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INDUSTRIAL ECONOMICS

Learning Objectives

Cl To discuss the Features, Performance and development issues of the Indian
Economy

C2 To analyse the various theories of Industrial Location.

C3 To know the licensing policies and industrial sickness

C4 To describe the growth Patterns in Indian Industrial Sector.

C5 To observe the trends and prospects of industrial growth in India
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Unit — |
Nature and scope of Industrial Economics:

The nature of industrial economics is a blend of descriptive and analytical
elements, focusing on the economic problems of firms and industries and their
relationship with society, often using less abstract, more empirical analysis than standard
microeconomics. Its scope includes studying market structure, firm behavior, and
industry performance, examining topics like pricing, investment, production, and public
policy implications for both businesses and the economy.

Nature of industrial economics

Descriptive and analytical: It includes a descriptive element that provides information
about industries, competitors, and regulations, and an analytical element that focuses on
business decision-making, such as pricing and investment planning.

Empirical and practical: It is more empirically grounded than standard
microeconomics, considering real-world constraints and the implications of business
decisions for public policy.

Relationship with microeconomics: While based on microeconomics, it is a distinctive
branch that goes beyond abstract theory to address the practical problems of firms and
industries.

Interdisciplinary: It connects economic principles with the practicalities of business
operations and public policy, integrating concepts like market analysis, cost analysis, and
finance.

Scope of industrial economics

Market structure: Analyzes the number and size of firms, barriers to entry and exit, and
the resulting level of competition and market power.

Firm behavior: Studies strategic decisions made by firms, including pricing strategies,
advertising, research and development (R&D), and investment planning.

Industry performance: Examines how industries perform in terms of efficiency,
productivity, and profitability, and how this is affected by factors like technology and
government policies.

Corporate finance and investment: Analyzes how firms raise capital (e.g., through debt
financing), makes investment decisions, and evaluates projects (e.g., using Internal Rate
of Return - IRR).



Pricing and production: Investigates how prices are set under different market
conditions, explores theories of production, and analyzes concepts like capacity, output,
and returns to scale.
Public policy and regulation: Considers the impact of government rules and regulations
on the behavior of firms and the performance of industries.
Other areas: Includes topics such as product diversification, location decisions, and
labor management.

The Industrial Revolution was a transformative historical period, beginning in
Great Britain in the 18th century, that fundamentally shifted human society from an
agrarian, handicraft economy to one dominated by machine manufacturing and large-
scale industry. This transition, which unfolded over decades, led to profound
technological, socioeconomic, and cultural changes.
Key Phases
Historians generally divide the Industrial Revolution into several phases:
First Industrial Revolution (c. 1760-1840): Started in Britain, this era centered on
textile manufacturing, steam power, and iron production. Key inventions included the
spinning jenny, power loom, and James Watt's efficient steam engine, which enabled the
rise of the factory system.
Second Industrial Revolution (c. late 19th—early 20th century):Centered in the U.S.,
continental Europe, and Japan, this phase was characterized by advancements in steel
production(Bessemer process), the widespread adoption of electricity, the internal
combustion engine, and the development of mass production techniques like the assembly
line.
Third Industrial Revolution (c. 1970s onwards): Also known as the Digital Revolution,
this period introduced digital technology, computers, and automation into manufacturing,
enabling partial automation and greater precision.
Fourth Industrial Revolution (Present): This ongoing phase (Industry 4.0) involves
cyber-physical systems, the Internet of Things (1oT), artificial intelligence (Al), and data
analytics, creating "smart factories".
Major Changes and Impacts
The Industrial Revolution brought monumental changes to daily life and society:
Urbanization: Seeking work in new factories, masses of people migrated from rural areas

to burgeoning industrial cities, which led to rapid urban growth.



Economic Transformation: Economies shifted from being based on land and agriculture
to industry and manufacturing, leading to a wider distribution of wealth and the rise of the
middle class, though wealth inequality also increased.

Technological Advancements: New materials (iron and steel), new energy sources (coal,
steam, electricity, petroleum), and new machines revolutionized production,
communication (telegraph, telephone), and transportation (steamships, railways,
automobiles).

Social Change: The factory system created a new industrial working class, often facing
harsh conditions, long hours, and low wages, which in turn spurred the rise of the labor
union movement and new political theories.

Environmental Impact: The widespread burning of fossil fuels, particularly coal, led to
severe air and water pollution, marking the beginning of large-scale human impact on the
environment and contributing to climate change concerns today.

Improved Standard of Living: Over the long term, mass production made goods more
affordable and accessible, leading to improved diets, better housing, and significant
advances in medicine that increased life expectancy.

In sum, the Industrial Revolution created the foundations of the modern industrialized
world, spurring unprecedented economic growth and technological innovation, while also
introducing profound social challenges that societies continue to address.

Digital Revolution:

The digital revolution isthe shift from mechanical and analog electronic
technology to digital technology, starting around the mid-20th century. This
transformation, also known as the Third Industrial Revolution, is driven by advances in
computing, telecommunications, and digital electronics, and has fundamentally changed
how people work, communicate, and interact with the world. It is marked by the
widespread adoption of the internet, personal computers, and mobile devices, leading to

new ways of creating and sharing information and restructuring economies and societies.
Key aspects of the digital revolution:

Technological shift: The core of the revolution is the move from analog (continuous)
signals to digital (discrete) ones, expressed in bits.

Key technologies: The revolution was enabled by inventions like the microprocessor,
integrated circuits, and the internet, as well as the subsequent rise of personal computers

and mobile devices.



Societal impact: It has changed how we socialize, work, and conduct business, and has
restructured economies, governments, and education.

Information era: The digital revolution marks the beginning of the Information Age,
characterized by the mass production and dissemination of information through digital
means.

Classification of industries:

The public sector comprises government-owned and managed organizations focused on
public welfare, funded by taxes. The private sector consists of individually or privately-
owned businesses driven by profit, funded by private investment. Public-private
partnerships (PPPs) involve collaboration between the two for specific public projects,
blending public oversight with private efficiency and shared risk.

Public Sector

Ownership and Control: Primarily owned and operated by the government (central,
state, or both).

Primary Objective: To provide essential services for the public good and promote social
welfare, not profit maximization.

Funding Sources: Financed mainly through taxes, duties, and government revenues.
Accountability: Accountable to the government and the general public.

Examples: Public hospitals, schools, national defense, law enforcement, and state-owned
enterprises like Indian Railways.

Private Sector

The private sector is owned and managed by private individuals, shareholders, or
corporations with the primary objective of generating profits. It is funded through private
investments, loans, and revenue from sales. Private sector entities are accountable to their
owners, investors, and customers. Examples include technology firms, retail stores, and
private banks.

Public-Private Partnerships (PPPs)

PPPs are long-term contractual arrangements between government entities and
private companies to finance, design, build, operate, and/or maintain public infrastructure
or services. They combine the public sector's focus on welfare and oversight with the
private sector's efficiency and capital. Risks and rewards are allocated between partners.
Funding often includes private investment, recouped through user fees or performance-
based payments from the public sector. Examples include the development of airports and

highways.



What is PPPs?

A public-private partnership is a contracted agreement between the government
and a private sector partner. The government retains ownership of the facility, while the
private partner does almost everything else, including building, fixing, maintaining or
managing it.

The rights over this facility or system mostly remain with the government, but the private
entity has some negotiating room when it comes to project completion. Both share in the
profits generated from the completed project, and PPP contracts can last for decades.

Key characteristics of public-private partnership

PPPs are a continually evolving process as partners look to refine the collaborative
relationship. With that in mind, the framework that supports the arrangement should have
some key principles, such as:

Risk sharing and allocation. Optimal risk sharing and allocation are for the party best able
to manage them.

Sufficient public interest. The arrangement between all actors means that there was
sufficient public interest in the form of consultation with end-users, at the very least.
Performance payments. This requires good human capital development and a financing
framework that supports payments to private partners linked to performance.

Capacity to deliver. The private partner has the capacity to manage all of the commercial
processes and needs by consulting with their other private partners.

Transparency. Public and corporate governance that includes high quality of service and
performance keeps the process credible and transparent.

Competition. Competition is necessary to break down barriers of entry for certain private
partners. It also applies enough commercial pressure during the initial part of the process
to maintain high standards.

Types of PPPs

There are two main types of P3 categories: contractual and institutional.

Contractual PPPs

This is where the private partner services the public infrastructure needs under the control
of the public partner. The private entity is responsible for all aspects of the infrastructure
object, such as maintenance and operation. It charges the users for the service, and the
contract it signs with the public entity is regulated by a single administrative contract or

several in a series.



Leasing contracts, also known as affermage, are one example of contractual P3
arrangements where the asset has already been built and the need for infrastructure
investment is unnecessary. These usually last between 10 and 20 years.

Delegate management contracts are where the public partner directly pays the private
partner for service. One example is treating public water supply. This is akin to an
outsourcing relationship and lasts anywhere from 3 to 10 years.

Institutionalized PPPs

These types of partnerships are like joint ventures, where the asset is held by both private
and public partners. Both parties are responsible for delivering a work product or service,
or the private partner owns shares in a public company. Here, the public partner controls
the infrastructure asset while the private partner operates it. One common example is
long-term security monitoring for a site.

PPPs are regularly implemented in three main sectors:

Social services. This includes providing facilities and services to schools and health
organizations as well as urban regeneration projects.

Public transportation. This is the creation of mass transit systems, airports and roads.
Environmental and waste disposal. Examples are bulk water treatment, sewage systems
and solid waste management services.

Benefits and challenges of public-private partnerships

Establishing public-private partnership contracts comes with immense benefits as well as
life-impacting challenges.

Provide better infrastructure solutions. This is particularly true in developing
communities and countries. These partnerships help citizens not only get access to much-
needed services but can also facilitate economic growth. Areas with better infrastructure
attract more businesses, which creates more jobs.

Faster project completion. When it comes to construction, P3 tends to reduce project
delays, and building cycles are faster. Private companies have more experience when it
comes to managing projects and measuring performance because these tie directly to their
profits.

Greater ROI. PPPs can generate better ROI in a couple of ways. Private-sector technology
and innovation improve the operational efficiency of a project. There’s also the
possibility of incentives for delivering projects that are on time and within budget.

Better risk appraisal and cost containment. Early feasibility studies provide full risk

appraisal. There’s nothing more expensive than trying to work within unrealistic
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expectations that could have been researched beforehand. Additionally, once projects go
ahead under the control of the private partner, its experience improves cost containment.
Reduced government budget deficits. With improved efficiency comes reduced budget
deficits.

Disadvantages of public-private partnerships

Higher costs: Private partners are profit-driven, which can increase the cost of services or
infrastructure compared to traditional public procurement.

Project delays: Large, complex projects are prone to delays from financial, technical, or
regulatory issues, and disputes between partners can further slow progress.

Reduced public control: The shared authority in PPPs can weaken government oversight
and control over the project and its outcomes.

Transparency concerns: The complexity and private nature of some contracts can lead to
a lack of transparency and make it difficult to monitor performance.

Unequal benefit distribution: Profit motives can lead to projects that are more beneficial
for the private partner, resulting in unequal benefits for the public.

Accessibility and affordability issues: User fees or tolls can make services unaffordable
for low-income communities, increasing social inequality.

Political risk: Changes in government or policy can disrupt long-term PPP contracts and
lead to uncertainty.

Complex contracts and disputes: PPP agreements are often long, complicated, and
inflexible, leading to legal and contractual disputes over performance and finances.
Conflicts of interest: A tie-up between public officials and private firms can create risks
of favoritism, corruption, or "crony capitalism".

Inefficient risk allocation: The private and public sectors may not share risks equitably,
leading to one party shouldering a disproportionate burden.

Challenges associated with PPPs are:

Inconsistent profits. Profits may not be consistent partially because the risks involved in
complex projects eats away at profits.

Less competition. The field for certain projects may be so limited that the reduced
competition makes it less cost-effective to partner.

Compensation requirements. Private partners expect to be properly compensated for
accepting the risks associated with the project. Sometimes, government may not be able
to fulfill that requirement fully or in a timely fashion. This can affect the private partner’s

ability to handle its obligations.
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Inaccurate costing. In areas where the government is not an expert and the private partner

is, the government can be put at a disadvantage when assessing cost proposals.

MSMEs, Cottage Industries

According to the Ministry of Micro, Small, and Medium Enterprises (MSME),
India's small-scale industries account for nearly 30% of the country's GDP and 45% of its
total export.
MSMEs have advantages like access to collateral-free loans, low-interest rates, and tax
benefits, which aid their growth and sustainability. However, disadvantages include a
significant compliance burden, potential difficulty in raising large amounts of capital, and
challenges with competition and market volatility.
Advantages of MSMEs
Access to finance: MSMEs can obtain collateral-free bank loans and have easier access to
credit, with schemes like the Credit Guarantee Fund Scheme (CGTMSE) offering
significant support. They also benefit from lower interest rates on loans and have access
to overdraft facilities with a 1% interest exemption.
Government support: They are eligible for a variety of government schemes, subsidies
(like on patent registration and industrial promotion), and can get ISO certification
reimbursement.
Tax benefits: MSMES receive several tax advantages, such as tax exemptions and rebates.
Market and procurement advantages: Registered MSMEs get priority in government
procurement and are protected against delayed payments from buyers. They also have
opportunities for market expansion and export promotion.
Flexibility and innovation. MSMEs can adapt quickly to market changes and are
encouraged to innovate through government incentives like patent registration subsidies.
Cost savings: They benefit from concessions on electricity bills, helping to reduce
operational costs.
Disadvantages of MSMEs
Compliance burden: The registration and compliance process can be complex and time-
consuming, especially for smaller enterprises.
Financial constraints: MSMEs often have limited access to capital, find it difficult to
secure large loans, and may not have enough resources to complete bulk orders.
Market and scalability issues: They can struggle with scalability, are more vulnerable to

market fluctuations, and find it challenging to compete with larger companies.
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Cost of compliance: There can be high initial costs for compliance, such as getting
licenses and SO certifications, and ongoing expenses for periodic reporting and audits.
Delayed benefits: Accessing government schemes and subsidies can sometimes be slow
due to bureaucratic hurdles.
Loan-related drawbacks: If they take out loans, there can be high processing fees,
potential hidden charges, and stringent repayment terms, especially with certain non-
banking financial companies (NBFCs).
Cottage Industries

A cottage industry is a small-scale, home-based manufacturing business that
typically uses traditional skills and simple tools to produce goods like handicrafts,
pottery, and textiles. These industries are often run by individuals or families, require
minimal investment, and play a significant role in providing income, preserving cultural
heritage, and supporting local economies, especially in rural areas. Examples include
weaving, pottery, basket making, and jewelry design.
Characteristics of cottage industries
Home-based: Production usually takes place in a home or small workshop.
Small-scale: They are operated by individuals or families, sometimes involving local
community members.
Labor-intensive: The work relies on traditional skills and often uses simple tools.
Minimal investment: They typically require low startup capital.
Local resources: They often use locally available materials and skills.
Examples of cottage industries
Handloom and textile weaving
Pottery and ceramics
Basket weaving and bamboo crafts
Handmade jewelry and metal handicrafts
Leather goods
Woodworking and furniture making
Minor food processing and preservation
Matchstick making
Importance
Economic impact: They are a significant source of income in rural areas, help reduce

poverty, and can be the foundation for larger businesses.
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Cultural preservation: They help preserve traditional crafts and heritage passed down

through generations.

Local support: They provide employment opportunities and support local economies by

using local skills and materials.

Concept of Plant, Firm and Industry

A plant is a specific physical location for production, a firm is the business entity

that owns and operates one or more plants, and an industry is a collection of firms

producing similar goods or services. Understanding these concepts shows the relationship

between a single production site, the business, and the broader economic sector.

Concept Definition
Plant The physical location, such as a factory or facility, where goods or
services are made. A firm might operate one or more plants.
Firm A single business or economic unit that produces goods or services for
profit. It is the entity that owns and manages the plant(s).
Industry A group of many firms that produce similar products or services for

the same or a similar market. For example, the automotive industry
includes all the firms that manufacture cars and trucks.
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Check Your Progress:

Q.No Short Questions LOCF Mapping
1. | Explain the nature of Industrial Economics. K1 CO1 | PO2
2, Distinguish between Plant, Firm and Industry. K6 CO2 | PO5
3.

Write a short note on the Digital Revolution. K1 CO3 | PO1
4 What is a Public—Private Partnership (PPP)? Mention any four key K2 CO4 | PO1
features.
5. | State the characteristics of Cottage Industries. K5 CO2 | PO4

Q.No Essay Type Questions LOCF Mapping
1. | Explain the nature of Industrial Economics. K1 CO4 | PO1
2. | Distinguish between Plant, Firm and Industry. K3 CO2 | PO3
3. | Write a short note on the Digital Revolution. K5 CO5 | PO4
4 What is a Public-Private Partnership (PPP)? Mention any four key K5 CO1l | PO4

" | features.
5. | State the characteristics of Cottage Industries. K2 CO5 | PO2
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UNIT I
Theories of Location
Theories of industrial location explain the spatial distribution of economic activity,
evolving from classical models focused on minimizing costs to contemporary
theories that incorporate profit maximization, behavioral factors, and global
economic dynamics.
Weber theory of Industrial Location
Weber’s model of industrial location gave the first major insights into industrial
location patterns based on transport costs and agglomeration benefits.
Background
Alfred Weber developed an industrial location model in 1909. He explained why
industries choose specific locations for production. Weber studied factors shaping
an industry's optimal place. He said transport costs and agglomeration forces
mainly decide factory locations.
Transport costs depend on how far raw materials and markets lie from factories. If
far, transport costs rise. So industries locate near input and market sources to cut
costs. Agglomeration refers to industry clusters. Being near suppliers, labor pools,
and other firms benefits businesses. They share resources, workers, and
knowledge. This makes production cheaper.
Historical Context & Precursors to Weber
Before Weber, Johann Heinrich Von Thiinen’s agricultural land use model laid the
groundwork for spatial economic theory, focusing on transportation cost
minimization between farms and markets. Weber extended these principles into
the industrial realm, adding labor and agglomeration as variables. His work also
drew from Alfred Marshall’s ideas on industrial districts, integrating them into a
formal, geometric framework for industrial location decision-making.

Fig: Weber’s model of industrial location
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Market

Raw Material 1 Raw Material 2

Features of Industrial Location Theory

Weber’s model of industrial location about where industries locate are based on some
simple assumptions.

He assumes the area is even in many ways. It's physically similar everywhere, with the
same technology and culture. Politically there are no differences.

He also assumes we know where the raw materials and customers are located.
Transportation costs increase with how heavy and far stuff has to travel. That's the only
thing that affects costs, according to Weber.

The workers are stuck where they are. Weber doesn't consider that people might move for
a job.

There's also perfect competition between companies. Prices are set only by supply and
demand.

These assumptions make it easier for Weber to focus on the two main reasons industries
locate somewhere: transport costs and how being near other businesses helps. In real life,
lots of other things matter, too, for where factories go. But the simple picture gives us a
base to understand location basics.

The even conditions and standardized story show how transport costs and agglomeration
(clustering) would affect locations in an ideal setting. But real-world choices have lots
more factors involved than what Weber talks about.

Isotims: Lines on a map representing equal transportation costs for either raw materials or

finished goods.
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Isodapanes: Lines representing equal total transport cost from both raw materials and
markets combined.

By plotting isotims for each input and output, Weber identified the point of least transport
cost, then evaluated labor cost deviations (least labor cost point) and agglomeration
effects to adjust the location. This sequential analysis became a standard methodological
template for early industrial geography.

Weber's Theory

According to Weber’s model of industrial location, the location of industries depends on
the type of raw materials they use.

If raw materials lose a lot of weight during production or are impure, the industry should
locate near the raw material source. This is true for industries like sugar, steel, and jute.

If raw materials gain weight or are pure during production, the best location is between
the raw material source and the market. This balances transport costs.

If raw materials are widely available, the industry should locate near the market to
minimize transporting finished products.

Weber used location triangle models for industries using multiple raw materials.
According to the triangle models, industries fall into two types: weight-gaining and
weight-losing.

Weight-losing industries like iron/steel and cement locate near raw material sources. A lot
of weight is lost during production.

Weber argued that the optimal location for an industry depends on whether its raw
materials gain or lose weight during production and how widely available they are.
Industries using weight-losing or impure raw materials benefit most from locating near
material sources, while those with weight-gaining or pure inputs do best between input
and market locations.

Widely available raw materials favor a market location to minimize transport costs of
finished goods.

Weber's theories provide insights into how the nature of raw materials influences optimal
industry locations. But other factors also affect location decisions in practice.

According to Weber's "least labor cost” theory, if labor costs are significantly lower in a
particular region, industries may relocate there even if transportation costs increase.

As long as the savings in labor expenses are greater than the additional transport costs, it

makes economic sense for the industry to shift locations.
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This theory explains the development of industries like the cotton textile mills in
Alabama, USA, and the readymade garment industry in many Indian cities.

Labor was significantly cheaper in these locations, outweighing any increases in
transportation costs due to distance from markets. The lower labor expenses more than
offset, the higher transport costs of shipping finished goods elsewhere.

As a result, industries relocated production to where labor was cheapest, in accordance
with Weber's theory. The substantial savings on labor costs justified bearing some
additional transportation expenses.

Weber argued that if labor costs are low enough in a region, it may be economically
logical for industries to shift locations - even if transportation costs rise slightly.

As long as labor cost savings exceed additional transport expenses, industries should
relocate to where labor is cheapest, according to Weber. This explains the growth of
industries in lower labor costs locations like parts of the US and India.

However, other factors also influence industry location decisions in practice. Labor costs
are just one of several considerations for multinational companies evaluating production
sites.

Weber's theory provides important insights into how differences in labor expenses across
regions can shape optimum industry locations. But real-world decisions weigh many
complex factors beyond only transport and labor costs.

According to Weber’s model of industrial location, infrastructure factors can sometimes
influence industry location more than transport or labor costs.

This is especially true for light and footloose industries that cannot invest heavily in their
own infrastructure. They rely more on shared infrastructure.

The theory argues that if agglomeration benefits are greater than savings from lower labor
or transportation costs, industries should locate near existing industry clusters.
Agglomeration allows for sharing of services, supplier networks, labor pools, and
knowledge spillovers between firms. It enables specialization and economies of scale.
This explains the growth of industries like software, electronics, and garment
manufacturing in clusters like the Bangalore-Chennai-Coimbatore region of India.

The agglomeration benefits of locating in such hubs outweighed any potential savings
from labor or transport costs in less developed areas.

In summary, Weber's agglomeration theory highlights that infrastructure factors and

cluster benefits can be more important location determinants for certain industries.
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When agglomeration effects are larger than savings on labor or transport alone, industries
optimize location by moving near similar firms to access shared infrastructure, suppliers,
and labor pools.

However, labor and transportation costs also influence industry location decisions to
some degree. Agglomeration is just one of several factors companies consider.

Weber's theory provides insight into how industry clusters form and grow over time due
to the benefits of agglomeration. But real-world location choices weigh many complex
factors beyond only agglomeration.

Stepwise Procedure of Weber’s Model

Weber’s industrial location decision proceeds in three analytical steps:

Identify the least transport cost location using the location triangle and isotim/isodapane
analysis.

Evaluate labor cost variation—if a nearby location offers significantly lower labor costs
that outweigh the additional transport costs, shift to the “least labor cost” site.

Factor in agglomeration and deglomeration economies—industries may cluster to share
infrastructure, suppliers, and labor pools, or disperse to avoid congestion, high land rent,
and competition.

Limitations

Here are some key limitations of Weber’s model of industrial location:

It ignores demand - Weber focuses only on supply factors like transport costs and labor.
He neglects how demand patterns also influence where industries locate.

It assumes a uniform region - In reality, no region is physically, politically, culturally, and
technologically identical. Weber simplifies unrealistically.

It treats labor as static - Workers often migrate for jobs, but Weber considers labor fixed.
He ignores how mobility affects location.

It neglects political factors - Weber overlooks how government policies, regulations, and
incentives shape industry locations.

It overemphasizes transport costs - Though important, transport costs are just one of many
location determinants.

It assumes perfect competition - In reality, firms do not always behave rationally or
competitively. Weber's assumption is unrealistic.

Applicability in the Contemporary World

In a globalized economy, Weber’s assumptions face challenges:
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Global Value Chains (GVCs) mean production is fragmented across multiple countries,
diluting the transport-cost dominance.

ICT and Digital Infrastructure enable “footloose” industries, such as IT and services, to
operate irrespective of proximity to raw materials or markets.

Policy Interventions—special economic zones (SEZs), tax incentives, and subsidies often
override pure cost-minimization logic.

Environmental Regulations increasingly shape industrial locations, particularly for
polluting industries.

Relevance of Weber’s Model in India’s Industrial Geography

Weber’s framework can be observed in multiple Indian contexts:

Weight-Losing Industries: Iron and steel plants in Jamshedpur and Rourkela locate near
coal and iron ore sources to minimize heavy raw material transport.

Labor-Oriented Industries: Readymade garment hubs in Tiruppur, Ludhiana, and Surat
illustrate relocation to low-labor-cost regions despite increased transport distances to
export markets.

Agglomeration Economies: The IT corridor from Bangalore to Chennai demonstrates
clustering benefits—shared skilled labor, ancillary services, and knowledge spillovers
outweigh raw material considerations.

While modern industrial policy and infrastructure expansion have diversified location
drivers, Weber’s principles still help explain many spatial patterns in India’s industrial
distribution.

Conclusion

So Weber's theory gives useful insights in its way. But applying it means knowing its
limitations and oversimplifications compared to the real complexities that really shape

where industries plant their factories.
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Sargent Florence Theory of Industrial Location

Sargant Florence has given his theory about industrial location, which has become

popular. He started with the idea that some of Weber’s assumptions are not realistic.
According to him geographical location of an industry is not as important, as the
distribution of occupied population. His main consideration is that occupational
distribution of population should be the main and primary factor for taking into
consideration the location of an industry.
His theory is mainly based on inductive analysis and while explaining location factor of
an industry he has taken into consideration location factor and co-efficient of localisation.
Now a question arises as to what is location factor. According to him, it is an index of the
degree of concentration of an industry in a particular region. Now this raises another
problem namely how to arrive at the index, to which Sargant has made a reference.

On the basis of production census he has tried to find out the statistical measures
of location and has not accepted the traditional view of the geographical context, not the
region or area as such but the working population in that area is more important. Sargent
has used two new concepts in his theory of location.

Factors:
They are:

(i) Location factor and (ii) Coefficient of localization.

(i) Location factor:

Location factor indicates the centralization or otherwise of an industry. If the location
factor index is greater than unity, there is a tendency of centralization; on the other hand,
if it is less than unity, the otherwise is true. In case of unity, a state of evenness exists this
indicates that there is neither centralization nor decentralization.

The location factor index is calculated by using the following formula:

No. of workers engaged in a particular industry of an area
Total No. of workers engaged in all industries in the area

x 100

Location Factor Index

Total No. of workers engaged in all industry with area o
Total No. of industries workers inthe country

100

Percentage of workers engaged in a particular industry
Proportion of total numbr of workers engaged in the area
to the total industrial workers of the country

21



We take an example to explain the use of this formula. Suppose that the population of
industrial workers in a country is 500; workers engaged in a given area is 200 and
workers engaged in a particular industry (cement, etc.) are 100.

The location factor index will be calculated in the following manner:

100x 100
200

200 ;00
0

Loaction factor index=

50
© 40
128

or

The index is greater than 1; therefore, the industry appears to be centralized in that area.
Coefficient of localization indicates the propensity of concentration of industries. This has
no relation as such with the area. If the percentage of workers over different areas is also
given in percentage, the variance between the two percentages is divided by 100 which
give the coefficient of location.

If this coefficient is zero, it will mean that industries are evenly distributed over all the
areas; if the coefficient is unity or one, it indicates concentration of industries in one area.
The coefficient being greater or less than unity will indicate tendency of centralization or
decentralization respectively.

The coefficient of localization can be calculated in the following manner:

% of workers in _ % of workers in
Coefficient of . the area particular industry

Localisation 100

Suppose the percentage of workers in the area is 90 and those engaged in a particular

industry is 60. The coefficient would be found out in this manner.

. o~ 290
Coefficient of Localisation 100100

Since the coefficient of localization is less than unity or one, industries have a tendency of
decentralization in that area. .

Criticism of Sargent Florence’s Theory:

Following are the points of criticism against the theory of location given by Florence:

1. Ignorance of causes of location:
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The theory tells only whether the industry is centralized or decentralised but does not give
the causes of such a tendency.

2. Difficulty of knowing propensity of localization:

It is difficult to know only on the basis of coefficient of localization whether there is
propensity of centralization or decentralization.

3. Ignorance of favourable local conditions:

The theory does not care for the favourable local factors influencing centralisation of
industries.

4. Absence of knowledge of productive capacity:

The theory given by Florence emphasizes the number of workers in calculating the index
and coefficient but ignores production. It is difficult to know the productive capacity of
different areas. In spite of these deficiencies the theory at least suggests a way to know
the tendency of localisation of industries

Factors affecting Location

Factors affecting location vary depending on whether the decision is for an industrial site,
a business, or a residence. These factors can be broadly classified as geographical,
economic, social, and political.

Geographical factors

These physical attributes of a place often determine the feasibility of a location.

Raw materials: Industries that use heavy, perishable, or bulky raw materials typically
locate near the source to reduce transportation costs. Examples include sugar mills near
sugarcane fields and steel plants near iron ore mines.

Climate: The climate can affect both the workforce and specific industries. For instance,
textile industries thrive in humid climates, which prevent yarn from breaking.

Water and power:Many industries, such as textiles and chemical plants, require large
quantities of water for processing. The availability of reliable and affordable power
sources is also critical for industrial operations.

Land and site: The topography, size, and cost of a site are fundamental. Businesses look
for flat land with proper drainage and room for expansion. High urban land costs can push
new industries to rural areas.

Economic factors

These are a primary driver for both businesses and residents, balancing costs and

opportunities.
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Labor:The availability of cheap, skilled, or unskilled labor is a major consideration.
Labor-intensive industries seek locations with a large population base, while technology
firms are drawn to areas with a high talent pool.

Capital and finance: Industries require significant investment to start and operate.
Access to banking facilities, venture capitalists, and other financial services is a major
attraction for businesses.

Markets and customers: Proximity to the target market reduces transportation costs for
finished goods and allows for faster delivery. This is particularly important for retail and
service-oriented businesses.

Cost of living and business: This includes factors like rent, property costs, taxes, and
utility expenses. Companies analyze these costs to find the most profitable location, while
residents consider them in relation to their household income.

Social and cultural factors

These qualitative factors often influence residential and service-oriented location
decisions.

Quality of life: Factors like crime rates, pollution levels, and access to healthcare,
education, and recreation are major considerations for residents and are increasingly
important for attracting and retaining employees.

Proximity to family and friends: For residential choices, being near family and social
networks can be a decisive factor.

Cultural fit: A location's community culture, diversity, and overall social environment
can determine if a person or family will feel comfortable and welcomed.

Social and cultural factors

These qualitative factors often influence residential and service-oriented location
decisions.

Quality of life:Factors like crime rates, pollution levels, and access to healthcare,
education, and recreation are major considerations for residents and are increasingly
important for attracting and retaining employees.

Proximity to family and friends:For residential choices, being near family and social
networks can be a decisive factor.

Cultural fit:A location's community culture, diversity, and overall social environment

can determine if a person or family will feel comfortable and welcomed.
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Competition:For businesses, the level of competition in a market affects sales potential.
Some firms may cluster near competitors (e.g., car dealerships), while others may avoid
saturated markets.

Political and governmental factors

Government policies and regulations play a significant role in shaping location decisions.
Government policies: Governments can influence location choices through incentives
like subsidies, lower taxes, and improved infrastructure to attract investment to specific
regions.

Zoning laws and regulations: Local zoning laws determine how land can be used for
commercial, residential, or industrial purposes. Regulations on business operations,
signage, and environmental impact also affect where a business can set up.

Political stability: For companies expanding globally, political risks, government
attitudes, and trade agreements can be major factors.

Infrastructural factors

Robust infrastructure is essential for both commercial and residential locations.
Transportation networks: Well-developed road, rail, air, and water transport systems
are necessary for moving raw materials, finished products, and commuters. For residents,
ease of transportation and commute time is a key consideration.

Connectivity: Access to reliable internet and communication technology is vital for most
modern businesses and for the quality of life of residents.

Utilities: The availability of dependable and cost-effective utilities, such as water, sewage,
and electricity, is fundamental.

Localization

Localization is the process of adapting and customizing a product to meet the
needs of a specific market, as identified by its language, culture, expectations, local
standards and legal requirements.

What is an example of localization?

Localization and translation are not the same; translation is one step in the
localization process. Localization example Burger Queen, a fast-food chain from the U.S.,
is launching in Mexico. As part of its localization strategy, the company: Translates all
content to Mexican Spanish.

Localization characteristics include adapting content to local language, culture,

and legal requirements, which goes beyond simple translation to include cultural
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appropriateness, local standards, and technical adjustments. Key aspects are customizing
products and marketing for local preferences, adapting visuals and layouts, and making
technical adjustments like date formats and currency conversion. The goal is to make a
product or service feel natively designed for the target market.
Cultural and linguistic adaptation
Language: Goes beyond simple translation to include culturally appropriate terminology,
idioms, and local references.
Visuals: Adapts images, colors, and design elements to align with local aesthetics,
cultural symbols, and sensitivities.
Cultural nuances: Accounts for local customs, holidays, social taboos, and personal
name/title conventions.
Context and tone: Ensures the content's meaning, tone, and context are appropriate for the
local audience.
Technical and legal adaptation
Technical formats: Adjusts technical elements such as date, time, and currency formats,
and units of measurement.
Legal and regulatory requirements: Ensures compliance with local laws and safety
standards.
User interface: Modifies the user interface (Ul) for different writing systems, such as
adjusting layouts for right-to-left languages.
Payment methods: Adapts payment methods to local availability and practices.
Strategic characteristics
Customization: Involves a high degree of customization in products, services, and
marketing to meet local needs.
Decentralized decision-making: Can involve decentralized decision-making to allow local
subsidiaries to respond to specific market needs.
Market relevance: Aims to increase competitiveness and acceptance in a target market by
making the product feel like it was developed locally.
Globalization and industrialization

Globalization and industrialization are interconnected forces that have mutually
stimulated economic growth and global integration. Industrialization, the shift from
agriculture to manufacturing, creates goods for international trade and provides the
economic and technological foundation for globalization, while globalization, the

interconnectedness of economies through trade, ideas, and culture, in turn accelerates
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industrialization by opening up new markets and facilitating the spread of
technology. The Industrial Revolution, for example, significantly boosted both
phenomena by increasing the production of goods and improving transportation, leading
to a new era of global trade.

How they are connected

Industrialization as a foundation:

The Industrial Revolution provided the goods and the economic structures that made
international trade and integration possible. New technologies like steamships and
railroads lowered the cost of transporting goods across long distances, a key driver of
globalization.

Globalization as an accelerator:

Globalization opens up new markets for the goods produced through industrialization. It
also allows for the spread of technology and capital from more advanced economies to
less developed ones, a process that can accelerate industrialization in those countries.

A cycle of mutual stimulation:

Industrialization and globalization can be seen as a cycle where industrialization creates
the capacity for globalization, and globalization, in turn, creates the demand and capital to
drive further industrialization.

Economic impact:

Both have been drivers of economic growth, though this has led to different outcomes for
different countries. Some argue that the spread of industrialization through globalization
has led to "convergence,” where development gaps between nations shrink, while others
point to a "great divergence" in some cases.

Differences

Focus:

Industrialization's primary focus is the transformation of a society from agricultural to
manufacturing-based. Globalization's focus is on the integration of national economies
into the international economy.

Scope:

Industrialization can occur on a localized or national level. Globalization, by definition, is
a global process.

Method:
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Industrialization relies heavily on technological advancement and the replacement of
manual labor with machinery. Globalization can involve industrial and non-industrial

interactions, though it is often facilitated by technology.

Globalization of Industries

The globalization of industries is the process of companies operating in multiple
countries, leading to a greater integration of the world's economies through cross-border
trade, investment, and collaboration. This trend is driven by factors like lower trade
barriers, advanced technology, and increased competition, which allows businesses to
access global suppliers and markets, source production where costs are lowest, and
benefit from a global flow of ideas and talent. The result is a globally interconnected
marketplace where a company's success in one country is often interdependent with its
position in others.
Key aspects of industry globalization

Increased trade and investment: Companies engage in more cross-border trade of
both finished products and components, and increase foreign direct investment to
establish operations, such as R&D and manufacturing facilities, in other countries.
Fragmented production: Companies can break down their production process and locate
each stage in the country where it can be done most cost-effectively, creating complex
global supply chains.
Global competition: Businesses face competition from companies worldwide, making
global competitiveness a necessity for survival and growth beyond their home markets.
Homogenized markets: Demand for certain consumer goods has become more similar
across borders, allowing companies to use similar marketing concepts in different
regions.
Technological and communication advancements: Improved transportation and
communication technologies have reduced the "economic distance” between countries,
making it easier to coordinate and manage global operations.
Political and economic shifts: Lower trade barriers, trade liberalization, and deregulation
have encouraged businesses to expand internationally and integrate into the global
market.

Decentralization of Industries
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Industrial decentralization is the dispersal of industrial activity away from major
urban centers to smaller towns and rural areas. This approach aims to promote balanced
regional development, reduce urban congestion, and create jobs closer to where people
live. In a broader business context, decentralization also refers to empowering lower-level
employees or departments to make their own decisions, rather than having all authority
concentrated at the top.

In a regional/economic context

Definition: Moving factories, businesses, and job opportunities from large cities to
smaller towns and rural areas.

Goal: To achieve more balanced development across a region or country and to reduce
pressure on urban infrastructure.

Benefits:

Creates employment in rural and smaller urban areas.

Decreases migration from rural areas to cities.

Distributes wealth more evenly across a country.

In a business/organizational context

Definition: Distributing decision-making authority, power, and responsibility away from
a central management to subordinate employees, departments, or branches.

Goal: To improve responsiveness, encourage innovation, and empower employees.
Benefits:

Allows local managers to make on-the-spot decisions to handle local issues.

Helps companies adapt more quickly to their local environment.

Can lead to greater employee engagement and innovation.

Other examples

Political Decentralization: Shifting power from a central government to lower-level
governments or elected bodies.

Technological Decentralization: The rise of technologies like blockchain allows for more
decentralized operations, where different parts of a system can make their own decisions.
Industry 5.0: A more recent concept that involves creating more human-centric and
flexible manufacturing through a partnership between humans and advanced
technologies, which often requires decentralized decision-making.

Decentralization

Industries refer to groups of businesses or organizations involved in producing or

supplying goods, services, or income. Economists typically classify types of industries
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into three broad categories: primary (extracting raw materials), secondary (manufacturing
and processing), and tertiary (services).

Causes of Decentralization of Industries

The following are the main causes responsible for the decentralization of industries:

1. Advent of Electricity:

With the coming of electricity, it is no longer necessary to locate the factories near coal-
mines or on the banks of rivers or streams.

Electricity can be supplied at a distance of hundreds of miles from the generating station.

If, therefore, localisation was due to the nearness to the source of power, this factor has
now ceased to operate.

2. Development of Means of Transport:

On account of improved transport, distant markets can be approached and distant sources
of raw materials tapped. The industry need not be located near the market or near the raw
materials, if there are other more important advantages elsewhere. Thus industry gets
decentralised.

It is worth noting that development of the means of transport works both ways. It helps
concentration and also assists decentralisation. It helps concen-tration in this way that if
the local supply of raw materials has become insufficient, they can be imported from
outside.

The industry will develop further in the locality to reap benefits of localisation. But it also
assists in decentralisation. For example, if the market is more important than the
materials, then the factories can move out, and get established in or near the market. Raw
materials can be transported to that place.

3. Higher Costs in Old Centres:

A rise in costs in old industrial centres and concessions available elsewhere help
decentralisation. It is found that as industries grow up, rents rise and so do the municipal
taxes. The cost of living also goes up which necessitates the payments of higher wages.
Factory sites also become very costly.

All these factors render it uneconomical to start factories there. On the other hand, cheap
sites for factories may be available elsewhere. Our cotton mill industry is becoming
decentralized. Improved organisation for collection and distribution of goods has made it
unnecessary for industries to remain wedded to the local markets. They can thus move out

with advantage. This leads to decentralisation.
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4. Risk of Bombing:

The last war has shown that centralisation is dangerous, as a crowded area is more
vulnerable to bombing from the air. Wise governments, therefore, encourage the
spreading out of industry. The industry gets decentralised.

Most of the Indian industries suffer from over-centralisation. A degree of decentralisation
is essential. Decentralisation, however, does not necessarily mean decentralisation of
control. A mill started in undeveloped areas may still belong to the people who are in the

main industrial centre.

Measures of concentration

The main measures of economic concentration are theConcentration Ratio (CR)and the
Herfindahl-Hirschman Index (HHI). The Concentration Ratio sums the market shares of
the largest "n" firms, while the HHI is the sum of the squares of the market shares of all
firms in an industry. Both are used to assess market competitiveness,

With high values indicating a more concentrated, less competitive market like an
oligopoly or monopoly.

Concentration Ratio (CR)

What it is: The combined market share of the "n" largest firms in an industry.

How it's calculated: Add the market shares of the top "n" firms. The value for "n" is often
3or4(e.g., CR4).

What it shows:A high CR (e.g., above 60%) suggests a market is dominated by a few
firms, pointing toward an oligopoly or monopoly. A low CR suggests a more competitive
market.

Herfindahl-Hirschman Index (HHI)

What it is: A more comprehensive measure of market concentration that includes every
firm in the market.

How it's calculated: Square the market share of each firm and add the results together.
What it shows:A higher HHI indicates greater market concentration. For example, a

market with a few large firms will have a higher HHI than one with many small firms.

Key differences and considerations
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Herfindahl-Hirschman Index

Feature Concentration Ratio (CR) (HHI)

Firms included Only the top "n" largest firms All firms in the market

Sum of the market shares of Sum of the squares of each firm's

Calculation the largest "n" firms market share
Less sensitive to small . .
Sensitivity changes in the market share of More sensitive to changeg in the
. market share of large firms
smaller firms
Usefulness Simple and intuitive to Provides a more detailed picture
calculate and interpret of market structure

Concentration ratio

A concentration ratio is an economic metric that measures the dominance of a few
large firms in an industry by adding up the market share of the largestNfirms,where Nis
often 4 or 8. A higher ratio indicates less competition, while a lower ratio suggests a more
competitive market.For example, a 100% concentration ratio means a monopoly, while a
ratio close to 0% signifies perfect competition.
How it's calculated
Identify the Nlargest firms in an industry, such as the top four (CR4) or top eight (CR8).
Determine the percentage of total market share held by these Nfirms.
The concentration ratio is the sum of these percentage market shares.
Interpreting the ratio
High concentration ratio (e.g., >70%):
Indicates a highly concentrated market, such as an oligopoly (dominated by a few firms)
or a monopoly (dominated by a single firm).
Medium concentration ratio (e.g., 40-70%0):
Suggests a market where a moderate number of firms have significant market share, often
an oligopoly.
Low concentration ratio (e.g., <40%):
Points to a more competitive market with many firms, or even perfect competition in the
theoretical limit of 0%.

Limitations
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A concentration ratio doesn't show the distribution of market share among the top N
firms. For instance, a 92% CR4 could mean one firm is a dominant player, or that the
market share is more evenly distributed among the four largest firms.

It doesn't account for potential competition from new entrants, which is influenced by
barriers to entry like patents or high R&D costs.

Alternative metrics, such as the Herfindahl-Hirschman Index (HHI)can provide a more
nuanced view of market concentration.

Herfindahl Index

The Herfindahl index (HHI) is a measure of market concentration, calculated by
summing the squares of each firm's market share in an industry. It ranges from nearly 0 (a
highly competitive market with many firms) to 10,000 (a monopoly with a single firm)
and is used to gauge market competitiveness, with higher values indicating more

concentration and less competition.

4 %\"‘1
Herfindahl-Hirschman Index

-

R
Herfindahl-Hirschman Index (HHI) Explained
Herfindahl-Hirschman Index score is directly proportional to the concentration in

a particular market. That means a higher HHI value or score reflects a higher
concentration in industry and thus reflects lesser competition. Similarly, a lower HHI

score would entail a good match for firms in an industry. A value closer to 10,000 or 1
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would indicate monopoly, and a weight more relative to 0 would mean healthy
competition and almost null concentration among firms.

Every economy strives to make its general marketplace more effective and competitive so
that anybody who wants to do business can access all the required resources. Sometimes,
firms or companies try to impose their dominant position in an industry and harm the
small players directly or indirectly, affecting the environment and discouraging healthy
competition. Regulatory bodies and watchdogs continuously look for these scenarios that
could increase concentration in any industry. The motive is not to prevent a large market
share but to prune some practices that generally affect competition.

HHI considers the relative size of the firms in a market and approaches zero when many
firms with relatively equal measures are present. On the contrary, when only one firm is
present in a market, it reaches its maximum of 10,000 and indicates the presence of a
monopoly. Therefore, HHI is a good tool for assessing the market structure and
ascertaining concentration despite disadvantages.

The U.S. Department of Justice and many regulatory bodies worldwide utilize HHI to
assess the concentration level in their respective markets, especially for M&A
transactions. For simplicity, agencies generally consider following the HHI slab to
determine the concentration: -

HHI less than 1,500 = Competitive Market

HHI between 1,500 and 2,500 = Moderately Concentrated Market

HHI equal to or greater than 2,500 = Highly Concentrated Market

In addition, merger transactions that increase the HHI by more than 200 points in highly
concentrated markets are likely to enhance market share under the horizontal merger

guidelines issued by the U.S. Department of Justice and the Federal Trade Commission.
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Check Your Progress:

Q.No Short Questions LOCF Mapping
1. | Explain Isotims and Isodapanes in Weber’s theory of industrial K1 CO1 | PO2
location.
o | What is the Weight-Losing and Weight-Gaining Industry according | K6 CO2 | PO5
to Weber?
3. | Define Location Factor and Coefficient of Localisation in Sargent K1 CO3 | PO1
Florence’s theory.
4. | What is the Concentration Ratio (CR4)? How is it interpreted? K2 CO4 | PO1
State any five causes of decentralisation of industries. K5 CO2 | PO4
Q.No Essay Type Questions LOCF Mapping
1. | Explain Weber’s Theory of Industrial Location with assumptions K1 CO4 | PO1
and limitations with a diagram.
o | Discuss the stepwise procedure of Weber’s location decision model. | K3 CO2 | PO3
3. | Critically examine Sargent Florence’s Theory of Industrial Location. | K5 CO5 | PO4
4 Explain the measures of market concentration — Concentration Ratio | K5 CO1 | PO4
and Herfindahl-Hirschman Index (HHI) with merits and limitations.
5. | Discuss the causes and consequences of industrial decentralisation K2 CO5 | PO2
in India.
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Unit -111

Industrial Licensing and Policies

Industrial licensing and policies aim to boost productivity by regulating industries
through government permits, promoting competition, and supporting key sectors like
small-scale industries and foreign investment. Historically, licensing was restrictive, but
modern policies have largely moved towards deregulation, liberalization, and simplifying
rules to enhance productivity, global competitiveness, and employment.
Historical context of industrial licensing

Initial purpose: Industrial licensing was introduced to regulate industries, prevent
monopolistic practices, and guide development towards specific goals like supporting
small industries and balanced regional growth.
Compulsory licensing: In the past, and still today for certain sectors, a license was
required to set up or expand an industry.
Criticism: This system was criticized for creating excessive bureaucracy, hindering
entrepreneurship, and slowing industrial growth due to procedural hurdles.
Evolution of industrial policy and its impact on productivity

Deregulation and liberalization: Since the 1980s and especially after the 1991
policy reforms, governments have significantly liberalized the economy by removing
many licensing requirements.
Increased competition: The reduction of "License, Permit, and Quota Raj" led to
increased competition, which in turn often resulted in lower prices for consumers and
greater efficiency in production.
Focus on growth: The objective is to maintain a sustained growth in productivity, enhance
employment, and achieve international competitiveness.
Key features of current industrial policy

Deregulation: Many industries are now free from the licensing requirement, with
government control reduced to focus on private enterprise and market-driven decisions.
Simplified procedures: Policies have been simplified to encourage both domestic and
foreign investment, boosting competition and technological advancement.
Support for specific sectors: Policies continue to support small-scale industries and may
have specific rules for industries that are hazardous, are related to security, or have

environmental concerns.
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Foreign investment: The policy now encourages foreign direct investment, which can lead
to technology transfer and improved productivity.

How productivity is enhanced

Competition: Liberalization increases competition, pushing firms to become more
efficient and productive to survive and grow.

Optimal resource use: Policies now aim for the optimal utilization of human resources
and capital, leading to higher overall productivity.

Investment: Simplified licensing and other policies make it easier for both domestic and
multinational companies to invest, which brings capital, technology, and new production
methods that improve productivity.

Industrial Licensing Policy - 1991

The Industrial Licensing Policy of 1991 was a major economic reform that dismantled the
"License Raj" by abolishing industrial licensing for most sectors to promote competition
and efficiency. Key reforms included the deregulation of industries (except for a few
strategic ones), allowing 51% automatic foreign investment, removing restrictions on the
MRTP and FERA companies, and opening up the public sector to private players. The
policy's goal was to liberalize the Indian economy and boost industrial growth and foreign
investment.

Key reforms

Abolition of industrial licensing: Licensing was abolished for most industries, except for
a few sectors like hazardous chemicals, defense, and aerospace.

Deregulation of public sector: Most industries previously reserved for the public sector
were opened up to private companies.

Liberalization of foreign investment: Foreign Direct Investment (FDI) up to 51% equity
was made automatic in many high-priority industries. The Foreign Investment Promotion
Board was established to provide a single-window clearance for FDI.

Removal of restrictions on large companies: Restrictions on MRTP (Monopolies and
Restrictive Trade Practices) and FERA (Foreign Exchange Regulation Act) companies
were removed, allowing them to expand and diversify freely.

Technology transfer: Automatic approval was granted for foreign technology agreements,
subject to certain payment limits. The Phased Manufacturing Programme, which required

companies to gradually increase domestic content, was abolished.
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Abolition of convertibility clause: The mandatory convertibility clause in loan
agreements, which allowed banks to convert a portion of a loan into equity, was removed
for new projects.
Objectives
Increase industrial growth: The primary goal was to accelerate the pace of industrial
development in the country.
Encourage foreign investment: Attract foreign capital and technology to improve India's
industrial base.
Promote competition: Foster a more competitive environment among industries to benefit
consumers.
Reduce government control: Liberalize the economy by dismantling restrictive
regulations and controls.
Industrial Policies in India
Industrial Policy in India
The various industrial policy introduced by the Indian government are as follows:
Industrial Policy Resolution, 1948
It declared the Indian economy as Mixed Economy
Small scale and cottage industries were given the importance
The government restricted foreign investments
Industries were divided into 4 categories
Exclusive monopoly of central government(arms and ammunitions, production of
atomic energy and management of railways)
New undertaking undertaken only by state(coal, iron and steel, aircraft
manufacturing, ship building, telegraph, telephone etc.)
Industries to be regulated by the government(Industries of basic importance)
Open to private enterprise, individuals and cooperatives(remaining)
Industrial Policy Resolution, 1956 (IPR 1956)
This policy laid down the basic framework of Industrial Policy
This policy is also known as the Economic Constitution of India
It is classified into three sectors
Schedule A — which covers Public Sector (17 Industries)
Schedule B — covering Mixed Sector (i.e. Public & Private) (12 Industries)

Schedule C — only Private Industries
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This has provisions for Public Sector, Small Scale Industry, Foreign Investment.
To meet new challenges, from time to time, it was modified through statements in
1973, 1977, and 1980.
Industrial Policy Statement, 1977
This policy was an extension of the 1956 policy.
The main was employment to the poor and reduction in the concentration of
wealth.
This policy majorly focused on Decentralisation
It gave priority to small scale Industries
It created a new unit called “Tiny Unit”
This policy imposed restrictions on Multinational Companies (MNC).
Industrial Policy Statement, 1980
The Industrial Policy Statement of 1980 addressed the need for promoting
competition in the domestic market, modernization, selective Liberalization, and
technological up-gradation.
It liberalised licensing and provided for the automatic expansion of capacity.
Due to this policy, the MRTP Act (Monopolies Restrictive Trade Practices) and
FERA Act (Foreign Exchange Regulation Act, 1973) were introduced.
The objective was to liberalize the industrial sector to increase industrial
productivity and competitiveness of the industrial sector.
The policy laid the foundation for an increasingly competitive export-based and
for encouraging foreign investment in high-technology areas.
New Industrial Policy, 1991
The New Industrial Policy, 1991 had the main objective of providing facilities to market
forces and to increase efficiency.
Larger roles were provided by
L — Liberalization (Reduction of government control)
P — Privatization (Increasing the role & scope of the private sector)
G — Globalisation (Integration of the Indian economy with the world economy)
Because of LPG, old domestic firms have to compete with New Domestic firms,
MNC’s and imported items
The government allowed Domestic firms to import better technology to improve
efficiency and to have access to better technology. The Foreign Direct Investment ceiling

was increased from 40% to 51% in selected sectors.
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The maximum FDI limit is 100% in selected sectors like infrastructure sectors. Foreign
Investment promotion board was established. It is a single-window FDI clearance agency.
The technology transfer agreement was allowed under the automatic route.
Phased Manufacturing Programme was a condition on foreign firms to reduce imported
inputs and use domestic inputs, it was abolished in 1991.
Under the Mandatory convertibility clause, while giving loans to firms, part of the loan
will/can be converted to equity of the company if the banks want the loan in a specified
time. This was also abolished.
Industrial licensing was abolished except for 18 industries.
Monopolies and Restrictive Trade Practices Act — Under his MRTP commission was
established. MRTP Act was introduced to check monopolies. The MRTP Act was relaxed
in 1991.
Capacity Utilization

Capacity utilization is the percentage of a company's or economy's total
productive capacity that is being used to produce goods or services. It is calculated by
dividing the actual output by the maximum potential output and multiplying by 100. High
utilization indicates efficient use of resources, while low utilization suggests
underutilization, which can lead to financial losses.
Importance
For businesses: It measures operational efficiency and impacts profitability, production
planning, and competitiveness. Operating at an optimal level (often cited as \(80-90\%\))
can help distribute fixed costs, reduce cost per unit, and provide flexibility for unexpected
demand increases.For the economy: National economists use it to track the health of
industries and the overall economy. Low utilization can indicate slack in the economy,
leading to high unemployment and making it difficult for prices to rise. Implications of
high and low utilization High capacity utilization:
Pros:
Suggests efficient use of resources and can lead to higher profits.
Cons:
May lead to resource strain, increased costs, and potential supply constraints if not
managed properly. Pushing too high can also lead to burnout and decreased quality.Low
capacity utilization:
Cons: Indicates underutilization of resources, which can lead to financial losses and

inefficiency. It can result from a lack of demand or other operational issues. How to
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manage capacity utilization. To address low utilization: Increase demand through
marketing and promotions or reduce overall capacity through rationalization.To manage
high utilization: Avoid pushing to the point of burnout to maintain quality and morale,
while also being prepared for potential supply constraints.
Merits of capacity utilization
Increased profitability: A high utilization rate often means a business is generating more
revenue, such as a hotel with high occupancy rates.
Improved efficiency: Optimized use of resources leads to lower costs per unit, as
expenses are spread across more output.
Better cost control: It helps avoid unnecessary costs associated with overproduction or
last-minute adjustments.
Enhanced customer satisfaction: Proper utilization can lead to reduced lead times and
more accurate deliveries.
Insight into operations: It acts as a performance indicator, revealing whether a business is
expanding or contracting and identifying areas for improvement.
Demerits of capacity utilization
Risk of over-utilization: Pushing capacity too high can lead to equipment wear and tear,
stressed employees, more errors, and reduced quality.
Inflexibility: A business that is operating at or near its maximum capacity may struggle to
respond quickly to sudden changes in demand.
Higher costs: Over-utilization can lead to higher costs due to overtime pay, increased
maintenance, and potential supply constraints.
Missed opportunities: Low capacity utilization can indicate underused resources (like idle
staff or equipment), representing missed opportunities for growth and profit.
Potential for overproduction: Without accurate demand forecasting, high utilization can
lead to producing more goods than can be sold, resulting in high inventory costs.
Industrial Sickness

Industrial sickness describes an industrial unit that is in poor financial health,
characterized by losses, inability to cover costs, and a deteriorating financial structure,
often resulting in defaults on debt. This condition makes the company unable to operate
sustainably on its own and can lead to reduced production, job losses, and potential
closure. Causes can be a mix of external factors like market downturns and internal issues

such as poor management or obsolete technology.
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"Industrial sickness" refers to industrial weakness when the business fails to profit
reasonably. It is the persistent debt-to-equity ratio imbalance and the inaccurate
representation of the financial situation of the industrial unit. Industrial Sickness is a stage
where a company cannot consistently generate a surplus and must rely on outside
financing to survive in the market. A unit cannot support itself while it is ill through
normal functions.
Characteristics of industrial sickness
Consistent losses: The unit has incurred cash losses for a year and is likely to
continue doing so in the following years. Deteriorating financial structure: There is an
imbalance in the financial structure, such as a current ratio less than \(1:1\) and a
worsening debt-equity ratio. Inability to self-fund: The company is unable to generate
sufficient internal resources to sustain its operations. Debt default: The unit frequently
defaults on its debt repayment obligations.
Common causes
External causes:
Declining demand for products Increased competition. Changes in government
policies and regulations. Faulty government policies, high interest rates, and taxes,
Lack of infrastructure, Economic downturns, both domestic and globalChanges in
market demand, consumer tastes, and competition
Internal causes:
Poor management, including bad production policies, defective machinery, and
inadequate quality control Inadequate financial planning, such as a shortage of
working capital, Wrong selection of products, location, or plant and machinery
Lack of market research and forecasting, Poor planning and project appraisal,
Lack of managerial expertise or financial problems, Outdated technology, Power
shortages, raw material scarcity, and labor issues
Other Causes of Industrial Sickness
Finance, technical difficulties, poor management, a lack of raw materials,
electricity, natural disasters like fire or earthquake, or a combination of these can all
contribute to illness.
External reasons are those that are beyond the management’s control and are deemed to
be more important than internal causes.

The following are the additional causes:
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Disagreements among various individuals involved in the enterprise’s promotion and
administration.
Mechanical flaws and failure.
Inability to obtain raw materials at a reasonable cost and appropriate time.
Failure to implement controls promptly where there are shortcomings in workings.
Deteriorating labour-management relations, resulting in a drop in capacity utilisation.
Consequences of industrial sickness

Reduced liquidity and financial risk: The company experiences a liquidity crunch
and faces increased financial risks. Job losses: Employees may lose their jobs as the
company struggles or shuts down. Underutilized capacity: The company's production
capacity is not fully utilized. Impact on the broader economy: It can lead to a sluggish
economic growth in the region where the sick unit is located.
Industrial sickness in India refers to a situation where a company is unable to operate
profitably, leading to accumulated losses that may exceed its net worth, and it defaults on
its debt obligations. It is caused by a combination of internal factors, like poor
management and outdated technology, and external factors, such as economic downturns
and government policies. Remedies include financial assistance, management changes,
and, as a last resort, liquidation.
Consequences

Setbacks to employment and potential industrial unrest

Wasted resources

Significant losses for banks and the government
Remedial measures

Preventative measures:

Improved project planning and market analysis

Stronger monitoring systems by banks to detect sickness early

Restorative measures:

Financial assistance, including loans, grants, tax relief, and concessions

Changes in management

Share capital reconstruction

Leasing, selling, or merging the sick unit with a healthy company

Liquidation (as a last resort, often expedited through specialized tribunals)
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Institutions like the Industrial Reconstruction Bank of India (IRBI), now the
Industrial Investment Bank of India (IIBI), were created to provide financial

assistance for revival.

Major Symptoms of Industrial Sickness

The following are the primary indications or symptoms of industrial sickness in
India that can help determine whether a company is a sick unit, according to the Sick
Industrial Companies Act (SICA).
The government first set a minimum registration requirement of 7 years, eventually
lowered to 5 years.
The business should have lost money over the previous and current years.
The reserves and paid-up capital must have been lost together with the company's net
worth.
The Second Amendment to the Companies Act of 2002, which defines industrial
sickness, has done so again.
Impact of Industrial Sickness in India

The Indian market has been opened to foreign investors, and their shares in Indian
companies are increasing.
After the introduction of the policy of disinvestment, many Central and State Public
Sector Undertakings (CPSUs and SPSUs) have been transformed into private units for
smooth running.
A formidable decision has also been taken. To overcome this bottleneck situation, the
West Bengal Government adopted a separate Industrial Policy in 1994. The major
objectives of this policy were —
Decentralization of units,
Establishment of a strong relationship between rural agrarian and urban industrial
economy through food processing units,
Emphasis on the expansion of micro and small-scale units and
Establishment of different industrial parks in different locations to create an advantage of
industrial agglomeration.
Sick Industrial Companies Act (SICA), 1985
The Sick Industrial Companies (Special Provisions) Act, 1985 (SICA) was introduced to
identify and revive large industrial companies that were making heavy losses and on the

verge of closing down.
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It created a body called the Board for Industrial and Financial Reconstruction (BIFR) to:
Check if a company was "sick™ (i.e., financially failing),
Help revive it if possible, or

Close it down in an orderly manner if it couldn’t be saved.

Remedies of Industrial Sickness in India

Industrial sickness means a company is not doing well and is facing financial
problems. If not fixed in time, it can lead to job losses and harm the economy. Here are
some simple steps that can help solve this issue:
Companies should be checked regularly. If signs of trouble are found early, it becomes
easier to fix them.
Many sick industries suffer due to poor planning and weak leadership. Having trained and
professional managers can improve decision-making.
Banks can help by giving loans or changing loan terms for companies that can still be
saved. This support gives them time to recover.
Old machines and outdated methods make companies weak. Giving support to buy new
technology can help improve performance.
Good roads, electricity, and better market access can reduce costs and help industries
grow.
If a company cannot be saved, it’s better to close it quickly using laws like the Insolvency
and Bankruptcy Code (IBC), so losses don’t grow bigger.
The government runs many programs to help small industries, like giving guarantees for
loans or support for upgrading machines.
Owners, workers, banks, and the government should work together to bring a sick unit
back to health.
Mergers and Acquisitions

Mergers and acquisitions (M&A) are transactions where companies combine to
form a single entity. A merger is when two companies of similar size join to form a new,
single company. An acquisition is when one company buys another, with the buyer
absorbing the seller into its existing structure. Both are often pursued to achieve
synergies, gain market share, increase efficiency, or expand into new markets.
Merger

Definition: Two companies combine to form a new, single company.
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Example: The 1999 merger of Exxon Corporation and Mobil Corporation, which created
Exxon Mobil Corporation.
Key characteristic: Typically involves companies of similar size, often described as a

"merger of equals".

Three main type of mergers

The three main types of mergers are horizontal, vertical, and conglomerate. A
horizontal merger occurs between competing companies in the same industry, a vertical
merger combines companies in a supplier-customer relationship along the same supply
chain, and a conglomerate merger involves companies in completely unrelated industries.
Horizontal Merger: Two companies in the same industry, often competitors, combine to
increase market share and gain a competitive advantage.
Example: The merger of two cellular carriers, such as T-Mobile and Sprint, is a classic
example.
Vertical Merger: A company merges with a business at a different stage of its supply
chain, such as merging with a supplier or a distributor.
Example: A car manufacturer merging with a company that makes tires for its vehicles.
Conglomerate Merger: A merger between companies that are in completely different and
unrelated industries, often done to diversify the business.
Example: A food company merging with a tech company.
Purpose of Mergers
The main reasons for company mergers include revenue and cost synergies,
diversification, cross-selling opportunities, market expansion, and access to new
technologies and talent.
Acquisition
Definition: One company (the acquirer) buys another company (the target).
Example: Amazon's 2017 purchase of Whole Foods.
Key characteristic:
The acquired company is absorbed into the buyer's entity. Acquisitions can be "friendly"
(agreed upon by both boards) or "hostile” (without the target board's approval).
Types of acquisitions by relationship

Horizontal: Acquiring a competitor in the same industry.
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Example: Facebook acquiring Instagram, as both are social media platforms.

Vertical: Acquiring a company in the same supply chain, either upstream (supplier) or
downstream (distributor).

Example: A clothing company acquiring a textile factory to control its supply of raw
materials.

Conglomerate: Acquiring a company in a completely different and unrelated industry to
diversify.

Example: An electronics manufacturer buying a dietary supplement company to enter the
health industry.

Congeneric: Acquiring a company in the same industry but with different products or
services, often serving the same customer base.

Example: A TV manufacturer acquiring a cable company.

Types of acquisitions by method

Asset Acquisition: The buyer purchases specific assets from the target company, not the
entire company itself.

Stock Acquisition: The buyer purchases the shares of the target company, thereby
acquiring the entire company along with all its assets and liabilities.

Merger: Two companies combine into a single new entity.

Types of acquisitions by deal nature

Friendly: The target company's management and board of directors agree to the
acquisition.

Example: Marriott International acquiring Starwood Hotels, where both companies
collaborated on the deal.

Hostile: The acquiring company takes over the target without the approval of its
management, often by purchasing a majority of its shares on the open market.

Reverse Merger: A private company acquires a public company to become a publicly
traded entity without a traditional IPO process.

Reasons for M&A

Synergies: The combined company is more valuable than the two separate companies.
This can be through shared costs, expanded product lines, or more efficient operations.
Growth: M&A can be a faster way to grow than organic growth, allowing for rapid
expansion, entry into new markets, or increasing market share.

Competitive advantage: Acquiring a competitor can reduce competition and increase

market power.
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Talent and technology: An acquiring company may seek to gain access to the target's key
personnel, expertise, or technology.

Advantages of mergers and acquisitions

Increased market share and reach: M&A combines companies, allowing them to
consolidate their position in existing markets and expand into new ones.

Economies of scale and synergies: Combining resources and operations can lead to cost
reductions, improved efficiency, and greater buying power.

Enhanced financial performance: Merged companies can leverage combined assets for
greater profitability and cash flow. They can also take advantage of tax benefits by using
one company's losses to offset another's profits.

Reduced competition: M&A can help a company gain a larger market share, reducing
competition and potentially increasing its market dominance.

Access to new technology and talent: A company can gain access to new technologies or
a talented workforce by acquiring a smaller company.

Disadvantages of mergers and acquisitions

Cultural conflict: Different corporate cultures can lead to communication problems,
employee resistance, and reduced morale.

Integration and operational issues: Merging two companies can be complex, leading to
operational problems and difficulty integrating systems and processes.

Employee issues: M&A can result in job cuts to eliminate redundant positions, leading to
unemployment and anxiety among remaining staff.

Risk of overpayment: The acquiring company may pay too high a premium for the target
company, which may not be justified by the value it brings.

Legal and regulatory hurdles: M&A transactions can involve complex legal processes and
may face antitrust scrutiny, which adds to the cost and risk.

Loss of flexibility: A larger, more complex organization can become less agile and may
struggle to adapt to market changes

Profitability and Efficiency

Profitability and efficiency are related financial metrics used to assess a company's
performance. Profitability measures a company's ability to generate earnings relative to its
expenses, while efficiency measures how well a company uses its resources to create
revenue and profits. For example, a company can be profitable by having a high profit
margin, but if it's not efficient, it may not be able to sustain that profitability long-term.
Profitability
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Definition: The ability of a company to generate profits. It indicates how much revenue is
left over after all expenses are paid.

Metrics: Expressed through various ratios, such as:

Profit Margins: Shows what portion of each sale becomes profit.

Return on Equity (ROE): Measures how much profit is generated from shareholder
investments.

Earnings Before Interest, Taxes, Depreciation, and Amortization (EBITDA): Shows a
company's operational profitability.

Purpose: To show the overall success or failure of a business and its ability to grow.
Efficiency

Definition: A measure of how effectively a company uses its assets and resources to
produce goods or services.

Metrics: Various ratios measure different areas of efficiency, such as:

Inventory Turnover: How quickly inventory is sold.

Asset Turnover: How effectively assets are used to generate sales.

Labor Efficiency Ratio: Compares gross profit to labor costs.

Purpose: To help management and analysts understand how well a company's operations
are running and how it can improve its performance by optimizing its use of resources.
Relationship between profitability and efficiency

Efficiency drives profitability: A company that operates efficiently is more likely to be
consistently profitable over the long term.

Profitability is a measure of efficiency: Profitability is often used as the ultimate indicator
of a company's economic efficiency.

Distinct concepts: While related, they are not the same. A company can have high profits
due to market power or pricing, rather than efficiency. Similarly, a company could be
efficient at generating a high volume of goods but not be profitable if the costs outweigh

the revenue.
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Check Your Progress:

Q.No Short Questions LOCF Mapping
1. | State the objectives of the Industrial Licensing Policy of 1991. K1 CO1 | PO2
2. | Write a short note on the Industrial Policy Resolution, 1956 (IPR K6 CO2 | PO5

1956).
3 Define Capacity Utilisation. What are its economic implications? K1 CO3 | PO1
4. What is Industrial Sickness? Mention its main symptoms. K2 CO4 | PO1
5. Distinguish between Horizontal, Vertical and Conglomerate K5 CO2 | PO4
Mergers.

Q.No Essay Type Questions LOCF Mapping

1. | Explain the evolution of Industrial Policy in India from 1948 to K1 CO4 | PO1
1991.

2| Discuss the major features and impact of the New Industrial Policy, | K3 CO2 | PO3
1991 (LPG reforms).

3| Explain the causes, consequences and remedial measures of K5 CO5 | PO4
Industrial Sickness in India.

4 Examine the merits and demerits of Capacity Utilisation for firms K5 CO1 | PO4
and the economy.

5. | Discuss the advantages and disadvantages of Mergers and K2 CO5 | PO2
Acquisitions (M&A).
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Unit-1V

India has several major industrial clusters, including the Mumbai-Pune cluster
(automotive, engineering), the Gurgaon-Delhi-Meerut region (automotive, textiles,
pharmaceuticals), and the Madurai-Coimbatore-Bangalore region (automotive, IT,
aerospace). Other significant clusters are the Hooghly Industrial Region, the Ahmedabad-
Vadodara region, the Chhotanagpur industrial belt, and the Vishakhapatnam-Guntur
region. Many of these clusters specialize in specific sectors, such as the Gujarat cluster
for chemicals, the Chennai cluster for automotive, and the Bangalore region for IT.
Major industrial clusters in India
Mumbai-Pune Industrial Region: Located in Maharashtra, this is a major hub for the
automotive and engineering industries, featuring companies like Tata Motors and
Mercedes-Benz.
Gurgaon-Delhi-Meerut Region: Primarily in Haryana and the National Capital Region,
this cluster is significant for automobiles, textiles, and pharmaceuticals.
Madurai-Coimbatore-Bangalore Industrial Region: Spanning Tamil Nadu and Karnataka,
this region is known for its automotive, IT, aerospace, and high-tech manufacturing
sectors.
Hooghly Industrial Region: Centered around the Hugli River in West Bengal, this is a
long-established industrial area.
Ahmedabad-Vadodara Region: Located in Gujarat, this region is particularly strong in
chemical and petrochemical industries.
Chhotanagpur Industrial Region: Located in the Chhotanagpur Plateau, this area is rich in
mineral resources and industrial activity.
Vishakhapatnam-Guntur Region: A significant cluster in Andhra Pradesh, with new

developments in electric vehicles and logistics linked to its deep-water port.
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Kollam-Thiruvananthapuram Industrial Region: Found along the Kerala coast, this cluster
is focusing on green industrial parks and hydrogen initiatives.
Other notable clusters:
Chennai: Known as the "Detroit of India™ for its automotive industry.
Kanpur-Lucknow: An important cluster in Uttar Pradesh.
Indore-Ujjain: A notable industrial region in Madhya Pradesh.
Sunrise Sector

A sunrise sector is a new or emerging industry that is experiencing rapid growth
and is expected to become economically important in the future. These sectors are
characterized by high growth rates, technological advancement, innovation, and
significant investor interest. Examples include the IT, telecommunications, and renewable
energy sectors.
Key characteristics of sunrise sectors
High growth: They demonstrate high rates of expansion and are expected to drive future
economic growth.
Innovation: They are often characterized by significant technological advancements and
new business models.
Investment and interest: They attract a lot of venture capital, public interest, and
investment.
Job creation: They have the potential to create significant future employment
opportunities.
Examples of sunrise sectors
Information Technology (IT): Its rapid growth and wide application in almost all aspects

of life have made it a prime example.
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Renewable Energy: This includes areas like solar and hydrogen fuel production, driven
by global demand for sustainable energy solutions.

Electric Mobility: The production and adoption of electric vehicles, especially two and
three-wheelers, is a growing sunrise sector.

Semiconductors: The demand for advanced semiconductor chips is crucial for modern
electronics and is seen as a key sunrise sector.

Food Processing and Retail: These sectors are also considered sunrise industries due to
their significant growth potential.

Characteristics of sunrise sectors

High growth rate: These industries are expanding rapidly from a nascent stage.
Innovation: They are often driven by technological advancements and new business
models.

Investor interest: They attract significant venture capital funding and public attention.
Future potential: They are expected to be major drivers of future economic growth, job
creation, and global competitiveness.

Merits of Sunrise Sectors

High Growth Potential: These sectors promise rapid expansion and significant future
revenues, often experiencing high growth rates in investment, revenue, and employment.
Economic Growth and Job Creation: Investment and growth in sunrise industries foster
innovation, create numerous job opportunities, and drive a country's overall economic
expansion and modernization.

Innovation and Technological Advancement: Sunrise sectors are typically at the
forefront of new technologies and innovative ideas (e.g., Artificial Intelligence, renewable
energy, electric vehicles), which can lead to groundbreaking products and services that

disrupt older markets.
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Attraction of Investment: Their high growth potential attracts substantial domestic and
foreign investment, including venture capital and government support, fueling further
expansion.

Global Competitiveness: Leading in these emerging fields can position a country as a
global hub for advanced technology and innovation, enhancing its international
competitiveness.

Sustainability and Modernization: Many current sunrise sectors, such as green energy
and clean mobility, align with global sustainability goals, aiding in climate change
mitigation and the transition to cleaner energy sources.

Demerits of Sunrise Sectors

High Risk and Uncertainty: The initial excitement around these sectors can be driven
by speculation rather than proven business viability. The lack of an established market
and widespread practical use means a high risk of failure or an inability to achieve
commercial viability.

Market Volatility and Fluctuating Fortunes: Fortunes within these industries can shift
rapidly. An industry that is "sunrise™ today (like the compact disk industry in the 1990s)
can quickly become a "sunset" industry due to even newer technologies or changing
consumer preferences.

Lack of Established Infrastructure and Standards: New industries often face
challenges related to insufficient infrastructure (e.g., a lack of EV charging stations) and a
lack of broadly accepted standards, creating operational hurdles.

Intense Competition: The high potential for profit often leads to intense competition
among numerous startups and established companies, which can make it difficult for any

single entity to gain a dominant foothold.
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Technological Gaps and Skill Shortages: Countries or regions may lag behind global
leaders in specific technologies, and there can be a shortage of specialized talent needed
to scale up operations and drive innovation.
Regulatory and Policy Bottlenecks: Inconsistent policy implementation, regulatory
uncertainties, and slow approval processes can hinder investment and growth in these
emerging fields.
Regional Backwardness

Regional backwardness is the socio-economic disparity between different
geographic regions, where some areas lag in development compared to others. Causes
include geographic and historical factors, inadequate infrastructure, poor governance, and
social and cultural differences. To address it, governments use strategies like area-based
planning, infrastructure development, and improved governance to promote balanced
regional development.
Causes of regional backwardness
Geographical constraints: Difficult terrain, lack of accessibility, and adverse climates can
make development costly and difficult.
Historical factors: Areas that were historically neglected or subject to a "backwash effect"
where resources were pulled to more developed regions can remain backward.
Inadequate infrastructure: A lack of essential infrastructure like roads, electricity, and
drinking water facilities hinders development.
Poor governance: Ineffective planning and governance mechanisms can worsen regional
disparities, rather than solve them.
Socio-economic factors: Disparities in education, healthcare, and social services, as well

as inequalities in wealth and employment, contribute to backwardness.
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Failure of planning: Even when balanced growth is an objective, planning mechanisms
may not be effective in closing the gap between developed and less developed regions.
Causes of backwardness can be broadly categorized into economic, social, and political
factors, such as poverty, poor infrastructure, a large population, a weak education system,
corruption, and political instability. Other causes include a lack of capital, outdated
technology, and social issues like inequality and discrimination.

Economic causes

Poverty: A cycle of poverty can hinder development by limiting resources and
opportunities.

Lack of capital: Insufficient access to credit and financial resources can stifle investment
and growth.

Poor infrastructure: Inadequate roads, irrigation, and power supply disrupt economic
activity.

Agricultural distress: Issues like poor irrigation, low productivity, and agricultural debt
can hold back rural economies.

Unemployment: A lack of job opportunities and non-farm employment contributes to
backwardness.

Social causes

Large population: A very high population can strain resources and lead to a lower per
capita income.

Low literacy and poor education: A weak education system and low literacy rates limit
human capital development.

Social and cultural factors: Issues like caste systems, superstition, and a lack of scientific

temper can create social divisions and hinder progress.
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Health issues: Lack of proper medical facilities can affect the population's well-being and
productivity.
Political causes
Corruption: Widespread corruption can divert resources and undermine public trust.
Poor governance: Ineffective policies, lack of vision, and poor enforcement of laws can
stifle development.
Political instability: Frequent changes in government and a lack of long-term planning
can create an environment of uncertainty.
Historical factors: Colonialism or other historical events can have lasting negative
impacts on a country's development.
Solutions for regional backwardness
Area-based planning: Tailoring development strategies to the specific needs and
challenges of each region.
Infrastructure development: Investing in and improving infrastructure, such as
transportation networks, power, and water supplies.
Education and skill promotion: Enhancing access to quality education and job training to
improve human capital.
Agricultural and industrial support: Providing support for agriculture and fostering
industrial growth to create employment and income opportunities.
Decentralized governance: Empowering local governments to better manage resources
and implement development projects relevant to their communities.
Government Initiatives in India

Government initiatives to address regional backwardness in India include the
Aspirational Districts Programme, which targets districts with lower development

indicators, and infrastructure projects like the Pradhan Mantri Gram SadakYojana for
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rural road connectivity. Historically, the Backward Regions Grant Fund (BRGF) provided
financial aid to backward districts, and other schemes focus on areas like tribal welfare
through initiatives like the Pradhan MantriKhanijKshetraKalyanYojana (PMKKKY).
States also offer incentives like tax rebates for industrial growth in these regions.

Key government initiatives

Aspirational Districts Programme: NITI Aayog implements this program to rapidly
transform 112 districts showing less progress in areas like health, education, and basic
infrastructure. It uses a strategy of convergence, collaboration, and competition, with
districts ranked monthly based on their performance.

Backward Regions Grant Fund (BRGF) (Historically): This program provided financial
support to identified backward districts to bridge gaps in local infrastructure and
development. It included both capacity building for local bodies and untied grants for
integrated development. Following the 14th Finance Commission, many such schemes
were integrated into larger tax devolution plans.

Infrastructure Development:

Pradhan Mantri Gram SadakYojana (PMGSY): Aims to connect rural habitations with
all-weather roads to improve accessibility.

BharatNet: Works to provide broadband connectivity to rural and backward regions to
promote education, health services, and e-governance.

Area-Specific Schemes:

Pradhan MantriKhanijKshetraKalyanYojana (PMKKKY): Launched in 2015, this scheme
is for the welfare of tribal and other communities in mining-affected areas.

Industrial Incentives:

Tax and Duty Rebates: Many states provide financial assistance, such as rebates on sales

tax, to encourage industrial growth in backward, tribal, and hilly areas.
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Criteria for identifying backward areas

Economic: Per capita income below the national average.

Social: Low literacy rates and poor health and nutrition indicators.
Infrastructure: Inadequate roads, electricity, and water supply.
Geographical: Remote, hilly, drought-prone, or flood-affected regions.

Check Your Progress:

Q.No Short Questions LOCF Mapping
1. | Write a short note on the Mumbai—Pune Industrial Region. K1 CO1 | PO2
2. | What is a Sunrise Sector? State its key characteristics. K6 CO2 | PO5
3.

Mention any five causes of regional backwardness in India. K1 CO3 | PO1
4. Explain the objectives of the Aspirational Districts Programme. K2 CO4 | PO1
S. What are the economic criteria used to identify backward regions? K5 CO2 | PO4

Q.No Essay Type Questions LOCF Mapping

1. | Explainthe major industrial clusters in India with their sectoral K1 CO4 | PO1

specialisation.
o | Discuss the characteristics, merits and demerits of sunrise sectors K3 CO2 | PO3
with examples.
3. | Analyse the economic, social and political causes of regional K5 CO5 | PO4
backwardness in India.
4. | Evaluate the role of government initiatives like NITI Aayog, K5 CO1 | PO4
Pradhan Mantri Gram Sadak Yojana, Bharat-Net in reducing
regional disparities.

Discuss the policy measures adopted by the Government of Indiato | K2 CO5 | PO2

promote balanced regional development.
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UNIT V

Industrial Growth in India

India's industrial growth is showing positive momentum, with recent data
indicating a 3.5% rise in industrial production, driven by manufacturing and sectors like
construction and electricity. Prospects look strong, supported by government initiatives
like Make in India and the PLI scheme, a growing domestic market, and increasing
exports. Key sectors poised for growth include electronics, automobiles, and
pharmaceuticals, although challenges like global economic uncertainty and tepid exports
for certain segments like MSMESs need to be addressed

Current trends

Recent growth:

Industrial production grew by 3.5% year-on-year in July 2025, primarily fueled by a 5.4%
expansion in the manufacturing sector.

. Economic contribution:

The industrial sector contributed 30.9% to India's GDP in 2023-24, a significant increase
over the years. The Index of Industrial Production (1IP) reached 155 in July 2025, up
from 149.8 the previous year.

. Growth drivers:

Infrastructure/construction goods, intermediate goods, and consumer durables were top
positive contributors to the 1P growth in July.

. Sectoral performance:

Manufacturing remains a key driver, with an average annual growth rate of 5.2% over the
last decade. In FY24, the automotive sector saw a 12.5% domestic sales growth.

. Manufacturing expansion:
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The manufacturing sector is strengthening, with the HSBC India Manufacturing
Purchasing Managers' Index (PMI) consistently remaining above 50, indicating sustained
expansion.

Prospects and outlook

. Projected growth:

The industrial sector is expected to grow by 6.2% in FY25, driven by robust growth in
electricity and construction, according to the Economic Survey 2024-25.

. Key growth sectors:

Electronics, automobiles, and pharmaceuticals are emerging as significant growth drivers,
with the electronics sector growing substantially in recent years.

Manufacturing potential: India aims to become a global manufacturing hub, with the
manufacturing sector projected to reach US$ 1 trillion by FY26.

Government initiatives: Schemes like the Production Linked Incentive (PLI) scheme and
the Make in India initiative are accelerating capacity building and attracting investment,
with companies like GE, Siemens, and Boeing setting up or expanding manufacturing
plants.

Advanced manufacturing: The government is promoting smart manufacturing and
Industry 4.0 through initiatives like the SAMARTH Udyogcentres.

Challenges

Global economic headwinds: Global economic uncertainty and tepid exports are a strain
on the industrial sector, particularly on the MSME sector.

Supply chain disruptions: These can affect manufacturing output and exports.
Infrastructure gaps: While improving, the need for continued investment in infrastructure

and logistics remains a challenge.
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Incentives to promote industrialization

Incentives to promote industrialization include financial support like tax breaks and
subsidies, infrastructure development such as industrial corridors and reliable power, and
policy reforms like streamlined regulations and easier foreign investment rules. Other
methods include direct incentives linked to production, such as the Production Linked
Incentive (PLI) scheme, and measures to improve the ease of doing business.

Financial incentives

Tax breaks and subsidies: Governments offer incentives such as interest subsidies on
loans, tax concessions, and other financial benefits to lower the cost of setting up and
running a business.

Production Linked Incentive (PLI) Schemes: These are direct incentives for companies
that meet production and sales targets, designed to boost domestic manufacturing and
exports in key sectors.

Credit facilities: Providing access to credit, including subsidized loans, especially for
investments in specific sectors or regions, isa common incentive.

Infrastructure and operational support

Infrastructure development: This includes building industrial parks, special economic
zones, and transportation networks like industrial corridors to provide necessary facilities
and connectivity.

Ease of Doing Business: Governments focus on simplifying processes, reducing
compliance burdens, and providing a single window for approvals to make it easier to
start and operate a business.

Skill development: Providing training and resources to develop a skilled workforce is a

key incentive that supports long-term industrial growth.
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Policy and regulatory reforms

Foreign Direct Investment (FDI) liberalization: Making it easier for foreign companies to
invest and set up operations in the country.

Public procurement: Using government purchasing power to support domestic
manufacturers through public procurement orders.

Specific program support: Implementing targeted programs like Make in India, Start-up
India, and sector-specific initiatives to encourage particular types of industrial activity.
Merits of Incentives for Industrialization

Incentives contribute to economic growth by driving investment and production. They
create jobs, helping to reduce unemployment and poverty. Incentives also encourage
technological advancement and the adoption of new production methods. The resulting
job opportunities and higher wages can improve the standard of living and promote social
progress. Furthermore, incentives can help diversify a nation's economy and attract
foreign investment, bringing in capital, technology, and expertise.

Demerits of Incentives for Industrialization

Industrialization can lead to environmental degradation through pollution and the
depletion of natural resources. It may also increase social inequality due to wealth
concentration. Rapid industrial growth can cause urban overcrowding, straining
infrastructure and leading to sanitation issues. Exploitation of workers, including women
and children, can occur in the absence of regulations. Incentives can distort markets and
create inefficiencies by making industries reliant on government support. Sometimes,
incentives may have unintended negative consequences, such as encouraging automation
instead of job creation.

Ease of Doing Business
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Business rankings have significantly improved in recent years, though specific
recent data is limited as the World Bank's "Ease of Doing Business" report was
discontinued. In the last available report (Doing Business 2020), India ranked 63rd out of
190 countries, a substantial jump from its 2014 position of 142nd. In other recent
rankings, India was 39th in the World Competitiveness Index 2024 and 38th in the World
Bank's Logistics Performance Index 2023.

Ease of Doing Business: India ranked 63rd in the World Bank's Doing Business 2020
report, moving up 14 places from its 2019 position. This improvement was attributed to
reforms across seven of the ten indicators measured.

World Competitiveness Index: India held the 39th position in the 2024 index.

Logistics Performance Index: India was ranked 38th in the World Bank's 2023 index.

"Ease of doing business™ is an index and concept used to rank countries based on
how favorable their regulatory environment is for starting and operating a business, with
higher ranks (lower numbers) indicating more business-friendly conditions. The original
World Bank Doing Business report, which measured factors like starting a business,
paying taxes, and enforcing contracts, was discontinued in 2021. However, many
countries, including India, continue to use this framework to track and improve their
business environments through reforms like those in the Business Reform Action Plan
(BRAP).

How it works

The index ranks countries based on a set of indicators that cover the business lifecycle,
such as:

Starting a business

Dealing with construction permits

Getting electricity
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Registering property

Getting credit

Protecting minority investors

Paying taxes

Trading across borders

Enforcing contracts

Resolving insolvency

A higher rank indicates that a country's regulations are generally more business-friendly.
India’s performance

India's ranking improved significantly, from 142 in 2014 to 63 in 2019, before the World
Bank discontinued the report.

This jump was attributed to reforms like the Goods and Service Tax (GST) and the
Insolvency and Bankruptcy Code (IBC).

India continues its own reform efforts through initiatives like the Business Reform Action
Plan (BRAP), which aims to create a more conducive environment for commerce through
procedural simplicity, transparency, and digital efficiency.

Multinational Corporation (MNC)

MNC most commonly stands for Multinational Corporation, which is a company
that has its headquarters in one country but operates in many other countries. These
companies have a physical and strategic presence in foreign nations, such as owning or
controlling offices, factories, or business units in other countries, and they are known for
generating jobs, foreign investment, and transferring technology. Examples of MNCs
include Google, Apple, and Nestlé.

What is a Multinational Corporation?
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A multinational corporation (MNC) is a company that has business operations in
at least one country other than its home country and generates revenue beyond its borders.
Chances are the clothes you're wearing, the smartphone in your pocket, and the
transportation you take to work all have one thing in common: they were likely
manufactured by an MNC, as are 90% of American imports.

Multinationals permeate nearly every aspect of our modern lives while wielding a
staggering influence politically and economically, with more than a quarter of American
workers employed by one.

Multinationals have fundamentally shaped the flow of capital, goods, and services in a
world that they helped connect, perhaps more than any military, during the centuries-long
process of globalization.

Their incredible economic clout has also sparked heated debates around their power,
labor practices, environmental impacts, and tax avoidance strategies. In this article, we
take you through their history, organizational structures, and complex role in
globalization.

Key characteristics of an MNC

Operations in multiple countries: An MNC has business operations, like manufacturing or
sales, in more than one country.

Global management: They have a centralized global management structure that oversees
operations in different parts of the world.

Significant assets: MNCs typically have a high turnover and large financial assets.

Control over foreign entities: The defining feature is control, which distinguishes them
from companies that merely export goods or invest in foreign companies.

Benefits and impacts

Employment: MNCs create job opportunities in the countries where they operate.
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Economic growth: They contribute to foreign investment and can improve a country's
balance of payments.
Technology and development: MNCs often bring advanced technology and innovative

business practices to host countries.

MNCs in India

India has a large number of MNCs, including both global companies with
operations in India and large Indian companies that are multinational in scope. Examples
include major tech companies like IBM, Microsoft, and Google, consumer goods giants
like Nestlé and Hindustan Unilever, and Indian-born MNCs like Tata Group, Infosys, and
Wipro.
Global MNCs with operations in India
Technology: Microsoft, IBM, Google, Cognizant, Apple, Oracle, and Accenture.
Consumer Goods: Nestlé, PepsiCo, Coca-Cola, and Hindustan Unilever (partially Indian).
Automotive: Maruti Suzuki, Hyundai, and Toyota.
Electronics: Samsung and Sony.
Consulting: Deloitte.
Merits of MNCs
Job creation: They create employment opportunities in the host countries where they
operate.
Economic growth: MNCs bring capital investment, which can stimulate industrial growth
and help close technology gaps.
Technology and expertise: They facilitate the transfer of new technology, management

expertise, and modern production techniques to the local economy.
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Access to markets: They open up new global markets for the host country's products and
contribute to increased trade.
Increased competition: Their presence can lead to increased competition, which may

result in higher quality products and services for consumers.

Demerits of MNCs
Exploitation: MNCs may exploit cheaper labor and natural resources for their own profit,
with little regard for the local environment or labor standards.
Harm to local businesses: Their large scale and financial power can lead to the
elimination of smaller, local competitors.
Economic dependency: Host countries can become overly reliant on foreign investment,
potentially leading to instability if the MNC pulls out.
Tax avoidance: MNCs may engage in complex tax strategies to reduce their tax burden in
a host country, depriving it of revenue.
Loss of cultural identity: The influx of foreign companies and products can lead to the
erosion of local culture and traditions.
Monopoly creation: MNCs can sometimes achieve a dominant market position, leading to
higher prices and reduced consumer choice.
Special Economic Zones (SEZs)

Special Economic Zones (SEZs) are geographically designated areas within
a country where economic laws are different from the rest of the nation to
encourage foreign investment, boost exports, and create jobs. Businesses operating

in SEZs receive Dbenefits like tax breaks, duty-free imports/exports, and

streamlined regulations, with the zones often treated as foreign territory for tax and
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customs purposes. These zones are a strategy used by many countries to stimulate
economic growth and industrial development.

The Special Economic Zone (SEZ) Act, 2005, is an Indian law that provides
for the establishment, development, and management of SEZs to promote exports
and attract foreign investment. It establishes a "single window clearance™ system
for businesses, simplifies procedures, and offers exemptions from certain taxes and
duties for developers and units. The Act also outlines the role of state governments
and provides for a Board of Approval to oversee the process.

Key features and objectives

Favorable economic laws: SEZs have different, more liberal trade and business
laws than the rest of the country.

Single Window Clearance: Provides a one-stop shop for obtaining all necessary
approvals from both central and state governments, simplifying the process of
setting up an SEZ and a unit within it.

Defined Areas: Each SEZ is divided into a processing area for business units and a
non-processing area for supporting infrastructure.

Board of Approval: A central body that considers applications for setting up SEZs,
with recommendations from state governments.

Establishment: A proposal for establishing an SEZ can be made to the concerned
State Government and the Board of Approval.

Operations: Once approved, the developer can set up the SEZ with its processing

and non-processing areas.

69



Unit Setup: Units within the SEZ can then apply for a letter of approval through
the single window mechanism to set up their business.

Incentives for businesses: To attract investment, these zones offer benefits such as
tax holidays, reduced tariffs, and a duty-free environment for trade.

Economic growth: The primary goals are to generate economic activity, increase
exports, and attract foreign direct investment (FDI).

Job creation: A major objective is to create employment opportunities within the
zone.

Improved infrastructure: SEZs are often equipped with world-class infrastructure
to support business operations.

Treatment as foreign territory: For the purpose of customs and trade, SEZs are
often considered to be outside the country's domestic customs territory.
Exemptions and Concessions: Offers tax, duty, and cess exemptions to developers
and entrepreneurs to incentivize investment and export activities.

Recent initiatives focus on sectors like high-tech manufacturing, such as
semiconductors and electronics, with new SEZs being approved in 2025.

Merits of SEZs

Economic Growth: SEZs can generate additional economic activity and contribute
to rapid economic growth.

Investment and Exports: They are designed to attract both domestic and foreign
investment and boost exports of goods and services.

Employment: SEZs are a significant source of employment, with potential benefits

for rural areas and a positive impact on migration.
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Improved Infrastructure: They typically come with world-class infrastructure, such
as reliable electricity, roads, and telecommunications.

Simplified Procedures: SEZs offer simplified procedures, single-window clearance
for setting up units, and reduced administrative burdens.

Tax and Duty Benefits: Companies can receive tax holidays on export profits and
duty-free imports of raw materials and capital goods.

Demerits of SEZs

Loss of Arable Land: A major drawback is the use of valuable arable land for
setting up SEZ businesses, which can impact crop production.

High Operational Costs: Initial investments can be very costly, and success often
depends on ongoing government support and incentives.

Limited Domestic Market Access: Since SEZs focus on exports, they can restrict
opportunities for domestic trade and market access.

Environmental Concerns: The large land requirements can lead to negative impacts
on local ecosystems.

Labor Issues: Relaxed labor laws in SEZs can lead to limited worker rights and the
potential for exploitation.

Revenue Loss: Tax exemptions and incentives can result in revenue losses for the
government, which may put pressure on the state to raise taxes on other sectors.
Regulatory Constraints: SEZs operate under their own specific regulations, which
can sometimes create challenges and hinder flexibility.

FDI Policy
FDI (Foreign Direct Investment) policy is a set of regulations that govern foreign

investment in a country, with India's policy being a key example. India's policy allows
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100% FDI in most sectors through an automatic route without government approval,
while some sectors require prior government approval via the government route. The
policy is regularly updated by the Department for Promotion of Industry and Internal
Trade (DPIIT) to attract investment and is overseen by the Reserve Bank of India (RBI)

and other administrative ministries.

Key aspects of FDI policy

Entry routes:

Automatic Route: Investment does not require prior government approval. Most sectors
are open to 100% FDI under this route.

Government Route: Prior approval from the government is necessary. Proposals are
considered by the relevant administrative ministry or department.

Government's role:

The Department for Promotion of Industry and Internal Trade (DPIIT) is the nodal
department for policy formulation and data management.

The government regularly reviews and updates the policy to make it more investor-
friendly.

The Foreign Investment Facilitation Portal (FIFP) serves as a single-window interface for
applications that require government approval.

Sector-specific rules:

Some sectors have restrictions or are completely prohibited (e.g., agriculture and retail
trade).

Specific conditions may apply in certain sectors like Non-Banking Financial Companies

(NBFCs) and construction.
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For sectors like defense, FDI beyond 49% is permitted through government approval if it
results in access to modern technology.

Governing laws:

FEMA (Foreign Exchange Management Act): This is one of the primary laws that
governs and regulates foreign investment in India.

RBI: Plays a significant role in providing guidelines for foreign investments and

managing foreign exchange.

Changes and updates
Government route for certain countries: An entity of a country that shares a land border
with India (or its beneficial owner is from such a country) must invest only through the
government route. This includes countries like China, Pakistan, and Bangladesh.
Defense sector: FDI beyond 49% is now permitted through government approval on a
case-by-case basis if it leads to access to modern technology.
Recent reviews: The FDI policy is subject to ongoing reviews to remain competitive and
adaptable to changing global economic conditions.
Merits of FDI

Economic Growth and Development: FDI provides a crucial source of non-debt
capital for a country, stimulating overall economic development, increasing national
income, and aiding in infrastructure development like roads, ports, and communication
networks.
Job Creation and Skill Enhancement: Foreign companies often establish new operations
or expand existing ones, directly creating new jobs for the local workforce. This also
facilitates the transfer of knowledge, technical skills, and managerial expertise, improving

the host country's human capital.
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Technology Transfer: Foreign investors bring advanced technologies, production
processes, and business practices that may not be available domestically. This can boost
the productivity and efficiency of local industries through spillover effects.
Increased Competition and Quality: The entry of foreign firms creates a more competitive
market environment, which can break down local monopolies, encourage innovation, and
lead to a wider variety of higher-quality goods and services for consumers at potentially
lower prices.
Balance of Payments and Export Growth: FDI results in an inflow of foreign currency,
which helps improve the balance of payments. Foreign companies often produce goods
for the global market, thereby boosting the host country's export earnings.
Demerits of FDI

Impact on Domestic Businesses: Local small and medium-sized enterprises
(SMEs) may struggle to compete with large multinational corporations (MNCSs) that have
immense resources and marketing capabilities. This can lead to the closure of domestic
firms and market concentration.
Economic Dependency and Loss of Control: Heavy reliance on FDI can make a host
country vulnerable to external economic shocks or the decisions of foreign investors.
There is also the potential for a loss of control over strategic industries and resources, as
foreign entities may exert significant influence over the economy and government
policies.
Profit Repatriation: Foreign investors typically repatriate the profits generated in the host
country back to their home country. This outflow of capital can negatively impact the
host country's current account balance and overall economy.
Political Risk and Instability: Changes in the host country's political landscape or

government policies can create uncertainty for foreign investors. In extreme cases, assets
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could be expropriated or the investing country may face political tensions, leading to a
sudden withdrawal of investment that destabilizes the economy.

Social and Environmental Concerns: There is a risk of exploitation of cheap labor and
natural resources if regulations are lax. Additionally, foreign business practices could

have negative impacts on the local culture and environment.

Make in India Initiative

The "Make in India" initiative is a government-led program launched in 2014 to
transform India into a global manufacturing and design hub by attracting investment,
fostering innovation, and building world-class infrastructure. It aims to boost economic
growth and job creation by encouraging companies to manufacture products in India
through initiatives like "Ease of Doing Business" reforms, and by creating a more
favorable environment for investment and manufacturing. The program covers 27 sectors
under its "Make in India 2.0" phase, which includes both manufacturing and service
sectors.

The slogan is "Make in India". This initiative, launched in 2014, aims to boost the
manufacturing sector in India, encourage investment, foster innovation, and make India a
global manufacturing hub. It also serves as a call to action for both domestic and
international businesses and partners.

Objectives
Attract Investment: To increase both domestic and foreign investment in the
manufacturing sector.

Foster Innovation: To encourage innovation and design in India's industrial sector.
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Build Infrastructure: To develop world-class infrastructure to support manufacturing.
Improve Ease of Doing Business: To simplify and rationalize business processes, reduce
bureaucratic hurdles, and create a more business-friendly environment.

Promote Job Creation: To create jobs and promote economic growth.

Key components and initiatives

Sectoral Focus: Initially launched with 25 sectors, the program now focuses on 27 sectors
under "Make in India 2.0," including manufacturing and service sectors like IT, tourism,
and logistics.

Ease of Doing Business Reforms: The government has implemented reforms such as
simplifying tax structures, making it easier to get business licenses and electricity
connections, and establishing fast-track commercial courts.

Investment Facilitation: The government has made efforts to identify potential investors
and facilitate investment through bodies like Invest India.

Digital India: This is a complementary initiative that aims to transform India into a
digitally empowered society and knowledge economy, which helps in the adoption of
digital technologies in manufacturing.

Skill India: Another related initiative aimed at skill development for the workforce.

""Zero Defect, Zero Effect™ slogan

The initiative also uses the slogan "Zero Defect, Zero Effect” to promote advanced
manufacturing processes that result in products with no defects and minimal negative
environmental impact.

The "Make in India" initiative includes several key initiatives like Production Linked
Incentive (PLI) Schemes, which boost domestic manufacturing in specific sectors, and the
PM GatiShakti plan for integrated infrastructure development. Other initiatives involve

improving ease of doing business through reforms and single-window access portals,
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attracting Foreign Direct Investment (FDI) by opening new sectors, and developing a
strong ecosystem for semiconductors. The program also focuses on skill development,
innovation, and job creation.
Key initiatives and programs

Production Linked Incentive (PLI) Schemes: These schemes provide financial
incentives to boost domestic manufacturing and exports across 14 key sectors.
PM GatiShakti National Master Plan: This is an infrastructure initiative aimed at
integrated planning and seamless connectivity for better logistics and economic growth.
Semicon India Programme: This program aims to develop a sustainable semiconductor
and display ecosystem in India.
Ease of Doing Business: Reforms have been introduced to simplify processes, improve
the business environment, and attract investment. This includes single-window clearance
portals like eBiz and ShramSuvidha.
Startup India: This initiative was launched to support entrepreneurs and build a robust
startup ecosystem, with a focus on job creation.
Skill India: This initiative focuses on providing the necessary skills to the workforce to
meet the demands of the manufacturing sector and foster inclusive growth.
Foreign Direct Investment (FDI) Liberalization: The government has increased FDI limits
and opened up new sectors like defense, insurance, and railways to foreign investment.
Industrial Corridors: The development of industrial corridors, such as the Delhi-Mumbali
Industrial Corridor (DMIC), is a major infrastructure initiative to create advanced
manufacturing and industrial hubs.
Goods and Services Tax (GST): This major tax reform was implemented to create a
unified and simplified tax system across the country, making it easier for businesses to

operate.
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National Logistics Policy (NLP): This policy focuses on enhancing the efficiency of the
logistics sector through advanced technology and improved processes.
National Manufacturing Policy

The National Manufacturing Policy (NMP) is a 2011 Indian government initiative
to boost the manufacturing sector's contribution to GDP and create jobs. Its key goals
include increasing manufacturing's share of GDP to 25% and creating 100 million jobs by
2022. A core component is the creation of National Investment and Manufacturing Zones
(NIMZs) to provide world-class infrastructure and a conducive environment for
manufacturing. The policy also focuses on improving the business environment,
developing skills, and promoting green manufacturing.

National Manufacturing Policy (NMP): The National Manufacturing Policy
(NMP) is a comprehensive policy that was launched in 2011 with the objective of
increasing the share of manufacturing in GDP to 25% within a decade and creating 100
million jobs

The National Manufacturing Mission (NMM), announced in the Union Budget
2025-26, aims to transform India's manufacturing sector by improving business ease,
developing a skilled workforce, supporting MSMEs, and encouraging clean tech
manufacturing.

Objectives

Increase the share of manufacturing in India's GDP to 25%.

Create 100 million additional jobs in the manufacturing sector.

Improve the global competitiveness of the Indian manufacturing sector.

Enhance domestic value addition and technological depth.

Ensure sustainable growth, with an emphasis on green technology and

environmental responsibility.
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Core components

National Investment and Manufacturing Zones (NIMZs): Large, integrated
industrial townships with state-of-the-art infrastructure, energy-efficient technology, and
necessary social and skill development facilities.
Business environment improvement: Rationalizing and simplifying business regulations
to make it easier to do business.
Skill development: Developing appropriate skills among the workforce for inclusive
growth and to meet the needs of the sector.
Technology and infrastructure: Promoting the adoption of advanced technologies and
improving general industrial infrastructure.
Implementation
The Central Government creates the policy framework and provides financial incentives
for infrastructure development, often through Public-Private Partnerships (PPP).
State Governments are encouraged to adopt the policy's instruments and implement them

within their jurisdictions.

*k*x
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Check Your Progress:

Q.No Short Questions LOCF Mapping

1. | Write a short note on the Index of Industrial Production (11P) and its | K1 CO1 | PO2
significance.

2. | State the objectives of the Make in India initiative. K6 CO2 | PO5

3. | What are the key features of Special Economic Zones (SEZs) under | K1 CO3 | PO1
the Special Economic Zones Act, 2005?

4. | Define Foreign Direct Investment (FDI). Explain the difference K2 CO4 | PO1
between the Automatic Route and the Government Route.
> Mention any five merits of Multinational Corporations (MNCSs). K5 CO2 | PO4
Q.No Essay Type Questions LOCF Mapping
1. | Discuss the recent trends and growth performance of India’s K1 CO4 | PO1
industrial sector with reference to 1IP and sectoral contribution to
GDP.

2. | Examine the merits and demerits of incentives provided to promote | K3 CO2 | PO3
industrialisation in India.
3. | Explainthe features, objectives and impact of the Production Linked | K5 CO5 | PO4
Incentive Scheme (PL1I).
Analyse the role of Multinational Corporations (MNCs) in India’s K5 CO1 | PO4

4,
industrial growth.

5. | Discuss the objectives and core components of the National K2 CO5 | PO2
Manufacturing Policy
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Mapping with Programme Outcomes:

PO1 |PO2 |PO3 |PO4 |PO5 |PO6 |PO7 |POS8

COo1 3 3 3 3 3 3 3 3
CO2 3 3 3 3 3 3 3 3
CO3 3 2 3 3 2 3 3 3
CO4 3 3 3 3 3 3 3 3
CO5 3 3 3 3 3 3 2 3
Weightage 15 14 15 15 15 15 14 15
Weighted 3.0 2.8 3.0 3.0 2.8 3.0 2.8 3.00

percentage of
course

contribution to

POS

S-Strong-3  M-Medium-2 L-Low-1
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Level of Correlation between PSO’s and CO’s

CO /PO
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Weighted percentage
of Course
Contribution to PSOs

2.8

S-Strong-3

M-Medium-2 L-Low-1
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