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One of the greatest problems confronting the under-developed
countries of to-day is to determine the precise scope of public
enterprise in their various economic develomental plans. This
problem in its turn depends on the problem of resource mobilisationy
i.es the problem of capital formation seen in a wider context.

All developmental activities require resources in the form of
man—-power, material and supplies, and public enterprise is not
only the most effective instrument of resource-raising but also

of resource= agllocation.

It has, therefore, become almost an economic axiom that if
an underdeveloped country wants to lay down solid foundations of
economic growth upon which the structure of a dynamic and diversified
economy is to grow, if it wishes to proceed with its economic
development at a rapid pace in order to 'get the things going!
and if it desires to have a sizeable and rapid increase in its
national wealth and per capita income, it has no other alternative
but to assign a very important role to public enterprise in its
over—all developmental perspective, To what extent the state should
contribute to economic development, and yhat fields of economic
activity should be left to private enterprise will depend, partly
on edealogy, but to a much greatexy extent on social and economic

circumstances prevailing in a country.
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To quote Prof.A.H.Hanson, "Public enterprise, in a more restricted
and more familiar sense™, means " State ownership and operation of
industrial agricultural, financial and commercial undertakingsa...
According to the development pattern chosen, there can be much or
1ittle of this kind of state intervention in the economyg But
however much or little there is, it cannot achieve its purpose unless
there is also there is also clarity on the role that it is to play:
in the total developmental process., That role is determined partly
by necessity, and partly by free choice , The extent of the puplic
sector, its mode of orgenisation, ils relationship-with the private
sector, the permanence or transience of its contribution to the
economy _ these are matters yhich are dictated upto a point, by

'objective circumstances! beyond that point, they depend on what

way of life, what kind of society, the Government has chosen to promote.

2, The gcope of public enterprise in the developed and the under

developed countriess

Thus, it would appear that the scope of public enterprise, though
it may differ from country to country, will, by and large, depend on
one or more of the folloying circumstances

(i) The stage of economic development achieved by a country§

(ii) the type of the development pattern adopted by a country

based on its political ideology,



(iv) the internal political, economic or social conditions

prevailling in a counirys

L1 The Stage of Economic Growth :

The stage of economic development of a country can be judged
in terms of its national income or per capital income. There is
another way of its. assessment by finding out how much a particular
country has contributed to the world wealth 2 It is on the latte£
basis that some economists have divided the countries of the world
into three categories, viz., high income countricg,TMiddle income
countries and the Low income countries, A gpecial feature of the
economy of the High income countries es that a very great part of
their national income Qémes from the indusirial séctof, while in
the case of lower income countries the largest contribution to
their national income is made by agriculture. It, therefore, follows
that all High income countries are highly industriealised, and they
have achieved an advanced stage of development, The Low income
countries, on the other hand, are mainly dependent‘on agriculture,

and may be called the under-developed countries of the world.

All highly industrialised countries have reached an advanced
stage of scientific and technological development. They have

already created a considerable pool of business talent and technical



expertise, The size and nature of the public sector in such
couhtries have, therefére, become very important, and mo§t of

the public enterprises have been established in the industrial

and commercial fields. In formulating their developmental plans

the undermdeveloped countries have to think in.a different manner,

In the initial stageé of development they have to pay a very great
attention tﬁ the emportance of agricultural development. The

first task‘for_their Goveranments will-be to carry out widespread

and fawr reaching Land Reformé and to concentrate their attention
mainly on the development of their agricultural agencies for the
improvement of their productiﬁe-effortso Graduallys such states

may undertake to create gpecialised credit andt marketing institutions.
regional development Boardé, Irrigation projects, Warehousning -
Corporations or Equipment supplyingragencies in the public sector

of their agricultural economy., At a latér stage of economic develop-
ment such countfies may start thinking in-terms of an internally
balanced, di;ersified and comparatiﬁely selfmsuétaining CCONOIMY 5

and may enter into the field of manufacturing industries by establie-

shing or nationalising the basic or heavy industries,

Thers is yet another basic difference between the developed
and the under—developed countriess The developed countries had

mostly achieved their independence several years agoy yhich has



enabled them to develop a very advanced and adapted system of
political idealogy and administration, The 50qﬁe of public
enterprise in their case is; fherforeg larggly, determined

by 'free choice' and not by 'neqeséity'. It is their political
ideology which mqstly dict;tgs the eﬁtent'of State intervention

in their eqphomy, In the case of undef-d;veloped countries, which
are either cglonigl 0r ! trustee countries or countries mewly
remcrged frém dependencé; their political idealogy, or administrtive
system ié yet to ba-bﬁilt or strengthened,-_The role of public
enterprise ip thejr davelopimg eqoncmj ;ill, therfore, be largely
determined by tﬁeip economic and-social néeds;-qnd not by ' free

choice?t,

((ii)) The type of developmental pattern based on Political

vIdgology:

From the point of view of public enterprise the economists
hwve distinguished between three alternative developmental patterns

of the broadest kind viz ¢ =

a) The 'Infrastructure' pattern.
b) the 'communist? pattern, and

c) the 'Middle Way' or the Indian pattern,



(a) The *Infrastructure' patitern

The idea of providing an ' infrastructure! by the State had

its origin in France, but this pattern has been actually adopted

by countries like Japan,Phillippines and Chile, U;der this
developmental pattern the State takes the initiative for starting
industries in the public sector, and then gradually hands them
over to the private sector, The famous 'spinning Campaign! of

1877 of Japan can be cited as an outstanding example.

(b) The *Communist! pattern

According to the Russian Socialistic ideology the entire
private sector is considered to be anti-sociale, This; therforc;
envisages a progressive and usually rapid extension of the state

at the expense of the privat sector,

The Chinese ' Communist?! perspective is slightly different,
They believe in squeezing out the private sector, not by outright
nationaligsationy but by employing tax-pressures, credit rationing,
capital-levies, joint state-private enterprises, state competition;

Union~demands and the like,

(¢) The'Indian ' pattern

India's developmental pattern is based on the idea of ' mixed

economy' or 'dualist economy'! and some Western economists have



described it as ! attempting a middle way.

Under our developmental pattern the public and the private
enterprise are to comexist side by side. The basic and heavy
industries are to be en the hands of the State, but other types
of industries remain open to private enterprise, A mixed group

of State-owned companies exisdb side by side with private companiese

Encroachment of the public on the private sector is to be
guided by the Planning authorities in the light of the national
ecconomic interests. The main object of our developmental pattern is
that " there should be no concentration of economic power in private
hands, vested interests should not grow up in strategic or social
matters, development of monopolies should be avoided, and there
should be a dispersal of economic power leading to a socialistic

pattern of soqiety,"

The distinction between the ! Infrastructure! pattern and the
! Indian pattern' is very important from the point of view of the
cireumstances which determine the scope of public enterprise in
the two psrspectivese. In both the cases the means may be similar;
but the aims are different, In the first case the public enterprise
is a sort of ' regrettable necessity,! while; in our cas&, it has

become a valuable and a permanent part of our economyes

((iii)) International Influences.
e The world today is divided




between the two ideolougical blockg, although there are some uncomme
itted countries in India, Burma and the United Arab Republic,

There is, therefore, a constant ideological conflict or Cold

War going on between the Russian and the American blockse From

the boint of view of public enterprise this conflict is in reality

between ' complete state control! and ! free enterprise!

All under-developed countries engaged in the struggle for
development must seek outside help from.the more developed countries,
Thus, a new concept of developed~under-developed relationaship
or ' Foreign Aid? has started taking shape in the world economy,

The kind, extent and the distribution of ' Foreign Aid ' has an
immense effect on the economies of both the developed and the under-
developed countries, In the latter case it goes a long way in

determining the scope of public enterprise,

This foreign assistance from the developed to the under=
developed countries is generally being given in the form of money,
material or technical skille It may be in the form of loans or
grants given either through Inter-Governmental programmes or through

International Agencies, It may be given with or without conditionss

'Foreign Aid' given with conditions may change the entire
developmental pattern of the country, which accepts ite The giver

while giving his money or material, very often gives his 'mind$



to the taker, and this has farreaching implications in the internat-
ional field. Even International agencies, like the International
Bank; under the influence of American ideology, try to impose

their 'mind' on the un@erwdcveloped countries in recommending free
enterprise! as the only panacea for all their developmental pains

and economic discasese

The International Bank hag very often expressed its views

by saying that " a vigorous growth of private enterprise is the
ultimate rationale of economic development" for the under-developed
countries, The views were expressed by the various Missions of

the Bank to Irag.Nigeria and Malayae. Mre BEugence Black, the
the Chairman of the Bank has also said that ™ if the réal benefits
of industrialisation are to be obtained". Governments should
undertake industrial ventures, " if at all, only as a last alternative
and only after full examination of other alternatives that exist".
The U.Se Export Import Bank, and the International Bank of
Reconstruction and Development also impose their twill! on the
under—developed countries by granting loans for some spécial types
of projecis, yhich may be of much importance to the under-developed
countries.  The TRussian Aidi to the ! neutralist ! countries may
not havee any visible tstrings?! attached to it buk At is.mostly

given for public enterprises inducing the under-developed countries



to change their developmental patterns from ' free enterpriset

- %o more and more of ' State Uontrol,

Such international influences e the competition that exisis
between the two powsy bloes have virtually changed the developmental
patterns of several t undepr=developad couniries, Turkey and Iran
have already changed their developmental plang by shifting emphasis

from state enterpriss to private enberprese on account of the

o Americd,

Thus, we find that *foreismn influences? go a very long wa
3 i :

in influenceing the scope of public enterprise speclally in the

case of under~developed counbtriss,

((iv) The Internal Political, Beonomic and Social conditionss

e i et i e i e A i e

The internal political economic aand soecial conditions preve
ailing in a couniry also play a very important role in determining
the scope of public enterprisss. They not only differ from country
to country, but ast and react on each ocher yithin a single country
in such a manner that a very complex structure is created, and it

to conzider them in isnlation as a determining

factor fuwr bthe scope of publiec enterprise, In Tacty the economiec

RS &

and soecial gtabistics congtitute the Tray matarials?! for the
' Political Planners! of a countey for manufacturing their devel-

opmental plans, The !Pinighed produst? may have less 6r more



of public and private enterprise according to the availabitilty

of resources in the from of man~-power,foreign and domestic capital

and material supplies.

The Scope of Public Enterprise in Indiak

In India the scope of public enterprise has been steadily

increasing during the first and the second five years plans.

Over the last ten yéars, la€e 1951 to 1961 the national income
will have increased by about 42 per cent, per capita income by
about 20 per'c@nt; and per capita consumption by about 16 per
centf But, actual statistics are not yet available to show the
exact contributicn of Public entreprise to our national income oOT
per capita inconge Tt is, therefore, not possible to make any
quantitatve estimate of the contriution of the public sector in

our country's economic Progresse

The public sector in India now includes a very extensive
range of public enterprises, such as industrial undertakings,
jrrigation and power projects rallways, road transport; air transporf;
air trans rorts shipping, etCey and present a very large humber
of forms such as departmental organisations, Corporations§ Boards
and Commissions, and Ytate owned companies of pure and mixed varieties
performing multifarious functions in the field of Industrys

Agriculture, Finance and Commercee Thay have also developed
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a great diversity in their resective administrative sel=Ups.

The totallinvestments in all thase.fo:ms of organistion
have also been constantly increaging. According to the estimates
nade by the Estimates Committee about the Government's investments
in industrial undertakings, including soms purely service organi-
sations, the aggregate amount is about Rse 429 crores by the end
of 195960, The capital investment in the Indian Rgilways has
risen from about Rsf 970 corers in 1950-51 to about Rse 1560
crores in 1960—61; and it is expected to rise to about Rs.2,300
crores by the end of the third plan, The Electricity undertakings
in the public sector are also expescted to have a capital of about
1,700 crores by the end of the third plan: I the investments by
way of share-capital as well as of loans are taken into account,
the investment in statutary corporations and Government companies

alone will exceed Rse 765 crores.

The above facts show that the public erxberprise in India
has come bo stay not as a transitory feature, but it has becone
a valuable and 2 permaneni part of our economye . Lt has been assigned

a definits vrole to play in our total developmental process,

The scope of public enterprise in the Industrial Sector of
1Y ¥ p

our economy has been clearly laid down in the Industrial Policy
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the direction to economic activity given by state action; the impact
of fiscal devices used for mobilising the resources necded for the
plan, the expansion of social services, and the institutional changes
in the sphere of land ownership and Managemeny the functioning of
joint stock companies and the managing agency system and the growth
of co-operative sector under State sponsorship all these determined
the points at which new incomes will be generated and the manner of
their distribution." The process may be slow; but there is no other
way of development for our country with the democratic way of life

than the 'middle way'.

Thus; we have seen that the scope of public enterprise may differ
from country to country as it depends as it depends on the stage of
economic development achieved by a country, the type of the developQ
mental pattern adopted by a country based on its political ideology;
the foreign influences and the internal political economic or social
conditions prevailing in a country. In India %oo; all these factors
have played their part in determinging the scope of public enterprise
in our total developmental pattern, The scope of public enterprise
is 1likel to expand not only in the Industrial sector; but also in
the other sectors of our economy as it becomes all the more dynamic,
diversified and self-sustaining., The private sector will; howmvar;
continue to assist and supplement the public sector; not so much in

its own interest, but in the general interest of our National



Ag the scope of public enterprise has an intimate relation

with its various organisational forms in which it manifests itself,

a study of the various forms of public enterprises will; therefore;

be necessary to have a clear idea of the scope of public enterpr;

ises,

Ly Forms of Public Enterprises

The developed countries provide examples of a very large

range of organised types of public enterprises, The chief problem:

whichy thereforey confrots an under-developed country is to chose

between several alternative types of public enterprises; of which

the chief are ém
(1) The departmental enterprise;

(2) +the public corporation,

L5) the limited company, and
(&) the Managing egency or the operating contract,

Y The departmental manarements :
S It is the tradional type of

public enterprise, It is Leiuy used for railways, Postoffices,

telegraph and telephone services, 5 % EaE S ARE T R
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harbours, commercial and industrial monopolies of a revenue raising
charcter, and even for manufacturing industries, It 1is generally
organised, financed and controlled in much the same way as any other

Central Government department.
Its principal characteristics are as follows: =

(1) It is financed by anaual appropriations from the Treasury and
all or a major portion of its revenues are paid in the Trea-
surys

(ii) It is subject to budget, accounting and audit controls
applicable to Government departmentsi

(ii1) The permanent staff of the enterprise are civil servants,
All rules applicable to civil sedfvants apply to thems

(iv) It is just like any other major sub-division of a ceniral
department of the Goverament;

(v) Iﬁ; being a Governmeat department; cannot be sued without

the consent of the Government.

This type of public enterprise has the maximum degree of
Government cantrol; but th minimum of flexibility. Its
obvious advantages are that-

(i) there is no lack of ambiguity about the degree of public

accountabhility, and
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(ii) It has a clear relationship with the other parts of the

Government sbruciturea,

But, its desadvantage far outweigh its merits. The main
disadvantages are as follows g=
(i) It tends to raise the power of the Government to .the
paximum, and to reduce initiative and flexibility to
the minimum:
(ii) The administrative and financial structure of this form
is incompatible with the operating and financial require-

ments of mesy public enterprises,

In such forms the annual appropriations are obtained from the
legislature, The enterprise is not allowed %o utilise incidental
revenues or to retaln unexpended balances: Such budgetary controls
make long range experiments impossible; and prevent expansion of
service, Individual transactions are to be approved by the Ministey
of Finance; and very rigid rules are to be followed for the puchase
of supplies oxr for contractf This hampers individual judgment and
initiativ&}

7-"(iii) This form tends to make it more difficult to operate
an enterprise on a self-gutaining basise. It is likely
to be subject o continving pressures to provide goods

and services alb less than coste.
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Some countries have devised new techniques to do away with
some of these obvious weaknesses of this form by introducing
advance accounts; commercial audit, revolving funds and exemptions
from irksome laws and regulations; but these have not been condu=
tive to a high degree of operating and financial flexibility.

In our country inter-ministerial control Boards have been
set up for the execution of the Bhakra;Nangal: Hirakud and similar
other projects to allow for proper ce-ordination and quick decis-
ions, The Indian Railways have heen delegated considerable powerse
They have their own financial, administrative and appointment
procedures; and their own accounting and auditing departments,

The departmental enterprises in Uttar Pradesh have attained a
departmentsf The departmental enterprises in Utter Pradesh

have attained a high level of efficiency; and this form of
management has been a success in nationalised transport, as the
Transport Commissioner has been delegated adequate powerse The

Roadways Board simply carries out the Government policy.

But; the case agalnst the wide4spread use of this form in
under#deVQléped countries is fairly strong. The P:W,D, in
Jamaica had been an entire failur&; and Ceylon's experience
of operating manufacturing industries in this form has been even

more dismal. Though; the Indian Railway department has had great



achievements to its crcdiﬁ, something has been found to be very
wrong with the Indian Railwaysr Only a short while ago the World
Bank has expressed grave concern at the crisis in which the country
finds itself to-day as a consequence of the Railways' failure to
measure upto the needs of a rapidly expanding Economy. What other
weaknesses of organisation; operation; planning or co~ordination
the probe by the Bank Team experts will;reveal;we cannot surmise,
but it can make us think yhethepthe defect lies in the form or

some where else,

(2) The Public Corporation,

Over the past twenty-five years the public corporation has
become the most common form of organisation for public enterprisesf
Herbert Morrison has defined it as™ a combination of public owner-
ship, public accountability and business managemant; for public

ends}“i

Its main characteristics are 1=

(1) It is wholly owned by the State.

(3i) It is generally created by a special Law defining its powers;
duties and immuniti&s; and preszcribing the form of manag-
mexlf

(iii) As a body corporate it can sue and be sued, enter into

contracts, and acquire property in its own name,.
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(iv) It is independently financed, It obtains its funds by borrowing
either from the Trsasury or the public and from its own revenues.

(v) It is mostly exempted from regulatory and prohibitory statutes
applicable to expenditure of public funds,

(vi) Ordinarily it is not subjeected to budget accounting and audit

Lawg applicable to Government departmentsf
(vii) 1In the majority of cases employees of Public Corporations are
not civil servants.,
The main advantages of this form are:
(i) Freedom from parliamentary esimating§ appropriating and accounting
procedures,
(ii) Freedom from restrictive statutes with respect to disbursement;
contracts and purchasesi
' (1ii)Great expansion facilities and provision for unanticipated
growth in business by means of its own revenues or borrowed
fundsl

(iv) Freedom from civil service regulations,

These advantages are relative and not absolute; and much depends
on how the constitutional statutes of a particular corporation are
framed. Too many restrictions can be incorporated in the legal
provisions limiting the autonomy enjoyed by this form of public
enterprise ultimately reducing it to a mere shadow, or very near the

departmental forme
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A Board of Directors is considered by many to be an essential
attribute of a public corporation} This may be either a'Policy
‘Board! or a 'Functional Board! but atate corporations have existed
and operated effectively without a Board of Dircctdrs?_ The power
t6 appoint and dismiss the Board of Directors generally vests in
the appropriate Minist&r} who exercises some control in matters
of policy and general supervision, and is finally responsible to

the Parliament .

3. The State Company

State companies are set-up under the ordinary Company Law of the
country concerned under executiva decisions of the Government. In

this form the Government has a controlling interest through its owner-
ship of all or of some of the sharess It is, therefore; of two types
viz,é

(i) Wholly owned by the State or

(ii) Partly owned by the State, and partly by private owners

of capitals

The maiy advantage of this form is that it is the best device
for attracting private capitale This form of public enterprise can be

very useful in the following circumstances =
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(1) When the Government may have to take over an existing private

enterprise in case of an emergencye.
This has happened in many European countries betyeen the two

wars. Shares of many private enterprises were bought by
the Government to save them from bankruptcy, and the same
were resold when the companies were re—-established,

{e) When the state wants to launch @ new enterprise in conjunction
with a private firm; which is ready to provide capital as well
as technical skill, or perhaps is notb prepared to supply the

one without the others
The Hindustan Steel Ltd.; established in coopration with the
German firm Krupps and Demog, is an outstanding example of
this forme
(3) When the Government wants to start an enterprise with a view

eventually to szell it wholly or partly to private ownerse

The main disadvantage of the entirely state-owned company is
said to be that it evades the constitubtional resonsibilitys,
which a state controlled enterprise has to the Government and.

to Parliamente

(4) The Operating Contract

This is comparatively a new device for



administration of public enterprises, Under this form the state

enters into a contract with an established private company for
management of a public enterprise and agrees to re-imburse the

contractor for all costs which he incurs. The contractor is

compensated for his services by a ' ficed fee ' set by negotiations.

The Principal advantages of this form ares

(i) It makes available to the Government the technical know=
ledge or the managerial skill of a foreign or private
firm; and

(ii) it provides the greatest amount of flexibility.

But the disadvantages of this form are also obvious viz:~

(i) the Government connot ensure that the contractor paid :.

on costs plus basis will achieve due efficiency and econmy,

and

(ii) whether the policies laid down by the Government will be

carried out by the contractor,

The conflicts between the Government and the contractor may

result in the termination of the contract or in mutuval recriminations
ag were found in the early histories of the Hindustan Machine Tools

Ltde, and the Hindustan Shipyard Ltd,

Se The'Controversy' regarding Forms:

There is a good deal of controversy both in the European
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countries as well as in India regarding the forms of public enter=
prises mentioned above: The controversy mainly rgvélvos‘around the
following two points:

(L) Which form has the 'best! balance hetxeen ! flexibility?

and ' controls ' to assure the right amount of * autononmy"
and ' public accountability ¢ o

(2) Which form ig more suitable for which type of public
enterprise ocr which is the ' hest ' forms
So far as the depavimental organisation is concerned, the

consensus of opinion of the authorities on Public Administration

appears to be that it is not a very suitable device for all types
of public enterprises, as it tends to increase the Government
Ycontrols?! to the maximum and to reduce the degree of ' flexibility!
to the minimum. They, however, suggest that this form can be suitably
used in defence enterprises; public utility enterprises or for public
enterprises designed for economic controlf

The Public Corpordtion form has been greatly favoured in the
West on the ground that it provides just the right combination of

' Commercial ' freedom and ' Government Control } or to put it in
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President Roosevelt's classic phrase # clothed with the power of

Government but possessed of the initiative and * flexibilityi of
private ent@rprisa} n The consultants in the U,N. Seminaw held

at Rangoon in 1954 were of the unanimous opinion that where an
enterprise is wholly Gov@rnment;owned it should be set up in the
form of a public corporation; or in some cases administered as a
Government departmenﬁ, The same views have been expressed by the
Commission on Government Undertakings in Ceylon& The Indian Estime
ates Committee also endorses this opinion when it says " that all
wholly state owned Public Undertakings should generally be in the
form of statutary corporations; or where necessitated by special

reasons; in the form of departmental undertakings, and the company

form should be an exception to be resorbed to only for organisations
of a specified nature such as when the Government may have to take
over an existing enterprise in an emergency, where the state wishes
to launch an enterprise in association with private capital; or

where Government wishes to start an entewprese with a view eventually
to transfer it to private management’

(6) The Thest! form of Public Enterprise?
Tn omr opinion,g this ! controversy? about the various forms is
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mostly academic and somewhat futile. TForms are only means to an end

and not the end itself, These are not something to ' acquired! or
fmported! from the West or something to be 'initiated's An upto;
date administrative technique is closely related to a particular
economic; social and political structure Actual study has now abund=
antly shown that practically every known type of Public Enterprise

has been found working well in some circumstances, and badly in others}
t Form * of the public enterprise isg therefore, immaterial and the
real test for finding out the ' best form ' should be not of the

! legal structure ! yve give %o a particular ' form '; but the test of

v efficiency ' and ' economy ' with which it is allowed to operates

Probably one can justifiably paraphrase Shakespeare - " there is

nothing good or bad in ' forms ' except ' working ' makes it so ",

The edea of suitability or unsuitability of the various forms

of public enterprises for operating particular types of undertakings
with ? 3fficiency5 and'economy' has differed from country to country
from enterprise to enterprise and it has not been found to be a
continuous pattern even in the same counirye Bui the experience so

ar gained in this resect has enabled the authorities in Public
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revision of the pattern of Public Corporation in order to ensure
that it is rationally adapted to the changing needs of economic

developments "

According to Mre Appleb¥, " True autonomy is out of the ques#
tion; and not seriously proposed by any informed persone In
democratic Govarnment; Government can always; and should always be

able to intervene in any matter really important to the Government .

2, The state comany, in its ! mixed form ' is very suitable

for easy mobilisation of private capital, and this device can be

safely resorted to in the specific cases already cited above; but

care should be taken to introduce the pight degree of ! controls '

in the Company Law itself or in the Articles of Assoclation so that
it may not degenerate into a tgmall kingdom ! 1 assigned to the
overlordship of the officer, who happens to be the Managing
Director or Chairman’:

Je The * operating contract! is a good device for taking

advantage of the technical knowledge of a foreign firm; but some

t incentive ' should be given %o the foreign firm; in addition to

the ! fixed fee ! on a ' cost plus basis, to achieve the maximum

results in the minimum times



Ye Some special problems of the Indian forms
Although there had been a number of public enterprises in

India long before independence, they ware; however; mostly of the

departmental type confirming their activities to ! public utility
services! ; irrigation or to defence industries. Since the achieve~
ment of independance; and specially afier the commencement of the

lst five year plan; there has been a tremendous increase not only
in their number, but also in a very large variety of ' forms !
perfoning a great variety of ' functions! ¢ This has resulted in
the creation of a whole lot of problems concerning the forms of
organisation, their administrative set up, finrance, Government
Controlz Accounting; Audit and Parliamentary Control}

In this chapter, however, we will confime ourselves to two
of the most imporitant problems of the forms of organisation; and the
admingstrative set up only; which may be broadly stated as followsj

l& The Multiplicity of organisations: and

2: the diversity in administratio@,

(1)  Multiplicity of forms

In our couatry we have departmental undertakings of the



of the Central and State Governments., There is a large variety of
various types of Corporations, Commissions, Committess and Boards

formed under special Actsze There are Control Boards set up by special

resolutions of the Government, and there is a very large variety of

State compnies,

Out of about 31 most important deparimsntal undertakings of the

Central Government, 19 are ordnance factories, 5 are the Government

Mint and security presses, 2 are mechnised farmg, and there are certain

other undertakings such as the Chitrnjan Locomobive Works, the ".te~

gral Goach Factory, the Ceatral Tractor Organisationy, the Indiap

Railway and the Indian Posts and Telegraph Department.

)

There are about 25 important corporations out of which 13 are

finarcial corporations including the Reserve Bank of India and the
tate Bank. There are also 2 insurance Corpordtions, 2 Airlines
Corporations, 2 port trusts, and several other types of corporations

such as the Warehounsing @orporation and the Damodar Valley Corporatioﬂé

There are Commissions of divergent nature such as the 0il and

Natural Gas Commiszsion or the Khadi and Village Industries Commission,



There are Boards for the development of small scale industries;
Handloons and Handicraft; Boards for the various cash crops such

as coconut, jute; tobacco and sugar cane or Boards for coffee; rubber:
silk and tea or Control Boards for profects like Bhakra Nangal and
Hirakud,

The State companies numbering abouit 125 in all present an
immense variety of forms and functions,

An important aspect of this multiplicity of organisations is
that the functions of many of the newly set up undertakings appear
to be similar and overlapping to a ceriain extentf The Estimates
Committee® has cited some very pertinent @xamplesg vizg

(1) Rehabilitation Finance AdmiRStration; R@habilitatidn

Industries Corporation Ltd,; National Industrial DeveloPQ

ment Corporation [tdey and Industrial Finance Corporation.

(2) The Bastern Shipping Corporation Ltd,; and the Western

Shipping Corporation Litde

(3) Sindre Feritlisers and Chemicals Ltd,; and the Hindustan

Chemicals and Fertilisers Lid,

(4) 0il and Natural Gas Commission; the Indian 0il Co, Ltdg;



and Indian Refineries Ltdf
A problem; therafore; arises whether there is any possibility
of reducing the multiplicity of Public Enterprises of like nature
such as those noted above 7 A correct solution of the problem may be
arrived at only after a detailed examination of all the forms; but
an issue can be raised whether for each new task a new organisation

should be created or should it be entrusted to an existing organisation

which has already grained exerience in the line?

! The consensus of opinion on this issue seems to be that before

a new undertaking is set up the possibility of entrusting it to an

existing undertaking in the sane 1ine should be considereds and the

feasibility of reducing the existing number of public enterprises
by amalgamating some of them may also be examined. The merging of
the three steel units into one Hindustan Steel Ltd,; may be cited as

an illustration of the advantages of the latter céursﬁg

(2) Béversitj in Administrabive Seteup

The tremendous multiplicity of forms has created anothex

roblem of diversity in administrative set=upe
p ¥ Do



Lad ‘)-r} =

While compani-z and organisations are generally managed by
a Board of Directors; departmental undertakings are usually placed
in charge of a single official; subject to the normal departmental
contrSl, with some important exceptions like Railways.

The strength of the Boards of Directors varies from 8 to 13}
The ratio of full time and part-time Directors also varies from
undertaking to undertakingﬁ Further experiments have been made in
ineluding officialz and nom~officials in several Boards in appointing
Ministers; Secretaries: Members of Parlisment or non-officials
as whole~time or partQtimg chairman of a company or corpération,
There is a great diversity ewen in the tenure 6f the Boards of
Directorsi

This diversity in maiters of administration of the various
forms of public Enterprises connected with the diversgity in allied
matters of PFinancing arrangementis, Aundit and Accounts; and Govern~
ment and FParliameatary controls has raised another important issue
whether it is not desirable to have all the Public Undertakings

conform to a common pattern or pattern by enacting a General Law

for Public Enterprises?



Such General Laws are already in existence in the U,S,A,;
Canada, Turdey and the Phillippines, and the Estimates Committee
of uou Parliament has already recommended that a similar Law
in India should also be enacted in order to secure some sort
of Uniformity in the variagated administrative set=up structu=
res and forms of our statutory corporations and the State
Companies: The proposal for a Standing Committee of the

Parliament to exercise control and supervision over the expand=-

ing public enterprises may also he seriously considered,
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resource~allocation between various sectors of our total economye
We are now said to be at the beginning of the 1yake~o0ff?! stagee

As more and more resources are created, more and more allocations
can be made for publiec enterprises in agricultural and commercial
i;elds; .which are ab present operated mainly by private initiat—

jve and enterprises

The ultimate object oi our developmental policy is the
creation of a Ysocialistic pattern of Society! BEsseﬁtially;
this means thab the basie criterion for determining the lines
of advance must not be private profit but social gain; and that
the pattern of development and the structure of soxio=economic
relations should be so plaaned Lhat they result not on1y in
appreciable increases in national income and employment}, but
also in greater equality in incomes and wealbhe" It is plaiply
not the 'ideology! of total State contrgri And is it not also
open to doubt whether social and economic inegalities have been
completely removed in tRussid e'g or V0lass struggle! completely
olimenated in China? Why should we then blame our public
enterprises for not being able to remove the distance and the
disputes betwesn the rich and the poor to any considerable extent
in sugh a short span of time? peduction in inequalities in
income and Wealth; is a very complicated process in a ‘democratic'

set upe "rhe pattern of investment proposed in the plan,
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taking initiative in starting new undertakings in basic and heavy
industries; and in having progressive control over such industries as
machin¢s~tools; essential drugs or basic chemicals in th industrial
fieldss but the state initiative has so far been lacking in giving
higher priorities to such public undertakings as reclamation of waste
lands, establishment of state farms or agricultuﬁalraquipment factories
in the agricultural sector, or incomplete nationalisation of our
Banking system and Road transport in the fiesds of Finance, Transport
and Communications, But; this apparent imbalance in public enterprises
seems to have been created mainly on account of the foilowing reasonss
Basic industries, such as steel, fuel and power and machine building
had to be established in the public sector; not because our planners
vere socialist%, but because not even the vast wealth of our private
Corprate sector could in these days have financed such national
enterprises,,Private enterprise could not have developed steely ship=-
building, locomotives, electrical and chemical industries at the
'rapid? rate demanded\by our planners, Their importation would have
been expensive, difficult and subject to long delays, The part played
by our public enterprise in the first two plans has, therefore been
dictated far more by 'objective? reasons than by 'ideological'! consideras
tions, The establishﬁent or the expansion of public enterprises
demanded very heavy investment, Due to comparative lack of capital

resources 'priorities! have and will have to be fixed in matters of



In our developmental pattern of 'dualist economy'! both the pulic
and the privatersector can co—exist as there is ample scope in India
for the co~existence of both the sectors. The human and material rew
sources of our country are virtually unlimited. Unaided; the publie
sector may not be able to make full and effective use thereof, The
private sector must, therefore, conbinue to function in its appropriate
5phere, not so much in its own interest, but in the general national
interest of Common good, subject to a certain &egree of co—ordination
and control by the State Governmantf As both the sectors are virtually
interdependent, it is the policy of our State to give fair and non-
discriminatory treatment to both of them, But the scope of both the
sectors is to be judéed in relation to their role in national
development, To the extent they do not fulfil the economic or social

purposes in view, they can be transformed or replaced.

It is true that no very clear line of demarcation has been drwn in
our Industrial Policy statements between the Public and the private
enterprises, The division of Industries into separate categories has
a great deal of'dovetailing‘ in both the sectors, and they have not
been placed in fwatertight compartments,. This might have been delie
berately done due to the peculiar features of our 'dualist economy'

or to ensure a large amount of flexibilit;yi for our future planninge

Great and increasing emphasis has, however, been laid on the state



Statements of 1948 and 1959, which should be judged in the light

of (1) the developmental pattern adoPted; (2° the pace of economic
progress at which we want to proceed, (3) the availability of
capital and other resources, and (&) the achievement of our broad

social objective the creation of the 'socialist pattern of Society',

The critics of our developmental pattern which envisages a

' dualist economy! or a'‘middle wayf, generally raise the folloying
sets of questiongg =

l: Why both the public and the private sector should co~exist?
Why a clearer line of demarcation cannot be drawn bet, een the publie
and private enterprises? Why more emphasis should be laid on the
state control in the Industrial Sector ? Why the development of
basicran@ heavey Industries should be the 'exclusive responsibility!'

of the State?

2} What is the objective to he achieved by creating a ' socialist
pattern of Society? How far public enterprise has been able to
remove social inequalities and class struggle? Is the ' Communist

Wayi not better than the ' middle Way'?

The answers to these sets of questions are by no means gasy;
but attempt can be made in the brief span of this study to find out
some plausible answers in order that the ‘scope of public enterprise

in our total developmental pattern can be better understoods



