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want to call attention to one special problem in India which, in
my view, has tended to give new plants in India a strong capital-
intensive bias. It is exwremely difficult in India 10 fire workers
once they have served a probationary period—one could almost
say workers acquire tenure. This in economic terms has had the
curious result that, in a sense, labor has become the fixed cost,
while capital is at least more variable (with the shortage of capi-
tal it [requently has alternative uses and, thercfore, can be sold
more readily than labor can be dismissed). This is the reverse of
the traditional thinking in cconomics. Another technical point
that needs to be mentioned here is that insofar as firms can get
import licenses to buy imported machinery, they obtain such
machinery at world market prices, which do not reflect their
“true’ scarcity value in India, given the existence ol very tight
foreign exchange controls, This in turn leads o a more wide-
spread use of capital-intensive methods than would be wue if
firms had to pay a price reflecting the “scarcity value'” of the
machinery.

ENTREPRENEURSHIP

The last general topic | want 1o say something about is entre-
prencurship in India. In distinguishing between the public and
the private sector it 1s traditional to make this differentiation on
the basis of the legal ownenship; a firm whose shares are owned
by private individuals is considered private enterprise, while
a firm whose shares are owned by a public body is considered
government enterprise. [ want to suggest below some reasons why
this may not be the most useful distinction. It has long been rec-
ognized that the whole character of the modern corporation (joint
stock company in Indian usage) has changed. Increasingly the
modern corporation s run by a professional management and
not, except in the case of extreme crisis, by the stockholders.™
The full implications of this corporate behavior are not yet fully
undlerstood. Related to this change is the [act that much economic
thinking about these is—at least implicitly—in terms of Marshall's
“representative firm.” g relatively small, competitive, owner-run
firm. It is in this context that it is not surprising to fnd tha
much discussion talks about the entreprencur or the entreprencu.
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rial function. In the Indian coneext 1 find it useful w distinguish
between at least three aspects of the traditional entreprencurial
funciion, or three sepurate entrepreneurial funclions: innovation,
risk capital, and management. To the extent that this analysis is
correct it has considerable bearing on the alleged shoriige o
entrepreneurs in underdeveloped countries and changes the ooy
ol the private-sector-public-sector controversy.

First we have the entrepreneurial function in a Schumpcterian
sense, Someone must conceive ol the leasibility and desirability
{in terms of profits or possibly other social criteria) ol the enter-
prise and must organize it. He need not either Tinanee it sl
or run the enterprise after it is established, although the initial
cntrepreneur may, at least initially, do all these things. Neverthe-
less, a relatively small number of entreprencurs in this scise can
serve as catalysts in many different divections. The great influ
ence which one man, the late Dr, M. Visvesvazaya, had in
as a catalyst in the development of induostrial enterprises, espe-
cially in Mysore, is 2 good illustration. | would also argue 1ha,
#s regards this aspect of the entrepreneurial function, private
initiative seems to have an advantage over public enterprise.

Second, we have the tinancing function, particularly the pro-
viding ol equity hnancing, that is, risk capital. In India, where
savings are inadequate o the task of achieving the rate of invest-
ment needed, government may have greater access to finance than
the pri\';lle entreprenear, and, while this is olten frowned upon,
there is no inherent reason why government cannot provide risk
capital as well as other types of inancing. On balance it may be
that in India government may have an easier time in raising capi-
tal, particularly when very large amounts are needed. [ sav this
in spite of the boom in new issues markets in the last two vears
or so. The ditheulties of TISCO (Tate Iron and Steel Co.) to raise
the necessary funds lor its expansion program [rom privawe
sources are often cited as an illustration. This example, as is so
often the case, is complicated by the special circumstances ol the
illuseration. If there had been no price control on steel and il
new steel plants had not been reserved o the public sector, would
TISCO have been able to raise the necessary funds privately?

Third, there remains the function of actually running the
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enterprise after it is established; i.e. the management function of
entrepreneurship. Here very briefly, I would argue that private or
public sector enterprise clearly is not the relevant distinction. In
India, typically the most efficient enterprises (measured in some
intuitive sense) are beyond much question both privately owned
corporations with a professional management and some of the
quasi-independent public enterprises also with independent pro-
fessional management. The less efficient enterprises generally are
the family-dominated private or departmentally ("family” as it
were) controlled public enterprises. Thus the distinction of pri-
vate-versus-public enterprise becomes secondary to the more im-
portant question of the type of management involved, unless it
can be shown (and I do not believe it can in India) that one
type of legal ownership has an advantage over the other in the
selection of management personnel. One last comment regarding
management in India is called for. This is an observation which
applies equally to business, public and private, and government
and education. The personnel at the very top, be that in the
Ministry in New Delhi or the general manager of a firm, gen-
erally are extremely high calibre, but the difficulty arises from
the fact that the echelon right below the top is usually terribly
weak. There are reasons for this that 1 cannot go into here. I
would suggest, however, that this is perhaps the greatest struc-
tural weakness in the development of the Indian economy and
little is being done to remedy this situation although considerable
lipservice is being given to its importance.'?

POLICY

A concluding comment on policy is in order. The present
Indian government is, of course, deeply committed to a highly
pragmatic approach under the slogan of a socialist pattern of
society. This emphasis on essentially a mixed economy seems
appropriate for Indian conditions where on the one hand the
private sector is playing and will continue to have to play an
important role, while on the other hand government also has
certain economic functions to perform. A pragmatic approach
of this sort is always a difficult one to follow because on specific
issnes it does not give clear guide lines to a course of action.
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Nevertheless it is useful for Indian policymakers to follow the
rule of having government perform such economic activities

which are not performed, or not adequately performed, by the
private sector. There is no question about the fact that Indian

policy has at umes had dogmatic overtones in favor of the public
sector. On economic grounds (as distinguished perhaps from po-
litical considerations), this should be avoided. Similarly, how-
ever, spokesmen for the private sector, to be most effective, must
avoid dogmatism in the opposite direction. It is only in this way
that the Indian economy can mobilize its latent resources, both
in the public and in the private sector, without necessarily fol-
lowing cither the American or the Soviet “"model” of develop
ment, or taking any other imitative approach. If this is done,
given the present industrial base in India, substantial progress
is possible,
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