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BASIC PRINCIPLES
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When in 1977 the vast masses of this country accomplish-
ed a ballot box revolution, expressing their urge for basic
human freedoms and the restoration of the Rule of Law,
there was also a rekindling of the hope for a better life and
release from the thraldom of poverty. After 30 years of
freedom, the problem of poverty had not only persisted but
had become aggravated as indicated by the growing number
of people sinking under the Poverty Line; unemployment
was increasing at a pace which clearly signified the failure
of the governmental policy to generate economic opportu-
nities for the masses; soaring inflation was eroding the pur-
chasing power of the Rupee, thus making a mockery of the
much-needed virtues of hard work, savings and investment;
basic amenities like clean and adequate drinking water and
primary education were still a matter of dream for millions.

Since the Government at the Centre had been formed
by a new political party, for the first time in 30 years of
independence, there were naturally expectations that the old
and dirty clothes worn for 30 years would be thrown off
and the country would be clothed in freshly tailored econo-
mic policy of a pragmatic and realistic nature.

Have these expectations been fulfilled in the past one
year? Unfortunately, the answer is a disappointing “No”.

* The author, eminent industrialist and public worker, is the
President of the Forum of Free Enterprise. This text is the
“address to the 22nd annual general meeting of the Forum in
Bombay on 18th September, 1978.
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True, there have been some basic changes in the Eco-
nomic Policy of the Government which are for the better.
To cite them~briefly; First, the direction of investment has
been changed. The “priorities have shifted from heavy indu-
stry to agrlculture ‘and rural development. Considering that
agriculture is ouf ‘basi¢ asset, and that 70 per cent of people
live in rural areas which have been cruelly neglected in past
30 years, this shift"in emphasis was long overdue. While
heavy industries are no doubt required, to have continued
to invest heavily in them alone to the neglect of agriculture
and rural development! would have been disastrous.

Second .emphasisy;h has onghtly ‘shifted to employment
orientation., The ‘most modern and sophlstlcated technology
are réquired.and unavoidable in our economic development.
But- to ;adopt: them blindly, without consideration of their
impact on: employment,lwas to incur huge human costs for
small economic gains.+Encouragement to projects and poli-
cies generating more jobs was, therefore, a welcome change.

"Third, ‘there has‘been a shift towards small, cottage and
village industries.” Thé concept of A “tiny sector” has also
been evolved This isalso a welcome development because
of the generatlon of* more “jobs inthis sector, and the effect
such a policy has on; dispersal and decentralisation of both
location of; md_us,tneS and €conomic power. We shall con-
sider the 'actual résults] of “this’ pohcy and its impact on the
economy later on.. ...y

. Fourth decentrahsauon of ‘econoniic structure and power
has ‘been another lobjective. One aspect of this rpolicy has
been decontrol tto remove the structural rigidities-of ‘the
économy. ! " Removil of food zones and decontrol of sugar
are but two examples ‘of the new policy.

In. principle,.«oneucannot quarrel with these changes.
They are good;for ithe country. But then why is ‘economic
growth.. flaggmg? Why_is_there vutual ‘industrial stagnatlon
and lack of dypamism.in, | the. 1ndustr1al sector? Why is the
price situation-still pofentially, exploswe" Why is unemploy-
‘ment growing? And; above all,‘why has a sense of frustration
gripped the people? a C



Unless these questions are answered, a new and dynamic
Economic Policy cannot be evolved.

The new economic policy is basically sound. Its thrust
is in the right direction. However, a faulty and inadequate
approach in working out its details and in implementing
it has resulted in growing disappointment with the policy
itself. The ghost of the past policy still haunts the new Go-
vernment, It has not been able to clear ideological dead-
wood nor remove bureaucratic rigidities.

In the first place, the Government does not seem to
understand the basic principles of planning, viz., strict
priorities and its own limitations as an instrument, The
Government, no doubt, prossesses the coercive power of the
community which makes it all-powerful, but alas, not omini-
scient. The Government is not the repository of all wisdom,
however powerful it might be. Neither does it have unlimi-
ted capacity to do all things efficiently and economically
It has to understand, first of all its own limitations in terms
of knowledgs and capacity. When it fails to do so, it spreads
itself thin over a vast area and thus becomes ineffective in
most if not all the things it does. In the process, it wastes
the scarce resources of the country which it has mobilised,
much of it from among some of the poorest people in the
world.

The priorities are clear. In addition to defence of the
country, there should be law and order. Unless that is
ensured, no civilised life, let alone economic growth, is possi-
ble. Law and order have not received the priority it should
have. A sense of uncertainty and danger to life and pro-
perty hovers over the people. Life in the capital city of the
country itself has become insecure. If under the very nose
of the Government, the people move about with the fear of
a noose around their neck put by criminal elements with
impuaity, then one wonders how such a Government can
become effective in economic planning.

Since law and order is not a commodity purchaseable
in the open market, the citizens look up to the Government
for its provision. In its anxiety to do many things, there has
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been neglect of this area by the Government. Unless utmost
attention is given to maintenance of law and order, and the
provision of an efficient and expeditious judicial system,
all talk of plannmg becomes meaningless.

The infrastructure of 'the economy which requires
priority is also madequate because it has been mneglected
ever since’ planmng started. It requires priority attention
beforé anything ‘else is done. For instance, recurrent tra-
gedy of floods is an-annual reminder of the failure of plan-
ning, The country.is blessed with plenty of rainfall and
needs all the water it can get for its agriculture, industries
and for every day .use by people. Yet, on the one hand
there are about one.and a half lakh of villages out of 5%
lakhs which are w1thout any drinking water supply after
31 year§ of freedom; and three-fourths of agriculture has
no benefit of jirrigation while most of the rainfall finds it
way to the seas.

On the ‘other hand, floods have become annual. The
only responsé to it from the Government is a routine one—
an aerial survey by some dignitary of the Government.
Floods. and famines in India today can be said to be virtu-
ally manmade because\' they arise from neglect of natural
conservation of resources. Forests are allowed to be felled
down indiscriminately, and nothing is done to desilt the
rivers whose- rising riverbeds mean overflowing of its banks
during the monsoon. Small irrigation and other means of
water regulation -and utilisation have not yet received suffi-
cient attention. ~These are.not problems which can be
solved on a part-time or casual basis. Along with the build-
ding of national highways and ‘rural roads, provision of
primary education' and rural marketing facilities, they con-
stitute the first charge on the financial and managerial re-
sources of the nation. The plea of lack of funds is an un-
tenable one especially when one sees enormous waste of
funds in the Public Secfor industries and low priority 'items
like five-star hotels bullt by Government

|

In the words of an expert on this subject. the neglect
and consequent'damage .are truly frightening, Writing in
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“Indian Express” of 11th September, 1978, Mr. B. B. Vohra
points cut: “It cannot be denied that the management of
our vast land and water resources has been far from satis-
factory, or else 40 per cent of our people would not today
be living below the line of absolute poverty. By contrast,
China has less than 80 per cent of our arable land resour-
ces but is producing more than twice as much food as we
are and has succeeded in solving her problems of hunger
and destitution, This is mainly due to the much better use
she has made of her natural resources even though these
are far smaller than ouss.

“The visible deforestation of the Himalayas, the grow-
ing denudation of our water sheds and the frequency with
which we are being visited by floods are evidence of the
way we have mismanaged our land and water resources. It
las been estimated that out of a total “reporting” area of
304 million hectares as many as 90 are suffering from water
erosion and another 50 from wind erosion. The area which
is susceptible to flooding is in the region of 20 million hec-
tares while another 12 mullion hectares have been affected

~by water-logging and salinity. There are also at least 10
million hectares which have access to canal irrigation but
are producing only at a fraction of their capacity because
they have yet to be provided with all the facilities — such
as land levelling, field channels and drainage systems—which
are required for the controlled application of water to soils
and for saving them from water logging. This makes a
total of 182 million hectares, equivalent to 60 per cent of
our entire land surface, which require urgent attention if
they are to be saved from further degradation and helped
to improve their productivity.

“The neglect of our land and therefore also our water
resources—for the management of the one is absolutely not
possible without the management of the other—has indeed
brought the countrv to a situation which is serious beyond
description. For even with the best will in the world and
the most vigorous efforts imaginable—neither of which are
in evidence today—it wi'l be decades before we can arrest
and therefore reverse the massive degradation which our
soil resources have already suffered.”
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1t is really lack of will and lack of appreciation of a
‘sensé of priorities which -are at the root of the present
misery of the people

In the meantime, while these basic priority items are
neglected, what are the Governments at Centre and States
engaged in? Low priority items like the making of bread,
beverages, running buses and the like. These are activities
which could and should be done by private citizens. It is
a betrayal of the interests of the poor for governments to
waste their scarce organisational skills and community’s re-
sources on these low priority items while neglecting basic
duties.

The objective of rurail development is served better if
governmental -activity .is .directed to priority sectors like
roads; irrigation. flood control, warehousing and marketing,
primary-education, water supply and conservation of natural
resources. ‘Thése are also economic activities which generate
millions of jobs forthe.illiterate and semi-literate at a level
of technology familiar ro-them. Removal of poverty boils
down, in the ultimate analysis, to the giving of job oppor- -
tunities and better technology to people on the bottom rung
of the.economic ladder. This purpose is not served by Gov-
ernments running bakeries and buses.

Excise concession to,;small units should not result in
making products of -larger organised units uneconomic in
the market. Economies of large scale production and econo-
mic viability of small units. should not be overlooked in
artificially boosting _up v:small industries.

The move to freeze capacity in some consumer goods
items in organised -industries and eventually to dismantle
them 'in order to have the field open to small or cottage
industry sector is fraught with serious consequences. Aparl
from economies of -scale, the biggest handicap of small or
cottage industries is lack of scientific marketing. In a country
of the size of Indla more than production, the technology
of marketing deserves closer:attention. Any artificial boosting
of coftage and small industries without marketing support
will result in starvation of consumer goods markets and black
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marketing in those items. In this connection, the recent
step to associate three large industrial units with marketing
of small industry products is a practical one.

There is a good deal of confusion on the role of big
and small industries. There is no basic antagonism bet-
ween them. The “either”, “or” equation does not arise,
Both are part of an integrated economic structure in a coun-
try of continental size that India is. They are inter-
dependent, Big units give rise to many ancillaries, and the
jatter in turn draw upon large industries for critical inter-
mediates, and machinery. Big, small and medium size in-
dustries have to go hand in hand. Any artificial separa-
tion of these is bound to be harmful to all of them and the
overall economic interest of the country.

The present policy with regard to big industry needs
a second look. Big industry is always a convenient poli-
tical whipping boy. Does any good come out of it? It is
conceptuaily wrong to dub some business houses as “mo-
nopoly houses”. Monopoly means total control of the mar-
ket. In this sense, monopolies are bad. However, the only
monopolies in existence are in the state sector.

What are described as big business houses in our coun-
iry are pygmies while compared to international firms.
When inflation and the potential of the country are taken
into account, any growth in their asset is insignificant. The
artificial classification of industries with assets of over Rs. 20
crores as monopoly houses is an economically unsound pro-
position, causing a lot of damage to economic growth.
Energies of these houses are wasted over needless activities
like complying with provisions of the Monopolies and Res-
trictive Trade Practices Act instead of being used on in-
creasing production and expanding the economic base of
the country. At some future point of time, looking over
the past, the people of this country will wonder how and
why shackless were forged and applied to dynamic growth
entities, thus defeating the very objective of rapid economic
growth. The possibility of political misuse of economic
power arising from size can be easily tackled by modern
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governments. The problem of concentration of economic
power is a bogey raised to scare the public into accepting
uncritically whateéver-is said of or done to big business
houses, because democratic societies have found ways and
means of constantly diluting economic power without dis-
turbing natural growth cof different sectors in the economy.
Democratic socialist countries like Sweden and West Ger-
many offer classxc examples of this.

A new dlmenswn has been added to this economic
scene. In récent months) a compalcn against business fami-
lies has been started. If economic power is misued by
business families for personal aggrandisement, then that
needs to be condemned and also checked. The Govern-
ment has taken over for itself enormous power under several
laws. Their proper, application by itself will ensure that
end. But to carry on a,campaign against business families
will cause a setback to the ‘entire economic front. It is not
.cnly big industry but.also small and medium size ones
which are run by enterprising families. With constant talk
of demgratmg business: famlhes the entrepreneurial spirit
is curbed. The penalty is paid by the country at large, be-
cause, all said and done, the art of creating wealth is a rare
one and needs to be fostered in public interest. A marked
shift to enterprise of the’ people even in communist coun-
tries, and their. eagerness to-invite help from abroad in order
to hasten economic growth should be a pointer to trends in
statecraft. «

There i$» no antagonism. between family business and
professional management When family business expands,
professionalisation of management becomes inevitable, The
rapid growth ‘of a professional managerial class is a testi-
mony to this. Another phenomenon which is overlooked is
the training which professional managers get in sophisti-
cated industries which enables them to start their own ven-
tures. In other words, family business houses not only de-
velop a professional managerial cadre but also act as an
university to train new-. entrepreneurs from among the pro-
fessional managers.



It is also puzzling to note that while on the one hand
there is emphasis on growth of a professional class, at the
same time therc is a campaign against this class also. Man-
agerial remuneration is frequently criticised and there is an
attempt to downgrade professional jobs. If this attempt suc-
ceeds, the consequences are bound to be harmful to the
economy and the country. First, there will be a growing
migration of professionals from India to other countries
whigh reward their skills adequately. Second, as in politics
there is bound to be considerable underhand dealings and
perquisites to make up for low salaries. In a democratic
society, it is better to have an open System of remuneration
than a hidden one.

Since a new theory has been propounded that the re-
muneration of private sector managers should be brought
down to the level of Public Sector ones, an examination of
the working of the public sector is appropriate. The mala-
dies of this sector are clear and need to be cured imme-
diately in public interest. Steps which can be taken easily
to improve their performance are:

First, the Government should sell 499% of its share-
holdings to Public Sector employees and the public, and list
these shares on stock exchanges which will reflect their
real worth., Moreover, annual general meetings will serve
as a healthy check on their functioning. The Government
will also benefit in that it can withdraw a huge chunk of
capital locked up in these enterprises and use that money
for more essential projects like provision of roads, drinking
water, primary education, flood control etc.

Second, Public Sector units should be stripped of their
monopoly character. They should be subject to competi-
tion. This will not only benefit consumers but also lead to
more efficient use of resources by these units. In this con-
text, the step taken by the Government to remove 10%
price advantage to Public Sector units is a healthy one.
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come by the Union Government through its constitutional
powers over them because, of loans and grants. It is lack
of will rather than of means which comes in the way.

The exrstence of octrm -which is unrversally described
as the most obnoxious form of taxation, and which leads
to corruption is-a testimony, to the lack of seriousness on the
part of politicians on the .question of economic develop-
ment. P I

The questron ‘today is not mobilisation, of economic re-
sources, but therr proper, dtilisation. Do the Governtnents
at Centre and States hzrive the ‘capacity to sperid monies pro-
perly? Cost conscmusness should bécome the watchword
of public expendrture before more taxes are levied on the
public.

< by

Cur scarcest resource tod"ty is time. It is runnmg out.
So is the patience of -the people.. The path of prosperity. is
well charted out-and known: -Do we have: the will as a na-
tion to march on that path to prosperity and social- justice
or continue to weat blinkers of ideology and apathy while
thasses wait for the bread and emp]oyment‘)
- e
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(The contents of thzs booklet. may -be_reproduced provided

due %cknowledgement is gwen to the Forum of Free Enter-
prise



“People must come to accept private

enterprise 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 Ileaflets, 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 fcc; 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-40000i.
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