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The 6ontext of Government con t ro l over p r i v a t e e n t e r p r i s e in India 
r a i s e s very i n t e r e s t i n g i s s u e s as regards the d i s t r i b u t i o n cf power 
between the Centre and t h e S t a t e , and in sane ways, t h e fundamentals of 
federa l i sm in t h i s coun t ry . Some of t h e i s s u e s t h a t have ccme i n t o 
l a r g e r focus dur ing t h e l a s t few years could hardly have been a n t i c i p a t e d 

by t h e framers of t h e Indian C o n s t i t u t i o n . In some o the r a spec t s eve ry ­
body seems t o have been caught unwares. To a s t u d e n t , t h e s e i s sues 
and. the debate on them have provided a r i c h ground for l e a r n i n g . The 
purpose of t h i s paper i s t o r a i s e c e r t a i n po in t s with respec t t o t h e 
p o s i t i o n and r o l e of t h e Centre and t h e S t a t e s in exe rc i s ing con t ro l 
over p r i v a t e i n t e r p r e t a t i o n of t h e p rov i s ions in t h e Indian C o n s t i t u ­
t i o n , 

Fea tu re s 

The c h a r a c t e r i s t i c f e a t u r e s of Indian federa l i sm with p a r t i c u l a r 
r e spec t t o t h e e x e r c i s e of con t ro l over p r i v a t e e n t e r p r i s e , a re t h a t as i t 
has evolved over y e a r s . The S t a t e s themselves do not a p r ' a r t o have much 
say in- view of the f a c t : 

a , " I n d u s t r i e s dec lared by Parliament by law t o be necessary for t h e 
purpose of defence or for the prosecut ion of war" . (Entry 7 in t h e 
Union L i s t ) ; 

b , " I n d u s t r i e s , t h e con t ro l of which by t h e Union i s declared by P a r l i a ­
ment by law t o be expedient in the publ ic i n t e r e s t " . (Entry 52 in 
t h e Union L i s t ) ; 

c , I n t e r - S t a t e t r a d e or commerce, i n c o r p o r a t i o n , r e g u l a t i o n and 
winding up of t r a d i n g or non- t rad ing c o r p o r a t i o n s , inc luding banking 
and insurance and o ther f i n a n c i a l c o r p o r a t i o n s ; 

d , Import and export t r a d e ; 

e , High-y ie ld ing , e l a s t i c v a r i e t i e s of d i r e c t and i n d i r e c t t axes only 
a p o r i t i o n of which gc back t o the coffers cf t h e S t a t e s via t h e 
Finance Commission awards; 
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f. Foreign exchange, i t s earning, regulation and disbursement 
are matters of Central j u r i sd ic t ion and almost everything tha t the 
private sector enterprises are concerned with are covered by the l i s t . 
The a c t i v i t i e s of the States r e l a t e only to be a fringe of t h e i r 
a c t i v i t i e s , 

The framers of the Indian Constitution anticipated the b i i ld ing up 
of a strong Government at the Centre and the States were supposed t o be 
acting on the periphery; The changes noticed during the las t few 
years have given t h i s base quite a serious j o l t . The en t i r e basis ca l l s 
for reconsideration, despite the probe by the Administrative Reforms 
Commission. The pecu l ia r i t i e s of the Indian po l i t i ca l phenomenon 
require tackling the issues in formal frames of analysis , which have 
to be developed indigenously in viav of there being almost no precedent 
in any other country exactly comparable to what we have witnessed here . 
Pol i t ica l observers and commentators have seen in ijhese changes various 
trends and portents but i t seems only a few of them have f e l t encouraged 
by the switches and shif ts that have taken place. In the specificc 
context of control of private enterprise t h i s paper makes an attempt 
to take note of some of these changes and to suggest that a l l t h i s i s 
not discouraging but our ways would have to be mended not only to sponsor 
and nurture the dispersal of power centres to the States but also t o see 
to the i r keeping centr ipeta l to the overall national i n t e r e s t . 

The Indian federalism has been centred on making the Federal government 
strong that has as i t s overall objective of s tressing the unity of the 
country. This unity has not always been a conscious one resul t ing from 
the S ta tes ' subscribing to a common object ive . The local problems of 
each State have been so many and of such diverse magnitude that the major 
part of the a t tent ion of the States has gone into set t ing these matters 
r i g h t . The one party Government at the Centre and the States consider­
ably hided some of these problems through the mechanism of t$e party 
organisation. With the emergence of non-Congress Governments in seme cf 
the S ta tes , the informal attempts t o forge unity through the party organ­
isation came under severe cons t ra in t s . As yet no effective a l t e rna t ive 
to th is has been found. On such a finding w i l l , however, depend much as 
to what shape the Indian federation takes on what formal subs t i tu tes are 
evelved for bringing the States to a common platform of understanding and 
exchange of experience. Private enterpr ises and i t s control offer an 
i l l u s t r a t i on as t o what the posi t ive role of the States can be, v is-a-vis 
what i t has remained a l l these yea r s . 

Private Enterprise 

The organised sector of the private enterprises in th i s country has been 
in the purview of the Centre. This re la tes to establishment, running and 
earnings almost in t o t o . Let us take the case of companies. There are 
at present seme 27000 such companies functioning in India, including both 
private and public limited companies. These companies are administered 
by the Indian Companies Act which i s a Central l e g i s l a t i o n . The firms 
and unitary concerns are also subject to various degrees of Central 
control depending on t he i r l ines of a c t i v i t i e s . Banking and Insurance 
companies are also matters of exclusive Central control . The States 
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have almost no motivation in regard t o the i r development and functioning. 
The benefi ts that a r i se to the States out of the functioning of these 
enterprises are in most cases indirect and marginal if not al together 
absent . This has been par t i a l ly met in cases where the States themselves 
have established such enterprises or otherwise part icipated in the share 
capi ta l of private en te rp r i se . The extent of Sta te par t ic ipat ion in the 
various productive a c t i v i t i e s i s grossly inadequate to create any v i s ib le 
impact. I t i s from t h i s point of view that the subject chosen for the 
Seminar i s very significant and t imely. 

In regard to exercise of control over the employment; choice of product 
and product-mix; s i ze ; location; and form of enterpr ise , whether companies, 
firms or unitary concerns; and the pat tern, doses and s ize of investment, 
as also the prices and the return on the capi tal invested, the role of 
the States i s ra ther small and unimportant. This would require some 
detai led explanation, par t icu lar ly in the context of the noticeable in­
difference to such a c t i v i t i e s of the private sec tor . The States have 
remained powerless in some of the crucial questions in th i s respect* In 
some respects , even the: Centre has not been able to do much. I t is pro­
posed to deal with the above points in the same se r i a l order. 

Employment 

In many of the S ta t e s , the pressure of people migrating from other States 
has grown into alarming proport ions. Desirabi l i ty of such large scale 
migration would depend on several f ac to r s . In matters of private sector 
employffiCot* i t i s in very few cases thPt recruitments are based purely 
on what i s called merit* The entrepeneurs coming from other States not 
only bring the i r funds with them but also the i r own people whom they can 
t ru s t and in whom they can confide* In seme of the enterprises in some 
S ta tes , not only are the key positions manned by people brought from the 
enterpreneurs ' own loyalty groups but also those at the lower levels of 
hierarchy, in which cases people from other areas are given preference. 
The employment benefi ts from such indus t r ia l i sa t ion from the point of view 
of the States have been negligible in many cases . On the other hand, such 
enterprises have invariab'y created tremendous pressures on the available 
in f ra -s t ruc ture , housing and consumption. In an essent ia l ly non-affluent 
area, the large income d i f f e ren t i a l s , between these people and the local 
people, create a l l kinds of tension a large part of which could be avoided. 
The States get from such enterprises only such fringe benefits as sales 
tax and other local taxes frcm t h e i r a c t i v i t i e s . The States do not in 
any dther way par t ic ipa te in t h e i r p r o f i t s . 

The taxes on income of such enterprises are collected by the Centre and 
the Sta tes get only such share of the to t a l col lect ion of these taxes a l l 
over the country as a r t awarded t o them by the Finance Commission fron 
time t o t ime. The ra t ionale of the Finance Commissions awards i s not 
doubted here. What i s being argued is that the motivation of the States 
towards indus t r ia l i sa t ion under private i n i t i a t i v e is not adequate in t h i s 
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re«pect t par t icular ly because such awards ore not exclusively based on 
collection of such taxes . The corporation tax i s , however, a Central 
ju r i sd ic t ion exclusively, 

The influence of the States on the choice of product and product-mix i s 
not qui te adequate. While such choices are based on the ava i l ab i l i ty of 
the productive factors , the discretion is almost extlusively of the private 
enterpreneurs, so that the States themselves have not been in a position 
to regulate overcrowding in par t icular l ines of a c t i v i t i e s , except t o a 
re la t ive ly small extent . Thus the States have not always been in a position 
to direct t he i r economic efforts in a way that would reduce the i r dependence 
on other S t a t e s . Any question related to in te r -S ta te ac t iv i ty would in­
volve the Centre, In a very large measure the private enterpr ise ac t iv i ty 
has resulted in augmenting the power exercised by the S t a t e s . While the 
resources available to the States for organised exploitation may have been 
considerable, the benefits accruihQ to the States themselves ffoo such 
resources have been doubtful. 

Size Economics 

In the context of s i ze , the trends in t h i s country have been qui te 
in t e res t ing . While a l l the banes of large scale hr.ve accrued t o the 
private sector, the benefi ts of large scale have not generally a r i s en . 
This i s partly because of the fact that the size-economies par t icular ly 
of production are invariably linked up with the individual p lants , the 
size of which has been generally small. On the other hand, the banes of 
large scale have resulted from the scattered nature of the production 
un i t s , even in those cases where the size of the establishment in the 
sense of the control l ing unit has been la rge . I t i s in t h i s s i tua t ion 
perhaps that one may look askance at the proposition of the there being 
monopoly power accumulating side by side with the small s ize u n i t s . The 
overall picture i s that most Indian pr ivate sector entefprises are small 
scale ones, in the corporate sector as well Rs outside. The Statds them­
selves have not been able to c!o anything substantial in t h i s respect and 
the Centre has never taken the problem quite ser iously. In par t i cu la r 
indus t r ies , however, there have been off ic ia l direction in favour of 
formation of public limited companies, suc$ as manufacture of cement* 
Inter-Sta te ac t iv i ty of private enterpr ises has resulted in extending areas 
of Central control while i t has hardly looked to the in te res t of proper 
development of the .?reas in which such a c t i v i t i e s have been organised, 
Lack of local motivation has not only made the State governments but also 
the people cf the area re la t ively uninteres ted. These observrtions are 
true in cases where the head office i s in one State and the plant ac t iv i ty 
f a l l s in another, the markets are in States other than that in which 
production takes place; and the employees ccme from other S t a t e s . In 
addition, the direct ion and doses of investment under the private i n i t i a ­
t ive have been matters in which the States have been asked to help with 
funds and f a c i l i t i e s but the i r regulatory powers have been l imited. The 
incentives and a t t rac t ions offered by States for larger a c t i v i t i e s in 
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in desired l ines have not been accorded the kind of response that the 
States had in view. In a rather desperate way many States therefore had 
to s t a r t enterprises in those l ines in which act iv ies were desired t o be 
organised on a l a r g e r sca le . This most States did by establishing enter­
pr ises which, were public limited companies* so that there could be more 
and more public pa r t i c ipa t ion . Incidental ly, while most public sector 
enterpr ises organised as j o i n t stock companies are private limited compa­
n ies , of those that are public limited a larger number are under the 
control of States than that under the Centre. 

The prices and the return on capi ta l employed have remained issues under 
shp.rp public focus. The prices charged, by the private enterpreneurs have 
looked more to the question of immediate profit than any other question. 
The Sta tes have not so far had much pf a say in t h i s mat te r . The ava i l ­
ab i l i t y of goods in the areas where goods are produced has been subject 
to the level of prices ruling in them. As such, when the area has been 
poor and not in a position to absorb a l l the goods offered, the benefit 
in the form of supply of goods has not accrued to the local areas* The 
profi t motive being there , the enterpreneurs have not cared to cater for 
local consumption. Outside employment coupled with higher prices have 
serious repercussions on the local markets both d i rec t ly and ind i rec t ly . 
The pressure on consumption being pushed up, the cost of l iving in the 
area has also gone up. In the circumstances, the States desirous of having 
something done in t h i s respect have found t he i r going very d i f f i c u l t . 

Export s 

Similarly, adequate motivations have not been created for the States t o 
boost up exports, maxmise foreign exchange earnings and strengthen them­
selves f inancir l ly because a l l these are matters of Central control . Lack 
of adequate motivation in these v i t a l matters has resul ted in two types of 
consequences. F i r s t , exercise of control over these large and widely 

scattered areas has resulted in uncalled for expansion in the Centra l : 
Secretar ia t and i t s suburbs as well as control agencies created for the 
purpose. Secondly, the control actually exefcised has not been of the 
kind necessary. The States have played the role of spectators in t h i s 
process and have faced c r i t i c i sms for not doing much in these d i r ec t ions . 
Many of these States have now star ted export corporations for get t ing those 
very benefi ts which accrue to the private enterpreneurs on exporting under 
various export promotion.sc&emes. This i s a recent development in t h i s 
country. Apart from addition to the to t a l export effort put in, t h i s kind 
of direct par t ic ipat ion has augmented the Sta tes ' discret ion to spend 
foreign exchange in the same way as i t does in the case of private exporters 
The control of such effort even when the States are par t ic ipat ing d i rec t ly 
i s with the Centre. A be t t e r a l te rna t ive could perhaps have been t o 
a l loca te foreign exchange to the States on the basis of t o t a l foreign 
exchange earnings of the S t a t e s . Devolution in t h i s respect would seem to 
be desirable to allow each Sta te to have an effect ive economic plan without 
the Centre having to play the ro le of a rb i te r as i t has been doing. 
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Demarcation of power to contro l . the a c t i v i t i e s >f private enterpr ises 
between the Centre and the" States can hardly'be rea l without extending 
the power cf f i e States over the j o i n t stock cc»|)aniits. The Administra­
t i v e Reforrs Commission has suggested the decentral isat ion of power among 
the Regional Directorates with regard t o the functions of inspection and 
inves t iga t ion . I t i s necessary to consider in t h i s respect whether the 
Central authority should be reorganised as a federative body with effective 
powers transferred to the States t o exercise control over the corporate 
sector wittiri i»ch S t a t e , This would require creation of adequate adminis* 
t r a t j ve machinery in each State and the Regional Directorates can in such 
cases be organised as coordinating agencies. The overall control may rest 
with the Cfintfe buK the administrative control devolving on the S ta t e s , the 
unequal d i s t r i bu t ion of corporate bodies over the States and different 
areas within each $\a%e resul t ing in indiscriminate concentration of 
corporate ac t iv i ty in par t icular a reas . Decentralisation of control should 
also apply to the banks and other corporate bodies to take care of differea 
rather centrifugal tendencies, such as deposits generated in one area being 
unduly channelisqd in other a reas . 

(The issues rais/ed in t h i s paper, i t may be submitted here, comprise the 
other side of t j e coin on the issue of fiederalism. I t i s not necessary tha 
a l l the a l te rna t ives suggested here would be acceptable. But that much 
serious thinking has not gone in to these questions is a fact and that this 
auguast gathering should devote some time t o a consideration of these 
issues i s a submission that i s made with a l l earnestness.) 




