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26.0 OBJECTIVES

After studying this unit, you should be able to :

® explain the meaning of public sector and public enterprise

® discuss the evolution of public sector in India

® highlight the objectives of public sector; and

® analyse the expansion of public sector and its effect on the economy.

26.1 INTRODUCTION

Stifé intervention of a positive kind in the regulation, ownership, and operatlon
of industries and services has become an essential activity of public
adfninistration in almost all the countries. For example, the manufacturing of
arms and ammunition and other related activities for the defence of the country
had been an indispensable part of the state function. During ancient times also,
as mentioned in Kautilaya’s Arthasastra, there are references about
departmental heads dealing with coinage and other economic activities.

Over the years, the role of the state in undertaking commercial activities has
gained importance due to changes in the économic system. The most important
reason has been the advent of industrial revolution and its expansion which has
necessitated state intervention in various forms: During the period of Great
Depression in the early thirties, the view which was held that if the government
is kept out of the business it will automatically provide the community with
necessary economic development had been amply disproved. In USA during
this period the federal government entered into the field of economic and
industrial management in a bigger way than before.

The extent of the state regulation or control of industries varies from country to
country. The government’s ownership of industry in the socialist societies is
based on the plea that public sector plays an important role in bringing economic
development. In the case of capitalist countries, it is felt that there should be
conscious effort to keep the government out of economic operations as far as
possible. In a developing country like India, public sector is largely a necessity
and not a matter of choice. ’ '

In this unit, we will explain the meamng of public sector, public enterprise and
discuss the evolution of public sector in India. The unit will also.deal with the
objectives of public sector and highlight the expansjon of public sector and its

- impact on the economy in terms of investment, turnover, employment, bringing
about balanced regional development etc.
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26.2 PUBLIC SECTOR AND PUBLIC ENTERPRISE-
MEANING '

Despite a large volume of literature on the subject which has considered the
importance of public sector in the econcmic development, the meaning of public
sector, public enterprise, public sector undertaking continues to be vague and
varying. Now let us know the meaning of these terms.

As we have read in Block 2 of this course, the present Indian economic structure
is characterised as ‘mixed economy’ with the presence of public, private and’
joint sectors. Public sector in a wider sense covers all the governmental activities
which are social, industrial, and commercial in nature. Public sector is said to
cover all publicly controlied activities, the developmental activities in the fields
of education, public health, transport and communications, infrastructure etc.
Public Sector includes not only government departments but also government
companies whether in the central or the state sector, irrigation and powef
projects, railways, posts and telegraphs, ordnance factories, other departmental
undertakings. The banking, insurance, financial and other services also come
under the purview of public sector.

The Bureau of Public Enterprises, Government of India in its annual Report
1973-74 states, ‘“‘Public Sector in its widest sense covers all activities of the
Government. It is in this sense that the overall expenditure mentioned in the
Five Year Plans are described. In a more specific sense, however, public sector
would cover industrial and commercial undertakings of the Government which
are in the form of state corporations or companies registered under the Indian
Companies Act ..........

Public enterprises, on the other hand, can be defined as those specific forms of
institutions set up eitiier at the central, state or local levels involving
manufacturing or production of goods including agriculture or making available
a service for the price. Such institutions can be maintained either directly in the
form of a departmental organisation or through any autonomous body. The
main focus is that in public enterprise, the price is charged for goods and services
provided by it. Such price may cover the entire cost or not but the aim is that the
enterprise as a whole, should at least have a breakeven. Therefore, the.social
services, the administrative functions of the government are not covered under
the term public enterprises, while public utility services like railways, postal
services and telecommunications, though managed by the respective
departments are called public enterprises because the objective is to breakeven
over a period of time.

According to the United Nations Document, a public enterprise is that
organisation in which the government has a majority of interest of ownership
and/or management. In one of the studies of the Standing Conference of Public

Enterprises (SCOPE), a public enterprise is defined as an entity/organisation

which is owned and/or controlied by public authorities and whose output is
marketed. In U K, public enterprises are known as nationalised industry
because most of them came into existence as a result of nationalisation of
existing industries. In India, on the other hand, majority of the public
enterprises have been set up as a result of governmental entrepreneurial efforts
after Independence.

Thus, while public sector refers in a widest sense to all the economic activities

‘'undertaken by the government, public enterprises are those specific forms of

institutions or establishments in the public sector, responsible for production of
certain goods and services. Public enterprises are also referred as public sector
undertakings/units, government controlled enterprises, state economic
enterprises. Public enterprises are set up in various forms like corporation,
company etc., about which we will discuss in Unit 27.

-26.3 EVOLUTION OF PUBLIC SECTOR IN INDIA

The earliest reference to the state ownership and operation of industry in India is.
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development of industries as a remedy for frequent famines. The Commission Evolution and Expansion of
stressed the need for governmental help for the creation of new industries. It also Public Sector
suggested that the government should start manufacturing of sugar, cotton, wool,

silk, paper, pottery, glass.etc. However, no.action was taken by the then government

as India’s role was confined to that of an exporter of rawmaterials for manufacturers

in England. Even in the Report of the Indian Industrial Commission (1904) the

government’s policy of industrial development was confined to a few provisions of

technical and industrial education, collection and dissemination of commercial

information and publication of monographs on Indian industries. In 1905, the '

government established a Department of Commerce and Industry. It was hoped that

public sector would be initiated. Though some steps were taken in this regard, it

aroused opposition by the European Communities who interpreted the action of the

government as a serious menace to private enterprise and considered it as an

intervention on the part of the state in matters beyond their sphere.

The First World War brought to the fore, the vulnerability of the Indian
economy. After the commencement of the war, the government resolved to
examine the industrial policy. It was felt that a definite and self-conscious policy
of improving the industrial capabilities of India should be pursued after the war.
This led to the appointment of Industrial Finance Commission in 1916. It
recommended that the government must play an active part in industrial
development. It also felt there was a need for establishing certain key industries.
Later, under the Government of India Act 1935, the development of industry
became a provincial subject and the Centre had only the powers to give
directions and provide technical education. Since the provincial.gevernment
lacked adequate experience, organisational funds, ipitiative- and creativity,
nothing much was done except the creation of departments of industries in
provinces. In 1937, when the Congress came to power in many provinces, the
Conference of Industry Ministries of the provinces under the Chairmanship of
Subhash Chandra Bose emphasised the need for industrialisation and
recommended a comprehensive national plan for the purpose. It was also felt
that the public utility services could be owned by the central, provincial and local
governments. Even the key industries like machine tools, manufactute of
machinery, heavy engineering, automobiles, chemicals and fertilisers were
recommended to be under the direct operation of the state.

In April 1945, the government issued a statement on industrial policy under
which continuation of ordnance factories, railways and public utility services
already under the state ownership and operation was confirmed. It declared that
some of the basic industries should also be under the ownership of the state.
Such state intervention was required as adequate capital was not forthcoming
.and also it was essential in the national interest to promote such industries. The
Advisory Planning Board set up in December, 1946, suggested that the state
should take into its own hands the ownership and management of large .
industries. However, the interim government which came into power in 1946
was more concerned with the transfer of power, and therefore nothing could be
done on this recommendatlon

After Independence the government had to tackle the urgent and difficult
problem’ of securing growth at a faster rate. Basic requirements of economic
development were lacking and foundation for economic growth had to be laid.
For this purpose it was considered that building up of infrastructure was
essential. It was also felt that owing to long gestation period, low yield and high
. capital intensive nature of the investments, which could not be taken up by the
private enterprises, state intervention in economic activities, was necessary.
Keeping in view the varied problems faced by India on its economic, social
fronts, it became imperative to introduce public sector which was to help in

building a sound agricultural and industrial base, overcommg the economlc and
social backwardness.

The growth of public sector in India over the years, since Independence can be

traced to the Industrial Policy Resolutions made by the government. The

Industrial Policy Resolution of 1948 emphasised on the growth of industry and

expanding production capacity of both the public and private sectors. It made it

clear that the State must play a progressively active role in the development of o~
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industries. It was also felt that due to the madequacy of resources, the State may

" not be able to enter into all industries as widely as it may desire. Therefore, the

decision was to set up urits of production in the newer fields rather than
acquiring or running existing units. It was also felt that the private enterprises if
properly directed and regulated must also play an important role. According to
the Resolution, the industries were divided into four categories. The first

category included the. manufacturing.of arms and ammunition, production and

control of atomic energy, ownership and management of railways and transport.
These were to be under the exclusive monopoly of the Central Government. .
The second category which covered setting up of new undertakings like coal,

‘iron and steel, aircraft manufacturing, ship building, telephones etc., were to be -

the responsjbility of Central, State governments and municipal corporations.
The third category of industries which included automobiles, heavy machinery
etc., was to be increasingly subject to Central control and regulation in
co-operation with state governmerits. Rest of the industries were left to the
private enterprises subject to the provision that the State will also progressively

participate in this field and will not hesitate to intervene where the progress of -

industry, under private enterprise is unsatisfactory.

The Constitution of India which was adopted later, emphasised the role of the
State for ensuring better utilisation of resources, and also in preventing -
concentration of wealth in few hands. Article 39 of the Constitution provides

-that “the State shall, in particular, direct its policy towards securing that the

ownership and control of the material resources of the community are so
distributed as best to subserve the common good” and that “the operation of
economic system does not result in the concentration of wealth and means of

_production to the common detriment”” The introduction of planned economy

and setting the goal of achieving socialistic pattern of society also emphasised
the need for public sector and for its rapid expansion. It was felt that the public
sector should not only initiate developments in the activities in which the private
sector was either unwilling or unable to undertake, but also play a dominant role
in shaping the entire economy of the country. Thus, the extensive role of the
public sector in the country had been well established after Independence.

The Industrial Policy Resolution of 1956 emphasised on the nieed for planned
and economic development and declared that all industries of public utility
services should be in the public sector. Other industries which are essential for
the development of the country and required investment on a large scale should
also be in the public sector. Thus, the government was to assume direct
responsibility for future development cf industries over a wide area. The
industries under the Resolution of 1956 were classified .into three categories.
Category one consisted of industries like arms, ammunition, defence equipment
etc., the development of which would be the exclusive monopoly of the State. In’
the second category, industries were to be progressively State-owned and the
State was to take initiative to establish new undertakings. The private sector was.
expected to supplement the efforts of the state. The third. category comprised
the consumer industries, the development of which was generally: left to the
initiative of private sector though the State could set up any industry in this
category. From the Industrial Policy Resolution, it is amply clear that India has
consciously adopted the policy of mixed economy where the co-existence of
public and private sectors have been empha51sed We have already discussed in
detail the concept of mixed economy in Unit 5 of Block 2 of this Course.

It is ‘clear from the Industrial Policy Resolutions that the compulsions of securing
the desired socio-economic objectives for improving the standard of living of

‘people, and also the then prevailing inability of the private enterprises to meet

this challenge were primarily responsible for assigning a dominant role to public
sector in India. The Industrial Policy of 1977 also envisaged-a greater role for

-public sector in various fields. The Industrial Policy Statement made in 1980,

also expressed that public: bector will continue to play an increasingly important
role: During the last two decades, there has been an unprecedented expansion
of public sector, to the extent that thére is no sphere of economic activity left

where the direct participation of the public sector is not to be seen. This has led

.to varlous positive benefits in the economy about which we will be discussing in

- o



An important aspect which needs to be discussed is the objectives for the Evolution and Expansion of
fulfilment of which the public sector has evolved in India. The Five Year Plans as . ‘ Public Sector
well as the Directive Principles of State Policy have enumerated a number of

objectives which are to be fulfilled by the public sector. Let us discuss these in

the next section. .

Check Your Progress 1
Note : i) Use the space given below for your answers.

i) Check your answers with those given at the end of this unit.
1) Distinguish between public sector and public enterprise.

..................................................................................................
.................................................................................................

2) What steps were taken during the pre-Independence period towards
promoting State intervention in economic activities?

................................................................................................

..................................................................................................

26.4 OBJECTIVES OF PUBLIC SECTOR

Though the reasons for the expansion of public sector in different countries, may
differ, the United Nations has clearly given a comprehensive understanding of
the reasons why the governments have set up the public sector. Following are
some of the objectives as indicated by the United Nations :

1) Government must supply the developmental initiative. The purpose of the
future development will require the stimulus of the government on the
demand side and its determined direct participation in the economic and
social works. Such an initiative may come in the form of initiative for
investment and promotion' of industrial activity, initiative for developing
infrastructure and basic activities or the government may supply the
required managerial and techmcal capabilities’ to the enterprise.

2) Government has specific priorities and compulsions which are unlikely to
be realised if they are left entirely to the private enterprise.

3) Government may be able to supp]ement the efforts of the private sector in
import substitution and export promotional activities.

4) The government may wish to promote savings faster by generating
resources through prices charged by public sector enterprises. This is
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being considered as more convenient method of resource mobilisation
rather than exclusive resort to measure of borrowings from public.

5) The government may introduce public sector enterprises as an agency of
- development in an under-developed region because the private sector has
a tendency to entrust their units in already developed region.

6) In many cases, the governments of the developing countries have certain
ideological objectives such as promotion of economic and social justice,
which also necessitates a greater role for public sector.

The state of Indian economy, at the time of Independence which is basically
agrari'am, with a weak industrial base, low level of savings and investment, near
absence of infrastructural facilities, made it imperative for the government to
step in to all sectors of the economy. Moreover there still exists considerable -
inequalities of income, low level of employment opportunities, serious regional
imbalances in economic development and inadequate trained manpower. Given
the types and ranges of problems faced by the economy in the economig, social
and strategic fronts, it became a pragmatic compulsion to expand the role of
public sector as an instrument of self-reliant economic growth so as to develop a
sound agriculture and industrial base, diversify public economy and overcome
the socio-economic backwardness.

The need for public sector arises to meet the following objectives :

i)  to help in the rapid economic growth and industrialisation of the country
and create the necessary infrastructure for economic development;

ii). to earn return on investment and thus generate resources for development,

ili) to promote redistribution of income and wealth;

iv) to create employment opportunities;

v) to promote balanced regional development;

vi) to assist in the development of small-scale and ancillary industries;

vii) to promote import substitution, save and earn foreign exchange for the
economy.

These objectives are the macro-goals or broad objectives of the public sector.

Till now no effort has been made to lay down micro-objectives for public

enterprises on an individual basis. Andhra Pradesh was the first state to have

brought out a white paper on state level public sector enterprises, in 1989 which

was the-first of its kind in India. There has been persistent demand on the

Central Government to present a white paper on public enterprises. Earlier too,

the Administrative Reforms Commission and the Parliamentary Committees

have repeatedly recommended to the government to specify the objectives of

every public enterprise. This will facilitate the evaluation of the performance of

public. enterprise, in terms of the fulfilment of the laid down objectives. A recent

development in this direétion is the practice adopted by the government in

signing a Memorandum of Understanding (MOU) between the government and

the enterprise. It is a simple and effective technique of establishing clear

objectives and targets, unambiguous criteria for evaluation and a system of

rewards for achievement. Nearly 26 public sector enterprises have been covered

by this system and one hundred more are likely to be covered during 1991-92.

26.5 EXPANSION OF PUBLIC SECTOR AND ITS

IMPACT ON THE _ ECONOMY

"In India, before Independence, State intervention in economic and commercial

activities was confined to a few areas like railways, ports, posts and telegraphs
ordnance factories etc. Since Independence, the range of activities and products
of public sector have expanded tremendously. It includes making of steel,
mining of coal, ferrous and nonferrous minerals, extraction and refining of
crude oil, manufacturing of tools, machines, electrical, building equipment,
telecommunications, cement, textiles, newsprint, and many other consumer,
trading and service activities. These activities dominate the national economy in
several sectors especially in the production of basic metal industries, fertilisers,
and fuel. The public sector’s contribution to the total industrial production



constitutes more than 50% in many metals, steel and coal, while it is 100% in the E"""'“""'“‘;"';P;““s‘:“
area of petroleum, copper, lead and electromechanical teleprinters. o Sector

In the last two decades there has been continued large investments in public
sector. This was done with a view to accelerating the growth of core sectors of
the economy, to serve the equipment needs of the strategically important sectors
like railways, telecommunications, defence etc., and alsd to achieve a certain
degree of self-sufficiency in critical sectors. There has been growth of consumer
oriented industries in public sector like drugs, hotels, food industries etc. This
was done to ensure easier availability of vital articles of mass consumption and to
check prices of important products.

There are a large number, of public enterprises operating in national and
international trade, consultancy, contract and construction activities,
communications etc. The public sector coverage has of late enlarged and a
sizeable proportion of its outlay has been directed towards the various public
enterprises. At the commencement of the First Five Year Plan, there were only
five Central Government enterprises and the number rose to 244 by March 1990..
The growth of public sector enterprises has been phenomenal not only in terms
of investment, but also in terms of production, profitability and range of .
activities. The imperatives of bringing about accelerated economic growth of the
country as well as achieving socio-economic goals under planned development
has given fillip to the expansion of public sector.

The expansion of public sector in terms of the number as well as investment has
led to many positive effects on the economy in terms of output, employment,
generation of resources, balanced regional development in the country etc. Let
us discuss these briefly.

Investment

The investment in central public sector undertakings alone has-grown
appreciably over .all these years. From Rs. 29 crore as on April 1st 1951 in five
enterprises, the mvestment has gradually increased to Rs. 99,315 crore in 244
operational public enterprises as on March 31, 1990. The plan-wise growth of
investment in central public sector enterprises from 1st April 1957 to 31 March,
1990, is given in the table below :

Table 1

Plan-wise Growth of Investment in Central Public Enterprises

Total Investment No. of

(Rs. in Crores) Enterprises
At the commencement of 29 ‘ 5
Ist Five Year Plan (1.4.51)
At the commencement of 81 21
2nd Five Year Plan (1.4.56)
At the commencement of ' 948 47
3rd Five Year Plan (1.4.61)
At the end of 2410 73
3rd Five Year Plan (31.3.66)
At the commencement of 3897 84
4th Five Year Plan (1.4.69) } '
At the ¢ommencement of 6237 122
Sth Five Year Plan (1.4.74)
At the end of 15534 169
5th Five Year Plan (31.3.79)
At the commencement of 18150 v 179
6th Five Year Plan (1.4.80) '
‘At the commencement of 42673 215
7th Five Year Plan-(1.4.85) '
As on 31.3.1989 ‘ 85628 238
As on 31.3.1990 (i.e. at the end of 99315 - 244

7th Five: Year Plan <
. ) i1
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Besides the number of units given in the table above, there are many enterprises
which are under the various departments of the government. If those are
included, the amount of investment would become tremendous.

Turnover

The expansion of public sector can also be analysed from the turnover of the
public enterprises. The turnover which during 1979-80, was only 23,290 crore
rose to Rs. 93,122.13 crore.in 1988-89. During the last ten years, the turnover
has increased by nearly four times. The ratio of net turnover to capital employed
brings out the efficiency of utilisation of funds of any enterprise. During
1988-89, this ratio was about 127%. Bulk of this turnover is from enterprises like
Indian Oil Corporation, Oil and Natural Gas Commission, Steel Authority of
India and Food Corporation of India. In fact, the major turnover is in the Oil and
Petroleum Industry. The public sector’s role in the total economy of India has
been rapidly expanding since the beginning of planning. In terms of its
contribution to net domestic product which was only 3% at one time has already
increased to over 20%. Apart from the share in the Net Domestic Product, the
rapid rise of public sector is manifested in the growth of income. Over the last
few-decades the income of public enterprises has increased by 374 crore, at an
annual rate of 20% as compared to 11% for the private sector. in the organised
segment of the economy.

Infrastructure Development

Public Sector has contributed significantly to the development of strong
infrastructure which is essential for economic development. There has been
tremendous improvement in the road, rail, air and sea transport system. There
has been sufficient expansion of irrigation facilities, power, energy which has
contributed to agricultural and industrial development. Such improvements
brought about in the infrastructure by the public sector after Independence have
benefited the private sector too. '

Balanced Regional Development

Public Sector had made significant contribution in bringing about balanced
regional development and accelerating economic growth. The position of
economic development in some states and regions .in the country has not been
uniform over the years owing to some historic reasons and other factors. During
the pre-Independence days, there was concentration of industries in Bombay.
Calcutta and Madras while other parts of the country lagged behind. It was only
after 1951, that attention was paid towards these problems and steps were
initiated to set up industries in other areas which had been neglected. The
Industrial Policy Resolution of 1956, and subsequently the Resolutions of 1977
and 1980 also emphasised the need for accelerated rate of growth in the
economy, speedy industrialisation and removal of imbalances in development
between different states/regions/areas. Hence, a substantial portion of
investment of public sector has been diverted to setting up large units in
backward regiofts and also in remote areas. It was with this objective of
developing the backward areas that all the four major steel plants have been set
up in Madhya Pradesh, Orissa, Bihar and West Bengal; fertiliser factories have
been located in Andhra Pradesh, Bihar, Assam and so on. '

The dispersal of public sector units to all the states and union territories has been
appreciable as it has led to the expansion of employment opportunities, growth
of small scale and ancillary industries along with the development of
infrastructural facilities: It is with this view of bringing about balanced regional
development that the government has been following the policy of giving
preferential treatment to backward states in the field of public sector investment.

Employment ‘

The real strategic. position of public sector can be seen by looking at its shares in
employment. The expansion of public sector has witnessed considerable
increase in employment. As on March 31, 1989, 232 Central Public Sector
enterprises employed 22.93 lakh people which constitutes more than one third
of the total employment in the organised sector. During 1978-79, the number of
employees in public sector was only 17.03 lakhs. State-wise distribution of
employees reveals that Bihar accounted for the largest number of 4.33 lakh



employees as on March 31, 1990 followed by West Bengal,-Madhya Pradesh,
Mabharashtra, Uttar Pradesh. The industries, which have a sizeable number of
employees in the public sector include coal and lignite followed by steel, textiles,
heavy engineering, petroleum etc. The coal and lignite sector alone accounted
for more than 30 per cent of the total employees.

The public sector is becoming a model employer and most of the enterprises
have recognised their social responsibility in providing housing, educational,
medical, recreational facilities to the employees, especially in cases where the
projects are located in towns and villages which are ‘inaccessible. The actual
gross investment incurred on township of public sector enterprises (including
work in progress) as on March 31, 1990 amounted to Rs. 2,965 crore. Housing is
a major contributory factor in bringing about an attachment of employees with
their enterprises and in promoting better and balanced industrial development
including higher productivity. Keeping in view the need for overall
improvement in the productivity of personnel working in various public
enterprises attention is being paid towards training and re-training programmes.
Public sector has been one of the instruments in bringing about development of
human resources. ‘

Internal Resource Generation

Over all these years, public sector has been paying great attention towards
generating resources internally for financing their own expansion and for other
development activities. In the context of resource crunch being faced by the
country, the generation in internal resources by the public sector has assumed
greater importance. The gross internal resources generated by the publie sector
enterprises during the third plan period was of the order of Rs. 287 crore which
in the seventh plan period went up to 37,678 crore. The public sector contributes
to the government exchequer by way of

i)  dividends

il) interest payment on loans

iii) income tax

iv) excise and other duties.

During the year 1989-90, such contribution amounted to Rs. 18,252 crore as
against Rs. 16,352 crere in the previous year, recording an increase of 11.6 per
cent.

Import-Substitution and Export Promotion

In a developing economy like India, the problem of foreign exchange becomes a
serious constraint on the process of industrialisation. The expansion of activities
of public sector in areas like steel, aluminium, heavy engineering has to a certain
extent lessened this problem. The contribution of some of the public enterprises
like Indian Qil Corporation, Qil and Natural Gas Commission, Bharat Heavy
Electricals has been significant in reducing imports substantially thereby
reducing foreign exchange pressure and creating a base for industrial and
economic self-reliance of the country.

Public Sector has also contributed towards expanding exports of the country
especially in products as metal ores, engineering goods etc. Apart from foreign
exchange earned through exports by manufacturing concerns, other enterprises
like Air Corporations, Shipping Companies etc., are also contributing towards
the external trade of the country. During all these years there has been steady
growth of export earnings by the public sector enterprises which in the year
1988-89 stood at Rs. 4,898.07 crores. ‘

Public Sector in any country, more so in the developing countries, certainly
plays an important role in its economic development. In fact in the developing
countries it is the most important agent of development. It has been able to
translate into reality the policy of technical managerial and economic
development. It is also true that the financial position of a large number of public
enterprises the world over, has not been appreciable. For example, in India, the
_net profit works out to be 4.4% of the capital. Some of the public enterprises are
having consistent losses. There is a need to improve the performance of public
enterprises but at the same time there are no easy solutions for improving the
performance. Profitability, though extremely ‘important, cannot be the sole

Evolution and Expansion of
Public Sector

13
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criterion for judging the performance of public enterprises in a developing
country. However, there is a need to efficiently manage all the available
resources at the disposal of public sector enterprises. In the foreseeable future,
industrial and economic development in the country is expected to take place to
a considerable extent through. the public sector. Public sector has to provide the
lead with the private sector enterprises continuing and supplementing the effort
of economic development.

Check Your Progress 2
Note : i) Use the space given below for your answers.

il) Check your answers with those given at the end of the unit.

1) State “the objectives for the fulfilment of which the public sector has evolved
in India.

.................................................................................................

2) Discuss the expansion of public sector in terms of investment and increasing
employment opportunities. '

.................................................................................................
.................................................................................................
.................................................................................................
.................................................................................................

.................................................................................................

.................................................................................................

.................................................................................................

3) How far has the public sector contributed towards internal resources
generation?

.................................................................................................

..................................................................................................

26.6 LET US SUM . UP

Intervention of a positive kind in the ownership and operation of economic
activities has become an essential role.of all the States but more so in the
developing countries. Though public enterprises existed in one form or the other
in the earlier societies, generally it is regarded as a development of post-World
War I period. Most of the developing countries have generally adopted the
mixed economy model and the expanded role of public sector is being

"considered as a pragmatic approach for the socic-economic development rather

than a dogmatic approach.

Such activities where the organisation charges price for goods and services are
generally regarded as public enterprises. Though in a limited form, public
enterprises existed in India during pre-Independence period but the dominant



role of the public sector in shaping the economy of the country is considered as a
post-Independence activity. Under the Industrial Policy Resolutions of 1948 and
1956, the public enterprises are helping in the rapid economic growth:and
industrialisation of the country and have been called upon to create necessary
infrastructure for economic development, promote balanced regional -
development, create employment opportunities, earn forelgn exchange and
gencrate internal resources.

Since Independence, there has been a tremendous expansion of public
enterprises in terms of its activities and products, number of units, investment
and the turnover. Over all these years it has played an important role in bringing
about socio-economic development and helping in assisting the small scale and
ancillary industries. It has also been generating resources for the public
exchequer. In the near future, public enterprises will be required to take up
additional responsibility in bringing about economic development.

26.7 KEY WORDS

Ancillary Industries : The industries which are dependent upon the main
industries and provide some help in the form of goods and services to the main

industries. .

Break-even : It refers to that stage or point when the economic activities start
giving some profit. ‘

Dividend : It is share of profits earned from a company, either by the
government or any individual as holder of shares in that company.

Equity : A form of financing the organisation under which the capital stock is
held in the form of shares.

Infrastructure : The organisations whose activities indirectly help in providing
base for further economic development.

Memorandum of Understanding : In simple words it means an agreement
between two or more parties. In case of public enterprises, it means an
agreement between the administrative ministry and its enterprises which is
expected to set out mutual obligations and expectations. The memorandum
clearly establishes the objectives, targets of the enterprises concerned, criteria
for evaluation of achievements and a system of rewards.

Re-training : It is instruction in a new field of specialisation or extensive tramlng
in the old field of specialisation.

Turnover : The turnover relating to public sector refers to the total value of
goods which are sold by the organisation.

White Paper : An official document which gives the policy of the government on
a particular subject.

26.8 REFERENCES

Bureau of Public Enterprises, 1991. Public Enterprises Survey 1989-90,
Department of Public Enterprises : Government of India.

Dhingra, 1.C. 1990. A Text Book of Indian Economy — Resources, Trade and
Development, Sultan Chand and Sons : New Delhi.

Kumar Indra & Biji James, 1990. Public Sector Enterprises in India, Common
Wealth Publishers : New Dethi.

Mishra, R.K. and S. Ravishankar, 1986 Public Enterprises in India in Public
Enterprises in the World, Himalaya Publishing House : Bombay.

Misra, S.K. and V.K. Puri, 1989. Indian Economy — Its Development Experience, .

Himalaya Publishing House : Bombay.

Singh, Bishwanath, 1991.Public Enterprises in Theory and Practice, Deep and
Deep Publications : New Delhi. .

Evolution and Expansion of
Public Sector

15



Public Sector and Development

16

26.9 ANSWERS TO CHECK YOUR PROGRESS
EXERCISES

Check Your Progress 1
1)  Your answer should include the following points :

Public Sector covers all the governmental activities which are social,
industrial and commercial in nature. It is said to include industrial,
commercial undertakings of the government which are in the form of
corporations or companies.

Public enterprises are those specific form of institutions set up either
at the central, state or local levels which are involved in the
manufacture or production of goods. These goods and services are
made available by the enterprises for a price.

2)  Your answer should include the following points :

The Indian Finance Commission set up in 1888 stressed on the need
for governmental help for the creation of new industries.

A Department of Commerce and Industry was set up in 1905.

With the commencement of First World War, the vulnerabillty of the
Indian Economy came to fore and the government felt the need to
improve the industrial capabilities. of the country, through a definite
self-conscious industrial policy.

The Industrial Finance Commission in 1916 recommended that the
government must play an active part in industrial development and
stressed the need for establishing certain key industries.

In 1945, a statement on industrial policy was issued under which
continuation of ordance factories, railways, public utility services
already under the State ownership and operation was confirmed.
The. Advisory Planning Board in 1946, also suggested State ownership
and management of large industries.

3)  Your answer should include the following points :

The Industrial Policy Resolution of 1948 made it clear that the State
must play an active role in the development of industries,

The State was to set up units of production in the newer fields rather
than acquiring or running the existing units.

It proposed fourfold classification of industries. The first category
consisting of manufacturing of arms and ammunition, atomic energy,
railways etc., were to be under the exclusive monopoly of the central
government. The second category covering iron and steel, coal etc:,
were to be the responsibility of the central, state and local
governments. The third category of industries which included
automobiles, heavy engineering was to be subject to central control
and regulation in co-operation with state governments. Rest were left
to the private enterprises with the provision for State intervention in
cases where the progress of industry under private enterprises is
unsatisfactory.

Check Your Progress 2
1) Your answer should include the following points :

The objectives for the fulfilment of which the public sector has been set
up.in India are to :

help in the rapid economic growth and industrialisation of the country
and create infrastructure for economic development;

earn return on investment and generate resources for development:
promote redistribution of income and wealth. :
create employment opportunities;

assist in the development of small-scale and ancillary industries;
promate import substitution, save and earn foreign exchange for the
economy. '

2) See Section 26.5

*3) See Section 2.5





