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1. Ihe Indian Experiment

in the last two decades India has been trying in her owr
way to experiment and evolve a Third Way for bringing to her
millions a decent level of prosperity that science and technology
have made possible, Laissez fajre capitalism has long gone out
of fashion. A most striking development of the post-Depression
era has been the acceptance by all national governments of
responsibility for national social and economic objectives
such as growth, full employment, balanced development etec,
But many of these countries, such as the United States, West
Germany and Japan are still predominantly capitalistic in the
sense that they continue to rely heavily on the free market
system for the allocation and activation of resources. The
other alternative has been the communist one of total nationali~
sation and forced draft development, Though the Scandinavian coun
tries have pioneered social democracy, it is the Indian
experiment in evolving the Third Way that is massive and mest
significant, because the preconditions with yhich India hasg
started on the road are more comparable to the state of affairs
in the majority of the under-developed world.

II, Ihe Need for Contrpls

What Gunnar Myrdal calls "The Ideology of State Planning'
is now a generally accepted doctrine in most of thc under-
developed world, India being a chief cxponent., The acceptance
of formal responsibility by the Indianxgovernment for certain
socio-economic goals, perhaps well supmarized by the objective
of a "socialistic pattern of society"t is itself due to the
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patent fact that the uncontrolled operation of the economy
will not by itself bring about the desired eventuallity. Sp
intervention in the operation of the economy is callcd for,
Such intervention is neccessary to cnsure various objectiveg
1ike channeclling the scarce savings into the most desirable
arcas of investment, holding the price level in tile interestg
of the vast majority of the population recdressing exceSsive
regional imbalance in development etc. There exists in Indig
a substantial private sector for which a large field of
operation is left opcn, in terms of the 1948 and 1956
Industrial Policy Resolutions, Also, the private scctor has
shown uncxpected buoyancy, particularly since the Second Plap
period. Both the private and the public sectors perform theip
activities in the context of a market. In the absence of tota]
nationalization, the tools of State interpention in the
operation of the ecoremy, in order to sccure its larger
objectives, are the various controls.

ITI. Need to Study the Coptrols

Historically, the reason for reliance on Controls
rather than Communization of the economy, scems to be certain
articles of faith held by the generation of leadcrs who fought
for Indian freedom and wrote the Constitution. One of these
articles of faith is the Rule of Law, partly a legacy of our
historic contact with the British. Thecre are many corner-stones
to this Rule of Law, perhaps the most important of which is
the principle of separation of the Bxecutive and Judiciary
powers in the State, For a long time students of jurisprudence
.have becn concerned about the increase in delegated legislation,
which makes redress through the Rule of Law more difficult,
and sometimes, impossible, Now the Controls, which are an
imperative of the planning ideology, make for a further sharp
rise in such declegated legislaticn. So it is proper that the
nature and the effacts of the Controls should bc studied. They
should bc studied perhaps neither from a strictly legalistic
nor from.a strictly ideological point of view. As a critcrion
one may ask the question: Are these Controls "optimally"
designed and implemented to further the- plan objectives
as much as possible, at the same time, with thc least possible
interference with the fule of Law? It is, of course, much
casier to state this test than to apply it.
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IV. Peculiagr Circumstances of Indian Planning

It has been observed earlier that the Indian experiment
is unique in many respects. Here therec is no total nationali-
zation of resources. This denies to the Government many of
the powers for moulding the economy. There is no historical
experience to go by in the kind of Directive Planning that
India is attempting. While Communist count$ries have had Central
. Plans, some non-communist countries, such as France, have had
Indicative Plans, more in the nature of forecasts. Thus India
now needs to discover, develop and perfect her own tools flr
for the implementation of a Directive Plan in the context of
the institutions of private property and the market, Further
a great part of the economy is unorganized and thus outside
the direct influence of governmental decisions and actions,

We can, therefore, be concerned here with only that part

of the organised sector desc ribed by the term "private
enterprise", As against these difficulties, Indila has the
advantage of a Civil Service bureaucracy, acknowledged by many
as one of the most competent in the world.

vV, 1 Controls- Definition and Instances

In the nearly two decades of its life, Indian planning
has employed a variety of Controls. These have been described
by various adjectives and classified in various ways-Direct vs,
Indirect, Discretionary vs. Non-discretionary etc., The I.L,I
Seminar proposes another dishotomous classification-Formal vs.
Informal Controls. But we must first bring together the various
classifications in an orderly scheme and evolve a definition of
Informal Controls, before we can meaningfully talk about their
-advantages and disadvantages, and the nature and lessons of
their working. ‘

A general classification is between Direct (or Physical)
and Indirect Controls. Direct Controls have been used as a
temporary deviece in many countries in times of emergency, such
as a war, for the rationing-and allocarion of specific goods
and servigeas.

Another distinction is between Enabling and Disabling
Controls. The former consist of thosc measures designed to
encourage the formation and growth of cnterprises, usually
small and medium ones or cooperatives, through the availability
of finance, materials etcs In this sense, it seems a misnomer
to call such measures "Controls", which in common parlance
is interpreted as a "don't" injunctionj but, as we shall see
later, this is quite an appropriate usage in terms of Control
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System theory.

Myrdal makes two kinds of distinctions. First he
classifies Controls into Positive and Negative Controls, defiHEd
as follows:2

"The positive Controls are aimed at stimulating,
encouraging, facilitating, and inducing producticn

or consumption, generally Ar in a speclal sector, In
regard to enterprise, investment, and production, the
positive controls include educational compaigns aimeq
at clarifying ‘the business situation and encouraging
investment, the provision of tuechnical assistance,
subsidies, tax holidays and credits on €asy terms,

the setting of low prices on products and services
from the public sector, ..... The negativec Controls, oy
the contrary, are meant to prevent or limit production
or consumption by means of bullying, administrative
restrictions on Cgpital issues, investment, and produce
tion, the denial of foerign exchange, the rationing of
consumer goods, and the imposition of excise duties,
cr the raising of various Costs by other means."

This categorization is merc or less identical with the previous
one.

Myrdal alsc classifics controls into Discretionary and
Non-discretionary Controls,3

"Another distinction between Controls cver the private
sector, whether of positivc or negative.type, relates

to the way they are applied, If théir application
involves an individual decision by an administrative

. authority with power to act at its own discretion, they
arc congidered to be discretionary. If the application
follows automatically from the laying down of a definite
rule, or from induced changes in prices, the imposition
of tariff duties or excise dutics or the giving of
subsidiecs to a particular branch of industry without

the possibility of discrimination in favour of particulal,
firms, the Controls are presumed to be non-discretionarye.:

Myrdal himself remarks that this distinction is roughly the samé
as between Direct and Indirect Controls.4 I

2. Ibid.p.9203
3. Ibid.p.904
4, Ibid.p.204
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With these categorizations and definitions before us, we
can now attempt to define Formal and Informal Controls. It seems
reasonable to identify Formal Centronls with the Discretionary or
Direct Controls. Then, Informal Cmentrels would consist of two
major elcments- firstly, Non-discretionary Controls, mainly the
arsenal of tools in fiscal and monetary policies, and secondly
a set of devices not mentioned in any of. the above classifica.-
tions, namely the various consultative mechanisms between
Government and private sector. These mechanisms are mainly of
two kinds:

1. Brocess Mechanismg such as deliberative meetings between
government and private sector, ad hoc study groups on
specific problems etc,

2. Structural Mechanisms, which are more permanent structures
than the above, established either solely or partly to
advise the government or make representations to it,
mainly on issues relating to the growth and control of
industry; these include the various Councils, Chambers,
Associations etc,

Structural Mechanisms are again of two kindss

(a) Statutory,those created by legislation, such as an Act of
Parliament, e.g., the Development Councils under the
Industries (Development & Regulations) Act,1951.

{b) Voluntary, those set up by spontaneous association of
elements in the private sector, such as the FICCI, ACCI,
IEA, AIMO etc, ‘

VI, Informa]l Controls- Merits and Demggits

The chief merit claimed for informal Controls is that
they will help avoid the disadvantages of formal controls. Many
charges are laid: at the door of formal controls, Since they
involve case by case decisions by the bExecutive, they could
conceivably, though not necessarily, lead to delay, uninformed
interference in the sound economic decisions of enterpreneurs,
corruption etc, In fact, such allegaltions did lecad to the
setting up of the Swaminathan Committece in September 1963:

"o review the opceration of controls applicable to the
establishment of additional industrial capacity under the
Industries (Development & Regulation:) Act, the import of
capital goods, the issuc of capital, foreign investment and
collaboration and to suggest nmodifications as would reduce
delays in decisions."5

5. Swaminathan,T.
Report of the Industries Development Procedures Committee,
Ministry of Industry,1964,



Also, there was the annrehension that the formal controjg

had failed in nreventing concentration of economic nower,
which led to the Hazari Renort with many adverse cenclusiong 6
The oneration of the formal contr~ls by the Civil Service *
hes becen made extremely difficult, and rerforcc somgwhat
arbitrary by tBhe fact that the nrlan decuments, besides
stating crncepts such as "ecrnomic and sccial justice," have
left the methodology very vague, and have stated no

specific criterial for the admihistreotion of the controls,

In the event, 2 number of nolicy duestions had to be solveq
as they arcse, leading to dchay in dealing with applicatiopg
"Although, the Second Plan did stress d

“"that each Contrcl has teo be viewed 2s nart of
a system,"

in practice this was very hard to achieve. Tn recent ye-rs
there h~s been a mcve away from nhysical centrels,

witness the decentrol of cutnut and prices in many
industries, raising of licensing limits in some and
de-licensing in others,

The first type of informal centrerls, viz,, fiscal
and menetary policics, have, in theory, the advantage of
working thrcugh the pnrice mechanism, withcut the need
fer case by case administrative decisions, But the
structural primitiveness nf the Indian econrcmy, with a
large non-mentioned and unorganized sector, severely
rcduce the nromise of such Controls, !any eccncmists have
pcinted cut the limited anrlicability of Keynesian
prescrinptions for control of industry_and directicn of the
ecencemy. in under-develoned countries, Rut as thc Indian
money and capital markets are slowly getting organized,
these centrrls are nf secme use,

The seccnd tyre of infermal €ontrols, viz,, the varicus$
consultative mechanisms have nrobably more nromise than
has been exnlecited sc far, In terms of management '
thecry, if, for a moment, we 1o~k unon the Indian ec nomy
as a total system to be mannged, then the Government of
India can be viewed as the ten management whcose pnrimary
tasks are

6. Hazari| R.K.

Industri~l Planning and Licc¢nsing Policy -
Final Report Planning .Cocmmissiecn, 1967,

7. Sce, for example
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Fiscnl Pelicy in UnderZcveloped Countrices,
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1. the enunciation of naticnal goals,

2. sub-dividing these intn comnonent goals for
' the variocus segments cf the econnrmy, such as
the nrivate sectoer, nublic secter etc,, and

3. developing organizational and administrative
devices and processes t¢ cnsure the achieve-
ment of the grals at all levels,

In fact, the first twe of these tasks have bhcen drne more
deliverately in the vericus Plan drcuments, It is the

last that has suffered neglect, And that is our main
concern in 2 debate on "Centrrls", We need a wider
definition of the concent of €ontrel, Commenly, it is
understood as Crntrcl by fiat from the gcvernment, A

more useful definition is that.all the segments of the
econemy should be invelved in the evoluticn of the ‘total
national goals, and their own narts in it, as well as in
the devising and imnlementation of Contrcls for the
achicvement of these goals, Thus the role of the Government
should be cne cf leadershin and Cocrdination of the
efforts of the segments of the econcmy, It is here that
the cecnsultative mechanisms can play a crucial role, The
effective oneration of these mechanisms would have a number
of advantages.

1. It weuld lead t¢ a wide exchange and disseminaticn
cf information between nrivatce secter and
Government,

2. Such exchange cculd be crnlucive tn the
devising of the most effective centrols,” and thus
nrevent many problems rather than cure them
after they have arisen,

3. Tt woulsd help laying down the criterfa and
safeguards to guide the imrlementation of
the Controls,

4, It would shift some of the burden off the
administrative burcrucracy to the nrivate
sector itself,

The demerits of such infrrmal contrels arisc from the
possibility that the above hcepes may be utcpian, Will the
private secteor take this responsibility, exercise the
necessary sclf-restraint and Ggroun sancticns cn erring
members, keep in view the brcad nersnective of naticnal
gcals ete, arc cquestions that come to mind,



VIT, The Working of Informal Controls

The limited rele of fiscal and monetary policies
has already been menti~ned, "e shall devote more attentjop
t~ the consultative mechanisms, It is ‘nrobably sufficientg
to consider the mecharisms ervisaged in the 1951 "ict
which is the pivot of crntrel of industry in India, The
dct calls for the establishment cof a Centrol Advis-ry
CcuncilB an pevelenment Councils in selected industries,
The First Plan refers.to both,10 The Central ldvisrry
Council wns for advising the Gevernment on matters
ccncerning the develepment and regulaticn of the scheduled
industries, The Council was tr be cconsulted on

9

(a) making the Rules, and-

(b) exercise of nowers under the Act by the
Government,

The Tlan also menticns the setting u  immedintely of
Development Councils in seven indust ies "for establishing
the necessary liais~n.,”" There have: been acdditicns and
delevions since then,

It is difficult te fully assess the working and
centribution of these Ccuncils with the limited dota, The
Annual Renorts of the Denartment of Technica2l Development
Rernort en the activitics of the Councils, These Penorts
and the lan deccuments indicnte an attempt cn the ~art
cf Government tc take advantage of the Ccuncils, For
examnle, the Secend Tlan strtes:

"The Ceuncils have been utilized fcr the formulation
of nrogrammes of develorment for the Second Five
Year Tlan.,"11

The Third Flan refers to rroblems of cost, canncity utili-
zation exnorts etc, and sayss

"These are asnects that should be continucusly
studiecd by Develorment Councils at the exnert
level,"

At lcast cne fereicn cbscrver is favournably
impressed with the Develcoment Councils:

8, Government cf India
Industries (Develonment and Regulaticn) Act,1951
Section 5, '

9, Ibid, Secticn 6,
10, First Five Year “lan, p. 424-5,

i1, Sceond Five Year “lan, p, 392,



"The develomment courcils have been utilized for
the formulatien of the develoenment progrem for

the Second and Third Five-Year flans; In this
manner the planning of the industrialization of
the country has become a joint and integrated
effort of the Government and private sc¢ctor, It may
also be said that this planning mechanism set

up by the act has brought about a better under-
standing and co-operation between the government
and private enterprise, & decade aCgo there was
considerable difference cf oninicn between the

two sectors on their respective recles, Today,
there is a satisfactory working relation between
them toward the commen objective of industrialization
of the country,"12

While more data need to be gathered on the working
not only of the Develonment Councils, but similar such
crganizations, eg., the Export Promoticn Councils, and the
voluntary orgeanizations, such as the Chambers of Commerce,
(especially through interviews) it aprears reascnable to
conclude that both Government and industry are leerning
to tap the potential of the informal controls more and more,

VITI, Conclusion - The Broader Questions

Both formal and infermal Controls, then have their
advantages and disadvantages, The mecaningful question, therefore,
is not which type cf Contrcls shall we use, but rather which
Centrol in what circumstances? 1Informal Controls are more
cenducive te the Rule of Law, Rut they cnall for a high
degrece of ethical and social responsibility from the rrivate
sector, There are some in India to-day who believe with
Marx and Engels that the LEule of Law is a ccmouflage for a
State that surrorts the exploitation of the many weak by
"the few strong, Their numbers ray grow if Indian development
does not tend fast enough twwards the landable nlan objectives:
and it would not be unreasconable, On the other hand, the
freedom fighters belicecved the human values enshrined in the
Indian Constitution to be ¢rand and nchble and in tune with
her hoary traditions., How can India have both - Social
Justice and the Rule of Law, as we know it? Terhaps if
all sectnrs can learn to cooperate, devising effective
informal controls where rossible, and accepting formal
controls where necessary.

12, Kust, Matthew J,

Foreign Enterprise in Incdia - Laws and ™0licies
Oxford University Iress, Bombay, 1964, p.118-9,








