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FOREWORD 

BANGALORE EDUCATION TRUST was establi- 
shed a s  a Chari table Trust  inMay 1968. The founders 
were  L a t e  Sri K. H. Sreenivasan, L a t e  Sri V. T.Sree- 
nivasan and Sri B. V. Narayana Reddy. The object  of 
t h e  Trust  is t h e  advancement  of Education and 
learning in all its branches, i.e., political, economic,  
social and cultural  aspects  among t h e  public. 

Freedom and Democracy a r e  essential  for  growth 
and development of t h e  natlon. Rajaji 's  far-sighted 
economic policies and ideologies based on f reedom 
a r e  t h e  way for  quick economic prospe' r i ty and social 
stability. I t  would s t rengthen f r e e  society. 

On t h e  other  hand, socialism based on "command 
economy" worked havoc. There  a r e  more  people to- 
day below t h e  poverty line in India than ever  before. 
The gains of t h e  economy have been cornered by t h e  
corrupt  politicians, bureaucracy and sycophant 
businessmen. The stabil i ty of t h e  society is in danger. 

The present  Board of Trustees therefore  consi- 
dered it appropriate t i m e  t o  refresh t h e  memory of 
t h e  public about Rajaji 's economic ideologies s o  t h a t  
t h e  education of the  e l e c t o r a t e  may bring about 
necessary changes .in t h e  political, economic and 
social  fields. In consultation with Sri M. R. Pai ,  
Vice-President, Forum of F r e e  Enterprise,  Bombay, 
we inaugursted t h e  f i r s t  Rajaji Memorial Lec tu re  on 
5 thDecember  1983. The subject  chosen by SriM.R.Pai 
"RELEVANCE OF RAJAJI'S ECONOMIC THINKING 
TODAY" was most  appropriate and t h e  audience 
great ly  appreciated t h e  choice of t h e  subject  and t h e  
speaker. W e  a r e  g ra te fu l  t o  Sri M. R. Pa i  t o  
have spared t ime  t o  inaugurate t h e  f i r s t  of t h e  series 
of lec tures  t o  come. 



7th March 1984 

The copies of this lec ture  will be freely distri- 
buted among t h e  University s tudents  all over 
Karnataka and outside for . their  study and t o  
give their  thoughts t o  the  subjects. 

N. K. GANPAlAH 
Chai rman 

Bangalore Education Trust 

The Relevance of Rajaji's 

Economic Thinking Today 

M. .a. Pai 
a 

I a m  gra teful  t o  t h e  Bangalore Education Trust  for  
t h e  honour conferred on m e  in asking m e  t o  deliver t h e  
f i rs t  of the  Rajaji Memorial Lectures  under i t s  auspices. 
This is one of t h e  proudest and most  privileged 
moments in my l ife s o  far .  

In 1957, I had t h e  privilege of meeting Rajaji for  
t h e  f i r s t  time. In t h e  course of t h e  talk,  he told me: 
"Tell business men t o  give up their  f e a r s  and boldly 
speak out their  views on economic policies on wha t  is 
good for  t h e  country." When I mentioned t o  Rajaji t h e  
difficulty of such a task in view of the  f e a r  complex of 
many business men, h e  counselled: "There is nothing 
t o  be afraid of t h e  Government if one is s incere  
in t h e  expression of one 's  views." He gave his own 
example. Early in his life, the re  was an  occasion t o  
cr i t ic ise  some  policy of the  then ~ r ~ t i s h  rulers 
of t h e  country, and al l  advised him against  i t  saying 
t h a t  t h e  powerful government would crush him. Never- 
theless h e  went  ahead,  and found t o  his pleassnt  
surprise t h a t  instead of penalising him in any way, t h e  
Government respected him all t h e  more for  his frank 
expression of views in public interest .  Fur ther ,  i t  wen t  
ou t  of t h e  way whenever he had t o  deal  with t h e  Govern- 
ment  t o  accommodate  his wishes. 

His advice is a s  valid today a s  i t w a s i n  1957. When 
publlc in teres ts  a r e  concerned,  fear less  expression of 
views on t h e  pa r t  of ci t izens is essential; more  so in 
a democracy.  
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I Tributes to Rajaji 
Rajaji  was  one of t h e  g rea tes t  menof  th is  country. 

W e  a r e  too  c lose  t o  history t o  realise his greatness.  

One of his g r e a t  works is "Ramayana" wri t ten  in a 
simple style. In a n  a r t i c l e  wri t ten  in "Hindustan Times" 
on t h e  occasion of Gandhi Jayan t i  on October 2, 1960, 
Rajaji  na r ra tes  t h e  s tory  of R a m a  asking Viswamitra 
a t  t h e  banks of r iver Sone, whether they wereguarded,  
and t h a t  sage  replies: "Let us t a k e  t h e  road which t h e  
g r e a t  sages  have taken." Rajaji  then goes on t o  say t h a t  
t h e  pathway chosen by t h e  g rea t  is t o  be  founddn t h e  
following Upanishadic chan t  f rom which t h e  m o t t o  of 
t h e  Union of India has been taken. 

"The path  t h a t  t h e  Rishis, undisturbed by unreali- 
sed  desires,  t ake ,  t h e  bright  pa th  t h a t  leads t o  t h e  
supreme abode of Reali ty,  t h a t  path  is paved with 
t ru th;  victory is for  Truth  ever,  never for  un-Truth" 
(v?m &I m-0. 

To g e t  a vision of t h a t  Truth, "one must  live a pure 
l ife in thought,  word and action." The outstanding 
impression Rajaji 's l i fe gives i t  t h a t  he himself led 
such a l i f e  of vir tue.A g r e a t  mind,modernin approach, 
y e t  s teeped in ancient  values d e r ~ v e d  f rom classics in 
Tamil ,  Sanskri t  a d  English, h e  led a c lean and vir- 
tuous l ife dedicated t o  public service. His approach t o  
l ife was one of commonsense. He  had very rich 
exper ience  of dealing with men and mat ters .  He  was 
a n  adminis t ra tor  par excellence. Therefore,  his eco- 
nomic thinking, based on keen observation, inspired 
by love of his fellowmen and tempered by knowledge 
of t h e  day-to-day world and t h e  problems of running a 
Government  in t h e  Indian context ,  deserve special  
a t tent ion.  Moreover, i t  has been vindicated by even t s  
over t h e  years. At  a n  a g e  when men would gratefully 
f a d e  in to  re t i rement ,  Rajaji  once  again descended on 
t h e  bat t lef ie ld  of life, in spite of t h e  infirmities of 
age,  t o  f igh t  fo r  public morality and right  economic 
policies for  t h e  country. What he wrote  has for tunate ly  
been preserved in volumes t i t ledl 'Satyam Eva Jayate". 

Some of these  essays, so clear in thinking, wri t ten  in 
lucid and scantillating prose, should be read and re-read 
by s tudents  of public affairs .  I hope the  Bangalore 
Education Trust  can  g e t  permission of t h e  publishers 
t o  publish a small booklet for  benefit of students,  
giving a dozen of such essays on defici t  financing, 
taxation,  controls, inflation and other  prominent eco- 
nomic issues on which Rajaji wrote  s o  c lear ly  and 
s o  prophetically. 

I1 Roots  of Rajaji 's Ecofiomic Thinking-FREEDOM 
Rajaji 's  main concern was with public welfare ,  

part icularly welfare of t h e  poor masses of people. 
Though he was not-  given t o  usual theat r ica ls  of 
many politicians who shed t e a r s  f o r  the  poor, Rajaji 
sincerely s t rove t o  improve their lot. The living condi- 
tions of the  poor can be improved only by increasing 
production, and economic opportunities for  t h e  
masses, he argued. In Rajaji 's  own words, "The well- 
being of t h e  teeming millions can be steadily achieved 
only by production and y e t  more production; and this  
can  be brought about by industry, and this  again only 
by incentive, saving and capital ,  and not by taxation 
and repression." 

Thus logically argued,  Rajaji 's economic thinking 
was based on commonsense and a realist ic view 
of human nature. His thinking was in sharp con t ras t  t o  
t h e  then prevalent  belief of many politicians t h a t  t h e  
way t o  promote  public welfare  was by distributing 
existing wealth. Rajaji knew and argued t h a t  more 
production was t h e  only answer t o  poverty. 

In order t o  promote  g rea te r  production, according 
t o  Rajaji 's  cogent  arguments,  i t  was essential  t o  
have freedom. Hence he was opposed t o  s ta t i sm or 
s t a t e  intervention beyond legi t imate  requirements in 
economic affa i rs  of t h e  country. He  had a fel ici ty t o  
coin telling phrases t o  describe complex situations. The 
all-pervasive s ta t i sm in India's economic l ife was des- 
cribed by Rajaji as"Permit-licence-quota-Raj" a phrase 
which has become p a r t  of economic jargon. 



."' 

"Monopolies ar ise  out  of S t a t e  trading and 
state management ,  not  out  of private industry or 
pr ivate  t r a d e  . .  When t h e  Government takes  over any 
business i t  immediately hands i t  over directly or in- 
directly t o  a se lec ted individual who, thereupon, be- 
comes  a monopolist f r e e  f rom all  competi t ion,  bu t  a 
veri table government authority.. When t h e  Goverment  
does not  in tervene but leaves things t o  pr ivate  hands, 
t h e  production and distribution remain open t o  
competi t ion.  The favourites,  i icencees and agents  of 
government always enjoy a baneful monopoly .... ; 

"The only path  t o  full employment-and this  is the  
t r u e  goal-is  t o  l e t  capi ta l  grow freely.  Enterprise 
must  be  emancipated and not put  in chains. It will 
then absorb potential  labour in increasing measure.  

Rajaji  also rightly foresaw t h e  all-round inefficiency 
and corruption as a result  of stat ism. He  wro te  
t h a t  s t a t i sm"means  inefficiency in production and dis- 
tr ibution,  through an uninterested army of paid S t a t e  
officials  and agents  whose perquisites do not depend 
on, and a r e  not  re la ted  to ,  t h e  quality or quanti ty of 
production. Mompolies a t  al l  points in favour of 
se lec ted  individuals and groups, partisanship and 
corruption in selecting those individuals and groups, an  
endless chain of power and corruption, policing t h a t  
these  ca l l  for  and i t s  concomitant  oppression and 
annoyance of t h e  innocent,  these  a r e  t h e  results  of 
S t a t e  socialism ....... 

"The e n t i r e  ideology of socialism is based on a huge 
fa l lacy,  t h a t  c rea t ive  energy can  be isolated f rom 
personal interest." (April 1, 1961, "5warajyafl) 

What Rajaji wro te  over 20 years ago, when 
many were  inclined t o  wait  and see  results  of t h e  
then new exper iment  in s ta t i sm,  has been proved t r u e  
t o  t h e  l a s t  word. In f a c t ,  many fair-minded persons 

di f fered f rom Rajaji 's  views then h a v t  now realised 
t h e  t ru th  of his ut terances.  

When dealing with Rajaji 's  opposition t o  s t a t e  
controls on economic activit ies,  i t  is necessary t o  dis- 
tinguish between regulations and controls. Rajaji was 
not  opposed t o  regulations. These a r e  required in al l  
societies, i rrespective of the  ideology of the  Govern- 
ment. In some, more, in some, less, but  unavoidable, 
nay, welcome in public interest .  For instance,  regula- 
tion on use of roads and public facil i t ies,  Factory  Act,  
labour legislation of the  right kind t o  prevent  exploi- 
ta t ion of labour, consumer protection laws, measures 
for  protecting environment- these  a r e  a f e w  examples 
of regulations necessary in all countries. Rajaji was 
not  opposed t o  them. He  was against  controls on pro- 
duction, distribution and prices in normal conditions. 
For ins tance ,  during war  t ime  or a famine,  controls a r e  
inevitable. Without procurement,  rationing and pr ice  
controls on food during a famine t h e  prices of food- 
grains would hit  t h e  ceiling, and being beyond t h e  reach 
of t h e  poor they would s t a rve  t o  death.  No state can  
afford  t o  follow such a policy of death  and devastat ion.  
However, during normal t imes  controls have no 
place. They a c t  as  a damper on g rea te r  production. 
Even in a situation of scarcity,  t h e  f inal  answer is 
g rea te r  production which brings down prices. Controls 
will benef i t  a chosen few, a t  t h e  expense of producers 
and t h e  res t  of the  community,  and by making g rea te r  
production non-attractive peg down t h e  level  of 
supplies, thus perpetuating scarcit ies.  Controls on 
production, distribution and prices a r e  thus self-  
defeating.  

In Rajaji 's  words, whose wisdom has been proved 
by economic events  over the  years, "The vanity of 
achieving spectacular  things, t h e  power appe t i t e  of 
officials, and t h e  greed and corruption of par tymen,  
these  th ree  e lements  sustain t h e  unwanted and re t ro-  
g rade  permit-lecence regime in India, while in war- 
devasta ted  lands, in o the r  pa r t s  of t h e  world, the i r  
diligent people rebuil t  prosperity on t h e  basis of f r e e  
economy". 
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111 Rajaji 's opposition to Deficit Fanancing, Inflation 
and  Heavy Taxation 
Rajaji carried on a relentless war against what  he 

clearly saw as  two evils-deficit financing and inflation 
and heavy taxation.  In"~warajya"(2~.9.1960), he approv- 
ingly quoted a booklet on "deficit Financing" by the  
l a t e  Prof. 8. R. Shenoy. Though i t  was an e r a  of 
inflation which began with the  Second Five-Year  Plan 
in 1956, his message found few receptive ea r s  because 
of spurious arguments t h a t  inflation was awor ld  pheno- 
menon, or t h a t  i t  was not only inevitable but  was even 
good for  a developing economy. Only a s  t h e  suffering 
of t h e  f ixed income groups became intense, and t h e  
promised economic, development did not material ise,  
t h e  wisdom of Rajaji 's warnings became apparent  t o  
t h e  general  public. 

Rajaji  rightly pointed out t h a t  inflation defeated 
t h e  very objectives of t h e  government. First ,  i t  impo- 
verished t h e  masses further.  "As a result of inflation, 
income shi f ts  f rom t h e  masses t o  t h e  upper income 
group. The middle classes.are most  hi t  .... Industrialists 
and their  labour force ,  who a r e  able t o  e x t r a c t  a 
share  in receipts,  do no t  suffer  much but t h e  condition 
of t h e  vastly large  number of f a rm hands in worsened." 
(Sept. 24, 1960, "Swarajya"). 

The Permi t i t i cence-Quota  Raj  was an  outcome of 
inflation and defeated t h e  government objective of 
narrowing t h e  gap between t h e  rich and poor. Reason: 
"Inflation must  be  followed by price controls and import  
restrictions. These produce a g r e a t  deal  of economic 
and social disorder and injustice. The controls on s tee l ,  
coal ,  cement ,  rubber, fert i l isers and foodgrains have 
c a s t  a gloom over t h e  l ife of t h e  people. Far  f rom 
equalising incomes, t h e  policy of controls makes t h e  
rich richer." (Sept. 24, 1960,"Swarajya"). 

In this  context ,  i t  is interest ing t o  review how 
def ic i t  financing and inflation t ake  place in.  t h e  
country.  The Five-Year Plans of t h e  Government a r e  
aimed a large-scale and rapid economic development. 

Unfortunately,  we have opted,  f rom Second Plan on- 
wards, for  the  wrong .  type  of planning. Copied f rom 
Soviet Russia, this  s ty le  of comprehensive cen t ra l i se6  
planning aims a t  physical t a rge t s  f a r  beyond the  
real ,  available resources t o  fulf i l  them. The resources, 
viz., d i rec t  and indirect  taxation,  huge public borrowing 
programmes, profi ts  of government enterpr ises-  
when the re  a r e  any-and massive foreign aid (i.e., savings 
of o ther  countries,  m d e  available t o  us), a r e  not 
suff ic ient  t o  m e e t  plan outlays. TheGovernrnent there-  
fore ,  resorts  t o  def ic i t  financing or,  in plain words, 
creat ion of moneys f a r  beyond t h e  requirements of t h e  
economy. Since t h e  plan priori t ies a r e  also distored,  
the re  a r e  shortages of essential  consumer goods and 
foodgrains which people want  t o  buy with all t h a t  
additional purchasing power genera ted by plan expendi- 
ture.  More money chases  relatively less goods and 
services, and hence the  continuous price rise since 1956, 
excep t  for  brief patches  of re la t ive  pr ice  s tabi l i ty-  
towards end of 1968, 1974-75 and notably during 
1977-79, thanks t o  t h e  economic management  skills 
and realist ic approach of t h e  then Union Finance 
Minister, Mr. H. M. Patel .  Rajaji put  his f ingers on t h e  
r ight  spot,  when he w r o t e  ("Swarajya", 24th Sept.  1960), 
wha t  is t rue  even today: "To s top prices f rom rising, 
we must res tore  t h e  balance between the  flow of 
production and t h e  flow of money. Inflation and exce- 
ssive s t a t e  in ter ference  a r e  t h e  two evils of t h e  
Indian economy today. If and only when these  t w o  evils 
a r e  removed, can  we expec t  t o  be  saved f rom rising 
prices." 

It is t r ag ic  t h a t  t h e  warnings of Rajaji,  proved 
by economic events  subsequently, have gone unhegded 
even today. I t  was distressing t o  he re  t h e  Union Finance 
Minister, Mr. Pranab Kumar Mukherjee, saying in Lok 
Sabha on 1s t  December 1983 t h a t  although t h e  pr ice  
si tuation was "serious" i t  was not "alarming". Fur ther ,  
he justified de f i c i t  financing. He and t h e  Government 
a r e  not  y e t  aware  of t h e  serious price si tuation in t h e  
country. The Government seems t o  have lost  control  
over i t s  expenditure. Within nine months of t h e  



f inanc ia l  yea r ,  t h e  Go\ ie rnment  has  c o m e  tw ice  
t o  P a r l i a m e n t  f o r  addit ional  expendi ture  s anc t ion  
to ta l l ing  ove r  Rs. 2,600 crores .  All t h i s  underl ines t h e  
needs  f o r  a bas ic  change  in economic  policies.  

J u s t  a s  Raja j i  saw t h e  mischief of inf lat ion,  and 
ca r r i ed  on a re len t less  campaign  aga ins t  i t ,  h e  was  
equal ly f i r m  aga ins t  excess ive  taxat ion-direct  as well  . 
a s  indirect .  In a lucid analysis  under  t h e  t i t l e  "Who 
un t ima te ly  pays?" (Sept.  16, 1961, "Swarajya"), h e  wrote:  
"People a r e  deluded t o  bel ieve t h a t  a g o v e r n m e n t  which 
' t a x e s  t h e  r ich '  is  favouring t h e  poor and t h e  
middle classes.  A l i t t l e  thinking is  enough t o  disprove 
th i s  f a l s e  not ion g rea t ly  encouraged  by pol i t ical  p a r t i e s  
depending f o r  t he i r  s t r e n g t h  on c l a s s  conflict." Almost  
a l l  t axes ,  d i r e c t  or  ind i rec t ,  u l t ima te ly  land in t h e  l ap  
of t h e  consumers ,  Raja j i  a rgued  wi th  examples.  In o n e  
of his usual te l l ing conclusions, h e  said:"It  is  thus  an  
illusion t o  think t h a t  t a x e s  on t h e  r ich  a r e  t a x e s  on t h e  
r ich  only, and n o t  on t h e  poor. Whether  t h e  donkey 
c a r r i e s  t h e  load on i t s  own back o r  t h e  r ider  c a r r i e s  i t  
on his head ,  u l t ima te ly  t h e  donkey i t  is  t h a t  b e a r s  t h e  
whole burden!" 

T h e  immeasu rab le  d a m a g e  done  t o  t h e  economy 
through excess ive  t axa t ion  is  obvious. The  p r i ce s  of 
s o m e  i t e m s  w e n t  s o  high t h a t  eventua l ly  public 
demand f o r  i t  n a r r o y e d  down. Recen t ly  t h e  Gove rnmen t  
had t o  r e d u c e  t h e  unrea l i s t ic  leve l  of exc i se  du ty  to 
s t i m u l a t e  demand.  As r ega rds  d i r e c t  t axa t ion ,  a f t e r  
expe r imen t ing  wi th  98% income  t a x  (which m e a n t  ove r  
100 p e r  c e n t  t a x e s  when wea l th  t a x  w a s  added t o  it) ,  
w i th  sharp ly  decl ining r e tu rns  and mass ive  evasion such  
con f i s ea to ry  r a t e s  encouraged ,  t h e  Gove rnmen t  
has  had t o  c l imb  down t o  t o l e r ab l e  leve ls  of t h e  
sevent ies .  

Even  today ,  t he .  coun t ry ,  p a r t ~ c u l a r l y  t h e  savers ,  
a r e  ove r t axed .  The  m ~ d d l e  c lasses  bea r  a load beyond 
the l r  capacity. 

Unfo r tuna t e ly ,  t h e  money sh i f ted  through t axa t ion  
t o  t h e  G o v e r n m e n t  does  no t  f ind proper  p roduc t iveuse ,  

12 

I 
j 

nor does  i t  go  f o r  w e l f a r e  s chemes  fo r  t h e  poor 
in a n  economic  manner.  While t h e  Gove rnmen t  demands  
all  t h e  t i m e  m o r e  and m o r e  revenues  f rom t h e  public,  I 

and  t h e  Planning Commission a lways  t a lk s  in t e r m s  of 
"mobilisation of resources",  t h e  r ea l  problem in t h e  
coun t ry  is  " c r ea t ive  ut i l isat ion" of resources  raised,  
par t icu lar ly  f r o m  t h e  poor. It is no exagge ra t ion  t o  say  
t h a t  t h e  Gove rnmen t  spec ia i i ses  in was t ing  public 
funds ,  in t h e  n a m e  of  public  good. A t  l ea s t  t i l l  such 
t i m e  as t h e  Cen t r a l ,  S t a t e  and loca l  au tho r i t i e s  develop 
t h e  admin i s t r a t i ve  and manager ia l  c a p a c i t y  t o  use 
public funds  in a n  e f f i c i e n t  and economic  manne r ,  t h e  
s avage  levels  of t axa t ion  in India should b e  reduced.  

T h e  l a t e  Pr0f.B.R. Shenoy cynical ly observed  once ,  
t h a t  while  black money was  no doubt  une th ica l  and 
needed  t o  b e  condemned by a l l  r ight-minded people,  at  
t h e  s a m e  t i m e  one  had t o  acknowledge t h a t  black 
money had rendered  a g r e a t  na t iona l  se rv ice .  Had t h a t  
money been  paid t o  t h e  Gove rnmen t ,  i twou ld  have  been 
burn t  up by t h e  au tho r i t i e s ,  while  in p r iva t e  hands,  
mos t  of i t  had gone  back  in to  product ion and inc rease  
in na t iona l  income! 

"Whose S w e a t  & Tears", asked  Raja j i  when 
t h e  Third Plan was  p re sen ted  t o  Pa r l i amen t  on 
August ,  19, 1961. H e  w r o t e  in "Swarajya", w h a t  is  t r u e  
w i th  regard  t o  t axa t ion  and public expend i tu re  even  
today:  " I t  i s  plain t h a t  w e  canno t  push th is  Plan through,  
wi thout  murderous  taxa t ion .  This t axa t ion  and i t s  
e f f e c t s  will d e f e a t  t h e  plan itself .... The crying 
need  of t h e  hour is  reduct ion  of t axa t ion  and g r e a t e r  
scope  f o r  saving and inves tmen t ,  with personal  respon- 
sibility fo r  an  i ncen t ive  in p r iva t e  en t e rp r i s e  cana l i sed ,  
if s o  des i red ,  by t h e  S t a t e  and i t s  assumed wisdom..... 
We know how e f f i c i en t  and f ruga l  public managemen t  
has  proved t o  be. The re  is nb ground f o r  believing t h a t  
any improvemen t  will b e  e f f e c t e d  in t h a t  direction." 

IV Rajaj i ' s  opposi t ion to an ldeological  Pub l i c  S e c t o r  
O n c e  agair,, f rom t h e  viewpoint  of his main  

conce rn  of w e l f a r e  of t h e  masses  through g r e a t e r  



production of wealth,  Rajaji decried t h e  then fashion- 
able  proposition of an  ideological Public Sector  for sake  
df a Public Sector.  At  t h a t  t ime ,  t h e  "profit Motive" of 
pr ivate  enterpr ise  was widely condemned by many 
economists  and politicians, and Public Sector,  making 
huge loses, was hailed as  the  saviour of the  masses. 
In a n  essay (Oct .  15, 1960, in "Swarajya") t i t led "The 
Anti-Profi t  Slogan", Rajaji observed: "The fashion in 
politics is t o  a t t a ~ k " ~ r o f i t s  ..... The profi t  system, 
again, is t h e  only mechanism f o r  ensuring economy, 
and good management  in production or in distribution. 
To make  t h e  production and distribution of any 
commodity a s  economical  a s  possible, which is  
a very proper object  in t h e  in teres t  of the  general  
well-being, t h e  only way is t o  put  t h e  consumer's 
check on t h e  producers and distribution. And this is 
done only by leaving i t  t o  t h e  l a t t e r  and t o  the  
compet i t ion among them t o  make profi t  if they can,  
and bear  t h e  losses if they make losses. If the  profi t  
sys tem is given up and substi tuted by wha t  i s  known 
a s  t h e  public sec to r ,  with i t  goes t h e  fea r  of losses, 
and t h e  res t ra in t  t h a t .  i s  economy. Expenses go up, 
vigilance goes  down, and we have what  we see  in 
Government-managed production, transport  and trade." 

Raja j i ' s  words of wisdom have finally made a den t  
on t h e  authoritie2. The Planning Commission and 
various Ministers no longer talk in t e r m s  of production 
for  consumption, nor condemn profi t  a s  anti-social. 
Various f igures of 10 or 12 per c e n t  minimum profi t  a r e  
indicated a s  t a r g e t  for  Public Sector  enterprises.  But 
t h e  loose talk in ear l ier  ,yea r s  has done considerable 
damage  t o  t h e  psychology of t h e  Public Sector  
enterpr ise  managers. It is only gradually t h a t  an  appre- 
ciat ion of wha t  Rajaji wrote  some 25 years  ago is being 
found in governmental  circles. "Profi ts  a r e  t h e  source 
of inspiration a s  well a s  the  resource fund for  al l  new 
adventures  in human effort ."  (ar t ic le  on "The Anti- 
Profit-Slogan"). 

Public thinking on t h e  subject  influenced in 
the early s t ages  by t h e  then official  view of "Public 

Sector  Right o r  Wrong" lias also changed. The whopping 
losses, glaring and continued inefficiency, and numerous 
scandals have tarnished t h e  image of t h e  Public Sector. 
Rajaji 's  warnings have c o m e  too t rue  t o  be ignored. 

Public Sector  enterprises have made huge losses, 
which means heavier taxat ion,  mostly on t h e  poor, 
s ince it is indirect  taxes  which fe tch  high revenues t o  
t h e  Governments. In o the r  words, t h e  poor people of 
India for  whose benefi t  ostensibly the  Public Sector  
enterprises were  set up a r e  today paying a penalty in 
t e r m s  of heavier indirect  taxes  in order t o  subsidise 
t h e  inefficiency of t h e  Public Sector. To quote  
only a few figures: according t o  a s t a t e m e n t  in Lok 
Sabha on 2nd  December 1983, 21 ou t  of 24 Indian 
Tourism Development Corporation Hotels  had incurred 
losses. ("Indian Express", Hyderabad, 4-12-1983). The 
Energy Minister informed Rajya Sabha on 21st November 
1983 t h a t  till  March 1980, S t a t e  Electrici ty Boards had 
incurred a loss of Rs. 643.4 crores  ("Free Press Journal", 
22nd November 1983). S t a t e  Transport  Undertakings 
fa red  no bet ter .  Mr. M. C. Devasahayam, in an erudi te  
a r t i c l e  in "Economic Times" (2-12-1983), points 
ou t  t h a t  barring t h e  Solitary S t a t e  Transport  of Haryana 
which made a profi t ,  t h e  remaining 23 were  making 
losses. According ' t o  1982-83 (est imates) ,  t h e  losses 
were  Rs. 171.23 crores!  The Public Sector  enterprises 
of the  Centra l  Government had incurred losses in t h e  
f i r s t  quar te r  of 1983-84. At  S t a t e  level, t h e  results  a r e  
equally alarming. "Financial Express", Bombay, of 25th 
November 1983, reported a speech by Andhra Pradesh 
Finance Minister, Mr. N. Bhaskar Rao, t h a t  i t  was a 
m a t t e r  of grave concern t o  the  Government t h a t  i t s  
investment of Rs. 1,000 crores  on various enterprises 
was not  giving even a minimum return. He  warned a 
conference  of Chief Executives of these  units t h a t  t h e  
meagre  resources of t h e  Government did not permit  
absorption of any fur ther  losses. 

Rajaji  correct ly  foresaw another danger in 
an  ideological Public Sector :  the  consumer would suffer. 
"The consumer will have no freedom of choice if 



producers, producing a t  their own risk disappear and 
consumers have t o  buy only f rom t h e  S t a t e  or i t s  
licensee. Competi t ion and the  profi t  and loss system a r e  
essentially a consumer ' s  system. Nationalised produc- 
tion and distribution mean a system where  the re  is no 
econonly, no efficiency,  no expenditure and where  t h e  
consumer will be a t  t h e  mercy of the  State." ("The 
Anti-Profit Slogan"). 

Policyholders of t h e  Life Insurance Corporation of 
India, passengers of Indian Airlines Corporation, and 
consumers of o the r  S t a t e  monopolies a r e  too well aware  
by now of t h e  t ru th  of what  Rajaji with his clear 
thinking w r o t e  severa l  years  ago. 

There  is a way ou t  of this  si tuation,  now t h a t  t h e  
ideologically conceived Public Sector stands total ly dis- 
credi ted  in public eyes,  and even t h e  governmental  
authori t ies a r e  aware  of the  debacle.  Four s teps  can  
re t r i eve  t h e  si tuation.  First ,  enterprises which have 
incurred continuous losses, and a r e  beyond recovery, 
should be closed down, or sold t o  private individuals 
bold or willing enough t o  buy them. Secondly, in all 
o the r  units, over a period of t ime ,  49 per c e n t  of 
shares should be sold t o  t h e  employees and the  
public. This will allow the  Government t o  re ta in  
managerial  contra,;, while a t  t h e  same  t ime  huge re- 
sources t ied up in these  en te rp r i seswi l lbe  partially 
re t r ieved by t h e  Government.  Such funds can  be used 
for  socially more  desirable purposes like welfare  
measure's f o r  the  poor. Third, t h e  public sector  
units should be  given full autonomy. They should be 
subject  only t o  policy directives of t h e  Government a s  
guided by Parl iament.  One of themajor  maladies of the  
Public Sector  is political and sec re ta r i a t  in ter ference  
in thei r  functioning. Many able  and devoted managers 
in those  units  a r e  f rus t ra ted  a s  a result  of such un- 
warranted in ter ference ,  and a r e  unable t o  deliver the  
goods. The question before the  politicians is:"You 
preach sacr i f ice  t o  t h e  people t o  build up t h e  country. 
Are you willing t o  make this  small sacr i f ice  of 
giving up your power and patronage for  sake of 

16 

the  country now?" Fourthly, these  units should not be 
given budgetary support for  their functioning. Instead, 
they should be asked t o  borrow their  f inancial  require- 
ment f rom t h e  financial markets  on commercia l  terms. 
Only then they will be forced t o  utilise resources 
economically. 

If these  reforms a r e  e f fec ted ,  the re  is no doubt 
tha t  t h e  Public Sector  will turn t h e  corner ,  and be an 
economic asse t  t o  t h e  coutry.  

V Totalitarian Planning Condemned 
A study of Rajaji 's  writings is a n  amazing revelation 

of t h e  pract ica l  wisdom as  also t h e  extensive range of 
his economic thinking. He opposed to ta l i tar ian  type of 
planning, a s  borrowed f rom communist  countries,  t o o t h  
and nail. "These plans may do well enough in countries 
which a r e  run by total i tarian governments .... They can  
have no place in our country," wrote  Rajaji ("Swarajya", 
Sept. 3, 1960). He  favoured indicative planning, giving 
maximum scope t o  individual enterprise. The peasant 
f a rmer  and t h e  art isan had a special  role t o  play in the  
economy according t o  Rajaji 's  economic philosophy. 
"The country cannot  prosper t o  be happy with the  
peasants,  t h e  weavers and the  art isans repressed and 
consigned t o  suffer  all t h e  weight of administrat ive 
mismanagement." ("Swarajya", March 25, 1965). If 
Rajaji 's  warnings had been heeded, t h e  country 
would not have witnessed fa rmer  agitat ions in 
r ecen t  years. In an ar t ic le ,  "Wise and sppropr ia te  
Warning" ("Swarajya", May 20, 1961), he had writ ten:  
"It has become a favour i te  procedure with legislators 
and t h e  executive playing t o  their tune,  t o  s i t  heavily 
on fa rm produce prices,  ac t ing on the  theory t h a t  those 
prices regula te  all o ther  prices". Acting on this  
theory,  t h e  farmer  is oppressed and his s t a t e  of penury 
made permanent.  This shortsighted policy of keeping 
things cheap,  by making t h e  life of t h e  peasants oneof 
barren penury and hopelessness cannot be too severely 
condemned. It is t h e  worst  form of tyranny t h a t  can 
prevail in an  agricultural  country". 

He  advocated t h e  concept  of trusteeship in business 
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and industry. 

VI Federal State Relations 
The present  tensions built up over Centre-Sta te  

relat ions could have been avoided had Rajaji 's  thinking 
been t h e  foundation of Union Government 's  economic 
policies. 

In a booklet  en t i t l ed"0ur  Democracy", published in 
1957, Rajaji wro te  wha t  could be t e rmed  a s  t h e  corner-  
s tone of an  appropriate Centre-Sta te  relat ions policy: 

"There is another  f ac to r  t h a t  must  be  taken in to  
accoun t  in India. The centrifugal  fo rce  of regional 
in te res t s  c u t s  across all political issues. In 
a country of this size,  with al l  t h e  differing condi- 
tions prevailing in t h e  various Sta tes ,  regional 
in teres ts  and issues arising f rom them in t h e  e f f o r t  
t o  build we l fa re  overshadow o the r  mat ters .  

"The solution fo r  this  problem is  not  t o  keep 
blowing scorn a t  regional feelings, but  t o  concede 
g r e a t e r  autonomy t o  t h e  Sta tes ,  s o  a s  t o  minimise 
regional thinking and e l iminate  the  pressure of 
regional in te res t s  a t  t h e  Centre ,  and t o  make t h e  
C e n t r e  an  ins t rument  for  t h e  broadest  policies and 
not ,  a s  now, one for  dealing wi th  every tankbur~d,  
school, hospital and social service club. This 
s t a t e m e n t  ab$t t h e  C e n t r e m a y  seem exaggerated,  
bu t  i t  i s  not. During t h e  l a s t  few years  t h e  
tendency t o  centra l i se  has grown t o  proportions 
which a r e  both ridiculous and alarming." 

VII -Concept of Dharrna 
Rajaji  lived, moved and thought only in t h e  

con tex t  of one  basic concept ,  DHARMA, which can be 
approximately t rans la ted  in English a s  t h e  concept  of 
Righteousness. Pr ivate  and public morali ty were  
two f a c e s  of this  concept.  The individual had t o  
live a l i fe  of righteousness and do his Swadharma o r  
duty appropr ia te  t o  his walk in life. Similarly, t h e  S t a t e  
had t o  do i t s  Swadharma of governing t h e  country by 
defending i t s  ter r i tor ia l  integri ty,  maintaining law and 

order,  providing t h e  social  overheads or wha t  econo- 
mists call  t h e  infras t ructure  (roads, posts communica- 
tions etc.),  providing basic education facil i t ies,  public 
health,  coins and currency,  laws of commercia l  
and other  transactions between ci t izens,  t h e  judicial 
apparatus,  and doing other  essential  functions. The 
Government had t o .  regula te  t h e  economy in public 
in teres t ,  instead of supplanting individual enterprise.  

To t h e  e x t e n t  t h e r e  was a depar ture  f rom this 
concept  of "Swadharma", Rajaji cri t icised t h e  wrong 
economic policies and pointed ou t  t h e  cor rec t  path t o  
t h e  nation. In t h e  light of economic events ,  i t  is c lear  
a s  daylight t h a t  Rajaji 's  economic philosophy is more 
relevant today than ever  before. 
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