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"People must come to accept private

enterprise NOt as a necessary evil,
but as an aflirmative good."

—Eugene Black
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The earning of profits has been recognisedin al countries
as essential for establishing and running organisations deal-
ing with trade, commerce, services, industries, etc. Profit-
making iS now regarded evenin Communist countries &s vital
for ensuring the stability and growth of national economy.

After India attained independence, the promotion of social
justice became the most dominant objective of al economic
activities. Themaking of profits began to belooked upon as an
act notinspired by patriotism.  This new economic philosophy
influenced the planners in the early years of our planned eco-
nomy. Thecountry had, however, tofaceincreasing difficulties
during the Second Plan period, in finding resources for the ef-
ficient working of the Plan. The planners faith in their new
economic gospel began to shake. The Government thought
it both wise and essential to reconsider their attitude towards
the question of profits under a planned economy. A Planning
Sub-Committee was appointed by the President of the Congress
in1958, and it wasasked to recommend the ** social and economic
objectives™, which should be achieved during the Third Plan.
In the Report submitted in September 1959, that Committee,
presided over by Mr U. N. Dhebar, remarked : "*Another
method of raising resources is through the profits of public
enterprises. The traditional belief has been that Government
enterprise should work on no-profit, no-loss bass. This
consideration was specially applicable to public utilities like
the Post-offices or Electricity Undertakings. But in recent



times, it is being increasingly trecognised that Govefnment
enterprises, like private enterprises, should be allowed, andin
fact are required to make profits'.

They further gave expression to their considered opinion
inthefollowingwords: **Inadeveloping socialistic economy,
the Public Sector keeps on expanding and relatively more and
more goods and servicesare produced and sold by public agen-
cies. If the State does not adopt an appropriate price-policy
based on planned profits, it will gradually find itself faced
with the problem of diminishing resourcesin spite of the ex-
pansion of the Public Sector. Prices of commodities and ser-
vicesinthePublic Sector should not only besufficient to meet
the cost of production, but also include the following items,
viz., depreciation, provision for expansion, contribution to tax
revenue and capital formation. The share of the profits of
public enterprises in financing the investments must keep on
Increasing. Thiscannot happen unlessthereisaradical change
in popular opinion of the nature of the price-policy to befol-
lowedinregard to production of State enterprises.”

Significant as this vital change was in the attitude of the
ruling circlestowards profits, it did not make much headway at
that time.

Wehave been advised fromthe Prime Minister downwards
by al important Government authorities, that we should
not enter into any controversy in regard to the existence of the

Public Sectorandthe Private Sectorinthecountry, ~As patrio-
tic Indians, we should look upon al economic activities, as re-

Pr_esenti ng thenational sector of India. While one appreciates
his advice, one cannot shut one's eyes to the redlities as they
exist.

~ Do the Public Sector and the Private Sector run their
activities on an even keel? Let us examine the position a little

closely. The first important consideration which we have to
bear in mind, in examining the extent to which profitsshould be
made, isto carefully understand the manner in which Private
Sector activities are financed. Normally speaking, equity
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capital and borrowed money enable one to carry on such econo-
mic activities, as one desiresto run. So far, however, as the
activities of the Public Sector are concerned, it enjoys a specia
privilege, which the Private Sector does not and cannot enjoy.
If one were to analysethe sources from which finance has been
raised for meeting the outlay in the Public Sector, one would
find that an exceedingly large portion of its activitieswasand is
financed from the amounts that comefrom additional taxation,
from deficit financing and from the grants given by foreign
countries. During the course of the First Plan, out of an out-
lay of Rs. 1,960 croresinthePublic Sector, Rs. 575 crores
were provided by additional taxation, and Rs. 531 crores by
deficit financing. During the Second Plan, out of an outlay of

Rs 4,600 crores.in the Public Sector, thesum of Rs. 1,052 crores
came from itiona taxation and'the sum of Rs. 942 crores

from deficit financing. Sofar asthe Third Planis concerned,
itis estimated that out of an outlay of Rs. 7,500 croresin the
Public Sector, Rs. 2,260 crores will come from fresh taxation
and Rs. 550 croresfrom deficit financing. | n addition to this,
the Public Sector will be receiving about Rs. 672 crores, by
way of grants. In other words, out of an outlay of a little
over Rs. 14,000 croresby theend of the Third Plan, alittle over
Rs. 6,500 crores will comeout of fresh taxation, deficitfinancing
and grants. Thisworksout to 47% of thetotal outlayinthe
Public Sector.

Thesignificanceof this sort of financing is that nearly 47%
or amost half the amount of the outlay in the Public Sector,
will not have to pay any interest.  Thisamount will not haveto
bereturned. Thatisnot thegoodfortune of the Private Sector.
Thefinancerequired by the Private Sector can only come from
equity capital and fromloans. Interest will haveto bepaidon
the amounts borrowed and dividend will have to be paid on the
equity capital raised. It will, therefore, be obvious that the
activities of the Private Sector and those of the Public Sector
arenot on an even kedl. While the Private Sector will haveto
earninterest or dividend, asthe case may be, for the cent-per-cent
of thefinanceinvested by it, the Public Sector will haveto earn
only for half theamount of the total outlay madein the units
of that Sector. One cannot ignore this basic and crucia
consideration in deciding the most serious question as to the

3



extent to which the units of the Private Sector and of the Public
Sector should be alowed to earn profits.

The method recommended by the Congress Planning Sub-
Committee, of raising resources through the profits of public
enterprises, was accepted when the Third Plan was drawn up.
The planners wanted the profits of the Public Sector, including
the amount provided for depreciation, to contribute Rs. 450
crores towards the financerequired for the Public Sector in the
Third Plan. One cannot avoid the legitimate conclusian that
this new source of financerevealed thefact that the Government
ceased to look upon the act of making profitsasa non-patriotic
one.

In view of the difficulties experienced in raising the re-
sources necessary for the Public Sector during the Second Plan
Beriqd, and the early E.ears of the Third Plan, Mr. Morarji

esd, as the Union Finance Minister, clarified further the
policy of making profits and announced in his Budget speech
of 1962-63, that the public sector "*must get an adequate re-
turn on the vast amount of capital we areinvestingin our Ralil-
ways, Power Plants, Irrigation Works, Fertiliser Plants,
Steel Plants and the like"*  Thus the Government had reach-
ed the decision that the supply of water irrigation, power and
fertilisersmust bring the Government adequatereturn.

Thedifficultiesfor raising bothinternal and external finance
continued to increase during thefirst three yearsof the Third
Plan. Mr. T. T. Krishnamachari, as the Union Finance
Minister, went a step further than his predecessor and made it
clear that ""the Public Sector should not only make profits,
but should make good profits”. The words **good profits"
deserve to be carefully noted. He further crystallised the Go-
vernment's policy in regard to the making of profits, in the fol-
lowing words : ““When the State begins to provide power and
transport, when it owns Steel Plants, Fertiliser Plants and
Machine-building Plants, it must make sizeable profits out of
them, build reserves, amortise loans and provide adequately
for depreciation of assets and their replacements, so that the
Public Sector can expand without adding unduly to the tax
burden."

The announcements made by the two Finance Ministers
constitute thelatest policy in regard to profits which the Public
Sector should make. That profit-making policy holds thefield
today. |tisdifficult to say that predominance to socia justice
isgiveninthispolicy, where amongst various other provisions,
profits have to provide also for amortisation of loans, replace-
ment of assetsand finance necessary for building up reserves, as
well as for expansion. The former emphasis on pure socia
justice has now receded in the background. The conclusion
isinevitable that the Government has begun to redlise that,
after al, the Laws of Economics are inexorableand they cannot
respond to the wishes of the Government of building up a
SocidlisticPattern of Society.

A further step wastaken in this profit-making policy, when
the Planning Commission stated in its recent Memorandum on
the Fourth Plan that "' Capital is a scarce resource and the
prices of public enterprises must be so set as to provide an ade-
quate return on the capital employed in them. A return of
12%ontheinvested capital would bean appropriate criterion for
determining the price policy of most public undertakings'.

The words " adequate return on the capital employed™ in
the Public Sector undertakings deserve careful notice.

I'twill,however, beinteresting to know how far the Govern-
ment has dready gonein regard to the return, which it has
aready been securing from some of the units of the Public
Sector. Forinstance, i ntheyear 1962-63, the Indian Telephone
Industry made 16.7% on the capital of Rs. .59 crores invested
init; the Hindustan Machine Tools secured 19.8%, on the
capital of Rs. 11.53 crores investedi nthat factory ; the Hindustan
Antibiotics, with acapital of Rs. 548 crores, got a return of
25.5%,, and the Travancore Minerals, with a capital of Rs. 70
lakhs, secured areturn of 25.6%. The State Trading Corpora-
tion, with a capital of Rs. 8.52 crores, providesfor the Govern-
ment a place of pride and power. That Corporation earned
a profit of 51.2% on the capital employed in it in 1962-63.
These figures, from the Centra  Government Audit Report
(Commercial)1963, will convince every impartial man that, while
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the Government may have full faith in the promotion of social
judtice, as far as its economic activities are concerned, it is
now not averse to make profits in some of these undertakings,
which might vary from 16 to 51%. One does not know how
far theinterests of the consumers influenced the decision of the
Governmentin this matter. Let us consider an instance.

I tisrecognised by all that fertilisers are essential for increas-
ing the yield of various crops, which is the most acute need of
the country today. It is, however, only the Central Govern-
ment which can import the fertilisers and distribute them
amongst thefarmers.  As remarked in the Central Government
Audit Report (Commercial) 1963, the scheme of distributing
fertilisers by the Government ""was initially meant to make
the fertiliser available to the consumers on a no-profit, no-loss
bass™ This was the promise given by the Government.
The performance, however, as could be seen from the data
given in the Audit Report, was different. It is stated in the
Report, that the profits rosefrom Rs 1.54 croresin 1957-1958
to Rs. 744 croresin 1960-1961.

I n other words, while the Government secured only Rs
20.10 per metric tonne as profit in 1957-1958, the profit which
it made on the sale of fertilisersin 1960-1961 cameto Rs. 86.80
per metric tonne : arise of morethan 300%in the profits made
on a commodity, which it wanted to sell to the farmerson a
no-profit, no-loss basis.  Further, the Government entrusted the
work of distributing cement in the country solely to the State
Trading Corporation. Thiswas not carried out on the principle
of ""no-profit, no-loss." The Government made a profit of
Rs. 11.24 croresin the three years ending 31-7-1959, out of this
mere work of distribution. Itisdifficultto say that due weight
was given to the interests of the consumers, when such large
profitswere made out of the merework of distribution.

Let us now examine what the correct position isin regard
tothe return, which the Government has been receiving onthe
croresof rupees which have been utilisedi nfinancingthe Public
Sector. The Government spent Rs. 6,500 crores for the
Public Sector up totheend of the Second Plan. Theamount of
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Rs. 821 crores was utilised for fulfilling the programmes for
Agriculture and Community Projects and the sum of Rs 1,281
crores was spent in providing Social Services, etc. It may be
argued that this sumof Rs 2,110 crores wasexpended for stren-
gthening the base of agriculture and raising the genera
standards of living in the country. But the question is :
""What about the balance of Rs 4,450 crores, which were in-
vested up to the end of the 2nd Plan, in Irrigation, Power, In-
dustries, Transport and Communications?* The sum invested
inirrigation and power was Rs 1,435 crores. Thereis no au-~
thoritative publication available to us today from which we can
ascertain whether any profit has been made on this huge invest-
ment. As a matter of fact, both the former and the present
Union Finance Ministers want power-plants and irrigation
works to make " adequate profits'*, *'good profits'" or '"szea
ble profits™®. The public is entitled to know what profits the
Government has been making up to now in these projects.
If they made any losses, the public is entitled to know what
losses they haveincurred. All necessary information from
the Government on this most vital aspect of our planned
economy should be readily available to the public.

The Annual Report on the Working of Industrial and
Commercial Undertakings, for the year 1962-63, deals with the
investment of Rs. 1,372 croresin the Public Sector upto 1962-63:
Rs. 808 croresascapital and Rs. 564 crores asloans. Thework-
ing of 30 running concerns in which more than Rs. 1,000 crores
were invested, incurred, as stated in the Report, aloss of
Rs. 914 croresin the year 1962-63. The Hindustan Steel
incurred in that year, alossof Rs. 23.90 crores. The other 29
concerns earned a profit of Rs. 14.77 crores. The total loss
on the sum of Rs. 808 croresinvested in these concerns, apart
from Rs. 564 crores given as loans, cameto Rs. 9.14 crores, as
mentioned above. Sofar as Hindustan Stedl itself is concern-
ed, the losses up to the end of 1962-63 exceeded the sum of
Rs. 61 crores, despite the fact that it enjoyed an "interest holi-
day'" uptotheend of March, 1962. Althoughitistheambition
of the Machine-Tools Industry to build up five such factories,
out of the profits to be made by the present one, the results of
the working of the unitsin the Public Sector naturaly cause
concerntoall and call for close scrutiny and careful examination.



fnview of the outlay in the Public Sector, which isexpected
toexceed Rs 14,000 crores by the end of the Third Plan, the
country must make an earnest appeal to the Finance Minister
that he should giveageneral andinforming picture of thereturn,
which these hugeinvestments have been giving to the country
year after year. The public has aright to ask for suchvital infor-
mation and the Government of a democratic country is under
an obligation to comply with the wishes of the people in this
matter of fundamental importance.

We have dready dealt with the method of raising finance
for the Third Plan, out of the profits of the Public Sector, in-
cluding depredation. The Planning Commission has provided
the sum of Rs. 450 crores for this purpose. Experience has
shown that this amount of finance will not come from these
undertakings. As a matter of fact, the words of warning ut-
tered by Mr. G. D. Birla, viz., "It would be a grave nis
calculation to provide for earnings of Rs. 450 crores from
the public enterprises,"” have, unfortunately, provedto betrue.
It should aso not be forgotten that the sum of Rs. 450
croresdoes not represent al profits. Asstated inthe Report,
this sum isinclusive of the amounts provided for depreciation.
It will easily be appreciated that, if the amounts provided, by
way of depreciation, for a particular industry, areinvestedin the
units of other industries, one is only postponing the evil day.
Itis, however, surprising to note that the inability of the units
in the Public Sector, not being able to provide Rs. 450 crores
asfinancefor the Third Plan, has not deterred the Planning Com-
mission from providing double that amount to be contributed
as finance towards the working of the Fourth Plan. The recent
Memorandum states: "' The aggregate contribution has been
estimated at Rs. 1,350 crores consisting of Rs. 450 croresfrom
the Railways, Rs. 650 crores from the other Central Govern-
ment enterprisesand Rs. 250 croresfrom the State enterprises."
It will thus be noted that, as against the provision of Rs. 450
ctores in the Third Plan, the finance to be provided for the
Fourth Plan, from the working of the Public Sector, will be
Rs. 900 crores. It is difficult to appreciate the spirit of opti-
mism which is entertained by the Planning Commission, des-
pite the bitter experience in the past.
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Let us now examine how the fate of the Private Sector is
going to be shaped. Mr. T. T. Krishnamachari stated in
hislast budget speech that profitsin the Public Sector should be
such as would also provide amongst other demands, for the
amortisation of loans.  This means both the payment of interest
on theloans, as well as the repayment of loans by instalments
as they fell due. But this provision for the amortisation of

loans seems to apply only to the Public Sector. The attitude
of the Governmentin thg past leads one to this conclusion.

Itis well known that the Government has been fixing the
ex-factory prices of such items, vital for the stability of our eco-

nomy, as Cement, Sugar and Steel. The units in the Private
Sector producing these commodities cannot, therefore, adopt a
price policy ontheir products asthey would liketo securesuch an
amount of return on their capital, as the Government wants to
adopt for the products of the undertakingsin the Public Sector.
Let us take the example of the "‘retention price' for sed.
Although the Tariff Commission provided a sum of Rs. 8/-
per tonne for the repayment of interest at 5% on the special
advances granted to the Tata Iron & Steel Company and the
Indian Iron and Steel Company, towards the cost of financing
their expansion, the Government of India disallowed that sum,
despiteitsdirectivetothe Tariff Commissionin thisconnection.
This clearly shows that the amounts required for the amottisa-
tion of the loans would not be allowed to be included in the

rofits to be made by the units of the Private Sector. Thisled
tJ R. D. Tata, Chairman of TISCO, to remark that, "*One

cannot but view with alarm this indication of Government's
intention to scrap the long standing and salutary practice of
seeking independent and impartial advice in fixing pricesin
major controlled industries™. He very rightly added : ""In a
planned and controlled economy such’as ours, it is only by ex-
ercising restraint in the use of their economic powers that the
Government can retain the confidence of the people in thefair-
ness and impartiality of the policies and actions.”

Further, the crucial question is: what will be left in the
hands of the units of the Private Sector, after they have parted
50% of theprofits asincome-tax and super-tax, 74% as dividend



tax on the amount of dividend declared, and 40% as sut-tax
onthebalanceof the profits, calculated as laid downin that Act?
It is not easy to arrive at the average total burden which all
these taxes will impose. The accumulated burden may differ
from industry to industry. It is, however, understood from
calculations made by experts that the units of the Private Sector
are likely to contribute from 65 to 70% of their profits to
the Indian Treasury, by way of taxation.

It is pertinent to ask whether the principle of ** partnersin
prosperity** isto apply only to the Private Sector. Asthe pro-
visions of the Bonus Bill stand today, this principle of ** partners
in prosperity™ will not apply to such Government under-
takings, as the Air-India, Chittaranjan Locomotive Works,
Perambur Wagon Building Factory, Vishakapathnam Ship-
building Yard, Hindustan Aircraft Factory, etc. It isdifficult
to appreciate the non-application of the principle of ** partners
in prosperity** to such public undertakings, thus depriving
thousands of workersemployedin them of enjoying the benefits,
which the new Bonus legislationis going to bring. To apply
one principle to the Public Sector and another to the Private
Sector is quite inconsistent with the philosophy of a planned
economy.

The broad conclusionis that, after all these paymentsin the
shape of taxation and bonus are made by the Private Sector,
considerably small surplus of profits will be left with them.
Such a profit will not be able to make any provision, worth
the name, for various purposes such as the building up of
reserves, amounts required for the amortisation of loans,. the
replacement of assets and the expansion of the industries —
to which a reference was made by the Finance Minister in his
Budget speech. Thetime has, therefore, come for the people
to create such a vocal and effective public opinion in the
country, as may lead the Government to make a radical revision
in its taxation and other economic policies.

In this context of heavy taxation, what the Centra
Board of Directors of the Reserve Bank has said on the subject
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of capital formation is pertinent: **Although there was a
distinct improvement in new issue activities during pre-
budget months (October 1963 to February 1964) induced
by a moderate recovery in the stock market on expectation of
relief inthe 1964-65 budget, investment confidencedid not show
any significant revival and the response to new issues by and
large is unsatisfactory'*. This is a sufficient warning to the
Government to reconsider its present taxation policy. More-
over, the Finance Minister himself recently remarked that :
""the investment climate is not thete”, ""the state of capita
market for equity issues, particularly those of new issues, isfar
from encouraging." His further confession that "a large
proportion of equity shares has had to be taken up by under-
writersin the recent past'™ emphasises theimmediate need for
the Government to make fundafnental changes in the present
taxation and economic policies.

The situation, as it exists today in the country, causes us
all serious concern about the successof a planned economy. The
burden of the Central and the States taxation has taken the
widest possible jump from Rs. 730 croresin 1951-52 to Rs.
2,378 croresin 1964-65.  Moreover, instead of raising thesum
of Rs. 1,100 crores, by way of additional central taxation, as
required in the Third Plan Report, as stated in the Report of
the Central Board of the Directors of the Reserve Bank, " addi-
tional taxation at the Centrein thefirst three years of the Third
Plan is estimated to yield about Rs. 1,900 croresover the entire
Plan period.” Thus, the estimated revenue from fresh taxa-
tion will witnessarise of 73%, if not more. Onthetopof this
existing unbearable burden, if the Government would impose
fresh taxation to the tune of Rs. 2,500 to 3,000 croresin the
Fourth Plan period, the last lingering hope for creating a self-
generating economy and building up a real Welfare State
even by the end of the Fifth Plan will completely disappear.

The views expressed in this hooklet ae not necessrily zhe views of ks
Forum of Free Enterprise



RATIONALE OF THE PROFIT MOTIVE

" |t appears that there are many people who, even though
they have a clear understanding of the regulatory mechanism
of our economic system, experience especia difficulty when it
comes to a proper appreciation of the dominant role played
by the profit principle in the sphere of production. |n their
legitimate indignation over everything that seems to them to
emphasise self-interest at the expense of the community, in
their anger at cupidity and usury, they sense behind the domin-
ance of the profit principle something vaguely immora. In
reality, things are far more complex than they appear. True,
men today, as aways, strivefor maximum satisfaction of their
desires, but these desires, as dways, are very different from
one another. Some seek honour and power, others a modest
degree of happiness, still othersare most content when engaged
in the service of the commonweal, and the rest have ambitions
only to satisfy to the maximum their purely material needs.
But all fear poverty and social degradation. The dominance
of the profit element in production is no proof, therefore,
that the springs of economic activity are less diverse today
than at other times. This circumstance shows only that in
the profit principle we have a sure and indispensable criterion
for determining whether or not any given enterprise may be
fitted into the context of the national economy or not, The
dominance of the profit principle merely brings it about that
an entrepreneur who fits into this context Is rewarded by
the market ; he who does not is punished by the market. The
reward is as high asthe penalty Is severe, but it is precisely in
this way that we are assured of the selection of persons qualified
to direct the process of production. And since the fear of loss
appears to be of more moment than the desirefor gain, it may
be said that our economic systemis(inthefina analysis) regulated
by bankruptcy. The collectivist state must find an equivalent
regulatory principle: in the place of profitability it will have
to establish another criterion of success and another system
of selecting the managers of production. It is very doubtful
if such an equivalent can be found."" —Wilhem Roepke in
“ Economicsof the Free Society.”  [Publishers : Henry Regne-
ery Company, Chicago]. (Readers of this booklet who wish
to understand the economic mechanism of a free society can
profitably study this book.)
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shall survive as long a5 man survives."

“Frec Enterprise was born with man and E

—A. 1). Shroft
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The Forum o Free Enterprise is a non-political
organisation, started in 1956, to educate public opi-
nion in India on free enterprise and its close rela-
tionship with the democratic way of life. The Forum
seeks to stimulate public thinking on vital economic
problems o the day through booklets and leaflets,
meetings, essay competitions, and other means as befit
a democratic society.

Membership is open to all who agree with the
Manifesto of the Forum. Annual membership fee is
Rs. 10j- and Associate Membership fee, Rs. 5|- only
Bona fide students can get our booklets and leaflets
by becoming Student Associates on payment of
Rs. 2|- only.

Write for further particulars (state whether
Membership or Student Associateship) to the Secre-
tary, Forum o Free Enterprise, 235 Dr. Dadabhai
Naoroji Road, Post Box No. 48-A, Bombay-1.
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