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IEmeowcTION

e Indian federal system has been extensively
studied by the scholars. Dut most of the earlier studies
are legalistic in nnture. Ny and large, their major
focus {8 on the constitutional structure of Indian fode-
raliom and its cvolution. ‘'owewver valuable, this
approach s & limited one, since 4t does not treat fedew
ralism as 2 rocess and does not take into account the
social, economic and political forces which condition
and shape the operation of a federal conatitution.

Later studies have been more concerned with the
functioning of the fe:ersl system in India and its
interactions with various social, economic and political
forces. ‘'lowever, several important areas are loft une
oovered and one such area {s that of industrial developw
ment. In India, a2 new experiment is being carricd out;
plaancd fndustrial development is being envisajed and
operated within s federal framework. The [gocess of
induscrial development has affected the working of
Indian federal system in a significont manner, 1In this
area there has been practically no full length study,
there have been only some papers dealing with thias
theame. “Indian Federalism and Industrial Vevelopment”

(Harzy J.Friedmen 31955), “Centre~:.tate Relations in



Field of Industrial Development” (P.N.Dhar: 1972},
*politics of Development Planning in New States;
Industrial Locetion in India and Rigeria®™ (Manzoor
Marican: 1973} these give us some insight into the
working relations betwean the Centre and the states
in the area of industrial development. But these are
not £all length studies, and as such do not provide

a conprehensive analysis of federalising procesa in

India in the context of industrial development.

Thus no study hag been done to find out how
the federal system hag been responding to the demands
put on it due to the process of industrial development,
and what has been its impact on the federal ising pro-
cess within a resource-scarce economy and one party
doainance system. The present thesis tries to £111
in this gap by undertaking a full length study of
federalism and industrial developmant with major focus

on politics of industrial locations.

The major thrust of the thasig is not on the
federal constitution as such, although this has been
taken as & frame of reference but on forces that
affact the functioning of the systex. The usual cage

study approach has bsen adopted in the study. 1t is
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essentinlly & series of case studies desling uith loca-
tional motters of public sector industries, The first
cass deasls with the location of fifth public sector
asteel plant, the pacond with the location of second
public gector ofl) refinery in Assamy 2nd to have a com-
parative perspective the case of ligeria has been taken,
The case studies ware chosen keeping in mind the followe
ing points; these constitute important areasg of incuse
trial development with huge invastments in them. Sec-~
ondly, as experience has shown, their location and
critical Jdecisiona on them reveal a very significant
character of Indian federaliamehsrd competitive bargaine
ing. Thirily, since thece locations had created a lot
of controversy mofe data was available in these cases

then in others for the purpose of study.

The case study method was chosen becsuse of the
Bany advantages it hos, It is only by this method that
ar. intensive study of the decisionemaking process
could be taken up,rore 5o in our stw where the proe-
cans itself took many yeors before a final docision
could be takern. The mrthod helpe us to wderstand the
environment within wvhich the decision is .takcn.

TThe first chapter desls wvith the general problems
faced by cewvelopin: countries. It further tries to



tx¥ace the constitutional evolution in India vis—a-vie
its intustrial development. The second chapter traces
the evolution of industrisl policy in India. 1I¢
touches upon the environmental factors that necessi-
tated chenges 4in the policy, and in particular the
sespomse of the ruling party/parties to environmental
pulls.

The third and the fourth chaptere desl with
locatiocnal sspect of stecel plant and oil refinery. It
i2 herc that we see hard competitive bargaining betveen
the Cantre and the states and inter=regional elite
conflicts blurring the porty cleavages and their impect

upon thoe Jdecisjionel process.

The fifth chapter makes an attempt to give thm
study a comparstive perspective by focuessing on an
slmost similor situation thot arose in "igeria 4n
mid-eixties centering around the public controversy on
lacation of the f£irst stesl plont.

T™he last chapter seeks to weave together the
asin shreads of the forejoing casc studies for deve-
loping appwopriste perspectives on fedaralising process
" in India. In this chapter, the fedearal theory as



provided in the Constitution of Indis h=s been related
to the federal practice as fllustrated by its working
and an attemph has been nade to btxring into focus the
dmportont muest. tendencies of Indian federalism and

thelr unierlying forces.



Since 194% due to the speedy decolonisation
pEocess, there appesred many nev states on the world
horizon. sSeversl of these states had haterogencus popue~
lation. Thic very fact that of hoterogeneity of popula-
tion of ner stotes posed a sericus challenge to the elites
who were faced with the crucial problems of nation-oHutls.
ing and economic Jdevelopment, These states faced 2 nurber
of common prablemss thei:r stendard of living wes very low
with @ high rate of 1lliterscy. 3J¢sides, the new statas
at the time of independence were confronted with two
basic problems. Firatly, cach of them had to freme a
Conztitution and to settle for political authority thae
would suit their natural and humen ecology. The madn
task of the political elites in these countriecs was to
frems & viable political system, which would wvithin ivs
frams 6f xeference give the people maxisrum soope fof
developmmt. As painted out by Pheard shils, “sll the
founders of the new mates face or hawe faced the problem
of cstablighing sn effective governmant and staffing i
vich indigencas mmnel".“l‘hh important task of setting
up & political system and havin; a wvisble gowvernment has 0o
be done in the context of sraditicnal eocletfes,or whas shils

! rowngd mhils, ‘on Comparative Study of New States’, in
Clifferd creetaied, ) 0l4 gock ,




@slls, "rore frequently in the vontext of a pluralicy of
traditional socteties®.? This Le vhet makes the task more
difficult for the political elites becsuse traditionsl
societies have to ada;k theawelves to modesn iJeas and
institutions,

The second fmgortant [roblem thet has been con-
fronting the new states is th:t of ralsing the standard
of Living of the people as quickly as the reascurces would
pexudt. Thoos naw states are at various levels of develop-
merit with varying emphages on sariculture and industry
dapending on the availability of resources. In orler to
ralse the standaxrd of the people within a reassonable span
of time, it 15 imperative th-t the industrisl development
of tiwse countries progresscss at 8 quick pace. It was res-
iimed by the political elites that for thisg some form of
planning was necessary in order to HXing sbout asn optimal
utilisstion of scarce resources.

Plmning by fte very nature calle {or a high level
of centrslisation of powef st 8 particular point to maxi-
aise resource utilisstion. Since planning far industrisli-
#ation in these new states is done in the context of tradi-
tionally pluralistic societies which hawe a built-in

Clifford ‘xeqrs, Ibid., .Pele



tendency towards flamuces and omntflicte wiich becoms acute
in & situstion of economic scarcity, the pluralising poli-
tics interfere with rational economic development planning.
Thete develops a conflict between what Greetz calls
"Iirordial attachments snd civil politics® which gives
rive to tribelis:, parochialism, comaamalism, etc, 0Dy Kie
mordial loyalties is meant, “one that steme from the ‘givena’w
or, moTte precisely, as culture is inevitabily invoelwd in
such astters, the assumad ‘givens' - of socisl exictence:
dmmadiate contigulty and kin copnection sainly, but beyond
them the givenness that stema from being born into & part:-
culsz religilous commmnity, speeking a particular languasge
or sven A& dialect of s language, end following particular

sociasl xactices '.J

The primocdial attachmgnts to languages, caste,
commmity etc., coms in the way of rotional sconomic plane
ning and put a sswvere strain on the asociowpolitical systen.
As will ba sesn later., the case atudies of India and
ndgeria point cut how those loyalties, when they are well-
articulated snd mobilincd, become strong lebbies for cetting
as much of uevelopment 1 o fit for themselves ss pose-
ible. In this scramble for rosources they exert all kinds

3ciufard reets, ‘The Intexwative Revolution: rrisosdisl
sentiments and Civil Politics in “lew States', in Clifford
oxeetn{ed, ), [bid., ,ps109



9
¢

of gressures on thw decision-mehers. The sivwstisn gete

mte complicates in those countrice where federalism s
a form of governmnt has een adopted and perticularly
whage cultursl, linguistic and ethnic divereitiss are
territorially morkad.,. The new strtes oif "sia nd Africe
which have opted for a federasl form of government hewve o
contend more ceriously with this prohlem.

™e clageical federetiona of '™, "anada ~nd
Mastzolia ha. evolwved 4An an environment, wiare inous-
trinl activity wes minimal, and in the context of a free
economy with very little overnmental {4 -ter‘erence, ™nds
has ot oeen the case 4. heEw iederatic:s ..iciv there s a
lot of pressure on the state to directly participate in
the economic develorment of the cowwry. The political
slites of theass nev states had realiced that it was not
possible not desirable to leave this vital sector of
industrial developmsnt of the ceuntry to the operation of
market foxces. To catch up with the developsd countriea,
it vas realised thot it was necessagry {«T thw %w to
male massive investEents in the aconoay, wore 80 E‘ﬁ“““’“"
public sector which wes to sssums the ‘comsanding hedghte’

of the ecanory.

It was also japerative thst the [rivals SeCtaR
which was to Se equslly Amportont, was to 2e tequlmé
and controlled in order thet the oversll economy developed

)
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agcor.dng to some priorittea, "esides, an imporsant
objective of planning in Ix’ia was to reduce 28 much
a8 poseidle p&:onad dlaparities in the levels of
develaspmat of different gregions in the coumtry. All
this led to » tremendous increace in the powver of the
NRate, pacticularly at federal lsvel.

A close look at the higtory of the "ritish rule
in India shows that there appescs o be a certain rels-
tionship between the organised nationalist demends for
adustrial developmnt and the itish scquiesCemce in
theam throuh successive constitutional grovisions.
Idustrial Jevelopmant upto 1914 was extremely slow and
confined to Cotton and Jute fndustry anly. The Witish
policy was negative and it was only vhen the first
wotld wver started that the need to develop induskrics
dn India wes felt. “Our reoofd in regard to industrial
development has not always bDeen & credible one in the
past, and it is only under the pressure of wvar necesed-
ries that government was driven to abandon its former
attitude of aloofness if not jeslousy towards urely
Inddan cnutpruc'.‘

Realisin; the significance of local enterpcise
for overall development, the Indisn Industrial Commission

4 51r valentine, in Cbserver, April 2,1922, quoted 4n
Dy i.Mutt, Indis Tolday, pp.146=147.
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was appointed in 1916 under the Cheirmmship of Sir
Thomss 'iollands The objective was to conduct & COmpEe-
hensive survey of rescurcee ~nd sndustris) poseibilie
tiss. rollowing this the Indisn iunition Sourd wes
8et up in 1917 to fostar the dewelopment of inlustries.

™he rontagu-Chemsford roport on oemetitutional
reforme in 1918 slso pleaded for the Sndustrial develope
ment of the Ccountry. It set cut the alm as: "on all
grounds @ forwerd policy in industedol developeent ia
urgently called for not merc-iy to give Indis ecoromic
stability but &n orier to satisfy the aspirations of the
POOPle. ... w8 QENnOk measure the asccesg of strength which
an industrisl India will being to the power of the
cmmrc'.’ ™he recommendations of the report were tnmr--
porated L tw ovonny G oof India Aot ,1919. Wade: the
Act, industries wexe seds & provincial subject and tiw
provinces vera given thHie powers to give financisl 2ssi-
stance to the industries. In 1922 State 214 to Inutries
Act was pesged in nonbay and subsequently similsr Acks
were passed in dhar, “est Bengal, Madhyga tradest, otce,
™he provinciasl uveruments ook several meagures to
assaist industrise, particulorly scallescale and cottage

’mswutord RapICt, pedb7. Mg quoted in R.7,Dute,
mct‘. 'y - 150,
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dadustries in the form of financial sssistance. ‘'nder
the 1933 Act aleo industry was & provincial subject
unlecs otherwise spacified.

volitical development synchroniosed with the afore-
~ 8add constitutional dewelopment to emphasise the supxers
nesd for industrial development. The Indian 'stionalist
Movesent had accephed the goel of industrialisction as
necessasy to imxove tha smtandawd of 1living of people.
In 1937 the Congress “orking Committee passed a resolu-
tion which callad upon the Congress ministrias that had
taken office in the rovinces to appoint a “commitese of
exparts to consider urgent and vital problems, the solu-
tion of which 15 necsessry to any scheme of national
reconatnct fon end sociasl phrmtm'.‘ A Conference of
Ministers of Industries was called and it war this cone-
fercnce vhich wes "respensible for the creation of the
Congress “ational Tlenning Oaunut«".?
of the Industries iinisters Conferynce of the Congress
provincisl governments held in Octover 1938 laid dswns
*Me Conferwnce of the Ministers of Indumhu is of th»
opinion that the problem of poverty and wenpleyment ,of

™8 Tegolution
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national defence and economic regeneration cannot be
solved without Lndunttlalisation.‘s The Confersnce cone
sidered the views of various provincial govermments,

and it was decided that large-scale industries should
be started on an All=India basis snd that all provinces

and Indian states were to make efforts to that end.

The Congress Party took an active interxest in the
planning process and constituted a coamittes under the
Chairmanghip of Jawaharlal Nehru and with K T Shah as the
Becretary. The Committee faced a lot of difficulties due
to lack of data, lack o5f cooperation fram Goverrmemnt of
India and due to the presance of diverge segmante within
the Congress organisation. There ware conflicting intexests
anong its meabers; the buginessmen were lukewarrw to it and
the Gandhians wexe hostile to the large~scale industries.
The conflict between small-scale 2nd lerge-scale industries
was very prominent in its meetinge. But & cospromise was
found when Nehru argued, "it is clear therefore that not
only it ie open to this Comsittes and to the Planning Com~
nission to consider the whole juestion of large-scale
industries in India in all Lts aspects, but that the com=
mittoe will be failing in its duty if it d1d not do so.
There can be no plenning if such planning does not include

3. As quoted in, R P Dutt, Jp.cit., p.63l.
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big Indestries. Dt in making our plms we hove to

Tensnber the basic Tongress policy of encourrging mttag.
tndusacses*.?

hder the Cabinet “ission Plom in 1946 the Centre
was given very few povers,with the provinces having the
Tealdirry powers. Frovisions were mnde 80 that the Contre
was %o have jurisdiction over foreisgn atfairs, defeonce and
commmications with necessary powsrs Lo ralse the fLinances
reguire i for thems Industry was 8 provinclal subject as
lon; as it was not connected with the Jdefence of the

COUntry.

In the Constituent Asasnubly there was a good deal
af debate on fodsralisc vis-a«vis industriel devclopment.
There were many who wantaed the Centre to be made in charge
of industrisl deveicopment, vhile others wanted the stateam
to have & greater role in Jevelopment of tne industriec.

Ag santhanam pofinte: out, that it 4s only by meking

things clear, by meking things determinste by the Courts
of Law, that you can preserve the iudn_::al syster intact.
All progress will be blocked by putedng all kiade of
industries ia the hasds of the Centre wiich mey de declared

2. b,
36=37.
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federal by federal 1ow". 10 1¢ vas pointed out that by
the Tovisions of the proposed Constitution the Centre
wag bein; given too mach pawers. “T would like to say
thzt so for as indumkries ape ocancerned, the provinces
should be entrustcd with necessary poverer for they

understsnd tne xobler of their induskries bet.t.et".“

Prof. Shibbanlal Saksenas plesded for the inclusien
of regulation of traie and comMerce as nion Suhject. te
drew sttention to the comment of the linjstry of Mdustyy
and supply which had stated thet: *for the sifective
isplementation by the nion Covernment of the Industrial
Policy announced by Government of India on April ¢,1943,
and for other ressons {t is necgssary to invest the nlon
with certain povars over traie and commexrce in resyect of
production, @upply, price and distrivution of goods xo=-
duced by industries to be brought under Jentral regulation
and certain other gooda such as wholly imported articles
or agricultural products®. 12

1°wu_emm (Indie), Vo1aV. 1947, ppe

12conegitusnt Assepbly Debates(India),Vol.21x(b), p. 808
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It was believed by meny thet the Centre was giwen
extensive powers in case of defence and war and the indu-
strice Ogaling with it, %5 one member pointecd out:this
item 43, in my opinion, far too sweeping end by virtue
of it the Tarliament mey, by low, being in fact every
inluastry under the parview of the Centre.e... Thereiore,
1f the Parlisment 18 given this right, then it is quite pos
sible thst the provinces will be danisd all rishts over il
sndustrice”. 1}

Further, thrre was an extended debste in the Cone
stituant *ssembly of Indis an the suggestions that were
PNt forwakd by the Miniotry of Indusery snd Supply, These
were relaged to the aclition of a new entry connected with
gequlation, production, pricing, etc., of indu wmcies
Gsclaxed by Perlisment to be necessxxy in pudblic interest.
This was opposed by Govind nallavh Pant and the ‘rermder
of - entral “rovince, Navi Shanksr fhuklas. Tt was pointed
out oy Pant that diotribution, tra e and cOMDRrCe were in
form and mactice mostly controlled by the prowinces, and
shat ft would be unwarks»le %o have 1l these metters
under the control of Centre. Dus to strong oppoaition
this was finally At in the Concurrent List,

nl.hid.. ye 810«
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vhat finally emsrged out of the discussion and
dabeate in thw Constituent Agsombly wes a strong Centre
with a positive role in the industrial development of
the country. The founding fathers hed vigorously emphsw
sised the role of Centre 1. indusetrial developpme of
the countsy. By BEngry 7 of the 'nion List, the Centre
i3 rode 1~ charge of i1ductrice which are necessary for
wvar, of ursumnce of war, The *rticlc reads: “industries
declared by Parliament by law ¢t be necessary for purposs
of defence or proscoution of war®, "1 Puetry 51 states:
"Andustiies, the COntrol of walcon oy the Jnaon 18
declared by Parlisment by law to be expedient in public
interest®. 14 ™is mnery i.0.. tnery St is of crucial
significanoe, heususs of the fact that to opesastionalise
this, the Industriss (Navelopment and Regulatimm) *ct,
1951 was peseed. This Act has Decome the besic law in
the sphere of industrisse

Thus industry is & state subject, subject to
provision of intry 7 and 51 of tnion Liste T Constie
tution further assijns to the gtates the suthority over
production, supply snd Jddgtridution of goods, but here
slso there is a significant exception. ™nery 33 of
Concurrent List assigns jurisdiction to the Union, “over

Woanssis tign of Indis, List 2, kntcy Sl
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the production, supply and distribucion of goods in
shose cases where control of Centre is Jeered to ba
expediant in public interest®.d®

ouhdng @ little deaper into the matter, we
notice that there has been some form of demarcation
of powsrs Detween the Centre and the ctetas with
regerd to heavy=industricres and smallescsle md cot-
sage industries. Decicions regnrding hoosvy industry
are highly centraliscd. The Central Government has
somplete sway over hasvy induatriss. 7Thelrs ¢ soms
compelling reasons for this, Firot of all, the Central
Government has the requisite financial rosources at
ita dlepossl to invest in industry. Second, it haag '
the necessary techniical psromnel to handle the process
of rapid industrialisation. Third, it was felt thag
the Cantre would Be in & Detter position to handle hal-
Saoed fndustrisl develo;ment of the Ccountry as & whole.
It could look st dndustrics from an AlleIndis peZapg-

ctive. One can trace the background for all this centre-

1iostion to the resolutione of Indian "ational Congress,
mare 50 the Fesolution of the Xarechi %esaion of 19)31

where it was skakeds "t ‘Rote was O own and cuntrol key

13 tnia., tist 3, Eneey 33
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sndustriss and sexvices, minersl resources, roilways,
watezways, shipping and other mreans of public transw
m-.lﬁ

Over the years the puhlic sector has grown, and
with it ths power of the Central Covernment has also
increased. Dus to massive investrents in public ssctor
certain regions have developed at a faster pace than
others, leading to & feeling of neglect in those areas
vhare growth has not been quickes Public pressures vere
mounted on the authorities to quicken the pace of induate
rial dgvelopment in the lagging areas. It wes realissd
that oversll belanced development was & necessity in a
fedaral dsmocratic state. As pointed out by P N Dhars
“democracy under ths impact of univerassl adult franchise
strengthuns what has been called group foouwssed image of
changa f.8., the conoeption that eQooemic ogress should
be ~ force which cught %o affect equally all mewbers and

settions of cormmnity”. 17

In the smallegcole industries mctor, the situstion,
at lsagt theoretically, is different. Dasically, the

¥ miten national cengress, Rguoet of the 45th Inddan
Hationsl Cenakase, P 29

"Dhu PN, 'Cantre-State Relations in field of Induate

rial Dewelopment', in Jain and Kashyap and =xinivasan,
{ed), The Union and the States, p. 133,







