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Abstract 

An economy uses endowed resources or creates new resources by harnessing the potentials of the 

existing resources. It is the innovation that would shift the economy from the trend growth to 

more sustained growth path. Innovation fulfills the need of the people by creating new product or 

enhancing ability to work more by changing the process. Hence there is need for product and 

process innovations. This paper mainly concentrates on the stance by Indian government in 

creating New Industrial Policy of 1990-91 that has led to the innovation driven growth. The 

factors responsible for such growth are outlined. Discussions and analysis are based on Planning 

documents and various secondary data published by the Government department / research 

organizations etc. The paper infers that the Industrial policy that encourages innovation can 

transform the economy into innovation driven growth which ultimately aims at attaining 

sustainability. 
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Introduction 

Why did growth take off two hundred years ago and why in England and then the West, and why 

do Africa, Latin America, and most of Asia lag so far behind? And, what measures will improve 

things, especially in the poor countries? To answer some of these questions we can trace the 

history and evaluate the nature of growth. Growth momentum took off in the West when 

innovation took place in industry. Africa, Latin America and most of the Asia were largely 

colonies of the Western world did not develop much because of the social and economic 

structure.  

Indian economic structure, after independent, was not suitable to apply market economy. It 

needed time to create the social development and build necessary infrastructure for the growth. 

Hence Government of India adopted Socialistic pattern of Economic Planning. Over the various 

Plans, the target growth was more or less achieved but a time came when this pattern was not 

ensuring sustainability. The scope for innovation was limited due to the industrial policy 

prevailed during that time that supported public sector, while private sector was not encouraged. 

For an economy to achieve sustainable growth, innovation encouraging environment must be 

created by the government through policy making. Hence, innovation driven growth is possible 

through the Industrial Policy that leads to further innovation.  

Objectives 

When the progress of any economy is affected by the turmoil in the environment it operates, it is 

important for every economy to find the suitable model for sustaining growth. History reveals 

that the problem arises at one level cannot be solved at the same level. One needs to undergo 

major transformation in terms of thinking, operating and implementing the ideas. This is nothing 

but the innovation that leads to different level and help economy to move along the different path 

that guarantees stability. Every economy aims to grow with certain degree on stability. This 

stability is often challenged by the environment in which the economy operates. The paper 

attempts to study these specific changes that took place in India after the New Industrial Policy 

in 1990-91. The specific objectives of the paper are as follows:   

i. Trace the origin and process involved in innovation 
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ii. To find how innovation can drive sustained growth  

iii. Study the stance of the Indian Government in creating economic environment for 

innovation to take place 

iv. Highlight the features of New Industrial Policy that led to paradigm shift in the Indian 

Economy 

v. Analyze the performance and characteristics of the Indian Economic growth after effective 

implementation of the New Industrial Policy.  

vi. Assess the performance and draw a conclusion based on analysis  

Methodology 

To fulfill the above objectives, published records and literature that emphasizes the role of 

innovation for the sustained growth were used. The paper has made an attempt to review the Plan 

documents and New Industrial Policy of 1991 and analyzed transformed structure of the Indian 

Economy. Data from Reserve Bank of India and Central Statistical Organization was obtained to 

analyze the growth pattern and its performance. 

Innovation: Definition, Sources and Process 

Today, what economy requires is creation of new sources of wealth producing resources or 

endows existing resources with enhanced potential for creating wealth. It is the innovation that 

would shift the economy from the trend growth to more sustained growth path. Joseph 

Schumpeter is the first economist to draw attention to the importance of innovation in the 1930s. 

According to him there are five types of innovation namely, i) introduction of a new product or a 

qualitative change in an existing product, ii) process innovation that is new to an industry, ii) the 

opening of a new market, iv) development of new sources of supply for raw materials or other 

inputs and v) changes in industrial organization. 

According to Peter Drucker “innovation is a change that creates a new dimension of 

performance”. Paul Schumann defined “innovation is the way of transforming the resources of 

an enterprise through the creativity of people into new resources and wealth”. Thus, innovation is 

not just a new idea implemented into new product. It goes beyond that. Innovation is creating a 

world where a new idea is implemented, it can be creating demand for a new product by 
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changing the preferences of the people or it can be doing the same work differently by using new 

process or technology. 

Peter Drucker (1998) suggested number of sources that offer great majority of innovation 

opportunities. These opportunities exist within a company or industry like unexpected 

occurrences, incongruities, needs of the process and industry and market changes. Additional 

sources that lie outside the company in its environment of business are demographic changes, 

changes in perception or new knowledge.  

There are hardly any set of rules for innovative ideas to emerge. Systematic innovation starts 

with analysis of sources of the innovative opportunities. Broadly speaking, innovation is required 

to fulfill need of the people by creating new product or enhancing ability to work more by 

changing the process. The basic process of innovation cans start with complete new thing or 

observing deficiencies in the existing market or system. We can broadly categorized innovation 

process into two parts, one for product and second for the process. 

Product Market Innovation Process  

We can see that most of the time it 

begins with the need for some change 

in the consumption or requirement. Lot 

of ideas is generated at this stage by 

constant observations, or brainstorming 

activities or analyzing the preferences 

in the past. From these ideas, one idea 

is selected and analyzed further. We 

need to check whether this idea is 

already used or not by conducting 

market survey. One can check the 

viability of this idea at this stage and if 

it has been already done, then scrap the idea and go back to the pool of ideas to select new idea. 

If it is not used before, the idea is conceptualize and new product is created. It is not necessary 
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that the product has to be completely new. It can be adding more features to the existing product 

such that its usability is enhanced. 

 

Process Innovation 

When the work is standardized 

and efficiency is maintained, 

there is possibility of 

improvement. Again, the 

process innovation can be 

completely new as in the case 

of outsourcing industry or it 

can be improvisation in 

existing system. In the existing 

system, if we notice some 

loops, there is a possibility of innovation. One can explore ways to do the same thing. It can be 

trial and error method, brainstorming or analyzing past process and its development. Once the 

new way is explored, process can be redesigned and implemented. 

Literature Review  

Though the theories of growth explain the variables or structure of economic growth, the 

theoretical properties of the dynamic models do not identify the mechanism by which real-world 

growth truly is sustained (Grossman and 

Helpman 1993). Schumpeter (1934) and 

countless others have emphasized on 

change in technology have been the real 

force in perpetual increase in output and 

standard of living of the people. Some 

thinkers believe that capital formation in 

the economy will lead to economic 
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growth while others think that technological innovation plays major role in economic growth and 

ensures sustainability if constant innovations are taken place in the economy. Michael Porter in 

his works on “The Competitive Advantage of Nations” (1998) classified economies by a four-

phase model of national competitive development. According to him if a country aspires to 

become a developed nation, it must transit to the innovation-driven category. 

Agarwal and Whalley (2013) studied the effects of reforms observed that the economy has done 

better after the reforms, in terms of the level of these indicators and also their reduced variability 

so that the economy seems to have become stable. While the growth rate of the services sector 

has increased after the reforms the growth rates of the manufacturing and service sectors are very 

similar except for the period of the 9th Plan (1997-2001). 

Wadhwa (2004) in his book mentioned that the Indian economy has reaped several welcome 

rewards from its reforms. These have strengthened the conviction that the broad direction of the 

reforms is right and, in that sense, made the reform process irreversible. However, India needs to 

launch a „second generation‟ of economic reforms, with a more human face, if it is to reap their 

full potential. 

Roy (2005) examined the major features of India‟s economic growth and have found that 

although the growth rate was uneven and low up to 1980, since 1980 it accelerated and slow but 

steady improvements were recorded in such areas and sectors of the economy as in production 

and occupational structure; employment in industry; government‟s tax collection effort; 

infrastructure and social services; price level; finance; income distribution and level of poverty. 

However, the rate of progress in poverty reduction has not been as good as one would have 

wanted. 

Analysis and Findings 

Indian Economic Growth performance till 1990 

India has come a long way since independence by transforming from agriculture centered 

economy to more develop and a highly diversified industry and services sector. 

Economic growth is the outcome of numerous factors interacting with each other. When resource 

are scarce, capital accumulation or investment is the most important factor for increasing the 
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productive capacity of the economy as well as for improving the productivity of the other factors 

of production. The Indian planning methodology has traditionally focused on the relationship 

linking growth to the investment rate and the incremental capital-output ratio (ICOR), and the 

Indian Plans have been essentially investment plans, dealing with the allocation of investible 

resources among different sectors, maintaining inter-sectoral consistency towards attaining the 

targeted rates of growth. 

The Indian economy, which was stagnant during the first half of this century, started growing 

after the Five Year Plans were launched. However, the growth rate in Gross Domestic Product 

(GDP) remained lower than expected and hovered around 3.5 per cent per annum for the first 

three decades of the developmental phase. It was only in the eighties that a clear break was 

observed. The growth rate in the eighties was nearly 5.5 per cent per annum. This change was 

accompanied by a perceptible rise in the growth in agricultural income, a significant increase in 

the rate of growth of per capita consumption and a decline in capital output ratio indicating more 

efficient use of capital. 

The investments needed for development were financed mainly through domestic savings which 

contributed between 90 and 95 per cent in different periods. The rate of savings almost doubled 

from an average of 10.3 per cent of GDP during 1951-56 to 20.37 per cent during 1985-90 and 

the rate of investment increased from about 10.7 per cent of GDP to about 23 per cent 

respectively. The biggest increase in the rate of investment occurred in the public sector. The 

share of public sector increased from 27 per cent of total investment in 1950-51 to a little over 46 

per cent in the Seventh Plan. Household sector was the largest contributor to domestic savings, 

with its share rising over the years. On the whole, performance of the Indian economy in the area 

of savings was good as compared to many other developing countries. However, the public 

sector saving particularly in the Government sector declined. The savings turned negative in 

1983-84 and since then, the gap has been widening.  

Incremental Capital Output Ration (ICOR) was increasing due to inefficient utilization of 

resources. Moreover, during the eighties, the growth performance of the economy improved 

significantly and correspondingly the ICOR also declined. The build-up of the infrastructures 

and other capabilities over the earlier three decades certainly was used to advantage in sustaining 
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the growth in the eighties. But there remained scope for improvement the resource utilization to 

bring down the ICOR further and the all-round cost of production. 

GDP Growth, Rates of Investment, Rate of Savings and Incremental Capital Output Ratio 

(ICOR) in Indian Economy (1951 -1990) 

 

Source: Planning Document, Seventh Five Year Plan 

Note: Estimates are based on the New Series of National Accounts Statistics, Central Statistical Organisation 

 

The paper observes that upto seventh five year plan the approach of Planning Commission was 

more or less similar during each plan emphasizing public sector. Private sector was also given 

due attention as this sector drives the economic growth further by creating more entrepreneurs. 

Overall growth performance was satisfactory, especially decade before Eighth Five year Plan. 

Innovation in Agriculture technology led to self sufficiency in food production, large pool of 

skilled labour and capable entrepreneurs were few of the achievements that laid strong 

foundation for Eighth Five Year Plan. However, Indian economy also went through several 

difficulties during these years. It was affected by international events like oil crises, collapse of 

Bretton woods system, outbreak of Indo-Pak and Indo-Sino war. These problems put severe 

stains on the economic system leading to drastic curb on imports, depletion of foreign exchange 

reserves, high rate of inflation and recession in industry.   The base year for Eight Five Year 

PERIOD Growth in GDP 

at Factor Cost % 

Investment 

Rate % 

ICOR Saving 

Rate % 

1951-52 to 1955-56 3.61 10.66 2.95 10.28 

1956-57 to 1960-61 4.27 14.52 3.40 11.73 

1961-62 to 1965-66 2.84 15.45 5.44 13.21 

1966-67 to 1970-71 4.66 15.99 3.43 14.35 

1971-72 to 1975-76 3.08 17.87 5.80 17.27 

1976-77 to 1980-81 3.24 21.47 6.63 21.65 

1981-82 to 1985-86 5.06 20.98 4.15 19.36 

1985-86 to 1989-90 5.81 22.70 3.91 20.37 
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Plan, which was 1991-92 registered a very low growth. This was the time when Indian Planning 

Commission felt the need for change in usual Planning process and its approach. 

 

Stance by the Indian Government: An Innovative Approach 

The objective of Eighth Five Year Plan was to lay a sound foundation for higher growth and to 

achieve the most significant goals, which are, improvement in the standard of living, health and 

education of the people, full employment, and elimination of poverty and a planned growth in 

population. Hence the entire approach of Eighth Five year Plan was to reorient some of the 

development paradigms. The Eighth Plan also re-examined the role of the Government and 

planning process. It worked out various ways and means to involve people in the developmental 

task and social evolution. The Planning process was reoriented to make it more indicative. 

Besides this, role of the Planning Commission also changed such that they had to concentrate 

more on evolving integrated strategies for achieving highest level of development. Resource 

allocation was the main role of Planning Commission upto Seventh Plan was revised. They 

rather concentrated on optimum utilization of limited resources. In the earlier Plans it is evident 

that the maximum resources were allocated to public sector. They were expected to create basic 

infrastructure needed for the development, be the trend setter in taking risk and nurturing 

entrepreneurship, take care of social needs, help the poor and the weak by creating environment 

of social justice. The public sector expanded considerably, its size cannot be measured by its 

contribution to the GDP. However, it reached to almost all aspects of life. In the process, it 

happened so that people started taking public sector for granted and certain important factors like 

efficiency, productivity and competitive ability were lost. This eroded the public sector's own 

sense of responsibility and initiative. Many of the public sector enterprises have turned into slow 

moving, inefficient giants. A certain amount of complacency has set in which is not conducive to 

growth. While there are several social and infrastructural sectors where only the public sector 

can deliver the goods, it has to be made efficient and surplus generating. It must also give up 

activities which are not essential to its role. The Eighth Plan had undertaken this task of 

reorientation. 

New Industrial Policy of 1990-91  
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After Independence, the Industrial Policy Resolution was introduced by the Government of India 

in 1948 focussing on industrial growth and development. However, Industrial Policy was 

modified from time to time in 1956, 1973, 1977 and 1980 to meet the challenges faced by the 

economy during that period. 

The Industrial Policy Resolution of 1948 and revised policy of 1956 had objectives i) the 

acceleration of the rate of economic growth and ii) speeding the process of industrialization as a 

means of achieving a socialist pattern of society. The 1956 Industrial Policy Resolution gave 

primacy to the role of the State to assume a predominant and direct responsibility for industrial 

development due to scarcity of capital and poor entrepreneurship. Although, the Industrial Policy 

statement of 1973 identified high-priority industries like large industrial houses and foreign 

companies, but 1977 Policy Resolution emphasized small-scale, tiny and cottage industries. The 

Industrial Policy Statement of 1980 drew attention on the need for promotion of competition in 

the domestic market, technological upgradation and modernization.  

Though these policies laid strong foundation of industrial growth, Government also realized the 

importance of utilization of indigenous capabilities in technology and manufacturing as well as 

its upgradation to world standards. Thus the Government pursued sound policy framework 

encouraging entrepreneurship, developing indigenous technology, investing in research and 

development, bringing in new technology, dismantling of the regulatory system, promoting the 

capital markets and increasing competitiveness for the benefit of the common man. The spread 

of industrialisation to backward areas of the country was facilitated through appropriate 

incentives, institutions and infrastructure investments. In pursuit of these objectives, Government 

decided to take a series of initiatives in respect of the policies related to i) Industrial Licensing, 

ii) Foreign Investment, iii) Foreign Technology Agreements., iv) Public Sector Policy and v)      

MRTP Act. 

i) Industrial Policy: Number of changes were made in the system of industrial approvals , 

procedural reforms and policies were amended to encourage and assist Indian entrepreneurs to 

exploit the resources to meet up with emerging domestic and global challenges. In this context, 

industrial licensing was abolished for almost all the industries, except those specified by the 

government for security and social reasons.  
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ii) Foreign Investment: While Indian industries were freed from the controls, foreign investments 

were also allowed so that the foreign companies can bring technology and investments and 

productivity increases.  

iii) Foreign Technology Agreement: For promoting industrial growth, collaborations with 

foreign firm for use of technology were made easy by minimizing government interference. 

Government provided automatic approval for technology agreements related to high priority 

industries within specified parameters. 

iv) Public Sector Policy: Public sector was given strategic role in the economy. Though the large 

investments were made in four decades in the public sector, not all of them have provided 

necessary support for economic or social development. While there are key sectors dominated by 

the public sector that have expanded production, opened up new areas of technology and created 

technical competencies, many are inefficient in productivity growth and other areas. In the new 

Industrial Policy, government reviewed the portfolio of public investment with respect to low 

technology, small scale and non-strategic areas, inefficient and unproductive areas, with low or 

nil social consideration and also areas where public sector had developed sufficient enterprise 

and resources. 

v) Monopolies and Restrictive Trade Practices (MRTP): With a growing complexity of industrial 

structure and need to achieve economies of scale for higher productivity and competitive 

advantage in the international market, government strengthened the provisions of the MRTP Act 

to ensure appropriate actions. 

The New Industrial Policy led to entire shift the economic environment of business. It also 

opened up the avenues for entrepreneurs to undertake new business, tie up with foreign 

companies for investments and technology. After 1991, the GDP growth entered into new 

trajectory. It registered annual growth of 6.3% in the first decade ending 2001-02 as compared to 

5.5% during previous decade. The nature of growth was not a trend growth, it was quite broad 

based. The contribution of industrial sector to the overall growth was consistent at around 20%, 

but the volume of growth expanded 5 times till 2010-11. The components of industry, viz, 

mining, manufacturing and electricity, recorded impressive growth particularly manufacturing 

sector. The important factor behind the manufacturing sector growth was de-licensing and 
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availability of finance. These were driving force behind small and medium sector industries. The 

number of manufacturing units, small, medium and large, increased substantially making 

industrial growth broad based.   

Figure 1: Industrial Growth in since 1991 till 2010 

 

The benefit of the New policy was not limited to industrial sector only. There have been 

tremendous shift in the services sector and India emerged as a new destination of services 

industry. The availability of foreign direct investment and technology led to new wave of 

services industry by way of Outsourcing. It is introduction of new process and delivering the 

services at lower cost. In the overall GDP growth, the contribution from the services sector 

surpassed the industrial growth. The contribution of services sector to overall GDP in 1990-91 

was 48.8% that jumped to around 65% in 2010-11. 

Figure 2: GDP Growth with sectoral contribution since 1991 till 2010 
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Balance of Payments  

In the initial period of planning the position of BOP was adverse because of protection policy 

followed by the government for world trade. In 1970‟s the position of BOP was satisfactory due 

to exports growth and rapid increase in private remittance. In 1980‟s the BOP was adversely 

affected because of international event like oil shock, exchange rate fluctuations, domestic 

factors like unfavourable political conditions.   
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The New Industrial Policy facilitated India to move away from closed economy framework 

towards a more open and liberal economy. Since 1991 the growth of exports was remarkable. 

Balance of Payments position was under control and foreign exchange reserves reached to 

comfortable levels  

Conclusion: 

The Government of India introduced New Industrial Policy in 1990-91 with the objective of high 

growth with improved standards. Planning Commission who is responsible for resource 

allocation changed their approach and reoriented to work along with the Government‟s 

objectives. This together created a strong economic system where resources are allocated to 

private sector and industrial policy ensured the entrepreneurship development. After two 

decades, the economy has emerged as a second fastest growing economy in the World. It has 

showed strong resilience to the various shocks in the World including the Recession of 2008.     
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