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INTRODUCTION

1. the Chairman, Committee on Public Undertakings having been
authorised by the Committee to present the Report on their behalf presen t
this Ninety-seventh Report on Productivity in Public Undertakings.

2. Evidence of the representatives of the Ministry of Finance (Bureau
of Public Enterprises) was taken by the Committee on 7 January, 1984.
Evidence of the representatives of National Productivity Council and of the
representatives of Standing Conference of Public Enterprises was also taken
by the Committee on 14 September and I October, 1983 respectively.

3. The Committee considered and adopted the Report at their sitting
held on 27 April, 1984.

4. The Committee wish to express their thanks to the Ministry of
Finance (Bureau of Public Enterprises) for placing before them the material
and information which they desired in connection with the examination of
the subject. They wish to thank in particular the representatives of the
Ministry of Finance (Bureau of Public Enterprises) who gave evidence and
placed their considered views before the Committee.

5. The Committee also wish to thank the representatives of Standing
Conference of Public Enterprises and the representatives of National
Productivity Council for furnishing memoranda, giving evidence and making

valuable suggestions.

6. The Committee also wish to thank the Public Enterprises Centre
- for continuing Education and Institute of Public Enterprises for furnishing
memoranda and making valuable suggestions.

NEW DELHI; MADHUSUDAN VAIRALE,
April 29, 1984 Chairman,
Vaisakha 9, 1906 (Saka)_ Committee on Public Undertakings.

(vii)



CHAPTER I
PRODUCTIVITY MANAGEMENT

The Central Public Undertakings play a pivotal role in the economy of the
. country functioning as they do in key areas of industrics such as coal, steel,
minerals and metals, heavy equipment, power etc. Out of the total investment
of Rs. 30,039 crores in the Central Public Undertakiags as on 31 March, 1983,
about 80%; of the investment is accounted for by the undertakings engaged in
production. The optimum utilisation of productive assets Tn these undertakings
is of crucial importance to the economy in view of the nature of their activities
and the bulky investment in them. The quality of performance of these under-
takings has a chain reaction not only on other public undertakings and on the
private sector, particularly, small scale industries but on the economy as a whole.
Because of this strategic importance there is a greater need for increasing
productivity in the public undertakings. The concept of ‘productivity’ and the
need for productivity improvement received an impetus and an added thrust
when the year 1982 was declared as the “Productivity Year”. It is in this context,
the Committee went into the examination of productivity in mining, manufactur-
ing and other production enterprises.

1.2 According to the Bureau of Public Enteriarises (BPE) Survey, the
number of enterprises producing goods werc 136 as on 31st March, 1982 and
14! as on 31st March, 1983. However, BPE informed the Committee that under-
_takings engaged in mining, manufacturing and production of goods as on
31.3.1982 were only 96. The data used in this report mostly relate to these 96
enterprises. Wherever, the information is quoted from BPE Survey, the data
relate to the number of undertakings indicated therei

1.3 Conceptually, productivity aims at achieving more and more output
from the gian input, whethet it is employment of men, use of machines or
utilisation of other resources, thereby establishing linkage between output and
input. The ratio between output and input denotes productivity. Optimum
utilisation of the resources is basic to this concept.

A. Productivity Planning

1.4 Corporaté Plan is a premier instrument for total management
improvement ‘and the magement, in turn, has to focus attention on productivity
which is an important area of economy of the enmterprise. A representative of
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Standing Conference of Public Enterprises (SCOPE) urged during evidence
before the Committee that the coacept of Corporate Planning and the necessity
for it in terms of long and medium term objectives should be clearly defined so
that the channel for increasing productivity is chalked out. The Committee noted
that BPE had issued guidelines in 1974 regarding drawing up of Corporate Plans
by public undertakings. The Committee asked during the oral evidence of BPE,
in what manner the Corporate Plan seeks to achieve growth in productivity and
whether there are any guidelines of the BPE in this regard especially in the
context of productivity year, 1982. The Director General, BPE stated in reply :

“Corporate planning involves two segments, one is investment side and the
other is impro¥ement side. On the improvement side, one of the areas to
be taken care of is the productivity area.”

1.5 A representative of SCOPE stated in evidence that management
should focus attention on two major areas in Corporate Plan, viz. tcchnological
improvement which is stated to be poss:ble only over a long period and improve-
ment in labour productivity which is possnble through major improvements in
work methods, cost reduction etc.

1.6 Ina Memorandum furnished to the Commiftee, the Institute of Public
" Enterprises (IPE) pointed out that only about 70 out of 200 Central public
undertakings have developed their Corporate Plans specifying their objectives,
directives, directions and course of action. According to BPE Survey, the total
pumber of operating enterprises as on 31.3.1983 were 196. The Committee
enql;ired whether the progress in adoption of corporate planning in public
enterprises was reviewed at any time, after the issue of guidelines in 1974 and
also wanted to know how nearly two-third of the undertakings did not have any
corporate plan. In reply the Director General of BPE stated that in 1977 a
Survey was conducted and it was noticed that 70 enterprises had already evolved
Corporate planning process in their organisation. He added :

“However, it came to our notice that even in 1977-78, when we called for
this information, that many of the public enterprises were not even aware
as to what is really meant by corporate planning. Some of them sent their
Articles of Association and Memorandum and imagined that this was the

corporate plannmg .Presumably, this sort of ignorance must be contmumg
even now.’

1.7 With a view to highlighting the importance of corporate, planning and
to clarify the issues connected therewith, a National Seminar on Corporate
Planning was organised by the BPE in January, 1978. '
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1.8 Narrating the recent developments in regard to the role of BPE in
corporate planning, the witness stated :

“The Fazal Committee which had gone into various aspects of the role
of BPE had recommended that the Bureau should assist and scrutinise the
preparation of tht corporate plans of various public sector enterprises in
order to achieve coordination at the sectoral level. This recommendation,
however, was not accepted by the Committee of Secretaries. They say that
this is primarily the responsibility of the public enterprises and, if at all,
anybody could exercise a check and guide the corporate planning, it must
be the administrative Ministry...... The final decision is yet to be taken.”

1.9 This view is'stated to have been taken by the Committee of Secretaries
in spite of the fact that the BPE issued guidelines in 1974 which stated-that the
Corporate Plans of the undertakings should be formally ratified by Administrative
Ministry after obtaining the concurrence of the Ministry of Finance (BPE) and
the Planning Commission. . ‘

1.10 Pointing out that BPE is continuing its efforts the DG, BPE
rexplained :

“The managements of public enterprises were ~asked to take steps to
prepare Action Plans emanating from the corporate Planning exercise. The
BPE addressed the public enterprises in April, 1981 for formulating.
concrete Action Plans for the next two years in various spheres of their
activities and furnish relevant details. The information received from the
public enterprises has been compiled in the Bureau and the document has
been circulated in April, 1982, giving details of Action Plans for the year
1982-83. This document was again updated and circulated recently
covering 1983-84.”

1.11 The Action Plan is stated to have been based on information received
from 135 undertakings. About the quality of corporate plans in these 135 under
takings, the DG, BPE stated :

“Since I have reason to believe that many of them are still ignorant of the
process of corporate planning, these 135 public enterprises may not really
' measure up to the requirements of daving a Corporate Plan. But they
have prepared some sort of a Plan. We have to check what sort of a Plan

it is.”
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1.12 In this connection, the DG, BPE held out an assurance :

““We can certainly do one more round of stock-taking to find out how
many have really drawn up the Corporate Plans in the correct sense of the
term.”

1.13 During 1982-83, BPI is stated to have sponsored three courses for
executive development in public undertakings with corporate planning as a
specific subject.

1.14 In a written reply furnished to the Committee, the National
Productivity Council (NPC) emphasised that the basic attitude and practice of
productivity techniques at all levels in the organisation should ensure a positive
climate for productivity enhanccment. NPC also stressed the need for training
and devclopment of existing and new ‘employees in sharpegjng their skills and
orienting their attitudes to productivity. According to Public Enterprises Centre
for Continuing Education (PECCE) there is incvitably a nccessity for immediate
building of training and consultancy efforts at the level of the enterprise.

1.15 From the information made available to the Committee, it is
observed that only 62 production enterprises have in house training facilities
with emphasis on productivity and 36 enterprises are imparting training in
multitrades and job combination.

1.16 SCOPE stated that the most important step that the managements
of Public Enterprises should take relates to esrablishment of a well knit training
unit. Enquired whether SCOPE would advocate common training institutions
for Public Undertakings in the related fields financed by the Public Undertakings
concerned rather than duplicating the efforts by undertakings individually, the
Committeec were informed in a written reply as follows :

“SCOPE feels that training at various levels is an important and essential
aspect of the development process. In the case of large units in the Public
Sector, independent and exclusive training facilities are necessary for
providing optimum availability and utilisation. Hence, it may not be
advisable to have common training institutions for large Public Under-
takings. )

However, in respect of smaller units in the Public Sector it may be
helpful and economical to have common training institutions to cater to

the training needs of undertakings in related fields, in order to avoid
duplication of efforts and facilities.”

1.17 It has been mentioned that the Chief Executives’ Conference held in
1983 recommended that corporate training plans covering training needs during
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the next 5-10 years should be drawn up by the public enterprises to meet the
training requirements of both management and non-management categories of
employees.. BPE is reported to have asked the public entcrprises, as well as the
concerned administrative Ministries, to take action on this recommendation and
draw up such corporate training plars. BPE has decided to collect the informa-
tion about training facilities available with the different institutions of the public
undertakings so that those small and medium enterprises who do not have such
facilities could be requested to make use of such facilities available with the other
public undertakings.

1.18 PECCE suggested that to take up vigorous implementation of the
integrated productivity management function, institutions like NPC, National
Labour Ipstitute, PECCE could take up the new role.

1.19 Enquired whether NPC would suggest any role for it or for any
other organisation in order to promote productivity climate in public under-
takings. NPC stated that it could undertake the following tasks :

}(i) Conduct trainining programmes/seminars for attitudinal and skill
developmuent in productivity areas ;

(ii) Training in personnel to man productivity departments;

(iii) Develop and assist in installing integrated productivity management
system;

(iv) Software development for measurement and monitoring of enterprise
level productivity.

1.20 NPC has been extending its consultancy services in the area of
energy, maintenance, manpower assessment, job evaluation, merit-rating and wage
fixation.

B. Productivity Cell

1.21 SCOPE emphasised in its Memorandum submitted to the Committee
that each public enterprise must develop a productivity culture and make
sustained efforts to promote and strengthen Management Services or Industrial
Engineering Departments by adequate staffing and training. It stated that
immediate steps should be taken to institutionalise productivity mangement as
a core activity. A representative of SCOPE stressed in evidence that in his
opinion there should be a separate productivity cell in all enterprises to institu-
tionalise the productivity management.
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1,22 From the analysis of information furnished by individual under-
takings the Committee observed that only 38 out of 96 production enterprises
bave a separate Industrial Engineering (1E) organisation and 40 enterprises have
a unit to look after the productivity aspects. The Committee enquired how a
Jarge number of undertakings did not have a separate cell to look after producti-
vity aspects. The DG, BPE explained during evidence :

“In certain types of industries, like the process industry, it may not be
really necessary to have a scparate productivity cell, because generally it
forms part of the production planning or technigly services wing. But the
productivity cell has greater relevance .in the case of units like heavy
engineering or light engineering units. In those cases, a majority of them
have a productivity cell or the industrial engineeting department ”

The witness stated further :

“As far back as on the 29th January, 1971, the Bureau had issued guide-
lines on the activities which would fall within the realm of these industrial
engincering or productivity or management services. These guidelines
really emphasised that depending upon  the activities, the structuring of the
Department would have to be decided by the management. We feel that
the managements themselves are the best judges to decide whether the
productivity functions should be carried out under one integrated cell or

department or these are to be distributed under different functional units
in the same organisation.”

1.23 The Committee were informed by BPE that a Survey carried out in
1975 indicated four different types of difficulties which were faced by the manage-
ment of public enterprises as regards IE/Management Services (MS)/Productivity
Services (PS) Departments. These were (i) under staffing; (ii) inadequacy of
formal training to the staff; (iii) insufficient penetration of the IE approach and
' productivity consciousness among the executive and staff of other functional
departments; and (iv) difficulty in attracting qualified industrial engineers or
qualified IE practitioners to positions in the department.

1.24 Enguired whether the constraints mentioned above were not mostly

internal to the management of public undertakings, a representative of SCOPE
said in evidence : '

““Constraints mentioned at (i), (ii) and (iv) are partly within the control of
the management and partly due to factors outside the control of the
management. Constraint (jii) is wholly within the purview of the manage-
ment. The most important factor in retaining highly qualified and trained

+echmesd
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productivity specialist is the question of remuneration in the public sector
vis-a-vis private sector.”

1.25 Informing the Committee that under staffing is in the highly specia-
lised field, the witness pointed out that under staffing is due to the reason that
management does not attach proper importance to the subject.

1.26 Asked what follow up action was taken by BPE on the basis of the
findings of the survey mentioned above, the DG, BPE stated in evidence :

““The Survey’s findings were discussed in a Seminar on Higher Productivity
in Public Sector Production Enterprises organised by the Bureau in
September, 1975 in . collaboration with SCOPE. The conclusions arrived
at in the Seminar were also circulated to all the public sector manufactu-
ring enterprises and the participants. The entire report itself was brought
out as a priced publication by the SCOPE.”

1.27 Asked about the present position of productivity departments in
public undertakings, the DG, BPE said :

“The Bureau did not undertake any fresh survey about the difficuities faced
by the managements of these public enterprises as regards the engineering
or productivity services of the department.’’

1.28 NPC made a suggestion for creation of high level position at
Director’s level for management of productivity in each public sector under-
taking assigning responsibility for periodic productivity evaluation and audit
which should be considered at policy making level. Public Enterprises Centre for
Continuing Education (PECCE) informed the Committee that productivity aspect
as far as known is not being coordinated and directed by a high level executive
and wherever senior people bave been given this task, the experience has been
rewarding. NPC indicated three undertakings, viz. BHEL, HMT and SAIL which,
have a position for productivity activities at senior levels. According to NPC,
the basic objective of Director (Productivity) on the Board should be to develop
a climate of Productivity in decision making at the Broad level. Further,
Director (Productivity) should assist in evolving and implementing Productivity
Programmes in the organisation. Another important function to be assig ned
could be to develop long-term productivity plans and integrate the same with the
strategic plans in the organisation.

1.29 A representative of SCOPE considered that the Corporate cell (for
productivity) should be headed by an officer senior enough who enjoys respect
within and outside the organisation. However, another representative of SCOPE



pointed out that productivity improvements are best achieved by decentralisation
and done at the level at wnich productivity results are shown.

1.30 Enquired whether there is any separate cell in - BPE to look after
productivity issues in public undertakings, the DG, BPE stated :

““The BPE is organised on functional line "and the production, productivity
and other allted matters are dealt with by the Adviser (Production). This
division has on its strength, sufficient technical experts. We have got experts
from different engineering disciplines in this Division of the Bureau.”

C. Productivity Norms

1.31 Lack of standards and productivity norms for major inputs and a
scientific system of productivity measurement at enterprise and industry level
and virtually non-existent inter-firm comparison in most of the industry sectors
reportedly make monitoring rather weak if not ineffective at the Government
Jevel. The Committee wanted to know from BPE what are the indices evolved
to measure productivity and in what manner these could be refined further. In
reply BPE stated that as a overall measurement, the best index for productivity
available is the percentage of capacity utilisation. While dilating the points, the
DG, BPE explained during evidence :

“The capacity utilisation consists of a number of factors. Unless the
productivity of individual factors are controlled and inproved, the overall
capacity utilisation will not improve. Where there are multiple products,
the capacity utilisation with reference to each major products could also
be considered as a reasonably good index.

The productivity measurement, therefore, consists of individual input
factors like productivity of labour, capital, machine etc...In 1975 the BPE,
in consultation with the Ministries and even an expert, had evolved a
format for reporting productivity for the purpose of reflecting important
management ratios. These productivity reporting formats are used for
reporting the performance of the public sector enterprises. The returns are
received periodically from the enterprises, monthly, quarterly, half-yearly
and annually -under the management information system in regard to
information on capacity, actual production, percentagc of utilisation,
comparative performance in  the corresponding period of the
previous year, return on capital employed, machine hour utilisation, reasons
for loss of production, broken up again into various causes such as how

much is due to shortage of power, breakdown of equipment, shortag oy
raw material, labour problem etc......” ;
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1.32 NPC stated in a note furnished after evidence that there is need to
develop integrated productivity norm structure for the industry, its component
units, respective departments as well as work centres.

.].33 Enquired whether BPE is giving any attention to the need for
developing integrated productivity norm-structure for each group of public
undertakings, the DG, BPE, stated in evidence (January, 1984) :

“I may mention that BPE had evolved 40 performance criteria models
covering cognate groups of enterprises. This is a recent development. This
has been brought out very recently and just about a month or 1} months
back, this has already been circulated to the administrative ministries.
This was done in consultation with administrative ministries. The criteria
inter alia cover a number of performance parameters to enable evaluation
of productivity.”

1.34 The performance criteria have been finalised by 22 Adminisrative
Ministries in consultation with Public Enterprises under their control and BPE
representatives. In respect of 6 Administrative Ministries it is yet to be finakised.
Some Ministries ha:e adopted an uniform sectoral approach for the enterprises
under their Ministry while others have finalised specific 7performance criteria for
each enterprise under them. Thus in all a total of 40 such “‘sets of performance
criteria” have been prepared. Most of the above performance criteria specify
the critical parameters against which corporate management would be laying
down quarterly and annual targets. Each of these parameters represent a specific
performance indicator like capacity utilisation, inventory levels, progress of

ancillarisation, project commissioning schedule and financial performance, etc.
.

1.35 Even though, all the Ministries are expected to finalise a targetted
rate of return on capital employed to be earned by various public enterprises,
most of the Ministries have reportedly not declared the target of rate of return
to be earned on a long term basis.

1.36 The Committee desired BPE to furnish information in respect of
various public undertakings regarding value added (at constant prices) per man-
month and average and incremental capital output ratios with corresponding
figures of similar industries in private sector. BPE, however, informed the
Committee that because of lack of any reliable data availabie with the enterprises
as regards similar industries in the private sector or abroad, the enterprises have
not given comparative details of such comparison in their reports.

1.37 The Committeec desired to know whether the BPE has made any
inter-firm comparison of productivity to evolve realistic norms on the basis of



what is cbtaining in’ privzte secter in Jndia and similar enterprises abread.
Explaining the difficulties in this regard, the DG, BPE stated :

“Inter-firm comparison is a difficult exercise because it has to be basically
on ‘like to like basis’. Vintage of the unit may not be the same. Techno-
logical sophistication, use of feed stock may be different. Marketability of
the product depends upon the end-use and pricing mechanism.”

1.38 The Committee drew the attention of the Director-General to the
reply given by BPE to the Committee’s recommendation (at S1. No. 21) contained
in their 49th Report (1981-82) where it was stated that when in depth studies
are undertaken such comparisons are attempted through special efforts. In reply,
the DG, BPE said during evidence ‘“‘Same in-depth studies have been conducted
but inter-firm comparisons as such have not been made.”” Explaining the position
in this regard, a representative of BPE stated :

““The inference is that when in an expert committee conducts an in-depth
study of individual public enterprises, with a view to finding what is wrong,
they dlso try to do inter-firm comparison. It does not necessarily mean
that the inter-firm comparison is made with the private sector. It could
mean an inter-firm comparison with another similar concern in the public
sector. This is a kind of inter-firm comparison which the Fazal Committee
had done. It is not as if an indepth study is on the inter-firm comparison.”

1.39 The DG, BPE mentioned that only- after the broad parameters are
established, such inter-firm comparisons would help in drawing any meaningful

conclusions. He informed the Committee :
]

“Very recently, I had asked one of my officers to selectively take up some
inter-firm comparisons also by calling for information from the private
sector and try to do some in-depth. study.”

1.40 According to IPE, labour productivity norms which can be fixed in
terms of output per man could be used to make inter-firm comparisons in the
case of steel, coal or mining industry.?

1.41 PECCE stated that in defining the capital utilisation, norms may
have to be developed for both ‘fixed’ as well as ‘working’ capital in each case.
In the latter situation drawing limits for overdrafts could be related to standards
of cash/working capital management. A representative of SCOPE stated that
it may not be possible to have capital utilisation norms for ‘fixed’ as well as
‘working’ capital. He, however, indicated :
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«The results achicved in similar industries (both public and private sector)
and also internationally, could be broad indicators when comparisons are
made. We know which companies have performed wel® Similar comfaari-
sons can be taken as standard; even though you may have different
comparisons year after year, what is the best performance can be taken.
I am sure that sort of a thing is possible. Guidelines can be what
companies have achieved individually at the highest level.”

1.42 NPC informed the Committee that productivity Boards have been
set up for 7 industries for Industrial Machinery; Machine Tools; Paper Pulp
and Allied Industries; Cement; Leather and Learher Goods; Power Generation;
Transmission and Distribution Equipment and Automobile and Ancillary
Industries. The proposed functions of these boards as informed by NPC are

stated to be as follows :

(a) Preparing plans incorporaiing technology, manpower, energy and
marketing for achieving higher productivity and integrating the same

with the national economic plans;

(b) Identifying productivity constraints and advising the government,
industry and trade unions on the measures to be taken to overcome

the bottlenecks; ,

(c) Monitoring implementation of productivity plans evaluating the actual
results achieved and identifying the specific factors which have helped
or hindered in achieving higher productivity;

(d) Advising the government on policy issues such as establishing industry
wise norms for major inputs/factors of production, linking wages
with productivity, instituting productivity awards for higher perfor-

mance etc. and

(¢) Establishing a standard data base for evaluating productivity
performance.

1.43 NPC made a suggestion that these productivity boards should be
entrusted with the task of developing productivity norms and designing compute-
rised systems of productivity measurement, inter-firm comparison and providing
necessary feed back to the industry and the Government about the strength an
weaknesses of individual units as well as industry as a whole. ’

1.44 The Committee received a suggestion from PECCE for establishment
of research organisations for developing basic data and also appointment of task

ld
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forces to build norms/standards to cover operating situations in Indian Industry
or other organised sector.

»

1.45 Achievement of productivity growth in Public Undertakings is of
crucial importance to the economy of the country. The public undertakings func-
tion in key areas of the industrial sector. Out of the total investment of the order
of Rs. 30,000 crores in the Central Public Undertakings at present, “about 807 of
the investment is accounted for by the production enterprises. The need !or
productivity improvement in public undertakings received an impetus during the
year 1982 when it was declared the “Productivity Year”. It is in this context,
the Committee went into the examination of productivity performance in Public
Undertakings. Their examination has revealed that though there was improve-
ment since 1982, there is substantial scope for further improvement. The
Commiitee have dealt with ia this report the areas which require better attention

by the Public undertakings and their administrative Ministries/Departments as well
as Bureau of Public Enterprises.

1.46 Corporate planning is an essential Management tool inter alia, for
improved productivity. A survey conducted by BPE in 1977 revealed that only
70 public enterprises had cvolved their Corporate Plans. Some u-dertakings
were not even aware as to what is really meaat by Corporate Planning. The
Committee arc surprised to hear from the Director General, BPE that this sort
of ignorance must be costinuing even now. The Committee are glad to know that
BPE organised a Natioral Seminar in January, 1978 and sponsored 3 courses

-duricg 1982-83 for extcutive development with Corporate Planning as a specific
subject. Although the responsibility mainly rests with the administrative Ministries
to ensure that ‘Corporate Plan’ is evolved in all undertakings under their control,
the Committee feel that BPE should play an active role as recommeunded by the
Fazal Committee by assisting in the preparation and scratinising the Corporate
Plaus at least until all the undertakings are on their own able to draw up, in &
systematic and regular manaer, the Plans with a special thrust on productivity.
The Committee hope that as assured by its DG, the BPE will undertake a survey
to ascertaia the preseat position iu this respect in public uudertakings and take
suitable action under intimation to the Committee.

¢« 1.47 There is need for training and developmeunt of existing and new
employees in sharpening their skills and orienting their attitudes to productivity
as urged by the various non-official organisations. The Committee stress that all
nndertlkings should draw up Corporate training Plans expeditiously as recom-
mended by the Chief Executive Conference and integrate them with the overall
Corporate Plans of the enterprises for effective implementation. The Committee

)
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note that 62 out of 96 production enterprises have in-house traizing facilities. The
Committee desire that the proposed collection a1d dissemiration “of information
regarding availability of training facilities among undertakings should be dome
early so that the small undertakings which do not have the facilities of ia-house
training may be avall of them soon. The services of institutions like National
Productivity Council, National Labour Institute and Public Enterpgises Centre for
Continuing Education should also be effectively utilised by the undertakings in
promoting basic attitude and skills in regard to productivity techniques at all
levels in the organisations of Public Undertakings.

1.48 The Committee find that only 40 out of 96 production enterprises have
a separate unit to look after productivity aspects. Productivity activities in
certain enterprises are reportedly looked after by the production Planning or
Technical Services Departments. A survey conducted by BPE in 1975 revealed
the difficulties faced by the management of public undertakings in regard to pro-
ductivity management. Admittedly, these difficulties are mostly within the control
of the management and are mainly due to the fact that the management does not
give due importance to the subject. Development of productivity culture is of
prime importance and the basic requirement for promotion of productivity in an
undertaking. Efforts in this direction are lacking in many undertakings. The
Committee, therefore, recommend that there should be a separate productivity
cell in each enterprise to institutionalise productivity management as a core
activity and this shounld be headed by an officer fairly at higher level and in big
undertakings even by a Director.

1.49 There is need for developing integrated productivity norms on the
basis of inter-firm comparisons of productivity. Although, performance criteria
models have been finalised recently by 22 administrative Ministries for perfor-
mance evaluation of the undertakings under their control, it appears that no
attempt has been made to evolve realistic norms for productivity to measure the
performance thereagainst. The DG, BPE informed the Committee that BPE is
taking up some inter-firm comparisons selectively and will attempt indepth stndies.
The Committee would urge that productivity norms should be evolved for all

factors of preduction for each public undertaking in consultatlon with NPC,
Productmty Board and BPE.

1.50 The Committee recommend that apart from the productivity Boards
already set up for 7 industries such Boards should be set up for each of the other

major industries such as Steel, Coal, Minerals and Metals, Chemicals and
Fertilizers, Petroleum and Textiles,
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1.51 Further, the performaace criteria models should be finalised early for
the undertakings under the remaining 6 Ministries also. These should include
productivity norms to be evolved for more effective and measingful moritoring and
review of the performance for appropriate action for improvement.



CHAPTER 11
PRODUCTIVITY OF CAPITAL
A. Capital output ratio and return ‘'on capital employed :

In measuriag productivity, capital output ratio is one of the important
indices. The Committee wanted the production enterprises to indicate the average
and the incremental capital-output ratio based on constant prices. The Committee
also wanted the BPE to analyse these ratios furnished by the Undertakings. The
Comnmittee were, however, informed by the BPE that no analysis of the capital-
output ratio of these undertakings could be attempted as the undertakings have
used different bases in working out the ratio and that the ratios are also not at
constant prices in all the cases. The DG, BPE indicated during evidence that
the management ratios is BPE’s Public Enterprise Survey include capital output
ratios in terms of value of production and capital employed. It, however, appears
th4t these are also not based on constant prices.

2.2 The percentage of gross profit to capital employed of the public
sector enterprises as a whole for the last six years as observed from’ BPE Survey,
is as indicated below :—

1977-78 1978-79 1979-80 1980-81 1981-82 1982-83 Half year ending
- 30 September,
1983-84

7.58 7.69 7.60 7.79 12.10 13.05 10.40
(Provisional)

2.3 The percentage of gross prof t to capltal employed in public under-
takings during the 10 years period 1971-81 works out on an average to 7.13%.
The percentage, has however, increased to 12.1 in 1981-82 and further to 13.05
in 1982-83, the highest recorded by public sector enterprises so far. The per-
centage has, however, fallen to 10.40 during the first haif of the current year.

2.4 1IPE stated in its memorandum that the the return on capital employed
in private sector was 20% during 1980-81 and 1921-82. Profit after tax per-
centage on net worth had reportedly been 4.55% in the public scctor and 14.8%,
in private sector during 1981-82. According to IPE these indicate that the
capital productivity is somewhat low in the case of public sector,
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2.5 The ratio of net turnover to capital employed is an important indi-
cator of the efficiency of utilisation of funds of any enterprise. The ratios of
net turnover to capital employed in the manufacturing groups of public enter-

prises during the four year period 1979-83, shown in BPE Surveys, were as
given below :

Percentage of net turnover to capital employed

1979-80 1980-81 1981-82 1982-83

1. Stcel 91.7 92.2 93.41 96.43
2. Minerals and Metals 47.9 45.4 37.41 38.89
3. . Coal 89.9 105.5 91.43 90.52
4. Power — — — 13.03
5. Petroleum - 378.3 331.2 415.81 412.21
6. Chemicals, Fertilizers and
Pharmaceuticals 52.6 539 76.31 80.91
7. Heavy Engineering 95.8 104.8 114.25 120.98
Medium and Light
Engineering 109.3 98.2 118.53 107.46
9. Transportation Equipment  72.1 89.9 86.95 82.79
10. Consumer Goods 117.3 140.1 113.36 61.35
11. Agro-based Products 154.6 133.0 160.18 152.26
12. Textiles 148.4 160.9 179.08 112.43
Total 130.9 137.1 1 58.88 157.40

2.6 Although the overall ratio of net turnover to capital employed in
public undertakings registered a notable increase during 1980-81 and 1981-82,
it slightly declined from 158.88% in 1981-82 to 157.49% in 1982-83. The fall
in 1982-83 was due to small turnover of National Thermal Power Corporation
Ltd. and National Hydro-electric Power Corporation Ltd. which became opera-
tional duri~g 1982-83. Being in the initial stages of operation, their net turn- )
over was only Rs. 56.18 crores against their capital employed of Rs. 431 crores.
It has been reported that if power sector is excluded, the ratio would work out
to 161.04%, in 1982-83.

-
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2.7 TItis, however, observed that the ratio has drastically declined by
about 50% in consumer goods and significantly in Textiles undertakings during
1982-83. The ratio also registered a decline in Transport Equipment, Mecdium
and light engineering, coal, petroleum sectors and agro-based industries. It has
been mentioned that the textile and medium and light engineering sectors, to a
large extent, consist of many taken-over sick units. In addition, the prevailing
recession in the textile industry and strike in Bombay based textile mills coupled
with drastic power cuts have also reportedly contributed to a great extent to the
lower turn-over in the textile sector. In the case of petroleum and coal the
decline has been partly due to the additional capitalisation during the year in
these sectors contributing to less than proportionate increase in turnover mainly
on account of new units commissioned during the year which could be expected
to achieve full prodpction in the course of the coming years only.

2.8 The Committee observed that the ratio of net turnover to capital
employed was an low as 37.4% and 38.8% respectively during 1981-82 and 1982-
83 in Minerals and Metals Group, 76.3% and 80.9% in Chemicals/Fertilizer and
Pharmaceuticals and less than 100% in Steel, Cooal and Transport equipment.
The Committee wanted to know the reasons for such a low ratio of net turn-
over to capital employed especially in Minerals and Metals Group and Chemic.al/
Fertilizers end Pharmaceuticals Group of public undertakings. A representative
of SCOPE explained in evidence :

“The return on capital outturn ratio depends on the type of industry, 'thc
manner of employment of capital and the manner of running the enterprise.
All the industries in minerals, metals, chemieals and fertilizers and pharma-
ceuticals groups are capital-intensive in nature. These companies would
give optimal return on capital ratios if they énsure capacity utilisation ‘as
per designed capacity. The reasons for not attaining the designed capacity
are different in different industries but lack of power and other inputs are
some of the factors that have conftibuted towards this decline.”

2.9 It is noted from the BPE Survey that 5 Units in Mineral and Metals
Group and 8 Units in Fertilizers Group operated at less than 50% capacity
during 1982-83. Supplementing the oral reply, SCOPE stated in a note furnished
after evidence :

“Owing to heavy investments in certain types of industries covering a large
gestation period there is bound to be lower capital out-put ratio in the
initial years of investment. Hence the capital out-put ratio cannot reflect
correctly the actual position. In respect of the Coal and Minerals and
Metals groups the whole average has been pulied down by ome or two



units. Tt may be pointed out that in the Minerals and Metals Group the
average for the entire group has been drastically affected owing to the low
ratio of 1727, in respect of turnover to Capital employed in the year
1981-82 in the case of Kudremukh Iron Ore Company and 27.74% in the
case of Bharat Aluminium Company.” )

2.10 1t is observed from BPE Survey that the ratio in respect of these
two companies has slightly improved to 3.94% and 39.77% respectively during

1982-83.

2,11 Informing that the ratio for steel sector will go down in 1983-84,
a representative of SCOPE mentioned the reasons therefor :

‘““We have commissioned a number of units in the four million tonne
projects. In Steel, it will take us a couple of years before the investment
results start coming up. Initially, in regard to investment, we went upto
110%. Then it has come down to 85% even in the best of circumstances.
These investment results will start immediately coming up this year. At
the same time, this year, we have to face the marketing problems. We
have had to reorientiate our production. Sector-wise there has been a
surplus of steel in the country.”

2.12 It is noticed that SAIL made a profit of Rs. 39.11 crores in 1981-82.
It, however, incurred a loss cf Rs. 105.77 crores in 1982-83. The loss went
upto Rs. 256.76 crores (provisional) during the first six months of the current
year (1983-84).

2.13 Pointing out that the policy of balan:ed regional development has
adverse impact on Productivity, a representative of SCOPE explained :

“If we take a conscious decision at the Government or plant level that in
view of certain considerations there is need to improve the backward area,
the cost of that plant is bound to be higher as compared to, let us say,
the plant which is to be located elsewhere......If as a result of Government
policy you locate plant at a particular place where the investment or the
capital impact is about 25%, or 40%, higher. It would be necessary some-
times to rua into additional costs of Rs. 80 crores or 100 crores...... The
capital output-ratio is bound to be adverse in those circumstances.”

2.14 Making a suggestion that the clement of additionality should be -
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separated as in done in U.K., the witness stated :

-

“Government a:il the project report should take into account this element
of additionality which is being incurred as a result of deliberate Govern-
ment decision to promote a backward area. This additionality in the
capital-output ‘ratio must be identified, isolated and taken out. This is
being done in the nationalised industries in U.K....My submission would
be, here also, if we have to fairly measure productivity in terms of capital-
out-put ratio that additionality must be taken out separately or [that
additionality could come in the form of subsidy. Again, I am referring to
¢  the nationalised industries in U.K. where the addionality is subsidised.
Alternatively, you-can downgrade or upgrade the productivity ratio.”

Another representative of SCOP]-i pointed out :

“Once it is indicated in the project report that certain infrastructure is
coming from certain other agencies and the plant is built on that basis,
subsequently if there is some failure in providing the infrastructure, then
the problem starts.”

The witness made a plea in this connection :

“In the project report, we take note of what is likely to happen and that
project'report should be given a “sanctity and those promises made should
be fulfilled...When we are in the backward area, note should be taken while
comparisons are made. What steps can be made to help us should be taken
well in time.”

2.15 Inreply to the recommendation in Para 6 (Part II) of the 49th
Report of this Committee (1981-82), the BPE had promised to undertake an
indepth study of capital-output ratio of public undertakings selectively. Enquired
whether any such study has been done, the DG, BPE said in evidence

“Government is certainly giving serious consideration to the problem of
under- utilisation of capacity in certain public sector enterprises. Some of
the Ministries have already constituted in depth study Committee to go
into the problems of low capacity utilization. There are about twenty such
enterprises.”

2.16 It is commonly believed that public enterprises' are over-capitalised.
According to NPC, the following factors are responsible for over capitalisation
of public sector projects :

(i) Delays in project completion adding to cost escalation.

(ii) Public Sector Units being mainly in the core and infrastructure sectors
of the economy and being large sized, need high capital investment.
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(iii) Effects of foreign collaboration.
(iv) Type of technology used.
(v) Excess employment.

(vi) Public sector undertakings widely dispersed (including backward and
under-developed areas) need greater investment in infrastructural
development.

(vii) Commitment to social responsibility requiring investment in housing
projects, better social amenities, education as well as ensuring pollution
control measures.

(viii) Relatively greater investment in research and development and staff
functions.

2.17 The NPC suggssted the following remedial measures for improving
capital productivity in the public sector :

(i) Good understanding and practice of project management techniques
for timely completion of projects by field executives and funding
agencies,

(ii) Adequate attention to the selection of right technology from receiving
countries.

(iii) Improving capacity utilisation to minimise capital cost contribution to
goods and services produced.

B. Capacity Utilisation

2.18 One of the indices uscd in productivity management to trace perfor-
mance improvement or deterioration is the ratio of actual production to the
installed capacity. The installed capacity of an enterprise is based on a given set
of productive factors, all operating at optimum levels and as such, the level of
capacity utilisation is a good barometer to gauge the performance of the enter-
prise. The picture of capacity utilisation in the total number of 96 production
enterprises Quring 1979-82 is reported to be as indicated in the table below :

—_—

Year above - 75to 50 to 35to Below Information
90%, 90%, 75% 50% 35% not available

1979-80 19 16 26 7 10 18

1980-81 17 19 27 i3 3 12

1981-82 27 18 27 9 4 11
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2.19 The Committee observed that the number of undertakings having
capactiy utilisation higher than 759 has increased from 36 in 1980-81 to 45
during the productivity year. . Asked whether this improvement is wholly attribu-
table to productivity drive, the DG, BPE said : ‘

“The factors were sustained drive for productivity, which started not in
1982, but it started earlier in 1980 itself. We developed a productivity
consciousness among the public sector undertakings. This is not a one-
time exercise, but it is a continuing exercise and this will have to be
continued for all times to come. In addition to this, there were some other
reasons also, like availability of industrial infrastructure in the country,
improvement in industrial climate, improved monitoring and removal of
constraints, and above all the growth in the economy itself. As regards
the number of enterprises targetted to achieve capacity utilisation higher
than 75%, for 1982-83, the target was 52 enterprises but the actual achieve-
ment was 55 enterprises which had exceeded 75 per cent.”

2.20 The Committee observed that the number of undertakings having
capacity utilisation less than 759, was as many as 40 during the productivity year
besides 11 undertakings in respect of which information was not available. The
causes of low capacity utilisation are attributed to power shortages, industrial
relations problems, equipment failures, inadequancy of demand, shortage of raw
materials and Management shortcomings. Some of the steps taken by Govern-
ment to upgrade the levels of utilisation are stated to be monitoring by Cabinet
Committee on Infrastructural Facilities, special indepth studies by the Expert
Committee on Public Enterprises, periodical review and follow up action by
Co-ordination Committee and investment in balancing facilities an captive power
plants. The Committee enquired whether the BPE was satisfied with the adequacy
of these measures to improve capacity utilisation in public undertakings to the
desired level and if not, what further measures are contemplated to upgrade the
Ievels of utilisation.

The DG, BPE replied :

“How can there be adequacy in this because this is a continuous exercise.
Various measures have already been taken such as investment in balancing
facilities, captive power plants, a number of diversification schemes
monitoring by the Cabinet Committee and indrastructural facilities regar-
ding coal, power, steel, railways and also indepth studies. In pursuance of
the recommendations of the Chief Executives’ Conference in last April the
Bureau had suggested to the Administrative Ministries to constitute a study
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team to implement the recommendations. This is a continuous exercise
and we hope it will lead to greater productivity.”

2.21 From the information furnished by SCOPE, the Committee observed
that power shortage caused a loss of Rs. 140 crores during 1981-82 in 3 steel
plants and 2 fertilizer units alone. Accorning to BPE Survey during 1982-83, the
production loss on account of interruption due to power .shortage in 2 steel
plants and 2 fertilizer units went up to Rs. 258 crores. These units are Rouzkela
Steel Plants—Rs. 147 crores, Durgapur Steal Plant—Rs.23.41 crores, Fertilizer

Corporation of India—Rs. 54.25 crores and Hindustan Fertilizers Ltd.—33.25
crores.

2.22 As one of the major causes for low level of capacity utilisation in
many undertakings is inadequate power suplpy, the Committee =sked what is
Government’s thinking on solving this chronic problem of power shortage.
The DG, BPE said in evidence :

“The Department of Power is seized of the problem and they are having
plans to overcome the shortage in coming years. Progress in power gene-
ration has been going on. It has increased by 10.1 per cent in 1981-82 and
registered a further increase of 7% in 1982-83. This, however, is not
adequate as it still has left a gap of 10.8 per cent in 1981-82 and about 9.2
per cent in 1982-83. The actual power generation in the first six months
of this year has registered an improvement of about 3 per cent as compared
to the corresponding period of the previous year ; yet the first six months
shortage was as high as 12.5 per cent as per the programme. They have
their own constraints both in regard to timely completion of projects as
well as in achieving better plant load factor by the State Electricity Boards.
An Experts Committee has actually made a recommendation that there
could be captive power plants where the investment is at least Rs. 200
crores and more. This has been examined by a group of Secretaries; and
they were generally inclined to endorse this suggestion keeping in view
regional availability of power and on merits of each proposal. What
would happen if the power is not made available from the captive power
plants, what will we the minimum investment, how much is going to be
the generating cost based on which a balance will have to be struck. But
if there are justifiable reasons that captive power generation is still prefer-
able, may be in extre mely backward areas, but as a deliberate government
policy, they want to have there public sector undertakings so that the area

gets developed, in such cases, power generation on the captive basi¢ may
be warranted.”
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C. Inventories

2.23 Efficient management of inventories is another important area of
performance improvement of Public Enterprises. Inventory represents blocked
up capital. - Any reduction in it enable the enterprises to improve their cash
flow. It is observed from the BPE survey that total value of inventories shown
as number of days output of products and services of public undertakings has
been gradually brought down from 183 days from the year ending 31.3.1969 to
101 days for the year ending 31.3.1983. The inventories in the following produc-
tion enterprises were, however, observed to be much higher and stood at over
365 days of production :

Inventory in
terms of No. of
days of Production

(as on 31.3.1933)

1. Heavy Engineering CorpT 394
2. Tungabhadra Steel Products Ltd. 1160
3. Lagan Jute Machinery Co. Ltd. 420
4. Bharat Electronics Ltd. 370
5. Bharat Pumps & Compressors Ltd. 392
6. Goa Antibiotics & Pharmaceuticals Ltd. 385
7. Mishra Dhatu Nigam Std. 502
8. Hindustan Aeronautics Ltd. 578
9. Mazagon Dock Ltd. 500
10. Garden Reach Shipbuilders & Engineers Ltd. 537
11. Hindustan Shipyard Ltd. 79
12. Goa Shipyard 632
13. Cochin Shipyard 565
14. Hindustan Paper Corporation 776

224 Itis further observed that apart from 14 production enterprises
mentioned above there were 27 other enterprises where inventory in terms of
number of days of production was between 200 and 365 at the end of 1982-83
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2.25 Explaining the reasons for high level of inventories, a representative
of SCOPE said :

“Inventory level depends upon the type of industry, type of environment
in which the industry is functioning and also the manner in which the
Industry is being managed. If a particular product has a short manufactur-
ing cycle and an assured market, the inventory level will come down. But
the main reasons for higher level of inventory age uncertain supplies from
special suppliers and other sources like lack of transportation and move-
ment facilities and internal resources and then bad management inside the
factory.”

2.26 The witness, however, conc:.l 1 that “undoubtedly bad management
also plays quite a considerable role in this.’”

The witness point ' ‘ut further:

“Basically all long cycle items and high gestation period and capital
intensive items have been transferred to public sector, because private
sector could not take up that manufacture. Private sector has got items
which are relatively small cycle manufacturing items, relatively assured and
quick market. In the very nature of the industry two types of inventory
levels have been different.”

2.27 Wh: ‘..« ommittee put forward a suggestion for creation of joint
post of Director (Marketing and Materials) even in medium:sized undertakings
in order to givc adequate and effective emphasis on inventory reduction, a
representative of SCOPE stated :

“In a number of industries, such a post exists, where the functions of
materials management is also seconded to the man dealing with marketing.
But so many other issues occupy so much of his time that the real focus
on inventory is not given. Secondly, they do not set up an organisationally
strong group which is exclusively concerned with analysing the components
of the inventory. We carried out recently some experiments. We found
that the results were not satisfactory. We called a 2-day seminar to analyse
why nothing is happening. Then we found that we had no mechanism
which will say how much time is taken in transit, and how it can be avoided.
It led to very good results.”

2.28 Referring to Chemical sector, a representative of SCOPE said :

“I do concede there isa necd for better marketing management. There



25

is also need for combining marketing and material management, so that
inventory is taken care of in input Materials, spare parts and finished
products. We are very seriously considering to create a group or a very
high level post to combine these functions.”

2.29 In order to further bring down the inventory level in public under-
takings, the following suggestions were made by SCOPE : #

1.

Adequate and affective emphasis should be placed on inventory
reduction as a matter of priority and to achieve this objective top
management must provide organisational support for close monitoring
of inventory levels and material management.

A systematic campaign to advise and educate all concerned with
materials management, about the need for keeping down the inventory
level.

Long range contracts with suppliers with a built in mechanism «for
flexible adjustment in respect of purchases should be encouraged.

2.30 An Expert Committee on Public Enterprises submitted a Report in
April, 1982 on General Issues which include the Material and Maintenance
y Management. Some of the recommendations of the Committee, concerning
Material and Maintenance Management are in brief as under :

(a)

()
(©

(d)
(e)

®

Creation of an obsolescence reserve, scientific determination of surplus
and its speedy disposal and tight control on inventories through vari-

ous performance indices.
There is need for integrated approach to Material Management.

Every unit should developed its own norms of performance, indicase
relating to materials management through an approprite Management
Information System for the unit and should report the performance to
the top management.

Procurement and use of material through sticker budgetary control.

Steps should be taken for standardising the terminology used in
materials management for the purpose of uniformity and for compara-
tive analysis.

Assistance of experienced consultants especially in more complex
areas of inventory management could be taken.
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(g) There should be ‘materials management cadre in large undertakings
such as coal, fertilizers, chemicals, steel sectors etc. The material
management personal should have formal.induction and training
programme. They should have opportunities to. take up senior
positions in the organisation as are available to persons in other
departments.

(h) Competent Cadre should be built Maintenance Engineers and Main-
tenance Managers.

2.31 The above recommendations which were examined .at.the level
of Group of Secretaries in December, 1983 are now being . processed. for consi-
deration at the level of the Cabinent.

D. Cost Effectiveness

2.32 In order to maximise production with the available resources it is
necefsary to have effective cost control and value analysis. However, it was
observed that out of 96 production enterprises, only 21 undertakings had
introduced standard costing system and only 33 had a system of value analysis.
BPE is stated to have issued guidelines in this regard as early as in 1968. Point-
ing out that guidelines on standard costing emphasise the need for effective
cost control and introduction of standard costs in various manufacturing and
process enterprises, the DG, BPE explained the pre-requisites for introductien
of standard costing as follows :

““The introduction of standard costing has to go hand-in-hand with job
evaluation, work measurment and laying down norms for various activities.
As such, the introduction of the standard costing is interlinked with the
devolopment of industrial engineering and production control systems in
an organisation. The various precise parameters and input requirements,
should be standardised. Some of the pre-requisites for developing standard
cost is the assumed availablity of inputs. Infrastructural requirements
must be available easily.”

2.33 Informing that the various uncertainties associated with the pro-
duction environment have made the task of standard costing more and more
difficult for public sector undertakings, the witness said :

“This explains the reasons for the concept of standard costing not having
taken roots amongst our industries. In the alternative, most of the public
sector undertakings have budgetted cost or the targeted cost derived on the
basis of the past performance and the future expectations. For the purpose
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of evaluting the present performance vis-a-vis the past performance, the
-follow-up action taken is primarily in eathusing the enterprise to work
out norms:for cost, based on standard activities and giving such normative
cost for performance evaluation,”

2.34 Highlighting the efforts made BPE in addition to issue of guide-
fines in regard to value analysis, the DG, BPE said :

“A separate booklet was also published and circulated to all those con-
cerned to promote value analysis amongst the public enterprises. On the
materials management for instance the BPE has been conducting indepth
studies into the material management of several representative enterprises
and they have made further recommendations for the improvement of
the same. BPE Inplant Training Programme on materials management
has devoted special attention to value analysis techniques.

A national Seminar was also held in 1982. This brought out the
studies on value analysis in several organisations and the benefits derived
from its introduction. This enabled the organisations involved to adopt
‘the approach of value analysis. Specific recommendations of this Seminar
were circulated to other Undertakings which did not participate in the

Seminar.”

2.35 Asked what follow-up action was taken to see that ;these important
s ystems are introduced in all the public enterprises, the witness said :

“Our attempts has been that after issuance of general guidelines, to shift
towards more specific and to involve the operative level of management
directly in these things. There is the need to make them
awarc through seminars ; discussions and the like because a iot of
people know of a new concept but, they would not know whatis the
methodology.”

2.36 An opinion has been held that the system of administered prices

has an adverse impact on productivity allowing for extravagent use of capital.

- It has been pointcd out that the practice in fixing controlled prices was to aliow

for costs in full and to provide for a certain rate of return on the capital employ-

ed. As a result, there is no incentive to reduce costs, as lower costs would not
mean more profits to them, but would only lower profits.

2.37 Informing that there is no incentive for cost effectiveness, the DG,
NPC, stated in evidence :
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“There is a great responsibility cast on the public sector undertakings that
they must think in terms of cost effectiveness,” quality -improvement and
expand the markets......If we become cost-extrvagant whatever market we
have now will also shrink.. The international market gets restricted. The
demestic markets get eroded.”

2.38 Pointing out that there has been no deliberate attempt to contain
the cost, the witness said :

““We conducted a cost analysis and found that in the last threc years the
cost has been going up. There has been no deliberate attempts to contain
the cost.”

He pointed out further :

“We do not have any norms as such for any particular industry. We have
the norms for particular jplants. For example, TISCO has one norm.
Rourkela has another norm, Bhilai has a third norm.”

2.39 In NPC’s view pricing on the basis of cosf-plus constituted an
impediment to productivity performance. Taking note of the views stated above
the Committee wanted to know whether it would not be possible to devise an
incentive scheme within the administered price machanism for cost reduction in
public undertakings. Pointing out in this regard that there is built-in motiva-
tion in administered prices, the DG, BPE, explained :

“If we take the administered price evolved by the Government, it is not
based on this particular method of cost plus. The administered prices are
determined taking into account the cost of the more efficient unit which
account for a large percentage of the total putput, the optimum norms of
consumption of raw material and energy as well as other inputs. A system
of retention prices for different producers on the basis of cost of produc-
tion on the one hand and uniform sale price on the other, is evolved so that
there is uniform price for the consumers. Price adjustments are also
allowed for changes in the cost of major components after a review. The
scheme of administered prices has itself a sort of handle for the better and
better and for the not well performing units to perform better. Adminis-
tered prices are based on capacity utilisation and capital and other inputs
on the basis of fixed norms and the enterprises can improve their produc-
tivity otherwise the enterprises will have to pay penalty for their ineffi-
ciency by way of lower capacity utilization or by consuming more raw
material than what is warranted.”
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2.40 It is observed from the information furnished to the Committee that
69 out of 96 production enterprises have some arrangement for feed back on
consumer’s reaction to its products and 93 have organisational arrangement to
ensure quality control.

E. Research and Development

2.41 According to NPCa liberal R&D policy alongwith assured
rewards for hold efforts in developing local know-how would go a long way
towards increased productivity in public undertakings. NPC stated that an
institutional arrangement is required to identify products and processes an a
priority basis where ‘ndigenous know-how could be developed. PECCE, is,
however, of the opinion that’the R&D should focus more ‘on the process’
than the new products. Further, according to PECCE more emphasis is
necessary on effective technology transfers than basic research. Pointing out
that it may be useful to provide suitable incentives for making additional ihvest-
ment for R&D, NPC suggested that this may be favourably considered by
the Government.

2.42  An opnion has been held that Indian industry is stated to be prone
to minimum risk-taking and therefore, the risks involved in investing in R and
D are not in harmony with the general ethos of industrial culture in the country.
Enquired about BPE’s assessment of need for providing suitable incentives to
atttact additional investment in R&D, the DG, BPE said in evidence :

“Public enterprises are a mixed bag in which there is adequate awareness
of the importance of R&D, but since their total number is over 200,
I cannot say that all of them have the same amount of awareness. In some,
this awareness is not to the desired degree. In the public sector under-
takings, as they are, the intitial R&D efforts have necessarily to be directed
towards achieving objectives of import substitutions, optimising production
capacity, removal of bottlenecks, or deterioration in the quality of
inputg etc. In the case of many public undertakings, probably
new technologies on our. own have not yet developed. Asfar as
R&D expenditure as a percentage of sales is concerned, this is furnished
in Vol. 3 of the annual survey. This should, however, be viewed in the
context of the Government policy where centralised R&D organisations/
have been built up by the Council of Scientific and Industrial Research.
Some of the Ministries as also some educational institutions are also doing
it.” ;
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2.43 Itis observed from the information furnished to the Committee
that 62 out of 96 production enterprises have a R&D unit.

2.44 According to SCOPE the R&D Policy of Public Enterprises can be
improved in the areas of adaptation of new teclmology by introducing in-house
R&D, especially in areas like product development, product diversification and
technology upgradation. Other key areas are stated to be research on energy
conservation measures and continuous modernisation to remain competitive.
According to SCOPE the areas where R&D work can result in higher producti-
vity would be to improve the quality and consumption of inputs as also in
finding out suitable substitutes where the raw material is scarce or imported and
in reducing process time.

2.45 Enquired whether Government did not think that R&D activities'in
public undertakings have not adequately covered many areas which have been
direct bearing on productivity, the DG, BPE said :

“The specific R&D programmes of the in-house R&D efforts of the units
in public enterprises depend on the priorities envisaged by the public enter-
prises themselves, and the priority they want to give. That is their primary
concern, with reference to the available resources on hand. As reported
in the Survey for 1981-82, SAIL and Hindustan Photo Films have taken
up projects specifically to increase productivity. These are the two examples
but technology immovation and upgradation invariably has impact on
improving productivity.”

The Committee put forward a suggestion that an Apex Body or Sectoral
bodies should be created to look after R&D requirements of all public under-
takings, to evolve common approach to basic problems of all undertakings in
this regard and provide necessary facilities to collect information and data vital
in the spheres of activities of various undertakings and act as a feeder bank to
all undertakings. Reacting favourably to the suggestion SCOPE stated in a

written reply :

“It would bea good idea to set up an Apex Body for each sector of
Industry in Public Sector to look after R&D requirements of the under-
takings with a view to assist them to updating their technology base and
also overcome obsolescence. Such an institution can perform the
following tasks :

(a) collect, classify and disseminate technological data relating to R&D.

(b) Study the issues involved in choice of appropriate technology.
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(c) Inter-firm transfer of technology.
(d) Adaptation and assimilation of imported technology.

The Apex Centre can help the industrial units by way of circulating a
monthly bulletin to disseminate important information on various aspects
of R&D in India and abroad. In other words it can serve as a Data Bank.”

2.47 1In this connection, the DG, BPE, however, stated in evidence as
follows :

“The common approach cannot be universaliesed and a study itself is the
most desirable thing. This approach is possible only where there are large
number of units in the same sector. Otherwise it has to be done in an
isolated fashion. There are common institutions for instance for research
in machine tools, there is a Central Machine Tools Institute. For auto-
mobiles we have got the Automobiles Research Association of India, then
there is Cement Research Institute, Central Mining Research Institutes and
others. Apart from this, there are also research 1Institute for metal forming
and welding. Other centralised units exist where there are scveral units
which can take up these projects. There is an existing agency in the
Department of Science and Technology and CSTR and adequate informa-
tion is there available about better linkages in the public and private
sectors.”

2.48 The Committee are glad to nmote that the ratios of ret trrnover to
capital employed and gross profit to capital employed the two importart irdicators
of capital productivity, made a significant improvement during the productivity
year. The net turnover to capital employed increased from 131% in 1979-80 ¢o
14897, in 1981-82. The gross profit to capital employed which worked out to
7.13% on an average during the 10 year period 1971-81 has notably increased to
12.1% in 1981-82 and further to 13.05%, in 1982-82. The net turnover to capital
employed, however, slightly declined to 157.5% during 1982-83 due to low turn-
over of power corporations in the initial stages of operation. An analysis of
individual groups of industries shows that this ratio has drastically declined by
about 507, in consumer goods industries during 1982-83. This causes serious
concern. Further Steel Sector is stated to be facing marketing problems. SAIL
which made a profit of Rs. 39 crores in 1981-82 has incarred a loss of Rs. 106
crores in 1982-83 and has further increased its losses to Rs. 256.76 crores
(provisional ) during the first six months of 1983-84. The Committee would urge
that Government should study in depth the problems.faced by consumer goods.and
steel industries with a view.to take urgent remedial action. Further, the. fall .in
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the ratio of net turn over to capital employed dnring 1982-83 as compared to 1981-
82 in the case of textiles, (179% to 112);) medium and lizht engineering (1189,
to 107%;) and agro-based (1607, to 152°,) enterprises is indicative of the need for
continnous management alertness to arrest the detericrating trend in capital
productivity.

2.49 It is commonly believed that public undertakings are over-capitalized.
One of the reasons for large capital in Public Undertakings is the need for greater
investment in infrastructural development when the units are set up in backward
areas for bringing about a- progressive reduction in regional inequalities and pro-
moting balarced growth in the country. In these circumstances, the capital-output
ratios of the units is bound to be adverse. A representative of SCOPE urged
before the Committee that the element of additionality in capital investment on
account of infrastructural development in backward areas should be indentified and
separated as is done in the case of nationalised industries in UK. where this
additionality is stated to be subsidised. The Committee are not clear as to what
extent the effort of this additionality is offset by various concessions/given for
entrepreneurs setting up industrial units in backward areas. The Committee wish
to recall that in their 49th Report (1981-82) they.had suggested a critical study
of the capital outout ratio in each undertaking by the BPE to identify the problems
and to take steps to improve the capital efficiency. In reply they had been informed
“v the BPE that in-depth study of the capital output ratio and other relevant
's would be undertaken on a selective basis. The Committee desire that such
2th studies should take into account the additionality of investments neces-
ed in backward areas and also the concessions enjoyed in setting up industrial
ts in such areas. The Committee would await the results of the studies and
s action taken to improve the capital efficiency of enterprises where it is low at
:f‘:esent.

2 50 Obviously the major reason for the capital productivity being low in
public undertakings is the malady of under-utilised capacity. Out of 96 production
enterprises, the number of undertakings having capacity utilisation higher than
75% has increased from 36 in 1980-81 to 45 in 1981-82 and further to 55 in
1982-83. However, the Committee regret to note that in many undertakings the
capacity utilisation still remains lower than 509, due to power shortages, industrial
relations problems, equipment failures, shortage of raw materials and Management
shortcomings. The production loss on account of interruption due to power short-
ages in steel plants and fertilizer units alone was Rs. 140 crores in 1981-82 and
Rs. 258 crores in 1982-83. In this connection, the Committee would like to draw
attention to their recommendation made in 92nd Report (7th Lok Sabha) on National
Thermal Power Corporation, that the central power generating companies shoyld
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be empowered to supply power direct to central undertakings wherever necessary
and feasible. The Committee hope that with the implementation of this recom-
mendation. and the steps propused to be taken by Government such as investment
in.balancing facilities and captive power plants as suggested by Cabinet Committee
on infrastructural Facilities, periodical review azd (o be follow-up action by Co-
ordination Committee, the capacity utilisation in undertakings will farther
improve.

2.52 Incidentally, the Committee wish to point out that as many as 18 out
of 96 undertakings have not furnished information to the Committee regarding
capacity ¢ ilisation for the year 1979-80, 12 undertakings for the year 1980-81
and 11 for 1981-82. The Committee desire that the reasons for mot furnishing
the information by these umdertakings should be ascertained and if capacity
utilisation in these undertakings is found low necessary remedial steps should be
taken early.

2.52 Heavy inventory represents avoidable blocked uwp capital. The Com-
mittee find that position in this respect in certain undertakings is very unsatis-
factory. Notwithstanding the fact that the overall izventory position ii: public
undertakings has gradually improved from 183 days of production at the end of
1968-69 to 101 days at the end of 1982-83, there are as many as 14 undertakings
where the inventory level is over 365 days and 27 other undertakirgs where it is
over 200 days. In Tungabhadra Steel Products Ltd. it is as high as 1160 days.
Apparently, there is lack of proper inventory management and contrcl in these
ondertakings. The Committee are particularly corcerned over the accumulation
of finished goods inventory. They desire that there should be an integrated
approach to marketing and inventory management. The feacibility of these
functions at the functional directors’ level in the Boards of Public Urdertakings
may be accordingly considered. Further, decisiors should be taken without
further delay on the recommendations made in April 1982 by the Expert Com-
mittee on Pablic Enterprises regarding material and maintenance management,
for speedy implementation.

253 Introduction of standard costing techniques and integrated cost
and financial eccounting system to allow of usage and rate variance analysis
are essential to control waste of material and economise on cost. Further
value analysis by interdisciplinacy team of executive could result in economy
and better use of resouvece to attain increased productivity of capitzi. The
Committee regret to note that only 27 out of 96 production undertakings
have introduced standard costing system and 33 have a system of value
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analysis. Although BPE issued gnidelines in this regard as far back as in
1968, no follow up action appears to have been taken to ensure that these
important systems are introduced in all the production enteprises. According
to the Director General, National Productivity Council there has been no
deliberate attempt on the part of the undertakings to contain cost of
production. It is needless to point out that cost effectiveness and judicious
use of resources is a must for the success ofany in dustry. The Committee
hope that there would be no more laxity in introducing these vital systems in
the interest of productivity and cost control.

2.54 Technology is an important factor of production contributing te
increased productivity. In-House R&D. could be imtopduced in areas like
product development, product diversification, energy conservation, optimiging
production capacity, improving the quality and consumption of inputs, adop-
tion of new technology, technology upgradation and modernisation. According
to the information made available to the Committee only 62 undertakings
have an in-house R & D unit. In many undertakings the awareness. of the
importance of R&D is lacking. The Committee hope that suitable measures
will be taken to promote R&D activities in these yndertakings. They suggest
that the desirability of establishing an apex body for each sector of public
undertakings should be studied with a view to evolviag common approach
to basic problems of allied undertakings,



CHAPTER Iit
PRODUCTIVITY OF LABOUR
A. Value added per man-month

The economic justificatien of any organisation lies in its cont:ibution to
economy which is measured in terms of value added it has generated. In the
year 1982-83 enterprises producing goods have generated a total value added of
Rs. 8377.81 crores as against Rs. 6429.87 crores in 1981-82 indicating an increase
by 30.30%.

A representative of SCOPE pointed out in evidence :

““There are a number of enterprises where there would be an element of
surplus labour or even surplus staff. It also includes partly managerial
staff. If we look in terms of ratio in the area of staff or labour productivity
in terms of output per employee or value added per employee, the situation
in some enterprises will not be a happy one.”

3.2 In reply to Committee’s query, BPE mentioned the following enter-
prises where value added per man month was less than the average monthly
emoluments per employee during 1981-82.

Names of the Enterprises Value added Average monthly
per man emoluments
month per employee

Rs. Rs.
1 2 3
1. Braithwaite & Co. Ltd 592 1297
2. Mining & Adlied Machinery 950 1315
Corpn. Ltd.
3. National Instruments Ltd. 1015 1421
4. Central Inland Water Transport Corpn. 1052 1946

5. Artificial Limbs Manufacturing Corpn. of
India Ltd. 508 889

6. Bharat Opthalmic Glass Ltd. 1537 2065
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1 2 3
7. Rehabilitation Industries Corpn. Ltd. . 284 687
8. Tennery & Footwear Corpn. of India Ltd. 566 806
9. NTC (DP&R) 461 616
10. NTC (MP) 751 936
11. NTC 9 (WB A&O) 616 762
12. Bharat Process & Mechanical

Engineering Ltd. 1008 1475

13. Hindustan Copper Ltd. 750 941
14. Bharat Dynamics Ltd. 1311 1510
-15. Hindustan Shipyard Ltd. 1159 1347
16. Cycle Corpn. of India Ltd. 1318 1446
17. National Bicycle Corpn. Ltd.. 937 1268
18. British India Corpn. Ltd 730 777
19. Elgin Mills ‘Ltd. 700 826

3.3 BPE stated that many of these enterprises were taken over as sick
units and are under revival. Cons:ant efforts are stated to be continuing to revive
them. Lack of orders, use of out-dated technology, old plant and machinery,
surplus man power etc. are reported to be the main factors responsible for low
value addition.

B. Surplus Labour

3.4 Productivity studies undertaken by the National Productivity Council
in some of the public sector undertakings reportedly cstablish that man-power in
many of the units was in excess of the standard requirement. NPC informed
the Committec that studies in some public sector undertakings have shown an
excess of 10 to 15% hands to be readjusted redoployed through expansion and
other projects. It has been reportedly found that basic working methods and
systems adopted in some Public Sector Units are somewhat elaborate and
sometimes unproductive resulting in excess and redundant employment. Accor-
ding to SCOPE, productivity is a definite casualty in those public enterprises
where surplus labour is too serious a’problem to be tackled by the plant manage-
ment as the ultimate decision about retrenchment vested solely with Govern--
ment,
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1S
3.5 Enquired whether surplus labour could not be retained and employed
productively, a representative of SCOPE explained in evidence :

“In the public sector organisations like Hindustan Steel Works Construc-
tion Company which are exclusively construction organisation, there are
certain problems faced. If their job has come to an end, either they should
retrench their men or they should transfer their men to some other
contruction area. That is not happening. Since increased staff and labour
costs cannot continuously be borne by the construction organisation, willy-
nilly, it gets passed on to the project. In other words, when a large amount
of labour becomes idle towards the end of construction work, t here is no
proper means of getting them moved to another construction by the public
sector construction organisation. Even within the State, there is opposition
to such movement. This is something for which solution has to be found.”

3.6 ‘The witness however conceded that in production organisation which
are moving from construction activity to operational activity, a great deal of this
problem can be taken care of. Illustrating how this was done in steel companies,
he said :

“In steel for cxample, a large number of construction staff gets involved
initially which at the end of the construction activity is rendered
surplus. When we initially had the problem with the setting up of Steel
Plant at Bhilai, Rourkela and Durgapur, we had an outlet in Bokaro.
Many of them went overto Bokaro. Subsequently, we also had a very
rigorous system whereby we retrained many of the people for our opera-
tional needs and a large number of them were absorbed in our existing
Steel Plants. In the executive areas, they are able to move over to new
plants like Vizag etc.”

3.7. Another rcpresé;itative of SCOPE emphasised that in order to over-
come the problem of surplus labour, a long-term strategy has to be planned
everywhere, and it must get accepted by all the concerned parties, so that there
is continuous support for it.

3.8 At the instance of the Committee, BPE issued instructions as early
as in 1971 to review the existing manpower and the organisational machinery in
public undertakings for taking effective steps to reduce surpluses at least over a
period. The Committee wanted to know whether the Government had ever
reviewed the extent of surplus labour in public undertakings since the issue of
instructions in 1971 with a view to divert the surplus labour to other now
undertakings/projects where there are shortages.
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The DG, BPE replied in evidence :

‘““In September, 1978 a note on the deployment of the surplus staff in the
public sector enterprises was submitted by the Bureau to the Secretaries
Comnmittee on Economic Co-ordination. This note was based on the
information received from 163 undertakings of whom 46 had surplus staff
of varying magnitude. The enterprises that had surplus staff were—Coal
India, National Textiles Corporation, Hindustan Steel Works Construction
and 50 on.

The main factor which had contributed for this surplus was carry over
surplus from the sick textiles mills which were taken over; some restrictions
imposed by the labour laws and the Indian Mines Act on the employment
of the female workers, in the under-ground mines, contract and casual
labour which was before nationalisation of the coal mines, winding up of
the enterprises, indiscriminate and improper recruitment tookin the initial
stages. Somctimes re-organisation place without retrenchment.”

C. Incentive Scheme

3.9 The Committee observed from the information furnished to them that
only 55 out of 96 production enterprises presently have incentive scheme linking
wages to productivity. Further it was noticed that the floor limit of incentives
offered in some cascs correspond even to low level of capacity utilisation or plant
operation. The extent of incentives offered corresponding to various levels of
operation also varied from undertaking to undertaking. The incentive scheme
in many undertakings were also found to be not based on a systematic identi-
fication of labour contribution to productivity increase. When these facts were
pointed out to the BPE, a representative of BPE said in evidence :

“It is true that in motivational incentive schemes, one has to be careful in
determining what is the threshold level because that is what an enterprises
would call as normal work. A large number of these schemes have been
in existence for many years. In fact some of them may be in existence even
before the BPE was set up. At that point of time, there were several
schemes which one could easilysay were not based om any scientific
methodology. The schemes were like adhoc schemes. There
were schemes introduced to say, if you produce so many
rupees worth of goods I am going to givc' you another 10 per cent increase
in the wage. But the rupee value keeps on chaaging. In some enterpsises,
such schemes continue and one could very well say that these schemes are
not based on payments for additional work.”
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Government is stated to be of the view that wherever there is a sizeable
surplu$ of man-power in excess ‘of a prescribed norm, Management should
immediately review thz existing Production Incentive Schemes to determine the
desirability of continuing such a scheme any further. Informing that therc are
some practical problems in introducing change in the existing schemes, the witness
said :

“Once the scheme is introduced, its withdrawal becomes very difficult

becayse the labour gets used to a certain amount of pay packet. When we

revise the scheme, it has been the attempt of the BPE to emphasize that

+ itisdone ona more scientific basis. Any revision will not be acceptable
to organised labour unless it increases payments over what the previo us
scheme provided for. You cannot expect them to make greater effort for
lesser payment over what they had bscome used to.”

He, however, added :

“In regard to cases which were referred to us for revision or for introduc-
tion of incentive schemes in no cases were agreeable to any payments being
made it threshold level which was below the normal.”

BPE is stated to have evolved certain broad guidelines regarding thershold
level for incentive schemes. Indicating that several factors like production index,
labour index as compared to standard man-hours, attendance factor, quality of
product-mix, etc. well have to be looked into while approving incentive schemes,

the DG, BPE, pointed out :

“One major recommendation which we had made to the committee of
Secretaries was that such incentive scheme should get the approval of the
Bureau of Public Enterprises. Accordingly, some of these incentive schemes
are given to us and we exercise our “judgment on these and then try to
suggest alternatives. But I must confess that not all the public enterprises
have come to us or are coming to us. This is a matter which I intend

again taking up with the Cabinet Secretary.”

3.10 This Committee had inter alia recommended in their 28th Report
(1981-82) that in order to improve upon the productivity of labour, an incentive
system should be devised linking wages including DA, bonus to productivity
and introduced as early as possible. Asked about the action taken on this

recommendation, the DG, BPE said in evidence :

“The BPE had issued a letter sometime back to all the public enterprises
that whenever wage negotiations are discussed, there must be linkage with
productivity, This was also a part of the Government’s policy. As a
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result of that, when the wage negotiations are discussed, they are asked to
incorporatc a clause in the wage agreement to the effect that so much of
production must be achicved.”

3.11 When the Committee pointed out that the wage increase is not
linked to productivity in actual practice, the DG, BPE admitted :

“You are partially correct. We had recently more than 50 agreements-
There is some sort of a pretex of having incorporated a Clause Jelating to
productivity. We specify the broad principles but leave them to manage-
ment. But unfortunately the management is not strong cnough to incor-
porate a suitable Clause. They put some sort of a Clause and imagine that
they have complied with the requirements. This is the unfortunate
position.”

D. Workers Participation

3.12 According to the information furnished to the Committee, only 57
out of 96 production enterprises have a scheme of workers’ participation in
industry at shop floor and plant level witha visw to improving productivity.
During the course of the Committees examination of Bharat Petroleum Corpo-
ration Ltd., it came to notice that the workers in the BPCL’s refinery have been
boycotting all the Joint forums for participation since September 1978. Taking
note of this fact, the Committee wanted to know how far the scheme of workers’
participation has been successful in public undertakings. The DG, BPE stated
in reply, that the workers participation scheme, although started in 1975, had
largely remained ineffective in'many of the public undertakings. Explaining the
reasons for this, the witness said :

““One major interest of workers is primarily bargaining rights, and those
issues are produced from the scope of worker’s participation at shop level
or at the plant level meetings. Secondly, whatever there is some slight
industrial unrest, some strained relationship, the immediate casualty is the
withdrawal of their participation at the shop level and at the plant level.
Thirdly, the concept of workers’ participation 'itself needs to be permeated
to the desired level both amongst the workers as well as the managers.
Still, they act in water-tight compartments.”

3.13 Speaking about the new experiments tried in the seheme of
workers participation, the witness said :

“We have introduced workers’ participation - through a new concept of
Quality Circles, This is somewhat a new concept. It is quite some years_
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old concept in Japan. One of the basic principles is voluntary participa-
tion. This concept seems to have achieved substantial success in public
undertakings, like BHEL and SAIL. Today, in BHEL itself there are
more than 350 quality cricles in which workers and groups participate.

Apart from shop level and plant level, as far as the workers participa-
tion at the Board level is concerned, very recently the Labour Ministry
has issued a notifieation in which it has been specifically stated that this
will be primarily tried in the public undertakings on a selective basis,
without any need for resorting to legislation...... Such participation will
also be at the shop floor level and the plant level. The participants will
be chosen from both the management as well as the labour.”

3.14 According to SCOPE the concept of workers’ participation wher-
ever it has been introduced, can be further extended and v/here it has not been
introduced a beginning can be made by adopting the concept of ‘Quality Circles.’

3.15 Asked what are the prospects of improving the productivity by this
scheme, the DG, BPE stated in evidence : ’

“That is there. As far as the quality circles are concerned, I myself have
visited BHEL some months ago. I saw the functioning of quality circles
there. There was one particular shop in which the rate of rejection was
as high as 90 per cent. With the voluntary participation of the workers,
the rejection rate from 90 per cent came to almost zero per cent. This
was possible because a worker who handles machines and materials every
day knows where the shoe pinches.”

3.16 He stressed that it is this type of concept which needs to be en-
couraged more and more.

3.17 A survey carried out by the BPE in 1982 had revealed important
gaps and it was felt that there was scops for improvement in the periodicity and
the scope of meetings between workers and management. There was also need
for some preparatory work to be done by the enterprises in respect of training,
education etc. of the workers and the Managers so as to create an awareness for
the proper acceptance of the scheme. The BPE has launched a programme of
holding regional and national seminars which could help bridge this gap. The
BPE has also issued guidelines to all public enterprises suggesting them to
incorporate in their annual reports a chapter on *Workers’ Participation,
specifically highlighting the level of participation and the work done by the
corporation to prepare workers for their effective participation.
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E. Industrial Relations Law

3.18 The total number of mandays lost in 76 production enterprises
during the year 1982-83 on account of industrial unrest, non-availability of raw
materials and interruption on account of power and water shortages was stated
to be 36,11,837. The value of production loss is estimated to be Rs. 846 crores.

3.19 NPC stated that some of the provisions of industrial relations law
impede productivity. Asked which are these provisions and what change NPC
would suggest in the existing industrial relations law the DG, NPC stated in
evidence :

“There are three factors which provide for this type of situation which can
be taken care of by law. One is, there is no co-relation between wage and
productivity factor. Therefore, wage disparities are very far and wide. In
the same type of industry there are disparities. Therefore, the law must
ensure in the long run that for a period of time there should be a homo-
genous pattern at least in the same type of industry. This is coming in the
way of more production. The other is industrial disputes. We say that they
can be resolved at the unit level without taking recourse to courts. The
third is, there should be a provision for upgradation or training of the
people, which should be made obligatory on the part of the management.
What is happening is that they just try to scuttle away this provision and
there is no systematic training at the unit level. In the industrial relations
law the training element must also find a place.”

3.20/ From the information furnished to the Committee it was observes
that there are a large number of unions in many undertakings leading to inter-
union rivalries and avoidable disputes. For instance, in one of the units of
BHEL, there are as many as 21 registered unions.

3.21 NPC suggested that the existing industrial relations law are required
to be examined from the view point of the following problem areas :

(i) Multiplicity of unions.

(ii) Inter-union rivalries.

(iii) External interferences in trade unions.

(iv) Lack of confidence between management and labour.

(v) Absence of proper environment of participation and sharing the gains
of productivity.
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(vi) Delay in settlement of disputes through adjudication, conciliation etc.

Reacting to this suggestion, the DG, BPE said :

“The harmonious industrial relations certainly are ilidispensable if the
public enterprises are to perform well, including better productivity. The
multiplicity of unions and inter-union rivalries have a vitiating experience
so faras industrial relations in many of public undertakings are concerned.
Outside interference also is there in some of the affairs of the unions and
this leads to an unhealthy atmosphere because it may lead to even
politicalisation of trade unions. This prevents local people who have a lot
of stake in the well being of public sector undertakings from being trained
up to take up the leadership once the outsiders take it over. Similarly,
the disputes settlement machinery as it exists today is also very time
consuming and sometimes frustrating.”

3.22° It has bten stated that some of these problems were considered by
BPE as well as by the Chief Executives Conference and the suggestions emerged
therefrom were taken up with the Ministry of Labour. Explaining the action
taken on these suggestions, the DG, BPE said :

““The Labour Ministry has informed us that the Trade Unions Amendment
Bill, 1982, contains a provision for reducing the multiplicity of unions and,
according to this provision a minimum qualifying membership of 10 per
cent of workers subject to a minimum of 10 employees in an establishment
or industry is necessary for recognition and registration. The Bill also
contains a provision for reducing the total number of outsiders from 50
per cent to 25 per cent. A suitable machanism for identifying the bargain-
ing agent which would hopefully reduce the inter-union rivalry will create
confidence between the management and the labour. That is aiso under
the consideration of the Government. Similarly, the Bill seeks to cut out
delays in settlement of disputes. Public enterprises have also been asked
by the BPE to activise grievance redressal. Many of them had it amd
we have asked them to find ways and means for really putting them to
proper use and wherever tbe)} are dormant, to activise them so that the
grievances are reduced toa minimum and industrial relations climate
would improve in the country.”

3,23 The Committee’s examination of Iabour productivity in public
wndertakings has revealed that value added per mar-month has been not only
low but it is even less than the average monthly emoluments per employee
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in as many as 19 out of 96 undertakings. Such undertakings cannot but
be sick, and they are sick. The Committee require that Government should
critically review the working of these undertakings and launch schemes for
their revival and take emergent measures to put them on sound footing.

3.24 Productivity is a definite casulity in an organisation where there
is too much of surplus labour. At the instance of the Committee on Public
Undertakings, BPE issued instructions in 1971 to review the existing man-
power and the organisation machinery in public undertakings for taking
effective steps to reduce surpluses at least over a period. However, an
assessment made by BPE in 1978 showed that 46 out of 163 undertakings
had surplus staff of varying magnitude. Productivity studies undertaken by
NPC in some undertakings has shown an excess of 10 to 159, hands in each
organisation. Thus no serious efforts appear to have been made to adjust
the manpower according to requirement and productively deploy the surplus
manpower. One of the reasons for emergence of surplus staff is stated to be
indiscriminate and improper recruitment in the initial stages and elaborate
ard unproductive working mcthods and systems adopted in the organisations.
These factors can certainly be taken carc of by management with proper
planning and industrial engineering. ‘The matter of transfer of surplus
labour and staff from one undertaking to another can be seriously considered
by the management of the Companies in particular and generally by the
administrative Ministries, having more than one undertaking in order to
relieve the situation, The Committee would like to be informed of the
measures taken by Government as a result of its findings in 1978 to contain

and productively utilise the surplus labour in undertakings and the progress
made so far as a result thereof.

3.25 Productivity linked incentive schemes if devised carefully
will yield good results. The Committee find that there are a large

number of undertakings which have not introduced any such
scheme and on the other hand in many of the undertakings which
already have a scheme, the incentive appears to have degenerated into
additional wage, having been linked to production even belew the threshold
should level. 1t is not clear whether BPE has issued any guideline in this
regard. The Committee would urge that the administrative Ministries
should review in consultation with BPE the productivity incentive scheme
already in operation in the undertakings under their control in order to make

it scientific and result-oriented and also ensure that such a modified scheme
is introduced in all undertakings. The Committee regret to note that the
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undertakings have not shown any enthusiasm to link wages including DA and
bonus to productivity as recommended by- them in their 28th Report
(1981-82). Although some sort of clause relating to productivity is
incorporated in the wage agreements, this is not actually put into practice.
The Committec hope that the administrative Riinistries wiil cnsure effective
implementation of the Committce’s reccmmendation in its irue spirit in
future.

3.26 The Committee regret to note that the scheme of workers’
participation started in 1975 at 'shop floor and plant level with a view to
improving labour productivity has not yet taken rootsin public under-
takicgs. Only 57 undertakings have so far introdeced the scheme. Even
among these, in many undertakings the schemc has largely remained ineffec-
tive for want of proper acceptance of the scheme. There is scope for
improvement in the periodicity and the scope of meetings between workers
and management as revealed by the survey carried out by BPE in 1982.
The Committee would urge that effective steps should be taken to bridge
these gaps. The Committee also recommend that the experiment of Board
level participation if found to yield desired results should be introduced in 2ll
undertakings early.

3.27. The total number of mandays lost in 76 production enterprises
during 1982-83 was 36,11,837 which resuited in a production loss of Rs. 846
crores. One of the major reasons for the mandays lost is stated to be indus-
trial unrest. NPC has pointed out some problem areas in tkis connection.
The Committee desire that remedial measures to mitigate thesc problems
should be taken expediously in order to improve the industrial relations
climate in public undertakings.



CHAPTER IV
MANAGERIAL PRODUCTIVITY

A. Managerial efficiency

According to SCOPE most of the factors whigh prevent public under-
takings from registering higher productivity owe their origin to the external factors
such as social costs imposed on public undertakings on account of investment
in areas which suffer from built-in disadvantages, Government’s policy of taking
over sick units and operate them even when they are economic disasters, lack
of adequate power supply, loss of mandays due to non-availability of raw
materials, industrial unrest and labour strike and water shortage.

4.2 The committee pointed out that. the public undertakings have to
work within the policy coafines and that they are also subjected to the environ-
gnental and infrastructural constraints. They enquired whether, granting these,
it can be said that the productivity in public undertakings was at the optimum le-
vel and whether the productivity cannot be improved by better management and
R & D support. A representative of SCOPE stated in evidence that in his
opinion there is substantial scope for increasing productivity even granting the
constraints that are imposed on the public sector. He agreed with the Committee
that the Management and R & D support will increase productivity but pointed
out that these are not the only areas which would increase productivity.

4.3 According to NPC there are five major areas which come in the way
of improved productivity in public undertakings. These are energy conservation,
materials utilisation, downtime of machines and failure of equipment, labour-
management relations and environmental pollution. Indicating that improvement
in these areas can be made by better management, the DG, NPC said in evidence :

“In each of these five areas, we carried out certain sample studies. In the
-energy sector we analysed twelve industries' across the country ; out of
which 220 units were selected, and our studies have gone to show that
there is a possibility of energy conservation from 7 per cent to 25 per cent.
This will not only conserve energy but also bring about substantial savings.
The second is the raw materials part. There also we found that from 4
per cent to about 15 per cent, materials conservation could be brought
about which could substantially improve productivity ; it will vary from
induétry to industry. Similarly, in the maintenance area, the down-time
of machines in certain units has been as high as 22 per cent, ranging from
7 to 22 per cent. These lie within the purview of the management. If
these three areas can be plugged consciously, there can be a visible improve-
ment in performance.”
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4.4 NPC held the view that accountability of the top management should
be precise and quantified. Elaborating this point in a written reply, NPC
stated :

“Top position in organisations should have clearly defined job descriptions
identifying their roles and responsibilities. Clarity of goals/objectives to
be achieved is essential. Further commitment to the time-bound targets
is a must to ensure accountability of those positions.”

4.5 Asked about the need for role clarity, performance standards and
objective measurements or evaluation criteria in order to improve the managerial
productivity in public enterprises, SCOPE, stated in a written reply :

“There is, no doubt, need for greater role clarity, performance standards
and objective measurements or evaluation criteria for improving the
managerial productivity. The Public Sector Undertakings have already
done considerable work in this area. However, this is an on-going process
and should receive constant attention. A system in which ‘self-appraisal’
by a mapnager on his own work forms the basis for further comments, evalua-
tion and, also provision for discussions with the concerned individual, would
help in objective evaluation. Such a system will also help to avoid any
sence of grievance on the part of individual regarding subjectivity in
reporting on his performance.””

4.6 NPC stated that too much reporting and excessive and redundant
control on the operational performance of the undertakings led to demotivation.

4.7 According to SCOPE management deficiencies are the off-shoot of the
control exercised on them by various agencies like Government, Administrative
Ministry, Trade Unions etc. Asked to elaborate this point and suggest any
specific changes in the control mechanism having regard to productivity needs,
a representative of SCOPE said :

“Our submission is that in general it can be said that the focus on setting
out clear objectives to ensure the required input and evaluating perform-
ance annually in terms of the objectives is the mechanism to control pro-
ductivity. This, of course, can be done by those who have the experience
of successfully running the public sector or some industries. If a man
or an organisation clearly knows what is expected and what are the input
required and then everything is done to make sure that he gets the input
and make him responsible to give the results, then, at the end of the
period it can be evaluated what happened, whatever the period is defined.
In between he should be left free to pursue the strategy to achieve those
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objectives ; and this would be the simplest and the best method. Now,
' this is progressively being accepted.”’

4.8 NPC pointed out that the bureaucratic system promoted and adopted
in the undertakings resulted in reduced accountability at all levels.

4.9 When the committee sought the comments on a general impression
that lack of accontability is responsible for the bad performance of certain public
undertakings, the DG, BPE said :

«

“I think it would be very difficult to say, but in the totality of public
sector as a whole...... there has been a very encouraging improvement in the
functioning and to just generalise and say lack of accountability is responsi-
ble for some losses, is not true. Just as some have the impression of lack
of accountability, there is a contradictory impression that there are the many
controls on public enterprises. I do not know whether either impression
could be considered fair. At the same time there are some public sector
units which arc doing very well despite the impression that there are far
too many controls.”

4.10 The Corporate management style is reportedly towards non-risk
taking rather than pro-action to challenges. The reliance is stated to be more
on precedences, procedures and systems than challenges and responses. This
has led to lengthy hierarcy within the organisation, multiple reporting, lack of
entrepreneurial initiative and maintenance of status quo. Asked how the
entrepeneurial initiative could be infused, lengthy hierarchy pruned and report-
ing minimised in public undertakings, SCOPE stated in a written reply :

‘““At the outsct, it may be stated that there has been considerable develop-
ment in the ‘corporatc management style’ in the Public Sector. While the
position may vary, from Undertaking to Undertaking regarding the degree
to which the style has become ‘Pro-action to challenges’, it would not be
correct to assume that the management style in the Public Sector relies
more on precedences, procedures and systems, or that entrepreneurial
initiative is inhibited and maintenance of ‘status-quo’ gets encouraged.
However, the development is required to be sustained and carried forward
further to meet the challenges of growing requirements.”

4.11 SCOPE stated that some of the points on which individual under-
takings should give greater attention in order to bring about healthy corporate
management style are as follows :

(a) revamping of management development training systems to give
greater encouragement to entrepreneurial initiative ; -
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(b) increased use of tools like ‘management by objective’, whereby ‘hier-
archical’ tendencies are obviated, as well as, an individual’s achieve-
ments and failures are determined more objectively ;

(o) increasing the use of ‘productivity centre’ concept, whereunder the
actual contribution at different levels can be assessed .concretely ; and

(d) periodical review of the delegation of powers to suit the situation.

It will also help if the Boards of Directors are required to review the
development and progress in all these areas at regular periodicity.

) 4.12 The following suggestions were reportedly made in the Action plans
evolved by National Workshop on Higher Production and Productivity for
improvement in Management Techniques :
1. Strengthening monitoring system
Preparation of corporate goals
Adopting of energy conservation measures
To develop manufacturing arrangement for supply of spare parts
To adopt participative style of management
To improve maintenance management practices
To improve project planning and control system

To adopt modern management techniques in meterials m?
etc. i e s “Gagement

® N s w N

. System of reward/punishment

4.13 NPC stated <hat there is no inbu'ilt process of reward and punishment

sed on performance for the semior ‘managerial iti ;
X Positions, this
unt, DG, NPC stated in evidence : Amplefying )

“There i8 no incentive mechanism to Tecogn
all. They are part of the system ; you can i :

ment. Ultimately, an inefficient p:lrson is l::::milav;dazlythw:dlmwd it
person. Therefore, the system slows down rather than picksol:s efficient
are'reduced levels and chances of promotion... ... When seniorit i:'th e
basis, then merit. is the casualty. There should be greater We.”gh}; for c on.,y
In. mz‘my enterprises there is so much of force on seniority should ::Cﬂt-
criterion....Then there has to be a well-established performance . th ©
system. At the moment the confidential report system s highly sub?fcr:::”l

ize the good performance at
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The whole appraisal mechanism is totally outmoded. The evaluation
system and the performance appraisal system will have to be related. If

the performance appraisal system is there, proper incentives are there and
cadres are there, in the long run they will be more helpful.”

4.14 The Committee were informed by IPE that the award and punish-
ment system in public enterprises is neither objective nor timely. SCOPE stated
in a written reply that presently, in most of the public sector undertakings, the
system of reward-punitshment at all levels relates to promotions/supersessions.
some undertakings have also introduced a system of rewards in specific areas.
Provision also exist for providing incentive through increments. Demotion or rem-
oval is also provided for in the system, but, in practice, the use of these provisions
has not been as effective as required at times. For further improvement and
additional suggestions, a selective inter-sectoral study would appear to be desirable.

C. Delay in top appointments

4.15 SCOPE pointed out that frequent changes at the top level posts,
vacancies remaining unfilled for months together, short tenure of Chief Execu-
tives and certain other factors demoralise plant management and are standing in
the way of reaping productivity gains. According to SCOPE at one point of time
nearly 35 posts of Chairmen or M.D. of public undertakings reportedly remained
vacant over a long period. Succession planning to fop posts in public under-
takings is obviously not adequate. ’

4.16 Asked how many posts of Chief Executives are vacant in public
undertakings at present and to indicate the duration each of the posts being vacant
along with reasons therefor, the DG, BPE said in evidence :

“As on 31.12.1983, 13 posts of Chief Executives were vacant. Out of these,
six posts are vacant for less than 3 months ; two vacancies are for two new
corporations set up recently. Out of these 13 posts, recommendations have
already been made by PESE for 11 posts. Recommendations in respect of
only 2 posts have yet to be received after the selection is made by the PESB.
These posts fell vacant in September, 1983 and November, 1983. The delay
in filling up these 11 posts is because of the time taken in processing the
recommendations for the approval of the Appointment Committee of
Cabinet in the administrative Ministries, delay after the Appointment Com-
mittee gives clearance for the persons concerned to join these posts, because in
the meoantime the selected persons might have joined the private Sector.
Efforts are being made to make the appointments in advance for the
vacancies likely to-occur as a result of superannuation, but when it is other
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than superannuation, the vacancies cannot be anticipated and it becomes a
little more time consuming for taking steps for filling up the posts”.

4.17 When enquired whether it is not desirable to have a policy of granting
a minimum tensure of five years to Chief Executives, the witness said :

“The full time Board level appointments in the public sector enterprises are
made on a contractual basis. The earlier practice was to give them a tenure
of five years. Of late, the initial tenure is only two years so that the per-
formance could be watched during this period and then extended, if
necessary. The general principle is that the public sector undertakings
should not be saddled with non-performers. One might ask that when there
is always a clause of three months’ notice, is it really necessary to keep this
period of two years ? ‘The human tendency is that when one knows.that
there is automatic termination of the contract after two years, one is likely to
take the post seriously rather than invoking a special penal clause”.

4.18° BPE mentioned in a written reply that a study of the age composition
of the top executives as on 1.1.1983 revealed that nearly 607 of the top executives
in Schedule ‘A’ scale of pay are over 55 years. Thus, around 60% of the vacancies
shall fall vacant in Schedule ‘A’ scale of pay during the next three years or so.
Similarly, in Schedule ‘B’, about 309 of the posts will fall vacant during the next
three years. The percentage is 237, for posts in Schedule ‘C’ scale of pay. In
view of the above respective there is a special need for training at the top level «

4.19 In regard to the steps initiated to meet the needs of training at the
top level, BPE stated as follows :

“In 1983-84, the Advanced Management Programme was organised by the
BPE in collaboration with the Indian Institute of Management, Calcutta in
May-June, 1983. This covered the senior executives with potential for
holding Board level posts including posts of CMDs. The total duration of
the programme was 8-weeks and 34 top executives participated in the
course.

Similarly, the BPE has also sponsored a training programme for senior level
Managers of the public enterprises. The objective of this programme is to
impart training to 25-30 senior Managers of the rank of Dy. Managers of
public sector enterprises. This training programmz will act as a second
.level programme of the Advance Management Programme. The total
duration of this programme is 6 weeks and is being implemented in colla-
boration with the Manag"e:‘nent Development Institute, Gurgaon.



The BPE has also decided to set up a Research Cell for public enterprises in
the Administrative staff College of India, Hyderabad. The Cell will work in
close association with other institutionsllike the¥Institute of Public Enter-
prise, the Centre for Continuing Education, for Public Edterprises etc.
Among other things, the Research Cellfwould organise also seminars on
Public Sector Management and conduct courses exclusively for public sector
Managers in different functional areas”.

4.20 The research cell expected to function from early 1984. For the year
1982-83 and 1983-84, the BPE has respectively drawn up 35 and 39 collaborative
programmes within the country for middle, senior and top level executives of the
public sector enterprises.

4.21 Productivity in public enterprise depends to a great extent on the type
of manageria] personnel it has. . . . It has been stressed by NPC that evolving a
cadre of managerial personnel on the lines of All India Services is a sine-quo-non
for efficient and effective management of public undertakings. Arguing in favour
of this suggestion, the DG, NPC stated in evidence :

“There should be mobility from one public sector to another, which is now
not taking place...... If the whole public sector is one entity with a common
cadre the mobility factor will be there. Today, however much inefficient a
person he may be, he will not allow others to go up and the people down
the line feel helpless. So, mobility has to be there. If water is stagnant, it
stinks in the long run ; if it is flowing, it is always pure”.

He added :

“There should be suitable promotional channels. In some units people get
stuck up ; while in some others, because of growth, they go up very high
and they are not able to hold the weight”.

4.22 Enquired whether a common cadre is envisaged only for top manage-
ment position i.c. Board level, NPC stated in a written note that this common
cadre should cover managerial levels upto the Board level similar to Administra-

“tive Service Probationers having their promotional channels to move up.

4.23 ~ Asked above Government’s reaction to this suggestion, the DG, BPE
referred to the 49th Report of the Committee on Public Undertakings (1981-82)
wherein it had been recommended that the desirability of forming on All India
Management Service for the top posts within the purview of Government should
be examined. Indicating the conclusion reached by Government after examination
of this recommendation the witness said :
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““Once this is done, there would be the rigidity of the cadres which would be
brought in, like fixation of seniority, transferability and so many other things
and this will become as a sort of restraint. Further, the public sector enter-
prises managers should also be committed to the individual public sector
undertakings and not merely to public sector as a whole. The management
profile of the public sector varies tremendously. Some of them are manu-
facturing undertakings, like steel or fertilisers. Certain others are service
sectors like the Shipping Corporation, STC, MMTC. In such diversity
common cadre would neither be devisable nor practical. Top management
cadre is ‘a cadre where management plays a much more stronger role as
compared to the middle-level, If the intention is to build up an All India
cadre for all public enterprises, probably we would treat them like Govern-
ment Departments. It is not desirable. Also it is not very practicable.”

4.24 There is admittedly substantial scope for augmenting productivity in
public undertakings by better management even granting the environmental and
infrastructural constraints faced by them. The sample studies conducted by NPC
reportedly show that there is scope for achieving energy conservation by 7 to 257,
materials conservation by 4 to 15, and also considerable scope for bringing down
down-time of machines by better management. There fs, however, stated to be a
need for greater role clarity, performance standards and objective measurements at
the top level for improving the managerial productivity. The Committee hope that
the performance criteria models evolved by administrative Ministries recently will
fulfil this requirement to some extent. The Committee note the suggestions made
by SCOPE for bringing about healthy corporate management style and the sugges-
tions made in the Action Plans for improvement in management techniques. The
Committee trust that these suggestions will be implemented in right earnest keeping
in view the need to improve mangerial productivity in public undertakings.

4.25 The Committee have been informed that the reward and punishment
system in public undertakings is neither objective no timely. The Committee would
expect improvement in this regard after a critical study by the Boards of Manage-
ment and administrative Ministries/Departments.

4.26 Succession planning to top posts in public undertakings appears to be
inadequate. According to SCOPE at one point of time nearly 35 posts of Chairman
or Managing Director of public undertakings remained vacant over a long period.
As on 31.12.1983 the number of post of Chief Executives vacant was 13. Long delay
in making top appointments could result in lack of direction and control in the
enterprises. The Committee would urge that successiod planniog should be done
well in the time to fill up the posts of top executives as nearly 60%; of these posts
are expected to fall vacant during the next three years. The Committee are not
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convinced of the reasons for changing the earlier practice of giving 5-years tenure
to top executives. They desire that Government should re-exawmine this issue
having regard to the need to give a reasonable period of tenure to top executives
for efficient functioning of the undertakings and in order, to maintain continnity in
implementation of various schemes and plans. Frequent changes in incumbents of
Chief Executives is detrimental to efficient performance by undertakings.

*
-



CHAPTER V
PRODUCTIVITY MONITORING

A. Utilisation of factors of production

In order to achieve optimum utilisation of factors of production, it is

necessary to have the data on utilisation of manhour and -machine-hour so as
to analyse the reasons for the under-utilisation and take steps to improve.
However, the Committee observed that such data in relation to labour-hour
utilisation were available from 63 out of 96 production enterprises and in relation
to machine-hour utilisation only from 59 public undertakings. The Committee
enquired how in the absence of such data in a large number of public under-
takings, there could be any meaningful management. control at the top level.
Conceding that Machine hour utilisation and labour utilisation data are very
aseful for monitoring productivity, DG, BPE said in evidence :—

“The inter se importance of these factors would depend upon wnich of these
factors is the major input towards cost of production in any particular
item which is manufactured in any unit. It would be in that area that
maximum attention of the top management has to be bestowed For
example, if the major input is labour, as in the case of coal, then the labour
utilisation should call for greater attention, rather than machine utilisation,
for greater productivity. While in the engineering industry it would be
necessary to regard an analysis of manhour and machine-hour utilisation as
a primary function, it may not be so relevant, on at least to the same extent
in the case of processing industries like fertilizers, steel, cement or petro-
leum, where the bulk of the machine tools would be on job work for main-
tenance only. Many enterprises have reported that they do not maintain the
statisties of mar hour and machine hour utilisation, as they are engaged in
continuous processing industries.”

5.2 The positions regarding overall machine-hour utilisation in the 96

production enterprises during 1979—82 was reported to be as indicated below :—

Overall Machine Hour Utilisation

Year iOO% 90 to 75 to 50 to Below %not Rep- Not
100%, 90% 75% 50% orted applicable

1979-80 4 5 12 27 7 40 1

1980-81 6 6 18 24 6 37 1

1981-82 6 5 17 27 3 37 1
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5.3 The machine-hour utilisation was less than 75% in 30 out of 58 enter-
srises in 1981-82. The Committee asked what according to BPE is the optimum
itilisation and whether there was any attempt to analyse the cases of enterprises
vhere the utilisation was very poor. The DG, BPE said in evidence:—

“The utilisation of each plant machinery will depend upon the type of
machinery and the purpose for which it is installed. Certain machines are
designed and required for operation on continuous progess, there would
be others which would operate intermittently, or used only asa stand-by.
As such it may not be very practicable to fix general optimurh levels of
machine hour utilisation covering all types of industry.”

The witness, however, mentioned :—

“The requirement of plant and machinery, projected in the feasibility report
or-the detailed project report, is based on certain levels of utilisation for
each plant and equipment. This is examined in detail by the BPE and also
the Ploning Commission before the investment decision is taken. When
they come up with revised cost estimates, this is again examined. Several
Expert Chmmittees and Study Teams have been constituted by the Govern-
ment from time to time to go into the reasons for low capacity utilisation
and one of the factors which these study teams will take note of is the
actual machine-hour utilisation in the public enterprises which they will
study in depth. In all such studies, the BPE is invariably associated.”™

5.4 The position regarding labour utilisation in terms of percentage to the
tal available labour hours in 96 production enterprises during 1979—82 was as
ven below :—

sar 100% 90 to 75 to 50 to Below No. of undertakings
1009 90%  15% 50% who have not indica-
ted percentage.

79-80 5 17 18 R 4 40
80-81 5 15 23 12 5 36
31-82 5 16 28 10 4 33

5.5 It was observed that the percentage of labour utilisation to the total
iilable labour hours was less than 75%, during 1981-82 in 14 out of 63 enter-
ses for which information has been furnished.

Performance Review

5.6 The Committee received a suggestion that there should be a Monito-
g Cell in the administrative Ministries for undertaking periodic review of the
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deviations from standards and causes for the same, as well as advising the policy
makers about the measures mecessary to mantain high level of productivity.
This Cell, according to NPC, should strive to integrated, productivity monitoring
with the existing performance monitoring being undertaked by the Ministry.
Asked about Government’s reaction to this suggestion, the DG, BPE stated in
evidence :—

“The productivity is closely linked to performance. , If there is no increase
in productivity, then the performance suffer. The monitoring of perfor-
mance in productivity by the Ministries is already done in an integrated
manner. I do not subscribe to the view that productivity can be delinked
from the performance .. ... I am one with you that the performance
meetings should take place regularly......In addition, some of the Ministries
have got advisers, who closely monitor and see how the production
performance is in rcspect of their undertakings.”

5.7 The Committee came across during their examination of BPCL, NSIC
and HMT that performance review meetings which were required to be- held by
the Administrative Mibistries once in a quarter were not held regularly. The
DG, BPE stated in this connection during evidence :—

“The position has now improved at least in the last one year. The Ministers
themselves are taking performance review meetings in several Ministries.
This could be the result of the Chief Executive Conference add-
ressed by the Prime Minister and subsequently letters written by the
Finance Minister on the need of improving the performance of the public
sector undertakings.”

5.8 Enquired whether performance review meetings if held regularly will
contribute to productivity increase in public undertakings, the witness stated :—

“Absence of such reviews can have an adverse effect on the performance
of the public sector undertakings. This review takes stock of what is really
happening as compared to what was expected to happen. What are the
internal constraints which can be easily removed through managerial effi-
ciency or whether there are external constraints. 1 am sure the Ministries
are in a much better position to tackle external copstraints through their
sister Ministries rather than public sector usdertakings themselves......
Therefore, performance review is a must and it has a very good impact on
performance if it is done regularly.”

5.9 It was pointed out by SCOPE that the reviews and monitoring of
productivity performance carried out routinely at enterprisc level and Govern-
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ment level would be more useful and meaningful if the lead to follow-up action

by the administrative Ministries. A representative of SCOPE said, jn this connec-
tion :

““The review at the higher level need to be based on providing assistance
that is required to be given to encourage efforts towards achieving higher
productivity. The best results may not be achieved by rigid direction and
control. In the Ministries, the orintation should be towards maximum
encouragement and assistance. For example, in the Ministry of Heavy
Industry, there has been a follow up by instituting productivity incentive
during the Productiviiy Year which has generated a lot of enthusiasm at
all levels. There should be more emphasis on positive action and encourage-
ment should be given towards this end.” '

5.10 Reacting to the above criticisms, a representative of BPE stated during
evidence :

“It is true that the effort has to be for a coordinated development and the
Government has been going in that direction.”

5.11 Explaining the steps taken by Government to ensure proper coordi-
nation, BPE stated in a note :

“An interactive Standing Coordination Committee was constituted by
BPE in September, 1980 with a cross section of chief executives of
public enterprises and representatives of infrastructural agencies such as
railways, power, steel, coal etc. as members with a two-fold objei:tive
of periodical review of performance and identification of further measures
for improving production and productivity in a time frame. The Coordi-
nation Committee meets half-yearly and is assisted in its deliberations by
sectoral groups of steel, coal, minerals and metals, fertilizers, petroleum &
Petro-chemicals, chemicals, pharmaceuticals and consumer goods, heavy
engineering, light and medium engineering and transportation equipment.
The sectoral groups meet at the end of every quarter for exchange of
information and Sharing experience, with a thrust on improving ‘production/
productivity...The Committee and its sectoral groups review perodically
the State of implementation of the Action Plans which were specifically

aimed at improving production and productivity in public sector enter-
prises.”

5.12 It was suggested by Institute of Public Enterprises that an organisa-
tion with inter disciplinary skills may be set up to carry out “Effect veness
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Audit” “of public enterprises. The BPE was, however, not in favour ¢
creating an exclusive organisation for carrying out effectiveness audit of the
public undertakings. The DG, BPE informed the Committee in this con-
nection :—

“This function at a macro level is already being discharged by the adminis-
trative Ministries in whom the control of public sector enterprises is vested.
For this purpose, the management information system in existence gives
in a good measure the inputs and the administrative Ministry monitors
the performance. The quarterly performance review is also there. This
is more relevant than calling for an apex body outside the public enterprises
for the purpose of having a superimposed productivity audit. The primary
concern of any chief cxecutive in the public sector enterprises is to increase
its own productivity and this productivity culture must beinside rather
than asking somebody to go into it from outside.”

5.13 Enquired whether it was not considered necessary to make producti-
vity audit a statutory obligation, the witness said :—

“We feel that enterprises should be encouraged to institute a practice of
enternal productivity audit based on annual targets covering the various
areas of management. Increasing the productivity is a continous mana-
gerial exercise which has to be carried out by commitment. But any statu-
tory obligation or compulsory rule may only prove to be counter-produc-
tive. However, the adminitrative Ministries do undertake productivity
audit through periodical reviews in which BPE is associated and we feel
that this should be adequate.”

C. Systems and Procedures

5.14 NPC stressed that the Government rules and regulations should be
such which generate a climate of confidence and a firm belief that industry can
survive only on its competitive strength and the same emerging from higher
productivity, minimum cost and acceptable levels of quality. Further, Gavern-
ment policies should encourage healthy and constructive competition. Referring
to these views the DG, BPE said “we agree with this subject to the industrial
policy of the Government.”” ’

5.15 NPC suggested that the policies, rules and regulations should be
re-examined by professional and consultancy organisation to bring about effective-

ness in the system.
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5.16 The Committee were informed by BPE that the Action Plans evolved
by the National workshop on Higher Production and Productivity organised in
September, 1980, identified inter alia, scope for improvétﬁent in system and
procedures by Government. Further the interactive Standing Coordination
Committee constituted by the BPE is following by the action plans. Asked in

what manner thg then existing systems and procedures inhibited production and
productivity, the DG, BPE informed in evidence :

“The main inhibiting Government system and procedure identified in the
national workshop were simplification of the procedure for wage agree-
ments, institutional controls over public sector enterprises, liberalisation of
the tcchnology imports. There is need for streamlining investment deci-
sions, procedure for expediting the decisions, reasonable tenure for top
management and lastly coordination with State Government for infra-
structural supports. In addition, the National Workshop also suggested
that certain free foreign exchange should be placed at the disposal of the
Chief-Executive of the public sector enterprise for importing emergency
requircments of spares or even raw materials.”

5.7 Speaking about the changes since made in the systems and procedures,
the witness said :

“In regard to investment decisions, Government have taken stepsto eli-
minate delays by providing a specific time-table, more spscifically, the
delegation of powers in regard to investment decision by the public sector
enterprises themselves has been liberalised and more power has been given
to the Board of Directors.

In regard to institutional control for the public sector the Government
policy is to provide for autonomy to the public enterprises in carrying
out their operations. It has been our constant endeavour to avoid any
tendency towards informal control and indirect controls. What is really
reprehensible is not the formal one, but the indirect or informal control,
back seat driving where you do not take the responsibility for it but, at
the same time, exercise your authority. The existing delegation of power
is not considered as inhibiting the performance of the public enterprise.
There is no need for giving more delegation, at least for the time being.
In regard to wage settlements broad parameters have already been laid
down and invariably all these agreements required Government approval.

Co-ordination with the State Goveernments is also one of the recommen-
dations, specially for infrastructural support. In specific cases of cons-
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traints, the practice has been for the administrative Ministry to assist the

public enterprise. There have been instances where these issues have
been taken up at the Ministers level also......

“The National Workshops specific recommendation regarding relaxation
in technology has already been provided for in the Government’s import
policy. Since the import policy provided for a certain relaxation for
meeting emergency requirements of spare parts, it is not considered neces-
sary that any free foreign exchange should be made available and placed
at the disposal of the chief executives of the public sector undertakings.”

D. Monitoring by BPE

5.18 BPE is monitoring as a nodal agency for public sector enterprises
in the nature of reviews carried out monthly, quarfer]y, half-yearly and annually.
The monitoring system by its very naturc intended to provide warning signal
to decision-making authorities in Government. The performance trends are
brought to the notice of the Ministers incharge of various ministries so as to
enable them to take corrective action wherever warranted.

5.19 Enquired about BPE’s assessment as to what extent its guidelines
are being followed by the undertakings, the DG, BPE mentioned :

“About two months back. I had myself taken up this question and since
I found that some of the guidelines are not being followed strictly by some
of the Ministries. I had sent a note to my colleague the Expenditure
Secretary, that when he next calls a meeting of the Financial Advisers, I
would like to be present so that I may discuss the manner in which these
public sector undertakings are functioning. It is very necessary for them
to follow certain guidelines on most of the important matters,”

5.20 The Committee wanted to know whether there is any mechanism
in the BPE to watch implementation of the policy guidelines issued by BPE to
all public undertakings from time to time and whether the role of BPL is limited
only to issue of such guidelines. The DG, BPE replied during evidence :

“Consistant with the autonomy of the public enterprises, BPE watches the
compliance of the guidelines by exception. Whenever any thing comes
to our notice, we certainly call for a report from them.”

5.21 Enquired whether it would not be possible to devise some mechanism
whereby the undertakings furnish information to BPE regularly regarding
progress in imlementation of BPE guidelines, the witness assured :
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“We will do a very selective exercise. We will try to devise. some sort
of a proforma and we will also take the administrative Ministries into
"confidence about it.”

5.22 Asked whether it would noj be possible to bring out productivity
target of each undertaking every year and the actual achicvement there against
in the Annual Reports of BPE, the witness said in evidence :

“BPE Annual Survey does give the data on thé performance of the com-
pany in terms of productivity indices reflected in respect of capacity utilisa-
tion, labour productivity etc. This enables comparisons of each enterprise
against its. own past performance. Recently BPE compiled targets on two
important bench marks of capacity utilisation .and financial targets of all
the central public sector enterprises. This would enable assessment of
their performance against pre-determined targets set up by the enterprises
in consultation with their administrative Ministries.”

5.23 The Committee on Public Undertakings had.in the 46th Report (5th
Lok Sabha) had. inter alia suggested a separate chapter on productivity in the
Public Enterprises Survey of the BPE. While giving evidence before the Com-
mittee in February, 1981 vidé para 128 of 49th Report (1981-82), the DG, BPE
assured that the problems of production and productivity would be elaborated in
the survey in future. Asked what precisely has been done to comprehensively
cover the position, problems and prospects of productivity in the Annual Survey,
the DG, BPE said :

“The problems of production and productivity are detailed in three chapters
in the annual surveys (1) management of inventories, (2) management of
production, and capacity utilisation and (3) industrial relations. These three
chapters roughly cover the productivity aspect. In the chapter on capacity
utilisation there are more details on steps taken with regard to modernisa-
tion and rehabilitation, provision of captive power plant facilities diversifica-
tion, technology upgradation and maintenance management”.

The witness, h.owevcr, assured the Committee :

“We will collect them together and call them the productivity part.

5.24 There is a critism that the results of the BPE survey are not ocompar-
able with those of the corporate sector studies carried out by the Reserve Bank of
India or other organisations engaged in corporate finances studies because of
BPE'’s adoptions of quite different definitions for a numbers of standard financial
concepts and ratios.
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5.25 Optimal utilizaticn of man-hours and machine-hours is crucial to attain-
ing desired level of productivity. The data on utilisation of marn-hour and machine-
hour are, therefore, necessary to have a meaningful management control. Such
data in relation to [abour-hovur utilisation were, however, available from only 63 out
of 96 enterprises and in rciation to machine-hour utilisation from 58 enterprises. In
view cf the uscfulness <f these data in arvalysirg the reasons for uander-utilisation
and taking steps f>r imp-avement, the Committee hope that these will be compiled
by all the production undertakings in future. The machiie-h:us utilisatisn was
less than 75% in 30 cut ¢f 58 enterprises arnd fabour utilisation in 14 < ut of 63
enterprises doviag 1981-82. The Committee agree that it is :iot practicable to fix
standard optimum leve! of utilisationa csvering all types of iadustries. But,
certainly it can be done for each type of irdustry and this should be done early.
Thereafter, an ana'ysis of the cases of entevprises where the uti'isatin of machine
heur and mar-heur is very pocr shou'd be made for takiag such steps for improve-
ment as may be necessary.

5.26 Performance review meetings which are required to be held by the
administrative Mizistiies oace in a qua-ter, if held regularly, will contribute to
preductivity increase i1 public undeztakings. The committee are disappointed to
note that these meetiags ave nast held systematically a=d as f-equeatly as :cquired.
The Committee on Public Undertakings (1981-82) pointed out this lapse. Still
there appears to be no improvement in this regard. the Committee have referred
to this lacuna in the number of reports preseated during the past tw: years.
during their examination of varicus unpertakiags, they have cime ac:.ss cases
where performance Review meetings were he'd by the 'Ministries but B P E and
Planning Commission were not associated with such meetings as per guidelines of
BPE. Some cf the Ministries a'so did pot attach due importance to such
meetings. The Committee urge that the admiristrative MiaiStries shenld hold
performance Review Meetings in future regularly as per the guidelines of BPE.
There should be s~me fool proof acrangement in the administrative Ministries and
the enterprises to take follow-up action on Such reviews to make them more
meavingfu!.

5.27 The National Warkshop on Higher Production and Productivity held
in 1980, pcinted cut the system and precedures cf Govermment which inhibited
preductivity improverneat. The Government have since taken steps to chauge
some cf the systems and procedures. The Committee believe that implemeatation
of those measures will clear the way for productivity growtb in public sndertakings.

5.28 The Committee regret to note that the gwidelines issued by BPE
‘calculated to improve productivity ave not strictly followed by the undertakings
and feel that the Ministries should be more responsive to the guidelines issued by



BPE from time to time. The Committee trust that the Director General of BPE
would take stock of the present pesition and as assured by him, a mechanism
would be devised to review the progress made in impelementation of the gnidelines
issued by BPE so far and to monitor the progress in this respect as a regular
exercise.

5.29 The Committee feel that in the BPE Annual Surveys, the productivity
growth figures should be given both in terms of current as well as constant prices
alongwith productivity norms or targets to enable realistic appraisal of performance.
Further, the overall position cf productivity ratios in relation to all production
enterprises should be given for over a period of 10 years in order to study the pro-
ductivity trend in the undertakings.

5.30 There is a criticism that the results of the BPE Surveys are not com-
parable with those of the Corporate sector studies carried out by the Reserve Bank
of India and other organisations engaged in corporate finance studies as the
definitions adopted by BPE are quite different for 2 number of standard financial
concepts and ratios. The Committee desire that BPE should look into the substance
of this criticism in consultation with RBI and other institdtions engaged in corporate
finance studies and make such modifications as necessary in their system and
methodology of their compilation.

5.31 The Committee a‘e glad to note that in pursuance of their recommen-
dation in the 46th Report (Sth Lok Sabha), BPE has brought out a separate
chapter on Production and Productivity Management in Manufacturing Enterprises
in its Annual Survey. However, they find that this chapter deals with only
capacity utilisation. They would like that this Chapter should include other aspects
of productivity which are at present scattered at several places in the Annual
Survey.

2
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Vaisakha 9, 1906(S) Committee on Public Undertakings.



APPENDIX

Summary of Conclusions Recommendations of the Committee on Public

Undertakings contained in the Report

Sl No.

Reference to Summary of Conclusions/Recommendations
para No. in the :

Report
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1.46

Achievement of productivity growth in Public
Undertakings is of crucial importance to the economy og
the country. The public undertakings function in key areas
of the industrial sector. Out of the total investment of the
order of Rs. 30,000 crores in tl.e Central Public Undertak-
ings at present, about 809, of the investment is accounted
for by the production enterprises. The need for prodikcti-
vity improvement in public undertakings received an
impetus during the .year 1982 when it was declared the

-“Productivity Year.” It is in this context, the Committee

went into the examination of productivity performance in
Public Undertakings. Their examination has revealed that
though there was improvement since 1982, there is
substantial scope for further improvement. The Committee
have dealt with in this report the areas which require
better attention by the Public undertakings and their
administrative Ministries/Departments as well as the
Bureau of Public Enterprises.

Corporate planning is an essential Management tool
inter glia, for improved productivity. A survey conducted
by BPE in 1977 revealed that only 70 public’ enterprises

had evolved their Corporate Plans. Some undertakings
were not even aware as to what is really meant by Corpo-
rate Planning. The Committee are surprised to hear from
the Director General, BPE that this sort of ignorance
must be continuing even now. The Committee are glad to
know that BPE organised a National Seminar in January,
1978 and sponsored 3 courses during 1982-83 for executive
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development with Corporate Planning as a specific subject.
Although the responsibility mainly rests with the adminis-
trative Ministries to ensure that ‘Corporate Plan’ is evolved
in all undertakings under their control, the Committee feel
that BPE should play an active role as recommended by
the Fazel Committee by assisting in the preparation and
scrutinising the Corporate Plans at least until all the
undertakings are on their own able to draw up, ina
systematic and regular manner, the Plans with a special
thrust on productivity. The Committee hope that as
assured by its. DG, the BPE will undertake a survey to
ascertain the present position in this respect in public
undertakings and take suitable action under intimation to
the Committee.

There is need for training and development of
existing and new employees in sharpening their skills and
orienting their attitudes to productivity asurged by the
various non-official organisations. The Committee stress
that all undertakings should draw up Corporate training
Plans expeditiously as recommended by the Chief Execu-
tive Conference and integrate them with the overall
Corporate Plans of the enterprises for effective implemen-
tation. The Committee note that 62 out of 96 production
enterprises have in-house training facilities. The Committee
desire that the proposed collection and dissemination of
information regarding availability of training facilities
among undertakings should be done early so that the small
undertakings which do not have the facilities of in-house
training may avail of them soon. The services of institutions
like National Productivity Council, National Labour
Institute and Public Enterprises Centre for Continuing
Education should also be effectively utilised by the under-
takings in promoting basic attitude {and skills in regard to
productivity techniques at all levels in the organisations of
Public} Undertakings.

The Committee find that only 40 out of 96 produc-
tion enterprises [have a separate unit to look after
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productivity aspects. Productivity activities in certain
enterprises are reportedly looked after by the production
planning or Technical Services Department. A survey
conducted by BPE in 1975 revealed the difficulties faced
by the management of public undertakings in regard to
productivity management. Admittedly, these difficulties
are mostly within the control of the management and are
mainly due to the fact that the management does not give
due importance to the subject. Development of producti-

- vity culture is of prime importance and the basic require-

ment for promotion of productivity in an undertaking.
Efforts in this direction are lacking in many undertakings.
The Committee, therefore, recommend that there should
be a separate productivity cell in each enterprise to
institutionalise productivity management as a core activity
and this should be headed by an officer fairly at higher
level and in big undertakings even by a Director.

There is need for developing integrated productivity
porms on the basis of inter-firm comparisons of producti-
vity. Although, performance criteria models have been
finalised recently by 22 administrative Ministries for
performance evaluation of the undertakings under their
control, it appears that no  attempt has been made to
evolve realistic norms of productivity to measure the
performance thereagainst. The DG, BPE informed the
Committee that BPE is taking up some inter-firm compari-
sons selectively and will attempt indepth studies. The
Committee would urge that productivity norms should be
evolved for all factors of production for each public
undertaking in consultation with NPG, Productivity Boards
and BPE.

The Committee recommended that apart from the
produciivity Boards already set up for 7 industries such
Boards should be set up for each of the other major
industries such as Steel, Coal, Minerals & Metals,
Chemicals & Fertilizers, Petroleum,and Textiles.
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. AN
2 ‘ 3 Q'
1.51. Further, the performance criteria models Shou]d be

finalised early for the undertakings under the remdining
6 Ministries also. These should include productivity narms
to be evolved for more effective and meaningful monitoring
and review of the performance for appropriate action for
improvement.

248 The Committee are glade to note that thear tosi of
net turnover to capital employed and gross profit to
capital employed the two important indicators of capital
productivity, made a significant improvement duringthe
producnvxty year. The net turnover to capital employed
mcrcased from 131% in 1979-80 to 159% in 1981-82.
The gross profit to capital employed which worked out to
7.13% on an average during the 10 year period 1971-81 has
notably increased to 12.15 in 1981-82 and further to
13.05% in 1982-83. The net turnover to capital employed,
however, slightly declined to 157.5%, during 1982-83 due
to low turn-over of power corporations in the initial &
stages of operation. An analysis of individual groups of
industries shows that this ratio has drastically declined by
about 50%, in consumer goods industries during 1982-83.
This causes serious concern.  Further Steel Sector is stated
to be facing marketing problems. SAIL which madea |
profit of Rs. 39 crores in 1981-82 has incurred a loss of
Rs, 106 croresin 1982-83 and has further increased its
losses to Rs. 256.76 crores (provisional) during the first
six months of 1983-84. The 'Committee would urge that
Government should study in depth the problems faced by
consumer goods and steel industries with a view to take
urgent remedial action. Further, the fall in the ratio of
net turn over to capital employed during 1982-83 as
compared to 1981-82 in the case of textiles, (179% to 112%)
medium and light engineering (1189 to 107%) and agro-
based (160% to 152%,) enterprises is indicative of the need
for continuous management alertness to arrest the deteno—
rating trend in capital productivity.

249 Itis commonly believed that public undertakings
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are over-capitalized. One of the reasons for large capital
in Public Undertakings is the need for greater investment
in infrastructural development when the units are set up in
backward areas for bringing about a progressive reduction
in regional inequalities and promoting Ealanced growth in
the country. In these circumstances, the capital-output
ratio of the units is bound to be adverse. A representative
of SCOPE urged before the Committee that the element
of additionality in capital investment on account of

“inirastructural development in backward areas should be

identified and separated as is done in the case of nationa-
lised industries in U.K. where this additionality is stated
to be subsidised. The Committee are not clear as to what
extent the effect of this additionality is offset by various con-
cessions given for entreprenours setting up industrial units
in backward areas. The Committee wish to recall that in
their 49th Report (1981-82) they had suggested a critical
study of the capital output ratio in each undertaking by the
BPE to identify the problems and to take steps to improve
the capital efficiency. In reply they had been informed by
the BPE that in-depth study of the capital output ratio and
other relevant issues would be undertaken on t/selective
basis. The Committee desire that such in-depth studies
should take into account the additionality of investments
neccssitatea in backward areas and also the concessions
enjoyed in setting up industrial units in such areas. The
Comnmittee would await the’ results of the studies and the
action taken to improve the capital efficiency of enterprises
where it is low at present.

Obviously the major reason for the capital producti-
vity being low in public undertakings is the malady of
under-utilized capacity. Out of 96 production enterprises,
the number of undertakings having capacity utilisation
higher than 75% has increased from 36 in 1980-81 to 45 in
1981-82 and further to 55 in 1982-83. However, the
Committee regret to note that in many undertakings the
capacity utilisation still remains lower than 50% due to
power shortages,¥industrial relations problems, equipment
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failures, éhortage of raw materials and Management short-
comings. The production loss on acoount of interruption
due to power shortages in steel plants and fertilizer units
alone was Rs. 140 crores in 1981-82 and Rs. 258 crores in
1982-83. In this connection, the Committee would like to
draw attention to their recommendation made in 92nd
Report (7th Lok Sabha) on National Thermal Power
Corporation, that the central power generating companies
should be empowered to supply power direct to central
undertakings wherever necessary and feasible. The
Committee hope that with the implementation of tais
recommendation and the steps proposed to be taken by
Government such as icvestment in balancing facilities and
captive power plants as suggested by Cabinet Committee
on Infrastructural Facilities, periodical review and follow-
up action by Co-ordination Committee, the capacity
utilisation in undertakings will further imrove.

Incidentally, the Committee wish to point out that as
many as 18 out of 96 undertakings have not furnished
informaiion to the Committee regarding capacity utilisation
for the year 1979-80, 12 undertakings for the year 1980-81
and 11 for 1981-82. The Committee desire that the reasons
for not furnishing the information by these undertakings
should be ascertained and if capacity utilisation in these
undertakings is found low necessary remedial steps should
be takencarly.

Heavy inventory represents avoidable blocked up
capital. The Committee find that position in this
respect in certain’ undertakings is very unsatisfactory.
Notwithstanding the fact that the overall inventory
position in public undertakings has gradually improved
from 183 days of production at the end of 1968-69 to 101
days at the end of 1982-83, there are as many as 14 under-
takings where the inventory level is over 365 days and 27
other undertakings where it is over 200 days. In Tunga-
bhadra Steel Products Ltd. it is as high as 1160 days,
Apparently, there is lack of proper inventory management
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and control in these undertakings. The Committee are
particulary concerned over the accumulation of finished
goods inventory. They desire that there should be an}
integrated approach to marketing and inventory manage-
ment. The feasibility of combining these functions at the
functional directors’ level in the Boards of Public Under-
takings may be accordingly considered. Further, decisions
should be taken without further delay on the recommen-
dations made in April 1982 by the Expert Committee on
Public Enterprises regarding material and maintenance
management, for speedy implementation,

Introduction of standard costing techniques and
integrated cost and financial accounting system to allow of
usage and rate variance analysis are essential to control
waste of material and economise on cost. Further, value
analysis by interdisciplinary team of executives could result
in economy and better use of resources to attain increased
productivity of capital. The Committee regret to note
that only 27 out of 96 production undertakings have intro-
duced standard costing system and 33 have a system of
value analysis. Although BPE issued guidelines in this
regard as far back as in 1968, no follow up action appears
to have been taken to ensure that these important systems
are introduced in all the production enterprises. Accord-
ing to the Director General National Productivity Council
there has been no deliberate attempt on the part of t.h;
undertaking to contain cost of production. It is needless
to point out that cost cffectiveness and judicious use of
resources is a must for the success of any industry. The
Committee hope that there would be no more laxity in
iniroducing these vital system in the interest of prolucti-
vity and cost control.

Technology is an important factor of production
contributing to increased productivity. In-house R and D
could be introduced in areas like product development,
product diversification, energy conservation, optimising
production capacity, improving the quality and consump-
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tion of inputs, adoption of new technology, technology

upgradation and modernisation. According to the infor-
mation made available to the Committee only 62 under-
takings have an in-house R and D unit. In many under-
takings the awareness of the importance of R and D is
lacking. The Committee hope that suitable measures will
be taken to promote R and D activities in these under-
takings. They suggest that the desirability of establishing
an appex body for each sector of public undertakings
should be studied with a view to evolving common
appraach to basic problems of allied undertakings.

The Committee’s examination of labour producti-
vity in public undertakings has revealed that value added
per man-month has been not only low but it is even less

. than the averare monthly emoluments per employee in as

many as 19 out of 96 undertakings. Such undertakings
cannot but be sick and they are sick. The Committee
require that Government should critically review the
working of these undertakings and launch schemes for

their revival and take emergent measures to put them on
sound footing.

Productivity is a definite casuality in an organisation
where there is too much of surplus labour. At the instance
of the Committee on Public Undertakings, BPE issued
instructions in 1971 to review the existing manpower and
the organisation machinery in public undertakings for
taking effective steps to reduce surpluses’at least over a
period. However, an assessment 1:ade by BPE in 1978
showed that 46 out of 163 undertakings had surplus staff
of varying magnitude. Productivity studies undertaken
by NPC in some undertakings has shown an excess of 10
to 15% hands in each organisation. Thus no serious sfforts
appear to have been made to adjust the manpower accor-
ding to requirement and productively deploy the surplus
manpower. One of the reasons for emergence of surplus
staff is stated to be indiscriminate and improper recruit-
ment ia the initial stages and elaborate and unproductive
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working methods and systems adopted in the organisations.
These factors can certainly be taken care of by manage-
ment with proper planning and industrial engineering.
The matter of transfer of surplus labour and staff from one
undertaking to another can be seriously considered by the
management of the Companies in particular and generally
by the administrative Ministries, having more than one
undertaking in order to relieve the situation, The
Committee would like to be informed of the measures
taken by Govcrnment as a result of its findings in 1978 to
contain and productively utilise the surplus labour in under-
takings and progress made so far as a result thereof.

’

Productivity linked incentive schemes i¥ devised
carefully will yield good results. The Committee find that
there are a large number of undertakings which have not
introduced any such scheme and on the other hand in
many of the undertakings which already have a scheme,
the incentive appears to have degcnera'ted into additional
wage, having been linked to production even below the
threshold level. It is not clear whether BPE has issued any
guideline in this regard. The Committee would urge that
the administrative Ministries should review in consultation
with BPE the productivity incentive scheme already in
operation in the undertakings under their control in order
to make it scientific and result-oriented and also ensure
that such a modified scheme is introduced in all under-
takings. The Committee regret to note that the under-
takings have not shown any enthusiasm to link wages
including DA and bonus to productivity as recommended
by them in their 28th Report (1981-82) Although some
sort of clause relating to productivity is incorporated in the
wage agreements, this is not actually put into practice.
The Committee hope that the administrative Ministries
will ensure effective implementation of the Committee’s
recommendation in its true spirit in future.

The Committee regret to note that the scheme of

workers participation started in 1975 at shop floor and
plant level with a view to improving labour productivity
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has not 'yet taken roots in public undertakings, Only 57
undertakings have so far introduced the scheme. Even
among these, in many undertakings the scheme has ldrgely
remained ineffective for want of proper acceptance of the
scheme. There is scope for improvement in the periodicity
and the scope of meetings between workers and manage-
ment as revealed by the survey carried out by BPE in
1982. The Committee would urge that effective steps
should be taken to bridge these gaps. The Committee
also recommend that the experiment of Board level partici-
pation if found to yield desired results should be introdu-
ced in all undertakings early. '

The total number of mandays lost in 76 production
enterprises during 1982-83 was 36,11,837 which resulted in
a production loss of Rs. 846 crores. One of the major
reasons for the mandays lost is stated to be industrial
unrest. NPC has pointed out some problem areas in this
connection. The Committee desire that remedial measures
to mitigate these problems should be taken. expeditiously
in order to improve the industrial relations climate in
public undertakings.

There is admittedly sustantial scope for augementing
productivity in public undertakings by better management
even granting the environmental and infrastructural
constraints faced by them. The sample studies conducted
by NPC reportedly show that there is scope for achieving
energy conservation by 7 to 25%, materials conservation
by 4 to 157, and also considerable scope for bringing down
time of machines by better management. There is, however,
stated to be a need for greater role clarity, performance
standards and objective measurements at the top level for
improving the managerial productivity. The Committee
hope that the performance criteria models evolved by
administrative Ministries recently will fulfil this requirement
to some extent. The Committee note the swggestions made
by SCOPE for bringing about healthy corporate manage-
ment style and the syggestions made in the Action Plans
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for improvement in management techniques. The
Comuittee trust that these suggestions will be implemented
in right earnest keeping in view the need to improve

" managerial productivity in public undertakings.

The Committee have been informed that the reward
and punishment system in public undertakings is neither
objective mor timely. The Committee would expect
improvement in this regard after a critical study by the
Boards of Management and administrative Ministries/
Departments.

Succession planning to top posts in public under-

.takings appears to be inadequate. According to SCOPE

at one point of time nearly 35 posts of Chairman or
Managing Director of public undertakings remained vacant
over a long period. Ason 31.12.1983 the number of
posts of Chief Executives vacant was 13. Long delay in
making top appointments could result in lack of direction
and control in the enterprises. The Committee would
urge that succession planning should be done well in time
to fill up the posts of top executives as nearly 60% of these
posts are expected to fall vacant during the next three
years. The Committee are not convinced of the reasons
for changing the earlier practice of giving 5-years tenure
to top executives. They desire that Government shoulp
re-examine this issue having regard to the need to give a
reasonable period of tenure to top executives for efficient
functioning of the undertakings and in order to maintain
continuity in implementation of various schemes and
plans. Frequent changes in incumbents of Chief Executives
is detrimental to efficient performance by undertakings.

Optimal utilization of man hours and machine
hours is crucial to attaining desired level of productivity.
The data on utilisation of man-hour .and machine-hour
are, therefore, necessary to have a meaningful manage-
ment control. Such data in relation to labour-hour
utilisation were, however, available from only 63 out of
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96 enterprises and in relation to machine-hour utilisation
from 58 cnterprises. In view of the usefulness of these
data in analysing the reasons for under-utilisation and
taking steps for improvement, the Committee hope that
these will be compiled by all the production undertakings
in future. The machine-hour utilisation was less than 757,
in 30 out of 58 enterprises and labour utilisation in 14 out
of 63 enterprises during 1981-82. The Committee agree
that it is not practicable to fix standard optimum level of
utilisation covering all types of industries. But, certainly it
can be done for each type of industry and this should be
done early. Thereafter, an analysis of the cases of enter-
prises where the utilisation of machine-hour and man-hour
is very poor should be made for taking such steps for
improvement as may be necessary.

Performance review meetings which are required
to be held by the administrative Ministries ones in a quarter,
if held regularly, will contribute to productivity increase
in public undertakings. The Committee are disappointed
to note that these meetings are not held systematically and
as frequently as required. The Committee on Public
Undertakings (1981-82) pointed out this lapse. Still there
appears to be no improvement in this regard. The Com-
mittee have referred to this lacuna in the number of
reports presented during the past two years. During their
examination of various undertakings, they have come
across cases where performance Review meetings were held
by the Ministries but BPE and Planning Commission were
not associated with such meetings as per guidelines of BPE.
Some of the Ministries also did not attach due importance
to such meetings. The Committee urge that the adminis-
trative Ministries should hold performance Review
Meetings in future regularly as per the guidelines of BPE.
There should be some fool proof arrangement in the
administrative Ministries and the enterprises to take
follow-up action on such review to make them more
meaningful.
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The National Workshop on Higher Production and
Productivity held in 1980, pointed out the system and
procedures of Government which inhibited productivity
improvement. The Government have since taken step to
charge some of the systems and procedures. The Com-
mittee believe that implementation of those measures will
clear the way for productivity growth in public under-
takings.

The Committee regret to note that the guidelines
issued by BPE calculated to improve productivity are not
strictly followed by the undertakings and feel that the
Ministries should be more responsive to the guidelines
issued by BPE from time to time. The Committee trust
that the Director General of BPE would take stock of the
present position and as assured by him, a mechanism would
be devised to review the progress made in implementation
of the guidelines issued by BPE so far and te monitor the
progress in this respect as a regular exercise.

The Committee feel that in the BPE Annual Surveys,
the productivity growth figures should be given both in
terms of current as well as constant prices alongwith pro-
ductivity norms or targets to enable realistic appraisal of
performance. Further, the overall position of productivity
ratios in relation to all production enterprises should be
given for over a period of 10 years in order to study the
productivity trend in the undertakings.

There is a criticism that the results of the BPE
Surveys are not comparable with those of the Corporate
sector studies carried out by the Reserve Bank of India
and other organisations engaged in corporate finance
studies as the definitions adopted by BPE are quite diff erent
for a number of standard financial concepts and ratios.
The Committee desire that BPE should look into the sub-
stance of this criticism in consultation with RBI and other
institutions engaged in corporate finance studies and make
such modifications as necessary in their system and metho-
dology of their compilation.
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5.31

The Committee are glad to note that in pursuance
of their recommendation in the 46th Report (5th Lok
Sabha), BPE has brought out a separate chapter on
Production and Productivity Management in Manufac-
turing Enterprises in its Annual Survey. 'However, they
find that this chapter deals with orly capacity utilisation.
They would like that this Chapter should include other
aspects of prodcutivity which are at present scattered at
several places in'the Aanual Survey. .
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