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IS NATIONALISATION OF INDUSTRIES
IN PUBLIC INTEREST? {

, |
Historical Background
From time to time, demands are made even ‘by. persons
in power for nationalisation of various industries. For ins-
tance, recently two Union Ministers have been voicing a

demand for nationalisation of TISCO, TELCO, Hindustan
Motors and a few other industrial units.

Nationalisition of industries is a tool of public policy.
The supreme test of nationalisation of any industry is-
whether such a step is in_public interest or not.

Nationalisation is a child of Industrial Revolution.
With Indusirial Revolution, the muscle power of man was
expanded manyfold. By using machines, man found that he
could produce several times goods which earlier had taken
him several days.to produce. A féw persons became owners
of these wealth-producing machines. They hired many per-
sons to ‘work on these machines, The worker was exploited
by giving him poor wages (since starvation was his only
alternative), making him work long hours, and in poor
working conditions. Even children were made to work in
deplorable conditions. -

1

'The result was that a few people who owned machmes
known as Capitalists, became fabulously rich while the
many, who_toiled as workers to produce ‘wealth llved)m
mxsery and inhuman condmons

While such conditions prevailed in England where
Industrial Revolution started, the natural - result was an
cthical protest by men with social -conscience. These people
known - as socialists; . argued that because machines (or
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capltal) were owned by a few persons, there was exploxtatwn
of man by man. This could be ended only by transferring
the owdership of that capital to-the State by nationalisation.
In that event,.the State  being run in public- interest, there
will be no exp101tat1onfof man-by man. Social justice will
prevail, thus argued the earher day : soc1ahsts '

Various groups of soc1a11sts like the Fablan Socialists
in UK., and social democratic partiés in European countries
actively propagated the idea of socialism, wh1ch held a
great appeal to all rlght-mmded .persons.., :

' Fifty years ago one who did not plead for natlonallsa-
tion was not -considered- a socialist in Europe. "However,

today, one who pleads for. natlonahsatlon is not considered:
to be a soc1ahst' L

. " I AT

ot vlTheA freason for thlS change is that they had in_the
meantime eome to power, and, expenmented with* ‘nationali-
sation and found it did not work in public interest. On the
contrary, many a tinie it worked against pubhc interest. They

found othef suitable. a]ternatlves . S

. There - ‘were , some 1mportant reasons why natlonahsa--
,tlon falled to satlsfy the socialists. L
Flrst it was - found that as soon as an mdustry was
natlonahsed there was a fall.in efficiency and productivity.
Everybody s’ businéss “becams nobody’s “busidess.  State as
an owner is an lmpersonal entity, and the personal super-
vision and interest of privite owneérs was found missing.
Even communist Governments which go- in for wholesale
nationalisation . ‘have found it necessary .to allow private
cnterpnse in some, form or othér in order to provide goods
and services requlred by.the people. There is the wellknown
. statement of the ‘Chinese Vice-Premier Deng, .“What does
.it matter whether thc cat is black or ‘white §0 . long as it
catches mice?”, -+ .. L . . e

]

The - second ' reason’ . was the oppressxon of workers
whlch résulted from natlonahsatlon “Whether owned by
prlvate mdlvxduals * Companiés with - - shateholders, « ¢o¢
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operatives- or- government ‘techinical --and 'managerial prob:
. lemis “of “industries ‘are: the-'same, - With- nationalisation,:;the -
fen"in-chatgé-charigéd” from private persons. to.government
servants. These Bureaucrats -had- no-personal. stake:in:ithese
enterpnses as their jobs were secure urespectrve of perfor-
mance; ‘They ‘started- explortlng workers and were mdrﬁe-
rent to trade umons . Gaa LTy

“Under” prrvate ownershrp, unions’ could-not onlyX fight
managements but’ ultlmately ‘go tothe Governmierit. for.in:
tervention - in‘ their “favour.- In nationalised 'industries, -the
- Government has a vested*interest in management and was not
always sympathetic - to ‘workers- and- “their - umions: - The
uniions found'thatin the-last-stages .of their fight ‘in any
industrial dispute-they were really facing the police and
the army and not the managements-of ‘the ‘nationalised:
enterpnses _ o

Several years ago, 'the present Industry "Minister, Mr!
George Fernandes, -was leader of a transport workers>.union
in’ Bombay. -.During an agitation he publicly - complained
that the Generhl Manager ‘of-a nationalised- unit! had" plamly
told ‘him-that he did not care for the union, because as'a
bureaucrat he got his salary’ end of the month ‘and it -did
not matter to him what the union did. This is the typical
approach of - Government employees- put in’ charge of
nationalised industries., It undermined trade. umons and'
workers rlghts in democracy . R

It.is not surprising that TISCO workers union 4has
opposed the . proposal for nationalisation of that. company.
‘Many trade union leaders in India have started: realising that,
workers™ salaries and interests are better . served... under
competmve prrvate enterprise. than in nationalised industries.,

) 4 2N, . -

Another -group  which sutfered under naironahsatron‘
was ‘consumers. Industries exist to produce goods and ‘ser
: vrces requrred by the publrc as consumers

Natronahsed industries, especrally if they are monopo-'
lxeg did'inot. bother .about .consumerts. ...On .the ‘other- hand;.
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they started:, explomng ; consumers.;, Complaints... agamst
monopoly,,‘.and Jisemizmonopoly:. natxonahsed enterpnses Jike
LIC;  banks, . JAC,. state t:ansport State« -’I‘x:agmg Corpora-
tlon sillustrate : this <in | our country T

- J’ :‘) IR 51‘...‘, PSS P —
i rConsumcr 4t mterest ]
producers not by nationalisation. ’

PR S S

.....

xllusory Parhament docs not have tlme or,expertlse or any,
effective continuous mechanism to. regulate these enterprlses
in public interest. Parhamentary commxttees in, Our, country
and elsewhere have pointed’ out how “bureauctats. Wwho rub
nationalised industries. . manage to evade parhamentary»
scrutiny,’ and control. , R S S S

t.. "

Democratlc socmhsts in the west, as also socnahsls like

pnvate entei‘prlse did not lead to souahsm but away from
it.. Former { British Labour. Leader -Hugh, Gaiteskell, , party
theoreticians ; like C.A.R. ‘Crossland’ ‘and. R.H.S. Crossman
openly frepudlated natxonahsatlon i

! LD R 2 :
‘o Democratxc ~souahsts modernx Jargon is an economy
which."is Tegulated by the State -in public_interest, Share'_
holding by Governmental financial institutions in " private
enterprises, and competitive Public Sector (i.e. one or more
public -sector - enterprises. offering -competition to, private
units)-ate some alternativesideas:of modern socialists, They
do hot.want:to. block. public funds. by nationalising existing.
mdustnes and be saddled with:vast administrative tasks. It
is commonsense: . that: such..scarce. resources ;$hould. be puit.
to better,” alternative uses and ‘governmental administrative
skills ;and ¢énergies,..which, are limited, ;should be used for
more ; fundamental, and; bas1c tasks.. ;In our’ country parti-,
cularly, these basic: tasks suchnas drmkmg water. supply,
village roads and post offices; pnmary education and” health
facilities; :job-creatifig . :afforestationy;and : guaranteed: - em-

ployment:: ischemes.. thaverbeen:: grosslywﬂeglectcd becaus’e the
4



Government has been pre-occupied with natlonahsatmn of
industries and other issues.

It is, therefore, high time that proposals for nationali-
sation are given a holiday and more basic and urgent tasks
are immediately attended-to. The -progress of the country
depends on a- partrership between people and -Government,
each attending to its own functions, and not by nationali-
. sation. (—M. R. Pai)



n_y_‘,‘

' Prof. Gangadhar Gadgil : Ve

Nationalisation has been a dead issue so far as the
socialists in Europe are concerned, The British Labour Party
no longer thinks in terms of nationalisation either for pro-
jecting a radical image or for achieving socialist ob]ectlves
The same is true of socialist. or socidl democratic parties in
other' European countries. Even the communist parties in
Western Europe are no longer ardent and enthusiastic ad-
vocates of nationalisation. Surprisingly, the Chinese
communists too are offering a little more scope to private
enterprise.

In India too nationalisation has: ceased to be a battle
cry of radicals, except of course the communists. Popular
enthusiasm for nationalisation has also cooled off. There
are varous reasons for this waning of interest, The politi-
cians find that the public sector, which is already large and
in control of key areas of the economy, gives them enough
economic control and opportunities for patronage. In fact,
they find that a public sector enterprise burdens them with
a lot of difficult’ and unpleasant problems without pre-
senting them with corresponding opportunities for economic
achievement and political image building. The parties in
opposition during Mrs. Indira’ Gandhi’s long tenure of .
office also-made the alarming discovery that a large public -
sector along w1th economic controls put enormous -power
and patronage in the hands of the ruling party. Such a .
concentration of economic power facilitates the climb to
absolute power of a potential dictator, Thus a large pubhc-
sector could jeopardize: theu‘ very existence. .- On the other
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hand; pohtxcnans Kave ‘found it conveniefit and “useful ‘to
have a private sectof, Tt can be blamied for things thiat go
wrong. It can be easily frightened inté6 compliance’ with
their wishes, and it can when necessary achleve some use-
ful economlc resu]ts ' v

The Indlan peop]e also have\dlscovered -over the years
that the ‘public sector is not really the angel who would usher
in an era of economic equality-and plenty. Induistrial labour
has discovered that public sector enterprises are not neces-
sarily better paymasters or employers, than. those in -the
private sector. -They have- also found that-a dispute in a
public: sector enterprise could turn-into a cornfrontation
with the Government. When such .a confrontatlon occurs.
labour: generally loses the battle,

The consumers have found that pubhc sector enter
prises -do not -solve -the: problem of nagging. scarcities of
essential - -commodities. and- services. - The.. scarcities . have
persisted over the years. Public. sector enterprises are. also
monopolies and like other monopoliés they treat the con-
sumer with scant respect or consideration. The quality .of
goods and services they supply is often poor and to deal
with  these enterprises can be often as exasperating and
frustrating an experience as that of dealing - with the
bureaucracy. Nor are those who run these enterprises - above
corruptlon and malpractlces

This general disenchantment w1th the public sector and
nationalisation is reflected in “the election manifesto as well'
as the statement on economic policy of the Janata Party.
The ‘Economic ' Charter’ incorporated ' in- the " Election
Manifésto. makes no mention either of nationalisationi or
the expansion of the public sector. It certainly calls for
deletion” of property  as- a - fundamental right. - But -this :is
advocated mamly in" order to remove hurdlés in ~ imple-
mentation of land legislation and redistribution ~ of .- land.
The “emphasis in the manifesto is on Gandhian values and
on, development of small industries as well as agriculture
in - accordance with those values. The only expansion: of
public sector envisaged is in the development of a public
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distribution -system. :One - notices . the -same -approach in the
Statement- on :Economic Pohcy Th1s can, be seen. £rom the -
followmg quotatlon TR ‘i-»-"‘ ( S

3
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“In such an 1ntegrated economy, pubhc sector prlvate
corporate sector, small scale sector, cooperative industries,
cottdgé ' industries and . self-employment will all have a
meaningful” place. The pubhc sector has to use its dominant
position -to setve the péople;: promiote “agriculture, cottage
- - industries and small scale industries, -accelerate development
and ‘set"the ‘tone to the national: ecotiomy: In ‘ofder to do
this; the public sector ‘will have. to improve greatly. the
efficiericy of public enterprises -arid their managerial - cap;
abilities.’ The' Janata Party’s conicept. of a socialist economy
would require the variois 'sectors to work .within. the
framework of national pnormes :

Thus, the statement makes it clear that the pnvate
sector has a ‘place in the Janata Party’s concept of a socia-
list economy. Further, it calls nét for an expansion of the
pubhc sector but for its more éfficient operation and use of
Cits dommant posmon to serve the peop]e o :

Even. .th - section. -on. ‘Dispersion . of propcrty and
-curbing of, concentratlon of Economiic Power” do¢s not ‘call
for nationalisation of big business houses. It only calls
for curbs on expansion of these houses and the break-up
of .the -inter connections of. business groups Th_lg can be
seen from-the followmg excerpts .

Y AT e ’

" “The Janata Party is of the v1ew that the Govemmem
may allow_these industrial groups to expand - only in tHose
areas' where ‘such expansion is clearly. in national interest
and: in -accord- with - national priorities............In order to-
break- the monopolist stranglehold of. a: group of compames
over' the market in the goods they;produce,- these ; inter-
connections .of groups will-have to-be broken.,In ,thls ‘view,
the "Committee is glad to note. that the . Govemment has

already undcr exammatlon the - strengthemng of quopohes '
'Commlssnon T . .

.
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Even after the Janata Party formed the Government at
the Centre the thrust of 1ndustnal policy was in the' difec-:
tion. “of removal or relaxation of unnecessary controls,v '
dilution of foreign equity "holdings of FERA ‘comipanies,’
stricter. /control over MRTP: companies dnd encouragement
of §mall and village mdustnes BEEE

As tegards the publlc sector enterprlses, they were
expected to improve their performance and generate- re-
sources for further economic deve]opment They: weré
called upon to justify themselves in competition ‘with - ifi-
ported goods “as well as goods’ produced by ‘thé private
sector. For this purpose, the import of capital goods, some
of which were already being produced ‘by public 4nd pnvate
sector- ehterprises, was liberalized. Secondly, the ten per
cent price preference  that was given to the products of
public sector in the purchase made by the 'Government
was withdrawn. The Gandhian concept of Trusteeshxp~
rather than nationalisation found favoyr’ w1th ‘the top
leadershlp of the Janata Party .

Mr George: Fernandes, the Industnes Mxmster, ‘was
following this broad policy framework, when heé. inveighed
against . the big bus)mcss houses and the system of family
management. After -all, the Janata Party was in favour of
the break up of interconnections within business groups and
was also committed to a participative style of. democracy
At the same time, it must be conceded, .that he, was’ some-
what out of steps with the thinking .and’ pnorltles of the
Janata Party. He could not persuade the Janata Party to
accept immediately and in toto his views' regardlng fam11y
management and blg business houses. ,

Mr. Fernandes has subsequently come out w1th a
proposal for nationalisation of certain key industrial enter-
prises in"the iron and steel, ~ automobile and alumihium
industries. ' This proposal was put forward: mmally at a
meeting of the Janata Party National Executive. - He has
subsequently expressed ‘these  views 'in various  public
forums. " A



A ]

1 +He-has put. the followmg arguments in support: of his
proposal These . enterprlses 1.a1e: very . large in, sizé apd.
constitute the ey - sector of :the. economy (] desrrable}
that-the- key sectors; or: commanding herghts in.the economy
should be -in- the -public .sector. . Secondly, these . enterprlses
are controlled by big business’ houses Thelr nationalisation

“would, therefofe, reduce the power of the big business
houses.. which. is an objective to- which. .the Janata Party is
commltted Thirdly, these . industries. and. partlcularly the
units. in. automoblle industry have not. modernised.. “This is
the; respon51b111ty of enhghtened managements’ which work’
in.public .interest. As this. responsrblhty has not. béen’ dis-
charged, the big business. houses, have,. really forfeited the
rlght to ymanage these- enterprlses “ Fourthly, . these. enter-
prises real]y depend on funds prov1dcd to, them ‘by. publlc
financial institutions,.. Thus, they ;depend Jon_public fimds.
There is. no, reason why industries- financed by ‘public funds -
ashould be junder . private control.. ~,F1fthly, large industries
ate. expected to .serve certain pubhc -plirposés  such as in-
dustrial dévelopment of backward areas,: encouragement of
the growth of ancillaries and related small industries, in-
novation .in. the fields. of technology and management, rural
development ‘increase " in employment and* welfare of em-.
ployees.. These, putposes 'are .not} accordmg “to, Mr.
Fertiandes, being adequately served by?t‘he industries in_the
prlvate sector. Fmally, the Government is compelled to‘take

" over mwpubllc interest and in the interest of workers, the

sick enterprises.in the prlvate sector. _Thus, the Government
is..called ,upon_to,bear the’ losses arlsmg from meﬂicrency
and mlsmanagement i the prlvate sector ‘But it"is con-
sxdered improper, for. 1t to- take. over the' proﬁt maklng units
in “the' private” sector.’ This, is”an uiifair arrangement.” Tt
would be quite in order’for ‘the ' Government to take over
the profit-making units in the private sector to oﬂ'set the
losses 1t has to’ bear due to takeover- of sick’ umts =

Eions R 1 3 5L " ) - 4":'.“:..' !
. It is .surpnsmg’, :that respons1ble m]msters of -the
GoVemment of India ‘should :advance:such flimsy arguments
in support of a-basic ‘change’in:the policy. of . the Govern-
ment: of .India: One :woilld expect from him more - weighty
arguménts particularly because his proposal involves:.a
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departure from.-the programmes and - policies ‘ outlined.. in:
the election manifesto-of the ruling party. However, as - the:
arguments’ havc been put forth they need to be exammed

-~ Let us’ concede for a moment that the key sectots of
the economy - should be -under public control. .. Even. when;
this point is conceded, it, cannot be argued that the sector
in whlch these enterprises operate is not  under - public
control. ~ Thus, the Tata, Iron & Steel Co..produces legs.
than 25 per cent' of the.output of steel coming fiom the
big plants. The rest of.the big steel plants are in the public:
sector. ~ Similarly, the pubhc ‘sector 'produces ‘a significant.
part of the country’s aluminium output. Any further ex-
pansion in aluminium production would be at: least mainly
in the public sector. As regards automobiles, the public:
sector does not produce any commercial vehicles and passen-
ger cars. But, trucks, required by armed forces dre being
produced in the public sector ‘Further, various State Govern-
ments are participating in the 'manufacture ‘of ~scooters:
through joint sector units. In any case, there is nothing"to:
prevent:the "Government - fromr ‘starting-a large automoblle
manufactunng unit-in the . pub]lc sector. :

The pubhc sector .is mot the .only mstrument through
which the Government can exercise effective control over
the_key sectors in the economy. There are numerous other
instruments of control. In the first place, direct control can
be exercised through the system of licensing as well as.
production and distribution controls where they exist.
Licensing has been used to direct the flow of .investment
in “particular industries and areas. It has also been used tor
prevent ‘expansion of big business houses and to cncourage
small industries.” Production and distribution of various
commodities such as sugar, -cloth, ¢ement, etc. have beem
controlled from time to time by Government in public
interest. Regulation of 1mports and ‘exports and allocations
of foreign exchange resources have been effectively used to
bring' down ‘prices of edible “oils, meat,. vegetables etc.
the last-two years. Export obligations for securing’ releases

« of foreign exchange had been used to promote exports
Taxes as well as ‘fiscal -incentives have been ‘used to en-
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courage or: dlsccmrage ‘production  and investment’ in: various
channels, The . investment? allowancc ‘has ¢ encouraged’
investment in those industries, where 'it.is admissible..Con-
cessions in Or exemptions from excise, duties have been
used' to stimulate production in geieral and also to give.
preéfetential treatment to small -and “cottage industries,’ On’
the othcr Hand, ‘excise . dutles have. eﬂectlvcly dlscouraged
production of what are, cons1dered lnxury, articles. A num--
ber of fiscal mcentwes haveé' been ‘given to: encourage: the,
tocation of industries in. backward areas. The Government
also exercises control, over rates- of interest and . allocathn
of credit by. banks and financial . institutions, Thus, -indus-
tries located in’ backward areas as well as small industries
are ngen credit ‘at concessional Tates of interest. Preference
15 given to small industries and other priority industries .in
‘allocatlon of funds of financial institutions. On the other
hand, big- business-houses" enjoy a low priority in the- allo- -
cation of such funds. The financial -institations; which -are
under Government control,” aré- in 'a- position- to; eXercise
considerable - influence * over ., the activities ‘of ‘companies,”
which borrow funds from. them. - The conversion clase in-
the loan agreements, .gives them the option’ of converting
20 per cent of their loans 1nto eqmty “This clause’ has glven
the ' ﬁnanCJal , institutions- a great deal" “of control over a
number of compames in ‘the prlvate sector. Government is -
the biggest buyer and seller of: commodities and’ services
in’ the country. Its po]1c1es in ‘these .areas can’ cons1derably
mﬂuence the operatlons of  the pnvate sector. The company
faw, with iits numerous regulatlons and, restrictions, is an-
other. powerful instrument’ in the hands- of the. Government
The. MRTP Act .gives the Govemment the powcr to -con-
trol growfh of. large - busmess houses and ,use of resmctlve
trade - practices. FERA takes care of companies ::under
foreign control. Labour leglslatxon -enables the. Government
to control terms. and conditions of employment.- Finally, ‘the
Government -enjoys, such large dlscretlonary powers:: under
the -various  regulatory acts;. that it in effect enjoys-a: tre-
mendous ~power -te,: persuade, cajole or.- coerce; enterprises .
innthe: private- sector:t0 do;whatiit desires: :. < Noopd
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: ‘These powers do- not exist merely on paper. They have
been effectively used by the Government to attain various
objectives. Mr Fernandes has himself used these.powers to
encourage investment, by big business houses in .the cement
industry and also the development of mini cement plants.
‘He is using them to encourage modernisation of the -auto-
mobile: industry. Incidentally, -the same powers have been
used so far to hamper its growth. Public financial institu-
tions. hold a large percemage of shares of the Tata Iron &
Steel Co. and are within inches of acquiring"a majority of
the shares of the company. In any case, the Government
has a large representation on the Board of Directors of
that' company and its operations are largely controlled by
it. ~Industries . have prospered or have been ruined as a
result of changes in Government policy. -

. One can, therefore, sce that the nationalisation.of.the
enterprises is not necessary for giving Government effective
control over their operations. They can be directed or per-
suaded to follow any policies which the Government would
like them-to-adept: in -the public interest. In fact, it can. be
argued that -public sector enterprises can and do violate or
ignore Government directives more frequently than. is done
by private sector enterprises. The nationalised banks - are
less afraid to violate Reserve Bank directives -than they
used to be when they were in private hands.

Thi$* description of enormous powers en;oyed by the
Government over the private sector indicates the hollowness
of the argument that considerable- economic power is con-
" centrated In the hands of large business houses. If they had
such power, they would have prevented the nationalisation
of banks and insurance companies, which are the major
sources of industrial finance. They would not have allowed
the' textile industry to be brought on the verge of ruin by
a misconceived controlled cloth scheme. They would - not
have allowed political parties committed to socialist policies
to enjoy power. in the country. They would also not have
tolerated confiscatory rates of taxation of personal income
and ‘wealth. If the political history. of India since Indepen-
dence proves anythmg, it is that the big capitalists have

13



‘been "utterly meﬁectrw in 'influencing pubhc policy”or in
‘preventifig political parties--hostile' to them from- holding
power.- By and large, they have! been at the mercy -of poli-
ticians and ‘have had:to. kowtow to them to obtain a few
measly concessions, M. -Fernandes as a trade union leader
had-far greater political clout than the Tatas or Birlas ever
had. The concessions they might have .obtained :were fav-
ours -bestowed on them -by politicians., -They ~could " not
prevent Mrs, ‘Indira’ Gandhi 'from acquiring - dictatorial po-
wers and if we assume that -they were her supporters. they
could not help her to remam in power. -
v Nonetheless, , the Janata Party is commltted 0 curb
ing .the power of big busiress houses. But, it aims-to do
so by breaking up thejinterconnections that ;hold. large
business groups together It wants that no producer should
have a strangleholdfover the~market. - But its-¢lection lite-
rature © does ot anywhere indicate that” it looks upon
‘nationalisation as a ‘means of -achieving thesé: results.  The
MRTP Act, = Licensing Policy, lending pohcres ‘of . public
financial institutions and: workers™ participation "in"manage-
ment -are the instruments it ‘has in view for this purpose.: In
fact} the emphas1s of the-Janata Party is on decentralisation
of economic ‘and ‘political power.” It is in favour of ‘deve-
lopment 'of small and -cottage industries,” more effective
implementation’ of ‘land 'reforms’ and ‘consequent <transfer of
land to, small farmers and landless workers. It )vants to
transfer - more financial resources 'to ‘the States:~ A proposal
to concentrate economic power in ‘the hands” of the Union
Government through nationalisation is not consistént with -
this broad approach , Gandhiji - 7 by, whose philosophy the
*Janata Party swears, was' Hot in-favour of nationalisation’
He advocated mstead the concept of trusteeshrp '

If Mr. Femandes really wants to abide by the electron
promlses of the' Janata Party, he should wélcome the Sachar
Comiinittee” propcsal ‘16 ‘miake thé”~ MRTP "Act"-applicable
also’ to pubhc ‘'sector ‘entérprises. © He'*has,” howevet, not
’pubhcly welcomed' .or ‘endorsed the* proposal. *It' seems_ he
18 0pposed only to ‘monopolies in the pnvate sec or and not
to"those in publlc sector. - f"i" v : T
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Another ground on which Mr. Fernandes favours
nationalisation of the three industries, is that they have not
modernised’ or contributed to technological progress. -He is
particularly. critical of the automobile industry on this score.
So far .as the- iron and steel industry is concerned,
Mr. J. R. D. Tata has very effectively replied to this criti-,
cism. He pointed out that apart from a number of techno-
logical achievements dating as far back as the.First World
War, the Tata Iron and Steel Co. had recently deye]oped
a new and totally indigenous process for commercial pro-
duction of sponge iron, using non-coking coal as direct
reducing agent. The Orissa State Government had expressed -
a ‘desire" to ‘exploit the process.jointly with the company.
The Government of India, however, had not approved. the
proposal, On the other hand, it is reported to be under-
takmg a similar project in collaboratron with a forelgn ﬁrm ,

As regards the automobrle industry, Mr Fernandes‘
has ignored the technologlcal effort on the part of the in-
dustry which has resulted in almost ‘100. per cent mdlge-
nisation. He has also ignored that Indian trucks are now'
being sold in foreign markets in competition with trucks
produced by world’s largest and most efficient automobile
manufacturers. While ignoring these achievements, he has
most unrealistically criticised the industty for not develop-
ing . more efficient engines and improved models of cars..
Research and innovation of the kind :Mr: Fernandes has in:
mind requires expenditure running into crores of ‘Rupees.-
The "automobile units would be able to. afford such expen- -
diture only if their turnover and profits are several times
larger than.what.they have been all along to keep automo-.
bile sales down through heavy taxation of automobile-
spare parts, petrol and oil. Incidentally, a recent report of.
the National Council of Applied Economic Research has’
pointed out how heavy taxation has hampered the develop-
ment of automobile industry and road transport. How then
cah Mr. Fernandes expect the industry tc spend crores on
research and development? E

. Incldentally, the . record of pubhc sector units in the'
~ area. of :research and. development has:not. been. any brighter..
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The: -defétice mdustnes depend heavily:-on. the: import of
techriology. So do-units-like. BHEL, Hindustan Anti-Biotics;
the fertiliser: factories’ and ‘host ‘of other. units.. One would..
not- like to- blame-them for-this. .-Such dependence- is ‘in-
evitable at the present stage: of industrial development
which the country has reached..It would be.silly to duplicate
at--considerable .- cost research already carried out .abroad,
instead of- buying it at a relatively much lower cost.: This
is .true -as. much for the: prlvate sector as it is for the
publlc sector.. : .

Pcrhaps, " the most untenable arguniéﬁt advanécd by

Mr. Fernandes in favour of nationalisation is that the private

sector depends -on public sector funds, If they are developed
with public funds, they ought to belong to the public.-Even
assuming that the funds. are really public,sector funds as -
claimed by Mr. Fernandes, that does not justify nationa-
lisation. The funds are"not given gratis or as a gift. They .
are borrowed on commercxal terms. Private sector industries
pdy interest-on thém ‘and’rétirns the prmc1pa1 over. 4 period

.of time, Thus, the public sector gets what it is eéntitled to..

A lender cannot claim ownership of assets against which' he
Icnds, where his mterest and prmCIpal -are -paid.

Secondly, ‘the, funds with the public- sector banks are‘?
not public sector funds. ‘They belong to the people and
firms which maintain. dep051ts with them, Even the funds -
with public financial institutions are mostly funds borrowed
by.:the. Government from .the public or from abroad. The
pubhc sector institutions only act as intermediaries. They
happen to be the:only or principal intermediaries because
of ‘Government policy, as a result, of which .the Government
has created for itself a virtual monopoly of lendable. funds. -
If:this is a ground for. nationalisation, hardly any company
would remain_in \the pnvatc scctor

b f . B b
, It is unreasonable to argue that private sector comph—,
nies should depend exclusively on-their internal, resources,
or on equity capital raised from the pubhc They cannot
accumulaté sufficiently!!large internal - resources ‘because of
highrate of corporate:taxation.as well ‘as high ‘indirect. taxes: .
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on their Aproddcts, They cannot raise adequate funds in the

- equity market because their return on equity is unrcasonably

low in relation to the current rates of interest. The lQW‘
refurn. on. equity :as well as high rates of interest are. both

consequences of Government.policy. . . . &, >

Large industries, according to. Mr. Fernandes, are
expected .to serve various public purposes -such as industrial
development of backward areas, encouragement of -deves
lopment - of ancillaries,  research and development, rural
development, welfare of employees and growth of employ-
mernt. These he claims, are not being properly served by
the big: industries. This statement is not, in the first ;place,
quite correct. An increasing percentage of private sector
units are -being located in backward areas. The percentage
of bought out items in relation-to total production of big
engineering units has steadily increased over the years. Most
of the big industries have actively encouraged the deve-
lopment of a number of ancillaries. Many of the big
industries have fairly good record of research and devélop-.
ment." A number of the big business houses like Mafatlal,
Tatas and A.C.C. have done pioneering work in rural

‘development . even when there was no tax incentive for

such work. Except perhaps in the case of housing, perfor-
mance of private sector in respect of wages, perks. and
welfare expenditure is comparable to if ‘not better than.
that of the public sector. The private sector does not
employ workers in excess of its requirements as some of
the public sector units appear to do. But otherwise the
big units in both public and private séctor are capital -
tensive. To a Jarge extent, this is technologically unavoid-
able. The conditions under which Indian industries operate
are-also responsible for the bias in favour of capital intensive

techniques  of production. -

Mr.. Fernandes contends that when private sector units
turn ‘sick, the -Government is compelled to take -them over
in the interest .of the workers and the public it general. If’
the Goyernment is to take responsibility,. he argues, for thé -
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Woss "making units-in: theTprivate- sector it .should "be ‘also
«entitled to-take ‘over profit:making units. -This. presupposes *
that -the -Government  policy-of taking -over. sick private

. .gector-units-is-sound and: is"advocated :by :the priYatc» ‘sector:

Both these presuppositions-are-not-Comect. - .-~ =i, .

w2 Sick ufits in thé pfivate sector should not-be baled out
by’ thé Government. They-should be allowed to -go-into
Jdiquidation’ or to bebought over by the entrepreneurs - who’
believe that, they can: salvage- them- and earn profits. - The
Josses should be borne by-thoge. responsible. for..them: or~by
those who have unwisely lent;funds,to the sick units, . It.is
-grossly unfair. that the taxpayers, i.e., the people,;should :be
.called upon to bear these losses: But this is precisely what
is done by the Government,when it takes over .the -sick
units. ,Incidentally, the real.capital assets of the sick. units
«do ‘ot disappear ‘when they go into liquidation. If they are:

A

_produgtive, they are. purchased by those who believe that

‘they can 'bé’ used profitably. Their value is reduced,. which
i$ "in public interest. . Those ' who buy the assets_have-to
-mploy labour in order to put them' to productive use..The
Jabour may not be employed on'the same terms’ as before.
But this is inherént in the logic of the situation. = .~

_The workets’ legitimate' interests ought to bd protected.
But the .proper way ' to do this is to have -an. employment
-security scheme, which would ‘éntitle unemployed . workers
‘to:a ‘certain - minimum monthly: income during periods..of,
sunemploymeént. To run- loss making units in order to. ensufe
.continued ‘employment-to workers is ‘an unwarranted " social
waste:. This would-amount’ to’ création of -a new rentier class.
«of "organised .workers." Resources -which could otherwise be
used for. increasing ‘production: and employment would be
used fo ‘sustain.this. rentier. class. Such a policy would "also’
create a sense of irresponsibility among the .workers.  They
“would be assured of their wages irrespective of whether the
work . they. .do is productivé and- profitable ‘Of otherwise.
“They, ;therefore; would not-feel any “sense of Ttesponsibility
for_the- commercial. success .or viability -of the -enterprisé for

“which they, work.-This: is not.the ‘way to6 make' thé*Workers
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respons1b1e partners in enterprlse as the Janata Party would
like to'do.” - . -

‘Behind all these arguments of Mr. Fernandes is a
presumption that the private sector is not a part of .national
economy. It is considered to be beyond thé pale of public
control, and its existence: is-.considered to be contiary to
public interest. This is far from true and this. is certainly
not the view of the Janata Party as can be seen from the
following extracts from its statements on economic policy:

“In short, the Janata Party would work for the irte-
grated and planned development of the national economy
et In such integrated economy public sector,
prlvate corporate sector, small scale sector, co-opérative
industries, cottage industries and self-émployed people will
all have a meaningful place.” ,

In other words, Janata Party is comm1tted to the
creation of a pluralist national economy in which various
sectors, including the prlvate corporate sector, have a legi-
timate place It considers it to be in public intetest that the
prlvate sector should exist. It does not consider it desirable
that ' the economy should consist of only one sector of
nationalised industries. It expects the private sector as well
as the public sector to work within . the framework of
national priorities.

Mr. Fernandes might argue that he is not against the
private sector but only the big business houses in the private
sector. But to nationalise big business houses and.concén-
trate further economic power in the hands of-the enormous
public sector would be a remedy worse than the disease:
His party is aware of this and favours use of MRTP Act, the
Industries Development and Regulation- Aét and the
Companies Act, for curbing the power . of big business
houses. In fact, it is not averse even to the expansion of
big busmess groups. The Statement on economic policy
states “the Janata Party is of the view that the Government
may. allow these industrial groups to _expand only in those
areas where such expansion clearly is in natlonal interest
and in accordance with national prioritiés.”
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1. As-noted earlier the, Government’ has such, enormous
regulatory powers that it can easily make the private sector,
including the big business houses, operate within the frame-
work of national priorities. In fact, in the interest of creating
a, geniinely pluralist!economy, it ‘is necessary to: reduce
thése régulatory powers and- also to put-curbs on' the public
sector, which controls-40 per centvof -the industrial pro-
duction and which enjoys- considerable monopoly. power.
The!Janata Party has already moved in.this direction by
eliminating ‘a number of controls, relaxing other controls,
decanalising the imports of certain commodities and also
withdrawing the 10 per cént.price preference to public!sector
efiterprises. The Sachar' Committee: has" recommended ‘that
the MRTP "Act. should also'-bé made applicable-to public
- enterprises. © Further, - the Prime Minister ‘and the Finance
Minister have strongly admonished the executives of the
public sector enterprises for thepoor pérformance “of .that
sector: * . . o . , o .

It. would, therefore, be logical for Mr...Fernardes “to
make efforts to improve .the performance of the public
sector enterprises and to put curbs.on the concentration of
enormous economic power in their hands. However, .instead
of doing .this, he is. expressing extreme annoyance ‘with the
criticism of. the public sector -and advocating its = further
expansion, through nationalisation and also through: its
participation in the production of consumer goods. In fact,
he'went so far as to reassure the exe¢utives of public séctor
enterprises after.they. had .been-admonished 'by the Prime
Minister. He is reported to "have observed that the execu-
tives of.public sector enterprises. need -not. feel . apologetic of
their performance. He .called upon them; it is-reported, to
vigorously - defend - the -public sector. and..strive for its
expansion. ‘He asseitéd that the-concept. of mixed :economy
was the ‘bane of the public'sector» - * . = e
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“People must come to accept private
enierprise not as a necessary evil, but as

an affirmative good”.

—Eugene Black
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Have you joined
the Forum?

The Forum of Free Enterprise is a non-political and
non-partisan organisation, started in 1956, to educate public
opinion in India on free enterprise and its close relationship
with the democratic way of life. The Forum seeks to
stimulate public thinking on vital economic problems of the
day through booklets and leaflets, meetings, essay
competitions, and other means as befit a democratic society.

Membership is open to all who agree with the Manifesto
of the Forum. Annual membership fee is Rs. 15/- (entrance
fee, Rs. 10/-) and Associate Membership fee, Rs. 7/- only
(entrance fee, Rs. §5/-). Graduate course students can get
our booklets and leaflets by becoming Student Associates on
payment of Rs. 3/- only. (No entrance fee).

Write for further particulars (state whether Membership
or Student Associateship) to the Secretary, Forum of Free
Enterprise, 235, Dr. Dadabhai Naoroji Road, Post Box

No. 48-A, Bombay-400 001.
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