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I. Introduction 

Capacity utilization is a key indicator in every industry group which not only helps to determine the level of 

utilization of existing capacity but also helps to define the required level of expansion of capacity for a 

targeted output. The broad concept of capacity employed means the maximum possible production with the 

available equipment during the year, assuming normal operative conditions(Chandrasekhar, 1990). The 

concept specifying capacity utilization measures the rate of utilization in terms of realized output relative to 

installed capacity (Seth, 1986). It helps to reduce the technological gap between the developing and the 

developed nations (UNIDO, 1970). Full utilization of installed capacity helps to control inflation in the 

economy and makes industrialization process more economical (Parwinder, 1992). 

Basic industry is the one on which manufacturing process of many other industries is dependent. It includes 

sub industries as Cement, Steel and Fertilizers.In India, Basic Industry Group produces the primary raw 

materials for the other industries to work and it feeds other heavy machinery industries, infrastructure and 

housing projects etc. This industry has been developed as having strong industrial base and reducing 

progressively the dependence on foreign aid (Hooda, 1996). Hence, there is a need to assess capacity 

utilization in the Basic Goods Industry in order to have deeper insight into the problem of trade deficit in this 

vital sector.  

 

II. Review of Literature 

The issue of capacity utilization is an old concern among researchers. Budin et al. (1961) assessed the 

capacity utilization for the period 1951-59 of three Indian industry groups namely Consumer Goods, 

Intermediate Group and Infrastructural Industry Group. Capacity utilization of 91.53% in Infrastructure, 

79.3% in Consumer Goods Industry and 62% in IntermediateIndustry have been found, thus suggesting the 

existence of excess capacity in all the three industries. National Council of Applied Economic Research 

(NCAER) (1966) studied the capacity utilization in Metal and Non-Metal Industry Groups of India for the 

time period 1955-64. The results showed a capacity utilization of 89% in Metal and 79.28% in Non-Metal 

Industry Group during this period. Koti (1967) assessed capacity utilization for one year i.e. 1966-67 in Indian 

manufacturing sector by taking a sample of 151 companies. Companies belonging to Chemical Industry 

having capacity utilization of 60.50%, Fertilizer and Drugs with 75.95% capacity utilization, Rubber Steel 

Forgings with 91.40% capacity utilization and Textile with 75.48% had unutilized capacity varying between 

30 to 40%. RBI Bulletin (1968) studied 62 Indian Industries for the time period 1961 to 1967 by using 

installed capacity method. Rate of capacity utilization declined in Basic Goods Industry from 12.7% in 1961 

to 2.10% in 1967; in Capital Goods Industryit declined from 9% to 1% and in Consumer Goods industries 

from 7.51% to 3.58%. Lovell (1968) studied the rate of capacity utilization in American manufacturing 

industries covering the period of 1949-63. By taking 1949-50 as base year, capacity utilization varied between 

78% to 84% during 1949-50 to 1956-57 and between 89% to 95% during 1958-63. Sandesara (1969)analysed 

the capacity utilization into five Food Manufacturing Indian Industries i.e., Flour Milling and Grinding, 
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Biscuit, Sugar (refined), Sugar Confectionery, Manufacture of Hydrogenated Oil (vanaspati) for the period 

1946-1966. The results showed more than full capacity utilization of 189·60% and 108·96% in Biscuit 

Industry Group and Refined Sugar respectively. A capacity utilization of 63·09% was found in Sugar 

Confectionery, 61·38% in Vanaspati and 38·82% in Flour Milling and Grinding. Alagh and Shah 

(1972)classified Indian Industries into 16 major industry groups for the year 1967-68. The results showed 

excess capacity of greater than potential production near to 1/3
rd

 in Transport Equipment and Non-Electrical 

Equipment sector whereas capacity of 1/3
rd

 to 1/2 of potential production was found to be unutilized in 

Electrical Equipment, Iron and Steel, Leather and Leather Products, Food Industry,Jute Textiles, 

Chemical,Fertilizers and Glass, Wood and Non-Metallic Mineral Industries. Paul (1974)had taken time period 

of 1960 to 1970 and compared the annual rates of growth of installed capacity and utilization of installed 

capacity for three Indian groups of industries namely Consumer Goods, Intermediate Goods and Capital 

Goods. The average growth of installed capacity observed in all industries was 5·7% whereas utilization of 

installed capacity remained at 54·5%. The result showed that nearly half the industrial capacity in the country 

remained unutilized. In the period 1961-65 it remained at 54% which declined to 52% during the recession 

period 1966-68 and then again improved to 54% during 1969-71. Alauddin, et. al (1974) studied capacity 

utilization from a different perspective in Pakistani manufacturing industries for the year 1967-68. The 

average utilization of capacity was quite low, not exceeding even 40% under the most favourable conditions 

in Cotton Textile (35%), Electric Motors (39%) and Intermediate Industry (33%). The results revealed that 

22% of Pakistani ManufacturingIndustry had capacity utilization ranging from 20% to 40% and only 3% of 

industries based on indigenous material had capacity utilization about 80% to 100%. Average capacity 

utilization remained 44.39% in Consumer Goods Industry, Intermediate Goods and Capital Goods 

IndustryGroup. Bishwanath and Renganathan (1991)carried out an analysis of capacity utilization in 73 

Indian industries for the time period 1981-82 to 1990-91. They reported that the trend of growth rate of 

capacity utilization in Indian Manufacturing came down from 1·89% p.a. to 1.28% p.a. during the period 

under study.Srinivasan (1992)examined the levels of capacity utilization for Basic, Capital, Intermediate and 

Consumer Goods Industry Group by using time series data on capacity utilization for the time period of 1970 

to 1984. Excess capacity 25 to 30% prevailed in these sectors during this time period. Ajit (1993) surveyed 

the trend of capacity utilization in Indian Manufacturing Sector over 1970-90.  The underutilization was 

highest in Basic Goods Industry at 37% followed by 34% in Capital Goods IndustryGroup, 25% in Consumer 

Goods Industry Group and 10% in Intermediate Industry Group. Padma (1996) revealed capacity utilization 

for the period 1960-61 to 1982-83 for two industries - Basic and Capital Goods Industry Group. A capacity 

utilization of 67.63% was found in Basic Industry Group and 66.52% for Capital Industry Group.  Uchikawa 

(2001)considered capacity utilization for the time period of 1979-80 to 1997-98 in industrial groups formed by 

National Industry Classification (NIC). The study witnessed investment boom after 1990. The average rate of 

change in capacity utilization was 2.37% per annum in the post - reform period which was -1.39% per annum 

in the pre- reform period. Azeez (2001) used time series data for the assessment of economic capacity 

utilization of Non-Electric Machinery Group of Indian Industry for 1996-1998.  Average capacity utilization 

of 67.88% was found in this group and variation in capacity utilization during this period was due to price 

fluctuation and cost condition. Erumban (2005) examined the trend of capacity utilization for the time period 

1974-2000 in 32 sub industries of Indian Manufacturing Sector. The results showed that the phase of 1974-84 

witnessed wide fluctuations revolving around 76.6%, while the phase of 1985-90 showed roughly stable level 

of utilization (80.6%) and 1991-2000 showed variant fluctuations (58%). Barik (2007) observed the rate of 

capacity utilization in Paper Industry in India for the time period of 1973-74 to 1997-98 by using data of 

Annual Survey of Industries. He found that capacity utilization had declined over a period from being 81.86% 

in 1973-74 to 70.53% in 1994-95. Kumar and Arora (2009)analyzed capacity utilization of Indian Sugar 

Industry for the time period of 1974-75 to 2004-05. Average amount of excess capacity in Indian Sugar 

Industry was 13% (approx.). Ray (2011) analyzed capacity utilization in Indian Drug and Pharmaceutical 

Industry. Capacity utilization was compared in two phases i.e. pre-reform period (1979-80 to 1990-91) and 

post reform period (1991-92 to 2007-08). Capacity utilization was 76.29% in 1979-80 which increased up to 

88.77% in 1991-92 with growth rate of 8.24%. In post- reform period it was 88.35% in 1992-93 which 

increased to 95.93% in 2007-08 with growth rate of 6.92%. Mojekwu and Iwuji (2012) studied capacity 
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utilization in Nigerian Manufacturing Sector for 1981-2009 by using data released by Central Bank of Nigeria 

(CBN) Statistical Bulletin. They found 73.3% capacity utilization in 1981 which reduced to 29.3% in 1995 

and then improved to 54.3% in 2009.Saikia (2012) analyzed capacity utilization in 220 small scale industries 

of India. He used Wharton Index, Minimum LabourOutput Ratio and Minimum Capital Output Ratio for 

measuring capacity utilization for the time period 2000-01 to 2008-09. The results measured by different 

methods showed a capacity utilization of 57.06%, 73.65% and 62.68% respectively. Average rate of capacity 

utilization remained at 63.86% with an average growth of 5.75%. 

From the studies referred above, it can be concluded that most of the research has been conducted in Indian 

context by taking all manufacturing sectors collectively. None of the studies has focused on Basic Good 

Industry Group exclusively. After liberalization, privatization and globalization, more emphasis put on 

infrastructure projects in India. Therefore, greater need has arisen for cement and steel making contribution of 

Basic Goods Industrymore significant.The review of available literature suggests that Indian Manufacturing 

Sector has excess potential in Basic Goods Industry, but this potential remains unused. Therefore, it is 

necessary and desirable to evaluate this sector with respect to its unutilized capacity. 

The paper is divided into five sections. Section I is introduction to the topic, Section II gives a review of 

available literature. Section III discusses the data sources and research methodology employed. Section IV 

outlines the results of the analysis of Basic Goods Industry in India and its Sub-industries. Section V presents 

the conclusion. 

Objectives of the study  

The specific objectives of the study are:  

1. To measure the average capacity utilization of the Basic Goods Industry in India. The paper also evaluates 

the trends and growth rate in capacity utilization. 

2. To measure the average capacity utilization in sub industry groups of Basic Goods Industry and to 

determine the trends and growth rate of these groups in this area. 

 

III. Database& Research Methodology 

This section discusses the sample size, time period chosen, source of data, measurement method and the 

statistical tools used for analysis in the study. 

Sample: BT-1000 Companies (dated November 4, 2012) form the universe of the study. These companies are 

ranked on the basis of market capitalization. Out of 549 companies belonging to the manufacturing sector, 

only 52 companies fall in the Basic Goods Industry. Since data for 14 companies was not available, so an 

effective sample of 38 companies was included and analyzed. These 38 companies have further been 

classified into four sub-industries of Basic Goods Industry group as per National Industrial Classification-

2007. The BasicGoods Industry comprises of three sub industries namely Cement, Steel and Fertilizer. The 

classification is shown as follows in Table 1: 

Table 1: Sub- industry groups of Capital Goods sector 

Serial No. Sub-Industry Group Total 

1. Cement 17 

2. Steel 16 

3. Fertilizer 05 

Total  38 

Time period: The present paper considers time period of eleven years from financial year 2001-02 to 2011-

12. This time period is also critical for India as it witnessed the impact of global financial recession from 

2006-07 onwards. An evaluation of capacity utilization during these eleven years would help to draw useful 

inferences. 

Data Source:Secondary data required for calculating capacity utilization has been taken from the Annual 

Reports of respective companies. The reports were taken from the websites of companies. Help from Ministry 
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of Corporate Affairs (MCA) was also sought in the context of collecting Annual Reports required for the 

period under study. 

Measurement of Capacity Utilization: 

Production function method has been used to measure capacity utilization. Under this method, capacity 

utilization is measured as the ratio of actual production to installed capacity. It can be formulated as:- 

Capacity utilization (%) =   Actual Production/Installed capacity ×100 

Sconfeld (1966), Klein, Lawrence R.(1973),Greenwald, Douglas; Edmonson, Nathan; Perry George(1985), 

Uchikawa (2001), Barik(2007), Ray (2012) in their studies have used this method. 

Statistical Technique Used: 

Descriptive Statistics have been used to inference the trend of capacity utilization for all companies, 

Compounded Annual Growth Rate of capacity utilization and t-value have been used to check the growth 

from 2001-02 to 2011-12. ANOVA test has been applied to check the significance of difference between the 

average capacity utilization of sub-industries and Post-hoc test has also been used to make multiple 

comparisons between these sub-industries of Basic Goods Industry.  

Results and Analysis  

Capacity Utilization in Basic Goods Industry in India 

Table 1.2 covers average capacity utilization  of  Basic  Industry  Group having  38 companies, levels of  

growth and compounded annual  growth  rate  for the  time period  of  2001-02 to 2011-12. 

Table1.2: Capacity Utilization in Basic Industry Group  

Year Average Growth rate 

2001-02 67.51 - 

2002-03 70.50 4.43 

2003-04 73.23 8.47 

2004-05 71.84 6.41 

2005-06 71.85 6.43 

2006-07 74.79 10.78 

2007-08 73.51 8.89 

2008-09 70.07 3.79 

2009-10 72.93 8.03 

2010-11 74.99 11.08 

2011-12 79.03 17.06 

CAGR - 0.909 

t-value - 3.186 

Average C.U. 72.75 - 

Std.Deviation 3.01 - 

 

Table 1.2 indicates that the average rate of capacity utilization in Basic Goods Industry Group is 67.51% in 

2001-02 which is taken as base year and it increased to 70.50% in 2002-03 and further to 73.23% in 2003-04. 

The trend changed direction in 2004-05 by lowering to 71.84% followed by marginal rise of 0.01% in 2005-

06. It started recovery in 2006-07 by scoring 74.79%, but again decreased to 73.51% in 2007-08 followed by 

further fall of 3.44% in 2008-09. After these years, Basic Goods Industry Group recovered fast and scored 

72.93% in 2009-10 and then gained an evident increase standing at 74.99% in 2010-11 and 79.03% in 2011-
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12. Thus, Basic Industry Group has shown an overall average of 72.75% during the time period of 2001-02 to 

2011-12. 

Growth rate in Basic Industry group has been calculated by taking 2001-02 as the base year. This sector has 

witnessed ups and downs in growth rate over the decade of 2002-03 to 2011-12. This rate was 4.43% in 2002-

03 and rose significantly to 8.47% in 2003-04. Then it witnessed collapse of 2.06% in 2004-05 followed by 

mild increase of 0.02% in 2005-06. It started recovery in 2006-07 by scoring 10.78% growth rate but again 

disturbed in 2007-08 and 2008-09 by achieving 8.89% and 3.79% respectively. After 2008-09 the trend 

started recuperating to 11.08% in 2010-11 followed by an evident increase up to 17.06% in 2011-12. 

Compounded annual growth rate is 0.909% with standard deviation of 3.01 and t - value is 3.186 which is 

significant at 5 % level of degree of freedom. 

 The Basic Goods Industry Group is trying to be self-reliant after the reforms introduced under the scheme of 

liberalization, privatization and globalization (Kaur, 1992). The year on year increase in the capacity 

utilization of the Basic Goods industry confirms the narrowing down of the gap between the demand and 

supply by utilizing its installed capacity at its maximum. The quantum of growth in the exports of Indian 

Basic Goods from 5.1 million in FY 2001-02 to 10 million in FY 2004-05 on account of increased 

construction activities in the Middle- East, has also contributed significantly towards the growth of capacity 

utilization of Basic Goods Industry group during this time period (FICCI Report on Indian Manufacturing 

Sector, 2005). The global economic crisis which had slowed down the demand for Indian goods has 

deteriorated the average rate of capacity utilization in Basic Goods Industry group (Thomas, 2010). Many 

construction and infrastructure projects were bogged down during this period affecting the Basic Goods 

Industry of the country (CRISIL Research Report, 2012). The industry faced delay in financial recovery from 

various department of environment, forest and mining, where it had invested. This restricted the companies in 

hiring new work force, thus affecting adversely its capacity utilization (Survey done by FICCI on Indian 

Manufacturing Sector, 2009). After 2008-09, Basic Goods Industry Group has witnessed  phenomenal  growth  

from  the year  2009-10 to  2011-12. From 2009-10 onwards, growth rate of Gross Capital Formation in this 

sector had increased to 34.3% in 2009-10,  36.30% in 2010-11 and 38.11% in 2011-12 ( CSO data, 2012) 

which seemed to help Basic Goods Industry Group to revive at fast pace by achieving growth rate of 17.06%. 

Housing construction and industrial construction emerged as demand driver for improving its rate of capacity 

utilization. But a matter of concern is that still this industry group has 27.25% of underutilized capacity. 

Various reasons can be attributed to underutilization in this sector including competition faced from imports 

of low priced Basic Goods (CRISIL Research, 2012); shortage of power (Antony, 1992); uncertainty of 

economic environment and lack of working capital (Kanda, 2012). Lack of logistics facilities for movement of 

increased quantities of Basic Goods like Cement and Steelespecially by rail (Saikia, 2012) which has 

unfortunately not kept pace of growth in its network with the growing industrial requirements of Basic 

Industry (FICCI survey on Indian manufacturing sector 2010). 

 

Capacity utilization in sub-industries of Basic Goods industry Group 

 Since Basic Goods Industry Group shows excess capacity of 27.25%, the Basic Goods Industry group is 

classified into sub-industries, as per National Industrial Classification-2007, in order to analyse as to which 

sub industry can be held responsible for underutilization of capacity in this sector. Basic Goods industry group 

has sub-groups like cement, steel and fertilizer. Table 1.3 covers average  capacity utilization  of sub-

industries of Basic Goods Industry,levels of  growth and compounded annual  growth  rate  for the  time 

period  of  2001-02 to 2011-12  as follows: 

Table1.3: Capacity Utilization in Sub-industries Groups of Basic GoodsIndustry Group  

 

 

Cement Steel Fertilizer 

Year Average Growth rate Average Growth rate Average Growth rate 
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Table 1.3 depicts that the average rate of capacity utilization in Cement industry is 77.76% with CAGR of 

0.292%. It is 70.79% in 2001-02 which is taken as base year. The average increased to 77.17% in 2002-03, 

followed by 77.84%, 79.31% and 81.53% in 2003-04, 2004-05 and 2005-06 respectively with rising growth 

rate of 9.96%, 12.04% up to 15.17% in 2005-06. In 2006-07, it came down with a slight cut of 0.50%.It has 

apparent fall of 7.19% in growth rate in 2008-09.The trend started recovery by showing capacity utilization of 

76.45% along with growth rate of 7.99% in 2009-10, 79.25% in 2011-12 with growth rate of 11.95%.  

Standard deviation of this group is 3.13 with t-value of 0.73 which is not significant at 5% level of 

significance.  

Table 1.3 indicates the average rate of capacity utilization in Steel industry for the time period of 2001-02 to 

2011-12 is 67.30% with CAGR of 1.407. It is 65.68% in 2001-02 which is taken as base year and increased to 

66.46% followed by 68.48% in 2003-04 with growth rate of 4.26%. It got disrupted in 2004-05 and cut down 

to 63.61% still followed by another fall up to 60.26% in 2005-06 with negative growth rate of 3.15% and 

8.25% respectively. Then, the average improved to 67.19% in 2006-07 with growth rate of 2.29%. But the 

average cut down to 64.17% in 2007-08 followed by further downward trend of average happened in 2008-09 

by scoring 61.80% along with negative growth of 5.91%. The trend of averages showed recovery from 2009-

10 by scoring 68.88% capacity utilization which increased to 74.88% and 79.85% in 2010-11 and 2011-12 

respectively with rising splendid growth rates of 14% and 21.57% respectively. Standard deviation of this 

group is 5.73 with t-value of 2.05 which significant at 5% level of degree of freedom. 

Table 1.3 also suggests that the average capacity utilization in Fertilizer industry has an overall average of 

73.17% during 2001-02 to 2011-12 with CAGR of 1.595%. The average capacity utilization of this industry is 

62.27% in 2001-02 which increased to 63.96% in 2002-03 then sharply increasing to 72.78%, 72.82%, 

76.04% and 78.46% in the year 2003-04, 2004-05, 2005-06 and 2006-07 respectively with growth rate of 

16.99%, 17.06%, 22.23% and 26.12% respectively. The increasing trend of average capacity utilization got 

disturbed slightly by 0.08% and then 1.85% in 2007-08 and 2008-09 respectively. It again faced a dip in 2009-

10 by having average of 73.93% with growth of 18.84%. The average rate of capacity utilization improved to 

74.05% in 2010-11 and 75.66% in 2011-12 with growth rates of 19.03% and 21.62% respectively. This group 

has standard deviation of 5.36 and t-value is 2.815 which is significant at 5% level of freedom. 

2001-02 70.79 - 65.68 - 62.21 - 

2002-03 77.17 9.01 66.46 1.19 63.96 2.81 

2003-04 77.84 9.96 68.48 4.26 72.78 16.99 

2004-05 79.31 12.04 63.61 -3.15 72.82 17.06 

2005-06 81.53 15.17 60.26 -8.25 76.04 22.23 

2006-07 80.86 14.23 67.19 2.29 78.46 26.12 

2007-08 80.87 14.42 64.17 -2.29 78.38 25.99 

2008-09 75.95 7.29 61.80 -5.91 76.53 23.02 

2009-10 76.45 7.99 68.88 4.87 73.93 18.84 

2010-11 75.37 6.47 74.88 14.00 74.05 19.03 

2011-12 79.25 11.95 79.85 21.57 75.66 21.62 

CAGR - 0.292 - 1.407 - 1.595 

t-value - 0.730 - 2.05 - 2.815 

Average C.U. 77.76 - 67.38 - 73.17 - 

Rank as per C.U. I
st
  III

rd
  II

nd
  

Standard 

Deviation 

3.13 - 5.73 - 5.36 - 
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It is seen that the average rate of capacity utilization differs across sub-industries. In order to check if the 

variations in average capacity utilization in three sub-industry groups are significant; ANOVA has been 

applied. It is hypothesized that there is no significant difference between the average capacity utilization of 

sub-industries. The results of analysis are shown in Table 1.4. 

Table 1.4: Results of ANOVA in Sub- industry Groups of Basic Goods Industry 

ANOVA 

Model Sum of Squares D.f. Mean Square F Sig. 

Between Groups 605.462 2 302.731 12.733 .001* 

Within Groups 713.278 30 23.776   

Total 1318.740 32    

           Level of significance: 0.05 

 

      Table 1.4 evaluates the acceptability of the model from a statistical view point. The value of F=12.733 at 

P<0.05 which indicates the rejection of null hypothesis. It is concluded that there is significant difference in 

average capacity utilization of three sub-groups of Basic Goods Industry. Post- hoc test has been applied to 

make multiple comparisons between all sub-industries and its results are shown in Table 1.5. 

Table 1.5: Results of Post Hoc Tests 

Multiple Comparisons 

Industry Industry 

Mean Difference 

(I-J) Std. Error Sig. 

95% Confidence Interval 

Lower Bound Upper Bound 

Cement Steel 10.46636
*
 2.07916 .000* 5.1121 15.8206 

Fertilizer 4.59727 2.07916 .104 -.7570 9.9515 

Steel Cement -10.46636
*
 2.07916 .000* -15.8206 -5.1121 

Fertilizer -5.86909
*
 2.07916 .029** -11.2233 -.5148 

Fertilizer Cement -4.59727 2.07916 .104 -9.9515 .7570 

Steel 5.86909
*
 2.07916 .029** .5148 11.2233 

       *Significant at 1% 

    **Significant at 5%     

Table 1.5 indicates that there is significant difference in average capacity utilization of Cement Industry with 

Steel Industry Group at 1% level of significance followed by Fertilizer Industry with Steel Industry Group at 

5% level of significance. 

Therefore, in Basic Goods Industry, Cement and Fertilizer sub industries have performed relatively better than 

the Steel Industry. 

Government of India has been giving immense boost to various infrastructure projects, housing facilities and 

road networks making the cement industry in India growing at an enviable pace (Report on Cement industry 

in India, 2010).Cement Industry Group witnessed highest average rate of capacity utilization i.e. 77.76% 

during 2001-02 to 2011-12. Within its industry group, from 2004-05 onwards, development of housing sector, 

industrial and infrastructure sectors have acted as the principal growth driver for Cement Industry to increase 

its capacity utilization (Economic Survey Report on Indian Cement Industry, 2009). The exports fell during 

2008-09 due to the adverse impacts of sub-prime crisis (Report of Joint Plant Committee, 2010). 

Infrastructural problem like railway’s share in cement loading was on decline and dispatches in many parts of 

the country suffered on this account (ACC Ltd. Annual Report 2009-10 pg. 10/85).  However from 2011-12, 

Cement demand in India increased due to Government’s push for large infrastructure  projects like highways, 
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ports, canals, bridges and power houses leading to more domestic demand for cement (TechScience Research 

Report, 2012), leading to higher rate of capacity utilization of 79.25% with growth rate of 11.95%.  

India is on an upswing when speaking about the Steel Industry because of the strong global and domestic 

demand. The rapid economic growth and progressing demand by sectors like infrastructure, real estate and 

automobiles, at home and abroad, has put Indian steel industry on the global map. India occupies a dominant 

position on the global steel map, with the establishment of new steel mills, acquisition of global scale 

capacities, continuous modernisation and upgradation of older plants, improving energy efficiency and 

backward integration into global raw material sources (Ministry of Steel, Government of India). The 

liberalization of Industrial policy has given impetus to the growth of this sector.Steel Industry has average rate 

of 67.30% capacity utilization but witnessing 32.7% unutilized capacity. This sector has advantage of 

domestic availability of raw material and cheap labour which provides various cost advantages to the Steel 

Industry and leads to utilizing its installed capacity at maximum (Economic Survey Report on Indian 

Manufacturing Sector, 2010).Due to adverse global conditions, the demand scenario took a disappointing turn 

on both national and international fronts. The industry in fact also witnessed a negative growth rate in few 

years under study. Persistently high inflation, steep interest rates and snowballing effect on end user demand 

of steel affected the capacity utilization adversely (CRISIL Report, 2010). From 2010-11 onwards, Indian 

Government had focused upon infrastructure and construction projects which led to surge in domestic demand 

for steel upto 10%. This gave impetus to average rate of capacity utilization upto 79.85% in 2011-12. The 

export of steel was 5.37 million tonnes in 2011-12 as compared to 4.59% in 2010-11 (Report of Ministry of 

Steel, 2012). However, Steel Industry witnessed 32.70% unutilized capacity, lying at the last rank in the Basic 

Industry Group. High cost is borne by Indian companies on import of advanced technology used in production 

and less economies of scale due to less production have adverse impact on cost structure of steel companies 

which led to disruption in utilization of installed capacity.  

Fertilizer Industry started a new journey because of delicensing under Liberalization, Privatization and 

Globalization. This industry has attributed high growth in indigenous production which perhaps led to double 

digit growth during the time period of 2003-04 onwards and helped to meet the demand of fertilizers in the 

country through indigenous production. Plant operators of Fertilizer have absorbed the latest technological 

developments and environment friendly process technologies (Report on Fertilizer Industry in India, 2012) 

which help to operate and maintain the plants at their optimum levels and score highest growth rate of 

capacity utilization i.e. 26.12% in 2006-07. During the period of global meltdown, the rate of capacity 

utilization decreased as there were constraints in supply and quality of natural gas (Rashtriya Chemicals & 

Fertilizer Annual Report, 2010). From 2010 onwards, rising demand for fertilizer had once again provided 

ample scope for the companies to increase their production capacity and its utilization (Economic Survey 

Report on Indian Manufacturing Sector, 2011). 

Thus, Cement industry has ranked first in capacity utilization for the time period of 2001-02 to 2011-12, 

followed by fertilizer industry and then steel industry. During 2008-09, all the sub-industries showed a wilted 

utilization of capacity affected by the macro effects of ripples of global crisis. 

 

Conclusion 

Speedy clearance of projects, especially, infrastructure projects should be ensured for the revival of Basic 

Goods Industry Group. Dis-incentivizing in import of fertilizer, cement and steel and more Research and 

Development facilities for the development of Indian Basic Industry will definitely help in extending capacity 

utilization. The focus of the Government on Infrastructure, house for all, full power transmission, etc. offers a 

good opportunity to Basic Goods Industry to improve its growth and profitability in future by utilizing its 

capacity to the maximum. The vision of making India as Economic Super Power only if Indian Government 

lifts up the level of capacity utilization leading to the elevation of this vital sector in the country.  
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