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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
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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,
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Fesponsibility of sponsoring smallescale industries
Lests vwith the stata governmants who were to taks the
injtiative to dsvelop this sectoxr which wvas ss important
as the heavy industry sectcr. In a country of cotie
nental dimensions where s large section of the porvles
tion lives in villages one eannot oversamphasise the
role of smallwscale and cottage industrias in ralsing
the stondaxrd of living of the rursl people. The smalle
scale sector plays a complemsntary rols to hsavy induete
riss, Dus emphasis on this sector could hawe 2 multiple
affect on erployment generstion, and Melp redue ragional
disparitias.

The importantce of the small-scale and Goktage
industries has been well rec. ;. 30 and apticuled by
our planners. The industrisl policy statement of 1956
gecognises the importance of this sector in thefollowing
worda: “thay (xovide immwdiste large szle oemployment,
thay offer a mathod of mouxring a m¥e aquitakle 2irtridue
tion < nstianal income and they facilitate &y effectiwe
mobilizstion of resources of capitsl end ekill whiich might
otherwise Temain unutilised. Some of the problews thet
unplanned wrbanisation tends to equate will be avoided by
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She establishment of smell cantres of industrisl produce
tion all ower the comuy".”

In the field of mnallescale industries alwo tha
Centre has sn important Zole to plays. It has created &
awber of Central agencies that deel with veriocus sspects
of spall=ecale sector. Thess incClude s part of Ministry
of Industry, the Certral Small Industriss organisaticn,
the amall Industriss Trajning I stisule, the Nationsd
Design Institute and Irvention Promotion Nusrd. Apsst
from this there are the All India BSomrds through which
the Centrs fegulates the developmant of smalle~scale
industries. The [roposals of the stsle government axe
examined by the appregrists All India Noapds befoge hesd
ez¢ approwed by Central Gowernmt.

The dependence of the otate sovernrenta for £inangl
fron the Centre inevitanhly dilutes tiwm constitutional
guatantee of power to state governments in small.scale
sestor. s poinded owd by RaY, "The dominating pesition -
of tis Centre can be ascribed to the fact that most of

the finance for implemanting ths village and small Ancus-
trins development eschaaw is jwovided tw the c@nm‘-”

I”M"‘“W.H* Plarning Coosde
o e dle

39snter-novernmentel Relation in Indie, o 124.
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In all new states the powerful urge for an accels-
£ated rade of industrial dewelopment constitubes an
inpertent motivation in policics. In 8 country whare
the federal systen of governmsnt hHas been adophed, this
has assuned various forms. 1t has Saken the form of &
aRsaive central ingtervention; frequently it has exiressed
1teels theough inter=regional conflicts and scrasbles.
3ince in alsost all the nev fedorations the Centre is
endowed with the bulk of financial resouross, the Central
swey in industrial developoent has expanded over yesrs.

Coming to Indis, we find that the extension of the
Central authority in the opiwre of indusiriss has cCofoe
eided with growing centrsiisstion. %wen in the aphere of
emaall industries the Cunkre h:e8 been &blo to astadblish a
cerzain measure of contrcl md direction. 211l this has
been facilitated by the operstion of s esntralised planning
machanier, (roving feleralisation of resouxed: and almogt
continunus opsration of one party doninaos systems At
the same tine, the intar~tejional competition for induste
risl locations has £requently served to breed slite cone
fliots withir the one perty dominance syster. 'henever
the Centre amoounoss Whe installation of a big indussyial
xoject, conflicts arise between the regions. In course
of tire thase ~we transmmed into politisel mokilisations
and shaixr impact is consolidation of political forces
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along Segienal lines. T rimordial sttashanis owr-
shadow the political prersy claaveges. In the ocsse
the ideclogical lines vhich demagoete the Fesional elites
inso distinct parfty segments, Qget blurred and the federal
organisation in each of the national perties is pt to
severs strain. taturally, in this environment of heighe
taned politicsl intensity the eemiral decisions on induse
srial locations are apt to e swaywé and distorted by
gegiansl pulls end pweseules. This is s erucisl xoblem
of fedars)l Arinion-making particularly in a sisuasion
where the primordiel attechrente are reinforced by ecerw

City of TresSurceds
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GEAPTPR XX
TR _RVOLUTIC: OF TI0U ARIML, POLICY

e dawveloping countries of Aafa md Africa 220 &
muiticusc of prodlems, calling for famediate remmdial
masnxes by thelir gowernmants. 7The nature nd dimension
of thege problems are colossal sand the resources availo-
ble to the governments are inadequate to fulfil the task
of growth and Jdevelopment. The need for industriaslisastion
in these countxies of Asia and Afzica Sz indeed ¢greak,
without which it wouli be prectically imposasible to aolwve
their soblens of poverty and unem:loyment and to catch
up with the developed world in a resscnable spmn of time.
Industrislisation is sine=qua«on for Tapid developewnt
of thess countries, ’

In India the rZuling elites hawe been conecious of
the need for Induskrizlisstion snd rapid growth of the
economy. The resolution of the industrics ministers con-
ference of the prowincial Congress governments in Octobar
1938 laid down: “The conference is of the opinimm that
the goblen of poverty and unemplayment, of n=tional
defence and of ecanomic regenerstion carmot be solved
without Industrialisation®,?

1 A8 gquoted in R.P.Dutt. Ingie Tgday, Pe631.

&
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e ebjective of public policies in Indis was the
rapid development of econocmy and socisty. The mein alms
of fndustrislisation were to increase national wealth,
beatter defence rcsdiness and full employmont. 7The gtate
in Indis wes to take an active part in the fulfilrment of
thase ohjectives and wae to further rrovide socisl over-
heads such as trangpact, powver and other infrastructural
fegilities. The bDroad goals were laid in the Directive
Principles of State rolicy. Az the Second Fiwe Year Plan
states, "™he irective Principles of State rolicy hew
gdwven a xosd sp;xronch, egsaomic policy énd institutionel
ahanges have to be planned in & menner that would secure
economic advence along demncratic anc egalitarian unu'?
T¢ achisve these objectives a mesaive effort in the dire-
ction of sndwsirianlising the country quickly had to be
underealun.

Ciwen these brord aims we have to take aupnm-
see that the goals are echiewed. Systematic efforts had
to be made to operationalise themy for this induatrisl
planning was abeolutely neccssary. The first step in
industciel planning wes to hove a policy which would be
an inatrument through which incustriel development fa
Tegulated throujhout the country.

3 Seoapd Five Yesxr Plan, Covernment of India, 1956, pe24.
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The Covernment of India has deen nouNcing &ndupse
trisl :oliciss from time to time. Major policies were
enunciated in 1948, 1956, 1977 end in 1980, Eeoch of
them was announced in an environment which was wmique to
them, One of thwm astrikin: features of these policies i
s cexrtai: measure of continuitys there is no major bhreak
in policies, the later ones bein; nodifications of the
previous policies.

The roots of these industrial policlies ous
sraced to pre~indspendence erz, in the policies and pro-
grempas of the Indisn Nationsl Conggess. The Indien
National Congrass was one wry important institution which
was fighting for the cause of Indian indepen ence. It was
ane forum under which neszly all opi:ions were egresaed
and debeted, and had within fvs f0ld warious intercats
and ideological gxoups. Thus a coslition xocess was in
operation within the Congress rould, and this was mani.
festsd 4in the development of fts economic polisiss.

In tha Initial yenrs of the Conqgress party, the
Cangress policy-making had no inbuilt socialist reusures.
only subseguently a strang socialist group led by Sawa-
harlal “ahry snd Mibhas Chandra "ose arose within the Cone
gress fold. Thus when ‘ehru became Congreas President for
the firot time (1929.30) it was thought of as a victory
for the socialists in the Congress because of ahru's
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atrohg socialist leanings. uxing his tanure as the
Congeess Preuident, ‘‘ehru wvas vocal about his socialiss
moogsings and it led to intenaive strugole for powex
within the Congtess betueen the left snd the right wings,
which precipitated crisis many & times within the orga-

aisekion.

The rightwing leaders in the Congress “Working
Committec tenJlered thelr resismation ensasse to “ehru
in protest alleging that the Contess was not following
she majority view. T™he resignation letters were aigned
by Rajendre ‘rasad, vsllabhbhsi Patel, C.Rajagopalachari,
JeSeKEipaleni, Julram Das Daulatram, 5.0.Dev and Jamalxl
ujaj.3 The resionations were withdirawm later on the
assuEMnos that in futur: che vunyZess President would
respect the majoricy view of the parey.

In Shelir letteaxr of resignationa they had atated,
*~e foel that the preaching and emphasising of socislion
prreicularly at this stsge by the Prealdsnt and other
socialiet members of the working committee, whils thw
Congwess has not adoptel it, 1is (rejudicial to the best

intercet of the country”™. 4

4 IDs3s , P 189,
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The socislist group formed an All Indis Congress
Soclalist Pagty within the Congress to conaolidaste its
pesision. The thres sain objectives of the party which
were to have an impect on the futwe industrisl poli.
cies of independent India were:> Firot of all, power
was to be vested in producing massesy secondly, socla-
lisation of mesns of production, dAlstribution and exw.
ahenge was necessscy, snd thirdly, the economic life of
the country was to bs planned and controlled by the 'tote.

The Socialist Carty wag to woxk within the Indien
Netianal Cor xcas and try to meke Congress adopt these
policies and to L1:fluence tenk and £ilc in the Congxess.
Over the nare't.hq socialists galned ground within the
Cangress organisstion, 7he socialist pressurce hocsme
powertully manifeast in thz mdddle of 1930 when the
Indien Mational Congress opted for a positive apjproach
towerds economic development and indueerxislisation.

e gocialiats gaincd a big victery within the
Congzess when st the Verachi “eassion (1931 a very &vp-
artant fesolution wvas passed on cconomic dsvelopment.
The sesclution leid down the basis of what lnter on came
o bn called s the woclalistic jattern of society. It
staotel that the Statep "shnll own Or control key

S Ihlﬂ-. ptg’O
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industries snd services, minersl resources, rallways,
watervays, shipping and other means of pudblic crans-
pore=,®

It wos realised that the State had to play an
active vole in the industrislisation of the countrey.
without active participstion of the sat:, it was not
possible to h ve rapid economic grovwth. The socialist
tlements in the “ongrecs were further stiwngthemed whe:n
sha concept of plaaning in economic development of India
was acogpted by the Congress. It gat up & rational
Plan.iing Comulctee under the Chairmenship of Jowsherlal
Nehru. The Gandhisn slemsnt in the Congless woa always
resent and it vas stro.gly reflected in the Jdelibara-
tious of the Wetional Planning Comnittee, sst up by the
Cangraes. 7This ideoloyy was not consietont with that of
the soclalists i1 the Vongress. Therefore, in oriex to
saintain unity in the Congrese it weas imperative that »
ansptoaice be found between the two. The Gandhian 13e0-
309y with its emphssisc on amellwscale snd cotisge indus-
tries vas 0 be smalgamsted with socislist one, with
emphasie on heavy industry.

The need for a syntheasis between the Candhian and
the sccialises epecielly in industrial plenning was

® rs oteted gn, “.Copsl (ed.), Sgleched orks Of Jewe-

ReEAS) Mehpy, Vol.9, p.369.



30

zeoagnised by Nehru. Speaking at the Mationsl Planning
Comsittce in hombey, he streasad the point, “thst no
conflict ahould acise becween villege and cottage fndusw
tries and DIGUEF industries”.’ At the meeting Mehru
further made a plea to the effect that the Committes
Mggest ways ond peans 88 %0 how best coordination could
b achisved hetween the two,

The main srguments for Gsndhian rinciples in the
iadmatciel policy were woll srticulsted by V., Dhebar,
& former Congrees President and a strong supparter of
gundhain economic idesals. The argumenta to support the
establishment of village and cottage industrics mrua
First of all, it vas to help in jeneration oi zore and
mete esployment, and capital intenaive industry was not
emducive to chisy and, secondly, decsntralisstion of the
sco oMy Gould be gecured by encouresjin; cottage and amall.
stale induotzriss. There was to w s helanceed economy
and this could be gat about by encouraging the oottans
and small=ecale sector Along with hwawy industries.

™he committes afver dus deliverations recowmended
SMate ownership and sanagement of industry. it stated
that ali enterprises whioh were connected with defence,

Ibid. » p.”"t
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public utilities and social service, or items which were
espantial to thg country were to be directly owned and
menaged by the State. Those which receivw ‘tote aid
were to be wnder Itete rogulation snd contzol.

In the Industzrial spheze the government took the
basic policy of the Conreas porty but modified §% to
suit the local conditioss. The party's wﬁ T AR
Committce submiteed e report to tha Mi InGle JuxigEecs
Committee and Working Comsittes, Secommending nationald-
sation of public utilities, Jdefence production snd other
key industriss. The porty’s recommendstions were oo
severe 2nd the govermssnt 443 not agree to it. The
private sectcok was renlly afraid of the policy of the
perty. They demsnded a clear=cut policy nnd the ploce of
privata sector in it., Aa one Andustrislist sald " thae
iveate industry should know where it stands so that it
may be abla to procesd with their schemes with vijour
and Jacislons and with confidence th-t they will he
fTealy allownd to play their role in future under sush
regulation and control o the State, as the Jtate may

desire to Impose in the larger interest of the :mu‘*.’

In responoa to this and to clear the confusion
the Covernment of Indis announoed an industrisl policy

ey

’muu MePo, Addrens to FICCY as quoted 4n, Gopal W',

‘Indian Industrial rolieyr Ite *wolutien®, Indian
2 19?5; Yol. IV, ‘e, p.)'«u.
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in 1948, The policy of 1946 aimed at securing a social
order where justice and equality would »a quaranteed to
all. It was to raloe the standard of living, increese
pRoduction and gensrate employment. The industrisl
policy envisaged & mixed econony for Indies where hoth
the private sector and the public sector would play e
vary important role in the developmnt of the country.

The industries were broadly classified into three
categories, delimitin; che aphere of ths “tate and the
private gector. In the first catexry were included
those induetrics relatinn to defence of the coutry,
atomic energy and rallways. Thase wete to be SRate ponio-
polies. It uas further 1244 down that in an emsrgency
she government ni ht take owver eny (gfivate industry if
it was necessary to do so in natio-a) defence.

In the second casegory were included those indus
stries hich wete to he eveloped at tiw initiative of
the State, MYere the .tatc was GO e exclusively in
chotge of establishing any new industyy. Unier this |
cate;"fy were incluied coal, iron and steel, teleraphs,
wireless, ship >ullding and qdreral oils ¢ -ir Ccrafe

maufacture.
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In the third category were inclu.ed activitiee
other than those Aindiceted in first and second Categow.
ries and it was normally oprn to privete sector. The
Sgete in this syhers was to rrogreassively participate
and intervene in those industries where (To ress wee
not satisfactory. The State was to requlate md com-
trol fapectant industrics like automobiles, elactrical
amsghinery, 2ir and sea transport.

T™he industrial policy resolution recognised the
iaortance of cottage and amaliescales industrice in
India. The Cendhian 1declo)y was clearly mmifested
in this part of the policy rocsolution, It was realised
that without theee intustriee thw rural ~arcas of India
would not prosper. Their role in generatin: employnsnt
was duly recognised. 10 It ‘aamed a herronjous Sovelop-
ment of cottage and small-acasle industries with heavy
induoseries. 'erc it was 2 comprocise bDetween the
Gmdhian and the socialists within the Congreas: the
policy satiafiec noth thwee elemants,

™ industriel policy resolution was the fir:t

ma jor attempt hy the government to injtiate the (xrocess
of plenned ucilentific industrial Jevelopmrnt in

undecdeveloped Indis. One of the importent festures of

O
'* jatustsia) rolicy ‘csolubgn 38, covernment of
In [ ] ma . ,
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the policy was its pragmatic nature. The policy wae in
the nature of & reconcilistion of 1declojicel claims
and campulsions of coonomic reality, snd thevefors, re-
flected the coalitional character of the Jongrees. It
was a atg-ificant ottempt at building up at cConsmsus
in eoonomic development. This wos necesaary in view
of the fact that the tote uid not posasss sufficient
Tesources to unilaterally :lirect the pasoe of indatriali-
sation, The mixad econoly concept bears witnees to it;
the public and private sectors weres o Comexist and
sach was to provide healthy compstition to the other.
Although an attempt was mede by the policy to demexcate
the areas of public and private sectors, this 444 not
mean that there wes watsrtight ocempertmentaslisation of
the %wo. » great deal of dowetailing between induskrise
in the private and the public secctors wos likely to

QCCAUK »

The industrial policy of 1948 cwoked different
reactions from different guortera. Seme of the Congress
parcy mesbers were not sstisfled with it. They thought
that the policy statcement wes far short of expectations
and that it was & dilution of the recommendations of
the =ational Planning Committee. Jpesaking in the Conge-
tituent Assembly one member seids “this was not 8 policy
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that & RNate desirin; to be proqrcul.ﬁ should adopt=, 11
The policy was less rodical than vhat the report of
National Planning Committee prescribed. It was alleged
by one menber that the government sdopted this policy
under Xeasure. Me oheerved: "the governmnt were
adopring their present policy due to gome kind of pre-
ssire, soms kind of blackmail®.l?

Hehru who had drafted the repoct of Mational
Planning ‘omnittes changed his stend to f4it in with rea.
lity. The new policy as said Yefore ;xovidsd for a
aixed cconomy, the question of naticnalisation was post-
poned for ten yecrs. s MHindustan Times stated, "nation-
alisation was to be postponed for a period of at least
10 yeaxs and the gowernmnt guaranteed thet in the in-
terim period exiating concessions in these industries
would femoin free from government control®,l?

The change in the stand taken Ly Nehru was due to
the fact that he was heading the covernment and therefore
was to lock into all the aspects before a deciaion could
be taken. Ve had to weigh the capecity and resourcs
position of the State, ond pressures emmnating from the
private sector.

1! constituent Aesembly Debotes, 7th Apcil,1948,p. 3404,

12 ;h44., pe33ve.

1 yipouesso Timee, Peeil 8,1%0.
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secondly. as pointed out by Kochsuek therd was lou#®
of faith in government. ‘e stoted, *Indias was faced
with serious production lag frow loss of confidence in
government, Ths Jongress Foonomic Progeamme report had
creatad grester uncertainty. This was ageinst the gua-
rantees the business commmity had reccive:? from thw
governmant at the industrial conferences”. ¥ s to
increase woduction it was necessary to creste the right
. eovironment conducive to economdc growth, .marn.lnty in
government policy wag not conducive to Ait. The indus-
trisl policy of 1943 wes the first step in thias
direcsgion.

The Teaction of the industrialists was by and
lazge favourable: there was scope for tiam in the new
policy. The industrial policy resolution according to
‘Cormerce’ was, "a comgromise and 3 nNecesssry compromise
at that intended vo harness all the forces which would
evince & source of gesponsible cooperstion bearing in
afnd the chronic stete of country today”. 15 e private
sechor was apprehensive about the nationalisetion jesus
and therefore, further ASUEEROSS WESY given to the
private sector. John Mathai, the Finance Minister in

W pochenek, Opecit., p»166.

13 commerce, 17th April 1949, As quoted in Copel Peite

o’.c‘t. ’ Po337o
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1948 explained: "for a long time as we cen foreote
there will be nok only a laxrge but sn increasing £isld
for pxivate enterprise in India, but the limits eo it

will be Aits own readiness to venture ahead and orgeniss
ituelf fOr great taske that lie shaad®, 1®

T™hus the Sndustrisl) policy of 1948 opted for a
dewe lopment model of nixad econumy whwee bath the

public end the private sectora oosuld cowexist. The
main ain was to incresss production and to stabhilise
the econory which was shattered by war and parctition of
the ocountirys Another jmportent alm of the policy was
to resove £ears in the grivats sector which were crested
by the report of the Congress commitiee, which had |
called for immsdiste nrtionclisation of key industries.
In shost, the aim was to bring about a total mobillse-
tion for & quick industrial development. And, this
reflected the consensuel politics of the fuling perty.

™e industrial policy of the Covermment of India
was foramalated in particular enviranment. A certain
dhange had gince taken place. The Congress party had
formd the gowvermment end a new Constitution for India
had been framec and was in force. 3pesking on the need

16 As quoted in R.H.Copel, Opecit., pP«328.
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to change the industrial policy one member 2aid in the
ok Sabhe, “I would say that shw industrisl policy 4n
the pest vas fremed wder s different set of circum-
stances, those have changed. Time has come when & new
policy needs to be enunclated In conformity with the
exalted objectives that are shared by all sections of
the House”, 17

It was pointed out that the fndustrial policy
resolution of 1948 wos framed st a time whan the situse
tion in the country was not normal. The after-effects
of second world wsr, the partition of the countcy and
commmal disharmony were the factors that had made the
situation abnormal. tnder these conditions economic
activities had practically cwased and privete cepital
was not forthooming due to instabhility in the country.
These conditions had vanished or were nearly overcoms.
This eslled for o review of the industrial policy of
the govexnmant.

During the period 194854 thrce crucial changes
had taken place in the Indisn environment. They wares
First of all, the country had drafted & new Conatitu~
tion for ftoelf, and all State policies had to be

17 ha atated in Lok cebbe, jgk_cathe Debapwe. Cecesber
zo‘ 1954. 9035270



39

framed in conformity with the Bhroad objectives laid
downs in ths Constitution. Secondly, the Sovernment of
Indis had opted for comprehensive nationsl planning
and the firet plan was nearing complrtiin. Thirdly,
the Parliament of the country had sdopted & resolution
scoephing the eocialistic pattern of society ag the
ebjectivw of socis)l and economic planning.

The Indian ruling elites had realised the need
for State planning for rapid sconomic progress. It
vas based on the sssumption that ths market forces
could be manipulated in a desiradle directicn only by
po-arful Move irtorvention. Planning in India hes
been & part and psrcel of nationalist sovement, Ha
ounnar Myrdal stutcs, “"the 4dea of Mmeate planning for
osanomic develepment was an clement of new nationaliem.
The idea of State planning endad to emerne with £ight

for independence”, 16

Gwer the yearas enghseis hed Meen shifting from
one pector to another, Aapending oo thn urgency of the
situation, oealling for an appeopriste change in the
induscrial policiss. In the rirst Five Year Plan,the
main emphasis vas on the developmant of agriculture and

astan xama, Vol.rz, pe722
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comamity living. Thioc wes changed in the Ssoond Plan
where a lot of esphasis was put on the development of
hasvy and bDasic industries, these industriss were to
be the Dackhone of the sconomy. "Ths Cowernment and
the PFlanning Cosmission realised that this (unemploy-
ment) problem could ba met only by atepping up the pece
of Gevelopment through tore rapic industrislisstion,’?
The change of objectives called for a change in the
induustrisl policy.

™he basic change in political environmemt was
thae mdéia had 8 Conetitution framed by Mndlans theme
sglws. The ééemu of the Cenotitucion act out the
aims of the npew social order that wos to be built. I8
~ lays emghasis on justice, equality sad fZatesnitys the
SRate was o direct ite policies towsxds achieving these
objectives.

T™he cgalitarian principle has deen given dus '
impartence in ths chapter on the Directiwe Principles
of Sete Policy. T™he economic policy and the industrial
solicy of the State hod to tale noto o these grincipics.
The Pirective Principles were considefed o ba fundae
mntal in the governance of the country? they were 8

i richasl recher, Neh SERENY » Do 526,
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sort of manifesto of aims and aspirations. It was the
duty of the State to cdve effect to them, Speaking in
the Lok sabha, Thakur Mas thargava pointed out that

the Directive Principles of State Policy repxesents

“The will of the nation and not the creed of any indie
vidusl or party or dogma of any section, and so long as
they remain in the Constitution they mist qovern the
owverall policy, not only of this government but whatever
government there may be in ﬂmn:e".zo

The Statec was to sccure a aocial order based on
Juetice, social, cconomic and political. The policies
of the State were to be directed go as to sccure (a)
sdequete means of livelihood to its citizens, (b) to
operate the economy in such a way that it does not lead
to concentration of wealth and means of production in
hands of a few, (¢) proper ddstribution of national
Tasour ced of the oountry for comron cood, (d) securc
tgual pay for equal .ork, and (@) to protent the health
and gtrength of workerz end children, 3!

Taden as 2 vhale, thege principles lay the founda-
tions of the welfare state 23 the goal and goclalist

20 55 stoted in 1ok sabha, 1ok Ssbha ‘wbates, “ecember

20‘ 19540 p03463-

31 constitution of ndga, srticle 39,
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pattern as the meens to achieve this goal. Commsnting
on this chapter in the Constitution Pylee has written
“the L{deas of Jeremy Nentham, the political snd sectal
stand of libersls and radical pertics of Western Wewope,
the major pxinciples of rabimn Socislis: and to sonw
extgnt those of ~uild Socialism eve all akin to much of
what is esbedied in this port of the Constitution=,3?

Jhis chajter was a vitel input for the ‘socislistic
patsern of society' which the Parlisnent was to adopt
leter. The First Five Year Plan slso took note of
these pxin iples, It stated, “The eonomic policy of the
Saste mist be goverre? »y the oby.:;atm placed wpon 4t
to secure that citiven: have adequate means of 1ivell..
hood....The Directive irinciples visuslise an economic
and social order basec on eguality of opportunity, sociel
Justice, riyht to work, the cight to adeguate wege axi
& measure of gocial security for all citizens .23 ™he
Andustrial policy of 1948 could not take note of theome |
factores mnd tharefore there was need f£for a roview of
this policy.

Another crucinl factor that called for a roviev of
thw dndustrial policy expounded in 1548, waa thag

a2
Pylee,MsV., INGAS Copotitution, pe1Se.
23 tve Yoo _
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government and the Conqgress party had aocepted ‘socia-
1istic psttern of coclety’ as the nev objective. Mw
motion for & socialistic pattern of socisty was offici-
ally adopted by the Parliamant in 1984, 1t stoted,

“Ihe Nouse having considered the economic aftustion in
india and the policy of Jovernment in relstion there so,
is of the opinjon that (i} the olicy of the Jovernment
is in harmony with the policy statemgnt of 2;xil 6,1948,
(2) the objective of our ecomemic policy should be a
socialistic pattern of society, and {3) towerds that
end the tampn of economic sctivity in general and indus.
trial dsvelopment in particular should be stepped wp o
the maximus possible extent.’! he Indian nstional cone
gress at the Avedi nadm an 195 adophted similar reso-
lution and oupportsd the government jolicy. The national

il was COUIRed AS & welfore stabe and sotialiot

m‘”

Three things becoms clesr from this, ¥irst end
moct {mportent vas thas socislise economy was to be pXo.
gressive and Lo ensure wuiality of opportunity to citi.
sene. Decondly, the policies purmed shiould reduce ecow
nomic disperities end avoid the concentration of ecoiomin

44 1ok gebha Dgbetes, 21 “ecember 1954, p.3692
38 Lochanek. Opeite, Ppe175=176.
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power and growth of sonopoly. Thirdly, the policy had
to give Aus impustance to soc:ial values.

Thus once the need for chmmge i the industrial
policy was realised, it led to & Jebste within the Con-
GEess party as %o the role of werious S8ctoEs « small
scale Vs heavy - in the develepment of the country. The
adeption of socialistic pattern creswed suspicion among
the orthodex Gandhiang in the Congress party. It was
feared th t the pocialistes with their smphasis on hesvy
sndustry woul:d be dominsting the show. A Feconcilistion
vas broujht about by the “shalonabis molel which was €0
proviie the basis tos further economic developments,it
ovided for both hesvy ioduscrisl sceor with emphacis
on providing & bese for furthwr industrinl dovelopnt,
Mmd aaothar sectar which was to deal with cotbage 1n0NS-
txies to Melp solve umemployment pronlem and to see Lo
it that adeuate quantity of consumer . 00ds wite AVale
Aable. As Kochangk pointed out,“it was a politicisn‘'s
dream, 1t wes welcomed by sll groups within the Congresa™?®
The “atic2l Nevelopmant “suncil also apreowmd of it in
19%%. - R HREC QG SIRp)T 10T,
“the first time it scemed, villajze and cothsge induste

ries had been qiven an impexreant Place in ths Cangress
scunamic poucy".a?

- 9

20 yacheneR, Onecst., pe176.
27 tm30., pe178.
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The industrinsl poldcy of 1956 of Sovernment of
Indis took inte account the changed environment and

the exprrisznce gained over the yaags, The new policy
vas ariented towards asttalnment of the goals enadwined
in the Preasble and the Dircctive Irinciples of teove
Policy. The main ébjoctives were: riret of all to
speed up the rate of gueaomic dsvelopment, and in this
endeavour emghasis was to be Lindd on tha developmmt
of heavy and basic L u.tricu. .econdly, the public
SCtor was to expmnd and moost of the heavy industries
wers tOo be in the public sector. The rstionele for in-
creasing the role of public sgctor i~ Indis was the
obsesssion with equslity. *g lyrdel obeerves, "“central
asgng the reasons giver for planned enlargement of
public sector within big industry 4n India 1g thwe quest

for equality, that Lo, the daeire to prevent s concern-
tration of economic pwu“.za

In pursuance of the socinlist goals as national
objectives and the necd for planning "all industries
of basic and strategic inportance or m the natuxe o
public utilities ware to De Iin public Mct.or".z!' e
Seate was to take an active and direct responalibility

i Myzdal, Opecit., mll’-lo.

29 ok salte Debates. April 13,1986, p.6692.
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for the future davelopment of Industry over 2 wide avea,
but this 143 not mean that privete sector had no gole in
India‘e development. It was roalised that the role of
private sector wes a8 significant as that of the puslic
sactor. It was to supplement the effores of the itate
to apeed up economic and industrisl development of the
country. This sector had to fit into the framawork of
acial and economic policiss of the ate, and was subject
to rejulation and control by the Scate. 7Tiw fndustrial
policy resolution of 1956 1laid emphasis on co~cxistence
of snd coaperation between the public and pxrivate sec-
tors {~ industrial development of the country.

T™he policy clasaified industries broadly into
three categocies. In the firat category the “tate was
o take full responsinilicy for establishing new wunits.
These included rafilweys, air trenspert, srms and sneni-~
tion and stomic eneray. Thase wvale to be developed as
Stste soxciopolisse.

In the second Calegory were inciuded thaee Indus-
tries which were to De [rorressively owrmd by the MMate,
md where the Sgate woull toks inftistive in establishe
ing new industriss. This list 1s given &n Scheduls *B°
of the industrial jolicy. The privete soctor aleo had
the freedom to develop in this sphere with or without
ssete 444 or perticipation.
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In the third catejory 8l) the remaining industries
were covered and the dewelopmmnt of these industries in
general was left to the private enterpriase, but the
Mate could, if it wvanted, enter this £i2ld =lso. ™e
Skate wes o take inftiative to ostort institutions that
would rovide finance to these industriss. It wes inten-
$9d %0 give special sssistence for enterprises organise:d
on cooperative lines for industrisl and sgricultural
PuL poses.

The private sectar was to be subdject to tha In&is-
tries (Dewelopment and Regulation jact 1951, Thw Act
according to the Estimates Committee wag “enacted by the
Pagliamnt as an in:grume-t designed W@ pevids the
Cantral ow:inm:nt witn powets mé means to inplanent
the industrial yolicy of the governmant”.’C The govern-
mnt through this Ack was to Fegulate and control all
privade industrisl dewelopment, snd see to it thet €l
vate industrisl Jdewelopsent wes in accordmoe v ith
ndustrial policy resolution 19%6.

The Sandhian {declogy was well represented in the
policy which gave enough protection to amallescale and
cottage industrial sectors from competition by large-

mates committee, 1% 2. 19th nepore, Fifeh !ok
. stry o ustrisl Development, peld.
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esale inNustries. The amployment potentisl of this
sector was duly recognised. The 3Nae was to ensure
that the competitive strength of this seckor vis-e-vis
the large sestor was to incrwast, The Ldes of indus-
triol estates wes put forwvard to help the smallegcale
ssctor by prowiding oll the necessary inputs at one
point. This later on becems the moes cfficlent way by
which amallescale induatrics couli be deweloped. These
provide the neceessry infraztructure and the initial
push for the smallescale industries.

The resclution zecegnised the neesd to reduce
alagsritics 4n the levels of Jdevelopment Detwesn 317f-
exent rejions of the country. It was felt that lefe to
iteal? davelopment benefited S soce developed regions
st the oot of other aress. Industrisl location would
favour the well deweloped recion st the expsnse of
sAher EKegions. In the process induatries tend to conw
centrate in the already well developed regions »t the
cost of others., Swch & situstion could bevome explosive
in & feveral country if the lagging units do not dewvelop
st a fagter rate. In fact, in India from time to tire,
we have had to fece aitu tions, where this sspoct 18
very pominent. It hes led to rejional mobilisation
and agitetional jolitics, culmin~ting in considerable
Joss of life and propesty.
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In a federation like ours, it the industriesl deve
lapment is not ewven and balaced, it 1a apt to breed
tensiocns Detween the Centre and the gtatrs. The demands
for the locetion of heavy Sndustey by state governments
shoxe that there s a feelin, of deprivstion among the
people of certain regions, who feel that they have not
had their share of developmental benatits, The ddscon-
tantaemnt is aggraveted by mamy atihwr fectors like lack
of employmmnt opiortu:itirs, particul-rly for the middle
class job hunters. Therefore, the industrisl policy
onghasised the need to reduce regional Alsparities in
levels of development in India.

I one has a close look 2t the fadustrial policy
Tesolutions of 1948 and 1936, one finds that there seemw
0 be basically no differcnce betwee . the two. The 1986
policy was a developmant and alaborstion of the wevious
policy. It was more clear on the role of public and
tha private sector: it wes moge realistic end viewed
both public and the private sectwr as Complamentyry to
each other. The private enterprise was giwen » fair
chanoe &0 sahow its worth in a pociety which hed accepted
soclalistic pattern of society as its goal.

T™he pelitical environment had beer shanging over
the yeors. The dominence of the CengrEess party in



50

Indian political system had started weskening even in
the last yeoxrs Of Nehru. The Stoates had started to
gain a foot-lwld over the nationsl politics snd this
¥8e clearly manifest in the eleaction of lal Jahadhu
fhastei es the Prise minister. 8 statad by Asal Ray,
"the stase leaders provided the prindcipal forum for
loblying in fevour of shastei's candideture in the
high echelons of the puﬂ;y'.” The state leasders had
come to realise their impartance in the Congress party
structure and consecuently wanted mofe say in the
decision-caking within the perty. AMNtesr Shastri‘s
death, in the election of Mra.Candhi as the Prime Mindi.
ster the state Chief Ministers played a vary important
role. Thus, the rejlonsl forcez in the Indian federal
system wats assarting themselves. ° The stztes grew
to enormously powerful units of suthority., ani their
chiefs played the most ispartant role in eclection of
India‘s Prime Finister”.?

The fourth censersl elections brousht about pErow.
found changes in the Indian politicel system. The Can.
grass paty was badly msulel in the election beth ag

32 y1n1d., pel2.
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Central ond state level. The slection put an end to
Congress dominance in Indien politics, At the stats
fevel it lost ins dominanos in eight states of Riher,
Ustar Pradesh, West Nengal, (rlgsa, Tamil “adu, Xerasla,
Rejasthan end Punjab. The new parties that came O
power ware Jdifferent from the Congress in ldeology.
The Swagsntra party was ageinst statgiem and sdvocsted
greater Jdevolution of power. The Janas Sangh o the
other hand was .or a strong Cantre. Thiere were othex
partie s vhich were regional in nature like the Twovida
runnetta Yaghegan which had razgional gupport bage and
wi.0ue Lleology was regionsl in nnature.

Dugis, t.4o prriol a lot of censions wvare geng~
Fated in the vorking structure of Indimn federaliom.
Thers wes demand fof soure state amtenosy and the demmnd
for moxe avkonomy in industrial sphawe wes implicit in
it. It was srguad that the stots QIVEEDISTIAS WIRE ’
capabls of running their own entericises snd that thay
must be allowed within the industriel policy framed by
Central Sowvernment to fegulare anmw.-iu developmant |
in their cespective arcas, The Anjammnnar Committse
which wag appointsd by the DMK government called fog
& fxesh look at the Centre-state relstions. e of fts

Bsjor recommenfiations was that * entry 352 should da
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Tecast o0 as ¢o limit its operation to industries of
nationsl importence or of Ml India oharscter orf ¢o
induskries with 8 capitsl of more than one Mmndred
orores of rupses”. Thie called for change &n fndue-
tries (Devolopment and Regulation) 2:ot,19%1. “The Act
of 1951 has to e rfepoaled or repleced by an Act o~
vidin,g for the contrxo. - the Centre of only such
industries as we have referred to above”’d

Palkhiwale hile Jdedlivering shri Ram Mesorisl
Lecture in ‘lew Delhi advocsted freedom to the state
govesnments to have plan ol their own ndustrial devee
lopment, and a reduction in the nunber of induotries
wnder Central control®,>? »1though there was the densnd
for Jsvolution of power, it wes not reflected in the
industrial policy of the Uowernment of Indis. This wes
dus to the fact that the stete governments wexe not
united in their demends. “hey weres wexking at cross |
purpoaes, and the Centre oould play one state ageinst
anothar

In 1971 election Mre Cendhi ceme out victorious
with & thusping mejority, ‘'Garibi HMatac' become the

M

kg quoted 4in M, V,Arunschalam, 'mau autonomy for
Industrial “evelopment® in ¥

nmz. Annual unber, Vol.o.3,
P .
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slagan of the dey. Since she 443 not Jepend on the
regional beeses, she could follow policdes independently
of them. ‘ler perty's ideology was to the lefe of the
centre, In 2ite of a thumping mejority in the Parlio-
ment ghe was not *bHlc to channelise populsn support
into any cencrete progtamme of action with the reault
that *:ardbi Hatao' remained just another smpty slogen.
Deterioration in the eoonemic frent led to disoentont
among the public and it wog effectively utilised to
ergmise protest movements led by the opiosition parties.
Thees protest movesents gained ouppoEt of Jayaprekash
Nazayan and gathered 5o much moaontum o 283 to threaten
the Congreas party &t the Centre. The response of

the Centre was to clamp 2 etote of gmergency all over
India; thus for all prsctical purposes the federal proe
visions of the Constitution had cessed tO operate.

By sutusl sdfustmsntz under the guidence d
Jayaprekash '‘arayan, feutr major opposition partiss
merged together to form the Janata Party a8 an alternse
tive to the Cangress p-rty. The poarty Mpl: the polls
in 1977 election with s thumpdng mjority. In cthe elow~
ctions to the state Assenizlies different perties Come
to power. In Temil Nadu, *nne Dravida Mmmnetres Zashagem
formed gowernaent, in Xarnataka and Andhra Pradesh

Congress({l) was returned Lo perrer, and in et Jengel
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and Tripura CPI{M) dominated govrnments Came Lo power.
whersas in the northern states the Joanata perty camw
%0 powex. The political scens became very variegsted
snd this in twrn effected the workin: of the Indian
federalism.

The Janasta party wes coomittec to a policy of
dgcentralisstion of political and ccononis pexer. THE
slection mmnifesto of the party had promised to fmprowe
the lot of rurzl poor ad to redzess the irbalences
created by the Congress rule hetween wrben and rurel
sgctors. In the economic gphere it wag pointed out
that victory of Janata Party was a vots sgainst the eco-
nemie policies of the Conwess for thirty yesrs. It
wes alleged that, “Congress policies had mede poog
pooter and the rich richer and have widened the disps-
rities between the pacple of the cnmu‘y“.ss Iy was
pointed out that thes Congress mrnunnt hed falled to
sohisve its gosl of aocislistic pottern of society. It
Wwouht shout s Aifferent kind of socialism which came
to be associated vith governmentalism smd Mureauycra-
Sisstion then with real socialier. H.Vekomoth gpeaking
in the Lok sadha said “Y am Of the view that the Con~
gress ovrrnrment in the last few yoars has mads »

3% 1o% suhe Dedeves. Voi.i. 1977, pelio.
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caricaturo of mulmm'.mme mmber in the ok Tabha
pleaded for o "tharcugh shale up of the scononic-poll-

cies to 2ring about @ balanged em*.n

In a broadcsat to the nation the then Prime Mini-
ster orsrji Nesal stressed the need to decentralise
politicel end econOMic=por-er, he emphasised thst tim
village had to be sads tiw base of economic develophent.
The centralised stete accardilng to him vwas 2 menace o
doupcgacy. M further addsd that it was sripmecds thag
all efforte to 2anl with powerty and Dackewstfness musk
be concsnsreted 2t village level.

since the covernpr * = _',... e ® mce t!'ue 1400~
logical picture of the party was hazy there wes a lot
of sppzeheneion as to the type of ecunamie policy cthae
would materinlioe more so, the jadustriel volicy. There
was & lot of spprehencion shout the role of pudlie
sector 4in the ecoonamy. The party and tlw guUvernment
clarified the fesue and mads At clesr that it had A
intention to abridge the role of the public pector.
Chandirashekhzr, the party fresident, sefd thae the {des
of public sector wes not the resuvlt of sy ideologicsl

3 1n14., 215t June 1977, p.170.

37 toga., vole1, 1977, pe180.
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oFr political considerstio.. It was the econcmic need

of the country as no developarnt wae possible without
the public sector.

The party's programme in econcmic ephere was fn-
corporeted in the national planning process, the bude
¢et snd the industrisl policy. Het.Petel introducing
the fixst Janata budget in the touss ssid thet "Lt rep.
resented a sincere and genulne effort to redirect the
coumtsy ‘s sconomy in line with the prioricies laid dowm
in Jensta party e¢lection ssnifesto” .38

The vhels pracess of planning was reosisntsd to
the (riocities leid Jown by Jansts gowwrnmente e
Dxsit Plan 78«83 stated Shat "our peteern of investment
patsisularly in provision of mocial Lnifrastfuctucre has
Been biasad in favour of urben areas”™.’? It was further
observed Shat the most lmporeant objectives of plenning
Rave not beon realised and thiat et gosls were a8 die-
tart ag they were at the time of independence. e
DEntt rlan therefoxe calied fox 8 new stracegy of Sevee
lopmont which was to haw thw following icﬁmu:“
Pirst of sll, the odjectives were to bw clesrly defined

*° 1ok Slma Dapapes. 1577 sune 23, po2o2.

'® prate plan 1918-93, dovernment of naga, ped.
© 4., 2.

i~
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and wiorities fHed. Secondly, the rssources were o
bde allocated in sccordance ith the riorities indicsted
and that the allocations welke &0 ba backed Ly apjeo=-
peiane gccnomic snd socisl policies. Thirdly, an assess.
|sent was to be nede continuously 28 to the prograss meds.

" The environment for decentralisation of industry
was slowly emmrqing. ¥Farlier i the fifeles the stoess
was on centralisation in the State sector as it was
thought that this would help counterect peivste monopoly.
Ag & Tesult, the sStage cars LO POSNESS Vast power in
industrial development., In the late fifties and early
sixtiss the conospt of sotiel justice csught the eyes of
ocur plsnmtes nd politicians, and one of the methods
shreugh which it wvas to Le achieved was the public
ssctor. The public sector was to play & cruciel pare
4dn the establishment of a new socinl order. with the
coming of the Japata party the demand for decentralisse
tion becams mere vocal. It was through this that the

new socioty was to oe organised,

The Jmnata pacty ZOuUght about & new Industrial
policy which was in harmoney with the objectiwg of the
party with emphasis on dscentralisstion of economic
poer through stEengtheming of cottage and sasll-acale
industries snd taking recourse to appropriste technology.
™he Minister for Industries stoted in the Farllissent
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the objectives of the industcial policy which were ag
follows: 42

1) There was to be maximisation of ;woduction
of consumar goods.

2) Hummn and material resouress were Lo be
effaectively utilised,

3! Prevention of concentration of econoic pPowey
in yxrivate monepoly.

4) Ouick development of those iIindustries that
geneTete employment.

$) To make industry responsive to social needs.

The main emphasis in the industrisl policy was
on employment generation and it waes secognised thet this
wes peseible only by the spasdy development of the emall-
scals and khadi and village industriss. In pursuance
of this special attention was paid to the smalleacals
sector. The number of items raserved for it were in-
Crsased to five hundred, The tiny sector with an fnvest-
ment of one lakh was also given special attention Iy the
policy to prorpte development of industries at the
district end village lavcl end vo increase smployment

41 gateawnt made by miatster, _@W July
“ 1911‘ 9-1050
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potantisl. Tha policy called for setting up of en agency
csllead the Diatrict Industries Centres. These cantres
were to be the focal points and were to provide at one
point all the inputs nd the service recuirenents,
thess were to minimise the contact points so that there
was less buresucratisstion. The N{otrict Industries
Centres were %o have geparastc cells to look afesr the
needs of cottage and house~hold industries. Por the
merketing of the pweducts of sanll and tiny sector the
government departssnts and the public sector wnder-
takings were to prefer purchases from these cectors.
Core emphasis was on employment generation in rurel
asxeas and all other things had to be tailoged t.o-thh
objective.

Concrete steps to dsogntralise powver in the
indwetrial sphere led to the creation of Nistrict Indus-
trics Centres. The Gentral and the shate governments
were to e actively involwed in these., Tt led to moze
ougperat ion bhetwesn the Centre and the states in indus-
trial developmont. The cooperstion between the Centre
and states vas saphesised by the then Industries Hinister
Osasge Fernandes. ‘e stated that “the state industrisl
machinery is bein: effrctively involved in fdentifying
the afstricts tor locating she Districe Industries
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Centres and in Bmmaglig these centrea® %% The nistrice
Industries Centres iere to be sgarted in those dist.
ricta vhich were covered by “ural Industries Projects
4 centrally sponsared acheme.

Zven in the staffing pattern 2ndé its working
there was to be close mratm botween Contre and
the states: “The staff of the new centres will wvork in
Close consultation and collaboration wit: the concerned
state level departiment and institution as well es
central and other financim) institutions engeged in Jeve~
lopment of cottage snd household and amsllescale indus-
teies". 43

In the financial fie)ld the expenditure on the
Bistrict Industries Centres was to D8 shared on a
30350 basis vhereas the flural Industries Projects were
wholly central projects. "he Industriss Minister gawe
sssurance that all assistance needecd to set up thece
gentres will be 1iwen to thems Fears wers axpresssd
in certairn quarters that thease centres would creste
canflict bet-een the Centre and the gtatea. The Minie
ster of Inductries “allesyed the fcare expressed Dy some

42 ok gepha bebpaten, Mesch 8,1978. P.cO.
> pxats pien 1970-83, Opectt., p.177.
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members that the District Industries Centroas would

create Centre-gtate contu.ct".“

The policy was to be implemented by the respect-
ive state governmants and in £inal analysis these

centres were to be run as gtate government enterprises.

In the £field of smallescale induntries as pointed
out before the number of items reserved was increased
to five hundred. There wag proposal for spscisl
legislation for preventinn the larce-poalc sector
from setting up additional capacity in fteme reserved
for the smallescale sector. Here alsc there were app-
rehensions about conflict bhetween Centre a2nd the
states on reservation and about legislation on it. M
all doudts were cleared by the then Industries r-'d.nléter
Jeorge Fernan.ies. He stated that, “there was no question
of the Centre and the states coming into conflict in
the matter of reservation or legislation to enforce

such 1eglslation.45

So ¢t 4is thus found thet the Jenats policy of
dacentralisation in the nature of involving the states

44 paccen rerald, 30 March 1978,
4> peccen nereld, Jenunry 7,1970.



a - 62 7y

more actively in industrial development, particularly
st Gistrict level, It may be remembered that the re.
existing schems of fural Industries Project vas ex-
clusively a central schems with cent parcent partici.
pation of the Centre in its finance. 7ut unier the
Jarsts governrent’s District Industries Tentres the
finasncial participstion was divided bBetwsen the Centre
and the states on 30130 basis. Actually the whole prow
Jrct had the effect of reduring the hitherto role of
negligence assion: d to the states in industrisl plen.
ning avd of inwolvin; the Contre and the sgtetes as
equal partnecs $n dndustrinl Ceveclopment of subestate
aseas.

The Jenata party govesnment took note of the
gact that there had developed wide-s;read dlsparities
in the lewels of dewelopment between different regions
and that it wves necessaly to rectify theme This fact
wvas Pocognised by the previous policy elao but nothing
eoncrete was done to remove these disparities. The
Janata industrial policy statemant laid down that
licences would not be fsmmd to new industrial under-
takings within cities with moge than ten lakh popula-

tion and urdban areas with a populstion of more than
£ive lakhs as per 1971 censuss
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Thus the thtust of the new policy was directsd
towards Jenwerati~g employment, reducing regionsl dis-
pacritien in the lavels of development, and to promote
the smallescsle and cottage industrial scctor in the
industriasl development. The emphasis on wwell-ascals
infustries vas nO% new) the Congreos government had
also siven Sus importance to it bhut it wes generslly
at policy and not at action levels The financial allow
eation was not adegquate to megt the requiremant of
thiz settor. "™he District Industriss Centresg were a
nev concept by which the dlistxicts and other aread
below gt could benefit from iadusttislisotion. It wes
an attempt to have decentralisation of Induuerisl peo-
duction towards which the Janata party was committed.
T™he davrlopmental strategy hed put less cnghiais on the
overall rate of growth and the thrust was on rural dev-
slopmant wnd employment-criented induetriss. Sut bHefore
adequate steps could be taken to implement these ideas
the Janatas party started manifesting inhegent contra-
dictions inbuilt within its coalition structuyre. Diff-
erent coalition partners started pulling in different
directions culminzting finelly in the physical break-
deown of the Janats party and dissolution of the Lok

Sshha.

s
L
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The 1980 elections to the Parlisment in Indts
changed the political environment., The Congrese
perty which was defeatsc in 1977 came back to power
with a thugping majority at the Centre. The changed
political environment caslled for approgriate changes
idn the industriel policy of the gowernment in line
with the new prioritiss in industrizl sphere. A new
dndustrial policy stacoment was announced in July 1980
stating the objectives end priorities of industrial
development in Indis unier the new government.

™he new policy statement hes faith in the indue-
triasl policy resclution 1956, *s sgated by the
Minister of state for Industry, “The industrisl policy
annouwncosment of 1956 4in fact reflects the value systea
of our country and has shown conclusively the merit of
constructive £lexibility™. 4 The nev stesemers wae thus
based on the Andustrial policy statemsnt of 1936.

| The primary task of the government wves identified
ss the removal of constfaints on industrial production
that had crept in Guring the Janats phase. New thrust
was to be given to: “establish a dmamic industrial
economy s indicsted in the election manifeseto of the

L

*w fc.Chanana's sateoant, K- L overnment
of Inlis, Ministry of In s EpArtmmt of
adustrial Develo;ment.
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Congress perty.*$7 he village and smell-scale
Andustrics vere to be enOMEaged and alternatives wire
to be found to the Digtrict Industrises Centres as they
hd not produced henefits proportionate to investments
pafa in them.

The public sectcr which had besn given low
priovity during Janats phose was to be restored to its
oxiginal place in the economy of the country. The
Policy recognised the fact thet the public sector was
not functioning upto the expectation amd sa & corre~
Ctive step 1t was envisaged %o have a unit by unit
sxaalnstion of the public sector undertakings. It wae
proposed o cdevelop & mansyement cadre for the public
sector undertakings so tiat efficiency could be
Asgroved upon in these units.

The private 2eCtor was also to play an importsnt
role in the developing econemy of India. This sectol
was to develop within the framework of naticnal planas
snd policies. Concentration of ecoaomic power and
wealth was to e preaventcd, the same wags the case of
sonopoliss. The policy statament showed concern abowt
industrial sickneas in the countcy and proposed the
devising of a aystem thst would give an early warning.

47 1nia.
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The policy of econemie fedaraslism snd backward
districts was to reverce the svend during Janasta perjod
towards creating artificial division betueen small and
ilaxge scele industries) efforts were tc be sade towerds
Tintegrated industrial development'. To prosote the
concept of economic fedleralism the Jovernment was to
set up 8 foy nucleus plents in each industrially back
ward district to generats as many ancillory unito as
possibles Thim, it wvas hoped, would provile wideospread
fadustzial dencfits to these areas: The nucleus was to
agsexble the products of ancillary univs snd to povide
marketin; focilities and to try to upreds the teche
molagy of small unitse |

The policy scatement of 1380 leys esphesis on &he
pelative grevsh of diffegent segtors, lerge, omsil and
tiny: sodasnisstion ves eonsidered necessary in small
scale and tiny asctars. ™e policy stood fox all enOBu-
gagamant to ¢xpirt-oriented Industriez for having a
favowreble balance of trade, The Matemsnt Eoposed to
speed upr rationalisetion and siuplificetion oi the sye-
ten of induatrial licencing.

Prom the foregoing analysis it appears thet the
induestrial policy in {ts focus and in sectoral ellocation
has changed over the years, This is obwious in view eof
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the fact that an industris]l policy grows end opiTates
in a specific social and political e¢-.vironssnt. In the
ruling party or parties there 18 an ideological frame-
work which shifts and changes 3¢ the environment
changes, This has had an fmmediate effect on the

policy meking lry the government, particularly in regard
to industrial davelopment and othar cyucial Svelope
mental isgues and thelr . riovitiss, Ay we hove seen,
the 1948 policy strtement wvas enuncinted 4n an environe
ment which wagz unigue and it reflected the policles of
the Congress. It was in the policy of 1948 vhere
2ined econony was envisaged for the first time. Soth
the private and the pudblic sectera were to play a cru-
elal role in the devalopdsy eccnomy of the country. T™he
social and political citustion in the country required
such & policy "ot -oull be adble to stab:ilise the eco-
nomy disrupbed oy paruition and the orld var 1i. PO
this it wae esoential ithat bokh peivaer snd public scc-
tors were to coexist in 5 nived economy, it was a
histerical necesslicy. Thw policy was £icst sincsre
atuampt to initiate the prooess of planned fndustrisl
development, It vas in the nsture of a reconcilistion
of ideologicel claire and Compulatons of economic rCes-
1ity, and not just & manifestetion of the Conxess
4deoclogy.
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W policy of 1948 needed changes as the poli-
tical environment had changed. 7The Jovernment was
headed by the Congress party and a new Constitution
was adopted for Indis. During the period 1948 and
1954 three vory im.ortent changes had taken place in
the Indian political and economic snvironment calling
for a review of industrial policy. First of all, the
country had & Canstitution for iteelf «hich laid down
the objectives to strive for. Secandly, the governcent
hed opted for a systemstic plamning and the firat
plan was neexring completion. Thirdly, the Pariiement
opted for ‘socielistic patterr of asoclety' as the goal
ot social and economic planning.

Accordingly, changes were msde in the incustrial
policy and a new policy snuncisted in 1958, The roles
of both public and privete sectors wore nore clearly
defined and demarcated. The public sector was to expmnd’
and assupe conmanding heights of the economy. As such
all industries of baeic end strategic imporssnce or in
in the pature of public utilities were t.o be established
in the public sector. The privete gector had to
operate within the frammvork of social snd economic
policics of the Stats.

The dacentralising focces had been gatning
grounc in Indian federatiori. ™e xocess had stareced
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during last days of “ehru and continued till 1970

when Mrs Gandhi come to power vith an impressive e jo-
Rity and opted for a certain measure of centralissticn.
During the Janats phase the decentralising forces
otined ground. The Jmata party stood fof Secentrd-
lisation of economic and political power., Moreover,
the euvironment for decentralising of industry was
oMz ging. Twring Janata rule it wes shrough JdeCentrs
1isation in the Sndustrial sphere that gocisl justice
wvas o be achisved.

The policy of the Jmmata jovernaxnt put emphasis
R deoentralisation of esonsmic power through the
stFengthening of cottage and smallescals induatries.
It wvas to maximise production of conswmr goods, (EFeventg
concentration of povar and to make industry more rep-
ponsive to social needs. The emphasis of the Jansta
4ndustrial policy was on employment pgenerstion through
cottags and smallescale industriss. Special resecrva-
tions were made for the small-scales s tiny sactoras,
The number of items reserved ware incressed to £ive
Mndred. A new gcheme called the NDigtrict Industxics
Centres was introduced which was to provide all the
requisice inputs at one point. |
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Bt before the new industrial policy could
get adaquats time for implementation, the political
snvironpent undsrwent a drastic change. There was
the physical breakdewn of the Jansta perty and diss.
olution of Lok Sabha. In the elections held sube
sogusntly the Congress under the leadership of tyg
GCandhi csme back to power, ALl this was hound to
1ead to changes in industrial priorities. A policy
Matemuat was made by the Minister of State for Indude
tries in the varliapent on the industrial policy.

The newv statemunt reaifirmed the faith of the
covemaent in the industriasl policy statemsnt of
1956. This was to be the Dasis of the present policy
with lictle modificstions. The stetemsnt reaffirmod
the faith of the government in the public sector. T™he
Bain task of the governmant was to remove Infra.
structural Lottlenecks, The stateownt ladd stress on
sosnonic fedsralisn and compreensive nature of Aindupe
trial development. There was to be no conflict bet-
veen the large, small and the tiny sector. Ffforts
were to be made towards ‘integrated industrisl deve-
lopment. *

In conclueion, we may say that the industrial
policies in their focus end priorities have been
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chonging over the years, responding to the changing
environment of the Indian politicel system. All this
ehange has been affecting the federal aystem of
ovwernment in Indis. It may be recalled thet the
founding fathers had proviied for a largely balanced
dies tribution of power between the Centre and the
states in the ssctor of industrisl developeent. “thile
Sha suthority for creation and Jevelopment of laraee
scale industries had been vested in the Centre, tiw
SRates were sssigned a wide meamxe of suthority in
amdll scale and cottage industries. Yowever, as a
Tesult of successive changes in the industrial palicy
in the wake of ;olitical chandjes »nd developmental
plmning the eriginsl dbalance of power between the
Centze and the states hos changed now and then. The
setting up of s national plan system and the accumils-
tion of convergence tends in Indian politics i 1950s
had the effoct of enhancing the role of the Centre. The
Centre set up & number of ~ll-Indis Boards to ini-
tiates and direct the developamnt of small-scale
industrias as 8 port of sn uniform, national developw
mental atrategy. “tates sometises resented againet
the superimposition of national priocitcies snd gulde-
1ines upon their industrial policies snd pCoQrenmes.
nut pertly becasuse of the party discipline within which
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they hed to work in ane pepty dominence system, bt
sainly because of the financisl bait, the states had
80 acquiscce In the pysten of Central cantrol and
dirsction. T™he superior rescurce pasition of the
Contre enabled it to dilute the suthority of the
statrs in the sector of small scale irvdustries.

Howaver, vhen the one party dominsnce oystem,
Pparticularly dominance of tew lDelhl hy Congress terw
afaated in early 1977 snd especially vhen a loose
agglomeration of & eversl politicel parties known as
Jenata poclty Cale to power at the ‘entre, there ©co~
ured a certain shift of emphasis in the oversll indus-
tcisl policy. And this, as you have seen, had an
dmmsdiaste Smpact in the direction of associating the
states as eQual partners in the development of amalle
scele industriea. The Diawict Industrie:z Coptre acheme
48 an instance to the point. The restosation o!‘ the
one party dominance asystem in 1990 elections, indicate
a return to 19%6 indyustrial policy, althoush the
Minjeter of Industries spoks of em fedexsliiam.
Nowever it 15 too early to woject the srendss
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CHAPTER III

cAase eTyny T: LOCATION OF FIFTH PURBLIC SECTOR STEEL PLANT

The industrial policy of the government broadly
lays down the lines within which industrial development
takes place. As seen in the last chapter, various forces
have gone into the making of the industrial policy. The
policy qgives immense power to the federal government to
regulate and control industrial development throughout
the country:; it is operationalised by the Industries
(Development and Regulation) Act,1951. Although the
federal government has a good deal of power to regulate
and develop industries, it has to contend with the
demands put upon it by the constituent units, which apply
all kinds of pressures both constitutlonal and political
to ensure that they get a large chunk of the develop-

mental cake.

The Planning Commission documents have frequently
recognised the problems of regional development. The
aim of development "should be extension of benecfits of
economic progress to the less developed regions and
wide spread diffusion of industry“.1 In a country as

large as ours with limited resources, it is essential

1 government of India, Planning Commission, Third Five
Year Plan, pe.l42.



that these must be utilized effectively. It was rea-
lised that industrial location was one of the methods

by which regional development could be fostered. Re-
garding the policies for regional growth the Planning
Commission says " In location of new enterprise whe-
ther public or private, consideration would be given

to the need for developing a balanced economy in diff-
erent parts of the country. In particular this aspect
was to be kept in view where the location of an industry
was not determined almost entirely by the availabllity

0f raw materials or other pnatural resources".2

The traditional locatlonal policies were found
to be advantageous to regions which were already devew
loped and which had the raw materials and infrastru-
cture to provide to industries. If strictly followed,
these policles would have created greater disparitlies
in regional development. "The normal economic forces
governing the location of industries are at present so
overwhelmingly in favour of developed areas that pro=-
blem of dispersal of industries to backward regions
would require coordinated efforts at Central, state

3

and local levels®. Therefore<, invariably the

2 1b1d., p.143.

3 Government of India, Planning Commissicn, Fourth

Five Year Plan, p.310.
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locational peclicies in less developed countries are
modifiecd and framed in such a way that takesinto

account the need for balanced regional development.

This fact was well recognised by the leaders in deve- ~

loping countries. Speaking in the Lok Sabha in India
Dr.Xrishna Swami "requestéd the government to go into
detall about industrial locatlon than was previously
done".4 ﬁe further pleaded for reduction in regional

disparities.

Locational policies were dlscussed at various
forums to arrive at a balanced dispersal of industries.
The meetings of the Natlonal Development Council
devoted a lot of time to highlight this point. The
National Development Councilts Committee on Industry,
Power and Transport, made valuable suggestions on loca=-
tion and related matters. It stated: "In the case of
public sector, whille heavy and basic projects based on
raw materials, power, tramsport etc., should be located
on economic considerations, reasonable alternatives
should be examined for other projects, and those which
help to develep backward areas as well as make up

imbalances in development should be preferred".5

4 Lok sabha Debates, Vol.III 1955, p.5225.

5 Proceedings of the Natlonal Development Council, 22nd

mceting, Septenber 5-6,1965, pp.8,9.
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Similarly, in the private sector it recommended
that: “while economic considerations should be more
important in certain raw materizl i:iustries, in case
of medium and small-scale industries it would be
desirable to determine in advance in consultation with
state governments, specific areas In each state where
requisite infrastructure could be economically ad
quickly developed to wnich industries could be

attracted". 6

The baslic industries which were based on techno-
economic conslderations had also to look into the dew -
lopent of backward areas. The “general approach has
to e to avoid further concentration of industrial
activity in areas where dev-:lopment has already taken
place, or has been planned but expansion in existing

Industries in such areas cannot be ruled out".7

The state governments use all the resources at
their disposal to impress, manipulate and coerce the
federal government to grant industrial projects to them

dn the public sector. The 9th report of the Tstimates

® 1ptd., p.s.

? Third Five Year Plan, Op.cit., p.148.



7

Committee quoting an eminent industrialist’'s evidence
stated: "The government were proposing to have two
units of an industry in the public sector. Then pre-
ssure came from Madhya Pradesh, they said, you must
have something for us also, our state iz also backward.
The result was that the government yilelded and decided
to have one unit in vttar Pradesh and other in Madhya
Pradesh. This is purely because of regional conside-
rations; this should not be the criterion for putting
up an industrial unit. To further elaborate this, I
would point cut to you that government has been think-

Ing of putting up steel plants in Salem and Andhra

Pradesh.“8

This kind of struggle between the Centre and
the state is not new; this is one of the consequences
of a resource scarce economy operating in a multi-
lingual federal soclety, this will be seen from our

case studiles.

The most strategic Input in Industrial develop-
ment is provided by iron and steel. The production
and consumption of steel has become an index of deve-

lopment of the country. The importance of iron and

8 as quoted in Bhagwati and Padma  Desai: India Plan-

ning for Industrialisation, p.268.
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steel has been officially recognised by the Estimates
Committee in the following statement: “the development
of iron and steel production therefore is Andispensible
for India's development programmes, both in agriculture,
mdmwuwﬂgItﬁtMcuemmawamdeMh
other industriles grow and develop. WNaturally, therefore,
a scramble between regions hegins whenever the Centre

intends to sct up a steel plant.

In the 1948 industrial policy the steel industry
was put under industries where the responsibility for
the establishment of new undertaking was to be prima-
rily the responsibility of the State. The State was to
take an active role in the development of iron and
steel industry in India. The importance of heavy induskry
was realised in second plan when massive investmentsg
were made in these industries. It was during the second
five year plan that the 'nion government decided to set
up three integrated steel plants in the public sector
at Rourkela, 7hilai and Durgapur. Provisions were made
for the expansion of private sector steel plants, the
Tata Iron and Steel Company and the Indian Iren and

Steel Company.

° Estimates Committee, 20th Report, Ministry of Steel

and Mines, Fifth Lok Sabha, p.l.
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Due to the very nature of the industry i.e., its
dependence on raw materials which are not geographically
well distributed, it tends to concentrate in areas
where the needed raw materials are found in proximity.
The main raw materials regquired for the development of
iron and steel industry are coal and iron ore, besides
other inputs like manganese, lime stone, water, pover,
etc, Since the first two are of bulky nature, it is
imperative that to economise on transportation cost
these should be as near as possible to the areas of raw
materials. These two basic raw materials so essential
- for the growth of steel industry are available in plenty
in north eastern part of India 1i.e., Bilhar, orissa, and
West Bengal and due to this reason the steel plants

were located in this coal-iron ore belt.

The first four public sector steel plants were
located at Rourkela, Bhilai, Durgapur and Bokaro, As
these plants Involved messive investments, the stateg in
which they were located stood to gain through increased
employment opportunities and the overali develooment of
the reglons. The steel plantslwere to be the nucleus
around wvhich ancillary industries were to develop and
help the respective states to quicken the tempo of indus-
trial devclopment. This fact was realised by the regional

elites very early in the process of development; hence,
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there was severe competition among states to get steel

plants.

This kind of competition was evident during the
location of the first and the subscquent stcel plants
in the ~ublic sector. There was a lot of controversy
regarding the location of the first plant, as there
were four states contending for it; they were the states
of Bihar, West 3Bengal, Madhya Pradesh and Origsa. To
choose the best possible locatlon the Central government
appointed a2 German firm, Erupp and Demag,to advise on
the location of the plaat, its design and operation. The
technical experts of this firm visited the main oontend-
ing states, as pointed out in the Lok Sabha; "the
experts visited the sgtates of Bilhar, West 3Bengal,Madhya
Pradesh, orissa and studiled carlier technical reports

and memoranda submitted by these governments“.10

They
also had discussions with governments of respective
states, and the final report with recommendations was
gent to corcerned governments. There was a feeling in
Bihar that its case was ignored by Government of India,
when it invited only representatives of Madhya Pradesh,

orissa and West Bengal for discussion on the report.

Clarifylag the federal government's point of

view the then Minister of Production,K.C.Reddy pointed

10 |,k Sabha Debates,1954, Vol.I, p.32.
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out that, "It was only the governments of Madhya Pra-
desh, West Bengal and Orissa that forwarded their
views on this (German recommendation) we did not
receive any reply (views) from the Bihar government“u
and therefore, they were not invited for discussion

oh the report.

The gover -nments of West 3engal and Madhya
Pradesh had challe-nged the validity of some ofl the
data on which Rourkela was selected. To clarify those
points discussion toock place between the Federal
Government and the state representatives on the report,
and state leaders were fully consulted before a f£inal
decision was taken. Making a statement in the HYHouse
the Union Minister pointed out, "that Bihar government
did press its claim and that the views and memoranda
of concerned state governments including that of Bihar
were fully considered before a final decision was
taken".12 For the second steel plant also hectic
lobbying was done with M.Ps pleading for their respe-
ctive states. One M.P pleaded whether Bihar government

would be cansulted or not.

11 1p4a., oth april 1954, p.4522.

12 |k Sabha Debates, Vol.V 1954, p.6782.
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The issuelof third steel plant was involved in
controversy with different states pressurising the
Centre to locate it in thelr regpective states. The
Bihar Agssembly passed an unanimous resolution in this
respect to locate the steel plant at Sindri or nearby}3
The governmcnt of Blhar also sent up remesentation
to the study group putting forward their case for
stecl plant. They submitted a memorandum to the Union

14 The

Government for location of steel plant in Bihar.
pressure from Bihar was really strong and although the
decision to locate the third public sector steel plant
went in favour of Durgapur in West Bengal, 3ihar was
given assurance for consideration in future. The
Industry Minister stated in the Lok Sabha: "The third
steel plant will be located at Durgapur in West Bengal
but it 1is proposed to develop the Bokaro area as a pos-
sible location for another steel plant in £uture".15
Assurances were given that the fourth public sector
steel plant would be established at Bokaro in Bihar. The
Minister, in reply to a question on fourth steel plant

sald, "the government are not at the moment conslidering

any plans to set up a fourth steel plant, but it has

13 1ok sabha Debates, May 7,1955, p.2916.

14 1, Sabha Debates, November 21,1955, p.36.

15 1vi4., p.36.
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decided to take steps to develop a site near Nokaro in
Bihar with a view to establish fourth steel plant when

such a scheme eventuallses”. 16

The assurance to the Government of Bihar that the
fourth stcel plant would be located in that state,showed
that the Union Government has ylelded to regional pre-
ssure. Assoclated with this was the demand that the
state governments should be fully consulted before any
decision was taken to start a steel plant. When the
final decision was taken on the fourth steel plant, it
went in favour of Bihar and it was to be located at
Bokaro. Thus the first four public sector steel plants
came to be concentrated in the coal and iron ore belt in

the north eastern part of India.

Dur ing all these years there was a feeling in
southern states that they were not getting their share
of developmental projects, and that regional disparities
were widening between the north and the south. The
example of steel plants being concentrated in north cast
reglon was c¢ited to show how south was neglected by the
Central declision-makers. This was the period when a

lot of publickttention was focussed on the problem of

18 1ok Sabha Debates, november 30,1955, p.339.
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regional disparities in development, and on how it could
ba overcome. The second five year plan and the indus-
triasl policy resolution 1956 were very clear on the fact
that planning must help to reduce, and not increase
regional disparities in industrialisation and levels of

development.

The industrial policy resolution of 1956 took note
of this fact. It stated: " In order that industrialisa-
tion may benefit the economy of the country as a whole
it is important that disparities in the levels of deve=
lopment between different regions should be progressi-
vely reduced".17 The Mational Development Council also
discussed from time to time the problei of wgional dig-
parities in levels of development. Industrial dispersal
was one of the important means by which reglonal dispari-
ties were to be reduced, speaking at the National Deve-
lopment Council meeting the then Minister of Home
Affalrs Pandit Govind Ballabh Pant stated: "that Glsa
persal of industry on regional basis had been accepted in

principle a long time ago".18

The political leaders from the south while voci-

ferously arguing for installation of a steel plant in
17

Industrial Pollcy Resolution Mo.21/CF/48, New Delhi,
30 April, 1956.

18 Procecedings of the National Development Council, 20

March, 1960, p.62.







