
the scheme and all other States one district or area. Subsequently in
1972 this was increased to six and three district or areas
respectively. The scheme is now applicable in 125 districts or areas
throughout the country. Where the State Govermments have.not specified
complete districts as eligible they made up 'areas' consisting of

several blocks and or taluks (tehsils).
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The Transport Subsidy Scheme which was notified on the 23rd July, 1971,
consisted of a 50% subsidy on the transport of raw materials and
finished products from factories in the seélected areas to the nearest
railhead or mainland port (Madras or Cochin as appropriate). Both new
factories and existing factories involved in substantial expansion
after the scheme was announced were eligible for the subsidy. The parts
of the country it applied to were Jammu & Kashmir, Assam, Meghalaya,
*Manipur, Nagaland, Tripura, Arunachal Pradesh, Mizoram, Sikkim,
Himachal Pradesh, the Himalayan foothill districts of North West Uttar
Pradesh and the islands of Andaman, Lakshadweep and Nicobar, although
not all these areas were included straight away. However, in comparison
with the Wanchoo suggestion of a subsidy on any transport over 400
miles, this subsidy is considerably less substantial as most of the
areas concerned are as much as 1,000 miles away from major urban

markets for manufactured goods.

The Income Tax Rebate Scheme meant that 20%Z of the profits of
industrial units and hotels which were IOCated in backward areas and
commenced operations after the 3lst December, 1970, were exempt from
income tax. The scheme came into operation in April 1974 and was

applicable for the first 10 years of the firms' operations.

The concessional finance made a?ailable by the Central Government to
new or substantial expansions of existing industrial units in the
notified backward areas are disbursed through various development banks
and public financial 1institutions. These instituticns operate in
conjunction in a sort of pyramidal hierarchical  structure with the
Central imnstitutions, such as the Industrial Development Bank of India,
the Industrial Finance Corporation of India and the Industrial Credit
and Investment Corporation of India Ltd. (IDBI, IFCI, ICICI), at the
apex, underwriting the risks and refinancing the State level
development banks and lending institutions in addition to offering
their own loans to industrialists. All the institutions provide very
similar facilities though some specialise in financing particular types
of projects (eg. industrial modernisation) and they all use a common

application procedure. Depending on the size and nature of the project
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to be financed several of them may club together to provide a
particular package of finance but one of them will always be appointed
to to oversee the package. Finance from these imstitutions is available
to industrialists throughout India but the various loans and other
services are all on considerably better terms when provided to a firm
setting up a unit in a notified backward area. Thus rates of interest
on loans are about 20% lower in backward areas (9.5% p.a. instead of
‘llZ p.a. for instance), repayment periods can be twice as long (15-20
instead of 10-12 years) and the commission charged on their
underwriting faciiity may be 50% lower (1.25% for shares, 0.75% for
debentures instead of 2.5% and 1.5% respectively). In addition to lower
interest rates, longer repayment periods and cheaper underwriting
facilities, the banks offer ‘an extended initial moratoripm on the
repayment of loans, participation in risk capital in certain cases,
lower commitment charges, and lower rates for the industrialists
contribution to project costs, as well as maintaining a fairly flexible
attitude to other terms and conditions such as debt-equity ratios,

margin requirements, etc.

While the main emphasis of the Wanchoo Working Group's recommendations
has been on fiscal incentives for backward area industrial development,
the package finally offered by the Central Govermment consisted mﬁstly
of financial incentives, including both a fairly considerable outright
grant and various loans on advantageous terms, though admittedly one
fiscal incentive, the income tax concession, was carried through. The
primary effect of such a switch in emphasis is that the Goverument is
placing much more stress on helping industrialists get started on a new
project rather than on encouraging countinuous production. This emphasis
would seem to work to the advantage of industrialists who have trouble
in raising capital for new projects rather than those worried about the
long term, continuous costs of operating in a remote location.
Admittedly such costs should go down as a firm becomes established and
also it is important that new projects should be encouraged, but it .is
possible that such a structure of incentives will tend to attract
projects which are economically unsound in the longer term. The only

longer term production-related incentive in the package is the income
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tax concession for 10 years.

It is also important to note at this juncture that nowhere in any of
the conditions laid down about the eligibility of projects for the
incentives, does the Government make any attempt to regulate the type
of industry it is encouraging in backward areas. This implies an
assumption that all industry will be equally beneficial in development
terms for the backward areas concerned, or alternatively, it suggests
that the primary interest of the Government remains the encouragement

of the maximum absolute industrial growth possible.

4, State Govermment Industrial Promotion

The responsibility for the execution of the industrial dispersal and
backward érea deve;opment«policies lies with the State Govermments.
Most of these have created industrial promotion agencies to execute the
policy and administer the various incentives. In addition many of them
have created industrial finance corporations to act as local
coordinators of the All-India industrial finance institutions., As well
_as administering the programme of incentives formulated by the Central
Government, most of the States provide additioﬁal incentives for
backward area industrial development. These usually include facilities
such as land and infrastrubture, often at concessional rates, and
financial incentives such as loans, capital participation and
Ereqﬁently the refund of sales tax paid by the firm either as an
outright grant or as a low-interest loan (Indian Investment Centre,

1979).

Although there are differences in the incentives offered by the
different States, they are broadly comparable and thus though there is
a certain amount of competition between States to attract industry to
their State in particular, this competition often turns on non-material
considerations like the efficiency of the industrial promotion agencies
rather than on the level of incentives they offer. Obviously, however,
a.rich State with a lot of experience of industry like Maharashtra can

usually offer a higher level of incentives as well as having an
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industrial promotion agency finely tuned to the needs of industry,
while a poorer, more remote and underindustrialised State like Tripura,
though it can offer the incentives provided by Central Govermment, can
do little to supplement them. The package of incentives provided by the

Central Government does nothing to correct such imbalances.

The incentive package offered by the State Govermments typically
contains financial incentives in the form of term loans and a sales tax
loan or subsidy and infrastructural facilities such as developed land,
factory buildings and services at cut rates. The conditions on term
loans vary but they are usually available up to a maximum of Rs,3
million, repayable in about 10.years, though some States offer them up
to 15 years, with a moratorium on repayments frequently set at 2 years
and interest rates varying anywhere between about 7 and 15 % p.a.
depending on the scale of the firm and whether the loan is being

underwritten by the IDBI.

Exemption from sales tax was one of the original incentives suggested
by the Wanchoo Working Group and which the Central Government decided
not to offer. Many of the State Govermments have however, taken up the
suggestion though not wusually in its original form. A smattering of
States offer complete exemption from sales tax for a period of about 3
to 5 years, others only do so to certain sizes of firms. Most however,
offer an 'interest free sales tax loan' by which they mean that for the
first few years the firm is in production, it is anually offered an
interest free loan equivalent to the amount of sales tax it paid during
the preceding year. Those loans are then repayable over anything up to

20 years.

Just about all States offer a certain level of infrastructural
facilities to industrialists in their backward areas. Typically this
can include developed plots of land in industrial estates or complexes,
factory buildings and sheds on hire purchase, long lease or outright
sale .terms at competitive and often subsidised rates. Water aﬁd
electric power are also often provided at cheap rates for the first few

years. The conditions for eligibility for such incentives vary
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enormously, though they are usually more favourable for small scale
industry than large scale. Some States make them particularly
favourable for people with technical expertise who want to set up their

own business.

There are also various States which offer less common incentives such
as their own capital subsidy on top of the Central Government one, or
participation in a firms share capital, or grants and loans for
technical feasibility studies, or technical assistance. Finally a good
number of the State industrial promotion agencies try to sell
themselves as efficient management consultancies. They undertake to
provide a comprehensive back-up service to a firm from the initial
proposal stages till it is finally in full production: providing it.
with a complete package of incentives, sorting out all licensing and
other official details and negotiating a complete schedule of loans and
grants from various public lending institutions. Given the complexity
of the various licences and official sanctions required to set up a new
factory, there 1is no doubt that such a comprehensive service 1is
attractive, but equally there are few industrialists who would rely
entirely on a single government agency to perform such a service
properly and very few of the State industrial promotion agencies, if

any, match up to their promises in this respect.

In view of the basic similarity of the incentive packages offered by
just about all the States and also given the complexity of the
variations in the terms and conditions each State places on their
incentives, it would seem that there is little for the industrialist to
choose between one State and the next. Indeed making such a choice on a
strict cost-benefit basis would be an extremely intricate and involved
exercise. This being the case it seems logical to presume that an
industrialist faced with the situation of having to choose between
States for a location for his new factory would be more influenced by
the reputation for good incentives and an efficient promotion agency
that the States have, than by the actual level of the incentives. Once
again this would tend to act as a bias enabling those States which have

already got the most industry, to attract the most new industry to
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their backward areas.

5. National Impact of Backward Area Incentives Disbursed by Central

Institutions

After a decade of operation of the Union Government's backward area
industrial development scheme it 1s possible to arrive at some
ass%ément of its impact at least in terms of the incentives being
disbursed. Data are, however, only available for two of the incentive
schemes: the Central Subsidy and the concessional finance offered by
the IDBI and other industrial development banks. Unfortunately no data
are available to the public on the operation of the income tax rebate

scheme.

Table 1 gives the total funds disbursed by the IDBI to industry in each
State annually from 1970. TFor each year both the total amount of
assistance disbursed and the amount disbursed to firms in backward
~areas is given. The same data have been arranged differently in Table 2
and 3 to make them more easily readable. The data are derived from the
IDBI's annual Operational Statistics. The percentages in Table 2 show
for each year how much of the IDBI's assistance to industry in each
State went to firms in backward areas of the State. The States have
been grouped into the Advanced and Backward categories used by the
Central Government (cf. p.#4). In Table 3 the States have once again
been arranged in this way; the figures for the annual distribution of
assistance to firms in backward areas throughout the country are given,
both in absolute amounts and in percentages of the total disbursed that

year.

The first point that should be noted from Table 3 is the assistance
disbursed to advanced States is always over half the total assistance
disbursed nationally, except for the first year 1970-1. Moreover, and
this is even more indicative of the overall way the policy is going,
despite a few annual fluctuations the proportion of assistance
disbursed to advanced States is actually incfeasing, with in 1977-78,

63.5% of total disbursed nationally éoing to encourage industry in the
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backward areas of these already more industrialised States!3 At a
greater level of detail the four most industrialised States in the
country, Maharashtra, West Bengal, Tamil Nadu and Gujarat are
frequently among the recipients which do best. In 2 years (1977-79)
Gujarat in fact got over 25% of funds disbursed to backward areas.
Karnataka, another advanced State, also does well fairly consistently.
Whereas among all the other States and particularly the more backward
there is only one Union Territory which over a number of years has got
a high proportion, that is the tiny Goa, Daman & Diu (which for its
size ‘gets some extremely high levels of assistance) and three other
Statés that have done well in a couple of years£ Assam, Orissa and
Uttar Pradesh. At the other end of the scale, some of the most
underindustrialised and poorest States such as Bihar, or some of the
most remote such as Jammu & Kashmir or the north eastern States have

received extremely low proportions of assistance.

Table 2 gives an indication of how the IDBIs overall assistance to all
firms in each State is distributed within the States between backward
and more advanced areas. As one would expect some of the most
industrialised States such as Maharashtra have fairly low proportions
of assistance received going to backward areas in the State, although
Gujarat, Punjab, West Bengai and Tamil Nadu all have average
proportions as high as 30%. Such low proportions are understandable as
these States have more restricted areas designated as backward than the
other backward States do, but it also means that in these advanced
States the IDBI is putting a lot of money (albeit at less advantageous
rates to the firms concerned) into developing industry in areas which
are nbt backward, Among the backward States, Table 2 also points to a
few, such as Uttar Pradesh and Bihar, where nearly 80% of the IDBIL
assistance is not going to backward areas and others like Assam and
Meghalaya where most of it is, though the latter State in particular
has received so little assistance (Table 1) in all that such a high
proportion may result from only one or two projects. All those States
or Uniod Territories which have 100% figures are of course States which

are designated as entirely backward (at both levels of designation).
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Finally it 1is worth noting from Table 2 that the total assistance
disbufsed by the IDBI to firms in backward areas as a proportion of its
total disbursement to industry, rose steadily from 17.3% in 1970-71 to
a peak of 51.7% in 1977-78 and dropped only slightly the following year
to 50.8%. ‘

The IDBI is by far the most important term-financing institution in
India. Since 1its inception wp to March 1979 it has disbursed
R5.19,724.6 million of assistance which constituted about 40% of the
total assistance disbursed by all the term-financing institutions in
India, both national and regional, up to the same date., In addition it
disbursed a further Rs.6,059.7 million in refinance to back. up the
State level institutions (IDBI Annual Report, 1978~9, p.132). The two
other national industrial financing institutions of any importance, the
IFCI and éhe ICICI disbursed Rs.5,995.5 million and Rs.8,121.1 million
respectively up to the same date. Their shares of the total disburse-

ment of assistance are therefore 127 and 16X respectively.

While unfortunately no reliable data on the regional distribution of
the assistance from the IFCI and the ICICI, wunor on the relative
- proportion going to backward area industry each year, 1is readily
available, the figures in the last paragraph indicate that such data
are not as essential a consideration as the IDBI data already discussed
in this section. At the same time, however, it is possible to complete
this rather scanty picture of the IFCI and the ICICI's operations with
the information that in 1978-79 the IFCI assisted 94 firms in backward
areas (out of a total of 214 firms assisted) with sanctioned funds up
to Rs.664 million representing 43% of their total sanctioned assistance
that year. Similarly the ICICI sanctioned Rs.638.3 million in
assistance to firms in backward areas, which represented 347 of their
total sanctiomned assistance that same year. Thus as well as providing
considerably less finance for industrial development than the IDBI, the
IFCT and ICICI allocated proportionately much less to projects in
backward areas (43% and 34% respectively, relative to the IDBI's 50.8%
for 1978-79) (IDBI Annual Report, 1978-79. pp.127-8).
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Data on the granting of the Central Investment Subsidy is given in
Table 4, and the number of firms which had received the Subsidy up to
the 30th June 1978 in each district is shown on Figure 1 with the
corresponding figures in Table 5. From these it was again evident that
on average the more industrialised States are receiving higher levels
of disbursement. Admittedly Bihar, a backward State, has the highest
number of firms (1,525) which have received a Subsidy, but the amount
disbursed to them is fairly small (Rs.13.2 million), while Gujarat with
1054 recipient firms received Rs.71.3 million and Tamil Nadu with 921
recipient firms received by far the highest level of disbursement at

Rs.116.5 million.

Figure 1 shows both the districts where the Central Investment Subsidy
is available in grey (In some of these grey districts the Subsidy 1is
not available for the entire area of the District, thus in Madurai Dt.
the area of the city of Madurai is not eligible.) and the number of
subsidies disbursed up to 30th June 1978. One dot represents two
disbursed subsidies. The highest number of subsidies went to
Surendranagar District in Gujarat (557), Kerala also has two districts
with a very high number of subsidies disbursed but Bihar has the
highest number sﬁread over 6 districts. Nagaland has two districts
which have received a very high number of subsidies. However, as the
list in Table 5 indicates only a very small amount of money has
actually been disbursed to the State as a whole and no figures for
disbursements to district level were available. Given this lack of
information and the remoteness of the area it seems likely that these

figures are not entirely representative.

One further point that should be noted from Figure 1 is the extent of
the eligible areas in each State. The grey areas on the map are not
entirely correct as in some districts only part of the district 1is
eligible for the subsidy (cf. note previous para.), but it is evident
that the areas designated vary a lot in size and remoteness from State
to State. Thus a State like Uttar Pradesh where districts are very
small entities gets a much smaller eligible area than Andhra Pradesh

for instance. Among the more industrialised States, Tamil Nadu appears
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FIGURE 1: No. OF 'CENTRAL SUBSIDIES' DISBURSED TO FIRMS IN EACH DISTRICT UP TO JUNE 1980

Districts Eligible for Subsidy
2 Subsidies per Dot

High Density Districts:

Surendranagar, Gujarat: 557 Firms
Alleppey, Kerala: 381 Firms
Mekokchung, Nagaland: 359 Firms
Kohima. Nagaland: 348 Firms
Bhagalpur, Bihar: 345 Firms
Cannanore, Kerala: 322 Firms
Goa. Goa. Daman & Diu: 240 Firms
Pondicherry: 177 Firms
Solan. Himachal Pradesh: 122 Firms
Una, Himachal Pradesh: 107 Firms

Scale 1:17,000,000 Source: Ministry of Industry, Government of India
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TABLE 5 - No. of

'Central Investment Subsidies'

Disbursed to Firms in

Each District up to 30th June, 1978 - Source: Ministry of

Industry, GOI

No. Rs. M No. Rs. M
ANDHRA PRADESH ASSAM
1. Srikakulam 53 1.21 1. Goalpara 50 5.03
2. Prakasam 6 0.04 2. N.C. Hill - -
3. Chittoor 88 6.77 3. Kamrup 110 6.29
4. Cuddapah 92 6.18 4, Nowgong 44 0.47
5. Kurnool 85 5.69 5. Cachar 41 2.12
6. Anantapur 45 2.01 6. North Lakhimpur 3 0.01
7. Mehbubnagar 49 2.33 7. Karbi Anglong 5 0.36
8. Nizamabad 59 2.31
9. Karimnagar 75 2.86 Total 253 14.28
10. Khammam 112 7.52
11. Warangal 32 0.92 BIHAR _
12. Medak 111 22.49 1. Bhagalpur 345  2.62
13. Nalgonda 158 4.31 2. Darbhanga 165 2.52
3. Champaran E. 115 1.58
Total 965 64.63 4. Champaran W, 121 1.42
| 5. Palamau 309 0.92
GUJARAT 6. Saharsa 170 1.23
1. Panchamals 294 19.22 7. Santhal Parganas 156 1.57
2. Baroach 203 36.59 8. " Madhabani 38 0.17
3. Surendranagar 557 15.49 9. Samastipur 106 1.13
Total 1,054 71.30 Total 1,525 13.17
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No. Rs. M No. Rs. M
HARYANA HIMACHAL PRADESH
1. Hissar 57 7.98 1. Kangra 114 1.5
2. Bhiwani 29 3.65 2. Una 107 4.83
3. Mohindergargh 12 1.01 3. Harimpur 19 0.05
4. Jind 14 3.31 4. Solan 122 21.65
5. Sirmur 100 4.37
Total 112 15.94 6. Chamba 13 0,07
' 7. Kulu 40 0.23
JAMMU & KASHMIR
1. Jammu Total 515 32.71
2. Srinagar
3. Anantnag KARNATAKA
4. Dodo 1. Mysore 193 20.90
5. Baramulla 2. Raichur 68 6.04
6. Poonch 3. Dharwar 116 . 8.12
Total - - Total 377 35.06
KERALA
1. Alleppey 381 14.07 MADHYA PRADESH
2. Malapuram 180 5.69 1. Raipur 81 6.16
3. Cannanore 322 8.05 2. Bilaspur 36 5.14
A 3. Shivpuri 19 0.32
Total 883 27.81 4. Datia 10 0.08
5. Bhind 19 0.17
-MEGHALAYA 6. Morena 19 2,28
1. Khasi Hills 51 2.48 7. Rewa 12 0.84
2. Garo Hills 14 0.06 8. Sidhi 1 0.0006
3. Jantia Hills 8 0.03 " 9. Sarguja 17 0.16
10. Sagar 10 2.66
Total 73 2.57 11. Tikamgarh 1 0.04
12. Vidisha 11 0.35
13. Chhatarpur 5 0.03
14. Dewas 85 16.21




No.

No.

Rs. M

MADHYA PRADESH (continued)

15. Shajapur 10 0.23
16. Rajgarh 6 0.11
17. Guna 9 0.12
18. Jhabua 11 0.09
19. Dhar 26 0.39
20. West Nimar

(Khargone) 11 1.80
2]1. Ratlam 53 6.51
22. Mandsaur 19 0.17
Total 473 43,86
TAMIL NADU A
1. ©North Arcot 270 48.80
2. Ramanathapuram 322 35.79
3. Madurai 68 13.85
4. Dharmapuri 175 15.68
5. Pudukottai 86 2.96
Total 921 116.55
MAHARASHTRA
1. Aurangabad 276 33.08
2. Ratnagiri 174 13.83
3. Chandrapur 85 6.66
Total - 535 53.57

Rs. M

NAGALAND

1. Kohima 348

2. Mekokchung 359

3. Tuensang 19

Total 726 6.13

PUNJAB

1. Bhatinda 153 5.55

2. Sangrur 121 4.44

3. Hoshiapur 130 5.23

4. TFaridokot 387 3.85

Total - 491 19.06

UTTAR PRADESH

1. Jhansi 81 4.53

2. Ballai 15 1.74

3. Rai-Barelli 39 6.81
. 4. TFaizabad 31 2.97

5. Basti 29 1.26

6. Almora 16 2.58

Total 211 19.89

MANIPUR

1. East District 1 0.22

2. West District 1 0.22

3. North District 1 0.22

4. South District 1 0.20

5. Tengudal 1 0.22

Total 5 1.08
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No. Rs. M : No. Rs. M
RAJASTHAN ORISSA
1. Bhilwara 135 6.29 1. Kalanandi 44 0.45
2, Alwar 78 8.86 2. Dhenkanal 98 4.91
3. Churu 22 0.1e6 3. Keonjhar 45 0.46
4, Nagaur 66 1.00 4, Koraput 66 3.08
5. Udaipur 70 4.60 5. Bolangir 31 0.35
6. Jodhpur 151 4.82 6. Mayaurbhanj 51 1.71
Total 522 24.74 Total 335 10.96
WEST BENGAL TRIPURA
1. Purulia 73 3.32 1. DNorth District 14
2. Midnapur 100 9.22 2. West District 71
3. Nadia 104 9.47 3. South District 4
Total 277 22.51 Total 89

ANDAMAN & NICOBAR ISLANDS

DADRA & NAGAR HAVELI

"LAKSHADWEEP

MIZORAM

PONDICHERRY

10

10

177

ARUNACHAL PRADESH
0.04 1. Lohit 1 0.92

GOA, DAMAN & DIU

0.84 1. Goa 240 14.84
2., Daman 12 0.44
3. Diu 5 0.29
Total 257 15.57
5.22

N.B.The presence of a District's name on this list does not imply that

the whole area of the District is eligible for the Central Subsidy.
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to have done well with parts of five districts designated instead of
the straight three districts allowed. The four States which have not
kept to district boundaries to designate their areas for eligibiiity
are: Tamil Nadu, Andhra Pradesh, Madhya Pradesh and Haryana. Also for
Goa and Pondicherry the areas of the Municipalities of their capital

towns are excluded.

One last table, Table 6, shows the distribution of Central Subsidies
disbursed amongst firms of different sizes. First it is interesting to
note that over 90% of the Subsidies go to small scale firms with fixed
capital investments under Rs.l million. This proportion is slightly
lower among the more industrialised States and higher among the
backward States. At the same time these SSI firms only get about 207 of
the funds disbursed while the 1.4 percent of large scale industry
recipients get 307% of the funds. This is understandable given that the
Subsidy is calculated as a percentage of the fixed capital investment
of each firm, but it does indicate just how much the larger firms are
costing the scheme relative to the number of small scale projects that

are set up.

A second point of interest is that there are relatively few firms in
the Rs.l to 1.5 million brackeg, while there are a good deal more in
the brackets on either side. Thus when the Union Government changed the
definition of what comstitutes a small scale firm in late 1980, moving
the maximum fixed capital limit from 1 up to Rs.l.5 million it would
apparently only be including a fairly small extra number of firms. But
the fact that there are more firms in the categories on either side of
this one could lead to the hypothesis that small firms were
deliberately keeping their fixed capital down below the 1 million mark
to benefit from all the extra incentives given to SSIs%. Taking this
idea further one might suggest that this has led to some
undercapitalisation in the small scale sector which may in itself be
partly to blame for the _high incidence of financial problems
eéxperienced by firms in this sector. It is doubtful whether this
problem, if it really exists as a result of the SS8I limit, would be

solved by moving the limit up as this would only encourage a different
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bracket of firms to keep their fixed capital expenses down,

Third, in the more industrialised States there does seem to be a
éizeably higher proportion of medium scale firms (particularly the two
categories from Rs.l.5 to 10 million) than in the backward States,
although the pr0por£ion of large scale firms 1is fairly consistent
throughout . Maharashtra, Tamil Nadu and Gujarat (three of the four.most
industrialised States) have relatively large numbers of medium scale
units and the two former also have many large scale units. In this they
are joined by one backward State: Andhra Pradesh. It is interesting
that the other important industrial State, West Bengal, has relatively
few larger firms and a high proportion of SSIs (Maharashtra & Tamil
Nadu have the overall lowest percentages of SSIs) while Gujarat, though
it has many MSIs, tends to have fewer the larger they get and

culminates with a well below average percentage of LSIs (0.6%).

Apart from the Central Subsidy and the term finance disbursed to firms
in backward areas there is little other publicly available information
on the mnational results of the industrial dispersal programme. No
information on the operation of the Income Tax Rebate scheme is
available for instance. The only other scheme for which operational
details have been released is the Transport Subsidy scheme, and even on

this there is very. little.

Godbole (1978, p.70) states that from the commencement of the Transport
Subsidy scheme im 1971 till 1975 the-Union Government only received two
very small claims from Tripura. More recent figures from the GOI

Ministry of Industry indicate a slightly higher level of uptake:
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TABLE 7: Disbursement of Transport Subsidy

1976-77 1977-78 1978-79
Rs. Rs. Rs.
1. Assam 181,589 176,969 14,399
2. Himachal Pradesh - - 46,029
3. Jammu & Kashmir - - 155,463
4, Manipur - 30,081 -
5. Tripura - 199,567 -
Totals: 181,589 406,607 215,891
Grand Total: Rs.804,087

Even though there does appear to be more use being made of the Scheme
.the level remains very low considering the number of units (judged on
the basis of Central Subsidies disbursed to the eligible areas), which
are eligible to make claims. Surprisingly the figures in the above
table make no reference to sums disbursed under the scheme before 1976
Te) i; is impossible to check Godbole's mention of two earlier claims
particularly as he himself gives no reference for his information.
Finally, no mention is made of claims from firms in island territories
(Andamans etc.). The data in Table 7 are however, derived straight from
Central Government Ministry of Industry internal circulars (mimeo; date
20.10.78; D.O. No.4/1/78-RD), as are all the figures in Tables 4, 5 &
6 on the Central Subsidy.

6. Assessment of Impact of National Backward Area Incentive Schemes

Overall it would appear from the operational details of the various
backward area incentives schemes outlined in the previous .section, that
their impact has not been as great as might have been hoped. First over

a period of nine years assistance has gone to about 10,000 firms in
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backward areas (Central Subsidy figure). Not all of these will have
been new firms, and about 9,000 of them are small scale units with
fixed capital lévels of below Rs.l million. At a rough average of 50
jobs per firm that means only about half a million were created, or an
increase of 8% in the total number of industrial jobs in the country.
In terms of the Central Subsidy a total disbursement of Rs.625 million
encouraged a total capital investment outlay of some Rs.7 billion, when
the year before (1976-77) the total fixed capital invested in the
factory sector in India stood at about Rs.162 billiom (Tata Services,
1980 p.68). This Rs.7 billion was therefore only about 4% of the total
and that same year the rate of fixed capital investment was 15% (Tata
" Services, ibid). Even these fairly crude and highly aggregated figures
show the amount of industry being encouraged to locate in backward
areas was still a small probortion of total industrial growth in the
country, and assuming that most other industrial growth would still be
occurring in established centres actual spatial dispersal can only have

been minimal.

At the same time it 1is clear that, while the public financial
institutions like the IDBI have 1increasingly been funding firms
locating in backward areas, it is still the case that nearly half of
the IDBIs loans go to firms which are not in backward areas. Thus the
govermment's effective commitment to backward area industrialisation
and general industrial dispersal is not as high as it could be. This
impression is further reinforced by the evidence that even within the
backward area incentives schemes, it is the most industrialised States
which fairly consistently seem to be getting the most out of them in
terms of the levels of -funds allocated to their firms. The backward
States on the other hand appear to be benefitting most in terms of the
total numbers of firms receiving incentives but then again there are a
higher proportion of small’ scale units amongst these than in the
advanced States. Arguably with the tendency to a higher level of
financial inéecurity and failure .among smaller wunits, their
developmental wvalue to these states is not as high as their numbers

might indicate.

90




In sum the entire backward area incentive scheme does not appear to be
encouraging as much backward area industrialisation as might be
expected. Furthermore, the advanced States are Benefitting more than
the backward States both in terms of the funds allocated to them and
possibly even in the quality of industry being encouraged in them
(quality in terms of both viability of projects and their developmental
effect: jobs created, possibilities for subcontracting, etc. though no

real judgement could be made on this without more extensive evidence).

7. Recent Changes to the Govermment's Industrial Policy

The two years of Janata Government rule in the late seventies (1977-79)
produced some changes to the prevalent industrialisation policy. For
the most part these changes were contained in the 1977 Industrial
Policy Resolution which supergeded the earlier Resolution of 1956. The
main emphasiélof this new document was to encourage further the growth
of small scale industry which the Janata Govermment believed had a
primary role to play in the deve10pmént process. Thus the list of 180
items which had been reserved for exclusive production by small scale
industry in the 1956 Resolution was increased to include over 800
produéts. Large scale industry was expected to concentrate on basic
industries, capital goods industries, high technology industries and a
number of other important areas not covered by the SSI reserved list

such as machine tools and chemicals. Apart from this shift in emphasis

in favour of small scale industry,'the 1977 Resolution introduced no

other major changes but reiterated existing industrial policy

commit,_ments.

For industrial location policy the two years of Janata Govermment also
marks a threshold as in 1977 the first prohibitive industrial location
policy measure was introduced. This consisted of a ban on the location
of new industrial undertakings and on the substantial expansion of
éxisting units in major cities., The ban covered the metropolitan areas
of all cities with more than 1 million inhabitants and the municipal or
corporation area of all cities with half a million dinhabitants or more

(as defined in the 1971 Census). Providing the ban 1is strictly
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implemented it represents the single strongest measure in the whole

Indian industrial location policy package.

Although the ban tas now been in operation for several years a precise
assessment of just how effective it has been 1is hard to make.
Impressionistic evidence would suggest that contrary to many governnent
rules 1in India it 1is being applied fairly strictly. There are,
certainly cases of industrial expansion in or near cities which do
appear to have escaped the ban but it would seem that they.are few and
far between. Moreover, industrialists as well as government planners
talk about the ban as if it is a real one. The ban is applied through
the industrial licensing system already in existence. All industrial
licences issued since 1977 specify a fairly precise location for the
licensed factory. The location is usually specified in terms of a
distriet but can also be as precise as to state a particular taluk
(tehsil) within a district. The ban also applies to industries which do
not require-a licence although here the authorities are not in such a
good position to impose the ban though they will deny assistance to any

firm contravening it.
8. Conclusion

Although it is apparent from the Five Year Plans that there has long
been a ceftain awareness in Central Govermment planning circles in
India of the problem coastituted by the tremendous regional disparities
on levels of development in the country, the above policy review shows
that it took over 20 years of development planning before concrete
<steps were taken to try and solve this problem. Even now, while there
undoubtedly exists a coherent and reasonably effective industrial
location policy, this policy package is not part of a broader and well
integrated regional development planning mechanism, Certainly
individual State Governments pay lip service to regional planning and
prepare documents detailing the problems and resources of the different
regions within their State boundaries. But these exercises remain
within the confines of individual States and the development proposals

they suggest are not part of an integrated development strategy, but
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rather lists of things that might be done to encourage the development
of the area in question, nor are they backed by any serious commitment

and financial power from either the State Govermments or the Union.

In the absence of any more serious regional development planning effort
the industrial location policy package assumes a role of primary
importance among the efforts being made to reduce regional disparities
of development. Yet this policy package is not entirely suited for this
role and moreover, it suffers from problems of its own. First, and
perhaps partly because of this role that has been foisted on it, the
industrial location policy suffers from a lack of clarity about its
aims. Is it intended simply to, encourage the maximum industrial growth
possibleiin areas where there has hitherto been little industry? Or is
this industrial growth supposed to achieve a specific purpose, namely
to encourage the broader development of the area in question? If so, is
not some industrial development more appropriate than other sorts and
anyway isn't there wmore to development than just industrial growth?
Essentially the policy seems to have been formulated with merely the
first aim in mind, but then the second has been tacked on as an added
theoretical justification though, unfortunately, the further questions

it raises have not been properly considered.

The second area of problems is in the formulation of the policy package
itself. Various elements of the policy do not seem to be working quite
the way'they were expected to. Thus while the package may be achieving
a certain amount of dispersal of industry within individual States, it
is also assisting more industrial development in industrialised States
than in underindustrialised States. Again, however, the assessment of
this failure depends on what the basic aim of the policy is. If
encouraging maximum industrial growth in new places is the main
objective then providing assistance for expansion in industrialised
States is very likely to be more rewarding than providing it only in
the most backward States. The confusion surrounding the Planning
Commission's intentions in drawing up the industrial location policy
package as they did is fairly deep because there is no explanation

provided as to why the recommendations of the Pande and Wanchoo Working
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Groups were changed the way they were. The only argument that seems to
be consistent with their behaviour 1is that they did not want to
disadvantage any particular State Govermment with the policy, or any
particular section of the industrial community, as their political

support was essential to the stability of the Union Government.
- Footnotes:

1. Though often attempted, defining a 'poverty linme' is an extremely
difficult exercise as there is no absolute measure of poverty or
even of ‘'adequate' nutrition standards, but nevertheless some
indicator of poverty levels would have been an extremely valuable

addition to defining backward areas.

2. Though West Bengal is the most industrialised State in India by many
criteria, it also has a very concentrated spatial distribution of
industry. Thus most of the districts outside Calcutta could be
described as industrially backward. Nevertheless Menon's criticism
remains valid as a policy which aims to disperse industry should not
just encourage its movement outwards in concentric rings from
existing industrial centres, but should also involve States with

little or no industry.

3 In 1978-9 this proportion was slightly lower (62.2%) than the
previous year, but as this is the only small drop in the four years

1975-9 it is no indication of a real downward trend.

4 To a certain extent the uneven distribution will also be a result of
firms declaring lower fixed capital investment levels than they
really had so as to benefit from the special facilities given to

SS1s.
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CHAPTER 4

INDUSTRIALISATION AND THE INDIAN STATE
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INDUSTRIALISATION AND THE INDIAN STATE

This Chapter has two principﬁ aims. First it is intended to provide
the background to explain how Indian industry has reached the state of
development it has and the problems it faces as a result. This is in
order to be able to suggest what motivates industrialists to take
particular location decisions. Secondly it provides an account of the
relationship between industrial capital and the Indian State, as a
basis for judging what influence the former may exert on policy

formulation by the latter.

To do this an essentially historical framework has been adopted which
traces the roots of Indian ecénomic development planning back to the
early years after Indépendence and forwards to the present time. The
account becomes more detailed for the late 1960s and the 1970s, the
. period during which industrial location policy was properly formulated

and implemented.

‘1. The Early Years After Independence & the First Five Year Plan

Given its importance Eor.Indian industrialisation the Second Plan might
appear to be a more obvious starting point for this account. However,
it is in the early years after independence that the Planning
Commission was established and rapidly became the most important
economic development policy making body in the couﬁtry. It was also in
these years that it was ascribed the authority which made the ambitious
size- and scope of the Second Plan possible. As was indicated in the
ﬁfevious chapter (Ch.3 p.53) the power of the Planning Commission was
in large measure due to its close association with Jawarharlal Nehru,
Nehru believed strongly in the importance of a central state planning
system, and he lent the Commission the authority of his personal

political stature.
Planning did however, have its critics. Even though the Indian Congress

Party as a whole was committed to the principle of centralised planning

of economic development, conservative interests within the Party were
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more doubtful about it. These interests were represented in the Cabinet
in the person of Sardar Vallabhbhai Patel, who was deputy prime
minister and exercised considerable power over govermment policy.
Sardar Patel died in 1950 but in the three years before his death a
series of economic policy measures were introduced which created a
favourable enviromment for private investment {a good account of this
period is provided by Frankel, 1978, pp.74-77, cf. also Desmukh, 1957,
pp.43-63). These iuncluded the lifting of wartime price controls on
certain essential foods commodities and a reduction of direct taxes on

personal and corporate incomes (1949-50 Budget).

This was also the time when the first Industrial Policy Resolution
(1948) was issued by the government. This Resolution was probably the
most lenient towards private industry of the three (others in 1956 and
‘1977) issued since Independence. It did provide for a state monopoly to
cover new enterprises in certain fairly restricted industrial sectors
(coal, iron and steel, minerals, shipbuilding, aircraft, telephones and
telegraph equipment) but it also indicated that there would be mno
nationalizations of existing enterprises, and that foreign firms could
continue to operate in the country on the same terms as indigenous

firms. (Frankel, 1978, p.77)

As Frankel explains (1978, pp.75-6 & 84-86) Nehru tried at several
points to establish the Planning Commission during these years, but the
idea was resisted by Sardar Patel and senior government officials.
However, in 1949 with no improvement to the continuing economic crisis
and inéreased backing from certain sections of the Congress he was more
successful. Even so Sardar Patel's restrictive influence affected the
terms of reference of the Commission and relegated it to an advisory
status. The Draft Outline of the First Plan was thus fairly
conservative and warned against the dangers of hasty implementation of
drastic measures to reduce inequalities in society. Also the limited
extent of the taxation measures that it proposed meant that there were
insufficient funds to firance any large scale industrial development
programme. Industrial development was to be left in the hands of

private enterprise. Instead the Draft Outline emphasised agricultural
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and infrastructural development including in particular irrigation and

electrical power.

The final version of the First Five Year Plan retained this emphasis on
agriculture and infrastructure, with industrial development being left
to private initiative and resources (GoI, First Five Year Plan, 1952,
p.71). There was however a slight change in emphasis which Frankel
ascribes directly to Sardar Patel's death and the increased authority
of Nehru (Frankel, 1978, p.94). The percentage of the total outlay of
public funds in the Plan which was allocated to industrial development
increased from 6.1% in the Draft Outline to 8.4% in the final Plan
(GoI, First Five Year Plan, 1952, p.70). Most of this was to be spent
on the development of basic industries including among other things a

new iron and steel plant. In addition, as Frankel (1978, p.94) puts it:

"The broad outlines of an indirect attack on the prerogatives and
position of private enterprise were, moreover, beginning to emerge.
First, the pldnnerg announced their intention to increase central
supervision and control over the private sector., Private enterprise
would subsequently have to operate within the framework of the new
Indgstries (Development and Regulation) Act, 1951, which provided that
no new industrial unit or substantial expansions to existing plants
could be made without a license from the central government. ...Second,
there was a new emphasis on overtaking the private sector as the
preeminent agency of industrial development. The planners gave notice
of a much larger role for the public sector in basic industries in

future plans."

This then  was the first indication of the  anti-private
sector/pro-public sector reputation that the Indian Government was to

earn among industrialists in later years.

To a large extent this approach to economic development and planning
can be associated with Nehru, particularly in so far as its practical
implementation is concerned, but the ideological and philosophical

commitment behind it 1lie deeper in the roots of the Indian National
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Congress itself. This 1is not the place to explore these roots 1in

detail. Suffice it to say that they derive from the socialist political
orientation of many of the Indian intelligentsia that joined the
Congress in its early days. They are also to be found in the Gandhian
roots of the Party. While Mahatma Gandhi stressed that heavy industry
should be subservient to agricultural and rural craft development, he
did accept the need for some heavy industry in development and he fully
agreed with the socialist element of the Party that this industry
should be kept firmly in public hands (Frankel, 1978, p.16). It was
this synthesis of Gandhian and socialist ideas that was to be the
primary influence on Congress economic and planning policy during the
Nehru years (Frankel, 1978, p,;S). But as the Sardar Patel hiatus from
1947 to 1950 shows there were other interest groups within the Congress

as well.

The Congress also received considerable support from the business
community and increasingly after Independence from rural propertied
classes as well (Chaudhuri, 1978, p.214). Frankel, describes at length
(1978, Chapter 2, pp.28ff.) how the Congress went about mobilising
support. Thus although the leadership of the Party in pre-Independence
and immediate post Independence days was largely in the hands of upper
caste Hindus with a Western styie education and usually a training in
the professions (p.29) which can be described as the 'Indian
intelygentsia' (cf. also Kochanek,.1974, p.265), the lower levels of
the Party organisation tended to be controlled by business classes in
urban areas and landowning castes in the countryside (p.30). Merchants
and important industrialis@s such as J.R.D. Tata also provided a good

deal of the Party's funds (p.34).

Inevitably perhaps, for a party whose original raison d'@tre was to
wage a nationalist struggle, the Congress grouped within it a whole
variety of interest groups whose diverse interests started to conflict
once Independence had been achieved and the wunifying ideology of
nationalism lost its primary importance. As the Congress party has
remained in power in India in one form or another for virtually the

entire 35 years since Independence this conflict of interests amongst
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the party's broad membership continues to be the main source of
contradictions imn the policies it pursues. (This, of course, is the
main theme of Frankel's book on 'India's Political Economy', 1978; but
it is also noted by other writers, for instance Patnaik, 1975,
pp.57-8).

2. The Heyday of Planning: the Second & Third Five Year Plans

The First Plan had not been too ambitious in its targets and in certain
areas these were indeed surpassed. This meant that the Second Plan was
formulated in an atmosphere which was both more optimistic about the
rates of economic development the nation was capable of achieving and
better disposed to the contribution‘that planning might make to growth
(patt & Sundharam, 1979, p.l72; Bettelheim, 1968 p.l160). Equally,
however, the position of the Planning Commission had been strengthened.
The Lék Sabha passed resolutions (Dec. 1954) declaring that the
objective of economic policy should be a 'socialistic pattern of
society' and calling for the stepping up of the rates of economic and
particularly industrial growth. The reference to a 'socialistic pattern
of society' which has remained a catch phrase in Indian economic
planning, implied that the aiﬁ of development should be social gain
rather than private profit and ﬁrivate interests should mnot be allowed
to gain control of the direction of development (Bhattacharya, 1973
p.165). In addition Nehru was able to use his now preeminent position
in the government and the Congress Party to ensure that the Planning
Commission had an authoritative, instead of a purely advisory, role in

economic policy formulation and implementation. (Frankel, 1978, p.113).

The Second Five Year Plan was thus more ambitious in what it set out to
achieve and more self-assured in the strategy it adopted, than its
predeéessor. Its two main planks were: first a major effort at rapid
industrialiéation emphasising in particular the need to develop the
nation's basic industrial capacity with a whole range of heavy and
capital goods industries; and second a strong commitment to keeping
much of this new indusfry in the public sector so that the state would

have a direct control over the 'commanding heights of the economy' and
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thereby the ability to regulate the direction of economic development.

Understandably this much more assertive Plan aroused considerable
debate. Bettelheim (1968, p.l59) suggests that to a certain extent
India's big industrialists were in favour of the state investing in the
" more high cost, high risk and slow return sectors of basic capital
goods industry, becaﬁse they were reluctant to do so themselves. While
this may have been true of a number of industrialists the dominant view
would seem to be more correctly represented by Frankel (1978, pp.128-9)
who maintains that from 1955 the Plan 'was the target of a steady
barrage of criticism from the business community'. She quotes the
Federation of Indian Chambers gf Commerce and Industry (FICCI) who were
in effect arguing for a complete reversal of roles between the public
-and private sectors, with the state c¢oncentrating on the improvement of

social and overhead capital.

Despite these criticisms the Second Plan was not substantially altered
and the government fgrther consolidated its position with the 1956
Industrial Policy Resolution. In comparison with the 1948 Resolution
this one greatly expanded the list of industrial sectors where the
state would have a monopoly with additions to the 1list including
several capital goods industries such as heavy plant and }nachinery
required for iron and steel production, mining or machine tool
manufacturing and heavy electrical plant (Gol, Industrial Policy
Resdlution 1956, Schedule A), There was also a new list (Schedule B) of
industries which were to become progressively state-owned but where
private capital was expected to supplement the state effort. Schedule B
included remaining minerals, non-ferrous metal industries, machine
tooling, many chemical and pharmaceutical industries and fertilisers.
All remaining industries were left open to private enterprise subject
to stéte control. This set the stage for a much broader scale aund scope
to state involvement in industry and ascribed it a primary role in the
establishment of new industries. In doing so it openly rejected the

FICCI view of the state's role in economic development.

The Second Plan strategy was also criticised outside India. Most of the
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Wéstern aid-givers, including the World Bank, were alarmed by the
increasingly radical rhetoric used by the Indian planners; but it was
the United States in particular which was most opposed to the
development strategy placing such an emphasis on industrialigation
(Frankel, 1978, p.l79; Patnaik, 1975, p.59). Indeed West Germany and
Britain were sufficiently in favour of the prionciple of Indian
industrialisation to collaborate directly in the building of major iron
and steel mills at Rourkela and Durgapur. The American criticism which
favoured a major emphasis on agriculture rather than on industry and
the use of modern inputs to increase production levels rather than a
reliance on the reorganisation of farming, was one of the factors which
contributed to a change in the Planning Commission's approach in the

Third Plan. It was, however, by no means the only factor.

During the course of the Second Plan period it became apparent that
levels of agricultural production were mnot increasing sufficiently
fast. Indeed it was recognised that this failure was becoming a major
limiting factor in the mnation's economic development which ultimately
could be expected to hold back industrial development as well (Datt &
Sundharam, 1979, p.l75). This realisation prompted the planners to
.change their strategy somewhat for the Third Plan, While they did not
decrease the propértion of public funds to be channelled into industry
in the Third Plan they did increase substantially the funds going into
agricultural development., Given the large scale and capital intensive
nature of many of the industrial projects started during the Second
Plan and the time required to get them into production a retreat from
these commitments was difficult, In effect this therefore ruled out any
major changes in the level of finance allocated to inddstry. One
interesting point to note, however, is that while the Commission had
originally intended the ratio of public to private investment in
industry to be somewhat higher in the Third Plan than in the Second,
the final Plan used the same target ratio of 60:40%Z (instead of the
intended 67:33%) as had been adopted in the Second Plan. (Frankel, 1978
p.181). This represented a slight retreat from the planners' aim of
‘achieving an ever higher proportion of industry under public control.

More radical policy changes, however, were to take place before the
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Third Plan had completed its term (1961-66).

3. Industrialization under the First Thrée Five Year Plans

By 1966 India had gone through nineteen years of Independence and
fifteen years of Central Govermment economic planning. These years had
also seen some of the most dramatic industrialigation the country had
and still has ever experienced. The following table, taken from
Chaudhuri's book on the Indian economy, gives some indication of the

scale of change:

Table "'1: Indexes of Industrial Production - 1951, 1955 and 1965
(Base 1960:100)

Industry Weight 1951 1955 1960 1965
Mining ‘ 9.72 66.6 74.6 100.0 131.7
Manufacturing 84.91 54.6 73.8 " 153.8
Food Processing 12.09 66.9 75.9 " 122.2
Textiles 27.06 79.7 94.1 ” 114.8
Chemicals 7.26 42.4 60.1 h 153.9
Petroleum 1.34 ' 11.0 56.1 " 158.7
Basic Metals 7.38 46.5 53.3 o 180.1
Machinery 3.38  22.2  35.5 . 316.0
Transport Equipment 7.77 19.6 99.2 o 206.3

Source: Chaudhuri, 1978, p.66; Reserve Bank of India, Report on

Currency & Finance

It highlights the particularly dramatic increases in production that
took place during the periods of the Second and Third Five Year Plans
in such basic and capital goods industries as Basic Metals, Transport
Equipment and especially Machinery. Consumer goods industries such as

Food Processing or Textiles, on the other hand, showed much smaller
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increases, a pattern which reflects the priorities of the wvarious
Plans. Basic and capital goods industries in fact showed annual growth
rates of 12 and 13%Z during the Second Plan period and 10 and 197%
respectively during the Third Plan period {(Shetty, 1978, p.9), while
the overall growth rate in industrial production rose from 5.7% per
annum under the First Plan, 7.2% under the Second Plan to 9.0% under
the Third Plan (Shetty, 1978, p.9) which represents very impressive

industrial development rates.

By way of comparison agricultural growth rates were much more modest
during these years. Between 1952 and 1965, total agricultural
production grew at a fairly steady linear rate of 3.42% per annum, made
up of a annual 2.75%7Z growth rate in non-foodgrain production and a
4.79% rate in foodgrain production. At the end of the period, in 1966,
agricultural production levels experienced a marked drop, largely as a
result of the long drought of 1965 to '67. To put these rates into
perspective it 1is worth noting that throughout this period the
population of India was growing by over 2% per annum. Agricultural
production growth was therefore only jﬁst managing to keep ahead

(Chaudhuri, 1978 pp.57-9).

Employment in the organised iﬂdustrial sector, that is in factories
covered by the 1948 Factories Act, rose by an average of just over 3%
per annum between 1950 and 1965. But this overall.average obscures a
faster rate of growth 1in later years, thus from 1950 to 1955 the
average annual employment growth rate was 1%, from 1956 to 1960 3.57%
and from 1961 to 1965 4.3% (Shetty, 1978 p.28). By 1966 there were some
4.5 million workers employed in organised manufacturing industry or 3.8
million in private industry and 0.7 million in public sector industry

(Shetty, 1978 p.29).

The proportion of public to private sector investment in industry is
difficult to gauge, as comparable data are not available, but some idea
of the growth and extent of the public sector can be had from the
following figures. In 1951 there were 5 Central Government undertakings

involving a total investment of Rs.290 million. By the end of the lst
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Plan this had risen to 21 units with Rs.810 million investment; by the
end of the Second Plan: 41 units and Rs.9,560 million and by the end of
the Third Plan there were 74 units involving Rs.24,150 million in

investment (Tata Services, 1980, p.80).

The final consideration in this brief review of the state of Indian
industrialisation at the end of the Third Five Year Plan must be an
indication of Indian industry's position vis & vis foreign capital and
the extent of the economy's dependence on foreign assistance. During
the entire fifteen years the value of imports was higher than that of
exports. The gap between the two widened appreciably between 1955 and
1957, that is at the comme nceme nt of the Second Plan industrialisation
programme which depended to a significant extent on foreign inputs. The
Government reacted to this rise in imports and the resulting balance of
payments crisis in 1957 with a regime of strict import controls.
However, even after these measures the value of imports continued to
fise, though not unddly relative to the level of exports. This
continued until 1964 when there was another more dramatic widening of

the balance of payments deficit (Chaudhuri, 1978 pp.71-2).

The . level of extermal assistance was much higher under the Second and
Third Plans than under the lst. During the Third Plan the level of
total net aid rose to just under Rs.30,000 million (30 billion) which
was nearly fifty percent higher than the level duriang the Second Plan
and ten times as:-high as under the First Plan (Total net aid over the
five years of each Plan) (Shetty, 1978, p.40). Finally as a small
indication of foreign capital involvement in 1India the level of
remittances abroad by foreign companies operating in India stood at
Rs.683 million (0.51% of GNP) in 1960-6l, five years later in 1965-66
this had risen to Rs.1,383 million (0.67% of GNP) and the year after it
increased substantially again to Rs.2,186 wmillion (0.92% of GNP)
(1966-67) (Tata Services, 1980 p.125 & Chaudhuri, 1978 p.51).

Thus by the end of the first three Five Year Plans India had made some
major steps forward in its economic development but at the time it was

faced with some -important problems, It had expanded. its industrial
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capacity and particularly its basic and capital goods industry capacity
quite substantially. Industrial  production  levels had risen
dramatically but they had not been matched by similar rises in
agricultural production and the 1965-67 drought showed that the economy
was still extremely vulnerable in this crucial area. It was evident
that agricultural production would have to increase if the economy and
industrial development were mnot to suffer. Elsewhere the rises in
industrial employment, while not dramatic, did look hopeful. The other
major problem area was the baléuce of payments situation and the high
level of external assistance. The imposition of strict import controls
had not narrowed the gap between exports and imports. Foreign companies
were rémoving remittances from the country at a rate equivalent to
about one fifth of the total nét aid coming in, and the level of these
remittances was growing -at an alarming rate towards the end of the
period. Finally the level of external assistance itself was extremely
high, to the extent that it financed a third of the actual outlay of
public funds in the Third Plan (Tata Services, 1980, p.185).

The rise in industrial production capacity had been impressive but its
price was a highly increased dependence on foreign capital, and
continued industrialisation seemed to be threatened by inadequate

growth in agriculture. -

4.VShif;s in Economic and Planning Policy (1964-1969)

Criticisms of the policy orientation of the Five Year Plans coutinued,
and indeed such events as the 1962 Indo-China War were used by the
‘Plans' opponents tp suggest the need for a reorientation of government
spending away from public sector industry. Nehru, however, on the whole
succeeded in defending the Plans even though in doing so he effectively
increased the level of criticism. Thus by refusing to rechannel public
funds earmarked for industrial development into defence spending he
created the need for higher levels of taxation in the 1963/4 budget
which infuriated the business community (Frankel, 1978, pp.215-219).
Nehru was being criticised on other matters as well and'his personal

political authority and power was beginning to suffer, but he died in
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May 1964 before he was forced to make any major concessions on planning
policy. His death left the control of the Congress Party and the
government in more conservative hands. With this new political
evironment and with the evident failure of the Second and Third Plaus
in certain areas, such as in raising agricultural production, the
Planning Commission was unable to perpetuate the planning tradition of

the Nehru years.

There followed a period of more liberal economic and planning policies
which reflected the political orientation of those in power but also
_resulted from the political instability and changes in government that
characterised the late 1960s. From 1964 to 1966 Lal Bahadur Shastri was
Prime Minister and then Mrs Gandhi succeeded him. Mrs Gandhi's
premieréhip did not immediately result in major policy changes,
however, as it was not until 1969 that she had enough political
standing of her own to implement more radical measures, such as the
bank nationalisatioﬁ, which marked the start of a renewal period of

stronger state intervention in the nation's economic affairs.

It is worth examining the political and economic policy changes that
took place in this period in some detail as it is during these years
that the foundation stones for ‘the industrial location policy of the
19708 were laid. The IDBI and the other industrial finance lending
institutions started disbursing funds from 1965 onwards. The Pande and
Wanchoo Working Groups Qere set up to make studies of backward areé
identification and incentive policies in 1968 and they both reported in
1969. Another crucial feature of this period is that it marked the
onset of a prolonged economic recession and much slower industrial
" growth rates. All these changes (the liberalisation of economic policy
including the decline of planning; the emergence of industrial location
policy and the fall im industrial growth rates) took place during the
same years. It is important, therefore, to try and establish what
connections exist between them. The single most useful source for such
an inquiry is Frankel's book on 'India's Political Economy 1947-77'

(1978) upon which much of the following discussion is based.
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When Nehru died in 1964 there was no obvious successor in the Congress
Party. Political manoeuvring within the Party resulted in the
appointment of Lal Bahadur Shastri as the new Prime Minister. Although
not one of the most senior party members, Shastri had been in the
Cabinet as home minister for a number of years in the early sixties.
Politically he belonged to the more conservative side of the Congress
and was generally critical of public sector industry and unsympathetic
to what he saw as the Planning Commission's hostile attitude towards
private business. Although he was not a particularly powerful
politician, nor his period in office that lomng, his ideas did have an
important impact on economic and planning policy. Indeed, Frankel sees

this period as crucial:

"During the brief twenty months of Shastri's tenure, a series of
undramatic initiatives in economic policy that went virtually unnoticed
at the time cumulatively altered the entire approach to India's
development strategy. Among the results of decisions taken during this
period were the eclipse of the Planning Commission as a policy making
body; a shift from controls to incentives as major instruments of
development planning; a reorientation of public investment from basic
industries to agriculture; a new agricultural strategy to concentrate
modern inputs in irrigated areas of the country; and an enlarged role
for private domestic and foreign investment in the development of the
industrial sector. In sum, in less than two years, the key pillars of
Nehru's strategy of self reliant growth and social transformation
through expansion of basic and heavy industries in the public sector,
and land reforms and cooperative reorganization in agriculture, were

virtually overturned." (Frankel, 1978, p.246-7)

 Shastri took a number of steps to downgrade the authority of the
Planning Commission and shift the focus of power on questions of
 economic policy to the ministries. In particular he distanced himself
from the Commission by separating its secretariat from that of the
prime minister's office and at meetings of the National Development
Council he invited the Chief Ministers to criticise the Commission's

‘proposals (Frankel, 1978, pp.251, 255-6). As a result the business
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cbmmﬁnity became able to disregard the Commission and built wup’
alternative access routes to the prime minister through his own
secretariat and the Congress party (Frankel, 1978, p.267). Shastri
himself created two new bodies which gave industrialists additional
access to the Commission and its work; the National Planning Council
which consisted of 17 non-official expert members from industry, trade
unions and farmers was intended to support the Commission in their
work, while the Business Advisory Council made up of a dozen
representatives from Indian and foreign business were expected to act

as 'a panel of consultants (Frankel, 1978, p.268).

In addition to the effect that Shastri was having on the Planning
Commission were the criticisms of the World Bank which hitherto had
been somewhat disregarded. The Bank disapproved of both the public
sector involvement in industry and the industrial, as opposed to
agricultural emphases of the Second and Third Plans. The 1965 report of
the Bank's Economic Mission to India recommended a package of reforms
which included a relaxation of licensing controls on industry, a
programme to liberalise imports and the devaluation of the Rupee to
improve India's poor balance of payments position. This report was on
the whole well received in the Ministry of Finance and the Prime
Minister's Secretariat (1978 pp.271-2). The Ministry of Food and
Agriculture was also keen on the Bank's proposals regarding a new
agricultural policy involving modern inputs and direct incentives to

farmers (Frankel, 1978 pp.274-5 & ff.).

Given the importance of external assistance to India by the end of the
Third Plan, the aid givers' views were telling and at the September
1967 meeting of the National Development Council Shastri directed the
Commission to formulate an Annual Plan for 1966-67, in advance of the
delayed Féurth Plan, in which they were to 'emphasize quick-yielding
schemes in agriculture and better utilization of industrial capacities

already created' (Frankel, 1978 p.285).

Shastri died suddenly in January 1966. The full implementation of the

World Bank's recommendations was thus left to the next govermment under
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Mrs Gandhi, who became the prime minister again as a result of
political manoeuvering within the Congress. The conservative elements
within the Party were doubtful about her left~leaning views but there
was little choice and they were persuaded by Kamaraj, one of their
leading members., (Frankel, 1978 pp.288-92). However, with no real power
base of her own Mrs Gandhi was not in a position to make major changes

to the policies already embarked upon by Shastri's government.

It was Mrs Gandhi who had to take the unpopular decision to devalue the
Rupee in June 1966 in the face of continuing reluctance of foreign
aid~givers, principally the United States, to continue their
assistance. The ensuing public criticism slightly strengthened the hand
of the Planning Commission which made one last attempt to return to
Nehru's planning philosophy with the Draft Outline of the Fourth Plan
published in August 1966. In this they reasserted the prime importance
of industrialisation and argued that previous plan failures had been a
result of poor implementation rather than poor policy (Frankel, 1978,
pp.298-301). |

The Draft Outline met with strong opposition particulérly’ from the
business community but also from the Chief Ministers of the States who
wanted a more devolved planning systeﬁ with a more equitable
distribution of resources between States. Mrs Gandhi attempted to
defend the Plan but in the end had to give way to pressure,
particuiarly as the Lok Sabha itself was extremely critical. In the
months leading up to the February 1967 General Elections leading
industrialists such as J.R.D. Tata and G.D. Birla mounted a concerted
attack on the Draft Outline and suggested that it would cause the
Congress to lose much of their support in the elections. Whether or not
that was prime reason the Congress and Mrs Gandhi did poorly and were
returned with a substantially reduced majority in the Lok Sabha. Their

position also deteriorated drastically at the State level.
The 1967 Elections result had a number of effects on Mrs Gandhi and the

policies she was able to promote. First it strengthened the position of

Chief Ministers relative to the Central Govermment. Second to improve
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the government's political stability Mrs Gandhi was forced to accept,
Morarji Desai, ome of the most senior conservative Congress MPs, into
her Cabinet as Finance Minister and Deputy Prime Minister. Thirdly, it
was the parties on the right which gained wmost from the Congress
losses: the Swatantra and the Jan Sangh. This was encouraging for the
business community, the Swatantra in particular having long advocated a
free enterprise approach to industrialisation with the government
restricting itself to infrastructure development. Finally, Mrs Gandhi,
unsure of herself in the face of widespread criticism and facing the
electorate for the first time, indicated she was going to reconstitute
the Planning Commission even before the election and afterwards was in

no position to oppose such a move (Frankel, 1978 pp.306-8, 351).

Morarji Desai thus emerged as the person with the main influence over
economic and planning policy and this was immediately appareunt in the
composition of the new Planning Commission appointed later that year.
The new deputy chairman was D.R. Gadgil, an economist who saw the body
as a purely advisory body of experts and who disapproved of the
_'unnatural prestige and importance' which had been attached to its
decisions in the past. Gadgil made a good many changes to the
Commission amongst which a new formula for a new system of direct
untied block grants and loans to each State effectively meant that the
States became free to formulate their own Plans, while the national
level of planning was essentially reduced to spending on central sector

projects. Thus, Frankel concludes:

"On the eve of the Fourth Plan, the Planning Commission's role was so
reduced in scope as to virtually satisfy the demands of the business
community, reiterated since the mid-1950s, that the proper sphere of
activity for the public sector was to promote social overheads and
incentives supportive of private investment. In most other aspects as
well, the economic programs endorsed by the planners carried the
impression of a reversion to policies predating the Second Plan in an

almost total obliteration of Nehru's approach." (Frankel, 1978 p.313)

The new Commission decided to completely rewrite the Draft of the
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Fourth Plan and in the interim prepared a third Annual Plan, thereby
delaying the start of the Fourth Plan period to 1969. The Annual Plan,
reflecting the new approach to planning, only provided funds to already
existing industrial projects, delicensed various industries and allowed
existing industrial units to produce up to 25% above their licensed

capacity without obtaining a new licence (Frankel, 1978, pp.310-315).

It was 1in the context of these changes and this new approach to
economic and planning policy that the Pande and Wanchoo Working Groups
were appointed in 1968 to look into proposals for backward area
development and finan¢ial incentives for industrial devélopment. While
it was a logical step for the Congress government of Mrs Gandhi and
Morarji Desai to appoint a Wbrking Group to look into the question of
financial 1incentives for industry, given the orientation of their
economic and planning policy, the reason for their concern with
backward area development seems less obvious. Backward area development
had of course been discussed in the earlier Five Year Plans and notably
the Third Plan (cf. Chapter 3) and it is possible that this policy was
retained because it was one element of the previous planning philosophy
that could easily be associated with financial incentives for industry.
Indeed, in a combined bolicy package, forcing industry to disperse to
backward areas could make the increased levels of financial assistance
from the state to private industry appear more acceptable to a wider
political audience. Intereséiﬁgly the first draft of the Fourth Plan
(1966) contains no reference to the need for a backward area policy
while the second draft (1969), prepared by the new Gadgil Commission
contains numerous references to it. It would thus seem that industrial
dispersal to backward areas was an idea favoured by Gadgil and not by
the previous Commission. It is however, strange that the earlier
Commission did devote a whole Chapter of their previous Plan, the
Third, to balanced regional development and then ommitted this subject
entirely in their next piece of work, the first draft of the Fourth

Plan.

The new Draft Fourth Plan when it appeared in 1969 pdt forward an

economic development strategy which explicity included as one of its
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major planks the use of incentives to private investment. The target
for private investment in industry and minerals was more than twice
that proposed in the Third Plan, while the actual total public sector
outlay of the Plan was only 60% higher. Indeed the level of public
sector outlay was lower than that proposed in the earlier Draft
Outline, the Jjustification provided being that it was necessary to
limit inflationary financing and the dependance on foreign aid

(Frankel, 1978 pp.326-9).

By 1969 there were, however, also a number of signs of an impending
crisis, both on an economic front where there was no indication of a
recovery from the stagnation that had set in in 1966 and on a political
front where there was increasing instability in the higher echelons of
the Congress Partyl. It was clear that the more liberal economic
policies of the Shastri years had not resulted in any upturn in
economic development and the emasculated licensing system which was
supposed to encourage the freer flow of wmarket investments into
industries where 1t was needed had failed to prevent the growth of
capacity in less essential sectors. Equally there were indications of
ingcreasing economic concentration with a disproportionate share of new
licensed capacity belonging to the larger business houses, such as
Tata, Birla and Shri Ram. At the same time the Gadgil Commission made
no recognition in the new Draft Fourth Plan that these problems were
associated with the new entrepreneurial approach to economic

development planning (Frankel, 1978 pp.323, 334 & 388).

The years from 1966 to 1969 were therefore marked by increasing
liberalisation of economic and planning policies but in the last months
of 1969 the tide turned. Beééuse of the nature of the power struggle
within the Congress and the fact that Mrs Gandhi's victory over the
party leadership had been based on the support of the younger more
radical Forum members, her rhetoric and the government's actions
towards the end of 1969 became distinctly more radical. How much this
new found radicalism was really part of Mrs Gandhi's personal political
convictions is less sure. While she was known to support many of her

father's ideas on economic policy it would also seem that she was less
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ideologically committed to socialism than Nehru. With the benefit of
hindsight it is evident that her most radical years in government were
not, to last long and to move away from them she was able to use the
newfound political base of widespread and enthusiastic personal popular
support which she first acquired in the Congress power struggle of late
1969.

5. Renewed Radicalism and Contradictions of the 1970s

By the end of 1969 Mrs Gandhi was in much stronger command of the
Congress Party and the Government than she had ever been before, but to
achieve this position she had had to align herself with the young
socialist members of the CFSA within the Party and to acquire their
supp&rt she had had to radicalise her political rhetoric and the
economic measures she was prepared to implement, Already she had
nationalised 14 of the major commercial banks in the country, achieved
the electioh of a left-wing oriented president and passed the

Monopolies and Restrictive Trade Practices Act (MRTP Act).

At the same time she was starting to build up her own political power
base in a broad popular movement of support for her leadership. But
this popula; support was to a very large extent a result of such
dramatic actions as the bank nationalisation which could be linked to
Mrs Gandhi peréonally, and to retain and build on this support her
actions would have to. continue to appeal to the masses. On both
accounts therefore, 'Mrs Gandhi was pushed into the continuing use of
populist appeals that promised radical social changes' (Frankel, 1978
p.435). But in doing this there was also the risk of raising popular

hopes beyond a point where she was able or willing to go.

Differences between Mrs Gandhi's new party leadership and the
socialists in the Forum appeared fairly soon after the Party split. One
of the main bones of contention was the issue of the role of private
enterprise. While the Forum advocated the nationalisation of many of
the larger business concerns in the country, the Govermment was

reluctant to go so far. Though its actions in this respect were
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certainly radical in comparison with the policies of the Shastri years,

they fell far short of the Forum's programme.

The Monopolies and Restrictive Trade Practices Act, 1969, required all
companies with total assets over Rs.20 crores (200 million) to register
with the Government and apply for permission for any proposed expansion
in their operation. legislation was passed to abolish the old managing
agency system, limit the number of managing directorships an individual
could hold at the same time to one and to restrict the level of
salaries that could be paid to company directors and managers. But the
most radical new policies were derived from the recommendations of the
1969 report of the Industrial Licensing Policy Enquiry Committee. In
February 1970 the Government announced a new licensing policy which
'entirely reversed the trend towards decontrol started in the mid-1960s
and endorsed by the Planning GCommission in the Draft Outline of the
Fourth Plan' (Frankel, 1978, p.437). All the exemptions to licensing
which had been made during those years were withdrawn and new
resttictions on the  activities of large  industrial  houses
(conglomerates), those in a dominant position with regard to particular
products and foreign companies and their subsidiaries were announced.
Finally the concept of 'joint sector' undertakings involving both
public and private equity capitél was accepted in principle and public
financial institutions were directed to 'insert conversion clauses into
loan agreements, allowing them to exercise an option of converting
loans and debentures either wholly or partly into equity within a
specified period of time' (Frankel, 1978 p.438). The new administration
set up to handle all these applications and impose these restrictions
was formidable, particularly as most of the licences had to be
scrutinised and approved by several different ministries, including in
particulafly important cases the Cabinet itself. 'A procedure that in
the last analysis required the larger business houses to get personal
approval of the prime minister and her closest advisers for new
ventures' (Frankel, 1978 p.438 & 436-438).

Inevitably such me asures mek with considerable criticism,

Understandably the business community were opposed, seeing in them the




first steps of a government takeover. But equally so were radicals in
the Congress critical, as the measures fell far short of the
nationalisations they would like to have seen. Indeed the nearest the
government got to nationalisation was in its decision to make it
possible to convert public loans to private companies into equity.
Moreover, by endorsing the principle of the 'joint sector' for large
scale heavy investment projects the goverument seemed to be saying that
only the larger business houses had enough capital to invest in major

projects (Frankel, 1978 pp.438-9).

As Frankel herself says there is little evidence to indicate just how
radical an interpretation to read into the intentions of the Congress
Party leadership behind these changes (1978, pp.434 & 439). She
concludes that despite their radical rhetoric and the legislation to
control the private sector they never had any serious intention to
substantially  curtail its activities (cf. also Shetty 1978, pp.4l &
70-1). In support of this view she cites not only the way the changes
introduced fell far short of the more radical demands of the Forum
members but also points to the policies of the final version of the
Fourth Plan., Published in July 1970 the Plan proposed a public sector
outlay which, though above the level indicated in the second 1969 draft
of the Plan, was still below the original level suggested in the first
draft prepared by the old Planning Commission. The estimate for the
level of private investment in organiged industry and mining remained
twice that in the Third Plan, even though it had been slightly reduced
from the 1969 draft level. 'The revised figures, in fact, did little
more than accomplish the public relations goal of demonstrating an
apparent gain in the public sector's share of new industrial investment

now accounting for about sixty percent...' (1978, p.439).

Thus although the legislative measures and other changes instituted in
1969/70 represented a renewed high degree of control over private
sector industry'they did not herald the start of a second period of
industrialisation based primarily on public sector projects. The
emphasis still remained on private capital pulling the nation out of

the industrial slump that had set in since the mid-60s. The
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contribution of the state was to be that of providing extensive
financial 1incentives to encourage growth in private investment and
equally to control and regulate this growth through the elaborate new
licensing system. The licensing system itself was a direct product of
Mrs Gandhi's political power base which had to be shown that radical
measures were being taken to encourage economic development with

increased equity.

It is against this background of economic policy measures that the
backward area industrial location policy was first introduced (cf.
Chapter 3). The -industrial location policy conforms well to the overall
pattern of these wider economic policy measures. It brought in a
package of incentives to encourage private industrial investment and at
the same time it imposed conditions which were redistributive in intent
and appearance. It specified that to benefit from the incentives
industrialists would have to go to the more underdeveloped parts of the
country, a stipulation which could be presented as direct evidence of
the government's intention to encourage greater social equity and to
bring the benefits of development to the rural poor. The degree to
which the policy was politically motivated rather than seriously
expected to achieve these aims can already be partially judged from the

conclusion reached in the previous chapter.

The 1971 General Election further strengthened Mrs Gandhi's position
within the Congress. The Party was returned with a clear two thirds
majority of the seats in the Lok Sabha. Their success was in very large
measure due to her efforts and the strenuous personal campaign
programme she undertook, sbeaking to literally hundreds of crowds all
over India. Her message was simple and had a direct popﬁlist appeal,

evident in the main slogan she used: 'garibi hatao' or remove poverty.

Immediately after the election the entire Planning Commission including
D.R. Gadgil, resigned because of Mrs Gandhi's reversal of the liberal
economic policies they had earlier imstituted. Mrs Gandhi reconstituted
the Commissioﬁ under the deputy chairmanship of C. Subramanian, who as

her Minister for Agriculture in 1966 had instituted the new
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entrepreneurial approach to agriculture development. The next two plan
documents this Commission produced, the 1972 'Towards Self-Reliance
Approach to the Fifth TFive Year Plan' and the 1973 'Draft Fifth Five
Year Plan', were in some ways very similar to the earlier plans of the
Nehru years. This was all the more evident in the latter of the two
documents which was prepared under the deputy chairmanship of D.P. Dhar
who replaced C. Subramanian in August 1972. (Datt & Sundharam, 1979
p.504). The documents contained proposals for widespread social
transformation (including again: land reform) reminiscent of the Second
and Third Plans. But their basic approach was more oriented towards a
minimum needs programme stressing in particular increased production of
mass cousumer goods and widespread employment creation (GoI, Draft
Fifth Five Year Plan, 1973, p.7). This was carried through into the
industrial policy with several references to the need to prométe
industrial development in rural and backward areas (Gol, Draft Fifth
Plan, 1973 pp.20, 21, 134, 282).

Dhar's belief in the need for high levels of public investment in heavy
industry showed through in an increase of the share of the public funds
outlay going to industry and mining. In the Draft Plan this rose to
26%, considerably higher than the 18% of the Fourth Plan and in fact
higher than it had ever been before (Datt & Sundharam 1979, p.185 &
179; Gol, Economic Survey 1979-80, 1980 p.106). The Draft however,
suggested no major changes with respect to the role of the private and
public sectors in industry. It stated that the public sector would
continue to make a major contribution to essential consumer industries
and the private sector was invited to invest in core industries and
export oriented industries. Foreign collaboration had to be of benefit
to the country and not involve the import of technology already in
India. Concessional finance would continue to be available in backward

areas (GoI, Draft Fifth Plan 1973, pp.134-5).

Although the Draft Fifth Plan did represent some return to the planning
ideas of the 1950s and early 19608,'it did not reestablish the public
sector in its earlier role of the prime mover of industrial development

and it did not get rid of the entrepreneurial incentives to private




industry approach of the intervening years. Moreover, as Frankel
stresses (1978, p.506), although the documents did recommend major
social transformations there was no indication that the governoment
would be in any better position to carry them out than before. Finally
it was evident that the Fifth Plan was going to run into major problems

with funding and resource mobilisation (Frankel, 1978 pp.504-8).

The next major piece of economic legislation that Mrs Gandhi introduced
was the Foreign Exchange Regulation Act, 1973 (FERA). This restricted
the proportion of equity in any company operating in India that could
be owned by foreign interests. While it certainly did result in some
reduction of foreign capital involvement in Indian industry, other
foreign companies chose to dilute their equity participation by selling
off shares to small shareholders thereby only nominally decreasing
their control on the firms operations (Chaudhuri 8., 1979). The most
imﬁortant effect for Indian capital, however, was to improve their
relative position to that of outside capital and possibly increase
their chances of entering into collaboration agreements for foreign

technology.

1973 also marks the start of a more reconciliatory note in Mrs Gandhi's
attitude and - policy towards Big business. Her Industrial Policy
Statement of that year introduced a major departure from the 1956
Industrial Policy Resolution (Siddharthan, 1979) as it followed the
lead given by the Draft Fifth Plan, deemphasized the public sector's
primary role in core sector industries and openly invited large
industrial concern (with assets of not less than Rs.200 million?) to
participate in the development of a whole list of basic industries.
This 1included, metallurgy, heavy machinery, electrical equipment,
machine tools, agricultural machinery, chemicals, drugs, and cement.
Equally it announced the liberalisation of the licensing policy which
was widelx wélcomed by the business community (Datt & Sundharam, 1979,
p.136). '

Equally by this time, the end of Fourth Plan period (1969-74), it was

becoming increasingly evident that the govermnment's ability to




implement a planned development programme and particularly to achieve
its dual aims of growth and greater distribution of wealth was
declining, Growth rates in both industry and agriculture were still
well below the rates achieved during the Second and Third Plans and it
was clear that very little real distribution of wealth was occuqﬁng.

Indeed, Frankel goes as far as to conclude:

"... the clear outlines of an enclave pattern was emerging that
threatened to harden 1into a permanent separation between a small
high-productivity sector, both in industry and agriculture, and a vast
agricultural hinterland in which the majority of the work force
struggled with primitive techniques to meet their subsistence

requirements." (1978, p.510)

At the same time there was an increase in the level of social protest.
In industry, 1974 saw a record number of strikes and lockouts with over
40 million mandays lost during the year (Tata Services, 1980 p.133) as
workers protested at the fall in the real level of their wages due to
inflation (Frankel, 1978 p.510). Widespread discontent was also
becoming wmore evident in rural areas where several years of poor
harvests had reduced food availability (Shetty, 1978 pp.ll & 27).
Moreover, agricultural development policies, though successful in some
areas, did not result in any pronounced improvement in food production
and by and large had failed to improve the lot of smaller farmers and

" agricultural labourers.

The ‘credibility of Mrs Gandhi's govermment was also declining with the
failure of her economic policies and increasing evidence of corruption.
The combination of these factors coupled with the growing dissent in
organised politics finally led Mrs Gandhi to react with the declaration

of Emergency on 25th June, 1975.

On the whole the two years of Emergency represented a fairly good time
for Indian industrial capital. There was a dramatic drop in the number
of strikes, though significantly not of lockouts, to levels about one

tenth of those in 1974 (Tata Services, 1980 p.133). Equally production
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levels in industry and particularly in certain public sector industries
rose dramatically so that the industrial production growth rate for
1975-76 topped 8%. However, the improvements were not evident
everywhere and most consumer goods industries, and eSpecialiy textiles

remained stagnant (Frankel, 1978 pp.556-7).

On the economic policy side a further round of liberalisation in the
licensing regulations was introduced in October 1975 and one month
later the procedure for getting unauthorised excess production capacity
regularised was eased. The number of licences issued increased rapidly:
" already in 1974 after the first liberalisation 1,099 licences were
issued as against 597 the previous year, and in 1975 this was repeated

with 1,027 issued (Datt & Sundharam, 1979, p.137).

The Emergency was, however, relatively short and in 1977 the Janata
coalition succeeded in displacing Mrs Gandhi in a resounding election
victory. In December of the same year the Janata Government announced
its New Industrial Policy. Its most important feature is the emphasis
it placed on the development of small scale industry. In what it
claimed to. be a return to the Gandhian philosophy (Singh, 1978) of
industrial development it downgraded the importance to be given to

large scale industry, stating:

"The government will not favour large scale industry merely for
demonstration of sophisticated skills or as monuments of irrelevent
foreign technology. The role of large scale industry will be related to
the programme for meeting the basic minimum needs of the population
through wider dispersal of small scale and village industries and
strengthening of the agricultural sector." (quoted in Datt & Sundharam,
1979, p.139)

Large scale industry was to be restricted to certain fairly .specific
sectors where small scale production was impossible or unrealistic; the
groch of large business houses was to be reversed; licensing,
particularly for expansions in capacity, was to be severely restricted

and, public financial assistance for industry was to be channelled
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primarily into small scale projects. The public sector was to produce
important and strategic goods, maintain essential supplies and to try
and promote as much as possible the decentralisation of production by
encouraging subcontracting to a wide range of ancillary units and by
making its expertise and technoiogy available to small scale and

cottage industry.

Instead a whole series of measures were taken to encourage small scale
and even 'tiny' sectory industry. Most importantly the list of
industrial production sectors reserved for swall scale wunits was
greatly increased. During Mrs Gandhi's goveroment it had included 180
items but under Janata it was increased to at first. 500 and then in
1978 to over 800 items. On top of this moreover, a series of special
incentives for SSIs were instituted and special government small scale
industry promotion agencies offering a wide range of financial,
technical, material and marketing assistance were established (Datt &

Sundharam, 1979 pp.137-40).

The restrictions on large scale industry certainly had some effect as
is evident in the dramatic fall in the number of industrial licences
issued3 . From the peak of over 1,000 licences issued in 1974 and 1975
the number fell to 662 in 1976,.518 in 1977 and as low as 348 in 1978
(Tata Services, 1980 p.118).

The other restrictive measure of the December 1977 New Industrial
Policy is the final element of the industrial location policy. This was
the ban on large scale industrial development or expansion in hajor
urban areas. To a large extent the ban was the idea of George Fernandes
the Janata Minister for Industry. It formed part of his economic
philosphy which saw decentralisation of industry ‘as a means of
improving the living conditions of workers in industrial cities. But as
well as the improvements to the congestion and growing pollution in
urban areas, that it could bé expected to encourage, the ban was a
means to ensure that a higher proportion of investment, both public and
private, was spent in rural areas on creating jobs, infrastructure,

services and other developmental improvements. (Personal interview
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with erstwhile personal assistant to George Fernandes). Indeed, it

seems that Fernandes was personally more interested in a New Towns
policy, but this was too expensive for the government and had to be

replaced with a simple decentralisation policy.

The ban imposed in 1977 was slightly liberalised in 1978 to allow for
certain types of expansion on existing industrial premises in urban
areas, but it still remained a fairly strict and easily applied policy
measure. The main exemption to it was, of course, Ffor small scale
industries which would have anyway been much more difficult to impose
but also fitted in with the Janata's government's overall policy to

favour small scale rather than large scale industry.

The Janata Government anti-large scale industry stance and the renewed
inefficiency that crept back into many public. sector undertakings
during its period in office meant that it was on the whole not popular
with the Indian business community. Its industrial policy was also seen
as unrealistic and idealist. Thus Mrs Gandhi's return to power in
January 1980 was by and large greeted with enthusiasm by the
industrialists who felt that she could be expected to provide a
decisive, strong government better disposed towards large scale
industry (personal interviews with industrialists in 1980; Paranjape,
1980 & News Items, EPW 12 & 26 Jan 1980). '

In sum the 1970s saw more major fluctuations in the relationship
between the Indian state and industrial capital. The key figure
throughout the decade is of c¢ourse Mrs Gandhi. Her rise to the
preeminent position'in the Congress govermment in 1969 with the backing
of the wore radical elements in the Party and a certain amount of
personal popular support set the scene for the economic policy of the
first part of the decade. A number of potentially strict measures were
intrbducea including the MRTP Act, 1969 and the complex licensing
procedures of 1970, But in the following years these measures were
.gradually liberalised, either formally or simply through the degree of
‘strictness with which they were applied. Thoughout, however, they gave

the continued appearance of strong govermment control over private




enterprise which was essential to maintaining Mrs Gandhi's political
image as a champion of the poor. But by 1974-75 the situation was
getting out of hand. The economy was still stagnant, both industrial
and agricultural growth rates had failed to pick up and inflation was
eroding the standard of living of industrial workers, agricultural
labourers and the poor. As a result social protest and political
criticism increased and in June 1975 Mrs Gandhi felt obliged to declare

the Emergency.

The Emergency brought limited benefits to industrialists in the form of
greater efficiency in public sector industry and therefore more
reliable supplies of certain key materials to the private sector.
Equally a sharp decline in industrial disputes improved production. The
situation was reversed in 1977 with the end of the Emergency and the
Acoming to power of the Janata Government. The latter with its
pronounced ‘anti-large scale industry attitude was mnot so popular
amongst the nation's big industrial capitalists. Moreover, a renewed
incidence of inefficiency in public sector undertakings made life more
difficult for private industrialists. Thus the return of Mrs Gandhi in
1980 was welcomed in the expectance that she would be better disposed
towards big industrialists and would restore some sense of purpose and

direction into the nation's economic development.

Despite these fluctuations in the political arena and the changes in
economic policy they induced, there are some wmore consistent limes
which run righf through the decade. Chief amongst these is the fact
that the main emphasis in industrial policy was no longer on the public
sector as it had been during the Second and Third Plans. Rather the
approach became entrepreneurial. Industrial development was to be the
product of private initiatives encouraged by public incentives, both
financial and material. In to \this the industrial dispersal policy
fitted well. It provided a framework for the disbursement of incentives
to industrialists and by stating that dispersal was a condition for the
incentives it presented the incentives programme in a light that made
it possible for the govermment to retain its populist appeal so

essential to Mrs Gandhi's political survival.
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6. Economic Growth since the Mid-Sixties

Earlier 1in this Chapter (pp.103-106) the growth of India's economy
under the first three Five Year Plans was discussed. It was noted that

while growth throughout the period had been dramatic, by the end of it

a number of major problems had come to light. Chief amongst these was

the way low agricultural production growth was holding back growth in

other sectors and the poor balance of payments situation.

This second period is characterised by more disturbing features. In
particular while overall growth rates had been steady and fairly high
up to about 1965, after that year they fell dramatically and have
remained a good deal lower ever since. The few years thch have seen a
fairly high growth rate have Dbeen those when there occurred
particularly good crops (Shetty, 1978 p.7; Chaudhuri, 1978 p.50~1).
The decline in growth rates then has been most noticeable in industry.
While industrial output had grown under the first three Plans, reaching
an average of 97 growth per annum under the Third Plan (cf. above p.8),
between 1966 and 1976 it dwindled to an average of 4.1% per annum and
this is including a high point of 10.6% per annum in 1976 (Shetty, 1978
p.8). As Shetty demonstrates the decline in rates of growth of output
was accompanied by low levels of investment, heavily underutilised
production capacity and meagre employment growth (cf. also Frankel,
1978 p.510). Equally there were a number of shifts in the
characteristics of output. Thus while capital goods industries had done
well under the Second and Third Plans, since then they have performed
much more poorly. Instead there has been a2 marked rise in the output of
consumer durables (Chaudhuri, 1978 p.68-9; Shetty, 1978 p.l14). 1In
addition production of mass consumption goods, something which had been
deferred under the Second andA Third Plans but which was seen as
important during this latter period with the Fourth Plan, failed to
register any major increase (Shetty, 1978 p.l4). A final disturbing
feature in industry has been the tendency towards investment in more

capital intensive production methods since 1965 (Shetty, 1978 p.65).

Agricultural production growth has dome slightly better than industry.
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Growth in outﬁut has continued at a relatively slow, but at least
steady rate of around 2% per annum (1964 to 1972) (Chaudhuri, 1978
p.58). The effect of the introduction of Green Revolution techniques
has helped but the results have been patchy and there has been no
significant reduction in regional inequalities in production
(Chaudhuri, 1978 p.65). Thus the problem of increasing levels of
agricultural output still remains an important one for the Indian

economy .

The balance of payments situation has on the other hand improved.
Exports have done much better since the devaluation of the rupee in
1966 and equally there has been a dramatic decline in imports since
then (Chaudhuri, 1978 pp.71"4>. However, Chaudhuri concludes it is
unlikely that the devaluation was the major vreason for this
improvement, instead he ascribes it to the overall 1low level of
economic activity during the period and also to the continuous net
decline in foreign aid. Equally there has been a significant degree of
import substitution in India's industrialisation during the period.
Since 1973, on the other hand, the rise of oil prices has placed a new
burden on the balance of payments so the problem has not been
completely eliminated and hence the continued government emphasis on
producing goods for export (Chaudhuri, 1978 p.74). Indeed this policy
emphasis has had some effect and the composition of exports has
considerably changed. While the proportion of traditional exports such
as tea and jute have steadily declined, manufactured goods have taken
their place, with steel products, engineering goods and minerals
particularly prominent, The composition of imports has been more stable
with very little consumer goods apart from food grains and high
proportiéns of intermediate and capital goods, representing the
naﬁion's continued dependence of foreign technology in more advanced

fields (Chaudhuri, 1978 p.74-5).

The much slower growth in industrial employment is perhaps one of the

most disappointing features of the period. Shetty sees this as part of
a whole picture of widening inter class disparities, declining

percapita availability of consumer goods and chronic inflation since
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1966 (Shetty, 1978 pp.26, 34, 36 & 39), indicating how the ecomnomic
recession and the failure of industrial growth have translated into

reality for the Indian population.

Finally Shetty studies in some detail the pattern that investment in
the private industrial sector has taken. His conclusions are worth

quoting at some length:

"First, a preponderant part of private industrial investment in recent
years has been. financed by loans from public sector financial
institutions. The contributions from share capital and intermal savings
of the companies have been meagre. The promoter's contributions to the
project costs have been allowed as a policy, to be kept at unusually
low levels. Secondly, the colossal amounts of loans granted by the
term-financing institutions have been palpably disproportionate to the
meagre impact seen in industrial investment and output growth in real
terms and particularly in employment. Thirdly, the easy availability of
investible funds at relatively cheap cost, accompanied by the low
personal stake of the promoters, seems to have induced higher capital
intensity, siphoning off of funds, and general lack of cost
conciousness. Lastly, this phenomenon of capital wastage and diversion
accompanied by distdrtions in thé patterns of investment and production
has been encouraged by an atmosphere of laxity in ‘governmental

discipline and regulations for the private sector." (1978 p.67)

The Janata Government failed to make any impression on these problems
and while, since the return of Mrs Gandhi the confidence of
industrialists. seems to have been restored (Lalbhai, 1982) and,
industrial growth rates do appear to be increasing once more, there is
however little indicati&n that the structural problems identified by

Shetty and other economists will be corrected.
7. Conclusions

The main point that this chapter has made  apparent 1is that the

relationship between the Indian state and industrial capital is a

127




complex and fluctuating one. The state has been heavily involved in the
nation's industrialisation since the mid 1950s, both directly through
public sector industry and indirectly through planning, the licensing
system and the incentives it provides to private sector industry. Thus

the relationship has also been an -intimate one.

Certainly it is impossible to portray this relationship in simple black
and white terms. Thé Indian state has never been simply pro or anti
industry. Its actions have combined measures that  industrial
capitalists have welcomed with many that they have resoundingly
criticised. Indeed it has also often favoured some industrialists at
the expense of others and frequently what have appeared to be its most
restrictive policies have been toned down by not being applied as
strictly as they might. This complexity makes it extremely difficult to
decide just how much one particular state measure such as the
industrial dispersal policy of the 1970s should be seen as a measure

restrictive of industry.

It is also hard to associate the genesis of the industfial dispersal
policy with any particular government or ideological position among the
national leadership. This is because it appeared at one of the points
of Indian post Independence hisﬁory when political alignments amongst
the leadership were changing constantly. This in turn was causing major
changes in economic planning and policy formulation. Just as there was
no smooth transition on the political side, the precise ramifications
and overall direction of the economic policy changes are difficult to

unravel even now with the benefit of ten years hindsight.

As was described in the previous chapter the subject of industrial
dispersal was first discussed seriously in the Third Five Year Plan. At
this poinﬁrhowever, no meqtion was made of incentives to encourage
. dispersal, but the problem of uneven development was recognised and it
was recommended that wherever péssible both public and private industry
should try and locate in backward areas. This Plan was of course
prepared at the height of the Nehru planning era but while, the

Planning Commission considered the issue at some length, they did not
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propose any serious measures to implement the dispersal they proposed.
Interestingly the first draft of the Fourth Plan (1966) which was

prepared by the same Commission ignores the subject completely.

Whether this change was a result of the ideas of the new government
after Nehru's death in 1964 is unclear, but certainly other economic
policies changed, becoming much more liberal in their attitude towards
private 1industrial capital throughout the two years of Shastri's
government., The liberalisation trend started by Shastri was carried on
by Mrs Gandhi. Initially her personal political position was not strong
and economic and planning policy was primarily influenced by the views
of Morarji Desai the finance minister and deputy prime minister. It was
during these years that the Planning Commission was reshuffled and D.R.
Gadgil brought in‘as its chairman, thereby removing the last vestige of
Nehru's approach to planning from the higher echelons of government.
The two crucial Working Groups under Pande and Wanchoo which laid the
groundwork for the industrial dispersal policy were also commissioned
at this time and it is therefore reasonable to assume that, initially
at least, they were strongly affected by the economic planning views of
Gadgif and Desai. Indeed this would conform with the fact that the
Gadgil Planning Commission's redraft of the Fourth Plan {(1969) was the
first official document to outlime the entfepreneqrial approach of
industfial growth and dispersal encouraged by financial incentives from
the public purse, that the industrial dispersal policy was to adopt.
This second draft of the Fourth Plan was pubiished a few months before
tﬁe Pande and Wanchoo reports appeared and further elaborated this same

approach.

However, at this point the course of events was interrupted by the
split in the Congress Party which put Mrs Gandhi and Morarji Desai in
opposing camps. Mrs Gandhi remained in Goverument and consolidated her
position with the important electoral wvictory of 1971. Shortly
afterwards the Gadgil Commission resigned. The two intervening years
(1969-71) are however, extremely important as this is the time when
some ‘of Mrs Gandhi's most radical economic policy measures were

enforced in the face of much criticism from the business community.
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Amongst them the industrial dispersal policy was also put into force
and throughout the period Gadgil, though increasingly critical of Mrs

Gandhi's actions, remained deputy chairman of the Planning Commissiocn.

As a result of this compléx history of events the industrial policy
emerged as a combination of a whole string of different influences. The
original idea and the principle of dispersal as a means to fight
underdevelopment was derived from Nehru's Planning Commission. This was
blended with a method of implementation based on the entrepreneurial
approach to economic ﬁolicy‘formulated by the more conservative and pro
private enterprise elements of Congress represented by Shastri, Morarji
Desai and Gadgil. Finally on tép of this it received a radical image as
a policy involving strict state control of industrial capital through
direct association with the other radical measures Mrs Gandhi was
pushing through at the time it was implemented. A few years later in
December 1977 the industrial dispersal policy package received its
final element, the ban on industrial development in major cities. This
measure, which in many ways is the strictest element of the package,
seems to have been a direct result of the Janata Government's fairly
clear anti-large scale iﬁdustry stance and its Gandhian view that large
scale industry should serve village development combined with a concern
for 1living conditions of the poor and of workers in congested

industrial, cities.

Before ending this chapter we must also consider its other concern and
that is the problems faced by industrialists which might encourage them
to choose new dispersed locations for their new factories. Again this
is a vast and complex subject and this chapter had been able to do mno
more than touch on the main problems of Indian industry in the various
stages of its post Independence development. Unfortunately also, while
there exist a good number of economic analyses of these problems there
is very little material on how the industrialists themselves viewed

their problems. throughout 1970s, the period we are most interested in.

The first major point that emerged from the prece_ding study is that

for the entire period from 1966 to the start of the 1980s, industrial
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growth in India has been limited, with very restricted levels of
industrial investment. Moreover, what investment has occurred has
tended to favour capital intemnsive technology and has been increasingly
in the sectors of consumer durables and production for export.
Production of mass consumption goods has been neglected, however.
Because of low production rates and poorly regulated investment there

also emerged considerable unused capacity in many industrial sectors.

These trends imply first that there can only have been a strictly
limited amount of new industrial plant which could be located in
backward areas during the period. Secondly, the tendency towards the

use of more capital intensive technology suggests a certain degree of

deskilling and the possible desire on the part of industrialists to

employ unskilled or even new labour which they could train themselves
to the required levels. Thirdly, the fact that there was an increasing
tendency to produce consumer duragbles and articles for export, both
goods for which the Indian market is restricted and highly competitive,
suggests that productivity and keeping production costs down would be
an important consideration for industrialists throughout the periocd.
Both these latter points suggest that industrialists would be coming
into confrontation with the industrial trade union wmovement, and
certainly there was a good deal of industrial unrest in India during
the 1970s though this was also related to inflation and falling real

wage levels.

A study of the 1970s issues of Indian economic and business journals
such as Commerce and the Economic and Political Weekly which report
statements made by prominent industrialists and chambers of commerce
and industry éuggests that there are five problem areas about which
industrialists complained more frequently than others. Three of these
involve the govermment directly: uncertainty about the government's
intentions for private enterprise (particularly strong after a number
of nationalisations in the early 1970s), delays in obtaining licences
and other permits (particularly after the establishment of the
Monopolies Commission in 1969 and the’ strengthening of industrial

licensing in 1970) and shortages of materials from the public sector,




particularly steel and electricity but also railway wagons. The fourth
major problem was labour unrest manifesting itself in increasing
numbers of strikes and lockouts, There 1is little doubt that
industrialist see this as one of the most important problems they face,
as is evident from one of the FICCI's statements shortly after Mrs
Gandhi's return to power in January 1980: "labour indiscipline has been
the root cause of economic malaise.”" (quoted in EPW 16.1.80) The final
problem referred to at various points was the lack of credit or finance
which is more difficult to understand given the increasing levels of
financial assistance to industry provided by the public lending

institutions.

Out of all these problems faced by industrialists the only one that can -
have any direct impact on industrial location decisions is labour
unrest as India's trade  unions are not surprisingly heavily
concentrated in the major urban industrial centres. But it 1is also
important to note that industrialists ascribed a lot of their problems
to state actions and that they were also heavily dependent on finance
from the state at a time when otherwise finance was felt to be
restricted. These intimate links with the state meant that it was
crucial for industrialists to keep on the good side of the various
gerrnment departments they had to deal with. In sum it would seem that
there were both practical ecomnomic reasons related to productivity and
profits, and a certain degree of political expediency or diplomacy
which prompted industrialists to fall in with the industrial dispersal

policy of the Indian state.

Similarly, on the side of the state while there was a certain political
mileage to be gained from pushing a policy which appeared to increase
state regulation of private enterprise. Moreover, this poliéy also made
it possible for the state to finance private eunterprise on an important
scale without appearing to be giving something for nothing or seeming
to favour unduly one already fairly privileged group in Indian society.
To a large extent then the interests of the Indian state and Indian
industrial capital could both be accommodated in a policy of industrial

dispersal to backward areas.
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Just how important the various factors outlined above were in
encouraging industrialists to locate new factories in backward areas
will mnow be studied in more detail in the context of a single Indian

State and one of the nation's more industrialised States: Tamil Nadu,
Footnotes:

1 The power struggle in the Congress was essentially a feud between the
older conservative group of senior Congressmen who had put Mrs Gandhi
in power and a group of younger socialist radicals in the Congress
Forum for Socialist Action (CFSA). As it became apparent that the
conservative group wanted to replace Mrs Gandhi as the party leader,
she in turn was offered support by the Forum which she gradually
accepted and came to depend on. Ultimately the conflict led to a
split in the Party in November 1969. Mrs Gandhi and her followers
from the Forum were labelled the Congress (R) (Requisition) while the
more conservative members, among them Morarji Desai, were referred to

as the Congress (0) (Organisation).

As Mrs Gandhi depended for her support during this conflict on the
members of the socialist Forum her statements and actions became
noticeably more radical during.the latter half of 1969 leading up to
the split. A good indication of her thinking on economic issues is
offered by an Economic Note she presented to a Congress Parliamentary
Party Meeting in Bangalore in July 1969. This Note included proposals
to appoint a monopolies commission; to ban the entry of big business
into consumer goods industries; to restrict foreign capital
investment to sectors in which technology was not available in the
country; to build up a professional management cadre for public
sector industries; to nationalige banks; and crucially, to reorient
the credit ©policies of financial institutions to favour new
entrepreneurs in less developed regions of the country. While Mrs
Gandhi's Note conflicted with many of the ideas of the conservative
- Party leaders and drew on another Note that members of the Forum had
drawn up, it nevertheless was based on the least radical proposals of

the latter. Mrs Gandhi's Note was accepted at the Bangalore meeting
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‘but then the conservative wing of the Congress managed to put forward
their candidate as the Party candidate for the forthcoming
presidential election, displacing the person Mrs Gandhi favoured. Mrs
Gandhi responded quickly, sacked Morarji Desai as Finance Minister
(he then resigned as Deputy Prime Minister) and before the end of
July announced the nationalisation of 14 commercial banks by
presidential ordinance. Nor was that all. With the help of her
supporters she removed party whips from the presidential election and
managed by a narrow margin to get another candidate of more left wing
sympathies elected: V.V.Giri. Both the bank nationalisation and the
election of V.V. Giri were seen by the public to be largely Mrs
Gandhi's  personal doing ,and they  sparked off widespread
demonstrations of public support which for the first time gave Mrs
Gandhi an evident popular political base of her own. (Frankel, 1978
pp.417-429)

This was in effect the same group of firms as were covered by the

MRTP Act, thereby somewhat negating the point of the Act.

It is, however, widely accepted by both industrialists and govermment
officials that many large firms got round these restrictions by
setting up or sponsoring small scale firms to produce the items they
would previously have applied for a licence to produce themselves

(based on personal interviews).
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TAMIL NADU AS AN INDUSTRIAL REGION

Tamil Nadu is the third most industrialised State in India, ranking
after Maharashtra and West Bengal in terms of industrial employment and
value added, coming third equal with Gujarat in terms of gross output
and fifth in terms of invested capital (after Bihar as well as 3 other
States just mentioned) (cf. Tata Sexrvices 1980, p.72). The roots of
this third place in Indian industry go right back to the beginnings of
modern industry in the subcontinent. Both Bombay and Calcutta had a
head start of 20 to 25 years over Madras where the first cotton mills

only opened in 1875 (Saunders 1975, p.5).

Cotton spinning and weaving have remained Tamil Nadu's most important
industry, though in the years since Independence a wide selection of
other industries have developed, giving the State a diversified
industrial economy known as much as for its engineering and chemicals
as for its cotton. The State's industrial products make an important
contribution to national production levels. To quote an official State

goveroment publication:

"The place of Tamil Nadu in the industrial map of India can be judged
from the fact that today it accounts for 31.2%Z of hides and
skins - chrome tanned; 28.1% of the power driven pumps; 23.1% of flour
milling and grinding products; 21.1%Z of caustic soda; 20.9%Z of
bicycles; 18.8% of asbestos cement products; 16.7% of cement; 16.6% of
yarn; 16.0%Z of superphosphate; 14.3% of power transformers and 13.1% of
tea manufactured in India."

(GoTN, Tamil Nadu an Economic Appraisal 1971, p.22)

‘This list indicates the variety of the State's industry and while there
is no need to give a detailed account of all its different sectors
hete, a few notes on some of the more important ones are necessary to
.put the later discussion on industrial location into an economic

context.
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1.’Major Industries of Tamil Nadu

To start again with cotton, this textile industry is now mostly located
in the cotton growing country of western Tamil Nadu around Coimbatore
and stretching southwards to Madurai and Ramanathapuram. This 1is
particularly true since the recent closure (1980) of the last big old
mills in Madras, the Buckingham & Carnatic Mills. Of the 1,000 odd
cotton textile factories in the State, over half are in the taluks
around Coimbatore and eastwards from there to Tiruchengode and Salem
(cf. Maps 17-8, Mackie, 1981). The mills vary considerably in size, the
largest employing up to two or three thousand workers. As an industry,
one of the problems it is facing, and the one to which the B. & C.
Mills fell prey, is the lack of modernisdtion of outdated machinery in
the older mills. Modern and fully automated looms are readily available
however, and indeed are manufactured in Coimbatore itself. These are
being installed in most newer mills. While handloom cotton weaving is
also important in the State in the cottage or household industry
sector, competition between the modern and traditional sectors is not
too intense as each have their own fairly distinct market for their
produce. There is however, an inadequate supply of raw cotton to meet
the demana from the installed capacity in mills. Thus a number of
producers are switching to use a proportion of non-cotton fibre such as
viscose and polyester. The Indian Govermment is encouraging them to do
so with duty-free import of viscose and better credit facilities to
meet higher costs., (GoIN, Economic Appraisal 1978, p.37-8) As a result
of this trend uew machinery being installed in mills is wusually

designed to cope with both cotton and non-cotton fibres.

The other major agro-based industry in the State is sugar refining.
There are about 20 large sugar mills in the State, of which about half
are privately owned. The other half are cooperatives, with a few public
sector mills holding the balance. Although the industry already existed
in the State before Independence it only expanded rapidly since the
1950s with a few annual setbacks from bad droughts or particularly
severe cyclones. The Tamil Nadu Government encourages the growth of the

cooperative sector and several new mills have been opened recently or




are expected to open shortly. Most mills are located in villages and
small towns 1in the middle of their sugarcane production area.
Regionally they are dispersed throughout central, unorthern and eastern

Tamil Nadu. (GoTN, Policy Note on Industrial Development, 1978)

Tamil Nadu and particularly the northern part of the State, Madras and
North Arcot to the west of it, is probably the most important tanning
centre of the whole of India. Traditionally tanning was carried out as
a cottage industry and the tanned or semi-tanned hides were exported to
London in bulk from where they were distributed to leather goods
manufacturers throughout Europe. Since Independence the industry has,
however, gone through some méjor changes. First of all production has
expénded so much that skins and hides now have to be brought from all
‘over India for finishing and tanning, local supplies having become
inadequate. The scale of production has also led to larger units being
organised and more modern me thods being used., Finally the nature of the
export trade, which has remained important, is currently changing with
more finished or partially finished leather goods being exported and
fewer hides. Curiously while this is an importanmt industry in the
State, it is omne that receives scant attention in government reports on
industrial development. This méy be partly due to the fact that the
industry is virtually entirely controlled, originally for religious
reasons, by the small and closely knit Moslem community in northern
Taﬁil Nadu. The fact that the industry is still expanding would seem to
indicate, however, that the community is reasonably self-sufficient

with enough economic muscle of its own to finance expansion.

The chemical industry in the State includes the production of a variety
of inorganic indusfrial chemicals and petrochemicals as well as having
branches in phérmaceuticals and fertiiisers. Again this is an industry
with pre-Independence roots (im North and South Arcot) which has
expanded .a lot in the 1960s aqﬁ latterly, in the 1970s, with a number
of joint sector plants. The industry is mostly concentrated around
Madras with the Central Government Madras Refineries (petrochemicals)
and Madras Fertilisers dominating the sector in the city. The other

major coucentration is in the Tuticorin-Tirunelveli area in the south,
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where recent joint sector petrochemical and fertiliser projects have
been located near local sources of raw materials (salts). Smaller
chemical and pharmaceutical units are located throughout the State in
or near the more important towns. (TIDGO Annual Report 1979; Maps 21-4,
Mackie, 1981), Two other important Central Government factories in the
sector are located in the Nilgiris hills: Hindustan Photo Films and a
cordite factory. These are major employers in this otherwise
underindustrialised area. Finally the traditional matchmaking industry
in the Sattur-Sriviliputtur taluks in the south is a major employer;
within Sattur alone, some 200 units employing up to 40,000 workers
/ﬂéegistered on the Inspector of Factories List (Mackie, 1981). Many of q@l
these units, however,\only operate seasonally, without power and with

little. machinery.

Cement production, which used to be largely a North Indian industry, is
now carried on in the State in half a dozen private plants and in two
major Public Sector plants at Alangulam, Ramanathapuram Dt. and
Ariyalur, Tiruchirapalli District. Both these plants were only built in
the 1970s and the latter one is not yet in operation. The location of
‘cement plants is lérgely related to deposits of raw materials in
different parts of southern and central Tamil Nadu. Cement is a basic
material which is still very much in short supply in India and even
though both Madras and Tuticorin ports handle imports of cement,
supplies of cement 1in the State are inadequate (GoTN, Economic

Appraisal 1978; TANCEM Annual Report, 1978).

Tamil Nadu is also well known for its metal based engineering
industries. These consist primarily  of transport equipment
manufacturing and industrial machinery manufacturing with related
ancillary industries and in particular a well developéd foundry
industry. The first engineering firms appeared in Madras before the
First World War (Saunders, 1975, p.6) while the autoindustry started in
the inter War years (Dupuis, 1960, p.250). With large firms such as
Ashok Leyland produéing commercial vehicles, the Enfield India Co.
producing motq@ycles and numerous smaller firms p;oducing related 7/

ancillaries, the autoindustry is now one of the most important in the
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city. The Public sector Integral Coach Factory set up on the outskirts
of Madras in the wmid-1950s and.the Tube Investments bicycle factory
also make the city an important centre in other transport equipment
industries. With a few important exceptions the transport equipment
industry has dispersed very little from Madras to other parts of the
State, though motor repair workshops exist in all major cities and most
towns. The exceptions consist primarily of major railway workshops in
Arkonam due West of Madras and in Tiruchirapalli further south. In the
1970s Enfield 1India also started a new plant for motorcycle
manufacturing in Tirupattur taluk in Ramanathapuram. Finally again in
"the 1970s a joint sector shipbuilding yard was started at Mandapam in
Ramanathapuram taluk (Mackie,” 1981 Maps 25-8) (TIDCO Annual Report
1979).

While transport equipment manufacturing has remained very concentrated
in and around Madras, general engineering industries have dispersed
more widely as well as retaining their base in the State capital. Of
particular importance is Coimbatore which has become one of the
foremost foundry and industrial machinery manufacturing centres in
India. The 1initial impetus was provided by the 1location of cotton

textile mills in the city in the late 19th Century. These required
’ repair and maintenance work which gradually developed into a fully
fledged cotton textile machinery manufacturing industry. Parallel to
the textile machinery manufacturing, the production of agricultural
pumpsets became extremely important in the city, and when the demand
for these began to decline in the 1970s the industry broadened its
scope to cater for all kinds of foundry work. There are now a wide
range of foundries in the city that attract orders from all over India
and even abroad (The Economists Group, 1980, p.l16). Apart from
Coimbatore and a number of small engineering firms scattered around the
major towns, Madras still retains some of the more major structural
engineering firms of the State such as Best & Crompton, Shardlows or
TVS. TVS also maintains major workshop facilities in a number of other

cities such as Coimbatore, Madurai or Tiruchirapalli.

Electrical engineering is another established industry in the State.




Again while largely concentrated in Madras it is also important in
Coimbatore, where the manufacture of electric motors originated as part
of the pumpset manufacturing industry. Finally Tiruchirapalli is a
centre of major importance due to the location there of the public
sector Bharat Heavy Electricals (BHEL).heavy boiler plant. The BHEL
plant which employs about 11,000 workers itself has also encouraged the
development of up to 60 smallér ancillary firms around it. Though the
electrical engineering industry may be fairly well developed in the
State, there has been very little movement into electronics. The one
major exception to this is the public sector Hindustan Teleprinters
plant in Madras and a smattering of small firms producing individual
electronic components. This 1is in sharp contrast to the neighbouring
State of Karnataka, where Bangalore, traditionally a centre for
defense~related and strategic industries such as aeronautics and
teleccmm%ﬁcations, is fast becoming the most important electronics
centre in India. Many of the small electronic components units that are
beginning to appear in Tamil Nadu are orienting their products towards

the Bangalore market.

Tamil Nadu has very little basic industry or mining. Mention should be
made, however, of the government Neyveli Lignite Corporation which is
one of the State's most important thermal power stations based on a
lignite mine. Neyveli is in South Arcot District 50 kilometres South
west of Pondicherry. The Mettur Aluminium plant at the Mettur Dam North
west of Salem is also important as it is one of the few aluminium
plants in India. Finally the new govermment Salem Steel Plant should
shortly be providing the only local source of cold rolled stainless
steel sheets and strips. Apart from these sources all mineral and

metallic raw materials have to be imported from other parts of India.

2. Materials. for Industry

Inadequate supplies of electric power are possibly one of the biggest
obstacles to faster industrial growth in Tamil Nadu. The State has halt
a dozen major hydroelectric power stations (GoTN, Economic Appraisal

1978 p.50) as well as a number of smaller ones, and hydroelectricity
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accounts for about two thirds of the power generated in the State. In
addition there are thermal power stations at Neyveli (cf. above),
Ennore near Madras and Tuticorin in the south. The Neyveli Power
Station, however, 1is a Central Govermment project and the State
Electricity Board has to buy the power it uses from the station. As
well as this the Board imports electricity from Kerala to meet the
shortfall of generation in relation to consumption, and for the last
few years consumption has exceeded generation by about 25% (since

1976-7; cf. Table from pp.52-4, GoTIN Economic Appraisal 1978).

Industry uses nearly 50% of the electricity consumed in the State and
with severe power cuts being imposed on industry for various periods
since 1976, latent demand, though virtually impossible to estimate
precisely, must be a good deal higher still. It is hoped that the
expansion of the Neyveli lignite mine and the commissioning of the
Kalpakkam Nuclear Power Station in the next few years will enable the

Board to meet this excess demand.

Tamil Nadu is not pérticularly rich in mineral raw materials for
industry. It has to import most of its requirements in basic metals as
well as coal and petroleum for fuel, There are, however, a few
exceptions and on the whole these are taken full advantage of: most of
them forming the basis for industrial production in the State as well

as the initial extraction industry.

The Neyveli lignite mine and power station, the Mettur aluminium plant
next to bauxite reserves, the graphite deposits in the Sattur match
production area, the various cement factories near limestone deposits
and the alkali chemical industry next to salt pans in Southern Tamil
Nadu are all examples of industrial growth based directly on mineral
deposits in the State. By and large these industries are some of the
newer and relatively less important industries in the State, but they
do illustrate the increasing emphasis being placed on the availability
of local materials guiding industrial expansion and the location of new
factories. To a large extent this is a definite and cow@ious policy,

evident from the fact that many of these industries are implemented or




at least actively encouraged by government industrial promotion

agencies.

3. Employment in Industry

Employment data in India are always somewhat imprecise and selective
but data on employment in organised industry are better than most. The
State Directorate for Employment and Training figures for 1978 list
442,400 people as employed in manufacturing industry in fhe State,
351,500 in the private sector and 90,900 in the public sector. The
Inspecfor of Factories List for the lst of January 1979, however,
suggests the level is about” 788,000 (Mackie, 1981). Two factors
probably account for most of the difference, besides of course the fact
that the Inspector of Factories List is not a precise account of the
number of employed but an indication of the maximum number of people
employed in each factory throughout the year. First the Inspector's
List also includes workers in Electricity, Gas and Water Supply, which
in the Directorate's List would set the comparable figure at 524,300.
The rest of the difference must be largely due to the fact that the
Inspectors List includes all factories with 10 or more workers (20 or
more without power) while the Directorate of Employment only covers

those with 25 or more (GoTN Economic Appraisal 1978 p.56).

Given that the Inspector's List therefore covers a larger proportion of
smaller units the figure of 788,000 can be taken as a more helpful
indication of the level of industrial employment in the State, despite
the fact that it 1is not collected for this purpose and may slightly
exaggerate employment levels in each factory. With a total population
of approximately 50 million in 1979, Tamil Nadu State therefore had
about 1.5% of its population employed in organised industry which is
somewhat higher than the national average of 1%. As with the All-India
case industrial employment in Tamil Nadu grew throughout the 1970s at
an average rate of 2%, or slightly more slowly than the overall

population was growing (GoTN, Economic Appraisal 1978).
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4. Small Scale Industry

The biggest problem facing analysts of small scale industry is data.
There is no one source of existing data that is comprehensive in its
coverage, The Annual Survey of Industries (ASI) covers only registered
factories that employ 50 or more workers with the aid of power and 100
without power. The Directorate of Employment starts its register with
firms of 25 or more workers, while the Inspector of Factories List
starts from factories with 10 or more which makes it, given the
limitations just discussed 1in the previous section, the most
comprehensive of the three. In addition the Directorate of Industries &
Commerce, a department of the étate Government, maintains a register of
small scale units but, unlike the other three sources just mentioned,
registration on this is not compulsory unless the firm is requesting
some form of govermment assistance. Thus even this source is far from
comprehensive and would tend to have an overrepresentation of firms
which are either just starting up or are running into trouble, and

fewer well established and financially sound units.

Kurien & James (1979) in their discussion of small scale industry in
Tamil Nadu in the 1960s (pp.122-126) point out that while the ASI for
1960 1lists 225,000 workers employed in large scale industry on its
register ‘for Tamil Nadu, the 1961 Census included 848,000 persons
employed in 'manufacturing industry' in the State. As they suggest the
difference between the two figures gives some indication of the
importance. of the small scale industrial sector, both unorganised and
organised (registered). Above all it indicates that anything up to
three quarters of the industrial labour force in Tamil Nadu is employed
in small scale industrial units. However, considerable doubt is thrown
on this estimate by the figures from the Inspector of Factories List
for 1979, unfortunately nearly twenty years later but no earlier year
was available (Mackie 1981); nevertheless the change is so dramatic as
to be of relevance. The Factories List for 1979 indicates 788,000
people as employed in industry in the State; of this i?0,000 are 1in
factories of between 10 and 50 workers with power and 20 and 100

without, and therefore below the limit of the ASI. This means that in
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1979, 618,000 workers would have been covered by the ASI, a nearly
three—-fold increase in 19 years but quite possible since in 1970 the
AST figure was 483,000 (Kurien & James, 1979 p.l08). What is more
surprising is that of the 623,000 (848,000 minus 225,000) workers in
manufacturing industry in 1960-1 which fell below the ASI limit only a
very few can-have been employed in units of between 10 and 50 workers
{or 20 and 100 without power) as by 1979 this section only employed
170,000 workers, and from all other indications it would seem that
small scale industry grew fairly steadily in the intervening years
(Kurien & James, 1979 p.124-5). In the absence of the ASI figures for
1979 and until the 1981 Census data become available, it is impossible
to check these figures more effectively, but as they stand they would
seem to indicate that a very high proportion of people listed as
employed in 'manufacturing industry' in the Census are employed in

small scale units with less than 10 workers.

In effect this latter conclusion is entirely possible as the national
Census of Small Scale Units taken in 1972 indicated that Tamil Nadu had
the largest number of émall scale units of all States in the Union,
16,000 units employing 215,200 workers, figures which themselves are
already a good deal higher than the Inspector of Factories figures of
5,500 units (below 50 workers) employing 170,000 workers in 1979.
Allowing for increases in the intervening seven years there are
obviously still many units falling below the remit of the Inspector of

Factories.

One final data problem that Kurien & James themselves raise is that
there is a change in the definitions used for ‘'worker' between the 1961
and 1971 Censi (1979, pp.123 & 65). The effect of this they argue, 1is
to exclude a higher proportion of workers in unorganised industry from
the 1971 Census than from the 1961 Census. Subject to these various
definitional problems they do propose some tentative suggestions about

trends in the small scale sector during the 1960s; to these it 1is

possible to add a few equally tentative suggestions about trends during

the 1970s.




First, Kurien & James (1979, p.123) point to a striking decline in the
absolute size of the small scale sector in Madras during the 1960s,
with employment plummeting from 90,000 to 19,000, They suggest
therefore that there has been a major shift from employment in the
small scale sector to the 1érge scale sector during the decade.
Interestingly, the comparable figure from the Inspector of Factories
List for 1979 (i.e. firms with 10-50 workers and power, and 20-100
without) is 23,000 which suggests a 21% increase in employment in the
small scale sector during the 1970s in Madras City. At 2.1% per annum,
this growth rate compares Ffavourably with the overall industrial

employment growth rate for the State of 2% quoted above (cf. p.143).

Secondly, Kurien & James (1979, p.124) suggest the reverse happened
during the 1960s in Coimbatore District with employment in the sector
increasing from 72,000 to 143,000 while the large scale sector
registered a decline. Here the comparability of their figures with the
Inspector of Factories List data seems to break down entirely, the
comparable figure for 1979 given by the List being 25,000 workers. The
only apparent explanation for such a ﬁajor difference would seem to be
‘that Coimbatore Dt. has a very high proportion of factories outside the
Factories Act (i.e. not included in the Inspector's List). Certainly it
has been established elsewhere (The Economists Group, 1980, p.22) that
there is a high incidence of units deliberately employing less than 10
people in the foundry industry in Coimbatore. The sample survey of this
"particular study set the proportion as high as 53% (ibid, p.22) of
units, and there are at least 350 foundry units in Coimbatore (ibid,
p-5). It also indicated that there were teams of specialist foundry
workers moving on contract from one unit to another to handle specific
tasks that required more labour. According to the definition of
'factory' in the 1948 Factories Act (Mackie 1981 p.11) such behaviour
should include these wunits in the Inspector's List, but since they
operate like this precisely in order to avoid inclusion in the List
they must apparently be succeeding. However, even if we accept that
- there may be' as many as 175 to 200 foundry units in Coimbatore which
have escaped inclusion in the List, they can only be employing under

2,000 workers between them plus some more in the mobile specialist
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teams. In no way can these few thousand explain the 118,000 difference
between the figures we have for 1970 and 1979. The only other way this
might be explained is if employment in cotton mills in the District,
which is very high (about 119,000 in 1979 according to the Imnspector's
List) but which is mostly concentrated in large units of one thousand
or more workers, 1s somehow listed differently in the ASI and the
Census upon which Kuriem and James base their figures. No other
industry in the District employs enough people to make up the

difference.

The Inspector of Fgctories List in fact suggests that Madras has more
factories with few workers, while Coimbatore has more large scale
employers (Méckie, 1981, p.8) though nearly all of these are cotton
textile mills. Otherwise the List suggests that the Coimbatore to Salem
industrial belt in Tamilnadu is made up mostly of small scale employers
and that the same is true in the Tirunelveli-Tuticorin area and arocund
Madurai, while Tiruchy has a more even distribution of large and small

scale employers.

The major point to emerge from this section on-small scale industry is
the confusion that exists about its nature and size. It is obvious that
small scale employers are important in the State economy as at the
highest gstimate they employ up to three quarters, of the industrial
workforce. It is also apparent that small scale units exist not only in
rural areas but make up a large proportion of the urban industry in the
.State. Finally it would appear that in employment terms the sector is
providing new jobs at a very similar rate to the average rate for all

industry.

5. The Spatial Distribution of Industry in Tamil Nadu

According to Kurien & James (1979, p.112) the most striking feature of
industrialisation in Tamil Nadu during the 1960s 'is the way in which
the spatial concentration of industry increased dramatically during the
decade, thereby leaving much of the State totally unaffected., Madras

was the focus for most of this industrialisation:




"Hence, it can be stated that the city of Madras and two of its
neighbouring taluks together came to have by the beginning of the
seventies close to two thirds of the productive capital employed in
large scale industry in the State, over half of the value added, a
little less than half of the workers and almost a third of the number
of factories"™ (ibid, p.112).

Again without any directly comparable data it is impossible to draw any
strict conclusion about possible spatial changes during the 1970s.
However, the. Inspector of Factories' List for 1979 does give a more
recent and detailed picture of the distribution of factories in the
State and indeed seems to indicate that there may have been some

changes in the spatial trends since the sixties.

Table 1: Concentration of Industry in and around Madras

Number of Factories With 50 or more workers With 10 or more
1960 1970 1979 1979

Madras City 165 247 222 998
Saidape& ) 30 - 2130 ( 210 795
Sriperumbudur ) ( 14 38
Total Madras region 165 477 446 1,831

idem as % of State 20.8 29.6 16.3 22.1
Total for State 793 1,612 2,728 8,286

Number of Workers

Madras City 38,758 160,116 72,261 94,671
Saidapet ) 10,000 60,000 ( 62,838 80,268
Sriperumbudur) (12,726 13,436
"Total Madras region 48,758 220,116 147,825 188, 375
idem as % of State 21.7 45.6 23.9 23.9

Total for State 225,000 483,000 618,022 788,127

Sources: Kurien & Jamés, 1979, pp.108-110 (columns 1 & 2); Mackie, 1981
pp.12-14 (columns 3 & &)

148




Table 1 documents the concentration of factories and workers in Madras
that Kurien & James refer to in the above quotation. Evidently they are
correct to point to the increasing spatial concentration of industry in
the city during the 1960s, however, on the basis of the Inspector of
Factories data this concentration appears to have been reversed during
the 1970s. As the Table shows the concentration of large factories in
ard around Madras dropped from 29.6%Z of the State total to 16.3% by
1979, though the drop is not so remarkable if the smaller factories on
the Inspectors List are included as well {(Column 4: 22.1%). This drop
is in relative terms only, the absolute number of factories remains
similar, indicating that industrial growth during the 1970s occurred
mostly outside Madras. The probortion of workers in large factories in
the City has also nearly halved from 45.6% to 247 by 1979. These latter
figures for the number of workers will of course be affected by the
aéparent difference in coverage between the ASI and the Inspector's
List referred to earlier (cf. p.l46) in connection with Coimbatore, as
a high proportion of the big employers on the list are located in
Coimbatore. Even so, the absolute number of workers in large factories
in' Madras has also dropped suggesting that large factories are
employing fewer workers, possibly as a result of rationalisation or

increased mechanisation.

However, even allowing for a fairly wide margin of error to take
account of the differences in data bases used for 1970 and 1979, it
would seem possible to conclude that there has been some
deconcentration of industry in the State away from Madras during the
1970s and thus a reversal of the trend noted by Kurien & James in the
1960s. In passing it 1is also worth noting from Table 1 and the
differences between colummns 3 and 4 in the Téble, the way the presence
of smaller firms (employing less than 50 workers) pushes up the level
of industrial concentration in the city. This indicates, as already
referred to above (cf. p.l145) , how small industry is more heavily

concentrated in the city than large scale industry.

There are two principal advantages in using the Inspector of Factories

List as a source of data on the spatial distribution of industry in




Tamil Nadu. The first, which has already been alluded to several times,
is the fact that it includes a larger proportion of small scale firms
than most other sources. Sécondly, however, it also lists a precise
location for each factory and the data can therefore be conveniently
used at taluk level instead of district level thereby giving a more
accurate picture of the actual spatial distribution of industry.
Referring to taluk maps of Tamil Nadu (Mackie, 1981) prepared on this
basis it is immediately apparent that despite the deconcentration trend
discussed above, Madras and Saidapet taluk around it still have much
the heaviest concentration of ‘factories in the State (Map 3, Mackie
1981). Coimbatore also stands out but it is a good deal further behind.
Looking at the lower end of the scale where most of the taluks are
found (Maps 3 & 4, Mackie 1981) several pockets of more industrialised
taluks emerge. The Madras pocket 1is very localised indeed, whereas in
the western parts of the State two fairly large pockets emerge: first
the Coimbatore -~ Salem belt in which about a dozen taluks can be
included; secondly a triangle based on Sattur - Tirunelveli - Tuticorin
in the south which contains half a dozen taluks. These three pockets
include most of the taluks in the upper deciles of the distribution of
taluks by number of factories, the remaining taluks in these deciles
all being connected with majotr towns: Madurai, Tiruchy, Thanjavur,

Dindigul and Vellore.

Breaking up the data into three groups by factory employment levels (10
to 49 workers; 50 to 249; and 250 and over) (Maps 7 to 12, Mackie 1981)
a few more details about these industrial pockets can be deduced.
Looking at Madras first it is evident that most of the large employers
are as one might expect on the outskirts of thé City in Saidapet taluk.
In the Coimbatore - Salem belt,the larger employers are, the more they
tend to be located near or in Coimbatore itself whereas the smaller
- employers are more evenly distributed throughout the belt. In the
southern industrial triangle, Sattur taluk stands out as being the only
one with large employers (match making industry). Of the individual
industrial urban centres only Tiruchy and to a lesser extent Madurai
stand out as having many moderate sized employers and neither have

really large employers, the one exception being BHEL (Bharat Heavy
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Electricals Ltd) in Tiruchy which employs 11,000 workers.

On the whole then the overall factory distribution map of Tamil Nadu is
fairly similar to the map based purely on the distribution of small
scale employers with the addition of peaks in a few taluks with a
significant number of large employers. This is not too surprising as
out of the 8,286 factories included in the 1979 List, 5,269 employ less
than 50 workers, and. a further 289 employ between 10 and 100 workers
but without power (i.e. they therefore are also excluded from the ASI
data coverage). Of course the picture changes slightly when the
distribution of factory workers is considered (Maps 5 & 6, Mackie
1981). However, it is still possible to pick out the three main pockets
of . industry referred to above, although now within these pockets the
taluks comprising urban centres stand out more clearly. Understandably
enough the map of the distribution of factory workers in the State
looks much more similar to a map showing the distribution of urban
population. This is not to say that there is little or no industry in
rural areas of the State, as Map 4 indicates most rural taluks do have
a few factories, indeed only three taluks have no factories listed at
all (Mackie, .1981, pp.12-14), 10% have up to three factories, 10%
between 3 and 8, 107 between 8 and 13, 10%Z between 18 and 24 and
another 107 between 24 and 38 factories, while most of the taluks in
the higher deciles include sizeable urban settlements. (Map 4, Mackie
1981).

6. Tamil Nadu Govermment Industrial Policy

6.1 General Policy

As the Tamil Nadu Govermment 1978 'Policy Note on Industrial
Development' states in its introductory comments: "The Industrial
Policy of the State Govermment is by and large in agreement with that
of the Govermment of India", (p.1) and it also suggests that the
increased emphasis placed on small scale industry in the 1977
Industrial Policy ﬁesoiution of the Union Government is in part at

least, due to recommendations made by the Govermment of Tamil Nadu. The
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essential point to note, however, is that the State Goveroments have
little scope to deviate from the industrial policy formulated by the
Union Government, though, as here with small scale industries,
individual State Governments may wish to increase their emphasis on
certain elements of the overall policy. Thus the Tamil Nadu Government
puts a good deal of effort into encouraging small scale industry with
finance, advice, technical assistance, marketing, facilities and
feasibility studies to identify mnew sectors or opportunities which
small scale units might tackle. It also pursues this type of industrial
promotion work with regard to medium and large scale industry, though
at this level it provides more financial backing and infrastructural
facilities and less expertise and advice. In effect then the promotion
of absolute industrial growth, including wvirtually any kind of
industrial growth that will occur, is the essence of the Tamil Nadu
Govermment's industrial policy. There is no attempt to encourage
industrial growth 1in particular sectors rather than others and no
attempf to assess whether particular types of industrial growth might
be more useful for the State's development than others. Efforts are
made to encourage the further growth of specific industries already in
. the State (e.g. the efforts made to encourage the growth or the cotton
or the sugar industries) and new industries to take advantage of local
deposits of mineral raw materials have been encouraged, but in both
cases the rationmale has been one of encouraging maximum industrial
growth rather than the development of particular sectors which the

State was lacking. As the 1978 'Policy Note' puts it succinctly:
"The major task of the Govermment in the Industries sector is
promotion, development, provision of finance and development of

infrastructure.” (p.2)

6.2 Industrial Promotion

The State Government's industrial promotion activities are largely
carried out by promotion agencies organised as public limited
corporations. The four principﬂ "ones are the Tamil Nadu Industrial

Investment. Corporation (TIIC), providing finance for small and medium
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scale projects; the State Industries Promotion Corporation of Tamil
Nadu Ltd. (SIPCOT) which provides all types of assistance to medium and
large scale industry; the Tamil Nadu Small Industries Development
Corporation Ltd, (SIDCO) which assists small scale industry and the
Tamil Nadu Industrial Development Corporation Ltd. (TIDCO) which
manages State level public sector projects and joint sector projects

with private capital (GoTN, Industrial Policy Note 1978 & IIC 1979a).

The Tamil Nadu Industrial Investment Corporation has the distinction of
being the oldest State level industrial finance institution in India,
having been set up soon after Independence in 1949 (GoTN, Industrial
Policy Note 1978, pp.57-61). It is a purely financial institution and
as such is integrated into the national system of public industrial
development banks and lending institutions headed by the IDBI and
discussed in the previous Chapter. It provides a range of loans and
guarantees similar to those provided by the other institutions in the
system on very similar terms. The maximum amount available on loan is
Rs.3 million for companies with limited liability, and Rs.l.5 million
for others. Guarantees for up to Rs.3 million and underwriting of stock
up to Rs.2 million are also available within an overall limit of Rs.6
million per case. The period of repayment of loans is 10 years with a 2
year moratorium. The TIIC also has various special schemes for
assisting small scale industry, technocrats wishing to start their own
firms, foreign currency loans and loans for the purchase of electricity
generators, which usually involve lower interest rates and longer

repaymént periods.

The State Industries Promotion Corporation of Tamil Nadu is the second
industrial finance institution in the State approved by the IDBI and
therefore able to offer the full range of financial services provided
by the national industrial finance system. SIPCOT deals with medium and
large scale industries and does not provide finance or other assistance
to small scale units. Thus although its role overlaps somewhat with
that. of the TIIC it is not the same. Moreover, -in addition to financial
assistance, SIPCOT provides a range of infrastructural facilities and

advice services. As well as industrial promotion work SIPCOT has a

153




specific remit to encourage industrial dispersal to underdeveloped

parts of the State (GoTN, Industrial Policy Note 1978, p.51).

The key element of SIPCOT's package of financial incentives 1is the
Central Govermment Investment Subsidy of 15% on fixed capital assets
which it administers. On top of this Central incentive SIPCOT offers a
State Government interest free Sales Tax Loan available to both
existing and new industries in backward areas (For existing units:
equal to Sales Tax paid over last 3 years, repayable after 12 years in
3 annual instalments; for new units: gqualrto Sales Tax paid each year
for first 6 yedrs of operation, repayable after 18 years in 3 annual
instalments). Of less significance are concessional water and power
tariffs which are available to new industries in backward areas. In
addition to all these incentives SIPCOT, being affiliated to the IDBI,
can arrange the full range of concessional finance and loans already

discussed in detaill above.

Although SIPCOT offers these incentives to firms starting new factories
in‘any part of the designated backward areas in Tamil Nadu, it has also
started two specific growth centres at Ranipet in North Arcot District
near Vellore and at Hosur in ‘the north western part of Dharmapuri
District. At these two centres it has bought land, laid out equipped
plots with road access, electricity, water and in some cases sewerage.
It is at these two places, where it is able to provide infrastructural
facilities as well as financial incentives, that SIPCOT is having the

most success at encouraging industrial growth.

The third industrial promotion agency in Tamil Nadu, SIDCO, is at its
name suggests entirely devoted to the promotion of small scale
industry. As such it offers to its clients the widest range of services
of all the industrial promotion agencies in the State. For financial
assistance it cooperates with the TIIC, but it also administers the 15%
Central TInvestment Subsidy and the State interest free Sales Tax Loan
to SSIs. On the infrastructural side it is in cﬁarge of 33 industrial
estates scattered throughout Tamil Nadu, 1in ‘which there are

approximately 800 purpose built sheds which it rents out to small scale
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firms. SIDCO was only set up in 1974, but some of these industrial
estates have been going much longer, the oldest at Guindy near Madras
having been started in 1957. While initially the SIDCO sheds were
mostly rented out to entrepreneurs, the agency now prefers to allocate

them on a hire-purchase agreement.

SIDCO also helps small scale firms with the bulk buying and
distribution of certain key raw materials, special loans for the
purchase of machinery, technical consultancy and feasibility studies
and marketing and export assistance. Finally it budgets a certain
proportion of its funds (1% in 1980-81 budget) specifically for
'nursing sick units'. Overall then it provides a range of services
which attempts to cater for most of the problems small scale firms may
encounter (SIDCO Annual Report 1979 & GoTN Industrial Policy Note 1978
pp.25-29).

The fourth major industrial promotion agency in Tamil Nadu is TIDCO,
the Tamil Nadu Industrial Development Corporation which deals purely
wiﬁh industries that the govermment have a financial interest 1inm,
either public sector firms or joint sector firms, though it does not
deal with small scale industriés. It was originally set up in 1965 to
implement State level public sector projects: the Alangulam cement
project (Tamil Nadu Cements Corporation Ltd: TANCEM) and a continuous
steel casting piant at Arakonam, North Arcot Dt. (Tamil Nadu Steels).
~ Since then, the Tamil Nadu Govermment, in a fairly major policy change,
has decided to stob promoting public sector industry virtually entirely
and has instead introduced the‘concept of joint sector industry. The
joint sector concept is based on the principle that the State
Govermment, in the form of its agency TIDCO, would provide 26% of the
equity capital for any given project, another 25% would come from one
or several private industrialists and the remaining 49% would be raised
in shares sold to the general public. TIDCO thus retains control of the
firm and appoints the Chairman of the Board of Directors. As a result
of this new policy TIDCO has set up only one other public sector plant,
the Ariyalur cement works (also part of TANGCEM), and has instead

concentrated on starting some 20 joint sector plants (cf. Figure 1). By
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1979, 13 of these were already in production and a further 11 were in
various stage of implementation (TIDCO Annual Report 1979) (cf. also
GoTN Policy Note, 1978 pp.43-9). As noted earlier in this Chapter
(p.138) the government has done a lot to encourage the growth of the
chemical industry in the State and 13 of these joint sector plants are
producing chemicals and related products (e.g. drugs and batteries).
All the TIDCO firms are of some 1importance as the Corporation's
guidelines stipulate that it should only involve itself 1in projects

with a capital outlay above Rs,10 million.

6.3 Backward Areas in Tamil Nadu

Two different sets of areas are classified as backward in Tamil Nadu.
There 1is first a set of backward areas where new and expanding
industries are eligible- for the Central Government 157 Investment
Subsidy, these comprise a list of 28 taluks in the Districts of North
Arcot, Dharmapuri, Madurai, Ramanathapuram and Pudukottai. Then all the
other industrial incentives offered by the State promotion agencies are
available in the following backward districts: Dharmapuri, North Arcot,
Séuth Arcot, Thanjavur, Tiruchirapalli, Madurai, Ramanathapuram,
Pudukottai and Kanyakumari. This second 1list therefore entirely
includes the first and covers an area considerably larger. In effect it
consists of the entire State apart from the Districts of Madras,

Chingleput, Salem, Coimbatore, Nilgiris and Tirunelveli (cf. Figure 2).

Téble 2 gives an indication of the relative levels of industrialisation
of the diétricts for 1960, 1970 and 1979. The firsg two years' déta is
taken ffom Kurien & James (1979, p.l111) and is therefore derived from
the Annual Survey of Industries, while the data for 1979 is based on
the Inspector of Factories' List (Mackie, 1981, pp.12-14). The
difference of coverage of these two sources has been discussed in
detail above (cf. p.143-147), but in the preparation of Table 2 it was
felt to be more useful to include the entire data for 1979 and not just
the factories that would éppear on the ASI, as the pufpose of this
Table is to demonstrate relative levels of industrialisation and not

absolute changes over time.
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FIGURE 1: TAMIL NADU INDUSTRIAL DEVELOPMENT CORPORATION PROJECTS (1979)
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Examining the second list of nine districts designated for concessional
finance and other incentives and their relative rankings in Table 2, it
is evident that by and large the 1list does consist of*: the least
industrialised districts. Nilgiris stands out as an exception, however,
as it one of Tamil Nadu's least industrialised districts and yet has
not been designated as backward. This is probably due to its being
entirely hill country with a low level of infrastructure and was
therefore excluded on the grounds that it lacked potential or was
deemed unsuitable for industry. It is also possible to question the
rationale of designating the districts of Ramanathapuram and Madurai
(and possibly even North Arcot and Tiruchirapalli by 1979) as backward
on the basis of their percentage share of the total number of factories
and workers in the State. Indeed a comparison of the percentage shares
with Tirunelveli, the 1least industrialised district of those not
designated, .shows a remarkable similafity and 1in some cases,
Tirunelveli even seems less industrialised than these other two. Why
' then have Madurai and Ramanathapuram been designated as backward and

Tirunelveli not?

The anéwer would seem to be that the industry in the two former
districts is more heavily concentrated in towns than it is in
Tirunelveli Dt. and therefore apart from the towns the rest of the
Districts are industrially backward. In effect designating the entire
District as backward excludes the large towns like Madurai which are
over the half million limit imposed by the ban on industrialisation in
urban areas. This is certainly the case for Madurai Dt., where nearly
50% of the factories in the District were concentrated in the city of
Madurai in 1979 (Mackie, 1981, 13-14), while Tirunmelveli taluk has only
about 18% of the firms in Tirunelveli District, and the other factories

in the district are fairly well spread out.

In the case of Ramanathapuram, the only major concentration of industry
is in Sattur taluk, and by 1971 Sattur town had well below half a
million inhabitants and therefore is not excluded by the ban. However,
Sattur has over 507% of the factories in Ramanathapuram Dt, and the rest

of the district can therefore be taken to be very poorly industrialised.
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FIGURE 2: DESIGNATED BACKWARD AREAS IN TAMIL NADU STATE
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Thus with the exception of the Nilgiris, the districts designated as
backward are indeed the districts where industrialisation 1is either
lowest, or if not so low, 1s very poorly distributed through the
district. Furthermore it is apparent that in 1979 these designated
districts included all the districts with less than 8% of the factories
in the. State, again with the exception of the Nilgiris. Unfortunately
the picture is not nearly as clear cut if relative industrialisation is
measured in terms of number of industrial workers, for though the
designated 1list contains all the districts with less than 12% of
industrial workers in the State, Tirunelveli is also included with a
lower percentage share of workers than Madurai, Ramanathapuram, or

Tiruchirapalli (again excluding Nilgiris).

The other list of backward areas, that is those qualifying for the
Central Subsidy, is composed of three 'areas', each made up of a number
of taluks. These taluks are all in the five districts of North Arcot,
Dharmapuri, Madurai, Ramanathapuram and Pudukottai and are therefore
all included in the list of backward districts just discussed. Only the
Districts of Dharampuri and Ramanathapuram, however, qualify in full.
In North Arcot, of the four taluks included (Tirupattur, Vaniyambadi,
Vellore and Walajahpet) three are among the most industrialised taluks
in the District while some of the least industrialised taluks (e.g.
Chengam, Cheyyar, Polur and Wandiwash) have been left out. The same
thing is true with Pudukottai where the one taluk left out, Arantangi,
has only‘6 factories while one of the three included has 30 (Alangudi).
In Madurai Diétrict, admittedly the two Madurai city taluks have been
omitted, but Dindigul, the next most industrialised taluk in the
district, has been included as backward while at the other end of the

scale the taluk of Nilakottai with only 13 factories has been excluded.

At a broader level it is apparent from c