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Process and Pattern of Industrialization 

 Industrialisation is the key to economic progress. In today's world there is no nation which can survive 

honourably without proper industrial advancement. Absence of industries from a country make it dependent 

on other nations thereby infringing the dignity of the people. Since the end of World War II most countries 

especially the underdeveloped ones have regarded industrialisation as the 'short cut to greater wealth' (Bharati, 

1978). Even the planners of most developing countries are of the opinion that Industrialisation is the only 

solution to their problems of poverty, insecurity, over population and economic backwardness. 

 Industrialisation and ' ’ economic development go hand in hand.Prof. Gunnar Myrdal has rightly 

described the relationship of industrialisation to economic development and writes- 'the manufacturing 

industry represents in a sense, a higher stage of production in advanced countries, the development of 

manufacturing industries has been concomitant with these countries spectacular economic progress and rise in 

the levels of living. Not least in the underdeveloped countries, the productivity 'in industry tends to be 

considerably greater than in traditional agricultural ‘ pursuits'. (Bharati, 1978) 

 The term ’Industrialisation’ has been differently defined by different thinkers on the subject. Pei-Kang 

Chang has said that 'industrialisation in a way is a process of developing as well as widening of capital' 

Eugene Stanley has linked Industrialisation with high productivity and has said that 'high productivity 

produces industrialisation and that industrialisation produces high productivity. In UNESCO, 'Industrialisation 

means an absolute and relative growth in the importance of factories, mills, mines, power plants, railways and 

so on of manufacturing and closely related activities, especially activities involved in the building and 

operation of modern economic infrastructure 1.(Mukhi, 1976) 

History of industrialization 

 Our present technically advanced society did not spring forth suddenly from a society that was 

underdeveloped. Dramatic changes took place in the eighteenth and nineteenth century in Britain and Western 

Europe. This change has been termed by historians as the Industrial Revolution. This was a new era which 

 



was flooded with new ideas and inventions. These inventions had far reaching effect on the Third World 

countries especially India. 

Industrialisation in the Third World 

Third World industrialisation is one of the most important phenomena in the global economy and has been 

interpreted in a wide 73 range of ways. The general feature of Third World nations is the dependence of 

population predominantly on the agricultural sector (70- 80%), considerable disguised unemployment lack of 

employment opportunities outside agriculture, lack of sound industrial base, inadequate infrastructural 

facilities including transport and communication and even lack of facilities for the training of technical 

personnel. Given this situation, the problem of these underdeveloped countries is converting a 'traditional' 

society predominantly based on agriculture and export of a few commodities into one based on the modern 

lines through improvement in technology which again can be brought about only through industrialisation. It 

is generally acclaimed that industrialisation of underdeveloped areas in general is in the interest of not only 

these countries but of the world as whole as it will lead to more equal distribution of income between different 

areas of the world. The success of industrialisation in Western countries as well as in Japan are examples of 

what it can do to a nation. Hence it is considered essential for Third World nation to develop its industrial 

base. 

 A phenomenon that largely exists in Third World countries is that of unemployment or 

underemployment. According to a report of the United Nations, 'the main remedy of under employment is to 

create new employment opportunities, where more land can be brought into cultivation, which will afford 

some relief. But in most countries where under employment is acute nearly all cultivated land is already 

cultivated. Effort, has then to be concentrated upon creating new industries on the land, of which 

manufacturing industry comprises the largest and usually the most promising category. Thus, the most 

urgentproblem of these countries is industrialisation ' (U.N.Pub). According to Pattanshetti , 'the backward 

countries which are now more or less living on earlier chapters in their economic history are seriously opting 

to the scheme of industrialisation in their global policies of planned economic development'. 

(Pattanshetti,1968) 

 Industrialisation has become a worldwide phenomenon. The countries in the Western World are 

heavily industrialised and in the East, Japan is the most successful country in transforming itself into an 

industrial nation. The pursuit of industrialisation by Third World countries is more a whim, these countries as 

a group contain a very large proportion of the world's population. They are the most. under-privileged sector 

of the world's people as they are threatened by starvation, disease and unemployment. Industrialisation seems 

to offer a respite from intolerable conditions. 

 Most underdeveloped countries have considered industrial development to be only way of bringing 

about rapid economic development. Although there are examples of countries achieving a high standard of 

income through agriculture, most Third World countries feel that real progress must ultimately depend on 

industrialization.  

 



Industrial development in India 

 Industrialisation started in India in a modern sense with the development of the first cotton mill in the 

country at Bombay in 1854 with predominantly Indian capital and r enterprise Prior to that the country had a 

predominance of cottage industries which received a setback after the Industrial Revolution in England. 

Industrial development in Bengal started with the establishment of the first jute mill at Rishra near Serampore 

in 1855. Subsequently a number of industries like paper and chemicals was set up in the Hooghly Industrial 

Belt in the next few years 

 Development of coal mining in the Damodar Valley Region in the later part of the nineteenth century 

provided stimulus to the growth of metallurgical industries. Subsequently the pig iron industry was started 

near Asansol in 1875. During the First World War the industries of the country suffered much for want of 

machinery, chemicals and spare parts. The inter war period (1918-1939) did not help much in tiding over 

these difficulties. However, the Second World War provided a great fillip to the development of Indian 

industries. Several new industries such as ferro alloys, non ferrous metals, diesel engines, pumps, bicycles 

sewing machines, soda ash, caustic soda, chlorine and sulfuric acid came into existence. The manufacture of 

machine tools and simple machinery, cutlery and pharmaceuticals also started. The post war years (after 1945) 

marked the development of a new range of industries including ball and roller bearings, carding engineers, 

ring frames and locomotives. (Chaudhuri, 1977) 

 After independence it was felt that real progress must ultimately depend on industrialisation and 

emphasis was laid on heavy and basic industry. The concept of mixed economy was also envisaged i.e. the 

coexistence and interaction of the public and private sectors. With the first plan in 1951 production of 

machinery for cement and paper industry in India started for the first time. Foundations were laid of heavy 

electrical and heavy machine tools and other branches of heavy engineering. Three new steel plants were set 

up in the second plan period each of ten lakhs tones capacity and existing capacity of the two existing steel 

works in the private sector was doubled. 

 Industrial progress has been uneven during the Third Plan and the subsequent annual plans. The sixties 

experienced external hostilities as well as internal droughts. As a result the average growth rate in industry 

during the Fourth Plan Period was below 5%. Some industries like steel and fertiliser faced operational 

problems while agro-based industries like sugar and textiles showed an erratic trend in production. Shortage 

of steel and non-ferrous metals affected the engineering industry. There was however, a substantial production 

increase in several industries like alloys, special steels, aluminum automobile tyres, petroleum refinery 

products, electronics machine tools, tractors etc. 

 The Fifth Plan laid emphasis on both agriculture and industry and an average rise in the industrial 

production has been estimated at 7.1 annually. Erratic industrial growth was experienced in 1974-75 and 

1975-76. Significant increase however has been achieved in some of the basic industries like steel, coal, 

cement, non-ferrous metal and power generation. The Annual Survey of Industries for 197 0 showed that the 

most industrialised states in India were Maharashtra, West Bengal, Tamil Nadu, Gujarat, Uttar Pradesh, Bihar, 

Andhra Pradesh, Karnataka and Madhya Pradesh. The Sixth Plan intended to work within the overall 



developmental strategy particularly with regard to the objectives of structural diversification modernisation 

and self reliance. Steel , coal , petroleum , fertilisers and petrochemical received special privilege under this 

plan. Modernisation of steel plants received special attention during this period 

 In the Seventh Plan period manufacturing and electricity sectors performed well with chemicals 

,electrical machinery and basic metals topping the list. Modernisation of traditional industries and 

rehabilitation of sick units however remained unsatisfactory. 

 In the Eighth Plan period too, the output of mining and manufacturing sector is estimated to grow at 

the rate of 8.12 % per annum. (Dutt & Sundaram, 1992) 

 Absence of basic socio economic infrastructure hindered industrial development in the first few years 

of planning. Paucity of capital in the power and transport sector adversely affected the development of 

Industries. In addition there has been problems of technological backwardness. The. polarisation of industries 

led to an uneven economic development of the country. 

Industrialization and Structural Change 

Industrialization began in the 18th century in the United Kingdom with steady development in 

manufacturing. This was followed by Belgium, France, Switzerland and the United States in the 19th century, 

while the developing world was still moving on with their traditional primary production (Maddison 2007). 

This process of industrialization continued for decades. Manufacturing jobs in the factories increased from 

22% to more than 35% between 1841 and 1960 in UK and in US it increased from 16% to 36% of the total 

employment during the same period. Beginning of the 20th century saw the distinct division of world 

economy into industrial rich economies and agricultural poor economies. Industrialization had become 

synonymous with wealth, economic development, technological leadership, political power and international 

dominance (Szirmaiet al. 2013). Post World War II more countries began to take up industrialization, 

enabled by technology transfer policies of “developmental states”. Those that failed to keep up the pace of 

development of manufacturing sector had to suffer greater welfare losses (Bertola and Ocampo 2013). 

Manufacturing industry served as catalyst in transformation of the economic structure of agrarian 

economies. The concept of structural change has direct relation with the relative importance of sectors in the 

economy or to changes in the location of economic activity (Syrquin 2010). Structural change has been 

typically defined ‘as the ability of an economy to constantly generate new dynamic activities characterized by 

higher productivity and increasing returns to scale (Ocampo 2005; Ocampo and Vos 2008; UNDESA 2006a; 

UNIDO 2013). The structural change has emerged as the key component on which the development of an 

economy depends. It plays a deterministic role in determining the rate and pattern of growth. Failure to 

achieve structural change has been found to be the common cause for countries to remain poor. They have, in 

fact failed to shift from the agriculture and the production of traditional goods to manufacturing and services 

(Syrquin 2010, Lin 2012). 



In the developing countries, contribution of agriculture and manufacturing was 40% and 12% 

respectively in 1950. After more than a half century, share of agriculture fell to just 16% and the share of 

manufacturing peaked at around 17% in the early 1980’ followed by a decline thereafter. While services 

exhibited a consistent growth of more than 10 percentage point. In 1950 the developed countries were already 

industrialized with manufacturing contributing 30% of the GDP while agriculture accounted for a minor share 

of 16%. However by 2005, these developed economies showed greater preference for the service industries 

and neglected the manufacturing sector. In these economies manufacturing declined to an extent to be almost 

at par with the share of manufacturing in developing countries. 

The major structural shift in the GDP has been observed in case of developing economies. In the 

period between the middle of the last century and 2005, contribution of agriculture in the country’s GDP 

decreased from 40% to 3-13% while share of manufacturing increased from 14% to 25% in China, Indonesia, 

the Republic of Korea, Malaysia and Thailand. This indicated the huge shift from agriculture to 

manufacturing. Among the developing countries, the structural shift was not similar for all as some opted for a 

different kind of shift. In the Latin America, largest economy like - Argentina, Brazil and Mexico took to a 

major shift from agriculture to services and to lesser extent to non-manufacturing industries. Share of 

agriculture declined but manufacturing remained mostly unchanged. A similar trend can be observed in case 

of India as well. Figure 5 shows the share of agriculture, industries and services in GDP for the year 1951- 

2011. Structural changes become evident as there has been a major decline in the share of agriculture which 

decreased from 52% to 18% during 1951-2011. Share of industries remained almost unchanged with slight 

increase from 11% to 18% during the same period, while share of services increases from 34% to 63%. Thus 

it can be concluded that in India there has been a major shift in the structure of the GDP from agriculture to 

services. 

Structural Shift in Developing Countries – Consequences and Implications 

 Developing countries have been the centre of the structural changes. These changes mainly started in 

1950’s and the effects became profound in the first decade of the present century. This section presents the 

case of structural shifts in two different developing countries - Republic of Korea and Ghana. Both, Republic 

of Korea and Ghana almost had similar share of agriculture and manufacturing in the GDP in 1960. The GDP 

per capita was same for the two economies in 1960. However 45 years later in 2005 there has been a radical 

change in the structure. Figure 6 shows the share of agriculture, industries (manufacturing and non-

manufacturing) and services in the GDP for the two countries. 

 Though the two economies started almost at the same level, the Republic of Korea brought about 

drastic changes in its structure by reducing agriculture’s share and increasing share of manufacturing, but in 

Ghana agriculture remained the largest sector. This had direct impact on the economic performance of the two 

countries. In 2005, GDP per capita of Ghana was just one tenth of that of the Republic of Korea giving a 

strong indication that the countries with structural shift performed much better with stronger GDP per capita 

growth than the one that did not opt for the structural shift. 



 The structural change when viewed at different incomes instead of different moments in time provides 

a better picture of structural change as it takes into account the important differences in structure that arise 

from different incomes and two country-specific characteristics (natural resources and population) which 

otherwise gets masked due to averaging. This facilitates better understanding of the structural change as it 

avoids comparison of the economy based on any prior definition of development (such as advanced versus 

developing). Structural change can then be seen as the set of transformations that takes place as countries 

become richer irrespective of the time and speed with which it occurred. 

 When the country has low income, share of agriculture is higher than the industries, typically larger 

than manufacturing and non-manufacturing industries together. As the income grows situation is reversed and 

manufacturing starts gaining ground and reaches a peak of about 20 percent of GDP. Thus the economic 

development takes place with the increase in share of manufacturing in the economy largely at the expense of 

agriculture, whose share shrinks dramatically. Share of manufacturing starts declining after reaching the peak 

exhibiting an inverted U shape. At very high incomes it is comparable to earlier stages of development. Share 

of services keeps growing as incomes rises, only the agriculture declines. At very low incomes, non-

manufacturing industries show a sharp increase which maintains a stable share even after peaking. However 

such trends are not seen in case of higher incomes or for high-income countries. 

 Natural resource endowments and population size are the two characteristics specific to the countries 

known to have an important impact on the pattern of structural change. Studies have found that both these 

characteristics have significant impact on the structural transformation as the country becomes richer. 

However in case of natural resource–rich countries, the manufacturing is less important at any level of income 

than in the aggregate picture. Its share starts declining at a much lower income, while non-manufacturing 

industries are much more important reaching its maximum only at very high income. In the presence of rich 

natural resource base, economy’s incentives is mostly biased towards nonmanufacturing industries (or 

agriculture), leading to a “natural resource curse” or “Dutch disease” (Palma 2005). Where as in the large 

economies manufacturing accounts for a much higher share of GDP at all incomes and the turning point is 

reached only at a very high income when manufacturing accounts for almost 25 percent of GDP. Services 

have lower share at all incomes. Manufacturing in large economies are of great importance due to presence of 

large domestic markets enabling them to exploit economies of scale even at low levels of development. 

Hoffman's Hypothesis Of Market Economics 

The efficient-market hypothesis (EMH) is a hypothesis in financial economics that states that asset prices 

reflect all available information. A direct implication is that it is impossible to "beat the market" consistently 

on a risk-adjusted basis since market prices should only react to new information. 

Because the EMH is formulated in terms of risk adjustment, it only makes testable predictions when coupled 

with a particular model of risk. As a result, research in financial economics since at least the 1990s has 

focused on market anomalies, that is, deviations from specific models of risk. The idea that financial market 

returns are difficult to predict goes back to Bachelier (1900), Mandelbrot (1963) and Samuelson (1965), but is 

closely associated with Eugene Fama, in part due to his influential 1970 review of the theoretical and 

empirical research (Fama 1970). The EMH provides the basic logic for modern risk-based theories of asset 
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prices, and contemporary frameworks such as consumption-based asset pricing and intermediary asset 

pricing can be thought of as the combination of a model of risk with the EMH.  

Theoretical Background  

Suppose that a piece of information about the value of a stock (say, about a future merger) is widely 

available to investors. If the price of the stock does not already reflect that information, then investors can 

trade on it, thereby moving the price until the information is no longer useful for trading. 

Note that this thought experiment does not necessarily imply that stock prices are unpredictable. For 

example, suppose that the piece of information in question says that a financial crisis is likely to come soon. 

Investors typically do not like to hold stocks during a financial crisis, and thus investors may sell stocks until 

the price drops enough so that the expected return compensates for this risk. 

How efficient markets are (and are not) linked to the random walk theory can be described through 

the fundamental theorem of asset pricing. This theorem states that, in the absence of arbitrage, the price of any 

stock is given by 

𝑃𝑡 = 𝐸𝑡   [𝑀𝑡 + 1(𝑃𝑡 + 1 + 𝐷𝑡 + 1)]  

Where Et is the expected value given information at time t, Mt+1 is the stochastic discount factor, 

and Dt+1 is the dividend the stock pays next period. Note that this equation does not generally imply a random 

walk. However, if we assume the stochastic discount factor is constant and the time interval is short enough so 

that no dividend is being paid, we have 

𝑃𝑡 =  𝑀𝐸𝑡[𝑃𝑡 + 1]. 

Taking logs and assuming that the Jensen's inequality term is negligible, we have 

𝑙𝑜𝑔𝑃𝑡 = log 𝑀 + 𝐸𝑡 [𝑃𝑡 + 1] 

Which implies that the log of stock prices follows a random walk (with a drift) 

Criticism 

 Investors, including the likes of Warren Buffett, and researchers have disputed the efficient-market 

hypothesis both empirically and theoretically. Behavioral economists attribute the imperfections in financial 

markets to a combination of cognitive biases such as overconfidence, overreaction, representative 

bias, information bias, and various other predictable human errors in reasoning and information processing. 

These have been researched by psychologists such as Daniel Kahneman, Amos Tversky and Paul Slovic and 

economist Richard Thaler. 

Empirical evidence has been mixed, but has generally not supported strong forms of the efficient-market 

hypothesis. According to Dreman and Berry, in a 1995 paper, low P/E (price-to-earnings) stocks have greater 

returns. In an earlier paper Dreman also refuted the assertion by Ray Ball that these higher returns could be 

attributed to higher beta, whose research had been accepted by efficient market theorists as explaining the 

anomaly in neat accordance with modern portfolio theory. 
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Simon Kuznets  

Simon Kuznets set the standard for national income accounting—funded by the nonprofit National 

Bureau of Economic Research. His measures of savings, consumption and investment helped 

advance Keynesian economics and advanced the study of econometrics. He also helped lay the foundation for 

the study of trade cycles, known as "Kuznets cycles," and developed ideas about the relationship between 

economic growth and income inequality. 

Kuznets was born in Ukraine in 1901, and moved to the U.S. in 1922. He earned his Ph.D. from 

Columbia University and was a professor of economics and statistics at the University of Pennsylvania (1930-

54), a professor of political economy at Johns Hopkins (1954-60), and a professor of economics at Harvard 

(1960-71). He died in 1985 in Cambridge, MA. 

Kuznets Curve 

 Kuznets’ work on economic growth and income distribution led him to hypothesize that industrializing 

nations experience a rise and subsequent decline in economic inequality, characterized as an inverted "U"—

the “Kuznets curve." 

He thought economic inequality would increase as rural labor migrated to the cities, keeping wages down as 

workers competed for jobs. But according to Kuznets, social mobility increases again once a certain level of 

income was reached in “modern” industrialized economies, as the welfare state takes hold. 

However, since Kuznets postulated this theory in the 1970s, income inequality has increased in advanced 

developed countries—although inequality has declined in fast-growing East Asian countries. 

                         
Income Per Capita 

In
eq

u
al

it
y 

https://www.investopedia.com/terms/n/national_income_accounting.asp
https://www.investopedia.com/terms/n/nber.asp
https://www.investopedia.com/terms/n/nber.asp
https://www.investopedia.com/terms/k/keynesianeconomics.asp


Environmental Kuznets Curve 

A modification of Kuznets curve has become popular to chart the rise and subsequent decline in 

pollution levels of developing economies. First developed by Gene Grossman and Alan Krueger in a 1995 

NBER paper and later popularized by the World Bank, the environmental Kuznets curve follows the same 

basic pattern as the original Kuznets curve. 

Thus, environmental indicators deteriorate as an economy industrializes until a turning point is 

reached. The indicators then begin improving again with the aid of new technology and more money that is 

funneled back to society to improve the environment. 

There is mixed empirical evidence to prove validity of the environmental Kuznets curve. For example, 

carbon emissions have steadily risen for both developed and developing economies. The development of 

modern carbon trading infrastructure also means that developed economies are not actually reducing pollution 

but exporting it to developing economies, which are also involved in producing goods for them. 

That said, certain types of pollutants declined as an economy industrialized. For example, sulphur 

dioxide levels decreased in the United States with increased regulation even as the number of cars on its roads 

held steady or increased. 

Evidence and Criticism of Kuznets Curve 

Empirical evidence of Kuznets curve has been mixed. The industrialization of English society 

followed the curve's hypothesis. The Gini coefficient, a measure of inequality in society, in England rose to 

0.627 in 1871 from 0.400 in 1823. By 1901, however, it had fallen to 0.443. The rapidly-industrializing 

societies of France, Germany, and Sweden also followed a similar trajectory of inequality around the same 

time. 

But Netherlands and Norway had a different experience and inequality declined, for the most part, 

consistently as their societies transitioned from agrarian economies to industrial ones. The East Asian 

economies - Japan, South Korea, and Taiwan - also witnessed a constant decline in their inequality numbers 

during their periods of industrialization. 

Different theories have been put forward to explain these anomalies. Some ascribe it to cultural quirks. 

That explanation, however, does not account for the experiences of Netherlands and Norway in contrast to the 

rest of Europe. 

Others have focused on development of political systems that enabled rapid redistribution of wealth. 

For example, Daron Acemoglu and James Robinson posited that the inequality due to capitalist 

industrialization contained "seeds of its own destruction" and gave way to political and labor reform in Britain 

and France, enabling redistribution of wealth. 

In East Asian economies land reforms that occurred in the 1940s and 1950s helped pave the way for 

equitable redistribution even though political reform was delayed. In other words, it was politics, and not 

economics as Kuznets suggested, that determined inequality levels. 
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When he defined the concept, Kuznets himself suggested that there was much more work to be done 

and data to be collected in order to conclusively prove the relationship between economic development and 

inequality. 

Industrialization in Planned Economics 

 Industrialization is the process by which an economy moves from primarily agrarian production to 

mass-produced and technologically advanced goods and services. This phase is characterized by exponential 

leaps in productivity, shifts from rural to urban labor, and increased standards of living. By typical 

measurements, such as income per capita or labor productivity, industrialization can be considered the most 

important economic development in human history.  

The major industrial shifts in Western economies occurred during the Industrial Revolution of the 18th 

and 19th centuries. Economic historians tend to point to four significant national industrializations:  

1. The original industrialization in Great Britain between 1760 and 1860. 

2. The industrialization of the United States from 1790 until 1870. 

3. The unmatched industrial gains in Japan between the 1880s and 1970. 

4. The industrialization of China from 1960 until contemporary times. 

Economic Growth 

 A few known methods of generating real economic growth exist. The first is trade specialization, by 

which a laborer is better able to perform an activity through education, training, and insight. Specialization 

tends to occur naturally as actors look to improve their gains from trade. 

The second known method is through improved capital goods; better tools lead to more productivity 

per labor hour. For example, an 18-wheeler can transport goods over a distance far more efficiently than a 

man with a bicycle and backpack. 

The last method of improving productivity is through the discovery of previously unutilized resources. 

Examples of this method include the discovery of oil wells in the 1850s or the invention of the Internet. 

When more goods can be produced more quickly, the costs of acquiring those goods declines. 

Declining real costs make it easier for individuals and families to purchase those goods. This increases the 

standard of living. Without increases in productivity, most families would be priced out of owning 

refrigerators, automobiles, computers, TVs, electricity, running water, or a myriad of other goods. 

Industrialization and Growth 

 According to estimates from the Federal Reserve branch in Minneapolis, human productivity and 

corresponding standards of living were essentially unchanged from the beginning of the agricultural age 

around 8000 to 5000 B.C. until 1750 A.D. That all started to change in Great Britain in 1760. Average income 

and population levels began an unprecedented, sustained increase. Gross domestic product (GDP) per capita, 

which had been fixed for thousands of years, grew dramatically with the emergence of the modern capitalist 

economy. 
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Economic historian Deirdre McCloskey, writing in the Cambridge University Press in 2004, argued 

that industrialization was "certainly the most important event in the history of humanity since the 

domestication of animals and plants, perhaps the most important since the invention of language." Not all 

historians agree about the spark that ignited the Industrial Revolution. Most economists point to the changes 

in legal and cultural foundations in Great Britain that allowed free trade and gave entrepreneurs the room and 

incentives to take risks, innovate, and profit. 

Progression of the Industrial Revolution 

 Throughout this period, marginal productivity rose dramatically through the development of better 

capital goods, such as the steam engine, and the mastery of new production techniques, such as the assembly 

line. Relatively more goods were produced in relatively less time. More and better food supported population 

growth and fought malnutrition. More time was left for education, innovation, and recreation. Average real 

incomes rose dramatically, which only increased the demand for better goods and services. 

Key Role of Capital Goods Sector  

 Capital Goods refer to products that are used in the production of other products but are not 

incorporated into the new product. These include machine tools, industrial machinery, process plant 

equipment, construction & mining equipment, electrical equipment, textile machinery, printing & packaging 

machinery etc. 

 The Capital Goods industry is the “mother” of all manufacturing industry and is of strategic 

importance to the National security and economic independence. 

 It is in the interest of the User Sectors that the Capital Goods industry should be strengthened since it 

is a known fact that the presence of a strong domestic industry increases competition and helps in reducing the 

capital cost of the project and most important, the maintenance of plant and machinery can be done 

economically. The imported plants come at the lowest cost but the importers make up for that in their high 

priced maintenance contracts & spares. 

  The Capital Goods Sector was on an upswing since March 2002, due to investments having taken 

place in the infrastructure, oil & gas sector, power sector, steel plants, automobile industries etc.  The capital 

goods industry has evolved over these years in terms of competitiveness by consolidating. Hence the number 

of players are few. Due to its strategic importance for the country, it is essential to encourage manufacturing 

of capital goods rather than import and enhance the value addition and technology transfer. 

The annual sales of the capital goods industry was about Rs.110,000 crores during 2008-09 though the 

market is more than Rs 300,000 crores with between 60 to 70 % of equipment across all categories being 

imported, with the drastic fall in customs duty and the inherent dis-advantages faced by domestic 

manufacturers thereby making them cost un-competitive and reducing them to be traders and assemblers, 

instead of manufacturers. Its contribution to the exchequer has been in excess of Rs.20,000 crores in terms of 

customs, sales tax and excise collections and which will be higher if corporate taxes are added. The capital 

investments made in this sector has registered a healthy CAGR of close of 10% for a period from 1995 to 

https://www.investopedia.com/terms/i/industrial-revolution.asp
https://www.investopedia.com/terms/l/law-diminishing-marginal-productivity.asp


2005. The industry currently employs 6 million skilled and semi-skilled workers. It needs to be highlighted 

that this sector generates the much needed employment for less educated persons like fitters, welders, machine 

operators and ITI graduates and employs all collared people. 

Present Status : 

  Few sectors of the capital goods  sector, which have a lower gestation period & are off the shelf 

products  has been witnessing a downturn since October 2008. The performance of the capital goods 

companies are expected to lower in 2009 - 2010 as compared to 2008 - 2009 as the order in flow had slowed 

down since the global recession. It is expected that the industry will foresee an upswing either in the last 

quarter of the current financial year or first quarter of next financial year as order inflows have picked up. 

  It is anticipated that overall the sector would grow between 1 – 3 %, buoyed by some investments in 

the power sector and infrastructure sector, however many sectors would show a negative growth of 15 – 20 % 

in 2009 -2010. 

  There are many reasons behind the de-growth, slowing of economy being the prime factor. The other 

factors are : 

➢ Rise in Chinese imports. 

 Indian industry is at a serious disadvantage while competing with companies form China due to the 

following factors : 

 

❖ Artificially depreciated Chinese currency 

❖ Tax advantages & Government subsidies given by the Government 

❖ Much lower interest rates. 

❖ Simpler labour laws. 

❖ Better infrastructure leading to lower cost of power, transportation & cluster approach 

helping specialization of labour & engineering skills. 

  

➢ Rise in second hand imports. 

❖ TUFS and other Government support being used to procure second hand imports thereby 

bringing obsolete technology and depriving indigenous industry of the demand growth. 

❖ The customs duty on second hand imports as low as 5% at par with new equipment 

➢ Lack of level playing field & Inverted duty structure turning manufacturers to traders. 

❖ All domestic manufacturers of equipment are rendered uncompetitive due to additional 

burden of Sales Tax, Entry Tax, Octroi, VAT, and other local duties and levies etc. 

❖ For specified projects (Oil & Gas, mega nuclear/hydel power, fertilizer, refinery etc) zero/ 

5 % customs duty applies on Capital Goods. Further for all other capital goods, the customs 

duty has been reduced to 7.5 %.  Some components attract 10% duty whereas complete 

equipment attract 10%, hence uniformly all customs duty to be enhanced to 10%. 



➢ Lack of finance for the SMEs.- Capital goods manufacturers should also be given 2% concession on 

interest rate that is given to other sectors of manufacturers. 

➢ Lack of Exim Bank support for exporters, specially for long gestation period projects. 

➢ Slowing down of Capex programmes of user sectors., cancellation / deferment of orders. 

POLICY INITIATIVES REQUIRED FOR SUSTAINING GROWTH 

  

1. In the Budget 2009-2010 Government felt the necessity of a focused approach towards research and 

development as a means for companies to stay competitive on the international front. And hence 

had granted  150% weighted deduction for R&D but only for a year. 

❖ As Research & Development is an ongoing process with a long gestation period, 

Government to consider extending it for 5 years and then reviewing the progress made. 

2. Central Power Research Institute in Bangalore – Investments of Rs 400 Crores needed to  upgrade its 

facilities for high voltage testing which would reduce delivery time and cost of equipment, necessary 

for power projects. 

3. Lack of Technology Availability, Upgradation & Modernisation  - In some areas of Capital goods 

manufacturing, technology is not easily available due to the reluctance of the technology supplier to 

part with technology when they can service India at a much cheaper cost due to the falling customs 

duty. This not only is detrimental to the growth of the industry but also in times of crisis, components 

may be denied to India. There is thus a regime of “Technology Denial” by western countries which 

adversely affects the production of machine tools and industrial products of the latest technology both 

for civilian and strategic applications 

The other area of concern is productivity, main reason being outdated technology. This factor is a 

major impediment in making the industry cost competitive and making inroads into the export market 

in a big way. Companies who have upgraded their technology and modernized have been able to 

sustain competitiveness from all levels. 

It is difficult for SMEs and individual companies to set up testing laboratories and other common 

facilities. 

❖ Hence it is proposed that Government allow a Technology up gradation fund scheme akin 

to TUFS and also allow common facilities to be set up at Textile parks for the clusters of 

Capital goods sectors across the country. The Department of Heavy Industry Scheme for 

the sector is awaiting clearance from EFC ( Expenditure Finance Committee.) 

4. Banking Industry & Exim Bank to be advised to ease financing for the Capital Goods sector and also 

extend the 2% concession in interest rate given to some others sectors like textile. 

5. To promote buying of  Indian manufactured goods or at least 40% project to be manufactured in India 

for large investment made in India to spur domestic demand and also transfer technology like it is 

done in China. 



6. To review the policy on allowing imports of second hand machinery. 

7. Reduce transaction cost by introducing GST at the earliest as committed in the budget. 

8. Government to play a facilitator’s role in stimulating growth by speeding Investments in Infrastructure 

and a project monitoring task force to be set up to ensure projects being implemented as per schedule 

and also to expedite where necessary. 

9. Implement the Boiler Amendment Act – will release a huge bottleneck of making authorized 

inspectors available for checking the equipment awaiting inspection and would aid faster capacity 

addition for cement and power industry. 

10. Inter ministerial task force to be set up to suggest ways of manufacturing CRGO steel in India which 

would give a boost to cost competitiveness and faster delivery of transformers for the Indian Power 

sector. 

11. Removal of Technology restrictions -  USA/other western countries in high technology could be 

persuaded to lift the restriction on the export of CNC controls and machines now classified as “dual-

use”. This would facilitate production of modern, advanced machinery, equipment, parts and finished 

items required for both civilian and non civilian applications. 

 

It may also be considered whether India can insist on a lifting of such controls (both machine tool 

related and other industries) as a corollary to the deeper engagement with the west on high technology 

in the nuclear and defence sectors as well as civilian aircraft sector which are on the anvil. Aircrafts 

should be encouraged to be manufactured in India with HAL taking the lead along with other suppliers 

and SMEs. 

 

H.B.Chenery Pattern of Industrial Changes  

 The growth pattern of different sectors of the economy shows an emergence of the service sector as 

the major contributor, decline in the share of agriculture sector and industry sector has seen a steep decline 

during this period. It indicates  that  some  states  were  able  to  shift  their  labour  force  from  low  –  

productivity  agriculture  to  higher productivity industry and service sectors, and to increase productivity 

within those sectors. Results of Random Effects Model suggest that agriculture and its allied sector have 

statistically significant at 1% level negative association with per capita income, while industry sector and 

service sectors have  a significant positive association with per capita income in India during the study period.  

As far as the dummy of high income states is concerned its coefficient is positive while the coefficient 

of the log of per capita NSDP is negative and statistical significant at the 1 % level. It suggests that high 

income states have positive associations with industrial sector, yet it has influenced negatively to the 

economic growth in India during the study period. On the other hand the dummy for low income states have 

positive associations with industrial sector and have influenced positively to the economic growth of India. 

Here it is an interesting to highlight that EAG states have a  highest positive influence  on industrial sector  

during  2004-11. High income  states population  have  influenced positively while EAG state's population 

have influenced negatively to the industry sector in India during the study period. Low income  states time 

trend is negative while  high income states time trend is  positive, suggesting that industrial growth has been 

captured by high income states only.  



The  findings also  show that  the service  sector has  a  highest positive influence  on  per capita  

income.  State dummies show significant positive relationship between service sector and per capita income in 

Delhi, Chandigarh and Kerala while Arunachal Pradesh, Chattishgarh and Himachal Pradesh have shown 

significant negative coefficient. Thus the impact of structural change is not automatic and homogenous 

throughout the Indian States during the study period. Whether India will be able to capitalize on its favorable 

growth depends on how well the EAG states are able to reform their economies 

 


