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INTRODUCTION

Ushadevi M.  “An economic analysis of modern manufacturing state enterprises 
in Kerala ” Thesis. Department of Economics, Dr. John Matthai Centre , 
University of Calicut, 1995



INTRODUCTION 



The post-second World War era i s  

characterirsed by the  emergence of large number o f  countr ies f ree  

from European colonia l ism i n  Asia, A f r i ca  and North America. The 

opt ions ava i lab le  w i th  these countr ies were e i t he r  t o  accept the 

c a p i t a l i s t  system or communism or t o  adopt a  middle way 

encompassing the mer i ts  of both: the  mixed economy. Ind ia  was 

one of the  major nat ions who opted f o r  a  mixed economy. 

Resultant ly the  pub l i c  undertakings has come t o  p lay an impotant 

r o l e  i n  India. The important tank rrmignmd t o  i t  arm 

(a) lay ing  the  foundation of s e l f  -re1 i a n t  i n d u s t r i a l  growth. 

(b) helping t o  b u i l d  up a system i n  which society as a  whole 

con t ro ls  the v i t a l  system and 

(c) i t  must create surplus f o r  fu r ther  growth. 

The object ives of the  pub l i c  undertakings, hence, can be broadly 

mentioned as economic and social .  I n  pursuance t o  the D i rec t i ve  

Pr inc ip les  and the  Indus t r i a l  Po l icy  Resolutions, undertakings 

which are b r r i c ,  pub l i c  u t i l i t y  ar of n r t i o n r l  importance are 

earmarked f o r  the publ ic  sector. 

Though the  s ta te  enterprises has now 

become a world wide phenomenon, i n  the Indian perspective i t  

bears more weight probably because of  our new experiment of mixed 

economy. Since i t ' s  existence the pub l i c  sector i n  Ind ia  has 

made a tremendous r i se .  The publ ic  sector has got a  place of 

p r i de  i n  our economy. With a v i t a l  r o l e  thus assigned t o  the 

publ ic  sector, i t  i s  important t ha t  Publ ic sector enterprises 

should f l o u r i s h  and make t h e i r  due cont r ibut ion towards the 

economic progress of the country. It has made a valuable 

cont r ibut ion t o  the i n d u s t r i a l  modernization of the country, 

bu i ld ing  up v i t a l l y  important i n f ras t ruc tu re  f o r  economic growth 



and i n  achieving a degree of i m p o r t  subst i tut ion.  O n  the eve of 

Independence Ind ia  had a population of  370 m i  l l ion  mostly 

i l l i t e r a t e .  I t ' s  agr icu l tu re  and indus t r i a l  sectors were i n  

primary stages of development and the per capi ta  income was 

estimated a t  Rs 200. A t  t h i s  stage i t  i s  the publ ic  enterprises 

which has t o  l ay  the  basis upon which the s t ructure of a dynamic 

and d i ve r s i f i ed  economy i s  t o  arise. Before the commencement of 

planning i n  India, a c t i v i t y  i n  the publ ic  sector was confined t o  

sectors l i k e  Railways, Post, communications, Broadcasting, 

I r r i g a t i o n  and Power and a few departmental i ndus t r i a l  

undertakings. Since then, tha t  i s  a f t e r  the commencement of f i v e  

year p1 ans and the declarat ion of Indus t r i  a1 p01 i c y  resolutions, 

publ ic  sector covers a vast and varied range of ac t i v i t i e s .  It 

occupies a dominant pos i t ion  i n  the basic indust r ies  and cap i ta l  

goods industr ies. Not only that, i t  has played a v i t a l  r o l e  i n  

the development of  i n d u s t r i a l l y  lagging regions suf fer ing from 

inhe r i  t an t  constraints. 

There are a number of studies r e l a t i n g  

t o  the performance of  publ ic  sector manufacturing enterprises and 

u t i l i t i e s  owned by Central government. The studies on the s ta te  

sector enterprises owned by the s ta te  government are rather 

l imi ted.  f i f te r  surveying the l i t e r a t u r e  on publ ic  sector 

enterprises including the s ta te  enterprises P.Chadhopadhyay 

observes, " Really speaking, not much i s  known about them and i t  

w i l l  be a good idea i f  research i s  i n i t i a t e d  i n  the funct ioning 

of the government companies under the control  of di++erent 

states". In  recent years some studies have appeared on the 

u t i l i t i e s  owned by the s ta te  government. The po int  of emphasis 

i s  tha t  the manufacturing enterprises under s ta te  government 

control  remains a re la t i ve1  y darker area. 



Probably, one reason f o r  t h i  S 

l ack lus te re  a t t i t u d e  towards s t a t e  sector enterpr ises  may be due 

t o  the  a t t i t u d e  and approach towards them. Conceptually, they are 

t rea ted  as synonymous w i t h  t h e  cen t ra l  sector enterpr ises. 

Although the  investments i n  both the  organizat ions are  made out 

of  government funds we cannot overlook important d i f fe rence  

between them a r i s i n g  from economic, organizat ional  and 

environmental f ac to rs  o f  the  regions. As Hi ten Bhaya r i g h t l y  

pu ts  it, "It i s  na tu ra l  f o r  every owner t o  ass i s t  h i s  enterpr ise  

management i n  i t ' s  external  problems and r e l a t i o n s  when i t  i s  

beyond i t " s  reach or au tho r i t y  such as l icenses, permits 

quotas, ex t ra  f i n a n c i a l  needs, problems w i t h  s ta tu to ry  

a u t h o r i t i e s  o r  w i t h  re levant  pub l i c  such as r e g i s t r a r  and 

organized consumers. The s t a t e  sector enterpr ises  which need 

more of  such assistance get the  l e a s t  from &he i r  government. By 

and large, t h i s  i s  forthcoming i n  t he  cen t ra l  sector where i t  i s  

easier  t o  render such assistance. The po in t  t o  under l ine  i n  t h i s  

concept i s  t h a t  there  are inherent  problems i n  t r e a t i n q  the  s t a t e  

sector enterpr ises  synonymous w i t h  cen t ra l  sector enterpr ises  and 

accepting so lu t ions  t o  t he  problem i n  the  same framework. The 

nature of  problems the  s t a t e  enterpr ises  face are d i f f e r e n t .  

Hence they need t o  be analyzed separately and t he  so lu t ions  be 

sought keeping i n  view t h e  ob jec t i ve  cond i t ions p r e v a i l i n g  i n  the 

given s t a t e  regions. Such s tud ies  are a l l  t he  more urgent f o r  

these s ta tes  which have made already considerable investments i n  

s t a t e  sector enterpr ises  are  yet  where the  i n d u s t r i a l  progress i s  

r a the r  tardy. 

Some i n t e r e s t i n g  questions come t o  

surface i n  t he  development o f  s t a t e  en te rp r i se  i n  Kerala. Has the 

growth of  s t a t e  sector en te rp r i se  been by a process o f  s e l f  

generat ion o f  surp lus and i t ' s  reinvestment? The obvious answer 

i s  "no". For most of  these enterpr ises  have been l o s s  making 

proposit ions. The academi c i  ans and p01 i t i  c i  ans a1 i ke condemn 



t h e s e  t e n d e n c i e s  as  u n f o r t u n a t e .  The l a c k  of  f  i n a n c i  a1 autonomy 

is i d e n t i f i e d  a s  t h e  major f a c t o r  i n  l o s s  making b u t  

s i m u l t a n e o u s l y ,  it's impac t  is f e l t  i n  o t h e r  major a s p e c t s  of 

p e r f o r m a n c e  s u c h  as  management, m a r k e t i n g ,  t e c h n o l o g y ,  i n t e r  

i n d u s t r y  l i n k a g e s  e t c  which i n  t u r n  make t h e  e n t e r p r i s e s  

n o n v i a b l e .  T h i s  i n t e r r e l a t i o n s h i p  of  t h e  problem is v e r y  se ldom 

emphas ized  i n  t h e  l i t e r a t u r e  on c e n t r a l  sector e n t e r p r i s e s ,  n o t  

t o  s p e a k  of  s ta te  sector e n t e r p r i s e s .  

The major o b j e c t i v e  of t h e  p r e s e n t  s t u d y  

is t o  b u i l d  a g e n e r a l  p i c t u r e  of t h e  p e r f o r m a n c e  of State  S e c t o r  

M a n u f a c t u r i n g  E n t e r p r i s e s  i n  Kerala. With t h i s  b a s i c  o b j e c t i v e  

t h e  s t u d y  w i l l  f o c u s  a t t e n t i o n  on t h e  f o l l o w i n g  q u e s t i a n s .  

1. What h a s  l e d  t o  t h e  poor  f i n a n c i a l  p e r *  ormance of  s t a t e  

sector e n t e r p r i s e s ?  Whi le  p u r s u i n g  t h i s  q u e s t i o n  w e  w i l l  b e  

a n a l y z i n g  t h e  c a p i t a l  s t r u c t u r e  of t h e s e  e n t e r p r i s e s  and  i t3s  

i m p l i c a t i o n s  t o  t h e  economic v i a b i l i t y  and  f i n a n c i a l  e f f i c i e n c y  

of t h e s e  u n i t s .  T h i s  w e  f e e l  may b e  a p o i n t e r  t o  t h e  ou tward  

d imens ion  of  t h e  d i s o r d e r .  The p e r v e r s i t y  of  t h i s  p a t t e r n  may b e  

m a n i f e s t  i n  o t h e r  a s p e c t s .  The re fo rS  w e  e v a l u a t e  i n p u t  

t r a n s f o r m a t i o n  e f f i c i e n c y  of t h e s e  u n i t s  or t h e  p h y s i c a l  

p e r f o r m a n c e  

2. H a s  t h e  s t a t e  sector I n d u s t r y ' s  g rowth  a t  any  s t a g e  

been  hampered by  t h e  l a c k  of  t e c h n o l o g i c a l  e x p e r t i s e  and 

s c i e n t i f i c  knowledge? 

3. What are the  means by which s t a t e  e n t e r p r i s e s  h a v e  

access t o  new t e c h n o l o g y ?  H o w  e f f i c i e n t  are t h e s e  means? 

4. What i m p o r t a n c e  d o e s  t h e  s ta te  p l a c e  upon new 

t e c h n o l o g y ?  A r e  t e c h n o l o g y  f a c t o r s  of  any  r e l e v a n c e  t o  t h e  



development o f  s ta te  enterpr ises? 

5. What are t he  underlying mechanism by which s ta te  sector 

manufacturing enterpr ises are becoming s ick? Here the  emphasis i s  

on i d e n t i f y i n g  the  forces and fac to rs  t h a t  add up t o  t h i s  

phenomenon of sickness. Here the  emphasis w i l l  be more on a case 

study method. 

I n i t i a l l y ,  the  major question of 

environment f o r  growth o f  these enterpr ises w i l l  be dea l t  w i t h  i n  

terms of  l inkages o f  macro sectors i n  general and t h a t  o f  the 

i n t e r  indus t ry  l e v e l  i n  pa r t i cu la r .  On the  basis o f  conclusions 

emerging from the  study a p o l i c y  package i s  suggested t o  put 

these enterpr ises on a heal thy foot ing.  

By 1991 - 92 there  were a t o t a l  o f  104 

s t a t e  enterpr ises inc lud ing  8 s ta tu to ry  bodies k ~ i t h  an invested 

c a p i t a l  of  Rs 3967.60 crores. Out of these 104 companies, on ly  50 

companies are producing enterpr ises engaged i n  i n d u s t r i a l l y  

product ive a c t i v i t i e s :  t he  r e s t  of them are i n  pub l i c  u t i l i t i e s  , 
f inancing, promotional and t rad ing  a c t i v i t i e s .  The heterogenous 

character of the  s t a t e  enterpr ises renders a very comprehensive 

ana lys is  of i t" s technology pat terns an extremely d i f f i c u l t  job. 

We may therefore  conf i n e  our analys is t o  mostly technology 

in tens ive  areas o f  i n d u s t r i a l  a c t i v i t y  l i k e  Chemicals, 

Electronics,  Engineering, E l e c t r i c a l s  etc. We may proceed w i th  

t he  ana lys is  of t h e  u n i t s  by forming product c lus ters .  Product 

c l us te r i ng  of the  u n i t s  w i l l  be done among those u n i t s  w i th  

i d e n t i f i a b l e  technological character is t ics .  

The i d e n t i f i a b l e  c l us te rs  w i th  d i s t i n c t  

technological cha rac te r i s t i cs  w i l l  be analysed i n  terms of  i t "  S 



f i n a n c i a l  and  t e c h n o l o g i c a l  pe r fo rmance .  T h i s  i n t e r  a 1  i a  i n c l u d e  

a n  e x a m i n a t i o n  of c a p i t a l  s t r u c t u r e  and  t e c h n o l o g i c a l  b e h a v i o r  

s u c h  as  l i n k a g e s ,  R&D b e h a v i o r ,  d i v e r s i f i c a t i o n ,  i n n o v a t i o n  e t c  

a n d  t h e  s t r a t e g y  of p l a n n i n g  f o r  t e c h n o l o g y  a c q u i s i t i o n  etc  and  

f o l l o w i n g  t h i s  w e  may a n a l y s e  case by case t h e  r e a s o n s  f o r  t h e  

s i c k n e s s  or h e a l t h  of s t a t e  sector f o r m s  by u n d e r t a k i n g  case 

s t u d i e s  of  a few number of s e l e c t e d  e n t e r p r i s e s .  The s e l e c t i o n  

w a s  on t h e  b a s i s  of t h e i r  p e r f o r m a n c e  p a t t e r n .  The i n t e r  f i r m  

l i n k a g e s  which may h i g h l i g h t  t h e  f l o w  of  g o o d s  among t h e  

e n t e r p r i s e s  ( f o r w a r d  and backward)  w a s  c a p t u r e d  by i d e n t i f y i n g  

t h e  material i n p u t s  and  p u r c h a s e  g r o u p s  a n d  also by working o u t  

i n t e r s e c t o r a l  l i n k a g e  p a t t e r n .  

The s t u d y  of s t a t e  s e c t o r  e n t e r p r i s e s  i n  

Kerala is a  l a r g e l y  n e g l e c t e d  area i n  t h e  economic l i t e r a t u r e .  

T h e r e f o r e  f o r  a s t u d y  of t h i s  sor t ,  d a t a  had been  c o l l e c t e d  f rom 

t h e  s u r v e y  of  t h e  c o n c e r n e d  u n i t s .  Seconda ry  s o u r c e s  s u c h  as 

a d m i n i s t r a t i v e  r e p o r t s ,  r e p o r t s  of  t h e  c o m m i t t e e  on p u b l i c  

u n d e r t a k i n g s ,  r e p o r t s  of t h e  b u r e a u  of p u b l i c  e n t e r p r i s e s  etc. 

w e r e  a1  so c o n s u l t e d .  

S i n c e  t h e  s t u d y  makes u s e  a+ b o t h  

p r i m a r y  and  s e c o n d a r y  d a t a ,  i t  p o s e s  a v a r i e t y  of  d a t a  problems.  

The a v a i l a b l e  s e c o n d a r y  d a t a  may s o m e t i m e s  b e  e i t h e r  i n a c c u r a t e  

or i n s u f f i c i e n t  t o  e s t a b l i s h  t h e  p rob lems  unde r  c o n s i d e r a t i o n s .  

S e v e r a l  d a t a  g a p s  a l s o  h a v e  c r e p t  i n t o  t h e  s c e n e  making t h e  

a n a l y s i s  d i f f i c u l t .  But i n  the a b s e n c e  o f  s a t i s f a c t o r y  data 

a l t e r n a t i v e ,  r e l i a n c e  h a s  been  made on t h e s e  d a t a  f o r  t h e  p u r p o s e  

of  t h e  s t u d y .  



A number of studies have already been 

undertaken in many parts of the world on different aspects of 

public enterprises. In the book entitled "Public Enterprises" 

Turvey R (1968) has thrown light on the various aspects and 

problems of the public sector, besides enumerating the role of 

pub1 ic sector. Freedman. W and Garner. J.F. paper entitled 

'Government Enterprises- A comparative study (1970) discussed the 

various types of Government Enterprises and their respective 

pricing policies'. As far back as in the 1930s and 40s Harold 

Hotelling 11938) in his paper "The General Welfare in relation to 

problems of taxation and of railways and utility rates", drew 

attention t o  the problem af pricing in public sector, he reached 

the conclusion that a system of rates and services to ensure the 

most efficient operation of Public Enterprises should be 

introduced. E. Mead (1944) expressed the same view in his paper 

"Prices and output policy of State Enterprises". W A. Robson 

(1952) opposed the idea and in his paper "Nationalised industry 

and Public OwnershipN and suggested a full cost pricing approach 

for public enterprises. A.H.Hanson in his work "Public 

Enterprises and Economic Development" (1959) view the problem 

from the angle of the developing countries and he suggested that 

Public Enterprise pricing should reflect the actual cost and pave 

the way for a speedier development of a developing economy. Burns 

and waterhouse in the paper "Budgetary Control and Organisation 

structure", have studied the effects of Government control on the 

employees of the firm, apart from the aspect of delegation and 

central ization of powers. Quinn (1969) in his paper "Technology 

Transfer by Mu1 tinational Corporations" R&D Management , 
emphasizes the importance of R&D and how R&D laboratories have 

led to 'cost free' research for multinationals and under such 

circumstances knowledge and technical know how can be transferred 

without restriction. Rothman 11976) in his paper "Development and 

Demi se of Naive Optimism about Technology Transfer" a1 so vi ewed 



transfer of technology a s  a key ingredient t o  the development of 

Public sector. Cole Gerald A (1979) provides classification of 

different types of institutions engaged in research activities 

which have a direct or indirect bearing on an enterprise. Caoves 

et a1 (1980) in his work "The relative efficiency of public and 

private firms in a competitive environment, the case of Canadian 

Railways" have conducted a study on the relative efficiency of 

public and private firms in Canadian railways and reached the 

conclusion contrary t o  general opinion of the inefficiency of 

public enterprises that due t o  competition from the private 

companies in the railways, inefficiencies resulting from public 

ownership were negated. A similar study on efficiency 

differential between the private and public in Iraq was 

undertaken by Victor Levy using Hicks neutral index of technology 

comes to the conclusion that public firms in Iraq are more 

technologically efficient but less allocationally efficient than 

private firms. 

In India numerous books and pamphlets 

dealing with various aspects of pub1 ic enterprises are available. 

Besides this a large number of reports have been published 

arising from studies and enquiries by different individuals and 

groups. Many of these reports have been at the instance of the 

enterprise themselves, parliamentary committee and other 

organizations. 

N. Das in his book "Public sector in 

India" (1955) has devoted one whole chapter to the accountability 

of public enterprises and explained the need for such 

accountability as well as the meaning of the term. According to 

him accountability means that an account should be rendered by 

public undertakings t o  some higher authority and if the latter is 

dissatisfied it can order that steps be taken to put matters 

right. He opines that public enterprises face a dilemma viz the 

effort t o  achieve both business flexibility and public 



accountability and concludes that one cannot have the best of 

both worlds. Mr. Das has discussed about accountability at great 

length and has quite intelligently underlines the vexed issue 

connected with the problem. Om Prakash in his book "The Theory 

and Working of State CorporationsN has discussed the problem of 

'public accountability" in details and concludes that the utmost 

criterion to be fulfilled is the responsiveness of public 

undertakings t o  the wishes of the people after which only 

accountability is t o  be considered. 

A fairly competent account o f 

accountability of public enterprises t o  parliament is given by 

N. N. Mal lya "Public Enterprises in India". Moreover the 

procedures for placement of demand for grants in parliament in 

respect of the undertakings coming under individuals ministries 

and the par1 iamentary questions ect. are available in Mal lya's 

studies provides a knowledge base to the research coming from 

disciplines other than Public administration. 

Om Prakash (1962) emphasised the need 

for a profit oriented price policy, for Public enterprises to 

finance the social istic industrial isation of India. Pricing was 

dealt with in the commerce pamphlet titled "Pricing Policies in 

Public Sector" by G.L. Bansal. 

Laxmi Narayan and Satyanarayanan in the 

research studies (1922) held that an unscientific price policy 

was one of the for poor performance of Public enterprises. 

In 1976, f3.C.D.A brought out an 

important document entitled "Rpproach t o  Public Enterprises 

Policy in Asia on Investment Prices and Return Criteria". It 

discussed the objective which public enterprise pricing policy 

should serve in Asian countries. Apart from this a large number 

of seminars were held covering the whole gamut of public 



enterprises. Seminars on "Financial Organisations in Public 

Enterprises", "Incentives in Public Enterprises" were held under 

the leadership of V.V. Ramanathan by the institute of Public 

Enterpr i ses at Hyderabad 

V.V. Ramanathan in his research work on 

this subject "The Control of Public Enterprises in India" (1914) 

made an excellent study af various aspects o f  the subject. He 

stated the nature and purpose of control in detail, he has dealt 

at great length with the various methods of the accountability of 

these enterprises. 

Srini vasan ( 1980) has emphasized the 

need for human resources development program and he formulated an 

action oriented training program held at Postal Staff College New 

Del hi. 

Laxmi Narayan has completed a brilliant 

study on 'Efficiency Audit of Public Enterprises in India' 

(1972) .  He discussed in length the questions of accountability of 

these enterprises through audit. D.N Gadhoks' paper 

'Parliamentary Control Over Government Expenditure' (1975) also 

outlines the necessity for accountability. 

Quite a few studies have been carried 

out on the organizational behavior in Public enterprises. Sharma 

(1973) conducted studies on the relationship between organization 

and admini stration. Valsal a. S. Kumar (1979) have f ocussed on the 

sharp contrast between Public sector and Private sector managers 

in so far as their salaries are concerned. They reached the 

conclusion that Private sector managers had higher salaries, when 

compared to the public sector counterparts. 

"The Public Sector in India" - a paper 
submitted by R. K Hazari and A. N Oza at the seminar held by the 







enterprises from the point of view of the behavioral sciences, 

cost and management, accounting and public administration. 

V.V.Ramanathan, in 'The Structure of 

Public Enterprises in India', the improper use of the company 

form has been cornmended upon. The basic characteristic of the 

corporate form of enterprises, including the public corporation 

and the company have been dealt with in but a few of the works on 

the subject. 

Of interest in the context of 

organization of Public enterprises are Laxmi Narayan, 'Problems 

of Organization and Administration of Public Enterprises', 

L.S.Lulla 'Corporation Pattern of Nationalized Road Transport 

Undertakings' and S. S. Khera 'Legal and Organizational Forms of 

Pub1 ic Enterprise', The Public Corporations, a traditional field 

of adventure in U.K and U.S.A have been the subject matter of 

some scholarly studies. D.S.Ganguly, 'Public Corporation in a 

National Economy' (1963) dealt with the growth problems of 

organization, the governing body, internal management, 

relationship with Government, Parliamentary control and 

accountability, financing, industrial relations, pricing policy 

and efficiency aspects of public corporations in India. 

D. K. Sinha, 'Working of Public Corporation in India' (1960) also 

dealt with Public Corporation in a serious win, particularly the 

background factor and the performance over a period. 

On the other hand, the structural 

functional question affecting the performance of one public 

corporation were dealt with by P. Chatterjee, "Reorganization of 

Damodar Vally Corporation" high1 ighting particularly the 

structural deficiencies of the corporation in the context of the 

sharp public focus on the cross polls to which the corporation 

become subject threatening it's functioning as on body. 





worthy of notice in this context. "Remuneration Policy o+ Public 

Undertakings", "Promotion Policy of Publ ic Undertakings" and 

"Fringe Benefits in Public Undertakings". 

Aji th. M. Banerjee, "Managerial Personal 

for Public Enterprises", S.K. Das "Worker's Participation in 

Management of Publ ic Enterprises in the U. K, I.H. Farooqi , "Trade 
Union and Public Sector" B.N. Astharia, "Industrial Relations in 

the Public Sector in India" and Iswer Dayal, "Strategy for 

Industrial Relations in the Public sector" are some of other 

articles that may be found relevant on various aspects of the 

problems of personal and labour. 

Much work has not been made on the 

aspects of marketing management and marketing functions of the 

Public sector enterprises. One of the early works on the subject 

is P-Prasad, "Organisation of steel sales in U.K, U.S.A and 

Japan", published by the Hindustan Steel Ltd., Ranchi in 1964. 

In the area of marketing function reference may be made to the 

Report of the Banking Commission (1972) which has inquired into 

different aspects of banking and has made detailed 

recommendation. The report is indeed a mine of informations on 

different aspects of the functioning of nationalised banks in 

retrospect and in prospect and has been commended as such running 

as it dose into more than 700 pages. 

Dr. Ramanathan contributed several 

papers on the pricing of public enterprises. In his book "The 

Finances of Public Enterprises" chapter three is devoted to a 

discussion on pricing, pricing practices relating to Hindustan 

Cables Ltd., Hindustan Antibiotics, Hindustan Photo Film 

Manufacture Company Ltd, Indian Airlines, Indian Rai lways and 

Port Trusts analyzed by Ramanathan highlighted two important 

concepts (a) economic prices distinguished from 'policy prices' 

and (b)  the admixture of tax elements in public enterprise 



prices. Pricing has been dealt with in the commerce pamphlet, 

B.H. Bansal "Pricing Policies in Public Sector". Among the 

analytical articles on pub1 ic enterprise prices mention may be 

made of the conceptual exercise by Shyamal Banerjee "Pricing 

Public Sector Enterprises -Comments on Some Criteria". This 

paper deals with the question of pricing in public enterprise in 

general and on the basis of definite criteria that should be 

taken in t o  consideration in the context of price fixation. For 

pricing in the context of individual enterprises reference may be 

made of G.P.Kesava, "Price Fixation in Public Sector - A Case 

Study of Insecticides". Dr. Nageshwar Rao and Omji Gupta in their 

paper "Pricing Policies and Practices in Public Enterprises" have 

examined the various types of pricing method practiced in the 

public enterprises in India and found that it was nut feasible to 

work out a set of pricing procedure for the public enterprises 

operating in the country as a whole as they are engaged in 

divergent nature of operations. 

While examining the personal policy and 

executive succession in SGES, the problems of continuity of top 

executives the benefits of longer tenure, the causes of 

instability, the effect on the enterprise are discussed in the 

paper "Executive succession and continuity of top executives in 

Andhra Pradesh State Government Enterprise" by Dr.G.Venkadaswami, 

Reader, Depatrment of Business Management, Osmania university, 

Hydrabad. From personal interviews and comments it is understuod 

that the ills of the system of deputationists short tenure of the 

top executives and frequent changes ect. are leading 

to the instability of the organisation. Even though the study 

relates t o  Andhra Pradesh State Government Enterprises it is an 

eye opener to the SGDs in the country. 

"Project Formul ati on in Pub1 i c 

Enterprises" by Dr.N.P.Srinivasan - Reader in commerce, 

University of Madras emphasis the fact that for the efficient 



functioning of state enterprises project evaluation is undertaken 

with the sincerity of purpose relagating political interest to 

the back ground or keeping mainly the economic and social 

interest in view state enterprises in India accord little 

impotrance to project formulation. 

A quantitative model presented by 

Barnett R. Rubin in the paper "Financing Gross Capital Formation 

in Indian Public Sector" shows that, in recovering from the 

recession of the mid sixties the Indian state changed it's method 

of moblising resources. There was an earlier ongoing shift of 

saving into the organised sector especially the public sector 

with a quickly increasing mobilisation of savings through 

taxation. Afterwards the Pub1 ic sector re1 ied increasingly on an 

expanded, nationalised banking system t o  mobilise household 

sector savings. The rising p01 i tical pressure of population and 

broader participation prevented the Government from rising or 

even constant proportion of the new revenues it mobilised mainly 

through indirect taxes. The use of public sector enterprises as 

source of patronage politicised management and made them a drag 

on the public sector finances as a whole. 

"Attitude of Managers of Public 

Enterprises" by S. Ramakanth, Department of Mathematics, Osmania 

University, Hydrabad is based on the summarised result of a 

survey conducted by Hari Ghiselli and Ponter (HGP) in the book " 
Managerial Thinking, An International study". In the paper a 

comparative study of modern managers across different regions, 

kinds of organisation etc. was conducted. 

Jagdish Bhagavadi in his paper "Monopoly 

in Public Enterprises'' and V.V Ramanadham "The working of the 

Public sector" give a detailed account on the rate of return on 

the capital invested in public sector enterprises. Besides this 

exercise a number of articles have appeared on profitability and 



profit planning in the public sector enterprises. For instance 

D.S Nakra, "Profitability of Hindustan Steel Limited" (May 1967) 

P.M. Bhandari "Profit Planning in The Publ ic Sector" IApri l 1967) 

and M.M. Mehta "Profit Planning and Programming" (1967) may be 

mentioned. 

In the context of analysis of 

profitability of Public sector enterprises, mention should be 

made of the Annual Report on the Industrial and Commercial 

undertakings of the Central Government, issued by the Bureau of 

Public Enterprise, the audit Report (commercial) and the Reports 

on the committee on Publ ic Undertakings on Individual Enterprises 

as also such horizontal studies on Financial Management which 

throw considerably light on the surplus generation in the public 

sector units. The paper submitted to the Delhi Seminar of the 

institute of Public Enterprise on pricing and investment in 

Public enterprise (19701 incidently cover the question of 

accumulated Deficits and the determination of unit wise surplus 

targets in public enterprise. The FICCI study of top 800 

companies 11970) gives an inter unit comparison including firms 

in the private and public sector. This is an objective, scholarly 

exercise putting forth the different aspects of comparative 

performance of private and public sector companies. 

The financial details including surplus 

and deficits of the iron and steel industries have been given in 

the hand book "Statistics for Iron and Steel Industry in India" 

(1970). In addition a good deal of useful material on the 

subject is available in the report of the committee on cost of 

production of steel (chairman Hari krishna Manlal , 1966). This 

report analyses the factors inhibiting the generation of a 

desirable rate of surplus, particularly in the public sector iron 

and steel units vis-a-vis the units in the private sector. 

On the subject finding a standard rate 



of return on Capital, mention may be made of Pareshnath 

Chattergee's " Return on Capital : Some problems in finding a 

standard "B.V.Mehta7s "Surplus of Public Enterprise : A rate on 

concepts", G.S.Bhalla and S. S Mehtha's "Rate of return in Public 

and Private sector industries in India" (1970) R.Thakar, 

"Profitability in Public sector Undertakings" (1971) and the 

study by FICCI Top 300 companies : (1970) particularly chapter IV 

which gives a comparative account of profitability of Public and 

Private sector large firms. 

Some work on different aspects of 

capitalization was done by G.S Ehalla, financial administration 

of Nationalised Industries in UK and India (chapter I1 to IV) and 

by V.V.Ramanathan "Investments and capitalisation in Public 

enterprises" in 1969. In the paper presented by 0.K Ghosh to the 

Seminar on cost and financing of Fertilizer Projects in India 

gives a fairly intimate account of financing a fertilizar project 

in public sector, the pattern of investments on different plants 

under the fertilizer corporation of India and the F.A.C.T. The 

question of debt-equity ratio of prices and profitability and of 

working capital have been discussed in this paper. 

A useful study of Public relations and 

annual reports in Public enterprises is Laxmi Narayan, " public 
Enterprises in India - A study of Public relations and annual 

reports". The content of disclosure in the annual reports of the 

Government companies has engaged not much alternation as a matter 

of serious academic study. 

Andand. P. Gupta in his paper "Financing 

Public Enterprise Investments in India" (Published in Economic 

and political Weekly Dec-17,1988 Page.2697) Provides a 

perspective on how Central Public Enterprises plan investments 

are financed. It reveals that although budgetary continues to be 



a major source of financing CPE's plan investments, it's 

contribution has declined from 53% in 1984 - 85 to 36.8% in 

1988 - 89. The paper also looks at the issue of internal resource 

generation by CPE's and questions the credibility of the seventh 

plan targets. The paper also shows that with the GOI's budgetary 

support declining and with internal resources adequate t o  finance 

on1 y one-third to two-f if th of their plan investments, the CPE" S 

are increasingly being asked to fund for themselves. 

Arun Gosh in his paper " A  Glimpse at a 

Public Sector Enterprise" (Published in Economic and Political 

weekly Feb. 15, 1992) attempts to show what public enterprises 

can achieve and how they can help to achieve excellence and 

economic viability. Hindustan Zinc is taken as an example for his 

study. It also highlights a basic difference between a 

responsible Pub1 i c enterprise and any Private enterprise, 

including the best of them. 

Bagaram Tulpule in his paper " Exit 
Policy in Public Sector" (Published in Economic and Political 

weekly Feb. 15,1992, page 319) points out that the exit policy 

for the public sector bristles with difficulties in 

implementation and the Sop of NRF is not likely t o  make the 

implementations much easier, at least not as far as sick public 

sector enterprises are concerned. 

"Macroeconomic impact of Public sector 

Enterprises: Some Further Evidence", (Economic and political 

weekly January 16-23) by R-Nagaraj has raised a few issues, viz, 

whether the deficits of Public sector Enterprises has increased 

over the years, whether the financial burden of the Public sector 

Enterprises on the Government budget increased over the period, 

Whether the internal resources generation by public sector 

enterprises in the 80's and if so whether it is on account of 

increase in administered prices. Nagaraj's study attempted to 



discuss the above issues by comparing the growth and trend in 

fiscal deficit vis-a-vis pub1 ic sector enterprises during the 

period 1960 - 61 to 1989 - 90. 

S. Mohanan Pi l la' S study "Macro Economic 

Impact of Public Sector Enterprises - comment {Economic and 

Political Weekly vol. XXVIII N0.22 May 29, 1993) examines the 

?method01 ogi cal appropriateness of Nagara j a's study and 

inferences drawn from it. T h i s  study is nevertheless an earnest 

attempt to capture the magnitude and implications of public 

sector enterprises" deficit in the budgetary operation. 

In the article productivity in "Public 

Sector, Analysis at Industrial Group Level " (Economical and 

Political Weekly v01 XXVIII, No 48 Von 27, 1993 page M 145) finita 

Kumari attempted to analyse productivity trends at the group 

level of public sector enterprises for I1 groups of manufacturing 

i ndustri es, heavy engineering goods, medi um and l i ght engineering 

goods, transportation equipment, consumer goods and textiles - 
for the period 1971-72 to 1987-88 

N.N.Hallya in his research paper 

entitled "Public Enterprises in India - Their contro.1 and 

accountability" (1971) has discussed how parliament exercises 

control over these enterprises, their merits and demerits. 

Om Prakash { 1962) emphasised the need 

for a profit oriented price policy, for public enterprise ta 

finance the socialistic industrialisation of India. Pricing was 

dealt with in the commerce pamphlet titled "Pricing Policies in 

Pub1 ic Sector" by G. L. Eansal. 

When there are a large number of studies 



on the working of Public Undertakings in India in general and 

also case studies, working of public undertakings in kerala is 

ignored by scholars for detailed analysis despite it's importance 

in the working of the Kerala economy. Whatever few studies 

available are concentrated on the two major public utility 

concerns in Kerala: The Kerala State Road Transport Corporation 

and The Kerala State Electricity Board. There is practically no 

studies about the non-public utility public undertakings in 

Kerala except few papers. Two papers on this regard published are 

"Efficacy of Public Enterprises in Kerala" by Dr.D.P.Nair in the 

book "Performance of Eearla Since Independence" edited by 

M.A.Oomen C19791 and another 'Working of Public Enterprises in 

Kerala' in Lok Udyog (Aug 1980). The scope of the paper was 

limited to a balance sheet analysis of the Kerala State 

Industrial Enterprises and it's subsidiaries and comparing their 

performance with enterprises in the private sector providing 

identical goods. In order to get a clear picture it is necessary 

to include all the undertakings which function on commercial 

principles. Besides, other important aspects like employment, 

production, management, marketing management, inventory 

management etc. should be analysed for getting a correct and 

meaningful picture. 

Vi j aya Anandakri shnan ( 1980) conducted a 

study regarding business performance of K.9.F.E Ltd. (Vijaya 

Anandakri shnan, "Corporate Financial Analysis-An evaluation of 

business performance of K.S. F. E Ltd (M.B. A Dessertation, Cochin 

University (1980) N. Ramachandran (1971 1 conducted a study of one 

of the schemes of the company namely 'Bharatha' and it's impact 

on society and it's financial viability (N.Ramachandran, "A Pilot 

Study on Bharahta a financial product of K.S.F.E Ltd (MBA 

Dessertation, Cochin University 1979) Usha E.S (1981) conducted a 

study on the Hire Purchase Unit of K.S.F.E and the market for 

fridges through the scheme. (Usha E.S, A study on market for 

fridges under Hire Purchase in Kerala, with special reference to 
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K.S.F.E Ltd (MBA Dissertation, Cochin University 1981) 

"Keral a' S Industrial Backwardness- 

Exploration of Alternative Hypothesis", By K.K. Subramaniam and 

P-MohanPillai makes an attempt to identify the weak links in the 

production structure in Kerala within an interregional frame work 

of analysis . It also throws light on the role of public sector 

to remove this industrial stagnation "An enquiry in to the 

Historical roots of Industrial backwardness of Kerala - A study 

of Travancore region" by T.M Thomas Issac and P.K.Micha1 Tharakan 

provides certain insight into the historical roots of Industrial 

Backwardness of Kerala. T.M Thomas Issac " Some Aspects of 

Industrial i sation in Keral a" pub1 i shed in Ha1 ayal am in "Adyapaka 

Lokam" Special November 1983 and P. E. Michale Tharakan; 

" Industri a1 i sation and Modernisation of Keral a" in Kesavan 

Veliathat and N.P Chekkuty (Ed) . Modernisation of Kerala; some 

Historical Issues, Calicut University Union, Calicut, 1982 also 

throws light on Kerala's Industrial Backwardness and the need for 

Government institution to develop industrial sector. 

There are a number of studies relating 

to the performance of public sector manufacturing enterprises and 

utilities owned by Central Government. The studies on the state 

sector enterprises owned by the State government are rather 

limited. After surveying the literature on Public sector 

enterprises including the state enterprises. P.Chadopadhayay 

observes " Really speaking, not much is known about them and it 

will be a good idea if research is initiated in the functioning 

of the government companies under the control of different 

states. 



The text of the thesis is discussed in nine chapters 

which are outlined as follows :- 

The thesis opens with an introduction in 

which the problem to be investigated is briefly stated. It also 

covers objectives, scope and limitations of the study. A review 

of earlier works in this field and a brief outline of the 

methodology used for the study are also given in this chapter. 

A review of General picture of Public 

enterprises with special emphasis on Public Enterprises in India 

is presented in chapter two. Growth of public enterprises, 

meaning, different forms of public enterprises, the role of 

pub1 ic enterprises etc. are discussed. Growth of public 

enterprises in India,itSs need and objectives and also it's 

performance over the last years have been given in this chapter. 

Chapter three deals with Kerala's 

Industrial backwardness and the evolution of state sector 

enterprises. Here we are throwing light on Kerala's position on 

the Industrial map of India, low level of industrial employment, 

low rate of growth found out by inter state comparison and came 

to the conclusion that Industrial development in Kerala has not 

gone in hand in hand with all India pattern in different sets of 

time period. Then we go to enquire the historical roots of 

Industrial Backwardness of Kerala and come to the point that 

Government has to demonstrate the feasibility of profitability 

in modern industries by improving the operational efficiency of 

the state sector and Joint sector enterprises. Then we discuss 

about the process of evolution of state enterprises in Kerala. 



Chapter four gives a brief account o-f 

state enterprises in kerala. Nature, growth , characteristics 

and objectives of state enterprises in Kerala, classification of 

state enterprises in Kerala, and a brief account of it3s 

performance and also the sickness of Public enterprises in 

general and state enterprises in Kerala in particular have been 

di scussed . 
This chapter also gives a snap short 

picture of nature and characteristics of manufacturing state 

enterprises in Kerala and concludes the section by giving a 

relative picture of the size of these enterprises vis-a-vis other 

major sectors in the state. 

As a Preliminary step to explore the 

loss making phenomenon, in chapter five we present some aspects 

of f inanci a1 management of state sector enterprises in general 

and that of Manufacturing state enterprises in particular. 

Financial management deals with the three major decision making 

area viz the investment decision, financing decision and the 

dividend decision. In this section we wi l1 be discussing most1 y 

the second ie the implication of financing decision with regard 

to capital structure of state sector enterprises. 

In chapter six we are examining the 

Performance of manufacturing state sector enterprises in Kerala 

as reflected in the productivity measures. As an index of over 

all efficiency we are constructing a measure of total factor 

productivity. Total factor productivity by Kendrick method and 

partial factor productivity have been measured for various state 

sector groups overtime. Annual variation in factor 

productivi ties, intergroup variations in factor productivi ties, 

correlation between wage share in value added and labour 

productivity for both the profit making and loss making 

enterprises in the sample taken are also explained in this 

chapter. 



Interrelationship between f i nanci a1 

performance and productivity performance is outlined in chapter 

seven. This interrelationship is examined by means of rank 

correlation coefficient. Here we are also explaining causes for 

low productivity, benefits from external linkages and also the 

consequences of managerial inefficiency reflected in the 

inventory management. 

Chapter eight is a case study. It 

analyse case by case the reason for the sickness or health of 

state sector firms by undertaking case studies of a few number of 

selected enterprises. The selection was on the basis of their 

performance pattern. Two belonging to the category of very bad 

performance Iin terms of productivity both partial and total) and 

one moderate and the other having satisfactory performance. 

This chapter also examine some macro 

issues which has some bearing on the development of state sector 

enterprises. The interfirm linkages which may highlight the flow 

of goods among the enterprises (forward and backward) was 

captured by identifying the material inputs and purchase groups 

and also by working out intersectoral linkage patterns. In this 

chapter we also discuss in brief the procurement policy of 

government. 

The last chapter gives a summary of findings and the 

conclusions thereafter. 
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PUBLIC SECTOR ENTERPRISES 
IN GENERAL 



Public enterprises are not unfamiliar in 

the economic life of any country. Except for the temporary 

period of the ascendancy of the theory of laisser-fair in the 

latter part of the 18th century, history is full of instances of 

government participation in economic activities. In fact,the 

mercantalist period of economic history, which preceded the rise 

of the liberal philosophy of laissez-fair, was full of such 

instances. State enterprises have come into existence in all 

countries, whether capitalist or soci a1 ist, developed or 

undeveloped. Even in a country like United States where the 

state undertaking is looked upon with an eye of suspicion and 

considered a threat to individual liberties, there is an 

outstanding example of government enterprise that is T . V . 4  

(TENESEE VALLEY AUTHORITY). In U.S.S.R it dominates the whole 

country. The U. S. S. R constitution states "the economic 

foundation of the U.S.S.R is the socialist system of the economy 

and the socialist ownership of the instruments and means of 

production, firmly established as a result of liquidation of the 

capitalist system of the economy, the abolition of the private 

ownership of the instruments and means of production and the 

- .  
Herrnan Finer - Artivltv B ! ~ d a m s S m i f h ,  Puhlir 

1-tratinn Vnl - 1937. page.36. 



elimination of the exploitation of man by man"'. Government 

enterprise covers a large part of French economy. The labour 

Government in Britain during the period 49-50 maintained 

Transport Iron and Steel, Bank of England Electricity etc. 

Si mi l arl y Under Developed Economies l i ke India, Paki stan, Burma, 

Sri lanka, Thai land, Korea etc have so many examples of state 

undertaking. A comparative analysis of state participation in 

developed and under developed countries can be seen in the 

following table (2.1). 

In the early parts of the 19th century 

state confined its activity merely t o  the maintenance of law and 

order inside the country and its protection from foreign 

aggression. The role of the state was nearly t o  keep the ring 

around the industry, t o  let man compete and fight and only to 

ensure that they did not break the rule, specially the freely 

negotiated contractual obl igation3. Events like the World War 

and the Great-Depression of the 1930's bringing in problem of 

rapid increase in population, shortage of food stuff, growth of 

the monopolies, exploitation of labour etc weighed too heavily to 

Log Udyog May 1985 (Quoted from Frnnwnic- sad_ 

P.R -1-1 by Vc.L. Gupta S. Publishers or Distributors, 

New Delhi 1984). page.16. 

Udyog Vol-XV No 12 ( March 1982). page. 18. 





be ignored by the state. Thus state interference in economic life 

became inevitable. The theory still prevalent a century ago that 

the state activity be limited- to certain supervising function 

mainly in the field of military, police, justice and foreign 

affairs has given way to the recognition that intervention of the 

state in those fields is legitimate and often an indispensable 
4 function of modern Government. 

In the 1950's and 196B's there was a 

broad consensus that Government must intervene directly and play 

an activist rol l in development. Early development economics 

showed unquestioning faith in the ability of the state to correct 

market failure and imperfection, and effectively direct the 

process of economic development. In fact even the World Bank, a 

capitalist institution with a development machine was reluctant 

to lend countries that did not have a Government sponsored 

"Development Plan". By the beginning of the 1980"s there was a 

sharp swing away from the opinion particularly in the industrial 

countries and international financial institutions. 

The literature of recent years is full 

of Neo-classical account of the "public failures" of regulatory 

interventionist states. Governments are beginning to be seen as 

the main bottlenecks in development, getting Governments out of 

business of development has become an important element in the 

policy advice given by international institution, economic 

experts and donor agencies. A contributory factor has been the 

increasing economic difficulties of many developing countries, 

and the failure of their Government to take timely corrective 

actions, partly in response to international pressure and partly 

in response to their own experience. 

Hanson A.H, P P E n t e r o r i s e s a n d ~ c ~ n o m i ~ m - ~ n t  
(190) page.183 



It was this perceived pendular swings in 

behavior-on the role of the Government in the development process 

that led A1 bert Hisschman to speculate "whether our society are 

in some way predisposed towards osci l lation between periods of 

intensive pre-occupation with public issue and almost total 

concentration on individual and private we1 fare goods5". 

Over the last few decades of public 

sector experiences countries have gone through many phases-phases 

of faith, hope, experimentation, disappointment, disillusionment, 

but hardly one of consolidation or introspection. At no point of 

time in such introspection more important than at the present 

when the public sector appears to be at crossroads when the 

publicly acclaimed faith in public sector is eroded by a gnawing 

doubt, when a ragging feeling persist that the carpet is 

imperceptibly but slowly being pulled out from under the feet of 

the public sector,when the acceptance gained by it in the 60's 

and 70's is being challenged again by a strident criticismb. 

Despite the raging controversy over the 

issue of the role of public sector in the development process of 

a country, public enterprises are indispensable in areas such as 

providing certain public utilities and its role a s  a model 

employer. Without state participation no economic task of 

national importance can be fulfilled. Today the tentacles of 

public sector has spread far, it ranges from the generation of 

Hischman. 1982 page.3 op-cit. 

Hiten Ehaya "Pnlitirc, nr - Cnln--~lq with fp-l- nf play. 3 I I  

Economic and political weekly: Review of Management. ( may 1983 ) 

M50-64.  page. 13. 



power, irrigation t o  finance and banking etc7. 

2.1 M F A M N G  nF PI lRI IT: ENTFRPRISES 

One difficulty in any public enterprises 

discussion is about the meaning of the term public enterprise 

itself. The economist (London) was correct when it stated that 

"public enterprises is a neat label for a very untidy concept" . 

That part of the economy which function 

on the basis of state owned property forms the public sector of 

the economy. A United Nations expert Fouad Sherif, has defined it 

a5 "the aggregate of institutions and Government operations 

within the frame work of an overall balance of public income and 

expendituresu8. 

The term public enterprise is generally 

used to denote an undertaking in which Government has a larger 

i nterest of ownershi p and management. A very comprehensive 

definition has been given in a recent United Nations 

pub1 i cations. It is referred t o  as "economic undertaking, 

especially industri a1 , agricultural or commerci a1 concerns which 

are owned (wholly or in part) and conclude by the state. It 

includes those 'mixed enterprises' which are controlled by the 

state. A mixed enterprise is one jointly owned by the state and 

by private persons. If.the state contribute over half of its 

capital, it automatically has a controlling interest. In some 

cases the state even has control over a mixed enterprise for 

Dr B.N. Thripathi, page.168, op.cit. 

V. Kolsov "The P & J l . c g c + n r  irn ~ f f p r t i v ~  m-anc; nf 

D ~ v ~ l w ~ n t " ,  page 11 



which it provides less than half of its capitalw9. 

Prof. A.H.Hanson used the term "Public 

Enterprises' in his book in a more restricted and familiar sense, 

t o  mean state ownership and operational industrial, agricultural , 
1E financial and commercial undertakings . 

Sri.S.S.Khet-a. has used the term Public 

Enterprise to mean "the industrial, commercial and economic 

activities carried out by the Central Government or by a State 

Government and in each case either solely or in association with 

private enterprise so long it is managed by a self contained 

management "'l. 

Sri.N.N.Mallya, has defined public 

enterprises as autonomous or semiautonomous corporations and 

companies established, owned and controlled by the state and 

engaged in industrial and commercial activi tiesi2. 

Dr. Lax mi Narayan defines Pub1 i c 

Enterprise as an activity of the Government whether Central, 

State or Local, involving manufacture or production of goods 

including agriculture or making available a service for a price; 

such activity being managed either directly, that is 

departmentally or through an autonomous body with the Government 

Lok Udyog Vol XII. No 9, Dec 79, page.17. 

lE  A.H. Han son, Fnt~rpri -P=, anrl Frnnrmiz 

a P v ~ l n f ~ ~ n t "  ( 1960 1 ,  page.185. 

Khera S.S. pnrl Cnntrnl in P~lhl ir 

Fnt~rnri--+"' Page. 10. 

l 2  Mallya N.N. "Ptlhlir F n t ~ r p r i s ~ s  in India", Page. l. 



having a majority ownership that is more than 58% of equityi3. 

According t o  Encyclopedia ~ r i  tannic& the 

term Public Enterprise - " usually refers t o  Government ownership 

and active operation of agencies engaged in supplying the public 

with goods and services which alternatively be supplied by 

private enterprise operations, the same as private are financed 

wholly or largely by receipts from the sale of goods and 

servi cesni4. An Indian research project set up under the 

auspices of the International Development Research Centre of 

Canada has defined Public Enterprise as a productive entity or 

organisation which is owned and controlled by public authorities 

and whose output is marketed. 

From a close perusal of the above 

definitions it appears that emphasis has been given on 

'ownership" "nature of activities" and forms of "organisations' 

in identifying an enterprise as a Public Enterprise. In a very 

simple way we can define a public enterprise as a business 

activity owned and operated by the Government or its agency. 

Under this definition the word Government is used to mean Central 

Government or State government or local authorities or any two 5r 

more taken together. 

2.2 FORMS flF ORGANISATIflN flF PIIRI TT:  FNTFRPRISFS 

There are mainly three forms of 

organisation found for the successful conduct of an enterprise. 

These are (a) Government Department (Departmental Undertaking), 

(b) Government Company (Registered as Joint Stock Company) , 

Narayan Lasmi, op.cit, Page.3. 

j 4  Encyclopedia Britannica of Vol. 18 I 1975 ).  Page.731. 



(c)  S t a t u t o r y  C o r p o r a t i o n  (Pub1 i c  C o r p o r a t i o n ) .  

Government Depar tment  is t h e  t r a d i t i o n a l  

form of p u b l i c  e n t e r p r i s e ,  "The  Government Depar tment  is a 

s t r i c t l y  h i e r a r c h i c a l  i n s t i t u t i o n  a t  whose head  is a m i n i s t e r  

a n s w e r a b l e  t o  c a b i n e t  and  t o  p a r l i a m e n t  f o r  its a c t i v i t i e s .  The 

a d m i n i s t r a t i o n  of t h e  d e p a r t m e n t  is n a t u r a l l y  l a r g e  i n  t h e  h a n d s  

of  t h e  s e n i o r  c i v i l  s e r v a n t s  and  f i n a n c i a l  c o n t r o l  rests w i t h  t h e  

t r e a s u r  " 15. I n  t h i s  form t h e  employees  are l a r g e l y  c i v i l  

s e r v a n t s  who are s u b j e c t  t o  t h e  l a w s ,  r u l e s  and  r e g u l a t i o n s  

g o v e r n i n g  t h e  c i v i l  s e r v i c e s .  The d e p a r t m e n t  as  a whole  or its 

u n i t s  are f i n a n c e d  by a n n u a l  a p p r o p r i a t i o n  and  its income is 

d e p o s i t e d  w i t h  t h e  Government t r e a s u r y .  

The d e p a r t m e n t a l  e n t e r p r i s e s  is found  t o  

b e  i n a d e q u a t e  a s  its r u l e  d o  n o t  g i v e  too much autonomy. I t  is 

s u b j e c t  t o  e x e c u t i v e  and  l e g i s l a t i v e  i n t e r v e n t i o n s .  These  r u l e s  

h i n t e r  t h e  smooth working  of t h e  e n t e r p r i s e .  For  example  i n  t h e  

f i e l d  of  t r a n s p o r t ,  i t  w a s  o b s e r v e d  t h a t  " g e n e r a l  t r e n d  is away 

f rom d e p a r t m e n t a l  u n d e r t a k i n g s  and  t o w a r d s  t h e  i n c r e a s e d  u s e  of 

semi-autonomous or i n d e p e n d e n t  a g e n c i e s ,  p u b l i c  c o r p o r a t i o n s  and 
l b  Government companies"  . 

l5 Huge c l e g g .  " b d 1 1 5 t r i a l  K?wmrr;lry and  N a t i ~ ~ ~ & A & & u m  . - II 

Page.  38. 

16 8 1 ~ ~ ~ t i f ~ ~ ~ ~  ~ ~ i ~ d i  naOor T r a n - ~ o r t  D-vpl qpui-n* i n  

~ V P I @ ~  f ? n l ~ n t r i e ~ "  ( U n i t e d  N a t i o n s  P u b l i c a t i o n .  Na.E 71. 

V I I . 1 ) .  Page.20. 



Joint Stock Company of Government 

Company is established under the company act of law of Nations in 

which the Government of public enterprises hold at least 51% of 

the equity capital. A joint Stock Company which mainly exists 

for prof it-making business is not subject t o  the regular control 

or rul es governing normal Government act i vi t i es. However the 

Government exercises control indirectly through the directors 

which are appointed by the Government. But the Government 

company does i t5 business under the provision of a company law. 

Though it does not enjoy sovereign immunity of the state, it is 

free as a legal person. 

The Government company form enterprise 

has certain weakness. First, It does not ensure the public 

accountability of the enterprise or ministerial accountability to 

parliament. Second, in most cases employees of government company 

are not civil servants. A company determines the conditions and 

other aspects of service of its employees without being 

restricted by civi l service rules and regulations. 

A public corporation has come to be regarded 

as the best form carrying out the functions of public enterprise. 

It is a corporate body created by special legislation with 

clearly defined powers and functions and jurisdictions over a 

particular type of industrial or commercial activity. It is 

administered by a board of directors appointed by the Government 



17 to which the body is answerable , It is an autonomous form of 

organization "clothed with the power of Government, but possessed 

with flexibility and initiative of private enterprise". 

Public Corporation may be defined "as an 

autonomous commercial organization established at Government 

insistence outside the frame work of Government Departments and 

company l egi 51 ati onla*@ . 

A Public Corporation comes into 

existence as a result of decision taken by legislature of the 

country which is embodied in the form of an Act. The Art 

creating the public Corporations also prescribes its aim and 

objects, power, duties, in the form of management and its 

relationship to established departments and ministries. It is a 

corporate entity for legal purposes and can sue and be sued; 

enter into contracts and acquire property in its name. The 

corporations doing business in their own name have been generally 

given greater freedom in making contracts and acquiring and 

disposing of property than ordinary Government Departments. 

W. A. Roshson states "The Pub1 ic 

Corporation is in my judgement by far the best organ so far 

devised in this or any other country for administering 

nationalized industries or undertakings. A 1  l owing for some 

teething troubles which are still not entirely cured, the Public 

Prabhu Nath Singh - "Snol-B-n~rts of -1 ~ n d  

18 I I - ~ ~  ,.,.,tipn . Sttn~rvi~or of P- 

Fnternri qes in Devel nai na Countri e5" ( United Nations 

Publication, Sales No. E. 74 11, H 4 1 .  Page.63. 



Corporation which we have evolved is an outstanding contribution 

to public administration in a new and vitally important 

spherew1?. However, Glent Worth says that the laws governing 

public corporations are currently inadequate and are undervalued 

as a tool in achieving the right balance between control and 
20 autanomy . 

2.3 Rnl F nF PI lRl I C FNTFRPRI SFS 

The role of public enterprises has come 

t o  be regarded as vitally important in recent times only. In the 

past public enterprises was primarily confined to public 

activities. It was only in recent times, particularly after the 

first World War that the public enterprises ha5 come to be 

regarded as an important vehicle to achieve socio-economic 

objectives. It revealed dynamism first during the economic 

crisis of the 30"s and after the second World War its role has 

considerably increased, particularly in under developed 

countries. It has revealed greater power in the hands of the 

state, and has really played significant role in controlling and 

guiding the socio-economic destinies of the nations. 

Public enterprise play different roles 

depending upon the motivation and the directive force which move 

the state into action with regard to state initiative and 

participation in the economic field. 

In the case of communist countries the 

state resorts to total nationalization. Here the entire economic 

7 W.A. Rohson, "Wt ionali,ed W n ~ ~ + r y  and Ptlhlir n w n ~ r ~ h i g * '  

Page. 493. 

Glent Worth, op.cit, page.205. 



apparatus is owned by the state and therefore subjected to highly 

central i sed control. 

In mixed economy, public and private 

enterprise works side by side in perfect Co-ordination like the 

two limbs of a living organism. Public enterprises under mixed 

economy helps the state in supplementing the economic activities 

of the private sector and also allows exploration of new avenues, 

On the other hand, it prompts private enterprises t o  work 

efficiently and effectively. Enough pressure is also put upon ta 

fit in the national plan and Co-operate in the achievement. 

The need for public enterprises arise 

out of the fundamental duty of the state to work for the welfare 

of the people. Whenever and whatever conditions the existing and 

available agencies fail t o  advance the welfare a s  the society a5 

a whole, it is the obligation of the state to take active steps 

for this purpose. Public enterprises increase the economic 

welfare of the people by adjusting production t o  social needs. 

Public enterprises may be used as means 

for the equitable distribution of social product, which forms the 

very basis of the general welfare of the society. It is also 

considered necessary t o  remove maldi~tribution of wealth and the 

tendency for its concentration in few hands which is the direct 

result of capitalist production. 

Free availability of the result of the 

continuous research t o  all is essentially needed, if production 

i S t o  proceed on efficient and economic lines, and also serve 

best the public wel-Fare, instead of individual good. This could 

be possible under public enterprise only. 

In a welfare state it is considered 

obligatory upon the Government t o  remove monopolies in the hands 



of  p r i v a t e  i n d i v i d u a l s  and  t o  remove e w c e s s i v e  c o m p e t i t i o n ,  a v o i d  

d u p l i c a t i o n ,  e l i m i n a t i o n  of uneconomic u n i t s  on t h e  o n e  hand and 

t o  b r i n g  a b o u t  u n i f i e d  c o n t r o l  and  r a t i o n a l i z e d  management. 

P u b l i c  e n t e r p r i s e  is a n  i n t e g r a l  p a r t  of 

economi r development .  T h e r e  is a r a t i o n a l  re1 a t i  o n s h i p  between 

t h e  rate of economic deve lopment  and  t h e  c h o i c e  of  p u b l i c  sector 

o n l y  when t h e  rate p roposed  unde r  deve lopment  p l a n s  is h i g h e r  

t h a n  what is p o s s i b l e  unde r  free and  unp lanned  p l a y  of economic 

f o r c e s .  

P u b l i c  e n t e r p r i s e  c a n  c o n s t i t u t e  an  

i n s t i t u t i o n a l  medium of r a i s i n g  r e c o u r s e  of  t h e  p l a n s .  T h i s  may 

happen i n  t w o  ways. (a )  The p r o f i t s  n o r m a l l y  e a r n e d  by t h e  

p r o d u c e r s  are d i v e r t e d  t o  p u b l i c  excheque r .  The cost of r a i s i n g  

c a p i t a l  f o r  p u b l i c  e n t e r p r i s e s  is l o w e r  t h a n  t h e  marke t  rates of 

i n t e r e s t  on whose b a s i s  p r o f  it is e a r n e d  i n  p r i v a t e  e n t e r p r i s e .  

B e s i d e s  pub1 i c  e n t e r p r i s e s  r e c e i v e  o t h e r  f a c i l i t i e s  Such a s  c h e a p  

power,  c h e a p  r a w  material e t c  f rom t h e  Government. A 1  l t h e  

p r o f i t s  s h o u l d  b e  m o b i l i z e d  f o r  f i n a n c i n g  of t h e  p l a n  f o r  f u r t h e r  

deve lopment .  ( b )  The p r i c e s  may b e  employed' as  a weapon i n  l i e u  

of t a x a t i o n  and  h i g h  r e v e n u e s  e a r n e d  f o r  t h e  p u b l i c  excheque r ;  i n  

o t h e r  words,  h i g h  p r o f  i t may b e  p l a n n e d  d e l i b e r a t e l y .  

The p u b l i c  sector t h u s  o c c u p i e s  a 

p i v o t a l  role i n  o u r  economic s t r a t e g y .  From t h e  b e g i n n i n g  i t  h a s  

been  r e c o g n i z e d  t h a t  p u b l i c  sector would n e c e s s a r y  h a v e  t o  

v e n t u r e  i n t o  d i f f i c u l t  and  c a p i t a l  i n t e n s i v e  f i e l d s  of b a s i c  

i n d u s t r y  which t h e  p r i v a t e  sector had shunned  f o r  long .  T h i s  h a s  

been  done  b o l d l y  and  s o m e t i m e s  i n  t h e  t e e t h  of  o p p o s i t i o n .  The 

s i n e w s  of o u r  s t r e n g t h ,  t hough  modest  by the s t a n d a r d s  o+ t h e  

w e s t e r n  c o u n t r i e s  l i e  l a r g e l y  i n  o u r  p u b l i c  e n t e r p r i s e .  



The c o n c e p t  of  P u b l i c  E n t e r p r i s e s  a s  an  

i n s t r u m e n t  of t h e  s tate f o r  t h e  f u l f i l l m e n t  of  economic 

a s p i r a t i o n s  of  t h e  p e o p l e  is n o t  new t o  o u r  c o u n t r y .  I t  is n o t  so  

w e l l  known t h a t  even  i n  t h e  Mouryan p e r i o d  and later d u r i n g  t h e  

Mughal r u l e ,  t h e  s t a t e  o p e r a t e d  a number of i n d u s t r i e s  n o t  o n l y  

f o r  e a r n i n g  r e v e n u e  b u t  a lso f o r  mee t ing  t h e  n e e d s  of t h e  p e o p l e  

and  p r o v i d i n g  employment b u t  t h i  s c o n c e p t  h a s  recei ved wide r  

i m p o r t a n c e  i n  r e c e n t  t i m e s .  The s ta te  t o d a y ,  f a r  f rom b e i n g  

m e r e 1  y t h e  p a s s i v e  o b s e r v e r  of  t h e  economic p r o c e s s ,  which o n c e  

i t  w a s ,  h a s  emerged a s  a n  a c t i v e  p a r t i c i p a n t  t a k i n g  upon i t s e l f  

t h e  role p r o t e c t o r ,  of c o n t r o l l e r ,  of g u a r d i a n  of t h e  c i t i z e n  

and  of e n t r e p r e n e u r .  Fo r  t h e  s a k e  of c o n v e n i e n c e ,  t h e  whole  

p r o c e s s  of deve lopment  of  s ta te  i n t e r e s t  i n  t h e  economy may he 

s t u d i e d  by d i v i d i n g  t h e  p e r i o d  i n t o  f o u r  p h a s e s .  

T h i s  p h a s e  of  s t a t e  i n t e r e s t  i n  

i n d u s t r i e s  may b e  c a l l e d  t h e  p e r i o d  of s t a t e  i n t e r v e n t i o n  i n  

p u b l i c  u t i l i t i e s ,  i n  g e n e r a l ,  and  t h e  b e g i n n i n g  of  i n d i r e c t  

a s s i s t a n c e  t a  i n d u s t r i e s , i n  p a r t i c u l a r .  I n  t h i s  p e r i o d  t h e  

N a t i o n a l  I n s t r u m e n t s  F a c t o r y  w a s  f ounded  i n  1830 f o r  t h e  

m a i n t e n a n c e  and  r e p a i r  of i n s t r u m e n t s  r e q u i r e d  by  t h e  s u r v e y  of 

I n d i a .  For  t h e  f i r s t  t i m e  unde r  t h e  p r o v i s i o n s  of A c t  XVII of 

1837 t h e  Government e s t a b l i s h e d  a p u b l i c  p o s t .  I n  1851 t h e  f i r s t  

t e l e g r a p h  l i n e  was comple t ed  and i n  1870 Depar tment  of G e o l o g i c a l  

S u r v e y  w a s  s e t u p  which l e d  t o  t h e  d i s c o v e r y  of many coal f i e l d s  

and t h e r e  by t h e  growth of i n d u s t r i e s .  



During this period Government became 

more involved in the Industri a1 development. The first Worl d-War 

and the growth of economic nationalism, both resulted in a change 

of economic outlook. The central Government created the central 

department of industries in 1921. Under the Government of India 

act 1935, wide powers were given t o  the provincial Governments in 

respect of industries. This provincial autonomy gave a great 

fillip to industrial development of the country a s  a whole. 

2.4.3 THF THIRD PHASF : 1939 - 19S.B . . - 

The strategy dangers created by the 

second World-War necessitated the central Government to 

liberalize its industrial policy. In 1940 the Hindustan Aircraft 

Ltd and the Board of Industrial and Scientific Research was 

established. In April 6, 1945 the Government of India announced 

its Industrial Policy which declared that vigorous and sustained 

effort is necessary for industrial expansion. On 6th April 1948 

the national Government passed the first Industrial Policy 

Resolution. This Resolution stated that the state must play a 

progressi vel y active role in the development of industries. 

The Industrial Policy Resol uti on 

emphasis is that " by improvement in the economic conditions of 

the country postulates an increase in national wealth . . . . . . . A 

dynamic national policy must, therefor be directed t o  a 

continuous increase in production by all possible means, side by 

side with measure to secure its equilibrium distribution1lZ1. 

This was to be  attained through a mixed economy consisting of the 

2! . . L.N. Gupta : "A Stlldv in t n  +hp Profitability nf 

Fnv~rnrn-n+ Campani P-". page. 84. 



public and private sectors in which the state was to play a 

progressively active role in the industrial development. 

2.4.4. 3HF FnllRTH PHASE : 1951 - 1991 . . - 

The first five year plan began in 1951 

and it held that the state will have to play a crucial role in 

the industrial development of the country. The state took 

initiative on many directions t o  set up industrial enterprises. 

On 30th April 1956 the Government announced a new resolution 

which stated that the adoption of the social pattern of society 

and the need for planned rapid development require that all 

industries of basic and strategic importance, or in the nature of 

public utility services should be in the public sector. Other 

industries which are essential and require investments on a scale 

which only the state in present circumstances, could provide have 

also to be in the public sector. The state has therefore to 

assume direct responsibility for the future development of 

industry over a wider area. After considering all aspects of the 

problem, in consultations with the planning commission, the 

Government of India decided t o  classify industries into three 

categories, having regard to the part which the state would play 

in each of them. 

In the first category will be 

industries, the future development of which will be the exclusive 

responsibility of the state. Industries in this category have 

been listed in schedule A of this resolution. The second category 

will consist of industries, which will be progressively state 

owned and in which state will, therefore, generally take the 

initiative in establishing undertakings but in which private 

enterprise will also be expected t o  supplement the effort of the 

state. Industries in the second category will be those listed in 

schedule B. The third category will include all the remaining 

industries, and the future development will be left t o  the 



initiative and enterprise of the private sector. A11 the five 

. year plans of India also laid greater emphasis on the development 

of the industries in the public sector. 

The philosophy enshrined in the Indian 

Constitution and Industrial Policy Resolution is the foundation 

for the growth of public sector enterprises. 

2.5 MFFnS AND nRJFCTIVFS OF STATE FNTFRPRISES IN INRU3 

These days, state is no more a passive 

observer of the economics process, it has emerged as an active 

participant; taking upon itself the role of a protector, 

controller, and guardian of the citizen and the entrepreneur. 

Prof.A.H.Hanson has commented "Public Enterprises without a plan 

can achieve something, but a plan without public enterprises is 

likely to remain on paper only"". In the words Q+ Jawahar L a l  

Nehru, " The public sector represents a dynamic urge to go 

towards the socialistic society which we are seeking to build up. 

The public sector has to grow; it has a strategic importance ". 

The needs and objectives of state enterprises 

in India may be summarised as under : 

1. Rapid economic development of the country; 

2. Construct i on of Inf ra-structure for bal anced development ; 

3. Check on the concentration of wealth and economic power; 

4. Import substitution and export promotion; 

5. Proper development and expansion of private sector ; 

6. Creation of enormous employment opportuni ti es; 

7. Arrangement of adequate finance for development 



programs and nation bui lding activities; 

8. Acquisition of sick units and their better management; 

9. Balanced regional development and correcting regional 

imbalances; 

10. Social control on long term capital with the help of 

public financial institutions. 

The public sector occupies a pivotal 

role in India's strategy for planned economic growth. Placing the 

public sector on the road to dynamic and self generating growth 

is a must for Indian economic progress. Government is attaching 

an added significance to the expansion of public sector mainly 

for removing the regional imbalance and for strengthening and 

safe guarding the overall interest of the society. In developing 

countries like India public enterprises is considered to be a 

powerful engine of economic development and an instrument D+ 

attaining the widely cherished goal of a socialist which are 

seeking to build up. It is these enterprises that have brought 

the country in the world map of industrialised nations. It is 

for there enterprises that the country is today rated as the 

third among the most technologically developed and scientifically 

well off nations in the world. 

Prior t o  1947 the coverage of public 

sector was not wide. During that time Indiass public sector 

included Railways, Post and Telegraph and Port Trusts, the 

Ordinance and Air Cra-Ft factories and a few state managed 

undertakings like the Government salt, factories, quinine 

factories etc. 

After the independence the role of 

public Enterprises have increased manifold. The number of public 



units in India with the massive capital investment has increased 

significantly after planning commenced, The central investment in 

public sector undertakings has increased from Rs.29 crores. In 

1951 to Rs.50,341 crores in 1985-86. The number of undertakings 

has also increased from just 5 in 1951 to 225 enterprises in 

1986. The public sector in India has considerably grown in area 

and amount invested during the last two and half decades as is 

envisaged from the Table 2.2. The investment is in the form of 

equity capital and long term loan. 

The growth of the public sector in India 

has been phenomenal since planning started. At the commencement 

of the five year plan there were only 5 public enterprises with a 

total investment of Rs.29 crores. But during the period 1950-51 

to 1991-92 the number of public undertakings has increased from 5 

to 246 and the amount invested has swelled up from a negligible 

figure of Rs.29 crores to Rs.1,35,879 crores. In each five year 

plan the number of enterprises showed a rising trend and at the 

commencement of the 7th plan we are having more than 215 public 

sector companies. The Government owns some of these enterprises 

by wholly subscribing to their capital or by acquiring central 

out management by holding over 51% of the share capital. These 

enterprises comprise a large variety of manufacturing 

undertakings producing basic goods like steel, fertilizers, 

chemicals, mining, electrical goods, machine tool S, 

pharmaceuticals, and re+ ining mining and metallurgy, coal, 

newsprint heavy electricals, electronics etc  and non- 

manufacturing activities like industrial finance, Life Insurance 

etc. In short they cover all industries and services of basic and 

strategic importance. 





The i m p o r t a n t  o b j e c t  of  s e t t i n g  up p u b l i c  

e n t e r p r i s e s  i n  I n d i a  h a s  been  t o  correct r e g i o n a l  i m b a l a n c e s  i n  

t h e  economy and  t o  d e v e l o p  t h e  backward r e g i o n s .  Dur ing  the 

p e r i o d  1966-1975 a n  i n v e s t m e n t  of  t h e  o r d e r  of Rs.2400 crores h a s  

been  made i n  t h e  e c o n o m i c a l l y  backward r e g i o n s  i n  s u c h  s tates as 

H i  machal P r a d e s h ,  A s s a m ,  Bi h a r ,  O r i  ssa, Madhya Padesh ,  R a j  a s t a n  

and  U t t a r  P radesh .  T a b l e  2.3 e x p l a i n s  t h e  i n v e s t m e n t  i n  p u b l i c  

sector i n d u s t r i e s  i n  t h e  d i f f e r e n t  states. 

Publ i c  e n t e r p r i s e s  are e x p e c t e d  t o  

c o n t r i b u t e  t o  p u b l i c  sector p l a n s  and p r o v i d e  r e s o u r c e s  f o r  

f u r t h e r  deve lopment  and  expans ion .  The Government s e e k s  t o  

augment its r e s o u r c e s  f o r  economic deve lopment  by o b t a i n i n g  

s u r p l u s  f rom pub1 i c  e n t e r p r i s e .  D e t a i  1s of c o n t r i b u t i o n  i n  e a c h  

p l a n s  h a v e  been g i v e n  i n  T a b l e  2.4 

C e n t r a l  Pub1 i c E n t e r p r i  se' s p1 an  

i n v e s t m e n t s  a c c o u n t  f o r  n e a r l y  3 / 5 t h  of t h e  t o t a l  cross d o m e s t i c  

c a p i t a l  f o r m a t i o n  ( g d c f )  by I n d i a n  P u b l i c  E n t e r p r i s e s .  ! T a b l e  2.5 

1 .  O f  t h e  c e n t r a l  p u b l i c  e n t e r p r i s e ' s  p l a n  i n v e s t m e n t s ,  non- 

f i n a n c i a l  non d e p a r t m e n t a l  CPES a c c o u n t  f o r  t h e  l a r g e s t  s h a r e  

( n e a r l y  t h ree - f  o u r t h s )  f  01 lowed by d e p a r t m e n t a l  CPE'S ( n e a r l y  

one-f i f t h )  and  f i n a n c i a l  and non-depar tmenta l  CPE'S !about o n e  

t w e n t i e t h ) .  CPE'S h a v e  depended on 3 b road  s o u r c e s  f o r  f i n a n c i n g  

t h e i r  p l a n  i n v e s t m e n t s :  i n t e r n a l  r e s o u r c e s ,  b u d g e t a r y  s u p p o r t  and 

e x t r a  b u d g e t a r y  r e s o u r c e s .  
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Contr ibut ion of  the Publ ic Enterprises t o  Publ ic Sector Plans 

Rs. crores 
--Yr 

- 
COL (2) AS % 

PLANS TARGETS ACTUAL PLAN FINANCE 

(1) 12) (3  1 

2 .--- 
F i r s t  Plan (1951-56) 170 (a) 119 (a) . W 

W-.--....- 

Second P1 an ( 1956-61 ) 167 (a) . - 
-- 

Third Plan (1961-66) 550 
P. 

Annual P1 an 1 1966-69) 
-.--- 

Forth Plan (1969-74) 2,209 1,135 
.."---.."........ .".. 

S ix th  Plan (1980-85) 1 9,935tc) 1 6,645 1 
I 

6.8 

Seventh Plan (1985-90) 35,4851d) I I - I 19.7 (e) 
I &--___I*_: 

>ubl ic enterprises included are r a i l  ways, post and telegraph! 

IDC, ARC, RE, DVC, Central Power Generation Uni ts  and other 

f i nanc ia l  i n s t i t u t i o n s  excluding the Reserve Bank of India. 

(a). Includes the cont r ibut ion of rai lways only. Data f o r  other 

publ ic  sector enterprises are not separately available. 

(b) .  From f i f t h  plan onwards, these data are on gross basis, 

hence nat comparable w i t h  the  ea r l i e r  plans. 1974 -75 f igures a t  

current prices, other years data a t  75-76 prices. 

( C ) .  A t  1979-80 prices. 

(d). A t  1984-85 prices. 

te l .  Target as percentage of  plan finance. 



..W -"-"......-p -- .... p".""."""..p--"--------- .C-..-- 

Source: (Table-2.4) Planning commission (l). Basic s t a t i s t i c s  

r e l a t i ng  t o  the Indian Economy 1950 - 1951 t o  1975 - 1976. 

(2). 5 th  year plan 1974 - 1979 October 1976.13).6th f i v e  year 

plan (58-85) 44). Reserve Bank of Ind ia  report  on Currency and 

Finance Vol. I 1  s t a t i s t i c a l  statement 1983 - 1984 and d r a f t  7th 

f i v e  year plan. 
"- .-- .- ..-.-.-* -.--."..p-------..-."" ---- .....- -.,,-.....-.- ". -- 
"--W ..-. ----..".-"--."--.".."v ...- "--"."M" .. ".-"---...- .-..--. "....A -v- -. 

Publ ic sector has played a s ign i f i can t  

r o l e  i n  the growth of countr ies gross product and savings. I n  

terms of GDP Publ ic sector u n i t s  formed around 1/4th of t o t a l  GDP 

i n  1987-1988 whi le they accounted f o r  one ha l f  of the gross 

domestic cap i ta l  formation, I t s  share i n  GDP ( a t  current pr ices) 

went up from 19.8% i n  1988-1981 t o  27.8% i n  1987-1988. In 1980- 

1981 the publ ic  sector share i n  gross domestic savings was 16.2% 

and i t  declined t o  9.3% i n  1987-1988, w i th  f luc tua t ions  during 

the period i n  between. Publ ic sectors share i n  the domestic 

product and savings i n  Ind ia  during 1988-1981 t o  1987-1988 has 

been shown i n  the Table 2.6 

The most important cont r ibut ion of the Publ ic 

Sector t o  the economy has been i n  respect of cap i ta l  formation. 

The share of the sector i n  t o t a l  gross domestic cap i ta l  f o r m a t i ~ n  

I a t  Current Prices rose s teadi ly  from around 48% i n  1980-81 t o  

nearly ha l f  i n  1987-88. 

Another noteworthy feature of Publ ic 

Sector has been the taking aver a number of i ndus t r i a l  l y sick 

u n i t s  from p r i va te  sector wi th a view t o  protect ing the employees 

from unemployment, The number of employees working i n  

enterprises which have been taken aver by the Government now 

cons t i tu te  nearly 48% of the t o t a l  number of employees working i n  

central  enterprises. A a r esu l t  of  r ehab i l i t a t i on  and 

modernisation of some of the erstwhi le s ick u n i t s  addi t ional  

employment has also been generated. 
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The achievements of pub1 i c enterprises 

in India have been satisfactory as regards the diversification of 

field, and generation of resources. They have contributed a lot 

to the economic development of the country by increasing national 

income, by earning considerable foreign exchange, by developing 

basic and capital goods industries and helping the rehabilitation 

of sick mills and also the operation on economic lines. 

However the working of pub1 ic 

enterprises in India has come for sharp criticism. It has been 

pointed out that the public sector has primarily been a losing 

concern, resulting in heavy losses to the exchequer. The future 

of public sector which at one time appeared to be bright and 

assuring has today come down a big question mark. Danger signals 

are flashing around it and thick clouds of confused thinking are 

developing within the public sector in Government circles and 

among p01 i tical leaders. The futuristic observation made some 

years ago that the continuing good record of the central 

Government public undertakings for several years in succession 

1972-92 onwards should be regarded as breakthrough to brighter 

days has lost its credibility. The working results of public 

undertakings have come as a surprise. Profit and loss summary of 

central public undertakings during the period 1975-1976 to 1989- 

1990 C see Table-2.8 reveals the fact that the public sector in 

Indian economy is indeed a mal i ~ n e d  one. There are about 30 

Central public sector units spread far and wide over the whole 

spectrum of industries which have been incurring l osses 

continuously for the last 10 years. List of these enterprises are 

shown in Annexure 1 in terms of profit, the top 1 0  enterprises 

accounted for 77.2% of the total profit earned by 1 1 8  enterprises 

during the year 1989-90. From the (table-2.9) it emerges that Oil 

& Natural gas Commission holds top position CRs. 1,687 crore) with 

a percentage of 53.3. Oi l India has got second place CHs. 195.73 

crore) with a figure of &.S%, Indian Uil Corporation was 

accounted third position IRs. 144.04 crore) with a figure of 
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4.8%, Bhara t  Heavy E l e c t r i c a l s  r a n k s  f o u r t h  p l a c e  ( R s .  75.04 

c r o r e s )  wi th  a p e r c e n t a g e  of 2.5, Neyvel i L i g n i t e  C o r p o r a t i o n  had 

f i f t h  p l a c e  ( R s . 6 2 . 9 7  crores) wi th  a f i g u r e  of 2.1%, C e n t r a l  Coal 

F i e l d s  h o l d s  s i x t h  p o s i t i o n  (Rs.69.831, w i t h  a p e r c e n t a g e  of 2.0, 

S t a t e  Trad ing  C o r p o r a t i o n  of I n d i a  h a s  g o t  s e v e n t h  p l a c e  

( R s . 5 9 . 8 3  crores), w i t h  a f i g u r e  of 2 . 0 X ,  A i r  I n d i a  h a s  e i g h t h  

p l a c e  ( R s . 5 7 . 3 9  crores) w i t h  a p e r c e n t a g e  of 1.9, R a s h t r i y a  

Chemicals  F e r t i l i s e r s  r a n k s  n i n t h  p l a c e  ( R s .  50.05 p e r c e n t a g e  

crores) w i t h  a f i g u r e  of 1 . 6 X ,  I n d i a n  A i r  l i n e s  h o l d s  t e n t h  p l a c e  

IRs.46.35 c r o r e s )  w i t h  a p e r c e n t a g e  of 1.5. The total prof  i t  

e a r n e d  by 110 e n t e r p r i s e s  d u r i n g  1989-90 was r u p e e s  3,017.62 

c r o r e s  where as  t h e  t o p  t e n  e n t e r p r i s e s  e a r n e d  p r e t a x  p r o f i t  of 

r u p e e s  2,361.67 crores and p e r c e n t a g e  t o  t o t a l  p r e t a x  prof  i t  

ea rned  by p r o f i t  making e n t e r p r i s e s  w a s  77.2%, t h e  o t h e r  100 

e n t e r p r i s e s  e a r n e d  p r o f i t  of r u p e e s  655.96 crore w i t h  a f i g u r e  of 

22.8 p e r c e n t .  

From t h e  t a b l e  (2.10) i t  c a n  b e  s e e n  

t h a t  t h e  t o p  t e n  loss  making e n t e r p r i s e s  accounted  f o r  65.20 

p e r c e n t  of t h e  total  loss  i n c u r r e d  by 91 e n t e r p r i s e s  d u r i n g  1989- 

90. Among t h e  t o p  t e n  loss making e n t e r p r i s e s  S t e e l  A u t h o r i t y  of 

I n d i a  h o l d s  t o p  p o s i t i o n  (214.53 crores) w i t h  a p e r c e n t a g e  of 14  

and Bhara t  Aluminiun Company h o l d s  t h e  t e n t h  p l a c e  ( R s  37.94 

c r o r e s )  wi th  a f i g u r e  of 2.5 pe rcen tage .  The total  loss  i n c u r r e d  

by 91 e n t e r p r i s e s  d u r i n g  1989-90 w a s  1,533 crore where as  t h e  t o p  

t e n  l o s s  making e n t e r p r i s e s  showed a loss  of 1,000.32 crore and a 

p e r c e n t a g e  t o t a l  by loss making e n t e r p r i s e s  w a s  65.2 p e r c e n t a g e ,  

For remaining 81 e n t e r p r i s e s  i n c u r r e d  loss of R. 532.83 crore w i t h  

a  f i g u r e  of 34.8%. 







Top ten Loss Making Enterprises (1989-90) I.- ' ' "-7 
""".A""" ."p-.... ---7 

Rs. i n  X of 

S1. No Name of Enterpr i ses crcres Total 
...-- 

l. Steel Author i ty  of Ind ia  214.33 14.0 

I Bharath Cooking Coi l  

I Eastern Coal f i e l  ds 
I 

4. Del h i  Transport Corporation 101.12 b. 6 
-- 

S. F e r t i l i s e r s  Corp. of  Ind ia  83.16 5.4 

6. H i  ndustan F e r t i  l i scrs Corp. 72.40 4.7 

7. Kuderemukhe I ron  ore Co. 69.69 4.5 

Heavy Engineering Corp. 51.90 l 3.4 

Shopping Corp o f  Ind ia  50.55 3.3 

Bharat filuminium Co. 37.94 2.5 

Total f o r  above 10 enterprises 1000.32 65.20 
--...-v--- -p- .....- 

Total loss  o f  other 81 enterprises 532. 83 34.80 

Total loss incurred by 91 loss  I 
1,533.15 100.00 

making enterprises 
-. .". , , , , . , 

t 

Source : Yojana September 16-58-1989. 
r a 
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From the  forgoing pages we can conclude 

t h a t  the  performance of Publ ic  sector Undertakings during the  

l a s t  two decades has been unsat isfactory. Social and economic 

re tu rns  have been low and i n  many cases huge losses have been 

incurred, output i s  f a r  below the  capacity and cost are high. 

Delay i n  construction, cost escalat ion i n  construct ion p ro jec ts  

have l e d  t o  over cap i ta l i sa t ion .  But the outlook f o r  the coming 

decade of pub l i c  sector undertaking i s  qu ie t  sa t i s fac to ry  i n  the  

sense tha t  the  growth i n  i n d u s t r i a l  f i e l d  w i l l  be accelerated 

due t o  fresh a l l oca t i on  of resources i n  the f i e l d  of power 

generation and d i s t r i bu t i on ,  transport,  i n f  ra-s t ruc tura l  

development and cost production and other core and basic sectors 

of  our i n d u s t r i a l  economy. This w i l l  be fu r ther  helped by a 

sustained e f f o r t  by the management personal of the  enterpr ises t o  

improve the  method of  working and tak ing appropriate economic 

decisions as and when they are ca l l ed  for .  The need of  the  day i s  

t o  take care of  every u n i t  of  man, machine, mater ia l  and money of 

the sector t o  a maximum prof  i t  extent. This step could go a long 

way i n  achieving the be t te r  resu l ts .  Bet ter  working condi t ion t o  

t he  labour force of t h i s  sector i s  of  v i t a l  importance. The 

labour force should be motivated i n  such a way t h a t  they should 

s t a r t  f ee l i ng  as t h e i r  own concern as a p a r t  and parcel of  t h e i r  

l i f e  as Japanees r i g h t l y  d i d  r e a l i s e  t h a t  labour i s  as important 

as p r o f i t .  This could lead t o  maximum e f f i c iency ,  p roduc t i v i t y  

and production which i s  t he  dream o f  every economy and Ind ia  i s  

no exception t o  it. 
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Keral a occupies a predominant p1 ace among the 

states in India because of her achievements in the fields of 

education, health, public distribution of essential food items 

and a radical land reform which abolished tenancy. The state was 

formed in 1956, following the reorganisation of states in 

l ing~tistic basis, l iea between 8' 15 and 12' 45 N latitude and 74" 

5G3 and 770 30 E longtitude. With the boundaries toclching the 

states of Karnataka in the Morth and that of Tamilnadu in the 

East and South east. This many splendoured state e~ith its 

characteristics geographical features natural baundaries and 

economic growth pctssi bi l i ties has made certain calculated ef forts 

to transform its traditional agrarian economy into an industrial 

one and develop it through planned industrialisation. The 14 

districts of state namely Cannancre, Cal icut, Malappuram, 

Easargade, Wayanad, Palghat, Trichur, Eranakulam, Idukki , 
Pattanamthi tta, Kottayam, 4l leppy, Qui lon and Trivandrum each 

endowed with its own natural advantage and special industrial 

opportunities will provide the necessaries for many modern 

industries to grow. 

Kerala holds several unique facilities which 

make it eminently suited +or the location of avariety of 

industries covering over a broad spectrum of products. In terms 

of availability of industrial infrastructure and other facilities 

such as surplus hydro electric power, skilled, intelligent and 

desciplined labour, transport and communication and raw 

materials, Kerala offers immense possibilities +or industrial 

promntion. Hut lack of entrepreneurial class local l y has been a 



c r i t i c a l  d e t e r r e n t  t o  t h e  e f f e c t i v e  e x p l o i t a t i o n  of  t h e s e  

p o s s i b i l i t i e s .  

Al though I n d u s t r i a l  deve lopment  h o l d s  t h e  key 

t o  t h e  economic p r o g r e s s  o f  K e r a l a  t h e  p a c e  o f  g rowth  of  t h e  

i n d u s t r i a l  sector of t h e  state h a s  however been  q u i t e  s l o w  

c o n s i d e r i n g  t h e  p o t e n t i a l i t i e s  as  w e l l  a s  r e q u i r e m e n t s  o f  t h e  

state. 

The r e l a t i v e  i n d u s t r i  a l  backwardness  of  

Kerala is a problem of  wide  c o n c e r n  among s c h o l a r s  a5 w e 1  l as 

a d m i n i s t r a t o r s  and  p o l i t i c a l  a c t i v i s t s  i n  t h e  state. The 

c o n t r i b u t i o n  of  i n d u s t r i a l  sector t o  t h e  s ta te  d o m e s t i c  p r o d u c t  

<SDP) h a s  remained  below t h e  n a t i o n a l  a v e r a g e .  F u r t h e r  t h e  s h a r e  

of i n d u s t r i a l  sector i n  t h e  state's w o r k f o r c e  h a s  a l w a y s  been  

s i g n i f i c a n t l y  h i q h e r  t h a n  its s h a r e  i n  t h e  SDP u n d e r l y i n g  t h e  
1 Sackward n a t u r e  of  t h e  i n d u s t r i e s .  

I n  o r d e r  t o  s t i m u l a t e  and  s u s t a i n  t h e  growth  

p r o c e s s  i n d u s t r i a l  e x p a n s i o n  is v e r y  n e c e s s a r y ,  s i n c e  

a g r i c u l t u r a l  sector a l o n e  c a n n o t  b e  e x p e c t e d  t o  p r o v i d e  t h e  

qrowth  dynamism. But  t h e  f a c t  is t h a t  E e r a l a  is a n  i n d u s t r i a l l y  

backward economy. A s  a p r o p o r t i o n  o f  n a t i o n a l  to ta l ,  Kerala 's  

m a n u f a c t u r i n g  sector even  t o d a y  a c c o u n t s  f o r  a s h a r e  below its 

p o p u l a t i o n  base .  To g e t  a clear p i c t u r e  of  K e r a l a P s  p o s i t i o n  of 

t h e  i n d u s t r i a l  map of  I n d i a ,  a few s a l i e n t  i n d i c a t o r s  r e l a t i n g  t o  

A S 1  f a c t o r y  sector i n  1981 h a s  been  examined. With j u s t  above  

R s . 2 , 8 9 0  C r o r e s  Worth of o u t p u t  f rom its f a c t o r i e s  numbering 

a b o u t  R s . 3 , 8 5 8  K e r a l a  a c c o u n t s  f o r  o n l y  3.4% of  t h e  n a t i o n a l  

i n d u s t r i a l  o u t p u t  f rom f a c t o r i e s  and  r a n k s  1 0 t h  among I n d i a n  

states. I n  t e r m s  of v a l u e  added ,  K e r a l a  o c c u p i e s  t h e  s a m e  l o w  

l 
* C e n t e r  f o r  Development S t u d i e s ,  P g v e r t v ,  lt-~nt and .  

Jbvplooment P n l i r v ,  A c a s p  s t u d v  nf s ~ l e r t ~ d  arpas w i t h  r p f p r p n r ~  

k W ,  U n i t e d  N a t i o n s ,  N e w  York, 1975, page.79-81. 



p o s i t i o n  w i t h  a n  income of R s . 3 9 0  crores which a c c o u n t s  f o r  o n l y  

3.3% of t h e  v a l u e  added  by  m a n u f a c t u r e  i n  t h e  f a c t o r y  sector a t  

a l l  I n d i a  l e v e l .  I n  t e r m s  of  i n d u s t r i a l  employment K e r a l a P s  

p o s i t i o n  is n o t  b e t t e r .  I n  t e r m s  of  l e v e l s  of i n d u s t r i a l  

deve lopment  a s  r e f  l e c t e d  i n  p e r c a p i  t a  v a l u e ,  K e r a l a  r emained  

below a v e r a g e  i n  t h e  663"s so also t o d a y .  

I n  t e r m s  of  employment g e n e r a t i o n  K e r a l a "  s 

p e r f o r m a n c e  a p p e a r s  f a r  below t h e  n a t i o n a l  a v e r a g e  f o r  t h e  e n t i r e  

p e r i o d .  I n  g e n e r a l ,  t h e  growth  i n  employment h a s  been  much below 

t h e  growth  rate i n  v a l u e  added i n  t h e  I n d i a n  f a c t o r y  sys tem.  I n  

t h e  p e r i o d  of s l o w  g rowth  rate i n  v a l u e  added  t h e  g rowth  r a t e  i n  

employment h a s  a lso been  marked1 y  s l o w e r .  These  f a c e t s  a p p e a r  

pronounced  i n  K e a r l a .  N o t  o n l y  h a s  t h e  g rowth  rate i n  f a c t o r y  

employment been  l o w  b u t  also h a s  been  on t h e  s t e a d y  d e c l i n e  

r e l a t i v e  t o  a l l  I n d i a  l e v e l .  (see Table-3.1) 

K e r a l  a' S f a c t o r y  sector r e c o r d e d  

s i g n i f i c a n t l y  h i g h e r  a g g r e g a t e  g rowth  rate d u r i n g  mid 60s and 

e a r l y  70s 1  1965-1975) when t h e  c o u n t r y  a s  who1 e r e c o v e r e d  11975- 

1985)  K e r a l e  r e c o r d e d  a g rowth  rate much below t h e  n a t i o n a l  

a v e r a g e .  A l s o  t h e  rate of  growth  of  a g g r e g a t e  o u t p u t  showed a 

s l o w  down i n  K e r a l a .  The s t e a d y  d e c l i n e  i n  g rowth  rate i n  

s u c c e s s i v e  p e r i o d s  imp1 ies t h a t  K e r a l  a h a s  been  s u f f e r i n g  f rom 

i n d u s t r i a l  s t a g n a t i o n  s i n c e  1970's. 

When w e  compare t h e  rate of  growth  i n  t h e  

v a l u e  added  c o n t r i b u t i o n  by  m a n u f a c t u r e  i n  Kerale and  a l l  I n d i a  

w e  c a n  see t h a t  Kerala r e c o r d e d  a n  annua l  g rowth  rate of  11.2% 

{at  c u r r e n t  p r i c e s  between 1960-1961 and  1970-1971 where  as  t h e  

c o r r e s p o n d i n g  f i g u r e  f o r  t h e  c o u n t r y  w a s  13.5% Csee t a b l e  3.2). 







In order to get a clear picture of Eerala's position on the 

industrial map of India, a few salient indicators can be 

examined. With just above Rs.2,090 crores worth of out put from 

its factories numbering about 3,050, Kerala accounts for only 

3.4X of the national industrial output from factories and ranks 

tenth among Indian states. In terms of value added, Eerala 

occupies the same low position with an income of R s . 3 9 0  crores, 

which accounts only 3.3% of the value added by manufacture in the 

factory sector at all India level. In terms of industrial 

employment also Eerala's position is no better- All indicators, 

including investment in fixed capital, show that Eerala has a low 

position as compared t o  its population base in the country. 

The inter state comparison reveals the 

stagnancy in the share of value added (see table-3.3) . 
Maharashtra, West Bengal, Gujarath and Tamilnadu which together 

accounted for more than one half of the nations industrial income 

in 1960s continues to do so even today. Neither has there been 

any perceptible fall in their relative contribution nor 

significant improvement made in the contribution by other states 

to the national industrial income over the last three decades. 

States which have shown signs towards levelling up are very few 

in number (example Karnataka, Hariyana and Punjab) and are those, 

which stood above the national average in the sixties. As for 

kerala, the achievement made in laying down an industrial base 

commensurate with its population base, so far as the factory data 

i ndi cate, has been poor, In terms of levels of industrial 

development as reflected in percapi ta value, Eeral a remained 

below the national average in the sixties so also today. 

It appears that industrial development in 

Kerala has not gone hand in hand with all-India pattern in 

different sets of time-period,. Strangely when the country as a 

whole stagnated in industrial qrowth Kerala prospered where as, 





i t  showed s i g n s  of s low down when t h e  c o u n t r y  as a  whole was 

r e c o v e r i n g .  The asymmetry is c l e a r l y  s e e n  i n  t h e  growth rate of 

f a c t a r y  o u t  p u t  a t  c o n s t a n t  p r i c e s  d u r i n g  d i f f e r e n t  growth p h a s e s  

of I n d i a ' s  i n d u s t r i a l i s a t i o n  (see tab le -3 .4 ) .  For  i n s t a n c e s ,  

E e r a l a ' s  f a c t o r y  sector (AS1  S e n s e s )  r e c o r d e d  s i g n i f i c a n t l y  

h i g h e r  a g g r e g a t e  growth r a t e  d u r i n g  mid s i x t i e s  and e a r l y  

s e v e n t i e s  (1965-751 when t h e  c o u n t r y  as  a whole w a s  i n  a p e r i o d  

of i n d u s t r i a l  r e c e s s i o n .  C o n t r a r i l y ,  When i n d u s t r i a l  growth i n  

t h e  c o u n t r y  as  a  whole r e c o v e r e d  (1975-85) K e r a l a  r e c o r d e d  a  

growth r a t e  much below t h e  n a t i o n a l  average .  A l s o  t h e  rate of 

growth i n  t h e  a g g r e g a t e  o u t  p u t  showed a  steady slow-down i n  

Kera la .  T h e s t e a d y  d e c l i n e  i n  growth rates i n  s u c c e s s i v e p e r i o d  

imp1 ies t h a t  Eera l  a h a s  been s u f f e r i n g  from i n d u s t r i a l  s t a g n a t i o n  

s i n c e  1978's. 

I t  w a s  wide1 y  b e l i e v e d  t h a t  h i g h  waqe cost is  

r e s p o n s i  b l  e f o r  t h e  r e t a r d e d  i n d u s t r i  a1 development of k e r a l  a. 

But e m p i r i c a l  e v i d e n c e  shows t h a t  i n d u s t r i  a1  backwardness of 

k e r a l a  s h o u l d  b e  r e l a t e d  t o  t h e  heavy c o n c e n t r a t i o n  of aqro-based 

and p r o c e s s i n g  i n d u s t r i e s  wi th  weak i n t e r  i n d u s t r y  l i n k a g e s  and 

low grow~th p o t e n t i a l  i n d u s t r i a l  s t r u c t u r e .  I t  r e s u l t s  i n  a 

p r o c e s s  of c u m u l a t i v e  c a u s a t i o n  t h a t  t e n d s  t o  keep t h e  economy 

i n d u s t r i a l  1  y backward2. Enquiry  i n t o  t h e  h i s t o r i c a l  root of 

i n d u s t r i a l  backwardness i n  K e r a l a  is under taken  w i t h  r e f e r e n c e  t o  

t h e  Travancore  r e g i o n  of k e r a l a  which c o n s t i t u t e d  a s e p a r a t e  

p r i n c e l  y s t a t e  under  t h e  E r i  t i s h .  Travancore  r e g i o n  had 

exhi  h i  t e d  remarkab le  i n d u s t r i a l  dynamism d u r i n g  t h e  l as t  decade  

of c o l o n i a l  r u l e  and ranked t o p  among t h e  p r i n c e l y  states i n  

2 K. K Subrahmani a m  and P. Mohanan P i  l l ai  " K ~ r a  1 a' S 

+ I V P  H v p n t h ~ ~ z 5  - U 

Economic & P o l i t i c a l  Weekly, V o l  XXI, N o  14, A p r i l  5, 1986. 

page. 18. 
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i n d u s t r i a l  developments  a t  t h e  t i m e  of i n t e g r a t i o n  wi th  t h e  

I n d i a n  union. However t h e  decade  t h a t  fo l lowed  w a s  e q u a l l y  

r emarkab le  f o r  t h e  s t a g n a t i o n  of i n d u s t r i a l  development i n  t h e  

r e g i o n .  I t  f a i l e d  t o  p a r t a k e  i n  t h e  g e n e r a l  bouncy of t h e  Ind ian  

economy d u r i n g  t h e  f i r s t  t w o  f i v e  y e a r  p l a n  p e r i o d s .  I n f a c t  t h e  

s h a r e  of t h e  i n d u s t r i a l  sector i n  t h e  SDP of K e r a l a  d e c l i n e d  

d u r i n g  t h i s  p e r i o d .  T h i s  d i s c o n t i n u i t y  i n  t h e  i n d u s t r i a l  

development a c c e n t u a t e d  t h e  d i s t o r t i o n s  i n  t h e  i n d u s t r i a l  

s t r u c t u r e  and c o n t r i b u t e d  s i g n i f i c a n t l y  i n  r e n d e r i n g  k e r a l a  as  a  

r e l a t i v e l y  i n d u s t r i a l l y  backward r e g i o n .  

Another m a i  n c a u s e  for- i n d u s t r i a l  

backwardness of k e r a l a  w a s  t h a t  i t  lost  many m a j o r  r evenue  

y i e l d i n g  avenues  f o r  which t h e r e  w a s  a d e q u a t e  compensat ion from 
3 t h e  c e n t r a l  government .  Consequent ly  t h e  i n t e n t i o n  of t h e  s ta te  

t o  e s t a b l i s h  "an i n t e r - l i n k e d  sys tem of a l a r g e ,  medium, smal l  

s c a l e  c o - o p e r a t i v e  and home u n i t s  i n  t h e  modern sector t o  m a k e  

optimum u s e  of n a t u r a l  and man power r e s o u r c e s  t o  g e n e r a t e  

employment and income4" c o u l d  n o t  b e  e f f e c t i v e l y  c a r r i e d  o u t  

T h i s  may b e  due  t o  t h e  p a u c i t y  of r e s o u r c e s  

a n  t h e  one  hand and heavy commitment of government e x p e n d i t u r e  t o  

o t h e r  s o c i a l  o v e r h e a d s  such  a s  h e a l t h  and e d u c a t i o n  on t h e  o t h e r .  

S t a t e  government w a s  also s a d d l e d  w i t h  a n o t h e r  major 

T.M. I s s a c  and P.E. Michael Tharakan, "- 
l R o n t q  nf 1ndita;trial B a c k w e - q c ,  of K - r u - A  s t u d y  of 

Travancore  Regions". Working paper  N o  215. C e n t r e  f o r  

Development S t u d i e s ,  Trivandrum. page. 21. 
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responsibility of rehabilitating the traditional industrious like 

coir, cashew, handloom, textiles, fisheries, minerals, 

handicrafts etc. The point of emphasis is that the resource 

constraints did not facilitate an accelerated investment in the 

state sector. The industrial structure emerged since independence 

was too lop sided to ensure inter sectoral linkages and 
5 agglomeration economies for the over all industrial progress". 

One reason for the relatively slow development of 

large and medium scale industries is perhaps the lack of 

entrepreneurs interested in their development. Eerala, it would 

seem, i 5  still at the state Q capitalist development and 

projects which promise easy as well as quick money, and even 

speculative enterprises, seem t o  have considerable appeal t o  

those who have reasonable amounts of capital. Where the process 

started earlier as in Gujarat and even parts of south India, a 

type of entrepreneur, interested in genuine industrial expansion 

that yield quick returns only over a period of time, has slowly 

been emerging particularly in recent years. Rut there is no 

clear evidence of yet of growth of such entrepreneurship in 

Kerala except in the fringes. This appears t o  be less due t o  the 

lack of necessary ability than t o  the existence of other 

seeming1 y more attractive alternatives and also, no doubt, the 

lack of capital itself in the region on the scale required. The 

responsibility of the government in taking an entrepreneurial 

role and establishing large and medium scale industries which 

would lead the way for more rapid development of small scale 
6 industries is theref ore corresponding1 y greater . 

K.E. Subramanian and P. Mohanan Pillai op-cit. page.23. 

K.N. R a j  : - - . a  lanninnf K~rala's Ecanomv" 
in Omchery N.N. Pillai !cd) "plannina-p i? in  E-rd.h1', 

The Delhi Malayali Association, New Delhi, 1960, page. 42. 



The death of investment funds drew the 

indigenous capitalist away from the industrial path and looked 

f or more attractive alternatives like investment in the 

agricultural sector itself . The boom in plantation cultivation 

especially rubber a s  well as the withdrawal of European capital 

from Plantation sector, which change political situation of the 

post independence period, new avenues of investment in the 

commercial agricultural sector opened up for indigenous 

capitalists. Rubber plantation sector absarbed considerable 

investment funds of the indigenous entrepreneur, especially from 

Syrian Christian community of Travancore region. The area under 

rubber in Travancore region increased from 95,832 acres in 1933- 

34 t o  1,60,760 acres in 1 9 ~ 8 ~  . Not only was the extension in 

the plantation area being undertaken but the entrepreneurs were 

a1 so making considerable investment in foreign companies. More 

than 75% of capital invested in rubber companies and large scale 

proprietary partnership concerns in India was estimated t o  be 

Indi an owned in 1 9 5 9  . Simi larl y independence a1 so brought 

greater opportunities for investment in trade. Given the above 

situation, the responsibility of the state in the initiating 

program for the industrial developments assumes added importance. 

It is all the more so, given the role state intervention played 

, in promoting industrial growth in the forties. Euring the first 

year plan the scheme for industrial development were limited to 

an expansion of the production capacity of the ceramic factory9. 

Though the plan allocation for the industry increased from 2% ta 

Th- Statistirq nf Travanrnr~ 11&?9 ME, GOT, Trivandrum, 

1935 page. 132. and m l i t v  Bttllmtin~ of Stati=;tj rCt, Department af 

Statistics, G0vt.o-F Kerala, Trivandrum 196B. 

q..;i on 19 C ,h f I f 

Rtth-, G(3I Delhi, 1956, page. 17. 

9 Spr0& Fi an_, Government of Keral a, Tri vandrum 

1958, page. 31.2. 



7.9% d u r i n g  t h e  second f i v e  y e a r  p l a n ,  t h e r e  w a s  no  s i g n i f i c a n t  

p r o g r e s s  i n  modern i n d u s t r i e s  d u r i n g  t h e  second p l a n  p e r i o d  

because  of t h e  emphasis  g i v e n  t o  t r a d i  t i o n a l  i n d u s t r i e s i e .  

Var ious  f a c t o r s  c o n t r i b u t e d  t o  t h i s  new 

s i t u a t i o n  F i r s t  was t h e  f i n a n c i a l  c o n s t r a i n t s  i n  s ta te  government 
11 a r i s i n g  from t h e  i n t e g r a t i o n  of Travancore  w i t h  I n d i a n  Union . 

The s ta te  government l o s t  t h e  e l a s t i c  cus toms and e x c i s e  r evenue  

s o u r c e s  which w e r e  s u b s t i t u t e d  by a i n e l a s t i c  b lock  g r a n t  f o r  a  

p e r i o d  of f i v e  years. On t h e  o t h e r  hand, the s t a t e  government 

c o n t i n u e d  t o  b e a r  t h e  burden of h i g h  w e l f a r e  c o s t s  and 

admini s t r a t i o n .  The e x p ~ n d i  t u r e  on food s u b s i d i e s  d u r i n g  t h e  

food c r i s i s  i n  t h e  immediate  p o s t  independence  p e r i o d  w a s  a n o t h e r  

added burden. T h e i r  f i n a n c e  commission r e c i t e d  t h e  p l e a  f o r  

s p e c i a l  c o n s i d e r a t i o n  f o r  t h e  e x p o r t  o r i e n t e d  s ta te  of Kera la ,  

s i m i l a r  t o  t h e  s p e c i a l  g r a n t s  g iven  t o  t h e  North I n d i a n  states of 

Kerala, i n  l i e u  of t h e  t a r i f f  on J u t e  

A t  t h e  same t i m e  t h e  S t a t e  Government l acked  

t h e  s u f f i c i e n t  p o l i t i c a l  w i l l  t o  m o b i l i s e  t h e  n e c e s s a r y  r e s o u r c e s  

from w i t h i n  t h e  states. On t h e  one  hand, t h e r e  w a s  t h e  

admi n i  s t r a t i  v e  c h a o s  c r e a t e d  by t h e  i n t e g r a t i o n  Of Travancore  

wi th  I n d i a n  Union, t h e n  w i t h  t h e  s t a t e  of Cochin and f i n a l l y  i n  

1957 w i t h  Malabar t o  form t h e  s ta te  of E e r a l a .  On t h e  o t h e r  hand 

t h e  p e r i o d  w a s  a l s o  marked by t h e  s e v e r e  i n s t a b i l i t y  and c o n f l i c t  

and f r e q u e n t  changes  of m i n i s t r i e s  i n  t h e  p o l i t i c a l  s p h e r e .  The 

i n a d e q u a t e  pol  i t i c a i  p r e s s u r e  was l a r g e 1  y  r e s p o n s i b l e  f o r  t h e  

ifl FiVP i r v  pro Government of 

K e r a l a ,  Trivandrum, 1961, page. 15. 

Repor t  of t h e  A d m i n i s t r a t i o n  of Travancore  f o r  t h e  y e a r  

r l  1122 ME, Trivandrum 1947, see also P.C, P e t e r ,  "&.(W Inriyst. ' l 

1". The 

Popu la r  Book Bombay 1975. page. l b .  



descrimination of the region by the central government. The plan 

out lay of rupees 30.3 crores in the fist five year plan and B? 

crores in the second five year plan works out to be nearly half 

the all India per capita plan expenditure. In the first five year 

period there was no central public sector investment in Eerala- 

During the second plan period it was limited to the establishment 

~f D. D. T factory with an out lay of 76 lack rupees or 0.1% of 

total central public sector investment. The absence of strong 

political lobbying group from the state due t o  its political 

instability must have also contributed to relative neglect of the 

region by the Central Government during the immediate post 

i ndependence period. 

From around the mid thirties there was a 

perceptible change in the attitude of the Government towards 

industrial i sati on. The earl ier Lai ssez-Fair Pol icy gave way to a 

policy of determined intervention t o  foster and hasten the 

development of industries. The main elements of new policy may 

be summarised as follows:- 

a) The first was the encouragement given t o  private initiative t o  

start new industries by giving concessional credit facilities, 

land concession, subsidised supply of fire wood, electricity and 

such other infrastructural facilities. The most remarkable 

achievement of this period was the Pal l ivasal Hydro Electric 

Scheme in which cumulative rate of investment in 1946-47 stood, 

at rupees 430.50 lakhs. Government also undertook commercial 

transport and financed railway development 

b) The second element in the strategy of industrialisation was 

direct government investment in those sectors were sufficient 

private initiative was not forth coming. Thus in 1946-47 the 

Government had considerable investment in State Transport 



(R5.12.79 lakhs) Clay Refining and Porcelain Factory (Rs.27.52 

lakhs) Vanchi Clay and Mining and Refining (Rs. 1-97 lakhs) and 

chemicals Travancore Limited CRs.4.08 lakhs 1 and so on. 

c) Thirdly the government took active interest in ensuring market 

for the products of new industries. In the case of Government 

industry , whose foreign market closed at the out break of war, 

it would have come t o  a total stand still but for the active 

initiative taken by the Government to get Government goods 

accepted for war requirements of tents wall bags etcl2. 

d) Integral t o  the policy of industrialisation was the attempt to 

create what the authorities considered as healthy industrial 

relations. This meant an apoliticised trade union movement and 

institutional i sed col lective bargaining arrangements. An 

explicit enunciation of this by the authorities was necessitated 

because of the rapid spread of radicalism among the working 

class, especially in the Alleppy industrial belt13. The legal 

frame work for this new perspective was provi.ded by the various 

labour legislative enactmentsf4. The ~ a c t o r i e s  Act, Trade Union 

Act and Trade Dispute Act were enacted in the background of the 

explosive labour unrest in Alleppy in 1938. 

"Administration Report of the Department of the 

Industries 1116 ME", in Development Department No. D-Dis. 

1209/92 (ERC) Tri vandrum, E. L. Pol l and Report of the Travancore 

Coir Mats and Mattings Manufactures Association for the year 

1940-41. 41 l eppey 1941, page. 9 and the speech of E. C. Karunakaran 

in Proceedings of the Sree Mulam Assembly dated 21-B?-1940, 

Trivandrum, 1941. 

l 3  T.M. Thornas Issac "-kin0 rla-s *a r ty  anrl wclrkinn rla-5 

H~acs~mpnv: Thw exp-r~ripnrp of Allpftpf" CMalayalam) Swathanthara 

Samaram Communist Prastavanam, Chinta Publishers, Trivandrum 

1985. page.20. 

l 4  P.M. Krishna Pillai : "L&nllr ! pni-latinn in Travanrnre - 
I1 

J ravanrmr~ Inf nrmat i nn I istpnpr Vol. Mu 2 July 1946. page- 18- 



The new i n d u s t r i a l  p o l i c y  of T r a v a n c o r e  s t a t e  

had s i g n i f i c a n t  impac t  i n  t e r m s  of  t h e  emergance  of  t h e  modern 

i n d u s t r i a l  sector i n  t h e  s ta te .  A s  a r e s u l t  of t h i s  p o l i c y  

s e v e r a l  l a r g e  scale i n d u s t r i e s  c o v e r i n g  a v e r y  wide  and 

d i v e r s i f i e d  f i e l d  of  p r o d u c t i o n  w e r e  s t a r t e d  i n  t h e  p e r i o d  1935- 

40. Some of them may b e  s a i d  t o  h a v e  been  p r i m a r y  a t t e m p t s  i n  

t h e  p r o d u c t i o n  o f  goods  which w e r e  t i l l  t h e n  n e v e r  t r i e d  i n  

I n d i a .  Those  w e r e  Rayons, Ti  t a n i u m  D i o x i d e s ,  Amonium S u l p h a t e ,  

Rayons Grade,  C a u s t i c  s o d a ,  Aluminium, Hayons etc c a m e  i n  t o  

e x i s t e n c e  o n l y  b e c a u s e  of  t h e  s t a t e  government  c r e a t i v e  and  

w i l l i n g n e s s  t o  p a r t i c i p a t e  f i n a n c i a l l y  i n  t h e  v e n t u r e s  and o f f e r  

o p e r a t i o n a l  f a c i l i t i e s  t o  t h e  maximum e x t e n t .  The e s t a b l i s h m e n t  

of  t h e  FACT f o r  t h e  m a n u f a c t u r e  of f e r t i l i s e r s  f rom l i q u i d  

a m m ~ n i a  o b t a i n e d  f rom wood g a s i f i c a c a t i o n  is a n  o u t s t a n d i n g  

example  of  t h i s .  I n  t h i s  case t h e  government  p r o v i d e d  n o t  o n l y  

t h e  major p o r t i o n  of  t h e  c a p i t a l  b u t  a lso made power a v a i l a b l e  a t  

c h e a p  rate and  p l a c e d  a t  t h e  d i s p o s a l  of  t h e  c o n c e r n ,  a l a r g e  

e x t e n t  of  r e s e r v e  f o r e s t  f o r  t h e  c o l l e c t i o n  of  f i r e  wood15. 

The f  a v o r a b l e  c o n d i t i o n  f o r  i n v e s t m e n t  

r e s u l t e d  i n  a s p u r t  of  j o i n t  s t o c k  company a c t i v i t y  i n  

T ravancore .  The to ta l  p a i d  up c a p i t a l  i n c r e a s e d  by e i g h t  f o l d  

between 1933-34 and  1947-48. What is even  m o r e  a g g r e s s i v e  is t h e  

c h a n g e  i n  t h e  s e c t i o n a l  c o m p o s i t i o n  of  t h e  companies .  The e a r l y  

p h a s e  of  j o i n t  s t o c k  compan ie s  deve lopment  w a s  c h a r a c t e r i s e d  by 

t h e  g rowth  of  p l a n t a t i o n  compan ie s  and  bank ing  companies .  Dur ing  

t h i s  p e r i o d  t h e  t r a d e  and  m a n u f a c t u r i n g  compan ie s  a lso i n c r e a s e d .  

M o s t  s p e c t a c u l a r  w a s  t h e  emergence  o f  chemica l  compan ie s  which 

a c c o u n t e d  f o r  16% of t h e  p a i d  up c a p i t a l  i n  1947-48. J o i n t  s t o c k  

compan ie s  t o  m a n u f a c t u r e  g l a s s ,  Aluminium, Rayons and  T i t a n i u m  

p r o d u c t s  a c c o u n t  f o r  11% of t h e  p a i d  up c a p i t a l .  The s h a r p  

l5 w n r t  Q+ t h ~  Non - o + f i r l a l  S t r ~ d y  G r n t ~  . . on Power, 

mtitaqtrie.; and  L abnllr ,  T h i r d  F i v e  Y e a r  P l a n  : Govt.of E e r a l a  

Tr ivandrum,  page.31. 



i n c r e a s e  i n  t h e  number s f  o t h e r  t r a d i n g  and  m a n u f a c t u r i n g  

campan ie s  is m a i n l y  d u e  t o  t h e  e x p a n s i o n  o+ 'Agenc ie s '  t r a d i n g  

compan ie s  and  Government m a n u f a c t u r i n g  companies .  They a1 so 

i n c l u d e d  re1 a t i v e l y  modern i n d u s t r i a l  c o n c e r n s  s u c h  a s  t h e  

electrical and  a l l i e d  i n d u s t r i e s  l i m i t e d  ( p a i d  up c a p i t a l  13 

l a k h s f  and  t h e  f o r e s t  i n d u s t r i e s  T r a v a n c o r e  L i m i t e d  ( p a i d  up 

c a p i t a l  25 l a k h s )  

Thus d u e  t o  v a r i o u s  r e a s o n s  s u c h  a s  t h e  

f i s c a l  crisis, a d m i n i s t r a t i v e  p r o b l e m s  and p a l  i t i c a l  i n s t a b i l i t y  

t h e  new s t a t e  government  w a s  s e v e r e l y  c o n s t r a i n e d  f rom 

i n t e r v e n i n g  i n  a d e c i s i v e  manner t o  keep  up t h e  p a c e  of 

i n d u s t r i a l  i s a t i o n  p r i m a r i l y  d u e  t o  i n a d e q u a t e  p a l  i t i c a l  p r e s s u r e  

t h e  p rob lems  and  n e e d s  o f  t h e  r e g i o n  r e c e i v e d  l i t t l e  a t t e n t i o n  

f rom t h e  c e n t r a l  government .  The n e t  r e s u l t  of  t h e  a b a v e  

s i t u a t i o n  was t h a t  K e r a l a  f a i l e d  t o  p a r t a k e  i n  t h e  r e l a t i v e  

buoyancy of  i n d u s t r i  a l  d e v e l  opment i n  t h e  p o s t  i ndependent  i n d i  a 

and  by t h e  mid s i x t i e s  when K e r a l a  had shaken  o f f  h e r  l e t h a r g y ,  

i n d u s t r i a l  deve lopment  i n  t h e  c o u n t r y  a s  a whole  had  e n t e r e d  a 

p h a s e  of  d e c e l  erati  on. 

4 m a j o r  e f f o r t  by t h e  s t a t e  t o  accelerate 

i n d u s t r i a l i s a t i o n  w i t h  a d i v e r s i f i e d  s t r u c t u r e  is n e c e s s a r y  and 

v e r y  i m p o r t a n t  c o n d i t i o n  of  economic growth.  I n  Kerala t h e  rol e 

of t h e  s t a t e  a s  an  i n v e s t o r  a s sumes  c r i t i c a l  i m p o r t a n c e  f o r  

h i s t o r i c a l  r e a s o n s .  The l e v e l  of  p r i v a t e  i n v e s t m e n t  i n  K e r a l a  

h a v e  remained  h i s t o r i c a l  l y v e r y  l a w .  The p r i v a t e  sector a c c o u n t s  

f o r  o n l y  a b o u t  o n e  t h i r d  (32.6 p e r c e n t )  of  t h e  to ta l  i n v e s t m e n t  

of  8s. 1192 crore5 i n  l a r g e  and  medium i n d u s t r i e s .  see tab le -3 .5 .  

I t  is t h e  p u b l i c  sector i n v e s t m e n t  t h a t  s u s t a i n s  i n d u s t r i a l  

a c t i v i t i e s  i n  t h e  s t a t e .  C e n t r a l  sector a c c o u n t s  f o r  52.0 

p e r c e n t  of  t h e  t a ta l  i n v e s t m e n t .  Reasons  f o r  t h i s  h a v e  a l r e a d y  

been d i s c u s s e d .  The emerg ing  i n d u s t r i a l  s t r u c t u r e  a c c e n t u a t e d  by 

t h e  p a o r  a v a i l a b i l i t y  of i n d u s t r i a l  material w a s  too l o p  s i d e d  t o  

e n s u r e  i n t e r - s e c t o r a l  l i n k a q e s  and  a g g l o m e r a t i o n  economics  f o r  

t h e  o v e r  a l l  i n d u s t r i a l  p r o g r e s s .  M o s t  of  t h e s e  d i s a d v a n t a g e s  



still persists in Gerala and therefore, as in the past industrial 

advance, will greatly depend on public sector investment. 

The Pattern of state investment appears 

lopsided. The limited state investment in large and medium 

industries is concentrated in chemicals and electronics (72% of 

state investment!, The meagre share (9%) in the engineering 

industries reflects the lack of dynamism on the part of the state 

to enter into fields where private sector is dormant but which 

are vital to ensure a diversified industrial structure and 

growth!'. It is also not worthy that state industries is 

promoting private entrepreneurship through joint sector specially 

in foot-loose industries has been poor. Further, investment in 

the public sector enterprises of the state has not been yielding 

adequate returns with a number of enterprises continue t o  incur 

loses which in a large number of enterprises accumulated beyond 

the value of paid up capital. The reason for the poor 

performance are complex and are not, as generally believed, 

confined to labour troubles and organisational weakness. MO less 

important are product choice, marketing arrangements, pricing 

policy, inter sectoral linkages, choice of technology, 

modernisation level of R&D, manageri a1 autonomy and other 

factors connected with the industrial planning. In the initial 

stages when large amounts of money were available to the public 

sector , they did not perform the pioneering role of laying the 

foundations for industrialisation. But in course of time they 

began t o  retard progress instead of accelerating it. 

r n m ~ n t  of Kerala? fip~nrt of the H ~ g L k ~ ~ t ~ ~ ~  

op.cit page. 110- 





T h e r e  are t h r e e  d i s t i n c t  s t a g e s  i n  t h e  

e v o l u t i o n  of p u b l i c  e n t e r p r i s e s  i n  Kerala. The f i r s t  is p r i o r  t o  

t h e  second  wor ld  w a r .  The s e c o n d  b e g i n s  f rom 1945  and  t h e  t h i r d  

commences i n  195&. Dur ing  t h e  f i r s t  s t a g e ,  t h e  Kerala r e g i o n  w a s  

d i v i d e d  i n t o  t h r e e  p o l i t i c a l  u n i t s .  T r a v a n c o r e  and  Cochin s t a t e  

w e r e  unde r  p r i n c e l y  r u l e .  Malabar  w a s  p a r t  of  t h e  a d j o i n i n g  

Madras p r e s i d e n c y  and w a s  u n d e r  B r i t i s h  r u l e .  Of t h e  t h r e e  

p01 i t i c a l  u n i t s  i t  w a s  T r a v a n c o r e  which r e g i s t e r e d  c o n s i d e r a b l e  

i n d u s t r i a l i s a t i o n  w i t h  t h e  growth  of  l a r g e  scale c u l t i v a t i o n  of  

c o m m e r c i a l  c r o p s  l i k e  r u b b e r ,  tea ,  cardamum and  peppe r  i n  t h e  

r a n g e s  of  T r a v a n c o r e  r o a d s  and r o a d  t r a n s p o r t  c o n n e c t i n g  Cochin 

and  Aleppy p o r t s  t o  Munnar peerumedu r a n g e s  i n  t h e  e a s t e r n  h i l l s  

w e r e  d e v e l  nped . T h e r e  w e r e  n i n e  p r i v a t e  e n t e r p r i s e s .  The 

o r g a n i s a t i o n  and  management of  p l a n t a t i o n  i n d u s t r i e s  r e q u i r e d  

l a r g e  amounts  of r i s k ,  c a p i t a l  and  t e c h n i c a l  s k i l l .  The European 

p l a n t e r s  p o s s e s s e d  t h i s  a d v a n t a g e s  i n  c o n t r a s t  t o  t h e  local 

e n t r e p r e n e u r s .  I n  t h i s  c o n t e x t  i t  may b e  r e c a l l e d  t h a t  

T r a v a n c o r e  w a s  f i r s t  t o  n a t i o n a l i s e  t r a d e  i n  c o m m e r c i a l  c r o p s  i n  

1758 A.D unde r  t h e  r u l e  of  Mahara ja  Marthandavarma (1729- 1758) .  

But a f t e r  a hundred  y e a r s  t h e  t r a d e  w a s  d e n a t i o n a l i s e d .  The 

m a n u f a c t u r e  of  sa l t  is o n e  of  t h e  o l d e s t  i n d u s t r i e s  of  t h e  

T r a v a n c o r e  s tate .  Sa l t  u s e d  t o  b e  manufac tu red  n o t  o n l y  i n  t h e  

f a c t o r i e s  known a s  " A l a m  " i n  s o u t h  T r a v a n c o r e  be tween  Cape 

Comarin and  C o l a c h e l  b u t  also a t  ' Padamayas1 s i t u a t e d  i n  t h e  

marg in  of  t h e  b a c k w a t e r s  i n  T r i  vandrum, C h i r a y i n k a l  , 
Karunagappal  l y,  K a r t h i  kappa l  l y  and  Ampal appuzha  Tal  uk. The 

m a n u f a c t u r e s  of  sa l t  i n  t h e  e a r l y  d a y s  w a s  f r e e  and  u n r e s t r i c t e d .  

But t h e  monopoly s y s t e m  i n t r o d u c e d  i n  1812 AD made t h e  r y o t s  

i n d i f f e r e n t  t o  t h e  m a n u f a c t u r e  of  s a l t  and t h e  local s a l t  

i n d u s t r y  w a s  r e a c h e d  i n  1904 AD When a new f a c t o r y  w a s  opened i n  

p r i v a t e  a c c o u n t .  



The credit of being the first public 

enterprise in consumer industry in Kerala goes t o  the soaps and 

Oil Ltd Calicut established in 1914 and which started full scale 

production in 1927. The second public sector enterprises was the 

potteries started by the Government of Cochin in 1917 but later 

it was sold t o  a private enterprise in 1943, 

The policy pursued by the Government of 

Travanrore as well as cochin was t o  encourage establishment of 

industries in the private sector. The manufacture of coirmats 

and matting was first introduced into Travancore by M15 Darragh 

Smai l and Company at &l l eppy. Similarly Sir. Victor Sassom 

started the bleaching and finishing mill at Alwaye. The 

manufacture of tiles was also started by European, but soon due 

ta large deposit of clay in the state, indigenous entrepreneurs 

were affiliated t o  this industry. 

The Government of Travancore was the first t o  

realise that in the available circumstances capital was shy and 

entrepreneurial activity was absent and the problem of 

unemployment was acute, Government come forward t o  take the 

initiative in establishing industries under Government 

management. The result was the establishment of the Rubber 

factory at Trivandrum and the Government Ceramic Concerns at 

Kundara. 

The Rubber factory in Trivandrum was 

established prominently to protect rubber plantation industry 

which was in distress as a result of The World Rubber Depression 

in 1933. The Travanrore rubber factory was opened in 17th August 

1935 under the full manaqement of The Travancore Government on an 

experimental basis. It was the first of its kind in India and by 

starting this pioneer industry, the Government expected t o  show 

the public the possibilities and prospects of rubber industry-The 

Government also helped the rubber industry in f a1 l ing in line 



with the International Rubber Restriction Scheme and passed the 

Rubber Control Regulation Act of 1937 to provide for the control 

of the extension of the cultivation of rubber. As soon as the 

experiment proceed successful the Government handed over the 

factory to private ownership. Direct state participation in 

industrial development was therefore meant to encourage and 

attract private entrepreneur. 

With regard to China Clay or Caoline, the 

state policy was on separate footing. fifter research and enquiry 

the Government was satisfied about the potentiality of the 

industry. Moreover, as no great, technical skill was required to 

transmute the Chinaclay into the commercial product, the 

Governments attention was confined to the refining of the raw 

product which was more or less a Government monopoly. The idea 

there+ ore to deal with the product and not to embark upon 

elaborate porcelain and other ceramic ventures except by way of 

experiments. The Government started the Ceramic concerns, 

Kundara in 1940. In the beginning mining and refining of china 

clay was the main item of work in the factory. 

Resides in 1937 the Government Travancore 

nationalised the road transport in the state and started a 

Transport Department. Originally the transport system was mainly 

controlled by private agencies and individuals, owing to cut 

throat competition among these agencies each endeavouring to oust 

the other and to appropriate the profit to itself, . a  system had 

been thorough1 y demoralised. In this circumstances, the 

Government was convinced that transport was a fundamental and 

supremely national need. In pursuance of these declared policy, 

the Government issued a communiquie in the subject on 20th 

october 1936, laying out the main principles under lying the 

scheme and emphasising that "it is the duty as well as the right 

of Government to take into its own hands the control and 

regulation of public conveyances along the main trunk road and in 



other selected localities in the state and to improve the organic 

waterborne traffic. 

The out break of the second world war 

accelerated the demand for many products and the Government of 

Travancore and Cochin States were compelled to pay special 

attention to promote the war oriented industries. Cansequently a 

variety of industries were established. Some of them may be said 

to be pioneering attempts in the production of goods which till 

then had never been tried in India. These were Hyons, Titanium 

Dioxide, Ammonium metal etc. Inspite of the lack of materials 

some of these industries such as Aluminium, Ryons etc came into 

existence only because of the State Government initiative and 

willingness to participate financially in the ventures and to 

offer operational facilities to the maximum possible extent. The 

establishment of fertilizer and chemical in Travancore State for 

the manufacture of fertiliser from ammonia obtained from wood 

gasification is an outstanding example of this. In this case the 

Government provided not only the major portion o+ the capital but 

also more power available at cheap rates and placed at the 

disposal of the concern a large extent of reserve forests for the 

collection of fire wood. Along with this a cement factory at 

Kottayam (The Travancore Cement ltd 19461, a Paper factory at 

Alwaye 119421 (Travancore ogale glass), an Electro chemical plant 

at Kottayam 119431,for the manufacture of calcium carbide, The 

Travancore Electro Chemical Industries (19451, an Aluminium 

Conductor Factory at Eundara(l943) were set up. In all these the 

state itself had to invest the majority share o+ the capital 

involved but the management was left in the hands of the private 

sectar. 

In the Cochin State where Sri. Shanmugham 

Chetty had already set a new pace of development facilities were 

offered to investors to come forward and organise industrial 

units. The resources of the state being limited, the Carhin 



Government could not follow the pattern of Travancore Industrial 

Development had to be left in the hands of the private sector. 

So traditional l y industries were considerably expanded. New 

industries like the Alagappa Textiles, The Cochin Potteries, The 

Victory Chemicals and Pharmaceutical works, The Tata Oil Mills 

and The Cochin Mallables were firmly established. 

By the time the world war was over, a fastly 

strong industrial base was built up particular1 y in Travancore 

state. Cochin was following quite on the heils of Travancore and 

M a l  abar practical l y remained undeveloped. In the Travancore 

region a certain amount of planning was done in the name of post 

war reconstruction. The dawn of independence opened up a new era 

in the political life of Travancore and Cochin State. But 

unfortunately this was not the case in industrial sphere and in 

the fi el d of pub1 i c enterprises. The new Democrative Government 

in these states were struggling for survival until 1949 when the 

two states were integrated. 

Kerala was reorganised as a state only in 

November 1956 and by that time the second five year plan was 

already formulated. Adequate attention could not be paid even in 

the formulation of that plan. Followinq the first general 

election in Kerala The Communist party came into power and the 

crucial issue for the people, the political parties and the 

Government was the question whether the communist should be 

allowed t o  continue in power or not. The whole energy of the 

people was used for organising a liberation struggle on the one 

hand and the other t o  resist. Obvious1 y the biggest casualty in 

the process was the development scheme for the state. 

However Communist Government had a more 

systematic p01 icy towards industrial development than the 

Congress and Praj a Soci a1 i st Party Governments, which proceeded 

it. They gave some attention t o  the development of existinq 
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industries and also established a number of new industries both 

in the public and in the private sector during 1957-59. In the 

public sector the Government started The Kerale Ceramics, 

Eundara, The Kerala Cycles Ltd. Trivandrum and the Kerala Cycle 

rim Factory Trivandrum. The Kerala Ceramics, Eundara was 

commissioned in 1957 for manuf acturing superior Porcel aih 

Crockery Works. The Porcelain Crockery articles manufactured by 

the factory are in great demand through out India. But the 

factory had to face keen competition in the market. In order to 

run the factory on a profitable basis, the production of crockery 

wares has been limited and attention has been concentrated on 

increasing the production of electrical insulators. The Kerala 

Cycles Private Ltd, Trivandrum was started in 1958 with a share 

of capital of rupees S lakhs for the manufacture of bicycles. At 

first the factory was located in the Industrial Estate, 

Pappanamcode. It was started as a company but later the 

Government decided to liquidate the company and made it a 

departmental unit. After the reorganisation of the Government 

Owned Industries into Joint Stock Companies in 1964, it is 

working a s  a unit under the Trivandrum Rubber Works. 

Since 1960, Kerala enjoyed comparative1 y 

better p01 itical strategy. A Congress Praja Socialist Party 

coalition with the Praja Socialist party chairman as Chief 

Minister assumed off ice. It was under their guidance that the 

third five year plan was formulated. During the third five year 

plan, the most significant achievement in the public sector was 

the establishment of the Trivandrum Spinning Mills, Balaramapuram 

and the Kerala State Industrial Development Corporation in 1961 

and the Plantation Corporation in 1962. By the+ourth year a+ 

the third five year plan steps were taken by the various 

departments for the formulation of the fourth five year plan. 

The first stage of the fourth five year plan was handled partly 

by the Prksidents rule (September 1964, March 1967) and partly by 



a non-Congress Seven P a r t y  U n i t e d  F r o n t  l e d  by Communist P a r t y  o f  

I n d i s  (M) w i t h  E. M. S .Namboothir ipad as  Chief  M i n i s t e r  CMarrh 

1967- Octobe r  19671. I n  May 1967 t h e  E e r a l a  Government i s s u e d  

t h e  i n d u s t r i a l  p o l i c y  s t a t e m e n t  which asserts t h a t  t h e  s t a t e  w i l l  

f u n c t i o n  w i t h i n  t h e  l i m i t s  of  p o l i c y  l a i d  down by  t h e  Government 

of  I n d i a .  f i ccc rd ing  t o  t h i s  p o l i c y  s t a t e m e n t ,  a t h r e e  f o l d  

c a t e g o r i s a t i o n  w a s  made r e g a r d i n g  t h e  s t e p s  t o  b e  t a k e n  by t h e  

Government t o w a r d s  v a r i o u s  s p h e r e s  of  i n d u s t r i a l  a c t i v i t y .  

F i r s t l y  t h e  s t a t e  w i l l  t r y  t o  d e v e l o p  and s t r e n g t h e n  t h e  

i n f r a s t r u c t u r e  s e r v i c e s  f o r  t h e  f u r t h e r  deve lopment  o f  i n d u s t r y .  

Second1 y  i t  w i l l  e n c o u r a g e  and  a s s i s t  t h e  p r i v a t e  sector i n  its 

e f f o r t s  t o  set up i n d u s t r i e s  and  l a s t l y  i n  s p h e r e s  i m p o r t a n t  t o  

community and  where  f o r  a n y  r e a s o n ,  p r i v a t e  c a p i t a l  e n t r e p r e n e u r s  

are s h y  t h e  Government w i l l  e n t e r  t h e  f i e l d  so a s  t o  ass is t  i n  

t h e  b u i l d i n g  up o-F an  i n t e g r a t e d  p a t t e r n  of  i n d u s t r i e s  are 

n e c e s s a r y  t o  t h e  o t h e r  and  i n  a manner f i l l i n g  t h e  o b v i o u s  

vacuum. These  e f f o r t s  t o g e t h e r  ~ : i t h  t h e  a c t i v i t y  of  t h e  p r i v a t e  

sector would e n a b l e  t h e  r a p i d  i n d u s t r i a l i s a t i o n  i n  t h e  s tate .  

The s t a t e m e n t  s a y 5  t h a t  t h e  Government p o l i c y  w i l l  b e  d i r e c t e d  

n o t  t o  t h e  w a i s t  or impede a n y  e f f o r t ,  b u t  t o  smoothen t h e  
17 p r o c e s s  . 

I n  t h e  l i g h t  of t h e  above  p o l i c y  a + e w  

i n d u s t r i e s  were s t a r t e d  i n  t h e  s t a t e  sector a l o n g  w i t h  many i n  

t h e  p r i v a t e  sector. B e f o r e  t h e  U n i t e d  F r o n t  M i n i s t r y  of  E.M.S. 

Namhboth i r ipadu  c o u l d  e f f e c t i v e l y  implement  its i n d u s t r i a l  

p o l i c y ,  t h e  p a r t n e r s  q u a r r e l l e d  among t h e m s e l v e s  i n  t h e  C a b i n e t  

i n  t h e  CO-ordinal Commit tee  and i n  t h e  fissembly. By Oc tobe r  1919 

t h e r e  w e r e  c o r r u p t i o n  c h a r g e s  a g a i n s t  a1 l t h e  m i n i s t e r s  and  t h e  

Chief  M i n i s t e r .  U l t i m a t e l y  t h i s  l e d  t o  t h e  f a l l  of  t h e  M i n i s t r y  

w i t h  t h e  r e s i g n a t i o n  of t h e  Chief  M i n i s t e r  on 2 4 t h  Dctober  1963. 

The Communist P a r t y  of  I n d i a ,  The I n d i a n  Social is t  P a r t y ,  t h e  

l 7  Gangadharan P i  11 ai  , "Pt ate  F n t e r p r i q - s  i n  Kpral?". 

Kerala hcademy of  P o l i t i c a l  s c i e n c e ,  Tr ivandrum - 1970. page.  114. 



Kerala Congress and the Muslim League formed a Ministry on 

November 1st 1969 with C. Achutha Menon as Chief Minister. 

From 1970 onwards Eerala started enjoying 

perhaps for the first time in her history, the rule of the state 

Government. The Congress-Communist Party Coalition Government 

with the C.P. I leader C-Achutha Menon as Chief Minister has 

remained in power for more than six years-Most of the existing 

industries were expanded. It was during this period the first 

steel complex at Feroke and the expansion of Traco Cables were 

completed. The scooter Factory at Alleppy, Excel Glass at 

Kal avoor, expansi on5 of Travancore Cochi n Chemical and 

Transformers and Electricals Kerala Ltd. were in dif+erent stages 

of implementation during the plan period. 

Thus public undertakings contribute the bulk 

of the madern industrial sectar in Kerala. Dbviously the public 

sector plays a vital role in the industrial development of the 

state. Jawaharl a1 Nehru always reminded us, the battle against 

poverty and backwardness can be won only through massive 

industrialisation. Planning has created a strong base far a 

modern self -re1 i ant industri al economy. We have a highly 

diversified structure with a impressive range of products, many 

embodying a high l eve1 a+ technology. We have created a wide 

entrepreneuri a1 base. The public sector has acquired a 

commanding presence, It has played a pioneering role in 

introducing modern technology, in taking development to backward 

areas, in creating a wide range o+ industrial and technological 

skills and in curbing concentration of economic power. To it goes 

the credit of initiating large scale development of indigenous 

science and technology. The next phace of industrial revolution 

in India posses new challenges for the public sector. It must 

lead the complex and demanding process of absorbing and 

developing new technologies. It has t o  master the imperatives of 

modernisation. It has to first establish and thereafter spread a 
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new work culture in industry based on productivity, efficiency 

and quality. find it has to generate large surpluses for 

investment. As in the past so in the future, the public sector 

wi l l occupy the commanding heights of our technological l y modern 

economy and industry. 
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STATE ENTERPRTSES 
IN KERALA 



Kerala occupies a unique position 

among Indian States in many aspects. Though Kerala constitutes 

only 1.2% of the entire land surface of India, it has to support 

3.8% of the total population of the country. This imbalance 

between land and population lies at the root of many of her 

economic problem especi a1 l y those of unemployment and chronic 

poverty. The main emphasis of our five year plans Ist, IInd, 

IIIrd IVth was on agriculture and social services. But our 

experience taught us that agriculture and soci a1 services by 

themselves will not be able to break the vicious circle of 

poverty and unemployment. It has to the supplemented by speedy 

industrial isation. This necessitated the growth of pub1 ic sector 

enterprises in Kerala. 

At the beginning the motive behind 

industrialisation was just experimental. Later on it was carried 

to solve unemployment problems. The fol lowing are the general 

objective of state enterprises in Kerala. 

1. Industrialisation of the state. 

2. Ful+illing the needs of the people for industrial 

consumer goods. 

3. Full utilization of the surplus man power in the 

state by creating employment opportunities 

especi a1 l y for the educated unemployed, expl oi tati on 

of the rich natural resources of the state. 

4. Stabilisation of the price of consumers qoods and 

essential commodities. 

5. Reduction of inter disparities in income & wealth. 



6. Increasing Capital formation through commerci a1 

surplus 09 these enterprises. 

It can be seen that no well defined 

principle has been followed in determining the form of 

organisation of Public Undertakings in our state. They are set 

up a s  departmental Undertakings, statutory corporation and Joint 

stock companies. The composition and forms of organisation of 

undertakings are of vital importance from the point of view of 

legislative control over it. For our analysis we can classify 

the public enterprises in Eerala into two broad divisions. 

1. Manufacturing sectors 

2. Service Sectors CPubl ic Utility Services) 

In the Manufacturing sector there are 3 types of 

industries - 
1. Government Owned Compani es. 

2. Companies in which Government have majority of 

shares. 

3. Government of India Companies set up in Eerala. 

Service Sectors can be classified into 3- 

subdivisions such as - 
1. Departmental Undertakings. 

2. Undertakings managed by Independent boards. 

3. Undertakings managed by Corporations. 

Departmental Undertakings are managed by various 

departments under their respective Ministries. Cpost & Telegraph, 

Keral a Tel ecom Ci rcl e, Department of Touri sm & Devel opment 

Corporation. 

Undertakings managed by Independent Boards -KSEB. 

Undertakings managed by Corporation - The ESHTC, 

KSFC, Kerala State Civil Supplies Corparation, The 

Eerala State Handicraft Development Corparation- 



At the time of the formation of the 

State, Kerala inherited a strong industrial base from erst while 

Travancore consol idation 09 which was constrained by several 

factors; though additional investment in the state sector 

continued to grow. The relative progress achieved in the 

formation of State Sector enterprises appeared commendable. By 

1989-90 Kerala had the highest number of state enterprises in the 

country, though its investment position is next t o  Uttar Pradesh 

and Andhra Pradesh. (see table-4.12 Of the investment of Rs. 

13,358 lakhs 71% was in the manufacturingfcommercial 

establishments, 18% was in promcticnal enterprises and 11% in 

financial enterprises. In relation t o  other sectors (Private, 

central and joint) within the state, state sector manufacturing 

investment constituted only around 12%. The implications of the 

pattern and direction or this relatively low investment is 

discussed in the subsequent sections. 

The total number of Government Companies 

in the State at the end of 31'~ March 1993 stood at 99. During 

the year 1991-92 there were a total of 104 enterprises including 

8 statutory bodies in the Public sector in Kerala. Out of these 

184 enterprises 5 enterprises were in various stages of taken 

overfl i quidaticnfmerger. These five enterprises is given below. 

No Name of  Enterprise Present Status 

1 Sideco Mohan Kerala Ltd. Being taken over by SIDCO 

2. Keral a Fisheries Corporation Being merged with 

Ltd. MUTSYUFED 

3 . Keral a Fi shermen wel +are 

Corporation Ltd. -do- 

4. Keral a In1 and Fisheries Devt. 

Corporation Ltd. -do- 

5. Keral a State Engineering Works Under Li qui dati on. 

Ltd. 
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4 3  Chpr.iacterlstfcs:- 
Of the 99 C q a n i e s  49 were fully owned by G w m e n t ,  md 26 were partly 

owned ale  remaining 24 were subsidiary cotnpatues of the subsidiaries, 21 were owned by idly Q-med 
g c ~ v m e n t  companies and 3 were partly owned g o v m e n t  compmies (gee table- 4.2 

Table 4.2 

Total Investment by State Govt.. Central Govt.. Holding Co. S. & Others in Fully Owned State Govt. Co. s 
Jointly urnled Co.s & Suboidiory Co.a 

3 G w v m e n t  of Kerala. Source: Report of the Comptroller And Audit.or G e n d  of ~ndia-3 1 '' Mwch 9. . 

S1 
no 

1 

2 

3 

Thc aggregate paid-up-capital of 99 Government Companies w s e  Rs.590.66 crores, of 

which Rs.5 13.43 crores were invested by the state Government, ks.9.M crores by the Central Govenunent., 

Ra53.53 crores by holding companies and Rs. 13,79 crores hy others. 

In addition to these Government Companies in K d a ,  the following mardacturing 
companies owned by the Government of India were manufacturing in Kerala. 
1. Cochin Refineries Limited, Ambalamugal, Cochin 
2. Fertilizers and Chemicals, Trwancorc Limited, Alwaye 
3. Indian Rare Earths Limited, Ulwaye and Chavara. 
4, Modem Food Industries~kdia) Limited, Edappdly, Cochin. 
5. Hindustan Lat.cx Limited, Peroorkada,Trivandnun 
6. Instrumentation Limited, Kqjikode, Palghat 
7. Indian Telephone Industries Limited, Kanjikodr, Palghat 
8. HhlG LimitedJCalamassery 
9. Cochin Shipyard Limited Cochin 
10. Hindustan News Print Limited, Mevettoor 

The oldest of the Government companies in existence going by 
the year of incorporation is ?he Travancwe Sugars and Chemicals Limitedn established on 23-6-1337 
followed by the metropolitan engineering company limited formed on 25-1 -1945, These companies were 
originally in the private sector and came to the government fold on 1134 and 1980 respectively. The first. 
company organised by the government in the public sector was the Forest Industries Q'ravancore) Wd 
started on 10-6-1 946. This company was started for supplying fire wood to F.AC.T, which was then a state 
government company. Later on when F.AC.T stopped the purchase of firewood the company took up the 
present line: of production. Later on F.AC.T became a central government concern. 

Particulars 

Companies wholly owned 
by the State Govt 
Companies Jointly owned 
with Central Govt & others 
Suhsidiery c m n p q  

The forest. inchdries @avancorej Ltd, was followed by the Travancore Titanium 
Products Ltd formed on 18-1 2-1 946. Thus of the 79 companies existing now only two companies exist.ed 
m 1546. But a number of departmentally managed und&.aking were f~mctioning most of which have heen 
converted into companies later on An year wise growth in the number of companies is shown in the table 4- 
3 

No, of 
Cos  

49 

26 

24 

Total 

Total 
Irr~c s- 
tmen- 
ts 
394.08 

136.32 

60.26 
99 

Investment, by 
State Central Holding Cithers 
Govt. Govt" C0.8 

590.66 

394.08 

114.61 

4.74 
5 13-43 

-- 

9.87 

-- 
9.87 

- m  

53.57 
53.57 

-- 
11.84 

1.95 
13.79 
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I t  c a n  b e  s e e n  f rom t h e  t a b l e  t h a t  t h e  

growth  of  t h e  Government compan ie s  s t a r t e d  i n  t h e  f o r t i e s .  The 

g rowth  w a s  v e r y  s l o w  i n  t h e  f i f t i e s .  I n  t h e  s i x t i e s  t h e  growth  

w a s  n e a r l y  + i v e  f o l d ,  The number of  compan ie s  went up  f rom f i v e  

t o  t w e n t y  f o u r .  T h e s e v e n t i e s r e r o r d e d  themax imum growth  

f o r t y  s e v e n  companies ,  making t h e  to t a l  number of  companies  

s e v e n t y  o n e  a t  t h e  end  o f  1979, a n  i n c r e a s e  of a b o u t  t h r e e  f o l d  

compared t o  t h a t  of  s i x t i e s 3 s .  

A 1 1  t h e  99 companies  w e r e  n o t  new 

v e n t u r e s  i n  t h e  s e n s e  t h a t  t h e  s c t i v i t i e s  c a r r i e d  on by a b o u t  22 

companies  w e r e  i n  e x i s t e n c e  i n  s o m e  fo rm or o t h e r  even  b e + o r e  

t h e i r  s t a r t i n g .  S a m e  of  them w e r e  d e p a r t m e n t a l l y  managed 

u n d e r t a k i n g s ,  w h i l e  s o m e  o t h e r s  w e r e  companies  i n  t h e  p r i v a t e  

sector. I n  a few cases t h e  a c t i v i t i e s  w e r e  c a r r i e d  on by  s o m e  

government  d e p a r t m e n t s .  

The f o l l o w i n g  companies  w e r e  formed t o  t a k e  o v e r  t h e  
t 

d e p a r t m e n t a l  l y  managed u n d e r t a k i n g s A .  

1. K e r a l a  Ce ramics  Ltd. 1-11-19b3 

2. Keraia E n g i n e e r i n g  

b4orks Ltd.  20-3- 1P7E 

Wrn~ nf The DPP+, 

brier* S ~ ~ E Q  

E e r a l  a Govt. Cerami cs, 

Gavt .  Ceramic Concern 

P. W.D E n g i n e e r i n g  

W o r  kshop 

l 
\.,,a * Government of E e r a l a ,  Pfipp-,h~ i i ioh l p .  1 I l r t d t t p p  

d- 8: Priw-r F V o l .  l , Genera l  R e p o r t  on I n d u s t r y ,  

S ta te  P l a n n i n g  Board T r i  vandrum. 



3. K e r a l a  Soaps  and 

O i l s  L td  1-1 1-1963 

4. Trivandrum Rubber 

Works Ltd. 1-1 1-1962 

5. T r a v a n c o r e  P1 y w m a d  

I n d u s t r i e s  Ltd.  1-1 1-1963 

6. Meat P r o d u c t s  of 

I n d i a  Ltd .  

7. K e r a l a  M i n e r a l s  

and Metals Ltd.  16-2- 1972 

K e r a l a  Soap 

I n s t i t u t e  Hydro 

Genera t  i on 

F a c t o r y  O i l  F a c t o r y  

Travancore  Rubber 

Works, Kerala Govt. 

C y c l e  H i m  F a c t o r y  

K e r a l a  c y c l e s  

Travancore  P l  ywood 

I n d u s t r i e s  

Bacon F a c t o r y ,  

K u t h a t t u k u l  a m  

F. X . P  M i n e r a l s  

Trivandrum S p i n n i n g  

M i l l s  

The f o l l o w i n g  companies  w e r e  formed t o  t a k e  o v e r  t h e  

a c t i v i t i e s  c a r r i e d  on by Govt. Departments .  

1. Rehabi l i t a t i o n  5-5- 1976 

P l a n t a t i o n  Ltd.  

2. P l a n t a t i o n  Corpor- 12-11-1982 

a t i o n  of K e r a l a  Ltd.  

F o r e s t  Department  

Rubber P l a n t a t i o n s  

F o r e s t  Department 

Rubber & cashew 

P1 a n t a t i o n  



3. Kerala Fisheries 12-4-1966 

Corporation Ltd. 

4. Kerala Live Stock 

Development and * 14-11-1975 

Milk marketing 

Board 

Fisheries Department, 

Boat Bui l di ng Yard, 

Workshop, Ice Plants, 

Cold Storage, 

Fr eez i ng plants, 

Animal husbandry, 

Dept. L&P feed 

Factory, Indo-Swiss 

Project 

Dairy Development 

Department, Dairy 

P1 ants, Animal 

Husbandry Dept, 

L&P Feed Factory 

Indo-Swiss Project. 

In the following cases Government have Purchased the 

undertaking as such ar purchased majority of shares. 

1. Sitaram Textiles 

Ltd. 

2. Chalakudy Refra- 

ctories. 

3. Keltron Counters 

Ltd. 

Sitaram Spinning & Purchased from the 

Weavi ng Mi l l s liquidator 

Cochin Potteris . Li quidated. 

Metro Politan Sick unit. 

Instruments 



4. Kerala Electrical A1 l ied Engineering 

and A1 l i ed Engi n- Company Li qui dated. 

eering Company 

Ltd. 

The following companies were converted in to 

Government Companies by acquisition of majority shares in these 

companies either directly by Government or by Government 

compani es. 

1. Metropolitan Engineering Company Ltd. 

2. Travancore Sugars and Chemicals Ltd. 

3. Steel Complex Ltd. 

Kerala Premo Pipe Factory Ltd- was run by the 

Indo-Norwegian Foundation. Subsequently they donated this to 

Government and Government Took it on 1-9-1959. 

SIDECO was formed by amalgamating twa companies 

viz. The Kerala State Small Industries Corporation Ltd. and The 

Kerala Employment Promotion Corporation Ltd. Scooters Kerala 

Ltd. was formed to implement the Scooter Project of the erstwhile 

CO-operati ve Scooters, A1 appey. 

The remaining companies, excluding the 

subsidiaries were started of by the Government. The subsidiaries 

were started by the respective holding companies and they also 

come to the Government fold, since they are owned by Government 

companies. 

The Government companies existing now can be 

grouped into 14 sectors. The list of these companies can be seen 

in annexure I. 



L Smctwwire Distribution of State Enterprises in K w s l r  I 
Number of 

S1 .No Group Industries 

1 Development & Infrastructural Agencies 1 0  

p 2 - 
6 

3 Chemical Industries 11 I 
4 Electrical Equipment 5 

5 Electronics 10 

6 Engi neeri ng 11 

7 Plantation of 4 r o  Based Units 12 

8 Textiles 4 

9 Wood Based Industries 3 

10 Traditional Industries 7 J 

11 Trading and Inf rastructural 3 
Development Industries 

12 We1 f are Agencies -- 7 

13 Public utilities 5 I 
5 

TOTAL 99 - 

Source : Bureau of Pub1 ic Enterprise op. ci t X 
It is seen from the (Table-4.3) that the 

decade seventies's witnessed an unusual expansion of state 

enterprises, Activity-Wise, the distribution shows that of the 

99 state sector enterprises 44 are in the manufacturing, 9 in the 

area of plantation and fisheries, 22 are engaged in servicing and 

financing, trading and infrastructure 16, and 8 in the area of 



institutions for the upliftment of poorer sections. Total 

capital employed in these enterprises approximate Rs.1687.95 

crores and employment generated stood at 1,66,721 persons during 

1992-93. Enterprises engaged in trading and infrastructure 

dominate both in employment and investment f 01 lowed by 

manufacturing. 

By 1992-93 the total employment 

represented by the state sector enterprises was around 1,66,721 

regul ar empl oyees and 32,625 seasonal empl oyees. Thi s represents 

roughly 10% of the regular emplayment in the organised sector. 

From the analysis of the type of the 

enterprises established overtime by the state, it is seen that 

80% of the workfroce employed and 60% of the invested capital are 

in 26enterprises in operationbefore 1970. Similarly, the 

average number of employees per establishments before 1970 were 

3000 and after 1970 was only 350. It is seen from the type of 

activity of the enterprises that most of the enterprises added 

after 1970 were in light technology areas in service/promotional 

enterprises, During the emergency period 1975-77, 21 state 
: i  

enterprises were added- 7 ';;- . -! =+ 
?rZ 

Table-4.4 gives detai 1s regarding the 

structure of employment in these enterprises. It is seen that 

80% of the employment and 64X of the investment are in 

enterprises employing more than 100 employees. Their number is 

limited t o  only 14. However, the majority of enterprises 

numbering around 60 employ people below 200. It should be borne 

in mind that the state undertaking 1000 or more people are a few 

corporations/Boards such as Electricity Board, Transport 

Corporation etc. which are operating in the area of 

infrastructure and services. In the case of manufacturing 

enterprises those employing more than 1000 are limited in number 

L. Confining to the 



manufacturing sector, it is seen  t h a t  on t h e  average  s ta te  

e n t e r p r i s e s  employ 440 pe r sons  pe r  e n t e r p r i s e .  I t  also seen  from 

t h e  ( table-4-81 t h a t  very  h igh  c a p i t a l  labour  ra t io  is a s s o c i a t e d  

wi th  i n d u s t r i e s  l i k e  chemicals  and l o w  c a p i t a l  l abour  r a t io  is 

a s s o c i a t e d  wi th  i n d u s t r i e s  l i k e  chemicals  and l o w  c a p i t a l  labour  

r a t i o  is a s s o c i a t e d  a g r o  wood, ceramics and t e x t i l e s  and 

engineer ing  i n d u s t r i e s .  On t h e  average  one crore rupees  employed 

by state s e c t o r  g e n e r a t e  d i r e c t  employment f o r  ha rd ly  52 people. 

In o t h e r  words t h e  m a j o r  chunk of inves tments  is concen t r a t ed  i n  

h igh ly  c a p i t a l  i n t e n s i v e  areas l i k e  chemicals. The total  loss 

incu r red  by a1 l e n t e r p r i s e s  amounts t o  R s .  161.56 crores, 

C 

Clarsification of State Enterprises ilccwding to the Number 

1 
of Employahs as on 1-2-93 

F 

Source; Bureau of Pub1 ic  E n t e r p r i s e s  K w a l  a 
L 

Table  - 4.5 shows t h e  employment i n  t h e  organised  

sector i n  K e r a l a  both i n  t h e  p u b l i c  and p r i v a t e  sector. In  

4 

Cap i t a l  

Empl oyed 

( R s ,  C r o r e s )  

1093-00 

299.00 

Number of Employees Number of 

U n i t s  

Employees 

-" 

200 - 499 

100 - 199 

1 1 0 0 & b e l o w  

81983 

12017 

1000 & above 

5063 - 1000 

6633 

794 

101447 

20 

22 
-- 

18 

14 

15 

191-53 

103.30 

1687.95 



1991 - 92 public sector accounted for 56.05% of t o t a l  employment 

i n  the organised sector. 

In terms o-F capi ta l  investments i n  government owned 

companies i n  Kerala i n  March 1992 stood a t  Rs.36,505.63 lakhs. 

It rose t o  R5.39,759.74 lakhs i n  March 1993. 

Tahl r - 

p---..-...." 

Employment i n  Organised Sector i n  Kerala 1975 - 1992 

t i n  Thousands) L 
Year Public sector Pvt. Sector Total 

1975 293318 t41.73) 409562 (58.26) 782880 

I I I 

418151 447.47) 462712 (52.25) 

565587 (52.41) 

-- 

-P"..-- 

Sourccr Directorate of Employment, Thiruvananthapuram 
....-W..."........ - 



The over a1 l perf  ormance of  pub1 i c 

enterprises i n  Kerala i n  the  past years has not shown any 

encouraging signs. (see Appendix 4.7 & 4.8). The s ta te  of 

a f f a i r s  i n  these indus t r ies  was qu i te  d is turb ing and the  present 

scenario, dismal and discouraging. 

O f  the 99 companies, 60 incurred losses, 

two s ta tutory  companies also sustained losses there are a few 

government companies which are running on continuous losses. I n  

respect of  meany of  these the accumulated losses have exceeded 

the paid up cap i ta l  (see table-4.6). 

Among the s ta tu tory  Corporations, the 

Kerala State Road Transport Corporation had accumulated losses of 

Rs 254.66 crores i n  1992-93 as against Rs.224.55 crores i n  1991- 

92; an increase of Rs.30.11 crores <13.4X) 

Some 13 companies have been making losses from t h e i r  

inception. 

Because of the continuous losses, publ ic  

enterprises are f a i l i n g  t o  pay Government loans or t o  pay the 

i n te res t  on such loans. Nearly Rs.55.6 crore loan was overdue 

f o r  payment t o  the Government. Besides, the overdue in te res t  

worked out t o  another Rs. 69.35 crores. 

Although there are a number of  companies 

making p r o f i t s  the d i r ec t  re tu rn  t o  Oovernment on i t ' s  investment 

i s  not much. During 1991-92, even though 24 companies earned 

p r o f i t s  amounting t o  Rs.571.87 lakhs, only four o f  them declared 

dividends amounting t o  Rs.14.93 Lakhs. During 1990-91, 6 

companies earned together an amount o+ R5.173.02 lakhs, but none 

of them declared dividends. Out of  t he  two companies which 

earned a p r o f i t  of Rs 38.80 lakhs i n  1989-90, one company had 

del ivered dividend amounting t o  Rs.2.24 lakhs. From a t o t a l  



Table - 4.6 

Details of Public Sector Industrial Undertakiw Whose Accummilated Loss 105 

Exceeded their Paidur, Share capital (Amount in Rs. Lakhs) 

Mmufhturiqg Inhtrial Enterprises 
ELErnONICS 

KXE GROUP 
1 T m c o r e  Plywood Industries 1 48.59 1 962.34 i 

Name of Undertaking 

I Limited 1 I 
Sitarm Textiles Limited 1 317.00 1 1567.74 
T r i v m k ~ ~  Textiles Lirrited 1 264.99 1 755.10 
ELEcmCPLS & CPBLES 

Paid up Capital 
As on 31-3-1993 

Limted 
KeraiaState Saljcilates and 
Chemicals 

- -  - - ~  - 

Metropolitan Engiileei-ing Co. ( 138.17 1 363.88 I 

Accumulated Loss 1 
As on 31-3-1993 

CHEfvlIICAT,S 
Kerdn Minarala and kfetda 1 3093.27 1 10799.46 1 

628.00 1217.90 

Limted 
Transformer and Electrical8 
Kerda Limited 

Limited 1 1 

Limited I 
Total 1 20229.59 ! 48490.20 1 

A 
ENG-G 

1 Steel md Industrid Fergings [ 450.00 1 1184.00 I 

1347.54 

Autocast Limited 
Scoclters Kerala Limited 
Kerala Aut.omoblies Limit.ed 

4135.60 

628.93 
Devnlepment Corporation Ltd. 1 

CERAMICS & REEL4CTCRIES 
' Kerala Ceramic8 Limited 1 1031,38 1 1441,85 

Chalkudi Refractories ] 346,64 1484.63 

131 0.00 
229.99 
323.00 

Kerala State Coir Cornoration 1 235.04 1 248.97 

K&,aiaSt~te Small Ind~lstries 
Dcveloprient Corporation Ltd 

4209.28 
267.76 
1404.63 

451.59 
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investment of Rs.127 crores i n  the publ ic  sector, Government got 

only a surplus of Rs 38 lakhs i n  the year 1991-92 a f t e r  se t t i ng  

o f f  the p r o f i t s  made by 24 companies against losses made by 14 

companies. 

I n  terms of  value of  production, sales 

t u rn  over and u t i l i s a t i o n  of i n s t a l l ed  capacity the performance 

f Kerala Minerals and Metals Ltd., Malabar Cements Ltd., Kerala 

Automobi l e s  Ltd., Si taram Tex t i les  Ltd. and Kerala Ceramics Ltd. 

w a s  encouraging. They have achieved be t te r  working r esu l t s  a f t e r  

a long period. The performance of  Kerala Minerals and Metals 

Ltd. and Malabar Cements i n  pe r t i cu la r  was very encouraging (see 

Appendix 4.1 t o  4.3). Among the  publ ic  sector u n i t s  i n  which the 

Government i s  holding major i ty  shares, The Travancore Cochin 

Chemicals Ltd. Travancore Cements Ltd. Traco Cables Company Ltd. 

Transformers and E lec t r i ca l  s Kerala Ltd. and Kel t r on  Elect ro  

Ceramics Ltd. showed be t te r  r e s u l t s  i n  terms of  value of 

production and sales t u rn  over during 1992-93 compared t o  those 

i n  the previous years. Rate of  capacity u t i l i s a t i o n  i n  these 

uni ts,  except Traco Cable Company has also increased during t h i s  

period. Deta i l s  of  the  u n i t s  under the Government major i ty  

groups are furnished i n  (appendix 4.4 t o  4.6). 

Among the  Government owned companies 

Steel indus t r ies  Kerala Ltd., Kerala Agro Machinery Corporations 

Ltd., Kerala Clays and Ceramic products Ltd., Astral  watches Ltd. 

and Kerala Premopipe Factory Ltd. were running on p r o f i t  during 

the period 1991-92. The value of  production of s tee l  industr ies, 

Keral a remained a t  the  same leve l  as tha t  of  the  previous year, 

whi le the turnover of  the company grew by 39.86%. The operating 

p r o f i t  earned by the  company a lso went up by 1lA-6lX during the 

period. The Kerala Agro Machinery Corporation Ltd. has been 

los ing money since i t ' s  incept ion i n  1973. 



The Kerala Clays and Ceramic Products 

Ltd. incorporated in June 1984, produced 7914 MT of China Clay as 

against target of 7000 MT during 1991-92. The sales turnover was 

7545 MT exceeded against a target of 6450 HT of China Clay. 

The Kerala Premopipe Factory Ltd. 

improved their production as well as a sales turnover. Sales 

rose by 42.31% over that of the previous year. The Astral 

Watches Ltd. assembled 2.53 lakhs watches during 1991-92 for 

H.M.T Ltd. and earned a profit. 

Manufacturing state enterprises are a1 so 

not exception to the general performance of the public sector. 

Manufacturing State Enterprises have been classified into 

different sectors like Development and Infrastructural Agencies, 

Ceramics and Refractories, Chemical Industries, Electrical 

Equipment5 , Electronics, Enginewinqs, Textiles and Wood Based 

Industries. 

Ten enterprises that provide help for 

development of various activities in different fields and provide 

f inanci a1 assistance for industri a1 development have been grouped 

under the sector Development and Infrastructural Agencies. (Name 

of these enterprises are a150 shown in the Annexure I), This 

sector employs 4550 persons which forms 2.73X of the total 

employment in pub1 i c enterprises in Keral a and accounts for 

14. 46% tRs. 57383.84 lakhs) of the total investment. 

The performance of this sector has shown 

improvement during 1991-92. Eventhouqh the number of loss making 

enterprises have gone up to five from four in 1990-91, the net 

loss of the ten enterprises taken together has come down from 

Rs.335.55 lakhs to Rs. 139.17 lakhs during 1991-92. The remaining 

five enterprises have provided a profit of Rs.274.79 lakhs 



compared t o  Rs.170.98 l a k h s  du r ing  1990-91. The total  ca sh  loss 

a l s o  h a s  decreased and t h e  network h a s  improved. The e n t e r p r i s e  

t h a t  have made p r o f i t s  are K e r a l a  S t a t e  I n d u s t r i a l  Development 

Corporat ion Ltd. K e r a l a  S t a t e  I n d u s t r i a l  E n t e r p r i s e s  Ltd. Kerala  

Financi  a1 Corporat ion,  K e r a l  a Urban Development Finance 

Corporat ion Ltd. and K e r a l a  S t a t e  F inanc ia l  E n t e r p r i s e  Ltd. 

In  t h e  f i e l d  of ceramics & R e f r a c t o r i e s  

s i x  e n t e r p r i s e s  have been included.  1548 persons  (0.932 of t h e  

to ta l  employment) are employed i n  t h i s  sector which accounts  f o r  

0.74% ( R s . 2 9 3 6 . 3 5  l akhs )  of t h e  total investment  i n  t h e  p u b l i c  

s e c t o r .  The perf  ormance of t h i  s sector h a s  shown marqi na l  

improvement dur ing  1991-92. Eventhough t h e  number of los5 making 

e n t e r p r i s e s  remained t h e  s a m e  ( f i v e )  t h e  n e t  loss h a s  come down 

to Rs.101.63 l a k h s  from R s . 1 2 1 . 0 9  l a k h s  i n  1990-91. The n e t  worth 

h a s  improved s t r a i g h t l y ,  b u t  still r e m a i n s  negat ive .  The tu rnover  

has  gone up t o  Rs.804.73 Lakhs compared t o  R s . 6 7 2 - 3 8  l a k h s  dur ing  

t h e  prev ious  year  and t h e  cash  losses have come down by m o r e  t han  

50%. Kerala Clays  and C e r a m i c  p roduc t s  Ltd. is t h e  on ly  u n i t  

t h a t  h a s  genera ted  p r o f i t  du r ing  1991-92 and also dec l a red  a  

dividend of 10% 

The per+  ormance of t h e  chemical sector 

h a s  dec l ined  dur ing  1991-92. The sector which employs 7434 

persons  (4,46% of t h e  total employment) and accoun t s  f o r  8.532 of 

total  investment h a s  made a n e t  loss of Rs.946.44 l a k h s  compared 

t o  Rs.867.12 l a k h s  dur ing  las t  year.  However t h e  amount of 

prof it genera ted  by f o u r  of t h e  e l even  e n t e r p r i s e s  h a s  improved 

t o  R s ,  1856.87 l a k h s  ( R s ,  1444.46 l a k h s  i n  1990-91). These 

e n t e r p r i s e s  are Malabar Cements Ltd. The Travancore Cements Ltd. 

The Travancore Cochin Chemicals Ltd. and Travancore Titanium 

Produc ts  Ltd. The m a j o r  loss making e n t e r p r i s e  i n  t h i s  sector is 

The Kerala Minera l s  and Metals Ltd. During 1990-91 it f u r t h e r  

i nc reased  t o  R s .  1275.82 l akhs. The o t h e r  loss making e n t e r p r i s e s  

a r e  K e r a l a  S t a t e  Dete rgents  and Chemical Ltd., K e r a l a  S t a t e  Drugs 



and Pharmaceuticals Ltd., Kerala Soaps and O i l s  Ltd., Kerala 

State Sal i cy1  ates and Chemical S Ltd., Pharmaceutical s Corporation 

[IM) Kerala Ltd. and Travancore Rubber Works Ltd. 

Five enterprises i n  the f i e l d  of 

manufacture of  e l e t r i c a l  items have been included i n  the sector 

IV :  Elec t r i ca l  Equipment. The sector provides employment f o r  3693 

persons (2.22X of t o t a l  employment) and has an investment of  

Rs.13495.39 lakhs (3.40X of t o t a l  investment). The performance of  

t h i s  sector has improved p r o f i t s  aqqregating Rs.93.39 lakhs. 

These are United E lec t r i ca l  Industr ies Ltd. and Transformer and 

E lec t r i ca l  Kerala Ltd. The other three enterprises made losses 

t o ta l i ng  t o  Rs.466.80 lakhs. The net loss  has came down t o  

Rs.373.41 lakhs which i s  less  than 50X of net loss  durinq 1990-91 

(Rs. 688.71 lakhs) . However The t o t a l  net  worth has fur ther  

eroded and stands a t  Rs. (-)2280,55 lakhs. 

The e lect ron ic  sector consist ing o f  ten 

enterpr i  ses employs 3991 persons (2.39X o f  t o t a l  employment wi th 

an investment of  Rs. 18497.22 lakhs which i s  4.66X of  the t o t a l  

cap i ta l  invested i n  the publ ic  sector i n  Kerala. The sector as a 

whole has performed badly during 1991-92. The net loss  has gone 

upto Rs.2802.44 lakhs (Rs. 1091.23 lakhs during 1990-91) as a 

r esu l t  of  reduction i n  turnover by about Rs.2910 lakhs. The net 

worth has eroded t o  Rs.221.83 lakhs compared t o  Rs.2807.99 lakhs 

11990-91) wi th s ix  of  the ten enterprises having negative worth. 

Uf the eight  loss  making enterprises, seven have made cash losses 

too. Kel t ron  Component Complex Limited and Kel t ron  Crystal S 

Limited and the two enterprises that  have made p r o f i t s  

aggregating t o  Rs. 129.20 lakhs. The major loss  making enterprises 

are Kerala State Electronics Development Corporation Limited, 

Keltron Power Devices Ltd., Keltron Counters Ltd. and Kel t ron 

Rec t i f i e rs  Ltd. Keltrone Compound Complex has declared a dividend 

of 14% f o r  the year 1991-92. 



There are 1 1  enterprises in the 

engineering sector which accounts for an investment of 

Rs. 14252.53 lakhs (3.59X of the total investment) and provides 

employment for 3484 persons 12.09% of the total employment) 

eventhough the turnover has improved by about Rs.699.33 lakhs. 

However the number of loss making enterprises has come down t o  

seven from nine. Four enterprises namely The Mete1 Industries 

Ltd., Kerala Aqro Machinery Corporation Ltd., Kerala State 

construction Corporation Ltd- and Astral Watches Ltd. made 

profits during 1991-92. However the cash losses have increased by 

almost 50% and the net worth has become negative. The major loss 

making enterpri se5 are AutoKast Ltd., Steel Complex Ltd., K w a l a  

Automobiles Ltd., Steel and Industrial Forgings Ltd. and Steel 

Industries Eerala Ltd-g Kerala Agro Machinery Corporation Ltd. 

has delivered a dividend of 12X for the year 1991-92. 

The total capital invested in the 

textile sector is Rs.3877.31 lakhs which is 0.982 of the total 

capital invested in the public sector. It employs 3029 persons 

which account for 1.82% of the total employment. 

The perf ormance of the sector as a whole 

has declined during 1791-92. Even though the turnover has 

increased to Rs.3437.21 lakhs from Rs.3040.99 lakhs during 1990- 

1 all the four enterprises in this sector made losses that 

aggregate t o  Rs-282.62 lakhs. During 1990-91 one unit had made 

profit (Kerala State Textile Corporation Ltd.). Trivandrum 

Spinning Mills Ltd. and Sitaram Textiles Ltd. are the major loss 

making enterprises, The net worth is negative at Rs.993.98 lakhs. 

The wood based sector employs 864 

persons (0.52X of the total employment) in there units. The total 

capital investment amounting to Rs. 1478.62 lekhs which is 0.37X 

of the total capital investment. The performance of this sector 

has come down in comparison to 1990-91. The turnover has 



decreased by R s . 3 0 3  lakhs .  Two of t h e  e n t e r p r i s e s ,  compared t o  

one du r ing  t h e  las t  year ,  made losses t o t a l l i n g  t o  Rs.212.40 

lakhs.  F o r e s t  I n d u s t r i e s  (Travancore) Ltd. h a s  made a prof i t  of 

Rs.4.10 l a k h s  du r ing  1991-92 compared t o  Rs.23.45 l a k h s  i n  1990- 

91. Travancore Plywood I n d u s t r i e s  Ltd, made a loss of R s .  168.33 

lakhs .  The n e t  worth of t h e  sector h a s  f u r t h e r  eroded and s t a n d s  

a t  R s .  (-1 1309.55 lakhs .  

One must no t  overlook t h e  f a c t  t h a t  

t h e r e  is g r e a t e r  s i c k n e s s  i n  p r i v a t e  sector than  i n  t h e  p u b l i c  

sector, cons ide r ing  extremely l a r g e  number of u n i t s  i n  t h e  

l a t t e r .  But what is r e a l l y  s i g n i f i c a n t  is t h a t  s i c k n e s s  i n  a l l  

cases is not  e x c l u s i v e l y  due t o  any one f a c t o r  bu t  due t o  a 

v a r i e t y  of reasons .  So let  u s  ana lyse  and s h o r t  list t h e  m o s t  

ou t s t and ing  reason  which could render  any i n d u s t r i a l  u n i t ,  p u b l i c  

o r  p r i v a t e ,  t o  be  marginal s i c k  and would render  it u n p r o f i t a b l e  

and non-viable. Such a list could be  as  under. 

(a) A p r o j e c t  which is a b i n i t i o  misconceived. 

(b) A good p r o j e c t  s u f f e r i n g  from misconceived f i s c a l  

p o l i c i e s  of t h e  government r ega rd ing  p r i c e s ,  l i c e n s e d  c a p a c i t y  o r  

p rab l  e m s  through m i  sconcei  ved import p01 i c y  or d e f e c t i v e  or on 

s a l a b l e  product .  

(c) Lack of f i n a n c i a l  r e s o u r c e s  and l i q u i d i t y .  

< d t  Lack of e f f i c i e n t  t e c h n i c a l  and o p e r a t i o n a l  s k i 1  l 

i n  management. 

(e) Poor p r o d u c t i v i t y  wi th  b loa t ed  must employ m o r e  

workers than  necessary.  

Cf1 Shor tage  of power, f r equen t  i n t e r r u p t i o n  Etc. 

( g )  Labour t roub led  through s t r i k e s ,  l o c k o u t s  and go 

sl o w s  or w o r  k-to-rul e. 

(h) any r e s t r a i n t  t o  close down i n  l i n e  or suspended 



operations when operations patently prove unprofitable. 

(i 1 Wanton misinterpretation of labour laws making a 

mockery of collective bargaining leading to fictious demand from 

l abour . 
(j1 not making timely change in the product with the 

advent of new technologies regarding the product absolute and 

unsaleable. 

However the public sector units have in 

addition, certain obvious handicaps which is not the lot of a 

private sector. desire to indulge in politicalisinq the 

management of industry had resulted in bringing about 

destabilisation. 

Poor capacity utilisation is another 

important cause for low productivity in the public sector. 

Inadequate capacity utilisation is largely explained by erratac 

power supply. A major part of production loss in fertilizer 

industry has been caused by power problems. 

Another cause for inefficient 

per+ ormance of the pub1 i c sector is huge inventory accumulation. 

6 large portion of the total investable funds get stagnated in 

the farm of unrealised products. Inventory accumulation in some 

major enterprises has accounted at times for about 1 /3 '~  of the 

tatal capital. This makes capital-output ratio high and reduces 

the quantum of return on investment. Due to inventory 

accumul ator, automatic flow of investable funds i s a1 so 

constrained. 

Professional and well-trained management 

is an essential requirement for the success of any enterprise. In 

the case of public enterprises in India and particularly in 

Eerala this is lacking. Persons placed in charge of big 

enterprises are politicians and retired civil servants, who are 

not qualified by their past experience or achievements to hold 



position on which drive and initiate are essential requirements. 

The selection of the project should take 

account of not only the type of enterprises but also the scale 

technology adopted and the location of the enterprises. On all 

these counts we have badly blundered in the past. Projects were 

started in areas where there was no justification. The location 

was determined on p01 itical consideration rather than on 

economic grounds. The scale was determined more by a prediction 

for 'gigantism' rather than on the leases of economic calculation 

of production potential and likely demand. Also, in selecting the 

proper technology full thought was not always given and the 

collaboration was at time in to with firms whose own achievement 

and technical know how had yet to be proved. 

Unduely long time taken in completing 

the projects is also a serious handicap to be considered. Unduely 

long time taken is more likely to be due to the lack of proper 

planning. To formulate a realistic time schedule and to adhere to 

it is of basic importance for starting any enterprise. This 

should be considered to be an absolute 'must" in the case of 

public enterprises which tens and hundreds of crores of rupees 

are sunk. 

Factor responsible for the poor 

performance of public enterprises mentioned in the above 

paragraphs are not exception to the public enterprises in Kerala. 

Under utilisation of capacity is a major 

problem af majority of concerns. In most of the cases utilised 

capacity was below 50% of the installed capacity. The only 

concern which utilised to the full and even more than the 

installed capacity was the Malabar Cements Ltd. It produced 104 

lakhs M.T of portland cement against the installed capacity of 

4.2 lakh M.T in the case of Keral Agro Machinery Corporation it 



w a s  o n l y  29% d u r i n g  t h e  l a s t  10 years .  Lack of demand, non 

a v a i  l a b i  l i t y  of rawmateri  a1 s and l a b o u r  u n r e s t  are t h e  m a j o r  

f a c t o r s  g e n e r a l l y  mentioned to  e x p l a i n  heavy e x c e s s  c a p a c i t y  

On an  average ,  it is e s t i m a t e d  t h a t  t h e  

p e r c e n t a g e  of powercut imposed, d u r i n g  t h e  y e a r  1991-92 and 1992- 

93, caused loss of p r o d u c t i o n  t o  t h e  t u n e  of  86.8X. A t  abou t  135 

p r o d u c t i o n  d a y s  w e r e  lost  on t h i s  accoun t  d u r i n g  1991-92. 

S t i f f  c o m p e t i t i o n  f rom the p r i v a t e  

sector which are engaged i n  t h e  p r o d u c t i o n  m o r e  or less i d e n t i c a l  

commodity and u s e s  i d e n t i c a l  r a w m a t e r i a l s  is also a f a c t o r  

r e s p o n s i b l e  f o r  t h e  bad performance  of p u b l i c  e n t e r p r i s e s  i n  

K e r a l  a. 

Non-avai l a b i  l i t y  of r a w m a t e r i a l  S, h i g h  

p r i c e  of r a w m a t e r i a l s ,  and it's poor q u a l i t y  etc. rises t h e  cost 

of p r o d u c t i o n  which may r e s u l t  i n  loss f o r  t h e  u n d e r t a k i n g s .  I n  

t h e  case of Trivandrum Sp inn ing  H i l l s  Ltd. t h e  v a l u e  of 

p r o d u c t i o n ,  sales t u r n o v e r  and t h e  losses i n c r e a s e d  d u r i n g  1992- 

93 due  t o  h i g h  c o t t o n  p r i c e s  and s l u g g i s h  ya rn  p r i c e s .  Due t o  t h e  

poor q u a l i t y  of l i m e s t o n e  from it's mining area, The Halabar  

Cements Ltd.,  had t o  impor t  l a r g e  q u a n t i t y  of r a w m a t e r i a l s  from 

o u t s i d e  t h e  s tate,  which pushed up t h e  cost of p roduc t ion .  The 

m a j o r  r e a s o n  f o r  t h e  losses of Travancore  S u g a r s  and Chemicals  

Ltd. ,  d u r i n g  1991-92 w a s  t h e  f a l l  i n  t h e  s u g a r c a n e  supply .  

Approach of t h e  P u b l i c  is a n o t h e r  f a c t o r  

r e s p o n s i b l e  f o r  t h e  poor performance  of P u b l i c  sector. P u b l i c  

sector i n  I n d i a  e s p e c i a l l y  i n  K e r a l a  e n j o y s  l i t t l e  p u b l i c  f a i t h  

and it h a s  been blamed as "Nobody's ,,.jikda~-~. P e o p l e  are n o t  

b o t h e r e d  a b o u t  t h e  mounting losses of t h e s e  e n t e r p r i s e s .  There  is 

no p r i v a t e  i n i t i a t i v e  t o  i n c r e a s e  p r o d u c t i v i t y  or t o  make p r o f i t .  



Problem of  m i  s-management . The pub1 i c 

sector enterprises are of ten played wi th  undue p o l i t i c a l  

inter ference i n  t h e i r  day t o  day working and there has a 

demoralising e f f ec t  on the  management and other personal of these 

enterprises. Many appointments are a t  the top are not made on the 

ground of professional competence or s u i t a b i l i t y ,  but are 

determined by various p01 i t i c a l  considerations. 

As corrupt ion increased i n  the 

Government as a whole the  publ ic  enterprises began t o  provide 

use fu l l y  f l e x i b l e  avenues f o r  corrupt practices. 

Pr ic ing  po l i cy  i s  another factor.  The 

object ive of p r i c i ng  po l i cy  may not be p r o f i t  maximisation. Many 

of  the publ ic  enterprises are fo l lowing a p r i ce  po l i cy  which i s  

working below cost. It i s  here tha t  cost wounted i n  many of the 

enterpr i  5es because of  over employment and i n e f f i c i e n t  

management. A t  the same time the necessity t o  ensure tha t  pr ices 

over cost except i n  very special circumstances, was overlooked. 

Some external factors  beyond the control  

of the enterprises also pose serious problems. For instance the 

operational e f  + ic iency of K.S. R. T. C depends on the  conduction of 

roads, f ue l  cost, tax etc. 

Besides external factors  there are many 

in te rna l  bott lenecks a r i s ing  w i th in  the enterprises. These 

includes those a r i s ing  a t  the production stage and a t  the 

marketing stage of commodities. 

Neglect of the centre i s  another serious 

problem responsible f o r  the  bad performance of publ ic  enterprises 

i n  Kerala. The share of  central  investment i s  very meagre. It 

was only 1.58% during 1991-92. On the other hand f i v e  states of 

Maharashtra, B i  har , Madhya Pradesh, Andra Pradesh and Utter-  



Pradesh accounted for more than 56% of Central Investment. 

Public enterprises are often faced with 

adverse labour struggle. This is due to militancy of trade union 

in Kerala. That is why Kerala faces migration of industries to 

other states. The recent strikes are mainly due to trade union. 

In many cases the authorities failed to check before it become 

aggres=ive. It is to be noted that Kerala and West Bengal topped 

l i5t of all the states on the number of man days lost. 

We have detailed above the picture of 

the entire spectrum of state owned enterprises in Kerala. Here 

we may confine t o  a discussion of Manufacturing Enterprises only. 

Of the fourteen sectors across which the 99 enterprises 

have been distributed, seven sectors are classified as Modern 

manufacturing Sectors. These seven sectors accounts for 50 units 

with an investment of Rs.88454.87 lakhs which is 22.29% of the 

total capital invested. Graph.11 shows the sector wise break up 

of capital investment into share capital and loan funds in these 

sectors for 1989-90 and 1992-93. The capacity utilisation of 

these sectors for the same period is also shown on a comparative 

scale in Graph 111 and also in the following table. It may be 

noted that in some enterprises the capacity utilisation has been 

very high- 
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The distribution of manufacturing 

enterprises according to the line of activities gives the 

following picture. Of theenterprises majority of them are 

operating in the area of chemicals and pharmaceuticals. As seen 

f ram the (table 4.81 the manu+acturinq sector account for around 

20% of the employment of state sector enterprises and 25% of the 

capital invested, 45% of the total accumulated loss of all 

enterprises. Industry wise employment per employees is highest 

in the rase of chemicals and lowest in the case o+ ceramics and 

refractories followed by aqro woad industries (See Table-4.8). 

Sim:  larly, accumulated loss per employee is highest in the case 
I 

of Electrical and lowest in the case of agro based and iron and 

steel industries. 



Ry a r u l e  Thumb, we can now attempt the 

opportunity cost of  the accumulated loss i n  terms of employment 

forgone t o  the loss incurred by these enterprises. On the 

average per employee investment i n  s ta te  sector enterprises works 

out t o  Rs. 1.92 lakhs. Had there been no accumulated loss  the 

s ta te  sector Manufacturing enterprises would have generated 3807 

more d i r ec t  employment. 
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We have mentioned ea r l i e r  t ha t  the 

percentage of employment generated by s ta te  owned enterprises i s  

higher i n  regard t o  those enterprises s tar ted before 1960. The 

decade wise d i s t r i bu t i on  (corresponding t o  the year of the 

formation of the  s ta te  (1956) 1 showed tha t  the  share of 

employment and investment is higher i n  the  case of enterprises 

established before 1965 accounting 67.762 and 55.652 of 

employment and investment respectively; though simi l ar trend i s  

not seen i n  the case of accumulated loss. (See Table-4.9). 
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The above description presented a 

picture of loss making enterprises. Though, on balance this is 

largely true, of the 37 companies for which consolidated 

balancesheet was available there are at least ten profit making 

enterprises. The profit earned by these enterprises on the 

average works out to 3% of the paid up capital (see table 4-10) 
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We have given rbovr only r mnrp shot 
p i c tu re  of nature and character is t ics  o f  the s ta te  sector 
enterprises i n  general and tha t  of manufacturing enterprises i n  
par t icu lar .  W e  may conclude t h i s  section wi th a r e l a t i v e  p i c tu re  
of  the s ize of these enterprises v i  S-a-vis other major sector i n  
the state. Among the large and medium indus t r i a l  enterprises 
operating i n  the state, other s ta te  sector owned enterprises 
const i tuted 23X of  a l l  units, 10.9X of  gross f i xed  assets, 12.1X 
of  d i rec t  employment (see table-4.11). As a prel iminary step t o  
explore the loss making phenomenon, i n  the next chapter we sha l l  
be d i  scussi ng some aspects of  f i nanci a1 management of s ta te  
sector enterprises i n  Kerala. 

j Sector-wise D is t r i bu t ion  of  large and medium Industr ies i n  
L"-- --- "... --M-....- ---.-..-- Kerala 1991-92 

...-p-.- , - 
--"....-...-.UI_I_II__l_-_I_-.---- 
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"----- 
Estimated Annu- 
a l  Turn-over 

Source: Report of  the high leve l  Committee on Industry Trade 

- -.-- and Power, Government o f  Keral a. 
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FINANCIAL ANAL YSZS 



In business management finance occupies 

a major area. Here in this chapter we will be discussing about 

some aspects of financial management of state sector modern 

manufacturing enterprises. The S inanci a1 management deals with 

the three major decision making areas namely the investment, 

decision, financing decision and the dividend decision. In this 

section we will be discussing most1 y the second decision that is 

the implication of f inancing decisions with regard to the capital 

structure of the state sector enterprises. To start with, a 

close look at the capital structure of state sector enterprises 

reveal some interesting features. Of the capital invested hardly 

23% was through the share capital and a major portion of capital 

base have been financed by long term borrowing. In the case of 

manufacturing sectors 2 8 X  of the capital invested was through 

share capital and the rest being accounted mainly by loan 

capital. This process of spreading thinly share capital across a 

wider spectrum of larqe number of enterprises is the 

characteristics feature of capital structure in state 

enterprises. The available recourse had to be spread very thinly 

because the quantum of resources available with state Government 

for investment remained more or less the same over time relative 

to capital outlays in other sector such as education, health, 

agriculture etc. Our analysis revealed that only the outlays 

committed to state enterprises Cincluding services) not on1 y 

+luctuated very widely overtime but also declined sharply to 

9.17% in 1992-1993 from 22.3% in 1963-1964 (see table 5.1). The 

returns from such investment during this period marked out hardly 
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1 2.7% from manufacturing and 8-5% from services.' Evident1 y, 

majority of enterprises have became loss making prepositions as 

already discussed in the previous section 

As already mentioned in the third 

section the growth in number of enterprises must have been 

possible due t o  this process of spreading the thin layer of 

capital. In fact with the growth of number of enterprises there 

was no commensurate growth of investment in manufacturing, We 

have also attempted to see overtime how much resources in real 

terms (at constant prices) have been committed by the state in 

state sector manufacturing enterprises. The period taken was 

between 1972-1973 t o  1992-1993. When the series at current prices 

were deflated by price series of plant and machinery (1970 = 1B0 

and also 1958 = 100) it was found that the level of investment 

was +ound only marginally higher compared to 1972-73. In fact, 

the investment registered an increase of hardly 0.25% Cat 1980- 

1981 prices). (Table 5.2) gives the details of both the 

manufacturing enterprises and service enterprises separately. 

toss making has its cwn inherent logic. 

The budgetary process in such a situation will he more adhoc and 

crisis oriented than development oriented. Since there is a 

total dependance of enterpr i se5 on Government resources, 

Government have a preference t o  provide loan than equity, for, it 

will avoid the uncertainly about yield and the period over which 

it will he earned. Government provides loans to the extent that 

they are properly serviced. From the enterprises point of view 

equity is a flexible instrument while loan add t o  cost in turn, 

affecting pricing campeti tiveness of the firm. 

1 
Finance Accounts, Government of Eeral a, Various Issue. 
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Table 5.2 

Note : In brackets grorcrth yerctxltage m presented 

We are not passing judgment on the behavior of 
state governlent in favoring loan to equity but what is question&le is the easy options like 
granting a loan to tide over L e  crisis when the crisis itself is gaerated due to the lack of  

equity base. Wien loan ei~ters as anrajor 



element  i n  t h e  c a p i t a l  s t r u c t u r e s  i t  g e n e r a t e s  its own l o g i c  of a 

d e p t  t r a p .  T h i s  tendency of p r o v i d i n g  o n l y  s e e d  c a p i t a l  became 

m o r e  profound s i n c e  bank n a t i o n a l  i s a t i o n .  The p r o s p e c t  of l o a n s  

from f i n a n c i a l  i n s t i t u t i o n s ,  i t  is o f t e n  p o i n t e d  o u t  had l e d  t o  a 

p r o l i f e r a t i o n  of s ta te  e n t e r p r i s e s  i n  a l l  s tates w i t h  l i t t l e  

though t  on t h e  v i a b i l i t y  of such  e n t e r p r i  se5. 

When w e  compare t h e  e x t e n t  of l o a n  

accumulated over  t i m e  i n  t h e  c a p i t a l  s t r u c t u r e  t h e  g r a v i t y  of t h e  

s i t u a t i o n  can  b e  r e a l i s e d .  While t h e  s t a n d a r d  norm is of 50:50 

d i s t r i b u t i o n  between d e p t  and e q u i t y ,  i n  s o m e  e n t e r p r i s e s  under 

s t a t e  government t h e  d e b t  e q u i t y  ra t io  is as  h igh  a s  8: 1. Around 

1 8  such e n t e r p r i s e s  which have  h i g h  d e b t  e q u i t y  r a t i o  13:l)  

accounted  + o r  71% of t h e  t o t a l  accumulated loss  o+ t h e  s t a t e  

sector e n t e r p r i s e s .  These e n t e r p r i s e s  accounted  f o r  41% of t h e  

t o t a l  e q u i t y  c a p i t a l  of s ta te  sector, e n t e r p r i s e .  Coming t o  t h e  

revenue  p a r t  a c c r u i n g  t o  t h e  Government o u r  c a l c u l a t i o n s  showed 

t h a t  d i v i d e n d  is o n l y  a  m i n i c u l e  p r o p o r t i o n  of t h e  to ta l  revenue  

N o w  le t  u s  h y p o t h e s i s  a s i t u a t i o n  i n  

which t h e s e  l o a n s  a r e  c o n v e r t e d  t o  e q u i t y .  How w i l l  t h e  p i c t u r e  

l o o k  l i k e !  W e  have  c a l c u l a t e d  t h e  revenue  due  t o  government from 

d i v i d e n d  i n t e r e s t  c h a r g e s ,  income t a x ,  s a l e s  t a x  e x c i s e  d u t y  etc. 

I f  w e  add up t h e s e  e l e m e n t s  a f  r evenue  i t  s t o o d  a t  24-60 crores 

i n  1990-1991, and s t e a d i l y  i n c r e a s e d  t o  204 crores by 1992-1993, 

i n c r e a s i n g  e lement  be ing  i n t e r e s t  cha rges .  (See  T a b l e  5.3). T h i s  

way of l o o k i n g  a t  t h e  c o n t r i b u t i o n  of s t a t e  sector e n t e r p r i s e s  is 

e r r o n e o u s  because  t h e  revenue  y i e l d  o t h e r  t h a n  d i v i d e n d  and 

i n t e r e s t  c h a r g e s  may b e  a v a i l a b l e  t o  t h e  Government had t h e  

p r i v a t e  s e c t o r  i n v e s t e d  t h e  s a m e  r e s o u r c e s  Hence we o m i t t e d  

t h o s e  i terns and c a l c u l a t e d  t h e  d iv idend  and i n t e r e s t  c h a r g e s  

which worked o u t  t a  20% a f  t h e  33% of t h e  p a i d  up c a p i t a l  

i n v e s t e d  i n  a l l  e n t e r p r i s e s  i n  t h e  yea r  1992-93 which i n  t u r n  

means t h a t  t h e  e n t i r e  inves tment  can  b e  recouped w i t h i n  t h r e e  



y e a r s !  The p o i n t  of e m p h a s i s  is t h a t  t h e r e  e x i t  s c o p e  for 

c o n v e r s i o n  of l o a n  e l e m e n t  i n t o  e q u i t y .  

..-..-...-........-. ..--. .......... -..----.- ........ . ...... "*,." ........... -..-" .................. -" ........ -..-...-.-.--.. . ........................... . -..--".--.- 

T o t a l  Revenue P a i d  and  P a y a b l e  t o  t h e  Government f o r  f o u r  

y e a r s  
......... -..- ........................................ . -. ..... .......................................................................................... 
W--- -- "....------.---"-""------." .... p .-.---...... -.*..---- ......... ".- --.. ...... - 

" .... "" ..---.--.- . 
1. D i v i d e n d s  00.17 

....-W..--.--- 

2. I n t e r e s t  C h a r g e s  77.78 
..----... ............ - -" "-- 

3. Income Tax 00.71 06.56 09.00 
....... .... -.u..- 

4. Sales Tax 
" " "---".-A.. .... -... " ..... -.... " ... -.....-. 

5- E x c i s e  Duty 22.54 
"" 

U 6. O t h e r  T a x e s  00.48 
.*.--. _--.- .... 

TOTAL 
..... 

Govt. e q u i  t y  
ii .... -.--..-.----p-- " .... .... "--- 

Above g i v e n  is a s n a p s h o t  p i c t u r e  of a1 l 

s t a t e  sector e n t e r p r i s e s  i n c l u d i n g  t h o s e  i n  t r a d i n g  a c t i v i t i e s .  

Where t h e  d e p t  e q u i t y  r a t i o  c a n  b e  + a i r l y  h i g h  t h a n  i n  t h e  case 

o f  manuf a c t u r i n q 7 .  T h e r e f o r e  w e  h a v e  s e p a r a t e 1  y worked o u t  t h e  

i n c i d e n c e  of i n t e r e s t  d u e  t o  d e p t  a c c u m u l a t i a n .  

R e p o r t  on t h e  Economic Adv i so ry  Counc i l  " P u h l i r  
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Total Revenue Paid and Payable t o  the Government by 

Manufacturing Enterprises ( 1992-93) 
i 
I 

"" - " "" " ..... 1 ----- " .- . 

1997 - 1993(hs L 

In terest  1347.48 

D i  v i  dend 

Excise Duty 1698.49 

Sales Tax 1346.17 

Other Taxes 541 .B6 

4935.20 

Govt : Equity 18500.41 

As Table 5.4 shows the major source of 

income t o  the s ta te  continues t o  be from in te res t  charges and i t  

const i tu tes near ly 9% of  Government equi ty committed i n  these 
3 enterprises i n  a s ing le  year. Needless t o  say we found a high 

S Cls on 1992-93 the government equity in the manufacturing 

enterprises staod at 185.41 and interest and dividend accounted 

for Hs. 14-67 crores. 

Source : Large and medium industries including public sector 

industries. op-cit. 



cor re la t ion  (0.90)  between the extend of indebtedness and loss 

making, the higher the dept element greater the quantum of loss 

and v ice versa. 

This does not mean tha t  dept or lack of 

su f f i c i en t  equi ty base i s  the major factor  i n  the poor 

performance of s ta te  sector enterprise. May be t h i s  successive 

debt element must have been accumulated whi le remaining ' seek' 

f o r  a long time. Some aspects of  i t  we w i l l  be analysing i n  l a t e r  

sections. Perhaps there may be other equal ly important factors  

such as defect ive pro ject  planning, product planning, pr ic ing,  

sales promotion po l i c i es  etc i n  explaining the phenomenon of  loss 

making i n  s ta te  sector enterprises. An analysis of such factors  

are beyond the scope of  t h i s  study. Therefore, we sha l l  confine 

here t o  a fur ther  analysis of  the previous impact of  f inanc ia l  

strategy on other aspects of performance. 

Let us now discuss the impl icat ion of t h i s  

f inanc ia l  s t ructure of s ta te  sector enterprises by measuring 

f inanc ia l  ra t ios .  These r a t i o s  are conventionally used t o  see 

whether the f inanc ia l  pos i t ion  of the company i s  good or bad or 

i nd i f f e ren t .  A t  the same time, they r e f l e c t  the  d i rec t i on  of  

change, r a t e  of change as wel l  as the fu tu re  po ten t ia l i t i es .  

But w e  may s t r i k e  a note of  caution here. The r a t i o s  are only a 

prel iminary step i n  in terpretat ion.  Therefore, we would l i k e  t o  

see fur ther  the produc t iv i t y  performance of the s ta te  sector 

u n i t s  before any fur ther  conclusions are drawn regarding the 

operational ef f ic iency.  

We had the in ten t ion  t o  cover as many un i t s  

as possible f o r  t h i s  purpose. But f o r  un i formi ty  regarding age 

and size, we had t o  drop many u n i t s  i n  between. Another problem 



faced had been non a v a i l a b i l i t y  of  data f o r  a longer period. The 

annual re turns of s ta te  enterprises are not submitted t o  

government i n  time. There are a t  least  e ight  or nine s ta te  

sector enterprises which d i d  not even f i n a l i s e  t h e i r  annual 

repor ts  submitted by the s ta te  sector enterprises, we begin our 

analysis wi th  the base year 1987-1988. The d i s t r i bu t i on  of the 

sample u n i t s  selected f o r  f inanci a1 and produc t iv i t y  analysis 

between the period 1987-1988 t o  1992-1993 according t o  the 

industry i s  given i n  the (Table 5.5)  

..................................................................... ---.-...-.----.--.--. ......- "--....-.....----...- .................. ... .................................... ""..."...--"" ............................ -...-...-- ....... -- 
The D is t r i bu t i on  of Sampled Un i ts  according t o  Industry I 

. . . .---....., . .- ............................ -... # ..... .... - .... -""---..- ................. . -.-.. ................... -.---.-..---.--- ........ ".-..."-..--..".-.- 

.....- ....- .................................................................................................................. ....................... . ......... ......... __. ____...7.....__1---.-- .. 
f' 
I No of  sampled / Share i n  the t o t a l  
i 

Industry l u n i t s  output as on 1992-1993 
..... ---...--.- .......... ..W ..... - 

1. Chemicals 1 3 i . " ......... . .  ......... ...-.--.. . ...... .- .. 
43 

+ 
2. E ~ c c ~ T ~ E ~ ~ s  1 3 I 34 

3. engineering / 2 I I 25 

4. Ceramics 

and 
i 
I 2 i 32 

Refractors 1 i 
I ... ..tt..t.tttt...tt.t.t..t.~~t...t.t..t...t.ttt.tt....t~~ttt~. ... 

T- 5.hgroWood 3 40 

Industr ies I 
6. Text i les  2 i 

! 36 

7. Rubber l i 
l NA  

"".." +.. . ? 

f... 

TOTAL 1 l6 l 38 
........._........ . " 1 " .......... " " 2 " .. .. ..... "-" ............ " ,.-.-" "" " - - ........ .- ......... 



It may be mentioned that,  of  the 16 

un i t s  i n  the sample, eleven u n i t s  are loss making enterprises and 

only four u n i t s  are making any pro f i t s .  The d i s t r i bu t i on  of  the 

p r o f i t  making u n i t s  i n  the sample according t o  the industry 

showed the fo l lowing pattern; two u n i t s  belong t o  the chemical 

industry groups, one i n  e lec t r i ca ls ,  and one i n  engineering 

industry. S 

It i s  seen from the Table-5.5 tha t  of 

the 16 sampled uni ts,  t h e i r  share of  16 u n i t s  were around 38X i n  

the t o t a l  output accounted by a l l  s ta te  sector enterprises i n  

Kerala as on 1992-1993. The average s ize  of  the f i r m s  as 

measured by t o t a l  number of  employees i s  r e l a t i v e l y  h igh i n  

chemical industry and i n  ceramics and ref ractor ies.  The average 

age of f i rms are found highest i n  the case of  e l ec t r i ca l  goods 

industry and lowest i n  the  case af  t ex t i l es .  (see Table-5.6). 

I Average s i ze  and average age o f  sample f i r m s  1992-1993 
----P-.-"" ------P- - 1 

I Industry 

-- 
l. Chemical 

2. E l ec t r i ca l  

3. engineering 

.--.-"-p- 

Average s ize  

" 
(employment) NO 

1058 

513 
p-...... 

470 

"". -- 

Average age 
year 

32 

41 .-...--.-- .... "- 

14 

19 

36 

17 

32 

25 
B 

4. Ceramics & 
Ref rac to rs  

5. Agro & Wood 
Based 

6 .  Textiles 

7. Rubber 

AVERAGE 

345 

-....- 480 

38 1 

125 

530 



For  t h e  p u r p o s e  of examining t h e  

imp1 i c a t i o n s  of f i n a n c i a l  s t r a t e g y  of f i n a n c i a l  s t r u c t u r e ,  w e  are 

c o n s i d e r i n g  t h e  f  01 lowing f  i n a n c i  a1  ratios. They are 

ta) n e t  worth t o  total  assets 

( b )  total  l i a b i l i t i e s  t o  t h e  n e t  worth 

L e t  u s  b r i e f l y  e x p l a i n  t h e s e  ratios. The f  irrt ra t io  r e p r e s e n t s  

t h e  p e r c e n t a g e  o+ total  i n t e r n a l  f u n d s  t o  total  assets, t h e  

h i g h e r  t h e  r a t i o  n e a r l y  100 t h e  s t r o n g e r  t h e  f i n a n c i a l  s t a b i l i t y  

and v i c e v e r s a .  The second r a t i o  c o n t r a s t s  e x t e r n a l  w i t h  i n t e r n a l  

e q u i t y  r e f l e c t i n g  t h e  r e l a t i v e  i n t e r e s t  of c r e d i t o r s  and 

t h e r e f o r e  t h e  l o n g  r u n  s t a b i l i t y .  The s m a l l e r  is t h e  r a t i o  t h e  

h i g h e r  is t h e  i n t e r e s t  of s h a r e h o l d e r s  as  compared w i t h  

c r e d i t o r s .  The ra t io  less t h a n  100 is t h e r e f o r e  d e s i r a b l e .  I f  i t  

exceeds  100 i t  would mean t h a t  hand icap  of i n t e r e s t  c h a r g e s  

become a cr i t ical  burden. 

F i n a n c i a l  E f f i c i e n c y  I n d i c a t o r s  of Firm i n  t h e  Sample 
1987-1988 t o  1992-1993 
p- 

R a t i o s  

1. 
Networth 
t o  total  
assets 

I I 
T o t a l  
L i  abi  - 
lities 
total  
ne twor th  

For chem- 
a1  l i cal 
. F i r m s  

Text- Rub- 
i l es b e r  

N o t e  : F i g u r e s  i n  t h e  b r a c k e t s  i n d i c a t e s  t h e  f i n a n c i a l  ra t ios  of 
pro+ it making e n t e r p r i s e s .  



The above table-5.7 shows the stability 

ratios. Surprisingly, both overall and industry wise ratios 

showed extremely unsatisfactory levels which in turn reinforce 

our earlier hypothesis of weak capital base of state sector 

enterprises reinforcing a weak financial structure. It is a biq 

relief to report that when the financial ratios of profit making 

companies were considered it was found that their ratios had been 

more less on satisfactory levels. Though industry wise picture 

shows more or less the same trend, a note of caution may be 

added. The broad comparison of financial ratios of firms dealing 

with heterogenous product lines is apt to be misleading. But 

since there is considerable deviation from accepted norm product 

hetrogeni ty is unl i kel y to make much difference. 

It may be mentioned in this context that 

the financial handicap imposed on them render them unable to 

initiate their own biological growth process. since all the loss 

making enterprises listed in the sample strictly stagnates we do 

not have the scope to investigate the relationship between the 

financial policy variables. (such as profitability, retention 

ratio, liquidity, debt ratio etc). However, when we examined the 

case of profit making companies the rank correlation between the 

growth of firms and the growth of financial variables such as 

profitability ratio, retention ratio for the period 1987-1988 to 

1942-1993 the CO-ef f icients, showed positive signs. However, 

profitability alone was found highly CO-related with growth only, 

liquidity ratio has shown negative correlation with growth of 

praf it making firms. 

................................................................. 
N42kK 

l .  4 3 3 ~  (G) - was defined as the simple arithmetic average 
of the annual changes in the net asset for the period is the 

indicator of average profitability of enterprises. 

2. Retention the undistri buted prof it as a percentage of 

net profit. 



L e t  u s  now summarise t h e  m a j o r  p o i n t s  

d i s c u s s e d  i n  t h i s  c h a p t e r .  An examina t ion  of t h e  c a p i t a l  

s t r u c t u r e  of t h e  manufactur ing  state e n t e r p r i s e s  i n  E e r a l a  

r e v e a l e d  t h a t  it is h e a v i l y  based towards  deb t .  A s  s u b s t a n t i a t e d  

by our  e m p i r i c a l  f i n d i n g s  t h i s  h a s  c o n s t r a i n e d  t h e  f i n a n c i a l  

h e a l t h  of t h e  e n t e r p r i s e s  by imposing a heavy i n t e r e s t  burden 

u l t i m a t e l y  r e s u l t i n g  i n  v u l n e r a b l e  f i n a n c i a l  ratios. T h i s  d o e s  

n o t  mean t h a t  s u f f i c i e n t  e x p l a n a t i o n  on loss making phenomenon 

is prov ided  by e q u i t y  d e b t  ratio. P e r h a p s  t h e r e  may b e  e q u a l l y  

s t r o n g  e x p l a n a t o r y  v a r i a b l e s  such  as techno logy ,  d e f e c t i v e  

p r o j e c t ,  p lann ing ,  p rodyc t  p lann ing ,  p r i c i n g  etc. Though a1  l 
, 

t h o s e  f a c t o r s  are i m p o r &  an  a d e q u a t e  t r e a t m e n t  ot a1 l t h o s e  
/' 

f a c t o r s  is beyond the - -+-scope  of o u r  s tudy .  However, w e  may 

e x p l o r e  s o m e  t echno logy  r e l a t e d  a s p e c t s  i n  t h e  n e x t  c h a p t e r .  

7 . . 
r n f  i t a h i  l i ty - g r o s s  prof  i t less t a x a t i o n  would b e  n e t  income 

of t h e  f i rm.  

4. Ppht rat ip - T h i s  v a r i a b l e  measures t h e  e x t e r n a l  f i n a n c e  

r a i s e d  by t h e  f i r m  th rough  l o a n s  and advances  f o r  f i n a n c i n g  t h e  

growth purpose.  
- .  

5. w d i t y  - Another f i n a n c i a l  p o l i c y  v a r i a b l e s  c o n s i d e r e d  i n  

t h e  c o r r e l a t i o n  exercise is l i q u i d i t y .  I t  is d e f i n e d  as t h e  

r a t i o  of n e t  l i q u i d  asset (cash ,  t a x ,  m a r k e t a b l e  s e c u r i t i e s )  t o  

to ta l  a s s e t .  T h i s  i n d i c a t o r  shows access t o  c a s h  which t h e  f i r m  

e n j o y s  a p a r t  from i ts power t o  r u n  down or t a k e  n e t  t r a d e  

c r e d i t s .  
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PRODUCTZWTY ANAL Y S ' .  



In the former section we have made an 

analysis of f i nanci a1 efficiency of manufacturing state 

enterprises in Kerala. In this section we may try t o  analyse 

productivity trends at the group level of manufacturing state 

sector enterprises. The study has been undertaken for certain 

units of manufacturing state enterprises - chemical electrical, 

engineering, ceramic and ref ractories, texti les, wood based and 

rubber. The period chosen is 1986 - 87 to 1992 - 93. 

The measurement of productivity is pre - 
eminently a quantitative and technical problem. The concept of 

factor productivity gives the contribution which one or all used 

factors make t o  production. This concept is reflected in the 

ratio between product (output) and the factor or factors used 

(input). It is the most useful measurement of the variations of 

productivity in time. It is the best means of evaluating the 

contribution of various factors. So let us examine the 

perf ormance of manufacturing state enterprises in Kerala as 

reflected in the productivity measures. 

One common and relatively simple method 

of measuring productivity ratios are labour productivity IO/L), 

capital productivity (O/K) and average product of 

material'l~/~). The ratios would mean that there is saving in 

the use of particular factor. Though the partial productivity 

indices are indicative of efficiency of production, it does not 

tell us which force or set of forces generated that movement. 

l 
'0 = Output, L = Total number of employees, V = Net value 

added, M = Material input. 



T h e r e f o r e ,  a v e r a g e  p r o d u c t  of any  s i n g l e  f a c t o r  c a n n o t  be used as 

an  index  of o v e r a l l  e f f i c i e n c y .  For  t h i s  p u r p o s e  w e  c o n s t r u c t e d  

a measure  of t o t a l  f a c t o r  p r o d u c t i v i t y  (TFP). 

W e  measure to ta l  f a c t o r  p r o d u c t i v i t y  as  

w e l l  a s  p a r t i a l  f a c t o r  p r o d u c t i v i t y  f o r  v a r i o u s  manufac tu r ing  

g r o u p s  ove r t ime .  F u r t h e r  an  a t t e m p t  h a s  also been made t o  

e x p l a i n  annual  v a r i a t i o n s  i n  f a c t o r  p r o d u c t i v i t y  w i t h  t h e  h e l p  of 

mu1 t i p l e  r e g r e s s i o n  framework. F i n a l l y  i n t e r g r o u p  v a r i a t i o n s  i n  

p r o d u c t  i v i  t y  have  a1 so been d i  s c u s s e d .  

The c o n c e p t  of t o t a l  f a c t o r  p r o d u c t i v i t y  

(TFP) d e f i n e d  a s  t h e  r a t i o  of o u t p u t  t o  a weighted  combina t ion  of 

i n p u t  h a s  been used.  T h e r e  are d i f f e r e n t  methods of c o n s t r u c t i n g  

to ta l  f a c t o r  P r o d u c t i v i t y  - Kendrick Index,  S o l o w  Index and 

D i v i s i a  Index. The index  of t o ta l  f a c t o r  p r o d u c t i v i t y  w e  a p p l i e d  

is Kendrick Index,  a l i n e a r  n e o - c l a s s i c a l  p r o d u c t i o n  f u n c t i o n .  

T h i s  p r o d u c t i o n  f u n c t i o n  s u f f e r s  f rom a l l  t h e  l i m i t a t i o n s  of neo- 

c l a s s i c a l  p r o d u c t i o n  f u n c t i o n  and hence  t h e  r e s u l t s  may o n l y  b e  

t a k e n  a s  a r u l e  of thumb. 

Output  Index 

T o t a l  F a c t o r  P r o d u c t i v i t y  (TFP) = ------------------- 
F a c t o r  I n p u t  Index 

Kendrick Index of TFP, deno ted  by TFPk is d e f i n e d  a s  

v 
TFPk = -------------- 

W,L + r, k  

Where V = Index of real v a l u e  added 

L = Index of l a b o u r  

k = Index of real g r o s s  f i x e d  c a p i t a l  

W, = S h a r e  of l a b o u r  i n  v a l u e  added i n  b a s e  y e a r  

r, = S h a r e  of c a p i t a l  i n  v a l u e  added i n  b a s e  y e a r  



The p r o c e d u r e  is by c o n s t r u c t i n g  an 

index  of bo th  c a p i t a l  and l a b o u r  r e s p e c t i v e l y  w i t h  r e s p e c t i v e  

we igh t s .  These  w e i g h t s  are s h a r e s  of l a b o u r  and c a p i t a l  i n  t h e  

b a s e  y e a r  and are added t o  g e t  t h e  to ta l  i n p u t .  Then an  index  of 

o u t p u t  and a l s o  of to ta l  i n p u t  is p r e p a r e d  by u s i n g  a p p r o p r i a t e  

d e f l a t o r s .  The r a t i o  of o u t p u t  index  t o  t h a t  of to ta l  w i l l  y i e l d  

t h e  a r i t h m e t i c a l  t o t a l  f a c t o r  p r o d u c t i v i t y  index.  I n  t h i s  manner \ 
w e  are comparing t h e  a c t u a l  o u t p u t  of  f a c t o r s  would have  been,  

had t h e  p r o d u c t i v e  e f f i c i e n c y  p r e v a i l e d .  

H e r e  w e  d i s c u s s  t h e  f a c t o r s  which a f f e c t  c h a n g e s  i n  

f a c t o r  p r o d u c t i v i t y .  I t  is p o s t u l a t e d  t h a t  f a c t o r  p r o d u c t i v i t y  

depends  on s c a l e  of p r o d u c t i o n  and i n s t i t u t i o n a l  framework such  

a s  l abour-management-re1 a t i  ons.  Growth i n  scale of p r o d u c t i o n  

p e r m i t  a d o p t i o n  of t e c h n o l o g i e s  which improve p r o d u c t i v i t y .  

Expansion of s c a l e  a l s o  p r o v i d e s  d i v i s i o n  of l a b o u r  which i n  

t u r n  improves  p r o d u c t i v i t y .  Labour management r e l a t i o n s  a f f e c t  

m o t i v a t i o n  of w o r k e r s ,  which i n  t u r n  a f f e c t  t h e i r  w i l l  t o  work. 

Based on t h e  above  h y p o t h e s i s ,  f u n c t i o n  f o r  TPF is 

s p e c i f i e d  as below: 

P  = f ( V t 1  

where P= P r o d u c t i v i t y  Index 

v= real v a l u e  added a s  proxy f o r  scale of 

p r o d u c t i o n  

t= t i m e  v a r i a b l e  as  proxy f o r  management and 

l a b o u r  r e l a t i o n s ,  e tc  

The f u n c t i o n s  are e s t i m a t e d  i n  l o g  form; 't' of c o u r s e  

is c o n s i d e r e d  a s  l i n e a r .  



6.2 &*er 6rn11n V9riatinn in Productivitv Growth 

Factors affecting intergroup variation 

in productivity growth are now considered. At higher levels af 

output, economies of growth scale are generated which increase 

productivity. Capital goods embodying improved technology can be 

also adopted at a higher output level generating higher 

productivity. Productivity growth may thus considered t o  depend 

on output growth itself . 

Based on the above hypothesis, the 

functions for explaining inter-group variations in productivity 

growth may be specified as follows: 

P = f C V )  

where P stands for growth ratio in productivity and "v' stands 

for growth ratio in real value added at group level. 

We have attempted both industry wise and 

overal l analysis of partial ratios. The f ol lowinq procedure was 

followed for estimating the productivity indices. We have 

included all the 16 firms whose characteristics were discussed in 

the earlier chapter. However the following adjustments are made. 

411 the major economic variables which have been made available 

in current prices were converted into constant price by using 

appropriate def l ators. The wages and salaries have been deflated 

by cost of living index. Gross output and values added have been 

deflated by the wholesale index of concerned commodity or the 

nearest commodity price available. The fixed capital has been 

de+lated by the price of machinery. Working capital was deflated 

by wholesale price of commodities. The growth rate of partial 

productivity indicators listed in table is revealing. When the 

productivity growth of the sample firms were worked it is seen 

that a1 l the major indicators registered negative growth rates. 

However the record of profit making enterprises are also not so 



encouraging, It is instructive to note that the average material 

productivity showed negative growth implying inefficiency of 

technology. This point we shall take up in later sections. 

Partial Productivity Indicators of Manufacturing State 

.--."-p-.-.-""-----.-"-.".. -p-- ................ " 
Enterprises 1986-1993 ........ .... - . .... -----......---- ---------- ---- ...... 

.- V/M . ... 
Overal l Growth -0.92 ............-.-..- 

I-Profit Making 0.05 
Enterprises of which . ...................... .......... ,--- --...-.- . ....................... .. 

1) Chemical 
t 
........ .... -..-...----..-..-. i 

2) Electrical .... .. -..--..------..---.----- ........ .--- .... "-- 

3) Engineering -0.18 ................ - ........... .--...-.-..- .--- ---.--.--....--.----.. -..-----.p---.. 

11. Loss making 1 -3.20 -4.00 
Enterprises of which ---.---.--.---...--.-.-W----.. .. 

a) Chemical -1.10 -2.30 

b) Electrical . -2.00 -3.20 

C )  Engineering .... -2.11 -5.20 

d) agro based ....... .......... -3.10 - -4.10 . 

e) Textiles -3.10 -4.30 ......................... ........................................................... W... 

f) Rubber .... -4.12 

g) Ceramics & -3.50 -4.10 -4.28 
Refractories 

.... ............................................................................. -. ............................................. ---.m ................. 



The overall picture generally tend to 

observe the industry wise experience and hence are worked the 

partial productivity indicators for each industry such as value 

added per worker, average product of capital, average material 

productivity (see table-6.1). Among the profit making firms the 

performance of the chemical industry appears relatively better. 

In the electrical and engineering industry average material 

producing registered negative growth rate, a steeper decline was 

a1 so registered in the case of engineering industry. 

Coming to loss making Industries, 

needless to say, all indicators show negative signs. A higher 

degree of negative growth rates have been recorded in all three 

indicators in the case of rubber, agro based and textile, 

ceramics and refractories. 

We also attempted t o  see the Correlation 

between wage share in value added and labour productivity for 

both the profit making and loss making enterprises in the sample, 

In the case of profit making firms the strong correlation between 

wage share and labour productivity is maintained only in the case 

of enterpri ses be1 ongi ng t o  chemical and engineering industries. 

In the case of loss making enterprises 

this relationship was found negative, Industry wise variations 

showed that in three industries textiles, agro based and 

engineering and rubber goods, wage share far exceeded the labour 

productivity. 

An idea of declining efficiency of 

manufacturing state enterprises can be gathered from partial 

productivity indices discussed above, for, directions are very 

clear out. Inorder to get a total picture of emerging trends we 

construct a measure of total factor productivity. 



6.3. -vel Factor Productivities. 

6.3.1. -ccs & Refr- . . - Estimates P r p d S v b  

To examine the movements of total factor 

productivity over a time period of 1976-77 to 1992-93 in the 

ceramic group of state sector enterprises, kendrick method is 
adopted and presented in the following table. 

Total Factor 
Productivity (TFPK) 

1990 - 91 

Annual Orow 

.....- ""------ 



Kendrick index is marked by frequent 

fluctuations. For a bamr of 188 in 1976-77 it rises to 137 in 

1981-82. Then it starts falling and come down to a very low 

level of 62 only in 1987-88. Again it starts rising but reaches 

a level of 108 only in 1992-93. Thus total factor productivity 

after rising in the beginning of 80's starts falling coming down 

t o a  very low level by the endof 80's. Thereafter TFPstarts 

recovering but fail to reach the level of 1981-82. Over the 

entire period TFP for Ceramic industries decline at an annual 

rate of -1.55%. 

Partial factor productivity indices of 

labour and capital have also been computed and are shown in the 

same table. Labour productivity shows an upward trend up to 

1981-82 along with fluctuations and reaches a maximum of 134 in 

1981-82. Afterwards it starts falling and shows a downward trend 

till 1987-88 where the index is 65 only. Again labour 

productivity starts gaining but reaches 125 only in 1992-93. 

Capital. productivity after rising to 143 by 1981-82 come down to 

58 by 1987-88. This pattern is, of course, not smooth but 

accompanied by fluctuations. 

Over the entire period, partial factor 

productivity decline at an annual rate of -0.74% and capital 

productivity declines at an annual rate of -2.54%. 

We have to examine the annual variation 

in factor productivity for this sector. As formulated 

explanatory variables are real value added, as indicative of 

scale of production, and time as proxy for institutional factors 

like management-labour-relations. It is noticed from Itable-6.3) 

that in functions of TFP, coefficient of real value added is 

positive and highly signi#icant. Thus as scale expands, TPF also 

rises. Further, the coefficient of time is also sufficient but 

with a negative sign which indicates that various institutional 

factors such as deteriorating labour management relations have 

been depressing total factor productivity. 



-.-W-- Coefficient of --....- ...... 

log (v) t 
1 no tant 

Vari- 

.... 

I 
-...- 

I I 
(-0.585) 

- . .  "..*"" .-.--..... -...- .. ........................................................................................ ,.-..- --.-.. "- 

Note : It Indicates Significance at l percent level. I 

In function for partial factor 

productivity of labour, real value added is highly significant 

with a positive sign and coefficient of time is also highly 

significant but with a negative sign. Expansion of scale, thus 

improves but institutional factors like labour management 

re1 ations depress the parti a1 factor productivity of labour. 

Kendr i c k Index of Total factor 

Productivity over a period of 1979-80 to 1992-93 in Chemical 

group of state sector enterprises are given in table 6-4 



Indices of Factor Productivities - Chemicals 
(1979-90 to 1992-93) . ........... .............. .-- - - ............................................................................................................................. .... 

Total Factor 

............. -. 

, 1982-83 

.W-".-- 

-.-----.- -- 

.-..---....- 

-.--..p----.--.----.--.--- 

Growth Rate 



Kendrick index i s  marked by 

f luctuat ions. From a  base of 100 i n  1979-80 i t  f i r s t  r i s e s  and 

reaches a  peak of 152 i n  1981-82. Afterwards i t  s t a r t s  f a l l i n g  

and shows a  minimum index of 88 i n  1986-87. Again i t  s t a r t s  

r i s i n g  and reaches 135 i n  1992-93. On the whole Total Factor 

Product iv i ty  a f t e r  r i s i n g  i n  the beginning of  80's s t a r t s  f a l l i n g  

and come down t o  a  very low leve l  by the mid 80's and from there 

i t  s t a r t s  recovering. 

Annual growth r a t e  of  Total Factor 

Product iv i ty  over the e n t i r e  period i s  very low being 0.40 

percent. Labour p roduc t iv i t y  and Capital  p roduc t iv i t y  indices 

f o r  the group are also shown i n  the table. labour p roduc t iv i t y  

ismarked by Fluctuat ion during80's. Froman index of 1 0 0 i n  

1979-80 i t  f i r s t  r i s e s  and come down t o  96 i n  1984-85. From 

there i t  s t a r t s  increasing and reaches 215 i n  1992-93. 

Capital  p roduc t iv i t y  shows a  downward 

trend along w i th  f luc tua t ions  over the  e n t i r e  period. It f i r s t  

s t a r t s  r i s i n g  and reaches a  peak of  140 i n  1981-82. Then i t  

s t a r t s  f a l l i n g  and comes down t o  97 i n  1992-93 w i th  ups and downs 

i n  between. 

Over the e n t i r e  period Labour 

Product iv i ty  increases a t  an annual r a t e  of 3.98 percent where as 

Capital Product iv i ty  declines a t  an annual r a t e  of 2.17 percent. 

Regression funct ions f o r  annual 

var ia t ions i n  fac to r  p roduc t i v i t i es  f o r  t h i s  group are shown i n  

tab le  6.5. I n  funct ion fo r  TFP, coe f f i c i en t  of r ea l  value added 

i s  pos i t i ve  and h igh ly  s ign i f i can t .  Thus, expansion i n  scale of 

production has been generating growth i n  t o t a l  factor  

product iv i ty .  Coef f ic ient  of  time, on the other hand, i s  

negative and s ign i f i can t .  This indicates tha t  deter iorat ing 





Table-6.6 gives Kendrick index of Total 

Factor Product iv i ty  over a  t ime period of 1979-80 t o  1992-93. 

Kendrik index i s  marked by frequent f luctuat ions. From a  base of  

100 i n  1979-80 i t  f i r s t  r i s e s  t o  110 i n  1980-81. Then i t  s ta r t s  

f a l l i n g  but again maintain the leve l  of 100 both i n  1983-84 and 

1984-85. After t ha t  i t  again moves up and down and f a l l s  down t o  

a  very low leve l  of 54 i n  1990-91. Then i t  s t a r t s  gaining but 

reaches a  leve l  of 87 only i n  1992-93, The annual growth ra tes 

decl ine t o  1.26 percent over the e n t i r e  period. 

Labour p roduc t iv i t y  shows an upward 

trend wi th  an annual growth r a t e  of  1.25X. Over the e n t i r e  

period i t  moves up and down wi th a  lowest index of  77 i n  1981-82 

and highest index of 1989-90. Capital  p roduc t iv i t y  on the other 

hand shows a  downward trend wi th a  decl in ing r a t e  of 7.8% per 

annum. I n  1980-81 i t  records a high index of 104. Then i t  

s t a r t s  going down and shows an index of 24 only i n  1990-91 along 

wi th f luctuat ions.  Again i t  s t a r t s  gaining but reaches a  leve l  

of  35 only i n  1992-93. 

Table 6.7 gives regression funct ions f o r  

annual var ia t ions i n  factor  p roduc t i v i t i es  f o r  t h i s  group of 

s ta te  sector enterprises. I n  a l l  the funct ions f o r  TFP, 

coe f f i c i en t  of r ea l  value added i s  pos i t i ve  and h igh ly  

s ign i f i can t  and tha t  of t ime i s  negative and h igh ly  s ign i f i can t .  

Growth i n  scale of production has been generating t o t a l  factor 

p roduc t iv i t y  but labour management re la t i ons  have been 

deter iorat ing t o t a l  factor product iv i ty .  



Indices of Factor Productivi ties: Electrical 
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Total Factor 
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-- 
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In the functions of partial factor 

productivity of labour, coefficient of real value added turns out 

to be positively significant. Thus growth in scale of production 

has been generating labour productivity. Coefficient of time 

turns out to be negatively significant. Labour management 

relation have been, therefore, adversely affecting labour 

productivity. 

Regression Functi on for Total Factor Productivity B 

and Labour Productivity 
i e . . . . - - - . - . . - - . . - . - - - - - - W .  . .. "..."----" . ....... -. . "--.,,--.-." .... 

..................................................................................................................................... ... '-T-" ........................ . ., "--" ....-.......-........ . - ..... 
l 

. Eq I Depen- 7 Coefficient of 
dent r= 1 . ......- .............. . 

T Vari- const- 1 Logtv) F 
Jant m+ I i - .. .... 

Log 11.365 10.725t 1 7.19 
lTFP) (1.479) l (3  543) -.--.... -L.+..- -,-.-......--W-.- + - . :  .... ........ - 
Log 0.114 /0.986L -0.0081) 1 0.97 10.96 / 162.22 
(LP) 1 10.380) 4 701 L l... ... l 1 1 (-2.021) -.-.--...--- " ........... " .i ........ " ........... 1 ......... " ---- .---.--.-A "..-"-.-."l - " ..-.....- .... ... ... ..-.-.-- "--" "" .... """ -- "" ..,.--.-.-...,. ................................................................ " .......... - .. 

Note : t, # Same as in Table-6.5 

Factor productivity for Engineering 

Group of State Sector Enterprises over a period of 1976 - 77 to 

1992 - 93 are given in (table 6.8) Kendrick index frequently 

fluctuates in the beginning. Then from a level of 125 in 1979 - 
80 this index starts rising and reaches a peak of 168 in 1982 - 
83. There after the index starts falling coming to a very law 



l eve l  of 6 4 i n  19BB-B9. Aqain t h e  index s t a r t s  r i s i n g b u t  

reaches 107 i n  1992-93. Total factor  p roduc t iv i t y  f o r  

engineering groups of manufacturing s ta te  sector enterprises 

declines a t  an annual r a t e  of 3.52% according t o  Kendrick method. 

Labour p roduc t iv i t y  i s  marked by 

f luctuat ions.  Af ter  moving up and down t i l l  the mid of 80's LP 

reaches 76 i n  1987-88. Af ter  ward LP shows an increasing trend 

reaching 149 i n  1992-93. Capital  p roduc t iv i t y  on the other hand 

shows an increasing trend i n  the beginning and end of the period. 

Thus CP from a base of 100 i n  1976-77 reaches 177 i n  1980-81. 

F r o m  1980-81 t o  1988-89 CP fluctuates., From an index of 55 i n  

1988-89 CP again increases reaching 83 i n  1992-93. 

Pa r t i a l  fac tor  p roduc t iv i t y  of labour 

and cap i ta l  a lso decl ine a t  an annual r a t e  of 0.90% and 5.67% 

respectively. 

Regression funct ion r esu l t s  f o r  t h i s  

group are given i n  (table-6.9). I n  the funct ion f o r  T F P  based on 

Kendrick method, coe f f i c i en t  of rea l  value added is pos i t i ve  but 

not s ign i f i can t  scale of production does not seem t o  be 

s i gn i f i can t l y  a f fec t ing  t o t a l  fac tor  product iv i ty .  Labour 

management r e l a t i o n  i s  adversely a f fec t ing  t o t a l  fac tor  

product iv i ty .  

I n  the  funct ion f o r  labour p roduc t iv i t y  

also, the coef f ic ient  of rea l  value added i s  pos i t i ve  but 

coe f f i c i en t  of t ime i s  negative. But these coe f f i c i en t  are 

i ns i  gni f i cant. Therefore, nei ther scale of production nor 

labour-management re la t i ons  tu rn  out t o  be s ign i f i can t  variables 

i n  the case of labor product iv i ty .  





Regression Function for Total Factor Productivity And 
Labour Productivity: Engineering ( 1976-77 to 1992-93) 
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The time period chosen for textile group 

: manufacturing state enterprises is 1992-93, Because of some 

 consistency in value added data for the earlier years, those 

!ars has been left out. Factor productivity for this group of 

~terprises are given in (table 6.10) Kendrick index from a base 

: 100 in 1979-80, rises to 110 in 1980-81. But thereafter it 

arts falling and maintains the level of 80 in both 1983-84 and 

184-85. After that again it moves up and down and falls down to 

very low level of 59 in 1990-91. Then it starts gaining again 

it reaches a level of 65 in 1992-93. Kendrick index declines at 

annual rate of 5.12X. 

Labour productivity is marked by 



fluctuations. After moving up and down till the beginning of 

1981 labour productivity reaches 71 in 1989-90. Afterwards 

labour productivity again starts falling but rises in 1992-93. 

Capital productivity also shows a declining trend. From a base 

of 100 it rises to 105 in 1980-81. After moving up and down it 

reaches to a very low level of 24 in 1990-91. 

Partial factor productivity of labour and capital 

decline at an annual rate of 6.86 and 7.87X respectively. 
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Regression function results for this 

group are given in (table-6.11). In the function for TFP based 

on Eendrick Method coefficient of time is significant with a 

negative sign. The coefficient of real value added is positive 

but not significant. Scale of production does not seem t o  be 

significantly af f ectinq total productivity. Labour management 

relation is adversely affecting total factor productivity. 

In the function of labour productivity 

also , real value added turns out t o  be significant with a 

positive sign. But time turns to be significant with a negative 

sign Growth in labaur productivity i s  also generated by scale 

economies. Deteriorating labour management re1 ati ons may be 

adverse1 y affecting l abour productivity, though not 

significantly. 

T U  - 

Coefficient of 

Note: X Same a s  in Table-6.5 

The time period chosen for the Agrobased 

group of state enterprises is 1976-77 t o  1992-93 (Table-6-12) 

gives factor productivity indices for this group of enterprises. 

Kendrick index from a base of 188 in 1976-77 starts rising and 



reaches a  peak of 150 i n  1982-83. Thereafter the index s t a r t s  

f a l l i n g  coming t o  a  very low leve l  of 64 i n  1988-89. Again the 

index s t a r t  r i s i n g  but reaches 82 i n  1992-93. Total factor  

p roduc t iv i t y  f o r  agrobased indust r ies  decl ine a t  annual r a t e  of 

5.10% according t o  Kendrick Method. 

Labour Product iv i ty  i s  marked by 

f luctuat ions. Af ter  moving up and down t i l l  the  mid of 1980's 

labour p roduc t iv i t y  reaches 76 i n  1988-89. Afterwards LP shows 

an increasing trend reaching 94 i n  1992-93. Capital  Product iv i ty  

shows an increasing trend i n  the beginning and end of the period. 

Capital  Product iv i ty  from a  basis of  l00  i n  1976-77 reaches 184 

i n  1982-83. From 1981-82 t o  1988-89 CP f luc tuates from an index 

of  55 i n  1990=91 CP increases reaching 83 i n  1992-93. 

Pa r t i a l  fac tor  p roduc t iv i t y  of labour 

and cap i ta l  decl ines a t  an annual r a t e  of 5.49 and 5.67 

respectively. 

Regression funct ion f o r  t h i s  group are 

given i n  (Table-6.13). I n  t h i s  funct ion of TFP coe f f i c i en t  of 

rea l  value added i s  pos i t i ve  but not s ign i f i can t .  Scale of 

production does not seem t o  be s i gn i f i can t l y  a f fec t ing  t o t a l  

fac tor  product iv i ty .  Labour management re1 a t i  ons i s  adverse1 y  

a f fec t i ng  t o t a l  fac tor  product iv i ty .  

I n  the funct ion f o r  labour p roduc t iv i t y  

also, rea l  value added turns out t o  be negatively s ign i f i can t .  

Thus labour p roduc t iv i t y  i s  a lso generated by scale economies but 

deteriorated by labour management re lat ions.  
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6.3.7 Rubber G r e w  

Factor productivity indices for the 

Rubber group of state sector enterprises over a period of 1976-77 

to 1992-93 aregiven in (table-6.14). Eendrick index first 

increases to 110 in 1978-79. Then it decreases and come to a 

level of 56 in 1992-93. Kendrick index declines at an annual 

growth rate 6.30% over the entire period. 

Labour productivity shows an increasing 

trend in the beginning of 80's. From the mid of 1980's it shows 

a declining trend and reaches 48 in 1992-93. Capital 

productivity also shows a declining trend after 1980's. It 

reaches to 40 in 1992-93. Annual growth rate of labour 

productivity and capital productivity declines at a rate of 7.36 

and 8.68 respectively. 
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Table 6-15 presents regression functions 

for this group of enterprises. In the function for TPF, real 

value added is positively significant indicating that scale of 

production generates total factor productivity. Time is 

negatively significant. Thus l abour management re1 ati on 

deteriorate total factor productivity. 

In the function for labour productivity 

also, real value added turns out to be positively significant. 

Thus l ahours productivity is deteriorated by labour management 

re1 ati 01-15. 

Table 6.16 gives regression results for 

explaining inter-group variations in factor productivi ties. It 

is seen from this table that in function of TFP the coefficient 

of growth rate in value added is positive and highly significant 

at 1% level. This indicates that intergroup variations in output 

growth significantly affects intergroup variations in TFP growth. 

Our estimate suggests  that 1% increase in growth rate  of value 

added cause about 0.5% increase in grawth rate of TFP. 
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Note: * Same As in Table - 6.5 
In function for partial factor 

productivity of labour also, coefficient of growth ratio in value 

added turn out to be both positive and highly significant at 1% 

l eve1 . Thus intergroup variations in output growth also 

significantly affects intergroup variations in labour 

productivity. One percent increase in growth rate of value added 

leads t o  0.542 increase in growth rate of labour productivity. 

Thus we have estimated total Factor 

Productivity, Partial productivity, regression function for 

annual variations in factor productivi ties and intergroup 

variations in factor productivities of 7 group of manufacturing 

state enterprises. Worked out the growth rate of total 

productivity in the manner we found that the trend of loss making 

enterprises had been more or less similar t o  that of partial 

productivity indices worked out earlier (see table-6.17). 

Industry wise variations showed that 
********5******9**********~************************************** 

KPY nf Vari~blp- 

TFPb - Growth rate of Kendrick index of TFP 
LPg - Growth rate of labour productivity 
vg - Growth rate of value added (at constant price) 



the negative growth rate has been highest in the case of Rubber, 

followed by Textile and Agro based industries. In the case of 

profit making enterprises, the results has not at all been 

encouraging which in turn cast doubts in the long run stability 

of these enterprises. 
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We have not adjusted t o  capacity 

utilisation in the above exercise of total factor productivity 

(TFPk). We have looked in to the dimension also. Which may 

exist a major i nf l uence on technology performance. when capacity 

utilisation was measured we could not see m u c h  evidence of 

improvement. The average utilisation of instal led capacity for 

38 products between two periods of time is 1986 and 1993 showed 

that there is a decline of capacity from 52.2% t o  47.5% by 1993. 

But when the capacity utilisation of profit making enterprises, 



it seen that between 1986 and 1993 these enterprises recorded a 

growth rate of only 3% in capacity utilisation. The decline in 

the case of loss making enterprises is to the extent of 10% 

points. The capacity utilisation of the products as percentage 

of installed the capacity is given in (table - 6.18) and industry 

wise capacity utilisation is given in (table - 6.19). 
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It is interesting t o  observe from the 

above table that only six products belonging t o  electrical goods 

and chemical improve its utilisation over 1986. Needless to say 

these products belong t o  profit making enterprises. 



Thus in this section we have analysed 

productivity trend at the group levels of manufacturing state 

enterprises. The period chosen for the study is 1976-77 to 1992- 

93. But it differs from group t o  group depending upon 

avai labi lity of data. Total factor productivity by Kendrick 

Method and partial factor productivity have been measured for 

various state sector groups overtime. Inter group variations in 

factor producti vi ti e s  have a1 so been considered. Estimates of 

TFP for majority group shows a declining trend. Labour 

productivity and capital productivity also shows falling trend. 

Annual growth rates of total factor productivity and labour 

productivity for most of the group have been declining. 

Annual variation in factor 

productivities have been explained with the help of regression 



functions. For this purposes Kendrick Index of TFP and partial 

factor productivity of labour have been regressed on two 

postulated determinants of factor productivity growth: real value 

added as indicative of scale of production and time, as 

indicative of l abaur management re1 ation. General ly while 

growth in value added has been generally productivity, 

deteriorating labour management relations has been depressing 

productivity. 

Intergroup vari at i ons in factor 

productivities have also been explained. To explain this growth 

rate in factor productivity for the groups have been regressed on 

growth rate in output for the corresponding groups. Growth in 

scale of output permits efficiency in division of labour and also 

adoption of improved technology, both of which generate factor 

productivity. Regression anal ysi s shows that intergroup 

variations in total factor praductivi ty and labour productivity 

is determined by intergroup variations in growth of scale of 

production. In industries where growth of output is higher, it 

also generate higher growth in productivity. Similar result i 5 

obtained in the case of intergroup variations in partial factor 

productivity of labour. Growth in labour productivity also 

depends on growth in output. 

We have also attempted t o  see the 

correlation between wage share in value added and labour 

productivity for both the profit making and loss making. Q 

enterprises in the sample taken. In the case of profit making 

firms the strong correlation between wage share and labour 

i 
productivity is maintained only in the case of enterprises 

l 
belonging t o  chemical and engineering industries. 



Finally an attempt has been made to 

adjust capacity utilisation in the exercise of total factor 

productivity which may exert a major influence on technology 

perf ormance. 
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INTERRELATIONSHIP BETWEEN 
FINANCIAL ANALYSIS AND 
PRODUCTIbTTY ANAL YSIS 



Fol l owi ng the analysis of f i nanci a1 and 

productivity trends of state sector enterprises in Kerala, in 

this section we can see the interrelationship between financial 

performance and productivity performance. Though there is no one 

to one re1 ati onshi p between f inanci a1 and productivity 

performance, logically at least one disadvantage may lead to the 

other. We are examining this interrelationship in the case of 

sample firms under enquiry by means of rank correlation 

coefficient. When the indices ,of financial performance of loss 

making firms (in terms of accumulated loss) and technical 

performance tin terms of total productivit) were ranked, the 

correlation between the two variables were found highly 

significant at 0.92. In the case of profit making firms such a 

relation between technical and financial performance are also 

found significant at 0.80 implying a close interrelationship 

between these two aspects of performance. Here indices used were 

pretax prof itability and total productivity. 

The more or less similar pattern in 

productivity performance of state sector enterprises forced us to 

look into the cost escalating factors. This was done for two 

points of time 1986-1987 and 1992-1993. 

When the movement of major cost items 

over time was examined, as seen in the (Table-7. l), two major 

elements of cost had increased their share over time. They were 





However t h i s  general p i c tu re  changes 

when we separate out between the  p r o f i t  making and loss  making 

f i rms i n  the sample some i n t e r s t i ng  features emerge. I n  the case 

of loss  making f i rms the increase i n  cost elements had registered 

increase i n  pa r t i cu la r  raw materials and wages and sa lar ies and 

interest .  But i n  the case of p r o f i t  making companies a number of 

d is turb ing features appear. To i l l u s t r a t e  the fue l  and raw 

material  cost more or  l ess  remained the same time implying 

absence of  incremental improvement i n  the  productive e f f i c iency  

overtime. Moreover wages and sa lar ies also recorded a tendency 

t o  increase. 

We have also looked i n t o  the industry- 

wise var ia t ions i n  the cost s t ructure of enterprises i n  the 

sample. I n  the case of loss making enterprises the  broad 

features remain more or less  s imi la r  a5 reported i n  (Table-7. l ) .  

I n  the  case of p r o f i t  making enterprises the var ia t ion  was 

observed i n  the case of chemical industry which registered a 

s l i g h t  decl ine i n  the raw material  and fue l  cost. The escalat ing 

raw material  and fue l  cost indigates the f a l l i n g  conversion 

ef f ic iency.  Therefore i n  the fo l lowing pages we w i l l  examine i n  

d e t a i l  the  technology re1 ated problems of manufacturing s ta te  

enterprises. 

(a). CgVglmh 

We ventured t o  seek more d e t a i l s  on the  

l eve l  of technology by these enterprises. O f  the 16 enterprises 

i n  production only s i x  of them had contracted any technology 

co l  laborat ion wi th  fore ign technology suppliers. O f  the s i x  

col laborat ion f i v e  had already expired and the enterprises e i ther  

d id  not renew them or  entered i n t o  col laborat ion f o r  new product 

l ines. This cannot however be in terpreted as a sign of 



i n e f f i c i e n t  a d a p t a t i o n  of  t e c h n o l o g y  b u t  h a s  been  d u e  t o  t h e  

s h e e r  i n a b i l i t y  of t h e  e n t e r p r i s e s  t o  s u s t a i n  t h e  cost of  

c o l l a b a r a t i o n  t o  r e a p  t h e  b e n e f i t s ' .  Of t h e  16 f i r m s  i n  o u r  

s a m p l e  o n e  f i r m  o n l y  i n  t h e  chemica l  i h a v i n g  ongo ing  

c o l l a b o r a t i o n .  Two f i r m s  on1 y  added  p r o d u c t s  f o r  d i v e r s i f i c a t i o n  

s i n c e  1978. One w a s  f o r  Vanaspa th i  whose t e c h n o l o g y  is a l r e a d y  

a v a i l a b l e  d o m e s t i c a l l y .  The o t h e r  example  w a s  Vi tamin  Pi by s t a t e  

sector d r u g  u n i t .  The d e s i g n  f o r  t h i s  t e c h n o l o g y  w a s  p u r c h a s e d  

f rom Roche, a m u l t i n a t i o n a l  company. For  b o t h  t h e s e  p r o d u c t s  

companies  s p e n t  3 crores wor th  of  p l a n t  and  equipment ,  o u t  of  

which 1  crore w a s  spend  on i m p o r t e d  p l a n t  and  equipments .  I t  is 

a l l e g e d  i n  t h i s  c o n t e x t  t h a t  t h e  t e c h n o l o g y  f rom Roche w a s  a n  

o u t d a t e d  one.  The modern t e c h n o l o g y  w a s  d e v e l o p e d  s t a r t i n g  f rom 

a c e t y l e n e  g a s  and  t h e  p r i c e  of  t h e  p r o d u c t  d u e  t o  t h i s  t e c h n o l o g y  
7 

is .,er.; much less'. 

I n  t h i s  c o n t e x t  i t  s h o u l d  b e  ment ioned  

t h a t  t h e  p r o f i t  making e n t e r p r i s e s  h a v e  a b e t t e r  r e c o r d  of 

p r o d u c t  a d d i t i o n .  I n  t h e  case of  chemica l  i n d u s t r y ,  t h e  e x i s t i n g  

c o l l a b o r a t i o n  e n a b l e d  t h e  e n t e r p r i s e s  t o  add  t w o  m o r e  p r o d u c t s .  

I n  t h e  case of e n g i n e e r i n g  and e lectr ical  i n d u s t r i e s  f o u r  m o r e  

p r o d u c t s  were added  of  which t w o  are h a v i n g  s o m e  nove l  f e a t u r e s .  

These  t w o  p r o d u c t s  b e l o n g i  ng t o  electr ical  and  e n g i n e e r i n g  

i n d u s t r y  w e r e  added ,  t h e  e n t e r p r i s e s  c l a i m e d ,  d u e  t o  t h e i r  

i n t e r n a l  t e c h n o l o g i c a l  s t r e n g t h .  T h i s  p o i n t  w e  s h a l l  examine  i n  

later s e c t i o n s .  

- 

T h i s  o p i n i o n  came f rom t h e  Managing Directors a f  

r e s p e c t i v e  s t a t e  sector e n t e r p r i s e s .  

S e e  P.V.S Nambooth i r ipad ,  18 S I I ~ V P V  nf ( I h ~ m i r a l  

J n r i j ~ ~ t r i - y  j n  K ~ r a l ~ "  - p a p e r  p r e s e n t e d  i n  a s e m i n a r  o r g a n i s e d  by 

s ta te  c o m m i t t e e  on S c i e n c e  and  Technology 1984. 



As seen in the previous section 

loss making by its inherent logic affects the operational 

efficiency. This built in resource constraints can not be over 

looked or ignored whi l e discussing the possi bi l i ti es of 

technology upgradation of manufacturing state sector enterprises. 

In this section we will be discussing in detail a few technology 

related aspects having considerable bearing on productivity. 

Even in such a situation of resource constraints the minimum that 

should be aimed at is that these firms should provide adequate 

depreciation charges t o  replace fixed assets and thereby maintain 

operational efficiency at a minimum level. Our analysis relating 

t o  loss making companies revealed that even this provision, as 

seen in the cost structure data had gone down considerably 

during the last few years. In the ordinary circumstances the 

replacement of existing capital asset through reserves and 

accumulation of surplus in the manufacturing state sector 

enterprises can be a source of renovation and modernisation. For 

loss making enterprises the prospects of capitalisation of 

reserves have been very dim. In such a situation these 

enterpr i ses have to f a1 l back upon their day-to-day business 

needs on Governmental loans, as we have seen in the last chapter, 

which in turn generate built in claims for interest and for 

replacement of capital assets. However, the depreciation 

provision though may be inadequate for time1 y modernisation of 

plants and equipments, effective utilisation of it may be 

adversely affected in a c r i s i s  situation. Sincedepreciation 

provision provides the enterprises liquidity without any 

servicing liability it can also be diverted t o  other channels. 

The analysis of ten loss making companies which provided 

information on this aspect suggested that of Hs.21139 lakhs 

demarcated for depreciation between 1986 and 1993, only 6.8% was 

used for expansion and renovation. It is interesting t o  observe 



from the table-7.2 that only electrical goods industry spent more 

than its depreciation provision. The leakage of depreciation 

provision has been mostly due to its diversion in to the day-to- 

day expenses. 

Our way of interpreting the depreciation 

provision may be objected to, for, when utilisation of 

depreciation fund is not warranted and this fund can be used for 

investment elsewhere. But this possibility is not being 

supported in our enquiry. In fact, even this marginal provision 

for depreciation was misused by companies in meeting day-to-day 

expenses which in turn has a telling effect on the obsolescence 

of capital is borne out by evidence such as the age of equipments 

used etc which we shall discuss in the following paragraphs. 

........... . . - _ - - - -  ....................................................................................................................... . .......................... ............. .....-.-_.-....-.- -.-- - ...................... .--..... ........................................................ 

Expenditure incurred on expansion fund of depreciation 
-- m-.- p--..-- ... -------p,-------------- "-pp"----"--"- .i 

enditure on 

renovation 

( Rs lakhs 1 % of depreciation 

Chemical s 19573.88 3.56 

Electrical5 261.00 

Engi neeri ng 8.77 

25-23 

21 139.80 6-78 



It i s  t o  be noted i n  t h i s  connection 

tha t  the f i rms surveyed acknowledged the  general ly poor p lant  

wise labour product iv i ty .  As seen i n  the tab le  a l l  the 

engineering and e l e c t r i c a l  f i rms have l i s t c d  the  f 01 lowing 

fac to rs  af  f ec t i ng  the p roduc t i v i t y  i n  the  major industry groups 

l i k e  chemical, engineering and e lec t r i ca ls .  They were 

(1  1. I r regu la r  de l i ve ry  o f  p a r t s  and components 

( 2 ) .  Poor i n te rna l  schedul i ng  

( 3 ) .  Inadequate j i g s  and f i x t u r e s  

(4 ) .  Poor p lan t  l a y  out. 

I n fac t  the f i r s t  two fac to rs  re in fo rce  each other and therefore 

mutually related. 

I n t e r s t i n g l y  enough, sub-contracting 

components which was one of the major p o l i c y  object ives of the 

s ta te  sector enterpr i  ses3 d i d  not receive any serious at tent ion.  

O f  the l6 enterprises l i s t e d  i n  our sample two have only such 

arrangements. But extent of procurement v i a  sub-contracting i s  

only 10 t o  15 percent of the requirement of the  enterprises. 

This has impl icat ions on cost reduct ion v i a  anci l l a r i s a t i o n  and 

l inkages about which we sha l l  discuss l a te r .  The r e s t  of the 

requirements are procured from outside the  state. Apart from the  

cost escalat ing factors  i n  such procurement, i r regu la r  de l ivery  

of par ts  and mater ia ls a f f e c t  the  normal f low of  production 

leading t o  poor i n te rna l  scheduling and thereby lower 

p roduc t iv i t y  of both labour and equipment. Scheduling problems 

got aggravated due t o  l i m i t e d  length of run per machine. 

I ndus t r i a l  Po l icy  Resolution, Government of Kerala. op. c i  t 



Inadequate jigs and fixtures on the normal 
circmsQnces are aitributed to inadequate operational data changes in customers 
specification, delays in the finalisation of designs etc. As the table-7.3 shows even the 
profitmaking enterprises are not fi-ee fiom problems. One enterprises in &e chemical 
inchrstry admitted of having problems becme of poor plant lay out. This firm thinking of 
diversifying into new products with imported technology fin- the exi- lay out 
inadequate for new products lines. Even the existing product lines could have produced 
with lesser cost had the plant possessed a better lay out. The enterprises belonging to 
engineering and electical indudries complained of the irregular delivery of parts and 
cornpone&. 

(d) Am Profile of lhuimenta 

Jn the context of state sector enterprises a major 
factor in depressing productivity appear to be lack of mordenisation. This factor is being 
highlighted by the age of the equipments used in industry. The age profile of equipments 
used in the industry gave very interesting insi*. As seen Eom the (Table-7.4) only a 
fi-action of equipments is of recent vintage. This tells upon the lack of modernisation 
leading to poor quality of tools. 

Table 7.3 
Factow Mectinn the Productivity the Reasons of Samule Entemrises in Maior 

Industries 

1 Figures in the brackets indicates percentage to the sample in respective p u p s  I 

ntqrises 

m e -  
ering 

l(50) 

-m 

m- 

-- 

-- 

-- 

l 

1 

Making 

Electrical 

lj500 

-m 

-- 
.. 
-- 

m- 

-- 

l 

1 

Factors 
(Problems) 

heedat- Deliv- 
eryof Parts & 
components 
Poor Internal 
Scheduling 
Inadiquate Jigs 
& Fixtures 
Poor Plant 
LRynut 
Poor Quality 
Tools 
Inadquate Poll- 
ution Controll 
System 
Poor facilities 
for heating, 
cool in$^ 
chemical rea - 
ction, drym& 
pressure etc 

Total 
No. of Firms 
in Sample 

Cermics 
& 
Refract- 
ories 

- W  

2 (100) 

2 (100) 

2 (100) 

2 (100) 

.. 

2 (100) 

1 

2 

Profit 

Chemical 

-- 

.- 
1 (50) 

.. 
-- 

.- 

-- 

l 

2 

Eaterprises 

m e -  
ering 

2 (100) 

1 (100) 

(1 00) 

1 (106) 

1 (100) 

.. 

-- 

6 

2 

Loss Making 

Chemical 

-- 

1 (1 00) 

-- 

1 (100) 

-- 

l (l 00) 

3 (100) 

6 

1 

Electric 
al 

2 (100) 

2 

2(100) 

2 (100) 

1 (100) 

. . 

-- 

9 

2 
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Engineering 20 
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E l ec t r i ca l  15.00 22 
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Others 21.00 - 
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the value of  

Industry equipment less  than 

I n  the case of chemical industry o ld  

equipments and poor p lant  l a y  out lead t o  less than the  optimum 

use of p lant  even when each stage o f  operation i s  under optimum 

condit ions of temparature and pressure. Since the instrumentation 

and control  parameters remain old, a l o t  of t ime i s  wasted i n  

between the batch cycles i n  emptying, cleaning and r e f i l l i n g  

vessels. Sometimes manual operations of the above type r esu l t  i n  

heal th hazards. We also f e l t  during our survey tha t  workers do 

not have adequate protect ion whi le handling tox i c  materials. The 

modern system of  cont ro ls  which manipulate variables i n  d i f f e ren t  

operations i s  non existent.  

the value of  

equipment5 less  



Rmlated t o  t h i s  problem is the po l l u t i on  

control  system i ns ta l l ed  along w i th  o l d  machineries which i s  not 

su f f i c i en t  enough t o  cater t o  the problems a r i s ing  from e f f i c i e n t  

disposal. Whenever voluntary organisations take up t h i s  issue 

remedial measure are shelved on one pretext  or another due t o  

lack of funds. Theexampleof TravancoreTitanium i l l u s t r a t e '  

the case Enterprises i t  was seen tha t  the  situationthough 

r e l a t i v e l y  bet ter  i s  f a r  from sat isfactory.  Here also the 

equipment5 of order v i  ntage predominate. 

The cumi l a t i v e  impact of loss making and 

technology can be i l l u s t r a t e d  i n  the case of a ceramic un i t .  

Today the mining of the c lay i s  done i n  the same way as i t  was 46 

years ago. I n  the  case of manufacture of  porcelain tab le  using 

china clay, the manufacturing process was i l l u s t r a t e d  i n  1956, i s  

s t i l l  followed. The ship house and preparatory machinery 

established l a t e r  had a higher capacity than the process 

machinery established e a r l i e r  leading t o  a mismatch between 

manufacturing process and preparatory process. This mismatch 

which remained uncorrected even today, had acted as a major 

deterrent t o  optimum u t i l s a t i o n  of capacity. 

The same story  i s  repeated i n  the case 

of  crockery f i n i sh i ng  which i s  done wi th  o l d  machineries f o r  

colouring, edging, f l a t t e r i n g  and s c i n t i  l lat ing.  Therefore the 

crockery product of  the company is not only h igh ly  pr iced due t o  

lay ing down the  submarine pipe f o r  e f f i c i e n t  disposal t o  

deep sea t o  reduce the i n t e s i t y  of  po l l u t i on  could not be carr ied 

out due t o  high cost. According t o  company sources the estimated 

cost f o r  t h i s  measure works t o  Rs.13 crores and then under the 

ex i s t i ng  low prof i t  condit ions company cannot r a i se  tha t  much 

money. 



obsolete technology but a l r o  i. i n f e r i o r  i n  qual i ty .  Ceramics 

technology had undergone changes i n  the  l a s t  few years. The 

appl icat ion of ceramics also had increased several times i n  areas 

such as cyl inder l i n e r s  f o r  automobiles, b iotechnical  , log i ca l  

items, ceramic c u t t i n g  tools, sani tary wires, glazed t i l e s  etc. 

The management of the company appointed t ime t o  t ime from 

bureaucracy l a rge l y  ignored such prospects or i f  thought o f  

postponed due t o  pauci ty of funds. 

(e) P r o f i l e  nf R & D an-l1 Mix 

Most of the fac to rs  i d e n t i f i e d  above are 

d i r e c t  k ind associated w i th  d i r e c t  production a c t i v i t i e s .  Capital  

stock i s  an example. But i t  should be remembered i n  t h i s  context 

t ha t  obsolescence of cap i ta l  stock can be remedied t o  some extent 

by replacing or  subs t i tu t ing  the lower s k i l l  p r o f i l e  of the  work 

force by higher s k i  l 1  pro+ i l e .  

This i s  i n  accordance w i th  the  

recogni t ion tha t  the f i rms may undergo substant ia l  changes from 

one per iod t o  another w i th  regard t o  the  s k i l l  p r o f i l e  o f  work 

force i n  accordance w i th  the changing modi f icat ions and 

spec ia l isat ion of  output. What i s  the pat tern of changes i n  the 

sk i l l -mix  of the work force of these enterprises? Information 

about changing scenario of s k i l l  m i x  was gathered f o r  two t ime 

po in ts  1986-87 and 1992-93. Unfortunately, we caul d not gather 

information on employment pos i t i on  of a l l  l oss  making f irms. O f  

the 12 loss  making f irms, the relevant information we could get 

only from 9 f i rms (see Table-7.5). 

One in te res t i ng  feature emerging from 

the  employment se lect ion of loss  making f i rms  i s  t ha t  the t o t a l  

work force over t ime increased only marginally. However, Work 

force engaged i n  marketing and administrat ion reg is t red  an 



increase (21X). The dec l in r  w.5 marked i n  the case of  technicians 

and persons engaged i n  s k i l l e d  occupations suffered a set back i n  

pa r t i cu la r  t h i s  tendency was more marked i n  the case of 

engineering and rubber based industry. Needless t o  say the 

negative impact on produc t iv i t y  was r e l a t i v e l y  high i n  these 

industr ies. 

These observations bear i mpl i c a t i  ons. 

Given the product m i x  of  the  enterprises the thinness of the 

spread of the s k i l l e d  workers lead t o  d i f f i c u l t i e s  when i t  come 

t o  improvements i n  p roduc t iv i t y  by moderisation and equipment, 

bet ter  design etc. 

I n  the case of prof  i t  making industr ies, 

the p i c tu re  i s  d i f fe ren t .  The t o t a l  work force i n  these 

enterprises increase by 212 and tha t  of  man power engaged i n  R&D 

increased by 38X. I n  the case of chemical industry the increase 

i n  the  a l loca t ion  i n t o  h igh ly  s k i l l e d  categories appeared better.  

One reason why a be t te r  p roduc t iv i t y  index f o r  the chemical 

industry may perhaps be due t o  t h i s  ( re fer  Table-6.17). 

I n  fact ,  the gains from cost saving i s  

effected by changes i n  a l l  the  i n teg ra l  components of f i rms 

ac t i v i t y ,  one of the necessary forms of cont r ibut ion i s  of  course 

R&d ac t i v i t y .  Before analysi'ng the R&D a c t i v i t y  of the 

enterprises l e t  us make some prel iminary reading of  the capacity 

of these enterprises from the  data supplied by these enterprises 

t o  undertake development work. It goes without saying tha t  t h i s  

i s  a high cor re la t ion  between the manpower employed and the 

design improvements. Looked from t h i s  angle an analysis of loss  

making f i rms revealed tha t  i n  the design s t a f f  i n  the  R&D 

department only was found i n  two of  the sampled enterprises. One 

i s  the e l ec t r i ca l  goods manufacturing f i r m  and another i s  an 

engineering f i r m .  They employ 5 and 3 engineer respect ively i n  



their design department. In fact, the design work constitutes 

only part of the work of design staff; otherwise they belong to 

production department. 

However a better allocation is found in 

the case of profit making enterprises. In the case of chemical 

and electrical industries design staff numbering around 5 and 7 

are found engaged in the upgradation of existing technology. 

This has had a favorable impact on diversification of product 

structure as seen in the earlier sections. However some loss 

making enterprises also claimed to undertake R&D wark. From 

(Table 7.6) it is seen that as percentage to sales, these 

enterprises spend very little on R&D. The loss making 

enterprises claiming R&D infact do not possess full fledged R&D 

laboratories. In reality, they are undertaking only the trouble 

shooting type of activities re+ erred to by the production 

department. In other words, claims were made regarding MD. 

Where it was quite clear that it was a misnomer to describe 

rather routine type of work for solving manufacturing problems 

than any genuine R & D. Needless to add even the allocation by 

profit making enterprises though relatively better is far from 

satisfactory. 



Table -7.5 
CXranne in the skill - misc of loss making enterprises in the Sample 

Industries 

I F i m s  in the bracket indicates ch- over 1986-87 1 

Change in The Skill-Index of Profit making Enterprises 

Chemicals E.lectrical Engineering Cwamics & 
Categories R&ctones 

1986 1992 1986 1992 1986 1992 1986 1992 
87 93 87 93 87 93 87 93 

Agrobased 

1986 1992 
87 93 

3 

22 

100 

2 

6% 

195 

Rubber 

1986 1992 
87 93 

Teclmicisas 
Unskilled & 
semiskilled 

R & D 
Marketmg & 
AWstret ioo 

Total 

20 

70 

138 

6 

142 

376 

T W  

1986 1992 
87 93 - 

l 2  

25 

100 

2 

100 

239 

121 

622 

866 

33 

550 

2246 

80 

100 

6 

98 

302 

122 
(1.65)- 

640 
(-2.69) - 

886 
(2.30) 

25 

M 
668 

(21.45) 
2366 

(5.53IA 

110 

130 

4 

132 

392 

210 

220 

8 

160 

648 

208 

238 

10 

180 

670 

212 

230 

8 

120 

630 

200 

258 

5 
p----Î .--------- 

140 

652 

80 

5 8 

2 

40 

190 

I 
75 

60 

2 

4% 

214 

20 

100 

3 

60 

186 



The a b i l i t y  t o  make improvement i n  

design and manufacturing concepts i s  not however d i r e c t l y  re la ted  

t o  e x p l i c i t  R & D programmers. A s ta te  sector u n i t  even without 

formal R & D output can introduce new products, develop process 

by ava i l ing  of various s c i e n t i f i c  services from the repos i tor ies 

as National Research Laboratories, consultancy organisations, 

hor izontal  t ransfer  of technology from other enterprises. These 

can be useful source of new products and improvements i n  the o ld  

process even i f  the enterprises do not have adequate f a c i l i t i e s  

f o r  research and development ac t i v i t i e s .  This strategy can help 

the f i rms t o  achieve a balance between technological requirements 

and economic constraints. For example, f i rms can r e fe r  some of 

i t s  technical issues t o  un ivers i t ies .  They can also do 

col laborate research wi th  nat ional  laborator ies or i n  

col laborat ion w i th  publ ic  sector undertakings. Our enquiry 

revealed tha t  such instances are rare. 

Since many of the  s ta te  sector u n i t s  do 

not have c r i t i c a l  minimum threshold s ize  R&D, there i s  a l l  the 

more reason why they should r e l y  on external innovations pool 

w i th in  the country. as seen from the table-?.?, from 1987-1993 

the f i r m  had only 14 such contacts; on the average only two 

contacts per year by around 16 sampled f i r m s .  The loss  making 

had a poor record of only 4 contacts. The largest  number of 

contacts were by the group i n  the  chemical industry. Here two, 

the tendency had been t o  send people abroad than using the 

i n te rna l  development, h i r i n g  the  services of l oca l  R&D 

i ns t i t u t i ons ,  Local engineering services etc. They lack e f f ec t i ve  

l inkage wi th  l oca l  cenres tha t  generate and disseminate knowledge 

i s  thus c lea r l y  re f l ec ted  i n  our enquiry. It i s  i r on i ca l  t o  







JNVFMTnRY 8 MARKETING MANAGEMENT 

The management of the state sector 

enterp~ises becoming in efficient due to the implanting of civil 

servants and politicians have been thoroughly discussed in the 
5 literature. We are not going to repeat those arguments here. 

However we can not but touch upon another major consequences of 

this managerial efficiency reflected in the inventory management 

of state sector enterprises. The managers of the majority of 

these enterprises were civil servants only in two firms 

technical l y qual if ied personnel are occupying managerial 

positions, Ironically enough, these enterprises happened to be 

prof i t earning ones. 

The inventory management has a very high 

bearing on efficiency, f o r  excessive investment cn inventory 

(inventories in the form of rawmaterials, work in progress and 

finished goods] leads to aver capitalization. The enterprises 

in our sample except two had no uniform policies regarding 

inventories. A s  such the ratio of inventory to value of 

production or sales varied wide1 y. The f ol l owi ng tab1 e-7.8 

presents information we gathered from the sample firms regarding 

the extent of inventory locked up expressed as percentage of the 

cost of production. The information pertains to loss making 

enterprises. It is important to point out in this context that 

the level of invientory in the state sector Enterprises is high 

compared to the practices followed in the private sector where it 

is generally around three months cost of production, In our 

sample, the inventory works out more then five months cost of 

product i on. In the case of profit making enterprises the 

inventory was found less. In the case of chemical industry it 

Report of the committee to review policy for public 

enterprises. page- lb. 



w a s  t w o  and  a h a l f  months  cost  of p r o d u c t i o n  and  e lectr ical  and 

e n g i n e e r i n g  r o u g h l y  t h r e e  months  cost of  p r o d u c t i o n .  

I t  is t o  b e  remembered i n  t h i s  

c o n n e c t i o n  t h a t  t h e  major e l e m e n t  i n  t h e  i n v e n t o r y  s t o c k  i n  t h e s e  

e n t e r p r i s e  is t h e  f i n i s h e d  goods.  The r e a s o n  m o s t  o f t e n  advanced  

is l a c k  of demand. W e  h a v e  shown i n  t h e  t a b l e  t h e  a v e r a g e  

f i g u r e s  o n l y .  I t  is wor th  m e n t i o n i n g  i n  t h i s  c o n t e x t  t w o  t h r e e  

f i r m s  i n  o u r  s a m p l e  d o  n o t  h a v e  e v e n  o n e  month s t o c k  of r a w  

material i n v e n t o r y .  T h i s  a c c o r d i n g  t o  them is d u e  t o  t h e  l a c k  of 

work ing  c a p i t a l .  A s  and when t h e y  g e t  o r d e r  t h e  f i n i s h e d  good 

t h e y  r u s h  f o r  p u r c h a s e .  

.... ........................... .. .-.-. - ......................................... (_ 'i" ................................................................................................................................................................................ ............................................................................................................................ 
g 1 

I n v e n t o r y  i n  t e r m s  of Number of  months  cost o f  p r o d u c t i o n  

( p e r c e n t a g e s  1 

.. ...... ... .......... " .- .................................................... .- ........ ...... 5' "' .. " "  . .......................... ............................................................... .............................................. ...., 
B ! l i l !! ! I n d u s t r y  i 1989-90 1996-91 l 1991-92 j 1992-93 8 
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i i i ; f Chemical 1 26.3 i 25.2 1 24.9 i 28.80 ;: 
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Let us turn our attention to the major 

component of inventory namely raw materials. Our enquiry 

revealed that there is no advance plan drawn up based on material 

requirement indicating consumption or on the basis of economic 

ordering of quantity required with regard t o  the inventory 

management of equipments, materials and components we found that 

the loss making firms do not have a full fledged materials 

management department and qualified personal to assure the 

quality of brought-in-materials. The managing director takes the 

major purchasing decision on a limited tender basis. Most often 

such purchases are getting influenced by considerations other 

than economics, sometimes leading to purchases more than the 

required quantity at higher prices. This is one side of the 

picture. The other side is that inventory management which has 

t o  undergo classification, standerdistion, variety reduction, ABC 

anal ysi S, economic ordering quantity reorder l eve1 , disposal of 

surplus and absolute stock are not done on a scientific basis. 

As a result damages arising from facility layout, improper 

codification, and irregular verification is very high. All these 

call for a coordinated efforts among production department. 

Material management who purchase materials and are responsible 

for processing and fabrication of materials. It is to be 

underlined in this connection that the system of inventory 

management is done not in a scientific fashion even in the case 

of pro+ i t making companies. In two enterprises where the 

managing directors are technical personal intimated the 

scientific ordering and ,management of inventory. Nevertheless, 

the system has not become full fledged ones yet. 

The marketing functions in all producing enterprises 

have a legitimate place. All the major objectives of the 

enterprises such a s  growth and expansion will have to be oriented 

to marketing goods. Our study revealed that the high cost law 

productivity syndrome in-built in the production structure is 



esem to have been carried forward when it comes to marketing also. Majority of the 
enterprises is the sample do not have a marketing planning to minimise the risks and 
optimise profit. An enquiry in to the marketing problems of these finns revealed hat the 
critical elements ofmarketing like (a) Centralised testing facility (b) After sales servicing 
ki l i ty  (c) Adequate sales promotion expenditures etc., are woefilly 1%- as in well 
known the tow Worn are important in assuring the quality of the produds and the third one 
determines the mrPketing success. 

I Problems associated with Merl.eting of Products I 

I Figures in Brackets indicate percentage to the total number OF F h  in each groups I 

Major Obstacles 

Othm 

, * 
Profit Making Industries 

Chemical Chemical Electrical Electr 

ical 

Electrical Engm 

e d n  

8 



Rm the table-7.9 reveals major i ty  of the 

f i rms i n  the sample i n  the e l ec t r i ca l  and engineering f i rms i n  

the loss making category do not have central ized tes t i ng  

f a c i l i t y .  I n  the case of  a f t e r  sales servic ing none o f  f i rms i n  

the loss making category have t h i s  f a c i l i t y .  These two major 

lacunae considerably undermine the 'goodwill ' f o r  the products 

produced by s ta te  sector enterprises. Almost a l l  the f i r m s  i n  

the sample fee l  the  pinch of inadequate sales promotion 

expenditure. Needless t o  say, i n  a s i t ua t i on  i n  which those 

enterprises face competition from p r i va te  sector enterprises 

these marketing problems put them a t  a disadvantage. 

We have seen i n  t h i s  sect ion how 

f i nanc i a l l y  vulnerable enterprises are ge t t ing  caught i n  the law 

produc t iv i t y  trap. The in te r re la t ionsh ip  between the f inanc ia l  

and technology performance have been found strong. That i s  t o  say 

one disadvantages leads t o  the other. An examination of the cost 

s t ructure enabled us t o  i d e n t i f y  the  major cost elements tha t  

must have pu l led  down product iv i ty .  I n  par t icu lar ,  the r i s i n g  

proport ion of raw mater ia ls and f ue l  cost indicated increasing 

i ne f f i c i ency  i n  the  technology used by these enterprises. The 

problems they confront i n  the technology f r on t  are too many. Our 

enquiry underl ined the major problems such as i n a b i l i t y  t o  

undertake renovation due t o  shr inking depreciation fund, 

i r regu la r  de l ivery  of pa r t s  and components, poor p lant  layout 

etc. In te res t ing ly  enough even the p r o f i t  making enterprises do 

face some of these problems. The analysis on design development, 

changing s k i l l  m i x ,  R&D a l loca t ion  showed that  the  p r o f i t  making 

enterprises are bet ter  placed i n  these respects. It appears 

from our analysis tha t  though pro* i t making category could 

develop such c a p a b i l i t i e s . i n  a comparative sense, the s i t ua t i on  

i s f a r  f romper fect .  Rc loseexamina t iono f  inventory 
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management reveal ed several anomal i es l ead ing  to l eakages. 

However, some ordering and scientific management was found in 

this case of enterprises managed by technically qualified 

personnel. Coming to the marketing management, the major 

obstacles were identified in the case of loss making enterprises. 

Needless to say the prafit making enterprises also do face such 

obstacles. 

In this context it will be interesting 

to see a dynamic picture of the transformation of these 

enterprises into a given situation. In the next chapter we will 

try to construct such a scenario. 
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APTER - V 1  I L 

I n  the  previous chapter we have been 

discussing the weak economic base of  manufacturing s ta te  

enterprises i n  Eeral a i n  terms of  finance and technology. However 

we were discussing only a given s i tuat ion.  I n  t h i s  context we 

can ra i se  an in te res t ing  question. How t h i s  pa r t i cu la r  s i t ua t i on  

i s  brought about? High in te res t  burden and technological 

backwardness represent the  outward manifestation of deeper 

considerations i n  the development of  manufacturing s ta te  sector 

enterprises. This chapter w i l l  therefore examine wi th the help of 

i l l u s t r a t i v e  case studies of the causationary fac to rs  and process 

responsible f o r  br inging out a given s i tuat ion.  For t h i s  purpose 

we selected four f i r m s .  Two belonging t o  the  category of very bad 

performance ( i n  terms of p roduc t iv i t y  both p a r t i a l  and t o t a l )  and 

one moderate and the other having sa t is fac to ry  performance. The 

four f i rms selected are Trivandrum Rubber works, Metropolitan 

Enqi neering Company Limited, Travancore Titanium Products Limited 

and Travancore Cochin Chemicals Ltd. The f i r s t  two f i rms have 

accumulated loss  amounting t o  Rs.6 crores. O f  t he  l a t t e r  two one 

i s  making p r o + i t  consistent ly over the year. However in the case 

of the other f i r m  we found a f l u c t ua t i g  trend i n  p r o f i t a b i l i t y  

performance. This report  i s  based p a r t l y  on f i e l d  invest igat ion 

and p a r t l y  on various repor ts  such as repor t  o f  con t ro l le r  and 

Auditor General of I nd i  a, Report of Sub jee t  committees, 

comrni t tees  on Pub1 i c  Enterprises etc. 



Trivandrum Rubber Works L td  i s  a rubber 

based industry i n  the  s ta te  sector. This company was established 

i n  1935. I t i s  located a t  Chakkai i n  Trivandrum d i s t r i c t .  It was 

owned by the pr ince ly  s ta te  of Travancore. The ownership of the 

company changed hands t o  p r i va te  and again i n t o  parternship form 

u n t i l  the Travancore Government took over the administrat ion of  

the enterprises i n  1949. By 1964, the company has taken aver two 

other companies producing cycles. By 1973, the enterprises was 

brought under Kerala State Indus t r ia l  Enterprises. This was t o  

f a c i l i t a t e  services wi th respect t o  qeneral management finance 
f and production from the holding company. 

A t  the t ime of  establishment the  company 

had the dest inat ion of  being the pioneers i n  the manufacture of 

cycle ty res  i n  India. The main items of production of the 

factory  consist o f  cycles and Rickshaw Tyres and Tubes, Moped 

Tyres and Tubes, Rubber sheeti nqs, Rubber channel S, Tread Rubber, 

Camel back cycle and Moped Renis, Foam products such as matress, 

p i l lows and cushions, transmission bel ts,  Truck Tyre f laps, 

Rubber l i n i n g  f o r  pressure vessels. I ns ta l l ed  capacity of  these 

di-Fferent products are given below. 

Keral a State Indus t r i a l  Enterprises, object ives and 

funct ions Government of  Eerala, 1975. page. 24. 



Cycle Tyres 15 lakhs Nos per annum L- ".- - 

1 

I Cycle Tubes I 18 lakshs Nos per annum 

Products 

Sheet i ngs 7,200 M Tones annum 

Moped Tyres 50,000 Nos per annum 

Ins ta l l ed  Capacity 

I Camel back 1 BOB M Tones 

Cycle Rims 6 lakh Nos per annum 

Moped Rims 50,000 Nos per annum 

The company stopped production i n  August 

1982. Since then, i t  had been holding an inventory of stores 

which const i tuted cyc le  par ts  and other raw mater ia ls valued of 

Rs.5.84 lakhs. The company had not taken any act ion t o  dispose of 

the non-moving stock l y i n g  i d l e  f o r  10 years Even the  endeavour 

of the company i n  rev iv ing  the  production d i d  not f r u i t i f y .  

Apart from deter iorat ion i n  qua l i t y  due t o  prolonged storage, the 

company was not only deprived of  the expected earning on the sale 

of  t h i s  inventory but a lso had t o  bear the avoidable carry ing 

cost i n  the inventory which was of  no use t o  the company. 

The company has been incur r ing  losses 

from the date of i t s  inception. The p r o f i t  and loss account of 

t h i s  enterpr ise reveals tha t  loss made by t h i s  enterpises i s  not 

negl ig ib le.  The l a t e s t  pos i t ion  showed tha t  the  company has 

accumulated loss twice i t s  paid up capi ta l .  The fo l lowing gives a 

b r i e f  account of the factors  which made the  company what i t  i s  

today. 



Let  us s t a r t  from the  days of  the 

company took over the cycle r i m  and Kerala cycles, the 

produc t iv i t y  l eve ls  of cycle p lan t  was abysmally low. To 

i l l u s t r a t e  i n  the case of  cycles manufacture i t  was observed tha t  

none of the  par ts  manufactured by the amalgamated u n i t s  were upto 

the  standard2. We d i d  n'ot get the  balance sheet t o  work out the 

trends i n  p roduc t iv i t y  of the  amalgamated u n i t s  but the 

consolidated balance sheet of the company since 1973 revealed 

tha t  cap i ta l  and labour p roduc t iv i t y  s tar ted recording negative 

growth rates. A t  the same t ime the wage share outstr ipped the 

labour product iv i ty .  The dec l in ing produc t iv i t y  compared t o  wage 

share i n  value added i s  given i n  Table 8.1. This increasing 

d i spa r i t y  has been explained away both by the management and 

labour i n  d i f f e ren t  ways. We sha l l  re tu rn  t o  i t  soon. Meanwhile 

l e t  us discuss the l og i ca l  culmination of  events. I n  the 

seventies when the t rouble s tar ted the company could have 

intervened t o  s t a l l  the low produc t iv i t y  phenomenon by a process 

o-f (a) technological upgradation of the cycle r i m  and tube 

f ac to r i  es i n  v i  ew of decl i n i  ng demand and increasing competition 

(b) a r es t r a i n t  on the behavior of  t rade union together wi th  the 

creat ion of an environment leading t o  the development o+ an 

a t t i t ude  appreciate t o  the  predicament so tha t  technica l ly  more 

qua l i f i ed  and complaint personnel wi th  long term perspective 

should replace the then ex i s t i ng  bureaucratic leadership. 

Committes on publ ic  undertaking Nineth Report, New Del h i ,  

1968. page. 19. 



Indices of Wages Share and Productivity In Trivandrum Rubber 

Works 
---- -" ------....- -. 

Y e a r  Productivity Wage shares 

1973-74 1 00 100 

1 1994-75 101 102 
W"" 

1975-76 100 103 

1976-77 99 I 104 

1977-78 95 106 
-..-P--".. ..- 

1978-79 82 107 
-- ... 

b 1980-81 75 108 
p-- 

1981-82 62 108 

l -. 

1982-83 66 109 
I--- --" -.----- --- 



But fu r ther  development gave a queer 

tw i s t  t o  the f a t e  of the enterprise. I n  the ear ly  705, the 

rubber t y r e  d i v i s ion  of the company had t o  be closed down due t o  
3 a major break i n  the  r o l l e r  and calendering machines. I t was 

also a period tha t  saw the establishment of many rubber fac to r ies  

i n  South India. Even a f t e r  the  reopening of  factory  renovation 

of technology was not done and the production registered short 

f a l l  due t o  high p r i ce  and the poor qua l i t y  of par ts  produced. 

To underl ine the po in t  l e t  us take the  case of tubes manufactured 

by the company. The company had created Czecholosl ovaki an 

machines f o r  manufacturing tubes. This technology could produce 
4 only tubes having j o i n t s  which was unacceptable i n  the  market. 

The response t o  such anomalies should have been quick. Though the 

board of d i rec to r  have been appealing t ime and again t o  the 

Government t o  release enough funds f o r  modernisation, the t yp i ca l  

answer t o  such requests was considering the correspondence during 

t h i s  period between government and company suggested government 
5 w a s  not sens i t ive enough t o  extend the  t imely  he lp .  Moreover 

the  general managers most of them on deputation +ram government 

had adopted a 'touch me notr  a t t i t ude  i n  regard t o  the 

perspective plan and strategy regarding d i ve r s i f i ca t i on  of 

product m i x .  

Annual Report of the Company 1974-75. page. 16 

The Report of  the Committee of Publ ic Undertaking 1975-76. 

Secretari ate, T r i  vandrum. page. 18. 

The correspondence f i l e  between the Company and the 

Industry Department was s ty led i n  an extremely bureaucratic 

fashion wi th  queries and counter queries and a t  the end c losing 

the  f i l e  due t o  the i n a b i l i t y  t o  finance the proposed project .  



Paral l e l  developments on the l abour 

f r o n t  may be discussed now. Between 1969-70 the  company was 

closed down f o r  near ly e ight  months due t o  labour t roubles 

r e s u l t i n g  i n  a  l oss  of around Rs. 18 laksh. The settlement 

condi t ions were onerous given the f i nanc ia l  pos i t i on  o f  the 

company. For example, i t  was s t ipu la ted  tha t  s ta tu to ry  bonus a t  a  

higher percentage even when the enterpr ises was running a t  loss. 

This has t o  be seen i n  the l i g h t  o f  the  emerging unhealthy t rend 

of dispropationate share of  wages i n  value added about which we 

already refereed t o  e a r l i e r  (see Table 8.1). The unions which* 

were four i n  number w i th  p o l i t i c a l  a f f i l i a t i o n s  t o  d i f f e r e n t  

pa r t i es  had been vying wi th  each t o  enhance wages and other 

benefits. It i s  t o  be remembered i n  t h i s  connection t h a t  not  a l l  

of them were b ind t o  the predicament o f  the  company. The charges 

l eve1 l e d  against the management gave ce r ta in  f lashes of 

mismanagement which was l a t e r  confirmed by pub l i c  ficcounts 
6 committees . The major complaint voiced by unions were f o r  

example fa) company's procedure i n  regard t o  the purchase of  

qua l i t y  inputs  fb) Opening up r e t a i l  o u t l e t  i n  places where i t  i s  

not  warranted due t o  demand problems (c) Sponsorship of 

advertisement i n  newspapers o f  low c i r c u l a t i o n  t o  appeas 

p o l i t i c a l  pa r t i es  etc. The rescue attempts a t  t h i s  juncture was 

a lso not  forthcoming from the  management nor was there any 

attempt t o  reduce high percentage of  waste which reached t o  9-05 

by 75-76 whi le the permit table l i m i t  was only 5X. Both the 

Publ ic  Accounts Committee and State Produc t iv i t y  Council 

repeatedly urged the company t o  take comprehensive measures and 

correct  the anomaly by changing the o l d  presses of the 
7 f ab r i ca t i on  p lan t  and removing the  defects i n  the  assembling. 

Moreover, i t  was h igh t ime f o r  the enterprises t a  prepare a  long 

t ime plan t o  s h i f t  product m i x  from low p r o f i t a b i l i t y  items t o  

15 Public Accounts Committee Report, op c i t  

State Produc t iv i t y  Counci la repor t  quoted by Pub1 i c  
Accounts Committee. op c i t .  



i tem of high p r o f i t a b i l i t y  l i k e  moped tyres, scooter ty res  etc. 

Though some attempts t o  correct  the technology problems was 

i n i t i a t e d  the major task of replacement and d i ve r s i f i ca t i on  was 

postponed due t o  lack of finance. 

The developments since then have been i n  

the  d i rec t i on  of f a i l u r e s  a l l  around, for ,  the enterprises had 

reached a s l ippery slope evidenced by dec l in ing s t a b i l i t y  
a r a t i o s .  The company without adequate working cap i ta l  margin 

could not a t t r ac t  fund from the banks. Therefore the company had 

r e l i e d  increasingly on budgetary grants from s ta te  government. 

However government d i d  not s t i pu la te  any condit ions over i t s  use 

and hence most of the  funds were used t o  meet the demands of  

recurr ing expenditure. By 1975, i t s  working cap i ta l  was zero. By 

now the accumalated loss of the company had r i s e  t o  185% of paid 

up capi ta l .  The f r o n t i c  attempts t o  modernize the  p lant  d i d  not 

r ea l i ze  mostly because the i ndus t r i a l  f inancing corporation which 

took some in te res t  i n  modernisation i n i t i a l l y  d i d  not  step i n  

ser iously because of the accumulated loss. The s ta te  government 

a lso displayed shyness t o  commit more resources i n  a s ick 

enterprises. The closure a t  per iodic i n te rva l s  due t o  the heavy 

accumulation o+ inventry and shortage of  working cap i ta l  have 

become a regular feature. I n  the  l a t e  80's there were attempts t o  

keep the workers engaged by subcontracting the  body bu i ld ing  

a c t i v i t i e s  of bus engines bought by Transport Corporation. 

This company was set  up i n  1958. 

Or ig ina l l y  t h i s  company was s tar ted as a pr i va te  company. By 

1964 t h i s  company moved i n t o  government hands a f t e r  a ser ies of  

labour t roubles leading t o  lockouts. When the company moved i n t o  

government hands the cap i ta l  s t ructure appeared more f avo r i t e  

Annual Reports. 



than a t  present, f o r  the dept equi ty r a t i o  was 2: 1 when as i t  

assumed a high order of  7:l by 1990-91. This company was 

producing e l ec t r i ca l  goods w i th  product l i n e s  such as fuses, 

switch gears, e l e c t r i c  motors etc. The take over by government 

was j u s t i f i e d  then by the  possibi l i t y  of procurement of  these 

goods by the s ta te  E l e c t r i c i t y  13epartmentq. An analysis o f  the 

f inanc ia l  pos i t ion  of  the company during the  take over suggested 

tha t  the  s t a b i l i t y  r a t i o s  discussed e a r l i e r  showed signs of 

vu lnerab i l i t y .  The produc t iv i t y  r a t i o s  i n  pa r t i cu la r  the labour 
18 produc t iv i t y  s tar ted recording negative signs . 

Government was wel l  aware of  t h i s  

predicament, f o r  a technical team appointed t o  rest ructure the 

company's organisational and technological aspects recorded the 

above mentioned concerns. They were (1) Cost reduction and 

d i ve r s i f i ca t i on  by adding new products by modernising the 

technology and in+using new technology. (2) Restructuring the 

management by appointing technica l ly  qua l i f i ed  personal on top 
11 manageri a1 pos i t ions . I n  f ac t  the committee noted then tha t  

ex i s t i ng  switch gears and e l e c t r i c  motors where based on obsolete 

design and energy conserving replacement of whcih should be 

undertaken on an emergency basis. The t o t a l  requirement was 

estimated around Rs.10 Lakhs which the company was urged t o  

mobi l ise from various sources l i k e  government, IDBI, ICICI etc. 

The subsequent h i s to ry  of  the  company 

revealed tha t  these major suggestions f o r  revamping the u n i t s  was 

not implemented. The managing d i rec to r  who was entrusted wi th  

- - - - - - 

From the speech o+ the  chairman of the  company reproduced 

i n  the company balancesheet 1972-73. 

Based on bal  ancesheet i n f  ormat i on. 

" See balancesheet of  the  company 1970-71 where major 

recommendations of  the  committees are reproduced. 



the responsibility of preparing perspective plan taking into 

account the sources of funds and technology was suddenly 

transferred. There was time gap of around eight months for the 

new managing director to join office. Needless to say, the 

managing directors continue to be administrative personnel. A 

decade since the take over of the company by government at least 

f ive managing directors were appointed. All of them were from 

bureaucracy, with a minimum duration of two years off ice. None 

of the managing directors have had time to push ahead a long term 

plan incorporating the suggestions for revamping the unit. 

Meanwhi le the company's perf ormance 

deteriorated further. The market failures led to huge inventory 

accumulation and even the major user of the company's products 

the State Electricity boards showed reluctance to buy because of 

the high cost and poor quality of company's products! To 

illustrate, at the time of the take over the capacity utilisation 

of the plant was around 60% but in the course of 7 years it fell 

to 358. 

The company all on a sudden woken up to 

the demand for better technology. The search for the new 

technology col laboration started on for modernisation of product 

lines and diversification. IDBI was approached for financial 
13 assistance . However IDBI assistance didn't modernize mainly 

because the enterprise did not satisfy the IDBI norms for 

eligibility. The disapproval by IDBI on the request for it 

expansion scheme did not take the enterprise to far with the 

collaboration efforts, 

Based on bal anresheet information. 

Based on field study. 



The stagnation phase therefore continued 

unabated. Retrenchment was inevi table.  The employees resorted 

t o  a massive s t r i k e  which continued f o r  around 5 months. A 

p o l i t i c a l  settlement was soon reached according t o  which 

government advanced a loan of Rs. l@ lakhs t o  t i d e  over the 

c r i  s i  S. The issues of retrenchment was temporari ly postponed. 

While grant ing t h i s  loan there was no s t i p u l a t i o n  as t o  i t s  use. 

The major c la im f o r  t h i s  loan came from the  labour unions. by 

the t ime the  settlement was reached the  wage arrears of the 

employees accounted t o  a staggering f i g u r e  of Rs.6 ~ a k h s ' ~ .  The 

postponement of which was not agreeable t o  the  unions and 

therefore out of Rs.10 Lakhs received around Rs.6 Lakhs was 

d i s t r i bu ted  as wages. The r e s t  Rs.3 Lakhs was not  s u f f i c i e n t  

enough f o r  e i t he r  modernisation or  d ivers i f i ca t ion ,  To 

i l l u s t r a t e  a t  about a t  the same t ime the company negotiated f o r  

another f o re i  gn co l  l aborat i on f o r  the manufacturer of swi t c h  gear 

w i th  a Canadian f i r m  but the input  o f  machinery required had an 

estimated cost of Rs.6.5 Lakhs. This includes the payment of 

other items such as technology and associated r o y a l t y  payments. 

There was a controversy as t o  whether the terms of co l laborat ion 

was appropriate or  not. The stalmate continued. Meanwhile, the 

working cap i ta l  requirements t o  i n i t i a l  production was met by the 

remaining Rs.3 Lakhs. but the  company could not  continues i t s  

operation f o r  morethan 3 months, again the same s to ry  repeated 

and today the enterpr ise i s  a r e l i e f  undertaking w i th  75 

empl oyees doi ng the repa i r  and maintenance works o f  transformers 

i n s t a l l e d  by Gerala State E l e c t r i c i t y  Board. 

Based on f i e l d  study. 



8.3 Trrv-re Ti-*m Li- 

W e  have  l i s t e d  t h e  company under t h e  

group "Moderate performance".  The company w a s  i n c o r p o r a t e d  i n  

1945 and was managed by a B r i t i s h  f i r m  u n t i l  l a t e  s i x t i e s .  The 

company though managed by B r i t i s h  f i r m ,  Travancore  Government had 

g r a n t e d  a s s i s t a n c e  t o  t h e  company by owning 53% o+ p a i d  up 

c a p i t a l  of t h e  company. I t  shou ld  b e  reckoned i n  t h e  c o n n e c t i o n  

t h a t  u n t i l  t h e  e a r l y  s i x t i e s ,  t h e r e  are o n l y  t w o  e n t e r p r i s e s  

producing Ti tanium Diox ide  i n  t h e  coun t ry .  The rnear monopoly o+ 

t h e  e n t e r p r i s e  i n  t h e  p r o d u c t i o n  is clear from its l a r g e  s h a r e  

i n  t h e  to ta l  n a t i o n a l  o u t p u t .  A s  on 1992-93, t h e  company 

employed around 1825 p e r s o n s  w i t h  a t o t a l  c a p i t a l  inves tment  of 

2415.58 Lakhs. 

The company w a s  u n a b l e  t o  a t t a i n  its 

f u l l  i n s t a l  l e d  c a p a c i t y  due  t o  c e r t a i n  equipment /product ion  

b o t t l e n e c k s  i n  soon of t h e  p r o c e s s  s t a g e s .  4 s  e a r l y  a s  i n  J u l y  

1982 a p r e l i m i n a r y  s t u d y  w a s  g o t  conducted  by T i o x i d e  Group 

Limi ted  (TGL), U.K a t  a cost of B 30,000 t o  a c h i e v e  h i g h  c a p a c i t y  

i n s t a l l a t i o n .  The company c o u l d  n o t  p r o c e s s  f u r t h e r  as  TGL 

i n s t e a d  of g e t t i n g  m a j o r i t y  s h a r e s  i n  t h e  company f o r  i m p a r t i n g  

t e c h n i c a l  c o l l a b o r a t i o n .  Hence t h e  p r o p o s a l  had t o  b e  dropped. 

Again i n  March 1988, The company engaged 

Babcock woodall-Duckhem (BWD), UK f o r  an  e v a l u a t i o n  of t h e  

r e q u i r e m e n t s  so as t o  upgrade  and i n c r e a s e  t h e  c a p a c i t y  

u t i f  i s a t i o n .  I t  was e x p e c t e d  t h a t  wi th  t h e i r  t e c h n i c a l  

a s s i s t a n c e  t h e  company would be  i n  a p o s i t i o n  t o  u t i l i s e  t h e  

c a p a c i t y  t o  t h e  optimum. 

The of f e r  of BWD i n t e r a l  i a  p rov ided  t h a t  

i t  would p r e p a r e  a formal  r e p o r t  on t h e  e x i s t i n g  p l a n  and u t i l i t y  

and t h a t  o n c e  t h e i r  r e p o r t  was a c c e p t e d  by t h e  company t h e y  would 



submit detai l ed  costed proposals specifying a1 l remedi a1 /new 

engineering design work considered necessary t o  upgrade the p lan t  

t o  i t s  maximum capacity. 

BWD furnished a survey repor t  i n  August 

1988 and the company paid the agreed amount o+ Rs.3,08 Lakhs 

towards the fee f a r  the report, BWD thereaf ter  pleaded (November 

1988) t h e i r  i n a b i l i t y  t o  continue t o  work wi th the company and 

stated tha t  i t  was possible f o r  any wel l  experienced process 

engineering contractors t o  proceed wi th  the expansions based on 

tha t  report.  I n  the absence of  any clause i n  the agreement t o  

penalise BWD f o r  not f u l f i l l i n g  t h e i r  obl igat ion, the company 

could not proceed against them. 

The company could not go ahead wi th the 

implementation of the scheme as i t  could not generate the 

requ is i t e  process know-how and technical expert ise s tead i l y  i n  

the absence of deta i led costed proposals f o r  ge t t ing  the pro ject  

executed 'on turn-key-basis. The p1 ant capacity has, thus, not 

yet been enhanced. Hence the e n t i r e  amount 3.08 Lakhs spent on 

prel iminary study proved nugatory. 

Another wasteful expenditure of the 

company was the purchase of i d l e  equipment. I n  June 1985, the 

company purchase cer ta in  canteen equipment f o r  Rs.1.66 Lakhs from 

A.R.V Industries, Madras. The equipment 'was intended t o  be 

operated wi th the help of  the surplus steam avai lable i n  the 

Sulphuric acid plant. As the steam would contain Sulphur dioxide 

fumes, the employees objected t o  i t s  use. The equipment had not, 

therefore, been put t o  use (March 1993). S imi la r ly  i n  March 

1988, the company purchased a t r a i l e r  wi th  a pay load capacity of  

1.5 Tonnes from Qua l i t y  Engineers, Kochi f o r  R5.0.92 Lakhs. This 

t r a i l e r  was intended t o  be hauled by a jeep t o  carry food from 

the canteen t o  d i f f e ren t  par ts  of the factory premises. The 

t r a i l e r  turned out t o  be too heavy t o  be hauled by the jeep. 



Therefore, the company purchased another veh ic le  f o r  t h i s  purpose 

i n  February 1993 a t  a cost of Rs. 1.93 Lakhs, leaving the t r a i l e r  

unut i l i sed.  The company has not  taken any steps e i t he r  t o  put 

them t o  use or  t o  dispose them o f f .  The procurement of the 

equipment and the  t r a i l e r  without assessing t h e i r  

acceptability/suitability have rendered them i d l e  resu l t i ng  i n  

wasteful expenditure of Rs. 2.58 Lakhs. 

The per f  ormance evaluat ion of the 

enterpr ises i n  terms of p r o f i t a b i l i t y  suggested tha t  the trend 

has been h igh ly  uneven of  the l a s t  14 years ie,  from 1979-80 t o  

1992-93 f o r  which data are available, p r o f i t a b i l i t y  was recorded 

only i n  5 years r e f l e c t i n g  ce r ta in  unhealthy trends i n  the 

funct ioning of the enterprise. I n  the  fo l lowing pages we t r y  t o  

t race the major developments a t  the enterpr ise l eve l  which had 

bearing on the f l uc tua t i ng  performance of the enterprise. 

A study of the  cap i ta l  s t ruc tu re  of the 

company suggested tha t  debt element i n  the cap i ta l  s t ructure 

assumed a h i r e  proport ion i n  the 8BZs and commensurably the 

p r o f i t a b i l i t y  r a t i o  have shown a tendency t o  decline. We have 

used the fo l lowing r a t i o s  t o  examine the f i nanc ia l  heal th o f  t h i s  

f i r m .  The r a t i o s  used were 1 r a t i o  between earning before 

i n te res t  or  taxes t o  t o t a l  tang ib le  assets. This r a t i o  r e f l e c t s  

as t o  whether the assets o f  the company i s  being e f f e c t i v e l y  used 

t o  generate p r o f i t .  A smaller r a t i o  may r e f l e c t  unhealthy trends 

f o r  f u tu re  and vice-versa. Simi lar ly ,  2. the r a t i o  between 

current assets and current l i a b i l i t i e s  which ind icates the 

a v a i l a b i l i t y  of current assets i n  rupees +or every one rupee of 

current l i a b i l i t y .  The current r a t i o  provides an idea of cushon 

ava i lab le  wi th  the f i r m  t o  meet i t s  short term l i a b i l i t i e s .  

Therefore, the larger  the current r a t i o ,  i t  ind icates the 

f i nanci a1 soundness of the  enterprises. S im i l a r l y  the asset 



turnover ratio which reflects the ability of generating sales 

from the financial resources committed t o  the firm. As the ratio 

increases it indicates increasing efficiency of the enterprise. 

We have closely observed the movements 

of this ratios. It was seen that the movements have been uneven 

but we have found it highly correlated with profitability 

performance. That is to say the years of dip in profitability is 

followed by similar trends in financial ratios. 

At this Juncture it has t o  be pointed 

out that the utilisation of installed capacity has been 

stagnat ing for qui t e  sometime. To illustrate though the 

installed capacity per day is 50 Tones the actual production did 

not exceed 25 Tones. Though during periods of import 

restrictions demand problems are not felt periodic liberalisation 

tent t o  aggravate and the users tend t o  import. This has been 

due t o  substantial increase in price of the product. We have 

therefore analysed the cost and out put trends of the enterprise. 

At the outset it should be pointed out 

that our analysis for the last one decade showed that when out 

put registered a growth rate of hardly 5% the cost escalation has 

been to the extend of around 20%. While the cost elements have 

registered increase the major increase has been marked in the 

case of raw materials and wages. When we examined the 

productivity of labour in relation t o  the value added and wage 

shares as in the case of firms, a mismatch was evident ie, the 
15 latter has been exceeding the former . It leads t o  a 

situation of draining up otherwise disposable surplus demanded by 

the requirement of internal development. Here, unless the 

Balancesheet Information- 



company step i n  t o  correct  t h i s  anomaly the  fu tu re  w i l l  be bleak 

as suggested by the case studies ear l ie r .  The s i t ua t i on  now i s  
10 f a r  from perfect  . The other problems a r i s ing  from technology, 

organisational matters, managerial aspects etc. are no less 

important. To i l lust ra te,  our enquiry revealed tha t  the 

technology demands more a t ten t ion  than h i t he r t o  been given. For 

eg. the machineries i ns ta l l ed  are qu i te  o l d  which not only 

depress the p lant  leve l  p roduc t iv i t y  but a lso have become 

pal l u t i a n  prone. Some of these aspects we have already discussed 

i n  the sect ion on product iv i ty .  The management s t i l l  continue t o  

be bureaucratic. The po in t  of  emphasis i s  t ha t  unless the 

enterpr ise embark on a thorough r e v i t a l i s a t i o n  program, the 

fu ture of the company i s  a t  stake, perhaps i t  i s  l i k e l y  t o  face 

the fa te  of one of the companies mentioned abave. 

This company was incorporated i n  1951. 

Total cap i ta l  invested a t  the end of 1992-93 i s  Rs.2,573.65 

Lakhs. Presently t h i s  company employs 1,786 persons. The main 

i tem of production of  the company consists of  Caustic Soda, 

Clor ine Products etc. 

The Capital  s t ructure of the  company as 

seen from the balance sheet revealed tha t  f o r  the  l a s t  7 years 

(1986 t o  19931, the loan equi ty r a t i o  remained more or less  a t  

sat is factory  l eve l  of  1.1. The output had registered a growth 

The prac t ice  o+ double increment i n  place o+ one 

st ippulated by contractual agreements, higher bonus than what i s  

permitted, and general ind isc ip lned t rade union f i g h t s  are some 

of  the issues voiced by the management and conceded even by some 

labour union leaders during the course of  our f i e l d  enquiry. 



r a t e  of around 17% between the  same period. The post tax 

p r o f i t a b i l i t y  on the average recorded an increase by 9% of the 

cap i ta l  employed. The f inanci a1 s t a b i l i t y  r a t i o s  a1 so showed a 

heal thy trend. 

I t may be pointed out i n  t h i s  connection 

tha t  the high growth of variables we discussed may perhaps 

r e f l e c t  the low base characterising long years of stagnation 

p r i o r  t o  1975, The s ta te  of a f f a i r s  p reva i l ing  then was almost 

s im i la r  t o  the one described i n  the case of  Trivandrum Rubber 

Works and Metropal i tean Engineering Company Limited. A short 

descr ipt ion of  the s ta te  of  a f f a i r s  p reva i l ing  i n  the enterpr ise 

w i l l  be i n  order. 

But t h i s  company have been moving 

towards a closure due t o  heavy loss, a s i t ua t i on  brought about by 

several factors  i n te rna l  t o  the enterprise. The capacity 

u t i  l isa t i on  reached very low leve ls  leading t o  heavy 

accumulations of  inventory. The produc t iv i t y  l eve ls  (Value added 

per worker) have been declining. The breakdown of p lant  was a 

regular feature. Our invest iqat ion revealed tha t  a t  t ha t  po in t  

o+ time the age of  machineries i ns ta l l ed  was more than 25 years 

old. With continuous loss, enough provis ion f o r  depreciation 

could not be made and hence increasing obsolescence p u l l i n g  the 

produc t iv i t y  l eve ls  fu r ther  down, f3dded t o  i t  was the 

bureaucratic management which somehow was carry ing on the day t o  

day a f f a i r s  of the company! Needless t o  say, the labour f r on t  

wi th three unions have been indulging i n  fac t i on  f i gh t i ng  and 

l abour management re1 a t i  on have been stra in ing.  

Since the  jo in ing  of a new managing 

d i rec to r  wi th considerable managerial experience and wi th  science 

background the s i t ua t i on  was d ras t i ca l l y  altered. The new 

manager joined the o-ff ice a f t e r  a very hard bargaining wi th 

government and on the fo l lowing conditions. 



1. relatively more autonomy in decision making 

2. the availability of sufficient funds for technological 

devel opment 
17 3. a five year tenure appointment . 

Subsequent events that f ol lowed showed that in the f 01 l owing 

years the company had acquired a new lease of life. To cut a 

long story short we may only summarise the major events which had 

a bearing on the performance, 

New regime's attention was complete1 y 

absorbed for sometime on technology aspects. The i ndustri a1 

financing institution and the government approved the scheme 

drawn for modernisation. Though there was some hesitation on the 

part of industrial financing institution to commit funds for 

technology development on the strength of assurance by the 

management that within a period of two years a favorable debt 

equity ratio will be brought about, the sanction was granted to 

this scheme. Necessary funds allocated for revitalisation scheme 

included replacement of  existing machines which led to 

substantial improvement in the productivity a s  well a s  a 

introduction of new process by means of foreign technical 

collaboration. This enabled the enterprise t o  go in for 

diversification, making use of one of its bye-products- 

Simultaneously, attention was given to other weak links like 

inventory management. In the case of inventory management the 

then prevailing system provided scope for leakages. The practice 

of limited tendering, rush purchases etc. have given greater 

scope in the past far corruption is evident from some of subject 
le committee reports . The new regime meticulous efforts t o  put 

Information based cm field enquiry. 

Based on s3b j ect Commi ttee Report 1975-75 Secretar i ate 

Trivandrum. page. 5. 



the inventory management aspects on a scientific basis. A full 

fledged material department was created wherein classification, 

standardisation, economic ordering etc. has been undertaken. 

It was in the field of labour relation 

the biggest achievement of the new management was seen. The 

warring factions came to an agreement regarding the work norms 

fixed by the state productivity council. This was possible 

because of the new dynamic leadership which could convince the 

unions that an enterprise which is running on a continuous loss 

can not take care of the interest of the workers. This kind of 

ethas could carry more conviction with workers with the 

participation of the workers in the board of management and a150 

setting up joint councils at the shop floor and plant levels to 

l oak after safety measures, working conditions, we1 f are measures, 

di scipl ines and measures for improving productivity and 

efficiency. In short, within two years after the introduction of 

these measures, the situation showed signs of improvement. From 

the third year onwards the profit performance recorded positive 

growth rates along with other major variables like sales, 

employment etc. Now this company is included in the profit 

making group of companies. 
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Thus we have outlined above the 

behaviour of four manufacturing state enterprises and seemed that 

they are behaving in different manner. What explains the 

f ai lures, stagnation and success stories of these companies? 

From our narration it may appear that a variety of factors had 

directly or indirectly contributed to the phenomenon of failures. 





Electronics. Except in the case of electronics in other sectors 

investment was spread very thinly. For example, engineering and 

electrical industry received only 12.24 crores (hardly 6% of 

state investment compared to other areas). Perhaps one aspect of 

the linkage patterns that has relevance to policy measures is the 

interrelationship among these units in the industrial system. 

This relationship need not be and in effect not always 

competitive. The complimentarities largely arise from joint 

interest which in turn depends on the strategy of product mix 

patterns and production process in terms of input mixes and 

thereby provide a nuclei of economic expansion. 

As  seen above in the context of Kerala 

there had been thin spreading of capital in areas where 

multiplier effect is very high. Engineering industry is typical 

o+ this under investment. The point can be illustrated by the 

estimate we had made on linkage pattern of manufacturing state 

enterprises. Linkage pattern can be crudely worked out in terms 

of their input purchase and output disposal from within the state 

and the rest of the economy. Table 8.2 shows the firms in our 

sample show extremely weak linkage with the regional economy in 

terms of purchase of inputs. As seen from the table, in the case 

of units belonging to engineering and electronics, a substantial 

pr~posi tion of inputs necessary for production is procured 

either from outside the state or outside the country. The fact 

of the case is that policy instruments have not being used to 

stimulate the generation of the industrial cluster as a necessary 

program for creating and fostering local activities. We may also 

add here emphatically that the high inventory sales ratio of the 

enterprises in the sample may be due to the inadequate growth of 

interrelated industries, a hypothesis which need to be examined 

in depth. 
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When it comes t o  disposal of output 

also, we have not found a strong linkage with the needs and 

requirements of governmental departments. The products of these 

'uneconomical ' enterprises when faced with unequal competition 

with private enterprises, government as user of the enterprise7s 

products, can procure them. The linkages with the user 

government departments could have served as an outlet for 

producing enterprises as well as can exert pressures on producing 

enterprises t o  improve quality. This two way approach can t o  a 

large extent help these enterprises t o  become more viable in the 

long run. 



In our enquiry almost a1 l firms have 

been emphasising the difficulties faced in the marketing of their 

products and the uncertain attitude of the government in assuring 

a stable market for their products. It is to be remembered in 

this context that utility departments of state government can be 

the major users of these products. To illustrate, there are 

three firms producing electrical goods IKEL, Metrapolitan 

Engineering Company, United Electrical Industries) such a s  the 

tension transformers, switch gears, electricity metre, irrigation 

structure etc that can be procured by State Electricity Boards. 

Again products produced by the Eerala Drugs and Pharmaceutical 

and Pharmaceutical corporation can be procured by government 

hospitals. Like wise, the wood products of Travancore Plywood 

Limited and Forest Industries Limited, Texti les goods of Keral a 

Garments and Sitaram Textiles can be procured by various 

government departments. Pipes supplied by Kerala Premo Pipes 

Limited can be procured by Public Works Department. Similarly, 

products of Steel Industries and Kerala Engineering Works can be 

procured by various goverment utility departments. Such examples 

can be multiplied. 

We may mentioning here the concerns 

voiced by some of the enterprises. Let us illustrate the case of 

Metropolitan Engineering Company which is started with producing 

switch gears, isolators, fuses and fire extinguishers. The major 

customers of the product w a s  State Electricity Board. Because of 

the vagaries in the purchase policy of Kerala Electricty Board 

the company faced the problem of under utilisation of capacity 

and higher lead time in clearing the stock. This enterprise is 

now a sick unit. 



Let us take the case of another firm in 

the modern manufacturing sector producing Pharmaceutical. It is 

facing a serious crisis due t o  interdepartmental rivalries. The 

firm under the ministry of industries have been supplying 

medicines +or the requirements of government hospitals. The 

attempt of the health ministry t o  bring the firm under its 

control a s  cancel l ation of orders, p1 aced on pharmaceutical firms 

by the health ministry. The outcome was cancellation of orders, 

placed on pharmaceutical firm by the health ministry. The 

company thereby lost 95% of its market and is now on the brink of 

collapse. 

He can see many such examples. The 

question is had there been a strong linkage with the using 

departments, could this crisis have befallen on them? But t o  

make linkages stranger, according t o  user departments the prices 

offered should correspond to the reality. Even whwn state 

enterprises are given a price advantage o+ 18% over the private 

competitors the products cannot sell t o  the users department of 

government. This situation once again tells upon the all 

pervasive backwardness of state sector enterprises which can only 

be remedied by purposeful and planned intervention. 
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I n  t h e  f o r e g o i n g  c h a p t e r s  w e  h a v e  

d i s c u s s e d  t h e  v a r i o u s  f a c e t s  of  t h e  p e r f o r m a n c e  o f  t h e  s ta te  

e n t e r p r i s e s  i n  K e r a l a  w i t h  s p e c i a l  f o c u s  o f  a t t e n t i o n  on modern 

m a n u f a c t u r i n g  s t a t e  e n t e r p r i s e  i n  Kerala. I t  is now a t t e m p t e d  

h e r e  t o  draw t h e  t h r e a d s  t o g e t h e r  i n  t h e  form of  a b r i e f  summary 

of  f i n d i n g s .  

The o b j e c t i v e  of t h e  p r e s e n t  s t u d y  is t o  

e v a l u a t e  t h e  p e r f o r m a n c e  of  t h e  s ta te  e n t e r p r i s e s  i n  K e r a l a  

d u r i n g  t h e  p a s t  few decades .  I t  s p e c i f i c a l l y  f o c u s e s  a t t e n t i o n  

on modern m a n u f a c t u r i n g  s t a t e  e n t e r p r i s e s .  F a c t o r s  t h a t  h a s  l e d  

t o  poor  f  i n a n c i  a1 pe r fo rmances ,  whe the r  l a c k  of  t e c h n o l o g i c a l  

e x p e r t i s e  and  s c i e n t i f i c  knowledge been  a h i n d a r a n c e  i n  t h e  

growth  o f  s t a t e  sector u n d e r s t a n d i n g = ,  t h e  means by which s ta te  

e n t e r p r i s e s  h a v e  access t o  new t e c h n o l o g y  and  how e f f i c i e n t  are 

t h e s e  means, t h e  u n d e r l y i n g  mechanism by  which s ta te  e n t e r p r i s e s  

are becoming s i c k  e t c  are examined i n  t h i s  s t u d y .  

From t h e  f o r g o i n g  a n a l y s i s  w e  c a n  

c o n c l u d e  tha t  t h e  p e r f o r m a n c e  o f  s ta te  sector e n t e r p r i s e s  has 

been  u n s a t i s f a c t o r y .  Soci a1 and  economic r e t u r n s  h a v e  been l o w  

and  i n  many cases huge  losses h a v e  been  i n c u r r e d ,  o u t p u t  is f a r  

be low t h e  c a p a c i t y  and the cost are h i g h .  The i n e f f i c i e n c y  of 

t h e  s t a t e  sector e n t e r p r i s e s  and  t h e  r e a s o n  advanced  t o  e x p l a i n  



it are proverbial. These includes bureaucratization of 

management, pol i ti cal i sation of recruitment, irresponsibility of 

trade unions, lack of people's sentimental attachment to the 

state sector enterprises which is basically meant for the people 

at large. Apart from these rehtorical explanation, no concrete 

economic analysis is available on state sector enterprises in the 

context of Eerala- Therefore, we hope our study will be modest 

contribution in identifying the nature of problems affecting the 

state sector enterprises. 

In the introductory section we have seen 

that in the absence of major investment from private and central 

sectors, state has taken major initiative in establishing several 

industries in the modern manufacturing sector. However, proper 

functioning of state sector units in a manner such that it 

creates sufficient surplus is essential for Eerala to carry 

forward the task of industrialisation. but majority of the 

enterprises are incapable of generating any surplus. The major 

factors contributing to this phenomenon as revealed by the study 

are as follows. 

Since Kerala is industrial l y backward 

the desire of government was to speed up industrialisation. With 

this desire the state has diffused the available resources very 

thinly across many industries. This had resulted in the 

formation of an inverted pyramid types of a capital structure 

characterised by top heavy loan capital and a thin base of paid 

up capital. In turn, this has also led to build in claims for 

more interest, resulting in further dependence on governmental 

loans for working capital. As substantiated by our analysis this 

has constrained the financial health of the enterprise by 

i mposi ng a heavy interest burden resul t i ng in vulnerable 

+inancial ratios. Some of enterprises accumulated loss while 

remaining in a sick state for a long time. 



However t h i s  does not a t  a l l  imply tha t  

su f f i c i en t  explanation on loss  making phenomenon i s  provided by 

debt equity r a t i o .  There may be equal ly strong explanatory 

variables such as technology, ~ rgan i sa t i ona l  aspects, p r i ce  

po l i cy  etc. Since a l l  the above factors  cannot be explained i n  

the study, we confirmed t o  a major aspect of performance namely 

technology. Our analysis of the technological aspects revealed 

tha t  they face serious problems i n  the relm of technology. The 

in te r re la t ionsh ip  between the f inanci a1 performance and 

technological performance have been found very strong. The 

greater the extent of 1055, the more profound technological 

backwardness and viceversa. 

An analysis of the cost s t ructure 

indicated r i s i n g  cost of raw materials and fue l  r e f l e c t i ng  the 

increasing ine f f i c iency  i n  the technology used. The major 

problem i n  the technology f ron t  was the i n a b i l i t y  t o  undertake 

renovation due to shrinking depreciation fund; i r regu la r  de l ivery  

of  par ts  and components , poor i n te rna l  scheduling, inadequate 

j i95 and f ix tures,  poor p lant  1"ayout etc. In te res t ing ly  enough 

we found tha t  even some of the p r o f i t  making enterprises do face 

such problems. A favourable sk i  11-mix, l a t e r  R&D a1 locat ion, 

designed development etc., were some of the  capab i l i t i es  

developed by p r o f i t  making enterprises. 

The in+ormation gathered on other 

aspects l i k e  inventory management etc revealed tha t  i n  the case 

of loss making enterprises a l o t  of disorder i n  inventory 

management was located, t h i s  leading t o  leakages and economic 

waste. However we found some di f ference i n  the case of pro-Fit 

making enterprises! Some of them are managed by technica l ly  

qua l i f i ed  people. Marketing management i s  another area where a 

l o t  of d i f f i c u l t i e s  these enterprises face i r respec t ive  af 

whatever they are loss making or not. 



Our a n a l y s i s  also p r e s e n t e d  a dynamic 

p i c t u r e  of t r a n s f o r m a t i o n  of s ta te  e n t e r p r i s e s  i n t o  a  g i v e n  

s i t u a t i o n  of p r o f i t  or loss  making w i t h  t h e  case s t u d y  of f o u r  

e n t e r p r i s e s .  W e  c o u l d  i d e n t i f y  a  v a r i e t y  of f a c t o r s  which had 

d i r e c t l y  or i n d i r e c t l y  c o n t r i b u t e d  t o  t h e  l o s s  making phenomenon. 

The i n s e n s i t i v i l y  of t h e  o r g a n i s a t i o n a l  s t r u c t u r e  t o  g e a r  up t o  

t h e  demands of p r o d u c t i o n  s t r u c t u r e  appear  t h e  m a j o r  r e a s o n  f o r  

t h e  backwardness.  T h i s  dichotomy is a l s o  p r e s e n t  i n  t h e  case of 

a n  e n t e r p r i s e  having monopoly advan tage  i n  t h e  p r o d u c t  market.  

I t  is i n f o r m a t i v e  t o  r e p o r t  i n  t h i s  c o n n e c t i o n  t h a t  t h i s  

s y n c h r o n i s a t i o n  w a s  e v i d e n t  i n  t h e  case s t u d y  of a n o t h e r  f i r m  

whose p e r f  armance w a s  found s a t i s f a c t o r y .  

Another major f i n d i n g  h i g h l i g h t e d  i n  our  

s t u d y  is t h a t  s ta te  had d i f f u s e d  inves tment  i n  a l l  sectors. Thzs 

d i f f u s i o n  took p l a c e  l a r g e l y  d u r i n g  t h e  p o s t  independent  pe r iod .  

The i n d u s t r i a l  development s t r a t e g y  of t h e  s t a t e  i n s t e a d  of 

conso l  i d a t i n g  t h e  a l r e a d y  i n d i c a t e d  i n d u s t r i a l  b a s e  c h o s e  t o  move 

i n t o  s e v e r a l  modern sectors i g n o r i n g  l i n k a g e s  t h a t  l a r g e l y  a r i s e  

from j o i n t  i n t e r e s t ;  r o n s o l i d a t i o n  of which depends  upon t h e  

s t r a t e g y  of p roduc t  mix p a t t e r n s  and p r o d u c t i o n  p r a c e s s  i n  t e r m s  

of i n p u t  m i x e s  and t h e r e b y  p r o v i d e  a n u c l e i  of economic 

expansion.  But t h i s  n u c l e i  of economic expans ion  w a s  n o t  be ing  

a p p r e c i a t e d  by t h e  p l a n n e r s  of t h e  s ta te  sector, f o r  s tate sector 

h a s  o n l y  been s p r e a d i n g  inves tment  t h i n l y  i n  a r e a s  where 

m u l t i p l i e r  e f f e c t  is v e r y  h igh.  Eng inee r ing  I n d u s t r y  is t y p i c a l  

of t h i s  under  inves tment .  T h i s  p o i n t  is i l l u s t r a t e d  by a case 

s t u d y  of l i n k a g e  p a t t e r n s  of s ta te  sector e n t e r p r i s e s .  I t  is 

s e e n  t h a t  i n  t h e  case of u n i t s  be long ing  t o  e n g i n e e r i n g  and 

e l e c t r o n i c s ,  a s u b s t a n t i a l  p r o p o r t i o n  of i n p u t s  n e c e s s a r y  f o r  

p r o d u c t i o n  is procured  e i t h e r  from o u t s i d e  t h e  s ta te  or o u t s i d e  

t h e  coun t ry .  The f i r m  i n  t h e  sample  showed e x t r e m e l y  weak 

l i n k a g e  wi th  r e g i o n a l  economy i n  t e r m s  of p u r c h a s e  o+ i n p u t s .  
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The point of emphasis is that the policy instruments have not 

been used t o  stimulate generation of industrial cluster a s  a 

necessary programme for creating and f osteri nq local activities. 

Our anlysis also give information that 

there exist no strong linkage with the needs and requirements of 

user Government departments for the disposal of output. Such 

linkages could not only have served as an outlet for producing 

enterprises but more importantly can exert pressure on them to 

improve quality. This two way strategy could have helped those 

enterprises t o  become more viable. We have illustrated with 

several examples how the lack of effective linkage harms the long 

run interests of enterprises. 

In short, the slippery slope of state 

sector enterpri ses as we have seen i S f inanci a1 management, which 

sets the ball of inefficiency rolling. This spreads into the 

management, marketing, technology and linkages aspects all of 

which accentuates the crisis. Once the crisis set in reflected, 

as the case studies suggested it assumes un dimensional character 

not being transimitted t o  organisational sphere. 

It is seen that the organisational setup 

remains insensitive to the structural demands of the enterprises. 

Why is it so? An answer t o  this question necessitate an 

examination of the existing organisational set up. At the outset 

we would like to point out that the administrative aspects of 

state sector enterprises are vested in around ten administrative 

departments. Majority of them, however are with the industry 

ministry. Needless tu say the situation is chaotic at present. 

The interaction between the Government and the enterprises is run 

through the Board of Directors on which are represented the 

Government representative departmental most often secretary will 



be the chairman and the senior bureaucrats a s  chief executives. 

Therefore the interface between the Government and enterprise 

will be caught in a classical conflict between autonomy and 

accountability and the system will be perpetuated by other built- 

in-disadvantages arising from lack of prof essional i sm, 

discontinuity of leadership etc. It is not realistic t o  expect 

good performance of an organisation if it is devoid of 

l eader shi p. 

In this context we have t o  mention some of the 

organisational reforms introduced in the past t o  strengthen the 

interface between Government and the enterprise and thereby the 

efficiency of state sector units. The holding company concept was 

introduced in the case of few enterprises with the formation of 

Kerala State Industrial Development Corporation in 1972. The 

objective has been that the holding company will render 

management services t o  the companies under its fold in respect of 

general management, technology industri a1 i sed re1 ations and 

marketing. But the experience has shown that when the concept 

is introduced t o  a Letrogenious group of firms with differing 

product mix its usefulness is limited. The organisational 

reforms was the establishment of Public Enterprises Board in 1979 

and Bureau of Public Enterprise in 1982 with the objective of 

evaluation, monitoring and coordination. But it produced only 

limited result because these model agencies possessed either 

adequate experience or technological l y qual i f i ed personnel. 

More over the decisian making regarding the new presents etc has 

mostl y done by political considerations and economic rationale in 

such situations have t o  receed hack. However, it goes t o  the 

credit of Bureau of Public enterprises t o  present a review of 

public enterprises annually from the completed annual reports of 



state enterprises. Needless to say, the picture presented is 

still incomplete, for one third of the enterprises do not 

complete the annual reports in time which in turn represent a 

major administrative lapse. 

Workers participation in the Director 

Boards is another experiment introduced in a limited scale. We 

may also mention that in this context. Workers participation in 

the Director Board has produced anly limited result. Recording to 

the official sources further scope for its extention is getting 

limited because of the inter union rivalries etc. It may be 

added in this connection that such experiments were without 

creating an environment for their motional involvement etc. To 

illustrate, giving the workers a stake in the form of share 

holding, working together committees by representatieves of 

recognised labour unions etc. ought to have produced better 

results there giving mere representation in the Director Board. 

Hecogni sing the above p01 icy 

limitations, there are a few initiatives at the Governmental 

level to introduce organisational innovations like enterprises 

group (bringing together enterprises in the same sector under 

common Chairman, a substitute far holding companies) 

prof essi anal ism in management widen the scope of l abour 

participation in management etc. There are also some initiatives 

in introducing the Memorandum of understanding ( M O V ) in line 

with the steps undertaken by Central Government controlled 

enterprises. 

For healthy interaction between the 

structural and organisational aspects of state sector enterprises 

in Eerala it is necessary to strengthen and sensitise the 



i n t e r f a c e  between t h e  Government and e n t e r p r i s e s  by 

o r g a n i s a t i o n a l  reforms.  T h i s  can  b e  spun of i n t o  a n  i n d u s t r i a l  

advance? Unless  t h i s  is done t h e  f u t u r e  i n d u s t r i a l i s a t i o n  of t h e  

s t a t e  s e c t o r  may n o t  g e t  t h e  n e c e s s a r y  l e a d .  A s  is obvious ,  such 

a  l e a d  g r e a t l y  depends  on t h e  p o l i t i c a l  and social environment  of 

t h e  r e g i o n .  

The need of t h e  day is t o  t a k e  care of 

e v e r y  u n i t  of man, machine, m a t e r i a l  and money of  t h i s  sector t o  

a maximum p r o f i t e x t e n t .  T h i s  s t e p c o u l d  g o  a l o n g  w a y i n  

a c h i e v i n g  t h e  b e t t e r  r e s u l t s .  B e t t e r  working c o n d i t i o n s  t o  t h e  

l a b o u r  f o r c e  of t h i s  s e c t o r  is of v i t a l  importance.  The l a b o u r  

f o r c e  shou ld  b e  mot iva ted  i n  such  a way t h a t  t h e y  shou ld  s ta r t  

f e e l i n g  a s  t h e i r  own concern  a s  a p a r t  and p a r c e l  of t h e i r  l i f e  

as J a p a n e s e  r i g h t l y  d i d  realise t h a t  l a b o u r  is as  i m p o r t a n t  a s  

p r o f i t .  T h i s  c o u l d  l e a d  t o  maximum e f f i c i e n c y ,  p r o d u c t i v i t y  and 

p r o d u c t i o n  which is t h e  dream of e v e r y  economy and K e r a l a  is no 

e x c e p t i o n  t o  it.  
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Production & Capacity Utilisation in Government Owned companies during 1991 - 92 and 1992 -93 
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AmendLu - 4A 
Cn~ltal Inverted and E m ~ l o m n t  in remect of Gcwernment Maiorihr Com~anles fn Kerala 

I Source : Government of Kerala 
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Production & Uhlisation in Oovemrneat Majority Corqmies  1991 - 92 and 1992. - 93 
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Kerala State Industrial Devt. Corporation Ltd ( H 1 

Kerala State Industrial Enterprises Ltd t H 1 

Kerala Financial Corporation ( S 1 

Keral a Tourism Devt corporation Ltd 

Kerala Urban Devt Finance Corporation Ltd. 

Eeral a Land Devt corporation Ltd. 

Kerala Small Industries Devt. corporation Ltd. 

Kerala State Film De~t~corporation t S 1 

Kerala State Warehousing Corporation I S 1 

Kerala State Finanancial Enterprises Ltd. 

11. Kerala Construction Components Ltd. 

12. The Kerala Premo Pipe Factories Ltd. 

13. The Kerala Ceramics Ltd. 

14. The Chalakkudy Refractories Ltd. 

15. Kerala Clays 84 Ceramic Products. 

16. Kerala Special Refractories Ltd. 

17. The Kerala Minerals & Metals Ltd. $ 

18. Kerala State Detergents and Chemicals Ltd. t 

19. Kerala State Drugs & Pharmaceuticals Ltd. $ 

20. Kerala Soaps % Oils Ltd. $ 
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21. Kerala State S a l i c y l s t r s  P Chemical6 Ltd $. 

22. Malabars Cements Ltd. 

23. Phramaceuti c a l s  Corporation ( I M )  Keral  a Ltd. 

24. The Travancore Cements Ltd. 

25. The Travancore Cochin Chemicals Ltd. 4 

26. Travancore Titanium Products Ltd. 

27. Trvandrum Rubber Works Ltd. 4 

28. Keral  a E l e c t r i c a l  & A 1  l i e d  Engineering Company Ltd. 

29. The Metropol i tan Enngineering Company Ltd. 

30. United E l e c t r i c a l  Indus t r ies  Ltd. 

31. Traco Cable Company Ltd. 

32. Transformers & E l e c t r i c a l s  Kerala Ltd. 

Kerala Sta te  E lec t ron ic  Dept. Corporation L t d  H 1 

Kel t ron  Counters Ltd. * 
Ke l t ron E lec t ro  Ceramics Ltd. 4 

Ke l t ron Crys ta ls  Ltd. 4 

Ke l t ron  Magnetic5 Ltd. 8 

Kel t ron  Resistors Ltd. 8 

Kel t ron Power Devices Ltd. t 

Kel t ron  R e c t i f i e r s  L t d  4. 

Ee l t ron  Component Complex Ltd. 

Sidkel  Te lev is ion Ltd. 4 

43. The Metal Indus t r ies  Ltd. 

44. Steel Complex Ltd. 4 

45. Kerala Agro Machinery Corporation Ltd. 
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Steel Indus t r ies  Kerala Ltd. ( H 1 

Kerala Sta te  Construction Corporation Ltd. 

Scooters Kerala Ltd. t 

Ast ra l  Watches Ltd. t 
Kerala hutomobi l e s  Ltd. 

Steel & I n d u s t r i a l  Forgings Ltd. t 

Autocast L t d  $. 

Keral a Hi  tech Indus t r ies  Ltd. 

V 1 1  Plantatinn of Anrnb*--d Uni t -  

Kerala Agro Indus t r ies  Corporation Ltd. 

Kerala Forest Devt Corporation L t d  (H). 

Kerala State Coconut Devt Corporation Ltd. 

Keral a Livestock Devt Board Ltd. 

Meat Products o f  I nd ia  Ltd. 

O i l  Palm I n d i a  Ltd. 

The P lan ta t ion  Corporation of  Kerala Ltd. 

The Rehab i l i t a t i on  P lan ta t ion  Ltd. 

State Farming Corporation o f  Kerala Ltd. 

The Travancore Sugars and Chemicals Ltd. 

Kerala Sta te  H o r t i c u l t u r a l  Products Devt Corporation 

Kerala Sta te  Pou l t r y  Devt Corporation Ltd. 

Ltd. 

66. Kerala Garments Ltd. t 

67. Kerala Sta te  T e x t i l e  Corporation Ltd. 

68. Sitaram Tex t i l es  Ltd. 

69. Trivandrum Spinning M i  11s Ltd. 

I X  W o o d ~ a d  Industries 

70. Forest Indus t r ies  ( Travancore Ltd. 

71. Kerala Sta te  Wood Indus t r ies  Ltd. 



72. T r a v a n c o r e  Plywood I n d u s t r i e s  Ltd.  t 

X Irird1Luxtal Industri- . . 

73. Foam M a t t i n g s  ( I n d i a  1 Ltd.  

74. Handi c r a f  ts Devt C o r p o r a t i o n  of  K e r a l  a. 

75. Kerala State Bamboo C o r p o r a t i o n  Ltd.  

76. Kerala S ta te  Handloom Devt C o r p o r a t i o n  L t d  ( H 1 .  

77. The Kerala S t a t e  C o i r  C o r p o r a t i o n  Ltd.  

78. Kerala Khadi & V i l l a g e  I n d u s t r i e s  Board ( S 1 .  

79. The Kerala S t a t e  Cashew Devt C o r p o r a t i o n  Ltd .  

X I  

80. Kearl a State  I n d u s t r i  a1 P r o d u c t s  T r a d i n g  C o r p o r a t i o n  Ltd.  

81. Kerala S t a t e  C i v i l  S u p l i e s  C o r p o r a t i o n  Ltd .  

82. Kerala Sate B e v e r a g e s  ( M & M C o r p o r a t i o n  Ltd .  

83. Kerala A r t i s a n  Development C o r p o r a t i o n  Ltd .  

84. Kerala Scho l  l T e a c h e r s  and  Non-teaching S t a f f  W e l f a r e  

C o r p o r a t i o n  Ltd .  

85. Kerala S ta te  Development C o r p o r a t i o n  f o r  C h r i s t i a n  

C o n v e r t s  From SC & RC Ltd.  

86. Kerala s t a t e  deve lopment  C o r p o r a t i o n  f o r  SC & ST Ltd .  

87. K e r a l a  State Handicapped P e r s o n s  W e l f a r e  C o r p o r a t i o n  Ltd.  

88. Kerala S ta te  Palmyrah P r o d u c t s  Dele lopment  and  Workers  

W e 1  f  are C o r p o r a t i o n  Ltd.  

89. Kerala S ta te  Womens Dele lopment  c o r p o r a t i o n  L t d  

XI11 Wlir I l t ~ l i t i ~ q  
. . .  

90. Kerala S h i p p i n g  & I n l a n d  N a v i g a t i o n  C o r p o r a t i o n  Ltd.  
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91. Kerala S t a t e  E l e c t r i c i t y  Board ( S 1 

92. Kerala State  Road T r a n s p o r t  C o r p o r a t i o n  ( S 1 .  

93. Kerala Water A u t h o r i t y .  

94. Kerala State  Housing Board ( S 1 .  

XIV a t h ~ r c ; .  

K e r a l  a State  Rura l  Development Board. 

Overseas  Development & Employment Promotion C o n s u l t a n t s  

Ltd.  

T o u r i s t  R e s o r t s  ( Kerala 1 LtdS. 

K e r a l a  P o l i c e  Housing and C o n s t r u c t i o n  C o r p o r a t i o n  Ltd.  

K e r a l  a T r a n s p o r t  Development F i n a n c e  C o r p o r a t i  on Ltd.  

S i d e c o  Hohan Kerala Ltd. 

Kerala State  E n g i n e e r i n g  Works Ltd.  

K e a r l a  S t a t e  In1 and F i s h e r i e s  Development C o r p o r a t i o n  

Ltd. 

K e r a l  a F i s h e r i e s  C o r p o r a t i o n  Ltd. 

Kerala Fishermen Wel fa re  C o r p o r a t i o n  Ltd. 

H - Holding  Company. 

S - S t a t u t o r y  C o r p o r a t i o n  

S o u r c e  : Government of Kerala - A Review of P u b l i c  E n t e r p r i s e  

- 



As t ra l  Watches L imi ted 

Autocast L imi ted 

Foam Matt ings I n d i a  Ltd. 

Kel t r o n  Crys ta l  Ltd. 

Ke l t ron  Magnetic5 Ltd. 

Ke l t ron  Power Devices Ltd. 

Ke l t ron  R e c t i f i e r s  Ltd. 

Ke l t ron  Res is tors  Ltd. 

Ke l t ron  Agro Machinery Corporation Ltd. 

Ke l t ron  Ar t isans Development Corporation Ltd. 

Kerala Automobiles Ltd. 

Kerala Clays and Ceramic Products Ltd. 

Kerala Garments Ltd. 

Kerala Hi tech I ndus t r i es  Ltd. 

Livestock Development Board Ltd. 

Kerala Pol i c e  Housing Development Board Ltd. 

Keral  a School Teachers Devel opment Board Ltd. 

Kerala Small I ndus t r i es  Development Corporation. 

Kerala Soaps and O i l s  Ltd. 

Kerala Special Ref rac tar ies  Ltd. 

Kerala Sta te  Bamboo Corporation Ltd. 

Keral  a Beverages (M&M) Corporation L t d  

Kerala Sta te  C i v i  l supp l  i e r s  Corporation L t d  

Keral  a State Coconut Devel opment Corporat i  on Ltd. 

Kerala Sta te  Construct ion Corporation Ltd. 

Kerala Sta te  Development Corporation f o r  Ch r i s t i an  convents 

from SC and RC Ltd. 

Kerala Sta te  Detergents and Chemicals Ltd. 
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Kerala Sta te  Drugs and Pharmaceuticals Ltd. 

Keral a Sta te  E lec t ron ics  Development Corporation 

Kerala Sta te  F i  l m  Development Corporation 

Keral  a Sta te  F i  nanci a1 Enterpr ises L t d  

Kerala Sta te  Handicaped person's Welfare Corporation Ltd. 

Kerala Sta te  h o r t i c u l t u r e  Products Development Corporation 

Ltd. 

Keral  a Sta te  I n d u s t r i  a1 Development Corporat i  on 

Kerala Sta te  I n d u s t r i a l  Enterpr ises Ltd. 

Kerala Sta te  I n d u s t r i a l  Products Trading Corporation L t d  

Kerala Sta te  Palmyrah Products Development and Workers 

Welfare corporat ion L t d  

Kerala State Pou l t r y  Development Corporation L t d  

Kerala Sta te  Sal i c y l a t e s  and Chemicals Ltd. 

Kerala Sta te  T e x t i l e  Corporation L t d  

Keral  a Tourism Development Corporation L t d  

Kerala Transport Development Corporation Ltd. 

Malabar Cements Ltd. 

Meat Products o f  I n d i a  Ltd. 

Overseas Development and Employment Promotion Consultants 

Ltd. 

Pharmaceutical Corporation ( I M )  Kerala Ltd. 

Scooters Kerala Ltd, 

Sidkel  Te lev is ion  L t d  

Sitaram T e x t i l e s  Ltd. 

S ta te  Farming Corporation o f  Kerala Ltd. 

Steel  and I n d u s t r i a l  Forgings L t d  

Steel I ndus t r i es  Kerala L t d  

The Kerala Ceramics L t d  

The Kerala Minerals and Metals L t d  

The Kerala Premo Pipe Factory Ltd. 

The Kerala Sta te  Coir  Corporation L t d  

The Keral  a S ta te  Development Corporation f o r  SC&ST Ltd. 

The Metropol i tan Engineering Company Ltd. 

The P lan ta t ion  Corporation o f  Kerala Ltd. 
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Tourism Resorts (Kerala) Ltd. 

Travancore Plywood Indus t r ies  Ltd. 

Travancore Rubber works Ltd. 

Travancore Spinning M i  l l 5  Ltd. 

B. Jo in t  Owenership of State & Central Governments. 

Kerala hgro Indus t r ies  Corporations Ltd. o 

Kerala Forest Devt. Corporation Ltd. 

Keral a Land Devt. Corporation Ltd. 

Kerala State Warehousing Corporation Ltd. 

Kerala State Women's Development Corporation Ltd. 

D i l  Palm Ind ia  Ltd. 

The Rchabi l i t a t i o n  Plantat ion Ltd. 

C. Jo in t  ownership o f  Govt. of Kerala & Pub1 ic 

Kel t ron E lec t ro  Ceramics L t d  

Kerala Construction components Ltd. 

Kerala Shipping & In land Navigating Corp. l t d .  

Kerala State Handloom Devt. Corporation Ltd. 

The Metal Indus t r ies  Ltd. 

The Travancore Cements Ltd. 

The Travancore Sugars and Chemical Ltd. 

Traco Cables Company Ltd. 

United E l e c t r i c a l  Indus t r ies  Ltd. 

D. Jo in t  Ownership o f  Govt. o f  Kerala & F inancia l  

I n s t i t u t i o n  

1. Kerala State Wood Indust r ies  Limited. 

2. Keral a Urban Development F i  nance Corporation Ltd. 
7 . The Chalakudy Refractor ies Ltd. 
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Institution % Public. 

Fwei t  ZndUltri&s ~ ~ ~ d ~ i h ~ b r k l  Ltd. 

Keftran Campanent Ccmplex Ltd. 
K s l t r o r r  Cpunters Ltd. 

K e r a f  a Financial Cmrporati~n, 

Steel Cnrnplex Ltd. 

The Travancwe Cochin Chemicals Ltd. 

Joint  Ownership af Ckrvt. u+ Kmrala Fihzifikiat 

fnstitutiun, Public % Foreign Firms. I 
Transformers % Electricals K m r a l a  L t d .  


