CHAPTER 3

IMPORTS & DOMESTIC PRODUCTION TRENDS IN
THE
MANUFACTURING SECTOR

The fact that India was able to achieve a diversified base due to its
adoption of IS] has already been established in detail earlier. Domestic
industry was to provide most of the country’s capital goods requirements.
However, the situation has reversed to an extent with the adoption of
liberalization. In this section, the trends in imports, domestic production,
import availability ratios and the likely policy effects on the manufacturing
sector are examined.

3.1 Data Coverage and Adjustments

Inorderto analyse at constant prices, the value of output data for the
manufacturing sector and the corresponding import data obtained at current
prices need to be converted to constant prices. The price deflators used are the
wholesale price index numbers compiled by the Ministry of Industry for the
years 1974-75,1979-80 and 1984-85, and the wholesale price index numbers
compiled by Chandhok for the year 1969-70." For the group consisting of
manufacture of rubber, petroleum and coal products, the weights shown in
Table 3.1 have been used to arrive at a composite index.

Table 3.1

Weights: Rubber, Petroleum and Coal Products

S.No f Sector r Weights
l
1. Rubber and rubber products 1.207
. Petroleum crude and natura) gas 0.602
3. Coal mining 1.147
1 Refer Appendix-1II Table A.3.3. and A.3.4
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The unit value indices of imports have been used as price deflators
for imports. The unit value indices of imports have been compiled from
various issues of Indian Trade Journal (ITJ). Since the base year for the years
1969-70, 1974-75 and 1979-80 is 1968-69 and for 1984-85 it is 1978-79, the
series has been spliced and brought to a common base i.e. 1970-71 = 100.
Exact correspondence between the unit value index and the value of imports
is possible for 9 out of 15 commodity groups in the manufacturing sector. For
(i) leather and leather products, (i) wood and wood products, (iii) non-
metallic mineral products, (iv) rubber, petroleum and coal, the unit value
import index has been worked out using the Paasche’s formula. For textiles,
the unit value import index of textile yarn and fabrics has been used as this
item accounts for nearly 60 per cent of the textile imports. For food manu-
facture, the unit value index of food and food articles, which includes
unprocessed cereals, fish and meat, has been used.

The unit value index of basic metal and alloy industries has been
compiled by computing the weighted average of unit value indices of imports
foriron and steel and non-ferrous metals; the weights being the proportion of
imports of each item to total imports in that particular category (Table 3.2).
As the unit value of import index for non-electrical machinery group has not
been given in ITJ for 1984-85, it has been computed by taking the weighted
average of individual indices belonging to the group. The weights assigned
to the items in this group are shown in the following table:

Table 3.3

Weights: Non-electrical machinery

R
S.No. Item I} Weights
1. Power generating machinery equipment ! 17.49
2. Machinery specialized for particular industries | 8.94
3. Metal working machinery . 1462
4. General industrial machinery and equipment | 53.86
5. Office machines and automatic data processing |
equipment | 5.09
—t
| Total | 100.00

The unit value index for paper and paperproducts has been compiled
by taking weighted average of the unit value price indices of pulp and waste
paper, and paper, paperboard and articles. The weights for the reference years
are shown in table 3.4.
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Table 3.4

Weights: Paper and Paper Products

S.No. | Sector 1969-70 | 1974-75 | 1979-80 | 1984-85
1. Pulp&Wastepaper 34.63 14.40 16.81 47.82
2. Paper,paperboard 65.37 85.60 83.19 52.18

and articles

Total 100.00 | 100.00 | 100.00 | 100.00

The wholesale price indices for the period 1973-74 to 1984-85, for
petroleum crude, chemical and chemical products, fertilizer, basic metal
alloys, manufactures of metals, non-electrical machinery and electrical
machinery have been compiled from the revised numbers of wholesale price
indices (WPI). The unit value indices for these commodities for the similar
period have been obtained from the various issues of Currency and Finance,
Volume-II. These indices have been spliced and brought to a common base,
i.e. 1970-71 = 100. The weights for ferrous & non-ferrous manufactures for
the period 1973-74 to 1984-85 are presented in Table 3.2.

To estimate direct and indirect imports for the years 1973-74 and
1979-80, the 66 x 66 input-output matrix of the Fifth Plan and 89x89 input-
output matrix of the Sixth Plan have been used. A correspondence has been
made between sectors of the Fifth and Sixth Plan in accordance with ASI
classification (refer Table 3.5). Imports and production data of 1973-74,
givenin the technical document of the Fifth Plan, are at 71-72 prices, and data
regarding imports and production in 1979-80, given in the technical docu-
ment of the Sixth Plan, are at 1979-80 prices. In order to express imports and
production of 1979-80, at 71-72 prices, we have deflated imports and
production of the various sectors by the appropriate unit value indices of
imports and the wholesale prices respectively.

To arrive at the constant prices of imports with 1971-72 as the base
year, 1979-80 with base 1970-71, has been changed to 1971-72. Similarly, for
the wholesale price indices, the base has been changed to 1971-72 = 100
frombase 1970-71. The general index has been used to deflate agro-based and
service sector. For the food products group, manufactures of beverages,
tobacco and tobacco products group, which includes, manufactures of food
and manufactures of beverages, tobacco and tobacco products, a weighted
average has been used.
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Table 3.6

Weights: Food Products

S.No. ’ Sector ', Weights
1. ‘ Food products 87.7
2, Beverages ' 12.3

The indices that have been used as deflators are shown in Table 3.7
3.2 Structural Changes

In this section the structural changes between two points of time
have been analysed by considering the changes in imports, production
structure and import availability ratios. Whether there is any positive associa-
tion between domestic industrial production and imports needs to be cxam-
ined.

For this purpose, industries are classified as leading, lagging or
constant, depending on whether imports/production shares are increasing,
decreasing or remaining constant with reference to two points of time i.e.
1969-70 and 1984-85. The year 1969-90 has been chosen as during that period
the manufacturing sector was experiencing import substitution and con-
trasted with 1984-85 when major changes in policy have taken place resulting
inaltered industrial structure. Anattempt has been made to capture the impact
of policy effects on the industrial structure and imports. The classification
mentioned above is adopted at both current and constant prices. This is done
since the classification differs significantly when adopting current and
constant prices (refer Tables 3.8 & 3.9). The difference highlights the fact that
growth in volume and growth in value have not moved in tandem.

Tables 3.8 and 3.9 reveal that basic structural changes relating to in-
dustrialisation took place. Consumer goods and intermediate manufactures
which formed a smaller share in the import structure in 1969-70, formed a
dominant share in 1984-85. In the production structure too, there was a shift
fromthe dominantshare of consumer goods in 1969-70 to the dominant share
being occupied by basic and capital goods manufacture in 1984-85. A
detailed analysis of structural shifts is examined below.
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3.2.1 Structural shifts in industrial imports

Seven leading industrial imports, which accounted for 39 per cent of
imports at current prices, increased their share to 62 per cent, whereas, at
constant prices, there are nine leading industrial import groups whose share
increased from 1969-70 (51 per cent) to 1984-85 (71 per cent). Rubber,
petroleum and coal and chemicals group together account for 49.4 per cent
of total imports at current prices in 1984-85. Chemicals account for 30 per
cent of total imports at constant prices, in 1984-85. Rubber, petroleum and
coal products, which belong to the leading group at current prices, lag behind
at constant prices.

3.2.2 Structural shifts in industrial production

From Table 3.9, we notice that there are eight leading industries at
current prices and their share in total production increased from 46 per cent
1n 1969-70 to 66 per cent, whereas at constant prices, there are only five
industries showing increased share in total production. Their share is 48 per
centin 1984-85. Chemicals share intotal production is highest at both current
and constant prices. A major decline in the share of textiles to total value of
production is noticed at current prices.

3.2.3  Interaction and inter-dependence between industrial imports
and production

Table 3.10shows the industries, where there is an increase in imports

well as production in 1984-85 as compared to 1969-70. Most of these are

intermediate goods and despite marked increases in production the demand
is so high that imports of these goods are resorted to.

Table 3.11 shows the industries, where there is a decline in imports
and production in 1984-85 as compared to 1969-70. The industries that fall
in this group are mostly consumer goods. The n.agnitude of these industries
show that they exert a weak pull on imports, but despite the decline in
production, their contribution to the total share is quite substantial.
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Table 3.10

Percentage share of leading industries and leading industrial imports

in the Indian Ma

nufacturing Sector

S.No.! ASI | Industry Group ! Share in 1969-70 Share in 1984-85
I Code i Imports Produc- Imports Produc-
! tion tion
(At current prices)
. 129 Leather & fur products | 0.01 0.82 0.07 0.90
2 | 30 Rubber, petroleum ! 13.03 4.96 24.66 10.91
|  and coal products
3. .31 Chemical and chemical ’ 20.03 10.99 24.75 18.69
i products 3
4. ! 32 I Non-metallic mineral | 0.35 3.29 0.57 4.04
i | RS S ]
| " Total 13342 2006 5005 34.54
: (At constant prices)
i ' :
I. 31 | Chemical and chemical | 19.74  10.87 3031  21.92
i products
2. |36 ! Electrical machinery 716 469 826  7.86
; ’ Total 26.90 15.56 38.57 29.78
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Table 3.11

Percentage share of lagging industries and industrial imports in the
Indian Manufacturing Sector

S.No.' ASI | Industry Group Share in 1969-70 Share in 1984-83
Code . Imports Produc-  Imports Produc-
‘ ; | tion tion

; | (At current prices)
1. 1 20-21 Food products { 543 21.64 3.20 14.29
|

2. 22 Beverages, tobacco and ~ 0.05 3.56 0.01 2.08
‘ tobacco products i
|

3. 23-26 Textiles C1.54 19.63 1.33 10.83

4. 28 Paper and paper products, 3.79 3.39 2.87 3.21
S O R

; Total 10.81 48.22 7.41 30.41

(At constant prices)

1. i 20-21" Food products \ 515 2137 3.80 14.88

2. |22 Beverages,tobacco | 0.05 354 001 280
‘ - & tobacco products

3. 28  Paper and paper products| 3.98 3.21 3.37 3.03
— — ‘ —_—

.

i Total C 9.0 2512 7.18  20.71
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Table 3.12

Percentage Share of Leading Industries and Lagging Imports

S.No.| ASI | Industry Group ' Sharein 1969-70 Sharc in 1984-85
Code . lmports Produc- Imports Produc-
i tion tion

(At current prices)

1. 33 Basic metal and alloys |14.43 1035 1034 1342

2. 35 Non-electrical 25.69 5.25 13.22 6.20
machinery
3. 36  Electrical machinery ¢ 5.86 4.59 4.69 581
4. 137 Transportequipment = 4.58 5.89 2.57 6.09
' & parts \

Total 150.56 2608 3082 31.52

(At constant prices)

1. 30 Rubber, Petroleum and }13.25 4.70 3.47 5.07
coal products

2. 35 Non-electrical machinery 22.36 546 1545 6.55

3 ! 37 | Transport equipment - 3.95 5.63 3.04 6.44
' | & parts '
Total 3056 1579 2196  18.06

Table 3.12 shows increase in production and a decline in imports of
petroleum, non-electrical machinery and transport equipment. This would
imply that import substitution took place in this group of industries.
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Table 3.13

Percentage Share of Lagging Industries and Leading Imports

o e e _ - ;
S.No.. ASI ‘ Industry Group ' Share in 1969-70 Share in 1984-85
I Code - Imports Produc- Imports Produc-

tion tion

! | (At current prices)
|
|

1. 27 Wood and wood pr()ductsj 0.02 0.89 0.05 0.66
2. 134 Metal products 0.80 2.94 1.32 2.08
3. 38 Other manufacturing : 4.39 1.82 10.34 0.79
| industries 5
; Total | 5.21 565 1171 353
- ‘“‘*"“'_“"' - -77 - “_(Atcnnstantg;ces) -
i | ‘
1. ‘ 23-26 Textiles | 152 20.22 192 1325
2. 27 Wood and wood products 0.02 0.88 0.15 0.62

3. 29 ' Leather & fur products ~ 0.01 0.75 0.19 0.74

4. |32 3 Non-metallic mineral . 0.38 3.27 1.03 3.21
‘ . products }

5. 33 | Basicmetalandalloys 1549 1054 1822 10.38

6. 34 | Metal products 1079 314 208 211

7. 38 Othermanufacturing | 615 171 868  1.13
industries :

Total 2436 4051 3227 3144

Table 3.13 shows industries in which there is more import depend-
ence in 1984-85 as compared to 1969-70. In this category arc consumer
goods, basic metal alloy and miscellaneous manufacturing industries.
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The above analysis is based on the two digit level of aggregation.
Industries are categorised into a broader group namely use-based and input
based classification. The shares in production and imports at four points of
time are now analysed.

Table 3.14 shows changes in the shares of imports and production
according fo use-based classification, at current prices. In interpreting these
figures, the point to be borne is that figures are at current prices and hence the
price effect is included in the value of imports and production. The share of
capital goods in imports is the highest in 1969-70 (34 per cent), considerable
decline is visible in this category upto 1984-85 (19 per cent) whereas their
share in production remained around 15 per cent. The share of intermediate
goods is high in 1974-75 (37 per cent). The reason why intermediate goods
grew more rapidly is because of increase in the oil price in 1973. Therc is a
slightincrease in the share of intermediate goods in 1979-80to 1984-85 (from
19 per cent to 21 per cent). Drastic decline in imports is noticeable during the
same period (from 45 per cent to 32 per cent). This could imply import
substitution. The steady decline in consumer non-durable imports accompa-
nied by a steady increase in production may imply that India is moving
towards self- sufficiency.

From Table 3.15, we notice that there is a considerable decline in the
productionofagro-based goods. These are processed commodities of agricul-
tural originand a decline in theirshare at constant prices could imply a decline
in agricultural production or under utilization of capacity. But since our
input-based data are at current prices, it may not be possible to make the above
statement. There is also a decline in imports of agro-based commodities upto
1979-80 after which there is an increase.
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Table 3.14

Change in the Shares by Major Industry Groups
Imports/Production: Use-Based Classification
(1969-70 to 1984-85)

(Per cent)

‘ ‘
1969-70 ' 1974-75 | 1979-80) 1984-85

|
|

‘A. IMPORTS ! |
|

i I
1 Basic goods 3193 13698 3004 32.12
2. Intermediate goods L1946 3712 45.11 ;32.21
3. Capital goods 3418 17.65 14.05 (1893
4. Consumer goods: ,‘ ‘

%
(a) Durables ‘ 635 | 399 | 768 11.89
1

(b) Non-durables 808 | 426 | 312 | 4586
'B.  PRODUCTION | | } |
i : i \ ‘
1. Basic goods ;2284 | 2337 126.10 2961
2. Intermediate goods ‘ 2777 ' 19.05 ’;20.72 121.25
3| Capital goods C1510 | 1442 11507 |14.81
4. Consumer goods: 1 | | |
(a) Durables | 245 |32 ]33 351
(b) Non-durables | 31.84 13995 3474 30.82

P

S S e o |

Source: MSFTI, ASI.
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Table 3.15
Changes in the Shares of Major Industry Groups in Industrial

Imports/Production: Input Based Classification
(1969-70 to 1984-85)

(Per cent)

i 1969-70 [1974-75 |1979-80 |1984-85

A. | IMPORTS

1. | Agro-based 1084 5741 510| 753

2. . Chemical based 33.06 . 54.57 56.33 49 .41
3. . Metal based ‘ 55.75} 39.43 37.26 ! 42.48

B. . PRODUCTION

1. Agro-based 49.92 ' 4234 3659 31.97

2. Chemical based 1595, 2343 2671 29.61
3. l Metal based 30.83 i 3136 | 33.76 | 34.38
i i |
Note:  The input-based classification Source: MSFTI, ASIL

is not exhaustive.

The salient features of structural changes in imports and production
could be briefly summarised as follows. A marked increase in import of
intermediate goods is noticeable upto 1979-80 after which there is a decline.
There is an initial decline in production (1974-75) but later there is a steady
rise. There is an increase in the share of imports and production of consumer
durables.

While the share of consumer non-durables in imports declined, its
share in production increased. The underlying factors resulting in structural
changes could have been induced by various policy measures. The first round
oil price increase expanded domestic production of petroleum. The strategy
of import substitution which is evident in this industry resulted in a smooth
adjustment process in production, when the second oil price hike took place
in 1979. The liberalization process involving broad banding, delicencing of
industries resulted inan increase of imports in intermediate and capital goods.
The impact of such changes on industry are also examined in a later section.
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33 Growth Pattern in Manufacturing and Industrial Imports

The analysis of growth rates of imports and production would give
us a glimpse of whether there is import substitution or import dependence.
Compound growth rates of imports and production in the manufacturing
sector are presented in Tables (3.16 and 3.17) both at constant and current
prices. The period examined is from 1969-70 to 1984-85, along with sub-
perieds 1969-70 to 1974-75, 1974-75 to 1979-80 and 1979-80 to 1984-85.
These periods and sub-periods as mentioned carlier are selected with the
specific purpose of ascertaining the impact of policy changes on the manufac-
turing sector and imports.

The manufacturing sector as a whole recorded a moderate rate of
growth in the value of output at 6 per cent per annum during 1969-70 to 1984-
85. The relatively fast growing industries are rubber, plastic, petroleum and
coal products, chemicals, non-electrical machinery, electrical machinery and
transportequipment. The consumeroriented industries namely food products
and textiles, are among the slow growing industries.

The manufacturing sector recorded 7.5 per cent growth rate in
imports during 1969-70 to 1984-85. A significant decline in imports of
rubber, plastic, petroleum and coal products is noticeable. Apparently, in this
industry import substitution has taken place ina big way. High growth rates
in wood and wood products and leather and fur products are observed. As
their contribution to total imports is insignificant (i.e. their share is less than
5 per cent of total imports) they have not had a significant impact on the
overall growth rate of imports. Metal products and non-metallic mineral
products, experienced high growth rate of imports at 15 per cent per annum.
The growth rates of various sub-periods arc presented in Tables 3.16 & 3.17.
The major findings are highlighted below.

For the period 1969-70 to 1974-75, imports increased at 5 per cent
per annum while production increased at 3 per cent per annum. Imports of
food products, textiles, paper and paper products and machinery and machine
tools industries, registered negative growth rates. In contrast, except food
products, production of all other industries, recorded positive growth rates.
The above pattern could be due to import substitution.

For the period 1974-75 to 1979-80, the aggregate growth rate for
both imports and production is 8 per cent per annum. As compared to the
earlier period, there is a significant increase in both imports and production.
There are 4 industries whose imports declined but their production expanded.
These industries include food products, beverages, tobacco and tobacco
products, leather and fur products and non-electrical machinery. Moreover,
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imports of rubber, plastic, petroleum and coal products and electrical machin-
ery registered low growth rates of 0.3 and 0.1 per cent per annum. In contrast
growth rates in production were 6 per cent in rubber, plastic, petroleum and
coal products and 11 per cent in electrical machinery.

During 1979-80 and 1984-85, the growth rate of imports accelerated
(10 per cent per annum), whereas the growth rate of production declerated (6
per cent per annum). Imports of food products and non-electrical machinery
increased at a rate greater than 25 per cent and of electrical machinery at 20
per cent. Only imports of rubber, plastic, petroleum and coal products and
transport equipment showed negative growth rates. The major findings of the
sub-period analysis are highlighted below.

The growth pattern across industries shows that the industry groups
that recorded low growth in imports in the sub-period 1974-75 to 1979-80
showed high growth in production. In this category are rubber, plastic,
petroleum and coal products. A reversal of the pattern set in the sub-periods
before 1979-80 is noticeable for sub-period 1979-80 to 1984-85, in the case
of electrical, non-electrical machinery and transport equipment. During
1979-80 to 1984-85, major changes in trade policy took place. ‘Automatic li-
cencing’ was introduced, moreover, facilities for export linked licences were
enhanced by 10 per cent for engineering, chemicals and allied products,
leather and leather goods and cotton textiles. The favourable turn in trade
balances during this period, due to increase in non-resident remittances have
set the pace for progressive liberalization. The increase in imports of capital
goods and intermediate goods could thus be attributed to the liberalization
policies.

Growth pattern: Use-based and Input-based
groups 1969-70 to 1984-85

The analysis at this intermediate level enables examination of the
growth rates of imports and production across certain economically meaning-
ful groups of industries. Since appropriate price deflators were not available,
the analysis of the use-based classification is based on current prices (Table
3.18). Input- based classification is presented at both current and constant
prices (Tables 3.19 and 3.20). Groups 20-29 of the ASI are classified as agro-
based, groups 30-31 as chemical based and groups 33-38 as metal-based.

Table 3.18 shows the differential nature of growth across industries.
This is due to the inbuilt biases of the industrial strategy. The pattern of
differential growth is also observed in the case of imports. In the case of basic
goods there is a decline in the growth rate of imports. In the case of interme-
diate goods, high growth rate of imports is witnessed in 1969-70 to 1974-75.
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During the period 1979-80 to 1984-85, there is sharp decline in the growth
rate of imports. In the case of capital and consumer durables, asteady increase
in imports is noticeable. Since these growth rates are based on current prices,
the price effect is included. In the case of production, a drastic change is
visible in intermediate goods.

Table 3.19 and 3.20 present growth rates of imports and production
on the basis of input-based classification at both current and constant prices.
The chemical based industries show high growth rates of imports and
production for the entire period 1969-70 to 1984-85 and also during the sub-
period 1974-75 to 1979-80, i.e. the period of the first and second oil hikes.
High growth rates of imports as compared to production are witnessed in
agro-based industries.

So far, the analysis was based on variations between two periods of
time. Since inter-period variations are also to be taken into account, the
analysis is extended to a few commodities covering sub-periods between
1973-74 t0 1979-80 and 1979-80 to 1984-85. (Table 3.21)

For the period 1973-74 to 1979-80, trend growth rate of production in
crude petroleum and chemicals is high. Growth is highest in the fertilizer
industry (18 per cent per annum). Inthe case of machinery and machine tools,
import substitutionin the form of negative growth in imports is visible. When
we examine the period 1979-80 to 1984-85, we notice a reversal in the trend
growth rates. Industries which are relatively fast growing in earlier period,
experienced significant slow down in growth as regards production, accom-
panied by an increase in imports. For instance, the growth rate of non-
clectrical machinery declined to 6 per cent per annum during 1979-80 to
1984-85 and in contrast the growth rate of imports increased to 32 per cent per
annum. But, inthe case of electrical machinery, the growth rate of production
remained at 8 per cent perannum but the growth rate of imports rose to 23 per
cent. The industrial sector shows greaterimpact of structural changes during
1979-80 to 1984-85. The set of industrial policies followed since 1978-79,
seems to have altered the existing structure.

34 Import-availability Ratios

Import co-efficients computed from the technical documents of the
Fifthand Sixth Plan fortwo yearsi.e. 1973-74 and 1979-80, are shown in table
3.22. The table reveals that for seven industries import co-efficients are
higher in 1979-80. These include, food and beverages, textiles, wood and
wood products, basic metal and alloy industries, electrical machinery,
transport equipment and miscellaneous industries. However, the increase in

58



Table 3.18

Compound Growth Rates of Imports/Production
Use-Based Classification
(1969-70 to 1984-85)

(Per cent)
1974-75 | 1979-80| 1984-85! 1979-80! 1984-85| 1984-85
over over | over over | over over
1969-70 | 1974-75| 1979-80| 1969-70| 1974-75| 1969-70
IMPORTS
1. | Basic goods 3025 | 1436 | 12.65 | 22.04 | 1350 : 18.82
2. | Intermediate goods 43.92 | 23.95 390 | 33.57 13.49 | 22.84
3. | Capital goods 10.82 | 1390 | 1797 | 1235 | 1591 | 14.19
4. | Consumer goods
(a)Durables 1524 | 3592 | 2130 | 25.16 | 28.40 : 23.86
(b)Non-durables 11.30 | 1195 | 2147 | 11.62 | 16.61 14.81
Total 26.48 | 19.21 | 11.15 | 22.79 | 1551 | 18.78
PRODUCTION
1. | Basic goods 17.10 | 17.10 | 176 171 17.4 173
2. | Intermediate goods 8.1 16.5 153 12.2 159 133
3. | Capital goods 15.5 15.6 14.3 155 14.9 151
4. | Consumer goods
(a)Durables 231 156 15.7 193 15.6 18.1
(b)Non-durables 222 114 12.0 16.58 | 11.7 15.0

59

Source: MSFTI, ASI.



Table 3.19

Compound Growth Rates of Imports/Production
Input-Based Classification

(Per cent)
T T J I
| 1974-75 1979-80J 1984-85| 1979-80) 1984-85| 1984-85
| over over | over over |over | over
1969-70 | 1974-75| 1979-80 1969'70i 1974-75! 1969-70
i |
X 1
i ‘
IMPORTS : |
1. Agro-based 11.37 | 16.43 | 20.16 | 13.88 [ 18.28 ' 15.93
2. Chemical-based 39.82 20.06 f 810 | 29.56 | 13.97 | 22.01
3. Metal based 18.01 17.87 1410 | 1794 j 15.97 ] 16.65
PRODUCTION § \
1. Agro-based | 12.83 11.25 1146 | 12.03 ’ 11.46 | 11.91
2. Chemical-based 25.93 17.58 17.35 ; 21.68 | 1735 I 20.14
3. Metal based 17.00 | 1625 | 1570 | 16.62 @ 15.70 | 1613
1 | ‘

Source: MSFTI, ASI.
Table 3.20

Compound Growth Rates of Imports & Production
Input-Based Classification

(Per cent)

i ]
’ 1974-75 | 1979-80| 1984-85 1979-801 1984-85“ 1984-85

over over | over over fover [ over
1969-70 | 1974-75; 1979-80 1969'70j 1974-753 1969-70

IMPORTS
1. Agro-based

1
|
2. Chemical-based ‘

!
-5.3 11.81 [ 14.49 290 | 13.14 ‘ 6.62
6.36 1035 | 643 8.34 837 ¢ 7.70

3. Metal based 512 | 620 | 1129 | 566 872 } 751
PRODUCTION !
1. Agro-based -0.14 1 658 | 357 [ 317 507 | 330

2. Chemical-based

10.12 1122 | 771 10.67 9.45 ‘ 9.68
3. Metal based

4.38 8.534 6.43 6.43 7.471 6.43

|
|
|
|
|
|
|
|

Source: Based on Table A.
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Table 3.21

Annual Average Growth Rate of Imports, Production and
Supply of Selected Industries

Imports Production Supply
1973-74 | 1979-80 | 1973-74 | 1979-80 [1973-74  [1979-80
to 1 to to to to to
1979-80 1984-85 | 1979-81 | 1984-85 |1979-80 [1984-85
1. Crude 47 8 11.8 167 72 ! 62
petroleum | =
2. Chemical and 244 | 125 | 105 78| 107 | 78
chemical products
3. Fertilizers 8.8 44.1 183 8.1 16.0 84
4. Basic alloy metals 13.8 39 8.4 4.6 8.6 4.4
5. Manufacturers of 9.2 209 39 2.9 4.0 4.0
metal products
6. Machinery except 83 318 9.0 6.4 5.2 9.2
electrical
7. Electrical machinery 47 ; 231 8.1 8.6 6.9 ! 9.6
I

import co-efficient is marginal for textiles and substantial for others. Broadly
the results conform with the pattern of import- availability ratios, that has
been computed forthe four yearperiod, the exception being in the case of food
and beverages and electrical machinery, where one notices a decline from
1969-70 to 1979-80.

Tables 3.23 and 3.24 depict the import-availability ratios for four
points of time at current and constant prices. On the basis of the movements
of the import-availability ratios, we classify industry groups into five catego-
ries. The observed changes in the ratio provide a broad measure of import sub-
stitution.
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Tabie 3.22

Import Co-efficients for 1973-74 and 1979-80

Sl ASI| Industry group 1973-74  1970-80 : 1979-80
No. Code ~at71-72 + at71-72 . at current
" prices | prices prices

e —— [ — 1 H
|
|

.t~ Agriculture & service sector 0.0197 0.0134 0.0252

2. 20- ' Food products - 00150 . 0.0259 0.0563
21- | Beverages !

22 Tobacco & tobacco products

b

0.0035 0.0036

3.1 23- Textiles . 0.0034
26 i
4. 27 ' Wood & wood products, furniture | 0.0003 ©  0.0021 0.0009
& fixtures ‘
5.1 28 | Paper & paper products, printing, + 0.2455 * 0.1323 | 0.1466
| publishing and allied industries | |
6..29 ‘ Leather, leather & fur products - 0.0002 0.0002 0.0002
7. 30 | Rubber, petroleum & coal products 0.2116 0.0841 0.2694
8. 31 i Chemical & chemical products 0.2685 0.1389 0.1820
9. 32 ! Non-metallic mineral products 0.0426 | 0.0122 0.0317
10.| 33 | Basic metal & alloy industries 0.2003 0.2723 0.2927
11.| 34 | Metal products & parts except 0.0109 | 0.0106 0.0172
! ‘ machinery
12.: 35 Machinery, machine tools & parts | 2.5603 0.1064 0.2274
: except electrical machinery ‘ ‘
13.° 36 | Electrical machinery, apparatus,  0.0482 0.1013 0.1226
| appliances & supplies & parts ; ‘
14.1 37 | Transport equipment & parts 100238 0050 ; 0.0703
15.] 38 | Miscellaneous industries © 0.0155 0.0320 |  0.0692
’ 1
Notes: 1. Import co-efficient obtained Source:  Derived from the
from mi Mi technical note of the
—-— wheremi — Fifth & Sixth Plan
1-mi Zi documents.

where Z = X + M, Z = supply,
X = Production & M = imports.

2. Value of Production at current prices were
deflated using wholesale prices with base
71=72, and import prices were deflated
by using unit value of import indices
(refer table 3.7)
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Table 3.24 (Contd.)

S.NO. AS] Industry group 1969-70 1974-75 1979-80 1984-85
code

7. 30 Rubber, petroleum & coal products 0.2073 0.2316 . 0.1864 0.0757

8. 31 Chemicals & chemical products (exc 0.1441 0.1130 0.1262 0.1418

products of petroleum & coal)

9. 32 Non-metallic mineral products 0.0107 0.0157 0.0268 0.0369
10. 33 Basic metal & alloy industries 0.1198 0.1795 0.1872 0.1735
1. 34 Metal products & parts except mach. 0.0229 0.0468 0.0603 0.1058
12. 35 Machinery, machine tools & parts et 0.2751 0.1863 0.1065 0.2199

electrical machinery
13. 36 Electrical machinery, apparatus, 0.1239 0.1105 0.0683 0.1116
appliances & supplies & parts
14. 37 Transport equipment & parts 0.0611 0.0765 0.0978 0.0435
15. 38 Other manufacturing industries 0.2495 0.3623 0.3977 0.4778
Total (a) 0.0848 0.0904 0.0902 0.1068
(b) 0.0833 0.0953 0.0960 0.1076
Notes:  (a) Refers to the total imports of all industries. Source: Derived from Tables A.3.3 & A.3.4.
(b) Total Imports deflated by the general index.



Category-1

This category consists of those industry groups whose import-
availability ratio was low to start with and remained so for most of the period.
Inthis case the scope of import substitution is rather low. They are beverages,
tobacco and tobacco products, leather and fur products.

Category-2

This category consists of those industry groups whose import-
availability ratio has fallen appreciably. In this category would fall industries
where import substitution is strong, They are rubber, petroleum and coal
products and transport equipment.

Category-3

This category consists of those industry groups, whose import
availability has fallen appreciably till 1979-80, and has then dramatically
risen. Non-electrical machinery and electrical machinery, fall under this
category. These industries have taken advantage of the liberalization process.

Category-4

This category consists of those industry groups whose import
availability ratio increased and remained so, throughout the period. In this
case, the scope for import substitution is limited. The industries falling in this
category are other manufacturing industries, metal products and parts,
textiles, non-metallic mineral products.

Category-5

In this category are those industries, which experience wide fluctua-
tions in the import-availability ratios. They are chemicals, paper and paper
products, wood and wood products and metal products. The variations could
be attributed to frequent changes in policy.

Trends in import availability ratios for some of the major industries
for the period 1973-74 to 1984-85 are presented in Table 3.25. They are
presented at both current and constant prices. After the first ol price hike,
upto 1978-79, there is a steady decline in the import-availability ratio. After
the second oil hike in 1979, there is an increase in this ratio, but later there is
a decline. This evidence is noticeable at both current and constant prices. In
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the case of chemicals there are wide fluctuations. Fertilizer, which is an
important industry in the chemicals group, showed the highest import-
availability ratio in 1980-81, declined till 1983-84,and again rose in 1984-85.
Anincreasing import-availability ratio is evident in non-electrical machinery
from 1980-81. In the case of metal products and electrical machinery, we
notice divergent trends in current and constant prices.

Fromthe analysis of the import-availability ratios, it is observed that
because import-substitution strategy of industrialisation was being followed,
the response to the oil price increases was smooth. Since the liberalization
policies began in 1980, we observe an increase in import availability ratio in
the case of non-electrical machinery. Whereas in the case of chemicals and
fertilizers there were frequent changes in policy, this being evident from the
movements in import-availability ratios depicted in Chart 3.1. That recent
liberalization policies have increased importation, resulting in the widening
of the balance of trade deficit whereas the adoption of IS strategy of industri-
alisation had insulated the economy from high rate of inflation that was
experienced abroad, cannot be denied. In the following section, trends in
import prices and domestic prices in some selected commodities are exam-
ined so as to gauge the movement of price increase.

3.5 Divergent Trends : Wholesale Price Index
Vs Unit Value Import Index

In the analysis of data on production, imports and availability, focus
of attention has been on constant prices, the reason for this is that notices
divergences between the two series based on current and constant prices. This
demonstrates the fact that there are divergences in the domestic output prices
and import prices.

Bokil etal (1981) in their analysis of import substitution, based it on
current prices, on the premise that use of ratios in computations reduce the
price effect, whereas Sastry (1988) has clearly pointed out that there are price
changes and this affects the import availability ratios. In his study on the
capitaland intermediate goods industries for the period 1960-80, with various
sub-periods, he notices divergences in domestic output prices and import
prices. In the current study too this feature is visible. A close examination of
the four-point-series and trends in the wholesale price index and the unit value
of import index are shown in Tables 3.26 and 3.27. One notices that there are
substantial changes between the two. So, the price changes have to be taken
into consideration while analysing import-availability ratios.

The trends in the unit value of imports and wholesale price indices
show in Chart 3.2 that in the case of petroleum crude, there is an upward turn
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CHART 3.2
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from 1973-74 to 1974-75 and in 1979-80 to 1981-82 when there was an oil
price hike. Later, there was a decline. The level of the wholesale price index
of petroleum crude is lower than that of the unit value import index. After the
second oil-price hike in 1979-80, the unit price of import rose faster than

Table 3.26

Trends in the Unit Value Index of Imports

] T
Years | Petroleum | Chemical &I Ferti- Basic Manufac- | Machinery| Electrical
\ crude chemical | lizer alloy ture of except machi-
‘ products metals metal . electrical | nery
Mm@ e @ o ® | O (8)
1 i
1973-74‘ 331 ! 125 144 | 121 97 136 ‘ 86
1974-75| 729 | 247 294 ‘ 180 157 181 + 138
1975-76. 821 | 314 405 | 210 158 | 255 177
1976-77 916 | 205 203 190 190 280 184
1977-781 946 | 200 204 | 194 252 332 80
1978-79“ - 944 ‘ 209 206 1 193 383 . 326 177
1979-80, 1500 241 236 ’ 229 319 ‘ 419 229
1980-81; 2266 303 | 319 218 352 ¢ 271 -
1981-821 2700 303 | 352 | 219 : 375 - 165
1982-83 2587 i 284 | 297 222 460 ;269 147
1983-84* 2417 . 278 | 272 0 232 | 322 i 317 235
1984-85§ 2681 | 351 369 J 244 ; 273 368 | 244
. i ; l l |

Source: ITJ, SA.
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Table 3.27
Trends in the Wholesale Price Index

(Base 1970-71) = 100

Years Petroleum | Chemical &; Ferti- | Basic Manufac- | Machinery| Electrical
crude chemical lizer alloy ture of exceplt machi-
products metals metal electrical | nery
(1) 2 @) 4) ®) (6) (7) (8)
1973-74| 317.1 116.4 1139 | 139.0 1272 125.8 116.7

1974-75| 686.5 168.8 2030 | 172.6 169.2 1552 158.1
1975-76] 700.3 175.6 214.7 | 184.8 1758 1754 169.5

1976-77| 740.3 171.4 186.5 | 190.1 181.6 176.0 162.4
1977-78| 787.6 172.8 177.4 | 1938 193.0 177.9 164.8
1978-79; 802.9 177.2 1752 2112 201.4 1892 172.9
1979-80; 1384.0 | 198.7 167.2 | 2519 2348 218.8 199.8

1980-81| 2041.8 | 2413 2427 | 2721 260.6 246.0 208.8
1981-82! 2130.7 | 260.2 2736 | 3171 285.6 275.0 2211
1982-83| 1984.8 | 269.2 2777 | 3546 305.5 291.2 2303
1983-84{ 17395 | 281.6 267.5 | 381.0 324.7 311.6 239.6
1984-85) 17392 | 292.1 262.5 | 443.0 338.5 3245 253.2

Source : WPI.

that of the wholesale price index. In the case of chemical and chemical
products, of which fertilizer is an important item, it is noticed that there are
wide spread fluctuations in the unit value import index, but on the contrary,
the rise in the wholesale price has increased steadily. In the case of wholesale
price index of fertilizer, there has been a decline since 1983-84.

In the case of basic metal alloys, one notices a sharp increase in
wholesale price index from 1977-78, whereas the rise in unit value of import
index is not pronounced.

In metal manufactures, there are widespread fluctuations in unit
value of import index and from 1976-77 to 1983-84, it is higher than that of
the wholesale price index, after which there is a sharp decline.

In the case of non-electrical machinery, the wholesale price index is

below that of unit value import index except for the years 1981-82 to 1983-
84. There has been a steady increase in the case of wholesale price indices
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whereas there are widespread fluctuations in the case of unit value import
index.

In the case of electrical machinery too, there are widespread fluctua-
tions and from 1980-81 to 1984-85 the unit value import index is below that
of wholesale price index.

From the analysis of the domestic prices and import prices, it is
noticed that there are substantial differences. It is evident that unit value of
imports rose faster than the domestic wholesale prices. This could be
attributed to the differential rates of inflation. In 1974, the world economy
experienced high rates of inflation, whereas domestic prices in India experi-
enced little increase. This was due to the result of good harvests and an
improved performance in the agricultural sector. Moreover, the fear of
inflation and balance of payments deficit too, led to a macro-economic
squeeze since 1974. So the adoption of ISI at that time, as mentioned earlier,
insulated the Indian economy from external shocks. The impact of opening up
the economy and its effect on the manufacturing sector with reference to
capacity utilisation forms a necessary sequel to our analysis.

3.6 Trends in Capacity Utilisation

Inthis section, the impact of the policy effects on capacity utilisation
in domestic industries are hoped to be examined. Table 3.28 and 3.29 show
capacity utilisation rates for the manufacturingsector, compiled from the data
provided by the Centre for Monitoring the Indian Economy. The data are
based on 630 industries upto 1980 and on 600 industries for 1985.

The purpose of the import substitution/liberalization policy was to
bring about a structural adjustment process and whether this came about,
would be examined with reference to capacity utilisation.

There are many factors that atfect capacity utilisation, there could be
both supply and demand constraints leading to under-utilisation of capacity.
Depending on the extent of capacity utilisation and import availability ratio,
industries are categorised in the following manner.

Category-1
In this category are industries in which there is a decline in import
availability ratio resulting in an increase in capacity utilisation. Petroleum

refinery and non-electrical machinery products come under this category;
these industries were subject to intensive import substitution and their
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capacity utilisation was high. There was a slight decline in capacity utilisation
of petroleum refinery products in 1976 and 1980 which could be attributed to
the effects of oil price increase. In the case of non-electrical machinery, there
is a steady increase in capacity utilisation from 1976 till 1980. It was the
highest in 1984 (87 per cent), when modifications to the existing liberalisa-
tion policies came into being.

Table 3.28

Trends in the Rate of Capacity Utilisation for
Selected Industries from 1970-85

S.No. Industry 1970| 1975} 1976 1977| 1978| 1979 1980| 1981| 1982! 1983] 1984 1985
group

1. Petroleum refinery 93 |83 |77 |82 | 8| 83|72 |87 | 82| 85|87 | 84

product
2. Chemicals & 84 | 76 (82 {81 |85 84|74 |75|76 76 |78 {77
chemical produ.
3. Ferrous metals 59 156 62|61 62|56|52({63!63]|60]|61 |61
4. Metal products 82 59 |58 |58 (66757472 |74 |68 |72 |90
5. Non-electrical 76 | 77 |68 |70 | 77 |79 | 86 | 85 | 82 | 82 | 87 | 83
machinery

6. Electrical machinery | 110/ 56 | 58 | 61 | 62 | 67 | 66 | 67 | 65 | 60 | 64 | 68

7. Manufacturing sector | 85 | 73 |73 |72 175 |75 |73 | 75|74 |75 |78 | 77

Source: CMIE, Oct. 1986, For 1985 Capacity utilisation figures from October, 1986 issue.
(i) Production and capacity utilisation in 630 industries October, 1985.

(ii) Production and capacity utilisation in 600 industries October, 1986.
Category-2

In this category are industries, where there is an increase in import
availability ratio accompanied by a decline in the rate of capacity utilisation;
this could imply deficiency in demand. This is because the imported com-
modities which are close substitutes of domestically produced commodities
capture the market, resulting in under-utilisation of the existing capacity.
This could result in uiemployment and ultimately to a deficiency in demand.
This could have occurred in the non-electrical machinery for the years 1979-
1980, and inelectrical machinery for 1981 and 1982 as there is a slight decline
in capacity utilisation. This finding is in conformity with studies on capital
goods sector.
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Table 3.29

Rate of Capacity Utilisation

1975

T ;
1 1980 | 1985

S. 1 ASI Industry Weights | 1970

No ‘ code | group

1. ‘ 20-21 | Food products 7.74 97 82 811 90

2. ' 22 Beverages, tobacco and 290 | 105 78 100 1 99
! Tobacco products »

3. 123-26 | Textiles 4.96 75 77 78 66

4. ' 27 Wood & wood products

5. 28 Paper & paper products 2.04 98 64 35 49

6. 29 Leather & leather products

7. |30 (i) Rubber 2.09 95 74 80 73

(ii) Petroleum 1.62 93 83 72 84

8. |31 Chemicals 10.26 84 76 74 77
i 32 Non-metallic minerals 3.30 84 72 97

10. | 33 Ferrous metal 5.36 59 54 52 61

11. | 34 Metal products 2.74 82 59 74 90

12. | 35 Non-electrical machinery { 4.59 76 77 86 83

13. 136 Electrical machinery ; 523 | 110 56 66 68

14. | 37 Transport ‘ 5.24 82 95 58 77

15. | 38 Miscellaneous i 1.70 ; 109 65 95 66
1‘1 | Manufacturing sector I} 72011 85 73 73 77

Category-3

In this category are industries whose import availability ratio is
positively associated with capacity utilisation rate. Chemical and metal
products fall in this category. It could imply that domestic capacity was not
sufficient to meet the increase in demand requirements, despite increase in
capacity utilisation and so imports had to be resorted to.

Anincrease in import availability ratio a..d capacity utilisation rates
could also imply that the supply side constraints in the form of raw material
shortages or other critical inputs have Heen removed, resulting in improved

76



capacity utilisation. Industries in this group experience favourable effect due
to liberalization policies.

Category-4

This category consists of industries whose import availability ratio
and capacity utilisation rate have both declined. This implies that there are
other factors affecting the industry and thus they are neutral to liberalisation
policies. For the year 1981-82, metal and alloy industries experienced such a
situation.

In the analysis of import availability ratio and capacity utilisation
rate, it is noticed that there are positive as well as negative factors in the
liberalization strategy. In industries where there are shortages or supply side
constraints, liberalization has helped in overcoming these constraints by
liberal imports. But in some industries liberalisation measures have led to
undue competition resulting in under-utilisation of capacity.
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