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Post-indepondence Indis has witneased o vagt gap
betwesen Congress pronouncoments of ezﬁanding public control
ofﬁféonamgk to usher in “sacialiah“ end the actusl implemon-
tation of pollicies. The gap between policy and pronouncemont
cen be explained in terms of the ¢lose relationshlp of the
Congrosa Party with business, and the class character of
the Indian S5tate itself, Thiszs has resulted on the one hand
in the increasing concontration of wealth in a few hands
and, on the other, the cconomie opprossion of tho majority.
‘he class charpcter of the Congress party and the govern-
nent's inability to rnise eapitel scecurmuletion imposes
constralnts on government's attitude towards business.
Howvever, the government in situations of erisis and weakening
legitimacy resorts to measures lilte nationalisation vwhich
appear to be aimed againet private interests. But nationali-
zation, as 1s evident from the experience of many countries,
is not necessarily always against private interest; it has

ofton been politically motivated.

state intervention, which often takes the form of
nationalisation, is not a rare phencmenon in most unders
developed countries. After their independence in the
post-gecond world war porlod, the exigencies of developmont
were so urgent that tho government could not entrust the task

to individual capitalists who were nolther willing nor



woll-oquipped for large investments. Besldes, indigencus
capitalists lacked the tochnology and exporionce to invest
in heavy industry. Henco, it became important for governe
mont te bring under its purview all thoso pegments of tho
economy which needed huge investments, sophisticated toche
nology, and a long gestation pericd. In almost all under
developed countrios, the governnent participated in a
significant measure in tho functioning and eontrol of the
ecéncmy irrespective of the particulsr idoclogy it professed.
India was no exception. Oovernment's intervention, as was
claimed, was aimed at rapid sconomic developmont. It,
therefore, becomes relevant to locate and analyse the politic
intentions of government's strategy of nationalisaticn.

This study undertokes to do just this, with particular
roference to the nationalisation of banks in 1968. It
focusses on the paramoters of Congress policy of nationall-
sation and soeks to analyse if it sorved a pelitical purpose

or was merely propelled by considerations of economy and

efficiency.

The basic assumption of this study is that
notionalisation in India has been invariasbly prompted by
political caleulations to serve the class interests of the
governnent, dominated by the Congress party, or more

specifically, the interests of those powerful groups who
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veildod econsiderable influence in the Congress. The
central argument of this thesis, based on an examination
of the implications of the nationalisation of banks, is
that governmentt!s intervention in the economy, reflected
olther in soms form of nationalisation or *takeover'!, is
prompted by cortain specific objectives and is not part

of a concerted or gystomatle antl-privseste sector strategy.

Thias study is conducted at three levels. The first
lovel involves the description and investigation of
government policy towards industrislisation and nationaii-
sation. 7Tho second i1s an analysis of the strategy and
political compulsions bohind it. PFinally, what 1a the
respongse of business to governmment policy towards private
sector, particularliy on the qﬁestion of nationalisation.
This would help in dnderstanding the interaction botween
govornment and business, and the influence, if any, of

private interests on government pollcy.

Th;s atudy is moaningful becauso a preliainary
survey of the literature shows that nationalisation has
not boon studied amdequately, and particularly, the
political content of governmsnt policy has not been
sufficiently examined. Most studies conducted on this
subject have essentially dealt with the economic and
logal dimensions of tho case of bank nationalisation in



1569, This study becones relevoant as it focusases on the
political forces and the nexus of interests operating
within the Congress party and influenced and led to the
declision on nationalisstion of the fourteen major

commercial Banks.

Any aenalysis of post-independence Indion politics
must take into account the linkages between governmental
policy and business interests. However, this study will
not exasmine the cconomie aspects of nationalisation
policy. Economie factors wili be taken into acecount only
insofar aas they highlight the contradletions at the
political level. Such an annlysis will throw light on
the continulties and digcontinuities in government's
nationalisation poliecy and to what extent such a policy
in its articulation and inmplemontation has been influenced

by business intarostn.

This study raises certain queations relating to
government's policy of notionalisatlon. Some of these

quostions which could bo identifled arec as follows:

(i) That kind of a role did government envisege for

the private and public sector in the Indlen oconomy.



(e} "hat has boen the nature of governwsnt policy of
nationsllsation, whether in policy formulation or in

actual iamplenentation?

{3) what 1s the politicsl and econonic basis of such a
poliey and vhat are the faetors which prompted the
government to adopt sueh a poliey.

(4) Has the implemontation of this policy brought about
any signifieant changes in the social and economic relations
of Indlan soclety. If go, what is the nature of theseo

changes, and vhose intorests have theoy served.

{5) Haa ths policy of nationaliszation, as ilmplemented bé
the government, been used as a legitimizing mechanism and
how far does it help in revenling the ideology of the

Congress government.

{6) Is there a relationahip bstween nationallsation and
2 crisis within the Congress party - has 1t resorted to
nationaligation only when its hegemony has been challenged?

(7) And finelly, has thc policy of nationalisation been
uged by the Congress to mobilige political support.

This study is divided into threc chapters. Tho first

Chapter discusses tho government of India's policy towards

nationalization in the years ofter indepondence. 3inco tho
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governuent dld not articulaté any theoretical framework

or poliecy of nationallsation, an attempt has becn made to
derive certain dbroad trends and epprosches to nationalisation
policy through an investigation of the rolse of the private
and public sector in the Indlan economy ond the cholce of
the developnent strategy. The chapter 1ls further sub-divided
into throe sections. The first section discusases the
nature of the Indian Stote and the strategy of developnsnt
adopted by it. The second section is an oxemination and
analysis of the government's Industrial Pollcy hesolutions
of 1948 and 1956, whieh leads to certain important
conclusions rogerding its policy towards the private
goctor and nationalisation. The third soction of the
chapter sseks to oatablish the character of state inter-
vention In the economy, through a study of specific cases
of nationzlisation implemonted in tho yoars from 1948 to
1956, The case of Rsserve Bank in 1955 and 1Life Insurance
in 1956 provide cluos %o the government's vicws on
nationalisation and takeover. It analyses the larger
political and economic considerations which 1ie behind
state intervention snd tho response of the business

comaunity towards various attempts to nationalise private

induatry.:

he second chapter is largely concernsd with the

nature of the Congross perty in India perticulorly the



developments that followed the 1967 genersl electiona.
i‘he major purpose of this chaptor is to highlight the

tensions that devoloped within the party efter it laét
hegemony in 1967 culminating in the split of the party
in 19696.

Any discussion on the nationslisation of banks
would be incomplete without understanding the peclitical
appraisal of the preasures that prompted such & drastic
stop. thile the preceeding chapter deals extensively with
the nature of the Indian state, this chapter concentrates
particularly on the major political forces that were at
work in the Congress party in the years 1963-67. It is an
attempt to ldentify the interents which influonced the
decision {o nationalize the fourtcen commeréial banks,
arguing that nationaslisation 1tselfl was a neceasary politicsal
¢lement of the stretegy which was not dictated by the overall
necesslty to solve the oconomic crisis that had cngulfed
Irp. Gandhi's government in 19686. In fact, by the noxt
genoral elections of 1971, Mras. Gandhl had succossfully

ovorcomne both her ecaonoric orisis and political foes.

I'he atudy includes n dotailed discussion on the

pelationship bLetween the forking Committos of the Congreas

and the government which would highlight tho interplay of



the various conflicting interssts within tho psrty. It

is argued that those interests reprosented by two distinct
rivel groups, ons led by the Syndicsato and the othar by
g, andhi, tried to uss cconomic policles to serve their
political purposes.

The chaptor analyses tho comtinuing tensions within
the porty in the aftermath of the elections of 1967. The
major events namsly, the decinion £o nationnilge the fourteen
commercisl banks in 1868 and subjsequently the spllit in the
party, are dlscussed to 1llustrate ths specifically
factionsl cheracter of the erisgis into fhicb ideology wes
injscted to musber support fnriggiﬁ?ggginn in tho party.
However, ¥rs. Gandhl contended that the nationalisstiom of
benks was a part of & concerted effort to pronote a

'socialist pattern of goclely!’.

The third chapter examines the social and politiceal
'compulsione that led ths Congress government to nationalise
the fourtcen commercial banks in July 1868. 1t atteopts to
explore the links betveen tho netionslisation of these banks
and the erisis i{n the party. It sesks to investigate the
way in which the decision to nationalise banks influenced
the political developments in the Congress and to shat

oxtent this decision was governsd by a combination of
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political exigencies and factional rivalries. Further it
studies the moves and countermoves that were mado by various
leaders of the party in an effort to retain their hold on
the party. Finally, the chapter seeks to analyse the
poliitical and social implicetions and nationalisation.

The gstudy uses both deseriptive and analytical
methods. It relles sssentially on secondary sources like
books, Joumrnals and newspapers relovant te the subject
matter, though primery sources haves slso been consulted
such as: (1) Psrlismentary vebatog, (£} Heserve Bank of
India Bullotinas, (3) Congress Buliletins, (4) Annual Congross
Perty Resolutions, {(5) Corregpondence betweon Congress

porty leaders, (6) Government and FICCI correspondence.



. CHAPTER IR

HATURE OF STATE INTEHVENTION AND FOLICY
OF NATIONALISATION
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inils shapter discusses the govornment of India's
policy towards nationalisation in the post-independence
period. The government 4i1d not orticulate any definitc
theoretical framawork or policy of nationulisation,
nonethsless it is possiblo to derlve certein broad trends
and approaches in the nationalisation policy of the
government through an investigastion of the role of tho
private and publie sectors in the Indian econouny and thn
cholcs of the development strategy.

The chapter is brosdly divided into threc sections.
The first scction is eossentially concornoed with tho naturo
of thc Congress governnent and the gtrategy of development
adopted by 1t. The gocond section oxamines and analyses
tho government's Indusirial Pollcy Hegolutions of 1848 and
1856. 1t further oxplores the procogs vwhich led to the
restatement of the Industrial Poliey liesolution in 18856,
This section snalyses the changes bestweon the two resgolutions
and tho implications pertaining to the government'g pollicy
of nationalisation. Thc third pection discusses the
nature of State intervention, with speclflc reference to
the nationalisation of certain sectors of tho econoumy.
the purpose is to exanino the contoxt and reasons which

prooptod the governnment to takoover these industriecs,
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hitherto in the private soctor. For this it is important
to analyse the lsrger politiesl and economic considerations
which lie behind State intervention and the response of the
businesa conmnity towards warious attempts to natlonalise
private industry. #Finally, an attempt wlll be made to
construct tho parameters of the unationslisation policy
through en analysls of some nationalisations in the period
befors Dank nationalisation of 15889,

Indla was integral part of the British Pmpliro for
over g ¢entury; yet whatover industrisligation it witnessod
was in the peried of wonk liniks with the British economy.
India had never witnessed any consistent growth, not to
spesk of an Industrial Revolution. Tho two world wars and
the Oreat Depression of the 1830's weakened the imperical
links, making the domegtiec nmerket avatlable for the
indigenous industry. Ihus, ths 'dovelopment of under-
development! vhich was the gencral phenomenon in the colonlael
countries renained the key to India’s economic backward-

neaﬁcl

1. Perlods of crisis for Eritish Imperislism llke the two
world wars were of bencfit to both major challengers -
Indian industrislists and the Americans. righting
to kcep its international rivals out, Britaln mado
conceaslions to Indisn capital. Prabhat fatnalk,
"Tuperialisc and tho Crowth of Indian Copitaliasm™ in
Robin Blacitburn {(ed), Explosion in o Subcoatinent

{Pelican Books, 1975), p. 59.
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ine Indian Hatlionel Congross became aware of the
explolitative character of foreign capitel in the late
nineteenth century and attacked its economic aend political
consequonces. {he economic nationelists repeatedly stressed
that foreign capital was not developing India, rather Indie
was being impoverished, For instence, the Bengelee at the
turn of the century wrote that the expension of foreign
investments hasten the country's ruiln and “surely reduce the
country to a state of eternal economic dependence on Britigh
capital.®® This nstionnlist attitude towords foreign
capital wes summed up by Bipin Chandra Pal,

She introduction of foroign and mogtly British

capital for working out the natural resources of

the country instead of being a help is in fact the

greatest of hindronces to all real improvcments in

the soonomic conditions of ths people. This

exploitation of the land by foreign capitalists

threatens to involve both governmont and people

in a comnon rulf..... It 15 as much as politicel

as it 15 an sconomic danger. 4nd the future of

Hew Indis asbsolutely deponds upon an early and
radical remedy of this two edged dovil.

This period of oconomic nationolism was gharacteriged by

the fight ageinst foroign capitol and the growth of State

capitaliegn.

. : June 1801, cited in: Bipin Chandra, Lodorn
B Bemg e and Imperial Paper read at the Seminar on

India and Imperislisn. ‘ » a
Spheres of Influence in tho Ago of Inporialisc”,
suatris, Sopt. 11-15, 1972.

3. tew India, 12 August 3801, See Chendra, n. 2.
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Political independence heraided tho formal broak
vith Imperlal tics. Howover, the Indian economy which was
woll integrated with the vorld capitaliot economy, retained
its easontianl capitalist base. It Lis iInteresting to note
that even fhough India was economically weak, 1t had
developed & ntrong indepentent capitnlist class, compared
to many other Third Gorld countriss.® In almost all newly
indepondont nations, emerging front the colonial yoke, tho
oxigonclies of development wers so urgent thet the governuent
could not just leavo the matter im the hands of individual
capitalists bocnuge firastly, they wero ill-ogulipped for
hesvy investments thet wero sssontial but were not
immeds ately rewarding, psrticuiorly in the short run, and
sotondly they lacked adequate technology, funds, initlative
and experience. Those segments of the econony that ncoded
huge investments, nmodern and sophisticated tochnology and
s long geatation period were brought undor the dircct
purview of tho Utete. Hence, in almost all underdeveloped
countries, the govermment, irrespective of the particular
ideology it professed, undertook a signiricant part in the
functioning and controlling of the econoay.5 Indlec was

4. Patnalk, n. i, p. 52.

ia®
6. Paresh Chattopadhayn, "State Cspitalism in India®,
!ﬁm‘lﬁbll ﬁa‘iﬁ" no. 10, fareh 1970, Pe 19.
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no exceoption md

it must be clearly understood that the Indian

ruling clasa did not innovate State intervention

in India. The State's ective intervention in the
oconony manifested itseif in Indisg long bofore
independence. Halilwsys, forestry, the manufacture
of arms and pmmmition, the gyeneration snd distri-
bution of onsrgy were some of the outstanding
oxempleos.

The Indien capitelist class was awaere of the econonic
aifficulties faced by Indis and 1t reelized that privato
enterprise alone, without adequate financial and technical
resources, could not develop. Hence it could cither
colloborate with forelgn capital or depend on State
intervention in the economy to sccolerate induastriasl
development. The Indian ruling class was, hovevor, not
prepared to allow & massive invasion of the economy by
foreign copital, for that would have dwarfed Indian capital
and defeated tho very purpose for which thcoy had fought,
pamely an independent capitelist peth. Therefore, though
they welconed farelgn cepital for rapid industrialization,
i1t wag proposed to introduce loglslation to regulste the
conditions under which foroign ompital might operats. In
particular, government instituted an excoedingly slow,

uncertain set of procedures for the case by case processing

6. Ibid., p. 19.
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of applicotions by foreign enterprises for business
licences. abave all, it was proposed that the major
interest in cwnership end control should elways bs in

Indisn bhends.” This was to be achieved through a povwerful
state {(public seetorls vhich would koep out the foreign
capitolists in two wnys. Firstly, public sector would

build industries which ware too large for indian copitalists.
Secondly, the astato sector would act as an intermediary and
8 protective wnll between foreign capital and Indlen

enterprise,

That the indian ocspitalists themsolves opted for a
large publie scctor in the country is ovident from Heohru'g
own testimony. Upiting about the Hational Planning
Cormittes, Bohru pointed out that big business constituted
its largest saingle group. Rogarding the poclicles thet
he doclided to puraue, he scid,

tihile free enterprise wans not ruled out as such, its

scopo was sevorely resirieted. In regard to dofoence

indugtries, it was decided that they must be owned
and controlled by the State. hogearding other key

7. %ee, Govermment of Indie, Industrial Policy Resolution
of 1948 (New Delhi), 6 April, 1646,

8. This sccounts for the establishment of o public scotor
after independence. As early as 1944, the Bombay Pla
was drafted by JRD Tate, GD Biris end six othcr big
induatrislists which 1aid down the concept of nassive
state intorvention in the cconomy; tho need for a
mixod private and public sector esnterpriso; the
onphssis on henvy induatry; the nced for foroign
coplital and the necd for deficit financing. This was
the first indication of the government thinking of th

the Indian cconony. Indeed there secmed little

difference betwoon the approoch of the Planning
_Gnraigaign af the Ogyeppment 9f Indin.andthe bHowhaey Plan.
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industries, the majority were of the opinion
that they should beo stete owned, but a substan-
tial minority of the Committee consildered state
control would be sufficient. 3Such control
hovever of these industrios had to be rigid.
Public utilities, 1t wss also decided, should be
ovned by some organ of the State.?

The Indlan oeplitoliasts, therefore, wanted the devolopment
of eapitalism through the heip of the public sector. This
can be amply subgtantiated by the fact that the Bombay Flon

draftod in 1944 by the leanding industrislists, provided
for not only & large extenslion of stete control but also

a considerable extonsion of gtate ownorship and menagoment
of the coconcmy. The form and strategy of this path, in

the ultimate snalynls, dotermined the socio-cconomic end
political structure. The sxigoncies of a capltalist system
roquired accomnodotion of various propcrtied classos. The
sbolition of the colonlal structuro 4id not mean 1in this
case, 6 complote abolition of socinl and econonic

relations evolved under the colonial rule. Hather, they

wore ghaped by the noeds of tho emerging capltalist order.

‘ne last few years precoeding indepcndence saw the
vorious olements of capitslist strategy in full play.
Continuity was maintained evon under chenged conditlons.

Howevor, the acquisition of power by the Congross providod

$. Jawaharlal Fehru, Diseovery of Indic (4sia Publishing
House, 1264}, p. 4UG.
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the requisite strength end confidence toc shed tho radical
elements of its ideclogy. “he main objective of building
e proasperous Indias was not lost, but when applled in
practico, 1%t falled to produce adoguate results. The
hopos generated by the nationalist movement romained
unfuifilled to a significsnt oxtent. In tho post-
independence period, the ability of the Congress to
absorb all kinds of peoplo, crented the posaidbilisy fop
it to maintein 1ts consensuel character. The official
agencies and projects bocame substituteos for nass actions
and movemonts. Since tho govermnment wantod to underplay
the class contrandictions, it pronoted a corporate imago
of the nociety. ?anchayazi Haj, “Yommunity Dovelopment
Programmes etc. were the officlal expreasions of such a

corporate soclety.

Aftor independence, the alm was rapid economic
developmont through contreslized plonning, withlin the frame-
vork of a gecular democratic political system. The detalled
implementotion of theso goals led to a serics of policles,
vhich reflect governumentfs attitude tovards taskeover and
nationalisation of forelign capital and private industry,
and of coursc, ercss and means of access avalilable to

various groups end lobbles in post independence Indin,
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The basic franevork was set out in the Indugtrial
Policy Hesolutions of 1948 and 1856. These rosclutiong
acted as tho besic guldellnes in formulating the Filve Year
Flans. The strotegy of development wss worked out over a
poriod of several years, snd was & synthesis of threo
basic stranda of thought, wvhich had developed within the
Congress movement. Firatly, there were those who supported
the Gandhian 9hilgaa§hy of Sarvodays which placed major
emphapic on tho development of o self relliant villoge
oconomy, based on cottage and village industries. They
vere opposed to large scsle industrialization. The sccond
school of thought was repregented by a highly influencial
group of western educated Congressoon, claiming to be
inaspired by mocialist idoas. Yelru wag ldentifled with
this segment of the Congress. The third opprosch was
supported by the conservative sections of the Congress,
ropresented by Vallabhal Patel and Hajondra Prasad. They
hod extremoly closo ties with the Indian industrialists
snd were propared to press for a major role for private

sector investment aided by govornnment.

The Congreas government, in an offort to fuifil the
aspirations of the people, envisnged a radical economic
poliey. In 1847, 4in their objoctives and cconomioc
programme, tho All India Congress Committeo (a1CC)



19

recomaended a redlcal revigion of the governaent's
economic policy, Vealling for a ceiling on incomes, Rand
ceiling, reservation of food production, cloth production,
village ané'cottaga industriss, the andbolition of the
mpnagenent agency syotem, a8 maximum profit on venture
capltel, snd the nationalisation of public utilities,
defence production and other key inﬁustriéa.“lo

Not surprisingly, such announcements cousod anxiety
among the businoss groups sbout govermment's intentions
towarda the private sector. 7Thelr unensiness was
agaravaeted by the uncertainties of government policy in
tho yenrs immediately after independence. Business groups
led by Birls demended thst {(government)

ought to decclaro their poliecy. If 1t 1ig tholr
desire that for the next few years thoy will rely
on private snterprise thoy should say so. If om
the other hand it 4a their deaire to set industries
of their own and manage them through thoir own
agencies, thoy should doclare it. &ll that I can
say is that the spirit of suspense is hindering
production snd whon I sy this 1 am not oxprosalng
any vague feors but only telliag you whot is today
in every businessman's mind.11

Businegs end Polltice in Indis

10. 8tanley Kochanok, 7 7
{Berkeloy: Univ. Celifornia Pross, 1974),; Pe 8.

11. G.D. Birla in PICCI's Annuscl Heoting in Uarch 194?
cited in Xichaol Eidron, Foreign Investments in
1ndia (London: Oxford Univ. FPress, 1965), P. 84.
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Govermnont asttenpted to paclfy business fears by Goclaring
that it would not adopt any policy that would in any way
inpede production smd stated "that 1t was far better to
concentrate on certain specific and vital new industries
rather than go about nationslising any of the old ones."1%
This point was reiterated by Hohru who regretted that

“far too much sttention is often paid to acquiring
oxisting industries than to the bullding of now industries
by the S5tate or under state control.“13

The government's Industrial Policy Roesolutions of
1848 and 19656 sliso wont a long way in alleviating business
fears asbout the expansicn of the public sootor. They gave
enough freedom of operation to the privete sector.

11

&n exanination of the Industrial Policy Resolutions
of 1948 and 1956 shows that the Government agreed to onter
tho flold only vhore private enterprise, for various
roasons, could not do it salone. The Hesolution of 1848

13, Cited in Kidron, n. 11, p. 84,
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was the rirgt formel enunciation of the government's
intentions regerding industrisl policy and was on offort
to halt the lag in industrial production vhich resulted
from the loss of business confidence and to clarify tho
econonic objeetives of the government. It was orgued that,
for some time, the state could contribute more quickly to
the increage of national wealth by expanding its present
activities vherever it is slready oporating, and by concen-
trating on new units of production in othor fields, rather
than on acquiring ond rumning existing units. Heanvhile,
private enterprise was allowed a gubstantisl role. It wes
laid down thot besides arms and emmunitions, atomic onergy
and railvay trenaport, which would be the nonopoly of the
central government, the state would bo cxciusively
responsible for the optablismment of new undertakings in
six basic industries {ecosnl, iron,and stoel, alrcrafld
manufscture, ship-buillding, telephone ané telegraph
materials and ninecrals), oxcept vhere, in the nationsl
interest, the state itsels found it necossary to securo

the cooperation of private onterprise. 7This was evident

in opening up 8ll the other industries to tho private sector,
aglthough it was made clear that the stato would also
progressively participeto in this fio1d.}? s far as the

. Oovermment of Indla, Industrial Policy Hesolutio
14 16868 [(YHew Delhl), aAprii 30, 1566,
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existing private sectors facilities were concerncd, the
government guaronteed thot no redistribution through

nationaligation would teke pluce for at least ten yeera.15

The Resolution marked a retreat from the ssrlier
position of the Economic Programme Committee which had
envisaged a tronafer of existing undertakings to the atate
within five years ®(the firat five years being treated as
8 period for pregardtian during which arrangements should
be made to take over and run thege undertakings eftlciently*q
The 1948 resclution stated that, "Govarnment have decided
to let exiating undertakings...develop over a poriod of ten
years, during which they will be allowed all facilitles

for efficiont working and reasonable axpansiou"%q'

Unlike the Interim govermment'a Advisory Planping
Board which had recommended the nationalisation of coal,
petroleum, iron and steel, motor, air and river transport,
smongst others, the resclution merely stated that the
establishment of new undertakings in asome of these flelds
would be the oxclusive responsibility of the state

16. Eochanek, n.i0, p.78.
16. Ibld.
17. Cited in mdl'-ﬂn’ n.11, poBSa



except vhere, in the nsticonel intersst, the state finds
1t necessnry %o securs the cooperstion of privote

enterprise.

The socond and third categoriocs of industries, on
the other hand, were saddied with reservations and exceptiona
and thogse exceptions subseguently often became operaticnally
more significant than the formal rules lold down by the
rosolution. ¥For instance, under 'mineral oils!, in the
second catagory, governnent slliowed three private foreign
firns, Stonderd Vacuum, Burmeh Shell and Caltex, to
ostablish petroleun refinerics in 1558. Then ogaln, os
regerds Iron and Steel, 1inte in 1953, when the govarnzont
of Indis decided to establish a steel plant in collaboration
vith Enupp Demag, tho latter was to have & share of one
third of its total investment and a corresponding share

in the Board of the csmpauy.ig

The 1948 Industrinl Policy Resolution murked an
importent shift in government poliey. It rsduced nationalle
sation to an expodient measure for increesing production,
and not as a meéns of social justice. K.T. Shah, former

Secretary of the Congross Hational Flanning Committee,

i8. Chattopadhaﬁa, n. 5, Pe 22,
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oxpressod “utter disappointmont with everything contsined

the resalutian‘“ig

Bowever, business grected it with
aprroval. John Hathai, Hiniaster of Pinancs, told the
Agpocinted Chanber of Commerce end Industry in Decomber
1848 thet "for so 1953 ag & psriod as we can foresee, thore
will be not only a large but an increasing rield for
private enterprise in Indiz." Ono year latar he once

agein reasssured his business sudlencs “"that govsrnment's
aln L2 not to recast society, but to help move the wheels

020 Sardar

of production and to nohleve economic stsbility.
Fatel echood the same viows in asserting that "this
governnent hag not got the capacity and moans to undertake
the nationalisation of anmy industry st preaent.“e1
Repenteod assurances wero sarried into all business oircleq.
Hehru hinmgelf assured the Federstion of Indien Chambers of
Commerce and Industyy {FICCI), thaet "...ws gald oven in
rogard to certain basic ond key induatries that we would
not touch then for at least ten years, may be moro. It did
not mean thot we would touch then immedliatoly aftoer the ten

yesars periad.“eg Lore significant was Patel's remark thet

18, Lonstituent égaomb1% Leplslative Debates, April 7, 19486,
col. 3404, VYol. ¥V, no. 1.

P0. Cited in Kldron, n. 11, p- 85.86,

£1. Quoted in Daniel L. Spencer, Indis tilxed Fnter isc and

segtern Business (Haguo, Mertinus Bijhoff 19§§3, Pedd

Anerican Shadow Over India {Lew

. oted in L. Hatsrajanm, , In
2. @ Delhl: Peoples Publiaﬁing House, 1956}, edn.2,
PP 60"&11




“if any one talks of nationalisstion it ls only for the
sake of 1ea&erahip.”ga This was as 1f In enticipation of
subsequent Congress approsch to the politiesal exigencies of

nationaliaation.

Faradoxically enough, the final ané perhsps the
most convineing aceeptance of the private sector cswme in
1954 et the avadi sesslion of the {ongress from Hehru
hingelf, declaring in bis report that

"Iin our present state to limit, resources to the

public sector means restriction of our opportunitiocs

of production and growth. The wmaln purpose of &
socislliged pattern of society is to remove the
fetisrs to production and dlstributicnesese.. It
becoumss necessary, thercfore, to give 1t full

91&33»““4

Hence, it is evident from tho goverament's
Industriel Policy Resolution of 1948, and tho subasequent
statenonts of leading Congressmen, including NHehru, that
tho private sector wag assigned an lmportsnt role in the
industrisligation of Indias. This rosolution of 1048 went

a long way btowards nlleviating businosg fears and uncertainty

£3. Capitnl (Calcutta), 4nnual no. 22 Decoxber 1548, p.1l.
24. cae_itﬁl, 20 January 1e558, Pe 69.
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by toning down the moro radical proposals sdvocated by
the party. This waas done in effort to expand industrial
production and to clearly enunciate the economic objectivos

of the government.

The sdvent of planning in March 1950, and the
decision half way through the Firsgt Five Year Plan to
accelerate the growth of the esonomy through nore rapid
industrislization, led toc & restatement of the Industrial
Policy Heasolution of 1548. 1In late 1854, thorefore, the
Cabinet declared that the Hesolution hed to be interproted

in terms of & gocialiast objective,

The 3Second Industrial Folley Resolution of 18656
specified againg three categorieos of industries. The first
category listed noventeen industries, the future develop-
ment of which was to be the excluasive regponaidbility of
the State.2> s in the 1648 Kesolution, the same
qualifying statement 1s found, thet "the state may
gocure tho cooperation of private enterprise ia the
cotablishment of new units vhen the nationsal interssts
80 raquire.“es Ine second category lists twelve industries
shich “will be progressively state ovned, but in which

25. Industrial Poliey Hesolutlon 1956, n. i4.
26. 1Ibid. '



Do
-1

private enterprige will also have the opportunity to
dovelop, either on its owvn, or with state partisipatian."zv
It furthsr staoted that, YAll the romaining industriea will
fall in the third category snd ... their developnent will
be undertaken ordinarily through the initletive and entere
prise of the private gector, though it will be open to tho
state to stort any industry even im this categary.“ga
Dﬂaylte the expanded scope of the public scctor provided
for in the 1856 Regolution, the Hegolution wes weleomed by
the business community. The now pelicy clerified precisely
- which gphores would be open to‘che private gector. 1t
removed tho lmmediate threat of nstionalisation and it
convinced business that thore would be more than ample

scope for the privste sector.

Then one compares the two hesolutions, it becomes
clear that, apart from tho fornmally morc pronounced
omphasis on the reaponsibilitises of tho state in the
sesond resolution, there is really no substantisl
difference botwesn them. #hile both enviscged increasing
state participation in industry, both rccogniged its

27. 1Ibid.
28. 1Ibid.
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linits as well. 7he industries included in the enlarged
public sector, where the state had assuned exclusive
regponsibility for development, are considered by the
government to be *basic'! and 'strategic! and essontisl for
rapld industrializetion. .Qna of the main reasons for
expaniing the public sector wog that during the preceding
eight years, vhen they were in the private sestor, those
industries elther falled %o develop or the pace wss too
slow to mect the desiresd objectives.

thile it was sasld that tho stete had assumod
oxclusivoe responaibility, it had sasumed monopoly rights
only with reapect to arms and amsunitions, ctomic encrgy
snd railvays end air tranaportation. Private enterprise
wos authorized to operate iIn all other flolds in the public
sector, if it was consldered advantageoua to the national
interont. |

The three foroign controlled oil refinories that
vere suthorised ofter tho statc had assumed responsibility
for the minersl oil department, aroc examplos, where in the
national intereat, it uas found desirable to secure the

cooperation of private onterpriase.

An important change in the 1956 Resolution which
helps to substantinte the fact that Indla had sbandoned the
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over all programme to nationalise private industry, is

the eommisslion of privileges given to the government in
1848 resolution, to review the status of these induatrios,
to deternine vhether they should be acgquired by the atate.
The 1948 resolution provided that private undertakings
falling within the field reserved for exclusive developnment
by the state, vould be perulitted to operste for a perilod

of ten years. 4t the enéd of the ten yesr pericd or in
1958, the goverrment was to revisw "ithe vhole matter and

a decinion taken in the light of the circumatances
obtaining at the time,” to see vhether the industries
should be acquired by the state. By ommitting this
intention of review, however, tho 1856 resclution discards
the advantage of the roview theory. Insteasd, 1t states

in effect, that "existing privatoly owned units can expand .
end in those cases where approval has already bsen given

to estoblish a private iIndustry, in s field where the atate
has tho exclusive reaponaibility for development, the
gpprovel will not be affected by tha‘resﬁlutian.“gg
Pinally, the govermment cstegorically assures thot, “when
thero oxist in the samre industry both privately ond publicly

€9, Ibid.
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owvned units, it would contimie to be the policy of the
stato to give falr and noo-diseriminatory trostment to
both of them."S0

The first resding of the gtatement that industries
in the second ecutegory will ve "progresaivoly stote owned®
raissgxgarmiﬁable threat of nationsliisation. Yct, when
analyzed in tho light of supplementary evidence, as well
as frow the standpoint of the shift in theory from the 1948

resciution, the statement assumes a different connotation.

The implementation of the Induatriasl Policy
HRegolution of 1556 indicatoz that ths govermment sdopted
a favourable attitudo towards private sector. Thero was
nothing in the resolution shich really offended private
copital. In foet, ﬁhs provisions contained in the
regolutions wero in line vith business thinking on econonic
policy. 7This is evident from Earamchand Thapar's remark
at the time of the pudlication of the Third Five Year Flan
docunent in 1961, that, "the Plan's sllosation of resocurces
between the public and private sector was broadly similer

to thnt proposed by the Federation 1&351{.”31

30. Ibid.
31. Cited in Chattopadhays, n. 5, p. 4.
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The government*s pollcy of 'takeover' of industries
in the private sector wes 4 result of tho lnability of the
private capitalists to run these, and was undertaken with
their consent. %hias 13 evident from the fact that JRD Tata,
Justifying his support for the projected Bokaro ateel plant,
sald,

*India's eoccnomy snd the standard of livimg of our
people cannot grow without sdditional stesl, ond

it 13 clear that the private sector, even if

permitted to do go, would not be gble to undertoke

on its own, a programme of expansion at an

average rate exceeding o million tonnes of new

- gapacity per year,"S%
Bence the incbility of tho private seotor to copo with
certain industries nade statec intervention necessary. The
government 's policy of industrializstion moant no threat
to private enterprisze. In fact, more often than not, the
government's intervention in tho oconomy was to help the

private soector.

111

of
In Indis, the Intervention from the state in the
economy becams important for two reascns. Firstly to create

conditions for the rapid dovelopment of the economy along

32. Statement tv the annual General Meeting of FICCI,
23 August 1963,
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tho caopitslist path, and sscondly, to gfevene excossive
concentration and meonopoly of ecomomic pover. The second
purpose weg dictated on the one hand by the exigencies of
parlipmontary democracy, and on the other, by the desire
to asccommodate the small and midéle bourgeoislie. Thus,
thils ptep was nmeant to serve the inteorssts of the capitalist
¢lees as a vhole, cven though 1t might go egalnst the
interests of perticular napitalista,35 Two important facts
namoly, the phenomenal growth of the privaets sector éuring
the planning period and the capitalist character of atate
intervention in the eccnomy arc indications thet the
development in India was followed slong the capitaliast
path.

Ag stoted earlicr, the Industrisl Policy Rosolutions
of 1948 and 1958 contoined nothing that threatoned the
interosts of the privatc sector, on tho contrary, the
inmplemcntation of industrial policy shovs that in almost
every sphere the private scotor vas {ree to operste. Tho
govarment stepped im to undortake the job only vhen the
private capitalists were incapable of undertaking the task
slone. HNationalisation featurod as a practical lssue

from time to time, or as & propogandlst device, but nover

3%, Soe Chattopsdhays, n. 5, p. 16.
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ag o Mundemental difference in principle between the
government and privato induatry. The government's ropeatod
asgsurances to the private gecior romoved business fears
about the oxpansion of the public sector, and mede it
confident on matters of economic poliecy. ZIZven the govern-
nent's adoption of a soclalist pattern of soclety in 1885,
did not slarm business. ¥hatever uncertaninties reumainod

vere brushed aside by the Coamerce os ‘baseless! boocausge

"there are sufficient grounis to feel that the
government of India is not likely to make any
fresh move in regerd to nationslisation of any
goctor of private enterprise. The government
is keen on securing the coopsration of private
onterprise gzr the implementation of ths Five
Yoar Plan.”

Apart from poliecy assurances, it is significant to
note that government has helped the private sector through
the gotting up of a series of finsncinl institutions for
extending long ternm oredit to big industries. Towards this
ond, the Industrial Finance Corporation was sot up 1im 1948,
with an suthorised capital of Rs. 10 crores to subscribo
dirsctly to the shares of an industrial concern. Zhe State
financial corporations were egtablished by the goveroment

in 1951 to supplemont the Industrial Finance Corporation.

34, Comerce {Bomboy), 21 Herch, 1855, p. 478.
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The Hatlonsl industriasl Development Corporation was
established to devolop industries and to act as on agent

of the governzent for the granting of loesns, to sn Industry
that the government desired to assist.>® Taus it seens
that the following characterization by an officielly
appointed committee seoms perfectly justified: |

It 15 evident that the working of the plaonned
sconomy has contributed to {thias) growth of big
companies in Indian industry. The growth of the
private sector in Industry and specifically the
big companies, has been facilitated by the financial
assistance rendered by public institutions like
Industriasl Finance Corporation; National Industrisl
Development Corporation ete... Governnent poliey
during the Plan poriod hag been responsible in
other ways as well for the growth ofthe private
sector, mnd ln the process specially of big
conpanies. In addition o affording s protected
market and the neceasary overhesd facilitles, end
maintaining a budgetery policy with a wildly
inflationary situation favourable to industry,

the governaent has been promoting thoe growth gg
private industry by extensive tax incentivos.

Thus the Government of India encouraged the private gector

to operats freely, despitec all statements to the contrar3.57

3Be See mttopﬂdhaya. n.5, P.£9,
36, Govermmont of India, Planning Commission, Heport of the
Cormmittes on Distribution of Income and Z%vqxg_gf
ng, 1 » PP 3003,

57. "Cumulation of geins end tho rapid incrense of economic
resourcos and power in particuler hands cen be éegcrb-
bed os s deliberate objective of officlel polley.

Plannine snd fconomic Follcy of Indie (Poona: Gokhale
Institute of Foilltlcs ond Lconomica 1062}, Pe 261,
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it 15 evident, thereofore, that the Indien govern-
ment's economic policy gfter independence yrﬁvideﬁ increesed
‘zneentives to pr£Va€e enterprigse. 1t did aat curdb the
private sector, but savw to it that the yuklic sector itself
wag organised in a féshien thet helpe& the privete sestor to
expand. Government's intervention in the ecgnéﬁy in the form
of occasional nationalisation seldom hurt the intérests of
private ceoplital. In fact, government generally took over
these industriles which wmere either "gick" or roquired state
halp for further sxpansion. Of course, in the early years,
public sector enterod the vital arcas of basie industrios
because private cepitel was unwilling or did not posnsess
the capacity for Investment on a large scale. This can be
discerneéd from the cholce and manner in vhich certain ssctors
were nationalised. Tho case of the Reserve Bapk of India
in 19848, Alr transport in 1953, the Imporial Bank in 1855,
and Life Insurance Corporation in 1956 clearly indicates
that “the temptation to mske political capital out of them
wvap not always roaiatadﬁsss in each case, nationalisation
was undertaken for certaln specific and defined objectives

and none formed part of any concerted anti-private enterprise

Stratogy .

38. Seecj for oxemple, C.D. Deshmukh's broadecast over All
;ndia Radio, the dasy the ordinance rslating to iife
Insurance was published. "The nationalisetion of
1ife Insurance vill bo snother milestone in the road
this country has chosen in order tg reach its gosl
of a socislist pattern of society.” Hindu (ladrsas),

¢4 January 1956.



The first nationalisation undertaken by ths govorne
ment was the natlonslisation of the Hesorve Bank in 1948,
after it ceased to be the common bamker for India end
Pakistan. The demand for nationalisation of the ank was
originally made In 1927. Consequently the goverazment plsced
a bill in the Leglslative idssembly in Jenuery 1627. HRowever,
the Heserve Bank of India Bill was dropped because the
Assembly was divided on the composition of the board. The
demand was revived in 1947. It was enbodled in a resolution
noved in the lLeglslative Asmembly asking for the netionalle
sation of the Hoserve Bank. X.C. dsogy, Bhe Finance Hinistor,
while moving the Heserve Bank Bill, noted that,

"The first plece of legialation to bring sbout
idens of nationalisation should rolate to an
institution shich is really the pivot of the
finsncial aystem of the country, and on which
to very large_extont depends the well being of
the country."o® ‘

The Bill was epproved by the members of the Assembly. The
Board of tho Roserve Bank folt thet the nationalisation
of the Bank was premature. C.D. Deghmukh, the governor of

tho bank observed:

“although tho Bonrd of the Bank sincerely belleve
that this doeision is prematurc and not loglcarlly

9, Cited in Vasant Desal, Indlan Banking: Hature asnd
3 Problems {Bombay? fithaiaye Pablls Bouse, 1972),

Pe .




necesasary, in view of the sconomic development

reached by the country, they will 4in the ovent

of the deciglon proving to be irrevocabdle,

cooperate with governmment in evolving & schems

of nationslisation that iz e¢alculated to snsure

with & ressonable prospeet of success, the samo

degree of advice and asaistance to governoent

the present type of constitution offers."?y
The contention of the Board was that mere transfor from the
private to the public asctor would not alter the relatione
ship between the bank and the govornment, bscause it the
words of Deshmuith, "After all it 1s not the theoreticsl
constitution »f the institution that mattera but the
apirit in which the partnership between the Hlnlstry of

Pinance and the Bank is warkeﬁ.”éz

The nationalisation of the lieserve Bank was in line
with the genereal trend toward nationalisation of central
banks nbroad,42 and wag a response to the demand for a
stote-owned central bank ip India. It would be important
to note that the nationalisation of the Hescrve Bank took

40, 1Ibld.
41. Ibid.

42. In Depmark and Hew Zealand, the Central bankse were
convarted into wholly state owned institutions in
1036, <Tho some development occured in Cenads in
1938, After the end of the war smong tho older cente
al banks to be nationnliged were the Bank of Filnance
(1946), Bank of Lngland (1846) ond the Bank of
Hotherlands (1948). History of the Reserve Bank of
India, 1935-59, Reserve Bank of Indis (Bombay, 1970),

P. 508,
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place around ths same time when the government opposed
a resolution c¢slling for the adoption of a socialist
ueniaty.4§

The nationalisation of Alr transport in 1853 by
the goverament, is another instance which could be taken
to shovw that there was no consistent, planned ocut strategy
ef nationelisstion on the part of the government to evolve
a socalled ‘'socinlist pattern of scciety?!. It becune
necossary because the respources at itp disposal vere
~ insufficiont, for extending its servicos in India and
cbroad. Then the companies themselves reguested such aid,
long term loans at nominsi interest, tho government took

them over sppointing significantly as its chalirman, no less

43. 7The resolution proposed (and withdrawn) by Kazi Syed
Karimuddin reed: "This Assenbly 1s of the opinion
that the sconoamic pattern of this country shall bo
socinlist economy baosed on the principle of natio-
nalisation of key industries and cooperative and
collective farming ond socislisation of the materlsal
resources of the country and that the Governmont of
Indie shsll adopt the snid priomciple immodlately."

Central Assembly Legislative Dobates, 17 Gctober
1048, p. B2 “apiyﬁﬁ&"?E“EﬁE’ESEﬁgg fonru tolad
the Constituent Agsembly, Y...production comes
first...overything that we do should be judged from
the point of view of produstion first.... then you
come down to giving offect to (nationslisatlon) you
have to think as to which to choose first and how
to do it vithout upsetiing the present siructure
and without sctually interforing with production....
it is far better for the state to concentrate on
certain specific vitsl industries rathor than go
about nationalising many of the 0ld ones (ond)
interforing with the existing gpparatus excopt where
it is abaolutoly necessar'y. Constituent Assembly

{Legislativa) Pebetes, p- 829-31.
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a peraon than JRD Tata, one of the top capitalists of

tho lond.%¢ It 1s important to note that nationalisstion
of air trensport did not involve configoation. Compensation
wag generous. The valuation of the assets undor the Alp
“orporation Act was such to c¢reate t boom in sir cheres
vhen the terms became known in 1853.%% 1n other words, thils
inatance of nationalisation of alr traanasport further substane
tiates the argument that state intervention in India met

the seme objoctives as that of priwvate capitalists.

Another important cass of nationalisation was that
of the Imperiasl Baunk of Indla. There was a strong ples for
1ts nationaligation, may be due to its pecullar position in
the banking sector. Firstly, 1% was a bank managed by the
Britiahﬁs and secondly, it was highly buresucratic. The

44. Chattopsdhaya, n.5, p.<5, and Eidron, n.11, p.134.

46. EKidron, n.1), p.135.

46. The Rural Banking snquiry Committee recorded, "4 strong
exoeption wag mlso taken to tho fasct that a majority
of the bank officials were non-Indians.” The Commi-
ttee further noted that the oxecutive was in a posi-
tion to control effectively the sloctlion of the
diroctors and the local board members. loreover,
national leaders of leading politicel partiecs were
in favour of natlionalisstion because they wanteddto
do sway wlth foreign elements in banking. UHarendra
Kumar {ed.), Bank Hstionslisotion in Indini b

Symposium (Bombay: Lolwani Publishing House 1669).
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rural benking Enquiry Committee suggested that the Imperial
Bank should be netionalised. Ths recommendation of the
Hural Banking Enquiry Committee wos supplemented by the
recommendation of the All India Rural Credit Survey. “The
objeet of this recommendation®™ obgervedthe report, "is tho
crestion of ono strong integrated state sponsored, state
partnered comercial banking institution."47

The government of India sccepted the recomnendation
of the Committee to set up & State Bank of India and the
Pinance titnister, C.D. Deshmukh, announced the decision in
the Lok Ssbha on 20 Desember 1954. The government took the
declision independently without consulting the central dboard
of the Hegerve Bank.%® The Reservo Bank was thus in a
dilemms because it wag not congulted. Ths governmenttis
baste cmized widespread unhappinegss. Perheps political
exigency lay behind it. There was a strong demsnd from a
soction of the Congress party, for tho nationallaation of
the Imperial Bank. lNorsover, other lecding political parties
had also demanded the nationalisstion of thia benk. Taking

47. Ibid.

« " vernment) should have st lenst consulted the Boaxl
a® It(égg) before rushing to the public with its declsion.
¥ot only is this not dome, but the Boord aegﬁrding‘t?

our information, did not get a ccopy of the Coumitiec's
Report.” Guoted in Commerce. Citod from Kumar ed.,

n.46, 9-18--
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all this into aecannt'hhe'gbvernmen; had sceeptod the
Tormula of nationalisation and the Union HNinister of
Finance, Shanmukham Chetty, had snnounced ths government's
intention to nationalise the Inmperial Bank in 1948.
ﬁewevér, for soven years no asction was takon by ths governe
ment. The first OGenersl Elections wore ahead and it seenmed
that the government snnounced itas hurried decision to
leggen the internal pressure and sotisfly tho legislators
snd public at large, particularly the longress workers.

The nationalisstion of the Imperial Bank just after
the avadi Segsion of the Congress, uhorein the Congress laid
down the principles of the goclaligtic pattern of soclety,
reassured the dynamic pature of the party. <o aynchronige
vith this and %o stabiliso the orzunisation, the goverment
acceptéé the recommendation of tho Rural Crodit Survey

Cormittee and anmounced its decision.

Government's decigion to attaln control over banks
was motivated by the noed for a strong institution through
which it could injoct credit into the vast rural sreas for
the benefit of the economy. Thip point was mnde cloar by
C.D. Deshmukh in his address to tho Lok Sabha 1in 19853
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The poilecy which I have Just mentioned $a a

farther 1llustrstion of our practical approach

to the economic problems to which I referred.

it 12 not a doctrinaire plunge into nationali-

gsation. 4t merely secks to give control of a

soctor of commercinl bonking snd the extension

of eredit facllitios to important sectors of the

economy at present not sdeguately served,.4®
Eence, the Imperisl Bank was nationalised in regponse to a
long standing demond %o creates a small toun credit structure
in sddition to that provided by the money lenders. %his
was, in fact, concedod by &.D. Shroff implscable critic of
state intervention who compleined of the unresponsible
nttitude of bankers to the nationsl roquirements of a
network of small town breonches. But this was not intonded
es & prelude to nationalisation of commercisl banks with
"ghould be the last thing in nationalisation®,®C stated

?0 T, Erighnasmachari.

As regerds compensation, thoe sharoholders of the
Imperial Bank were given a preferential position in the
allotment of shares open to public subscription efter
nationalisation. The rate at which they were compensated
was the avorage market value of the ghares proveiling over

the course of the yoar 1954.51

490. WQ%@& in EKumar, ed., NO. 46, Ps 19.
80, Press Conference, Hindu, 1 January 1855.

51. ﬁh&#bﬁpaﬁh&‘f&. Ne 5; p:%y
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It is intereating to g@te‘ﬁhat immediately after
the famoug Avedl Fesolution on the 'soclslistic pattern
of soclety' in Jenuary 1955, and the netionaliaation of
the Imperisl Fank in the same youor, the government's next
oove was to reassure the businens community. The
Apsoociated Chanber of Commeree and Industry, the Indien
merchanta chamber, its central committee, the Indian
Chember of Commerce, a&ll hed at least one of tho scononie
ainister's asaure them - all roughly in the same vein.

%o quote one, "The Government ¢id not visuslige any change
during ths next twenty five years in the privato sector or
private enterprise, so long ag the latter acted within limite

ané d1d mot herm the building up of en egelitarian eoclety.” -

The nationalisation of Lifc Insurance was under-
taken by tho government partly to clean up an unususlly

corpupt and inefficient industry and partly to mop up

53

savings for large industrisl invostments. ihis was

conceded by C.D. Deshmukh in a radio measage which said:
With a second Plan in the offing, Involving an

accolorated rate of investuént, the vwidening aend
deeponing of all possible chennels of public

2. 7T.7. Krighnamacheri, Minister of Commerce and Industry,
to the Silver jébllee meeting of the Indion Nerche-
nts Chembor, Coimbatore, Hindu, 31 Decexmber 1955.

. & wHationallsation of Life Insurance in Indid
o3 d'ﬁizéxﬁu&faim Record, How Delhi, Vol.II, Ho.i,

ebruary r DPBe 1e-b.
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savings have become more than over nocessory.

Of this process nationanllsation of Insurance

i3 a vital part, private industry would not

suffer snd would continue to receive st leas

as much money as today made available to 1t.

As the nationalisation affected only the life
Insurance business, some of bthe tycoons of the business
vorld escaped practically unhurt. A.D. Shroff, the
Chairmen of lew Indla, for example, sald that the profits
of thelr business being insignifieant compsred with thoge
sorned by thelr other business, nationnllsation wmould not
affect the profit esrning capacity of the aampany.55
Therefore, it 1s sbundantly clear that the nationalisation
of the Life Ingursnce Corporation was exactly along the
lines of other naticnalisatlions of tho past. The policy
agspurances of the government to the privato soctor were

kopt.

v

The tentative structure of goveramont's nationali-
sation policy can be dravn from a comporison between the

two Industrial Policy Resolutions of 1948 end 1956 end the

54. C.D. Deshnmukh quoted in EKidron, no. 11, p. 134.

56, Cited in Venkatasubbiah, Indiasn Econ Since Inde-
Een&enge (Bombny: Asin Publishing gouae, 1061),
- 2’ v. 89.
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cages of natlonslisastion discussed in the last scetion.
An analysis of the tvo Regolutions lesds to tho following
conclusions pertaining to the private and public soctor:

{e) ihat groator emphasis is to be placed on the govern-

ment's dovelopment of the publiec sector.

{b) ?hﬁt a stesdily inersasing proportion of tho
actlivities of the private sector vwiil be developed clong

cooporative linen.

{c) ‘That existing private industry will be pornitted to
daveloé along the gtate owned undortokings in all three
industricl categories defined in the 1956 resolution, provide
that private industry is proporly regulated so that 1t does
not seisc advsntages which react cdversely to tho welfare

of the people.

(d) fhat the door is open for private onterprise to
enter the industrial fileld reserved for state developnent,
ir it is found that oxclusive jurigdiction would retard
davelopnent or othorwvise bs advorse to the national

interest.

(o) Thnt with the possible excoption of one or two
industrios dealing with public utilities and nationsl
resources, India has sbandoned tho overall programie to

nationalisc privato industry falling within tho publie

00O
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In spite of the fact that governmentsrestaotement
of its Industrial Pollicy Resclution in 1556 was compelled
by the 4wvadi declaration of bullding s socianlist society,
the sctusl impiementation of the 1256 resclution showvs

thet the private sector's scope was further increased.

after 1886, the government become more and more
pragmatic In its attitude tovards the private sector. Hany
of the controls over the private sector vere rolsxed. For
oxazple, llberalized imports snd the oxemption of gome of
the industrles from the stipulated requirement of government
license, is a case in point vhich confirms the move towards
relaxation. Thusg, i1 industries had boen dolicensed 4in
sy 1966 followving the recormendation of the Swaminathan
Committee. At the same tine, many direcet controls on
prices, productlion and distribution had beoon rolaxed or
1irted.55 iiichael Eldron has shovn hou the government
condoned the growing encroachment by privato capital into
syheres reserved for pudblic soctor. Of the soventsoen
industries listed in schedule '4' of the Industrial Policy
KHegolution, 'induastries, the further development of which

56. Cited in Venkatasubblioh, Indlon keonomy Since
Independence {Bombay: asls Publishing House,
1901}, « £; po BY.



will be the exclusive responsibility of the statee....'
Sevon &t least have boen opened to private interests since
1858, 57

“he groatest shift touards the private sector took
place in schedule 'B' industries, uvhich by the terms of
the 1986 resolution were to be 'progressively state
ovned.....* Of the twelve industries listed, ot least
nine had been nsarly inva8ed by the privace\aector.*sa
Hohru had ssid in the 1962 gession of the PICCI that
"privaote enterpriso is a good thing, the suppression of
privateo enterprise was bed." Bo vonder tho spokesnan of
the Indian capitalists cen say thot "the final objectives
of the government and the business community are the samo.
l'ay be our epproach for achleving thoeso objectlives are
different. But oven these differences arec not boslc. e
shall fully cooporate with the government in the grest
ondenvour of nation building."®® Thig seems logical in

57. Thoae are (1} arms, {2) heavy plants and nachinery,
(%) hoavy electrical plant, (4) thc procossing of lexd
and gine, (&) tho production of tolephone eables cnd
telegraph equipment, (6) the generation and distrie
dution of electricity, omd (7] coals.

. arc: (1) aluniniun, (2) sochine tools, (3) forro
% Thegglays aid tool steels, (4) bosic chemicals end
{ntornediates, (H) antiblotics mnd other ossential
drugs, (6) fertiliszor production, (7) synthetic .
rubber, (B8) rosd trongport, and (9) sea trangpord,

Kidron, n. 11, PP. 143-1456.

59, G.5. Hodi, President of PICCI at its 42 anpual Session,
| 1969,
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viow of ths fect that the sconomic policy of the State was
in harmony with the businessa intercsts.

Ino second purpose of state intervention, namely
to prevent, in the interests of the capitalist cless &as a2
vhole, excessive concentration and monopoly of sconomie
pover, does not necessarily mean socislism. Janti-monopoe
llstic measures are found in almost all countriss. As
Hehru himaslf paid: "Not to encourage monopoly is &
common matter, common thing not confined to soclalist
thought. GLven modern Copitalist thought is opposed to

monopoly.“ﬁo

Thus state intervention in India had very little
nogative effect on tho growth of concentration and
nonopoly. #s B.X, Hagari has shoun, the four largest
group of capitalists - Tata, Birle, Harsin Burn and
Dolmia 3shu Jain - who had nearly 185 of the ghars of the
non-governnent public companies in 19561, had more than
22< in 1958. Their share in the gross oopital stoek
oxpanded Guring the seme pericd fron 17 to eeil. In 158,
the public companies in Tata and Birla complexes had nearly

1/5 of the gross cm ital stock of all non-govermont public

oonpaniesaal

60, Hohru's address to the 3 Annual Sossion of FICCI in 1864

61. B.K. Hazari,
{Bombay: A8
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*he very nature of state intervention in Indin bhad
besn one which encouraged the growth of private capitel. The
establlishment of the public settor did not threaten the
existence and expsnsion of the private sector. Jovermment's
agsurances, in thils regerd, wers articulated and embodied in
the Industrial Policy Hesolutions of 1948 and 1856. The
evidence suggests that Indlian capitalists appreciated the
pragmatic considergtions which forced the government to
intervene in the ¢conomy. In fact, on many occasions,
different gegmentsg of private caplital domanded the 'tokeovert
of tsick' mills or the nationalisation of ccrtain industries.
They did so for variocus roasoms. Sometimos theoy wero
unwilling to invest in cspital-intensive industries which
had low rates of return, and st other times small and
nodium capital demsnded the nationalisation of an industry
to ephancé their oun prospects which werc invariably
throatened by the strenglchold of the monopolists. Hovwover,
thero wero instancos vhen nationalisation wng not governed
by sconomic considerations alone. Rather, the loglc and
propelling force has to be located in the reslm of party
politics and the political straotegies ond tactics asdopted
by the Congress, in particular to augnent its sgrength.

Benk nationslisation ia a cese in point. The subsequent
ehapter identifies the political developments and the nature
" of the erisis in the perty which provides a backdrop for

the nationnlisation of commercicl banks.



CHAPTER III

POLITICAL DEVELOPHENTS IN THE
CONGRESS, 1967-69
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The yeara 1867 to 1596% were an important landmark
in the history of the Congress since indopendence. The
events and developments during this period were in sharp
contrast to politics of the preceding years vhen the
Congress was seeningly a poverful monolithic party which
exerciped undigputed nuthority end, more importaently,
succesded in uniting the various feetions under a common
banner. This was a notable feature of Uongress politics,
8 feature not eagily diacernidble in the politics of many
Asian and African countries vhich cleimed to practleo the

democratic system.

In 1967, however, the apparent monolithic character
of the Congress party appeared to beo undor severe straln.
Hot only was the hitherto powerful central leadership
chellenged but a number of factions slso emerged which
asgerted their reglonal, caste nnd linguistic claims. One
of the most serious nmanifestations of this trend, which
had far reaching implications, was the emergence of what
is popularly known as the Syndicatc group in the Congross
party. This waswa serious challenge which had to be
offacitvely countered by the more dominant group,_led by
Mrs. Gandhi. Ihis was crucisl in order to meintain the
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ascendency of the Prime Lilnister and the strong band of

followers she had developed over the years.

This chapter seeks to examine the factional struggle
betwoen the two groups in the Congress vhich culminated in
a formal split in the Congress party, It snalyses the
various forms of tensiona, idecloglcal and psrsonal, which
enveloped the Congress, snd weakened 1ts dominant position
in Indian polities.

In order to provide a perspective to these develop-
nonts and to undergtand the nature of the struggle, an
attenpt is alsgo being made to highlight some of the trends
in the “ongress system before rs. Gandhi emerged
triumphant, indopendent of the Syndicate support. &t the
outget, our narrative focuses on how lrs. Gandhi wrested
the initiative from the erstwvhile Congress bosses, and
succeeded, with remarkable skill and adroitness, in
purguing an independent course of aetion vhich marked a

significant departure from the policies of her predecessors.

It is woll Mnoun that irs. Gandhi's election to the
Prime linistership in 1956 was helped by the cozbined
offorts of the party bosses populaerly known as the Syndicate.
The Syndicate had come together not on the basis of a comuon

political programme but to prevent Horarji Desal from
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becoming poverful. The Syndicate supportod lrs.

Gandhi's eloction to the Prime Hiniastership for a npumber

of reasons. It was held thst she would be useful to

the conservative government, in deflecting eriticism from
tho Left and would prove an asget in the rorthcomins
olgctions, being the only heir of Jawsharlal Hehpru.
Besides, she haed a 'progressive' imsge in the party, having
supported the younger activists in their effort to orgonise
socialist forum groups since the late 1650's. However,
tra. Gandhi soon proved her mettle by pursuing her own
policios and relying on her own andvisors (vho were a group
of policy orilented members of her Cabinet) for support,
without taking into mecount any of the Syndicate's wishes.
Her drastic decision to devslue the mumvél greatly weaskened

1. Uith severe famines in 1955/66 India hod been
compelled to import wheat from the United States.
Spiralling inflation added to the deflcit in
balance of payments. Henco in 1966, underﬁ
severe pressure from the U.3., I.UL.F. and Uorla
Bank, lrs. Gandhi devslued the rupee. Heghnad
Desai, “India's smerging Contradictions of slow
capltalist development in Robin Blackburn (ed.),

Explosion in a Sub-continent, Feliecon Books,
zonaoﬁ, I§ 7 5, P. ii -
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her lsgitimacy.g Horeover, Ramraj was outraged at not

]

having been consulted. He argued that the devaluation
proposal should have becn put either before the Congress
Viorking Committes or the Pgrlismentary Board for discussion
before an official decision had been made. This led

to a serioua conflict boetwoen the Cabinet and non-Csbinet
mombers of the Working Committee.

Ers. Gondhi's insistence on taking independsnt
docisiona on vital matters earned her the displeasurs of

both the Congress Prosident and the Horking Committoe.

2. On the weckend before the formal announcement of
devgluation, H¥rs. Gandhi consulted the senlor
" colleagues in the Cabinet and the Preaident of the
Congress Party, about the decision to devalue the
rupee. Virtually all wvere opposed. They not only
doubted any substantisl benefit to India fronm the
step but wero sl so concorned about its effects on
the prospects of the party in the national elections
if government were attanckod for yielding to foreign
pressurce. KXemraj, vho was in addition outraged
aat not having been consulted, arpgued that the questio
had to be put before either the Torking Committes or
the Parliementsry Boord for consultation beforo an
official deeclision was made. Brs. Gandhi apparently
wavered. O(mne day before devalustion was supposed
to teke places, her Chief Socretary L K Jho cabled
B K Hlehru in tTeshington asdviaing him to withhold eny
gnnouncement and citing a possidble chonge in policy.
Hehru raesponded with e brief reply pointing out the
political remlities that if India did not devalue, sh
vould not get any more aid., Degpite the political
opposition to devaluation, within the Congress and
the last ninute hesitation of the government on
June 6, 19866, with the governmont end party bitterly
divided Sachin Chaudhuri informed unpreparcd public
by radio broasdcast of Indiats declsion to devalue the
rupee by 46.5%. Uithin ton days of the Ilinance
Hinister's announcensnt of devalusticn and libera-
1igation of foreign oxchange controls, the US
announced rosumption of economic gid to India. See:

Francine Frankel, India's Political Eeono 1947-77
pelhi: Oxford University rress, 1978. p.§§§%----—~
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1t was suspected that the Congress President Kamraj was
plenning to remove lMrs. Gandhi from power, vhich he sought
to do through the forthcoming General Elections of 18567,
Thus, Mrs. Gandhi's goverrment faced a political erisis on
the sve of the 1967 electiong. The erisia desepened due

to the saevere setbacks on the economie front. 2igns of

- stognation were opparent on all sides. During the Third
Plan Period (1961-1966), per capita income did not increase
et all as population growth rates neutrallsed the low over-
all gaing in the rate of growth of national income. Agri-
cultural output, relatively stationary in the first three
years of the Plan, spurted upward after a good monsoon in
1964, but then precipitously declinocd in the drought yeer
that followed, Despite record imports of £5 million tonnes
of food grnins over the Plan period, prices of food articles
increased by 32 percent, signalling the onset of a serious
inflation.® No progress at all could be made in solving the
problem of unemployment., On the contrary, the backlog of
unemployed, eatimated at 12 millions at the end of the
Third Plan, was expected to increass to 15 nmilllion persons

by 19?1.4 To this was addod the discontent of the people

3. PFrenkel, n.2, p.293.

4, As estinated in ?1ann1n§ Commigsion, Fourth Five Year
Plen - A Dr Outline, pp.106-108,
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. aga;nst government's fallure to ¢ontrol price rise. But
these developments d1d not lead the government.in the
direction of structural changes necesssry toulﬁprava the
Working of the economy. For lnstance, Congress government
was hotzin favour of nationalisation. On the cortrary, the
government {;éam‘:inued to give increased incentives to private
enterprises. Consequentiy, the new policies falled to roduce

the diaparitiea betweon the rich and the poor.

Iz was againséxthia beckdrop that Congress party
contested the 1967 generel electiona. The 1867 general
elections merked s watershed in the history of independent
India. The party suffered a major debacle. Twenty years
of one-party dominance ceame to a dromatic end after the

Congress lost its majority im 1967. -

Congress returned to power at the centre, but with
a greatly reduced margin. At the state level the Congress
debacle was even grester. The party lost a total of 264
seats in the legislative mssemblies to opposition candidates.
In eight states, Bihar, Kersla, Hadras, Orissa, Punjab,
Rajasthan, Uttar Pradesh and West Bengal, they failed to win
legislative majorities.® The victory of perties like the

50 FP&nkel. n.ﬁ, Pp 307‘503'
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Jdana Sangha and the Swatantara was welcomed by the business
comnunity and this made the Congress position more
precarious. ¢n the other gside of the spectrum, the
Communist Perty of India (CPI) lost the position of the
largest oppoaition party in the lok Sabha.

The ;957 election rosults proved dlgastrous to the
Congreas as a whole. But, paradoxically enough, this
stunning defeat was an ill-disgulsed benefit for the leader
of the Congress party in Parliement, Mrs. Gandhi. The
Syndicate's plsn of removing her was upset because the
major stalwarts of the Syndicate namely Atulya Chosh, S.K.
Patil and Kamra) falled to get elected to Parliament.
Horarjl Desal was the only important Syndicate leader to
win at the pollis.

Hence all political opposition to Wrs. Gandhi was
removed, Her victory at the polls helped her to reta;n the
Prime Hiniatership. Her emergence as the leader clearly
demonstrated that she had overcoms the political crisis in
the party. But she had yet to contend with the economic

crisis which had greatly tarnished the Congress government's

inage.



57

The party's reverses evoked varying responses.
Congregsmen differed with each other about the causes of
Uongregs reversal inm the elections. ¥rs. Gandhl contended
in a press conference theat the fooéd éistuation and
spiralling prices were the maln causes of the Congress

6

setback.” F%hile the Congress President Ramraj averred

that,

e have been talking of soclalism without doing
anything substantial. All this frightened the
rich and they vwent against us. But in practice
we falled to carry out any of these declisions,
Thig ereated frustration among the masses. On
paper we had a better progrerme then many other
parties, but iis improper implementation_chilled
the enthusiasm among the party workers."

The orgenisational leaders blamed the shortcoming of
government policy for the party losses, whilc the Prime
inlgter and the membera of the new government placed
major emphasls on the disintegration and ineffectivencanes

of the party orgsnisation.

Dagpite all these differences within the party,
accommodation ond concilistion became nonetheless lmportant

both for the government and the party orgenisation so as

8, Times of India, Uarch 16, 1867.
7. 1Ibid.
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$0 preserve the crediﬁilit; of the Congress image with
the messos. The compromise formula by vhich lirs. Jandhi
vas unspnimously re-elected to the Prime Hinistership and
Morerjl Desai appointed Deputy Prime Minister and Finance
liinister was an attempt in this direction. It was indecd
8 closely bargained cansensua.g anong the fragmented
Songress leadorship who only under great politicél stress
could be expected to give priority to the survival of the

party rather then achievoment of porsonel enda.®

The Congress debacle in tho 1967 general elections
provoked conslderable debate and eriticism within the
Congress. The party was anxious to regein its mass appoal.
Ideologicel postures of the leadership invariably helped
in tho process of building up mass suppart. For this, the
Congress, as 1t had often done in tho past to stave off
8 erisis, moved noticeably sway {rom the Right. The
process of redemption was begun vith the Congress lorking

Cormittee resolution on General Insurance. The AICC went

8. In order to avold a break within the party, it was the
Congress Prosident Kamraj who once again emerged as
the prominent figure in providing a machinery through
which & settlement was mede on the leadership lssue.
See Kochanek, S., Congress Party in India, 1968,§.41%2

. See: Brechen, 1., "Succession in Indis: The Houtinization
® ° of Political'Change“, Aplan Survey (July 1967),
pps 423443,
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&8 step further, announcing the abolition of Privy purses
and other privileges of prinees. 1In addition, the call
for sociagl control of banks included in the Congress
election manifeasto, suddenly emerged as a mesasure of prime

importance in the economic 9roéraame of the new government,

Despite a1l the differences within the FWorking
Committee on the exact cnuges and cures for the Congress
decline, they felt the need for gsome gymbolic action to
dramstize the commitment of the party to implementation of
Congress progreamme., Hence, the Ten Point Frogramme was
1ntraéuaed.10 The proposal to remove the privileges
enjoyed by ex-rulers vas perhaps the only new measgure
adopted by the Congress, overything else contained in the
Ton FPoint Programmo merely reiterated the long standing

policies of the Party.

The WYen Point Programme evoked an ideologloeal
debate in the AICC on the issue of aocisl control of banks
and the demand for abolition of privy purses snd the

privileges of the former pr incely rulers. The demand by

10. The toxt of the Ten Point Programme is published in
the Congress Bulletin (april-Hay 1567), Hos. 4-7,
Ppe. B-39, :
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some for the nationslisation of bsnks rather than social
control was rejected, The party as a vhole was rapidly
growing more divided. The younger radlicals insisted on
jrmmediate action to implement the Ten Point Prograame.
Zheir demand for the complete tekeover of the banking
system was put forward tc the national leadership on the
eve of the Jabhalpore sesasion of the AICC in October 1867.
But the Deputy Prime Minister prevalled in extracting an
undorstonding that bank nationalisstion would be considered
only after soclal control wns given a falr trial for at
least two years. The young Turks protested agalnst thls
decision. Ilrs. Gandhi urging that nothing should bo done
to jJeopardise Congress unity, extended her support to
Yorar]i PYesal. Her lecad was followed by Kamraj and by
Chavan mnd Jdagjivan Ham, the two Cabinet liinisters on whose

support the Young Turks had cuunted.u

Therefore, 1t would perhaps be justifiable to say
that despite ropeated demends for a more radical economic
policy which involved nationalisation of benks and General
Insurance, the Congress governmont falled to put it into

practice. fven lrs. Candhi, despite her assurances to

11. Congress Bulletin (Oetober 1967), No. 10, pp.203-217.
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bring about s more egalitarisn soclety based on the
sociallst prineciple, finally supported the policy of
¥orarji Desal. Social control over commercial bsnks was
passed by the Lok Sabha and General Insurance was

submitted to similar regulation.

That there was tension building up within tho party
was reflected in the fact thet it could nct agree on any
resolution on ecénomic policy for two years, the period
botween the adoption of the Ten Point Programme in 1967
and the Bangalore session of the AICC in July 18689, which
presaged thoe split in the party.

The conflict botween the Syndiecste and Mrs. Gandhi
became apparent at the Faridabad seaslon of the Congress
in April 1969. The Congress Fresident NHijalingappa
apparently challenged the Prime !Minister's enthority in
the key area of economlc poelley. The subsgtance of the
policy disagreement seemed to coincide with the ideological
debate between the Syndicate and the younger radicals in
the party. This paved the way for an slliance botween

Hrs. Gandhi and the radicalas.

The Faridabad session of the vongreas took place at

a time of the publication of the Fourth Plan draft outline



62

in Harch 1869. The government could no longer put off

& decislion of the government's economie policy. The
Sorking Comuittee meeting on April 25, 1969 decided that
the Pil should present a broad ocutline of the Fourth Plan
tc the AICC followed by o general discussion of "considera-
tions of gocial, political and economic pregrans with
speclal reference to the‘implemantaticn of the Ten Foint
programme adopted by the AICC end approach to the Fourth
Flan."12 Tpe attempt to integrate the aims of the Ten FPoint
Programme and the Fourth Flon Draft outline was, hovever,
an impossible task. They were the vory embodiment of the
ideologicel contradictions irmoblliging the party.

The Ten Point Programme was on the faco of it
designed to accelerate tho implementation of policies aimed
at establishing a sceislist pattern of society. The
meagures onvisaged for accomplishing this goal involved
greater state regulatlion and control over key sectors of
tho economy, as well as messures to curd econonic
concentrastion. But the draft outline of the Fourth Plan
prepared by the Planning Commission in consultation with
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the Finance Miniatry, endorscd an enterprencureal approach
that required increased incentives to private investment
for those classes of people who already had the capacity

of responding to "growth opportunities”. The strategy
expllicitly proposed s relaxation of government regulation
over the economy, extending for recommesndations for almost
complete removal of industrial licensing and other controls
over the piivate ssctor. It alsgo directly recognised that

such policles must inevitably increaso disparities.is

On the other hand, the demand for outright
nationalisation of banks and logislative measures to curb
the growth of monopclies was supported by several members
of the senior leadership including Atulya CGhosh, Y.B. Chavan,
Sanjeeve Heddy and Subramaniam. But once agein this was
defeated for Desal ss Chairman of the panel refused to
draft an.eccnamic regolution sccepting the proposal on the

ground that social control had not been given a fair trial.

It was at the Paridabad seossion that Ers. Gandhi

and the Congress President expressed contradictory views

13. Prankol, n. 2, p. 402,
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on the rolo and working of the public scotor. Vnile lrs.
Gandhi held that there should 'be ncre.and more investment
14 Hijalingappa in his presidentisl
address attacked the publie gector for its ineffieianuy.“is

in the public sector,

The radicals in the party bitterly protested
against Bijalingappa's reﬁarka. Even itirs. Gendhi for the
first tide took a clear public position that eppeared to
support the forum group against the senlor lesdorship of
the party. FPerhaps Mra. Gandhi had already considercd to
align with the radicals in the party. Ber open gupport
of the public sector gnd sttacl on lijelingeppa was dono
with the intenbion of mobiliging support through an
allisncoe with the loft. Thus, by 1969, tho two disgtinct
rival groups within the party, one represented by the
Syndicate and the other by irs. Gandhi snd her supporters,
percelved ench other as o threai to thair position in the

party.

The first round of the battle took place at the

AICC meeting ot Bsngalore in July 1969. To gain initiative

14. Congress Bulletin, nos. 4-5, april-llay 1969, p. 64.

15, Nijalingappa's spesch is published in Congress Bullgtin,
nog. 4-5, April-llay 1969, pp. 70-86. A4lso see
Hindusten Timeg, April 28, 19669.
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at the Pangalore session, Mra. Gandhi sent a note of

“stray thoughts™ to tha‘ﬁarkins Committee urging a more
agpgresslve stance in economic poliéy. Among other
propesale her note included nationalisation of major
conmercial banks, effective implementation of land reforms,
ceilings on urban income and property and curbs on
industrial manapoliea.lﬁ The Syndicate was divided in

its response to ¥rs. Gandhi's socio-economic strategy. To
avold a split on the eve of the Fresidential nominetion
following the death of Zakir Husain, the Syndicate c¢looed
ranks ard epproved irs. Gandhi's economic proposals
including bank netionalisation. However, thelr fortunes
depended greatly on the outcome of the Frepidential contest.
‘They confidentially hoped to secure the nomination of their
candidate Sanjivea Heddy in opposition to rs. Gandhi's
preference for V.V, Giri. Thoeir calculations proved correct
and with the nomination of Sanjiva Reddy trs. Gandhi stood

defoaated.

Hrs. Gandhi's next move in her battle wlth the
Syndicate wes to rellievo Lorarji Desal of the Finance

portfolio on July 16, 1969f' Thig further deepencd the wedge

16. The text of the Primo linister's note is published in
Zatdl, A. Yoin, Orest Upheavel, 1569-16723 The Case
of the Indian NHational Vongress in Ferment, based
on Documents emsnoting from officlal sources, Hew
Delhi: Orientalia 1972, p. 81.

¥ See: Appendt T pc3




66

between the two rival groups. MNrs. Gandhi claimed to
have taken the actlon becsuse of Desai's oppomition %o
her radicel economle measures, though Desal had grudgingly
accepted the AICC resolution on economic policy. GClearly,
the Syndicate viewed the dismissal as vindictive. 4&s a
regult Dosal gathered considerable sympathy. In view of
these uncertainties, Mrs. Gandhi decided to clineh the
issue by announcing the nationalization of the fourteon
commercial banks. On July 21, less than forty eight hours
before the Lok Sabha was scheduled to meet, the Government
announced that fourteen of the largest commercial banks of
Indin had been nationalised by Presidentisl ordinance.l?
Prs. Gandhi did this to justify her earlier actlion end
push the Desai controversy in tho background. Tho
nationalisation of banks involved the exponditure of
l1ittle political capital and galned widespread support

for the Prime Minister, vhich led to an immediatc tactical
victory for her in hor struggle with the Syndicate. Y.B.
Chavaon decided to quit tho Syndicate and joined Lrs. Gandhi.
The Syncéicate, denied of Chavan's support, bocamo wore

and more vulnerable to charges of reaction and collusion

with vested intorests. This was in faet the tactie

i7. The Statesman, J‘ﬂy 2?, 1969.
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ultimately used by Mrs. Gandhil to repudiate Sanjeeva Reddy,
the presidenticl csndidate endorsed by her own party, and
to discredlt counter charges that she was working to defeat
the longress nonminee from considerations of perscnal

edvantage in power struggle.

In the meanwhile, V.V. Girl snterosd the FPresidential
contest as an indepsndent caendidete. He resigned from the
post of acting Fresident anqhn.a vigorous campalgn drew
the snppert of the Samyukta Soclalist Party, the DMK, the
tuslim League, the tto vings of the Communist Party and
slmost aoll elements of the Tnlted Front Goveroments of

Kerala and west Bengal.

A% firat, Feddy's election geemed amssured with the
Congrass holding fifty two per cent of the votes but
1ncreasihg rumours of defections to (iri caused considerable
unense among Syndicate members. (Iithin one week of the
election, party president HNijalingappe iasued a whip
instructing sll Congregs membors of Parliament and State
Leginlative Assemblies to vote for Heddy. Ko alsc asked
Irs. Gandhi to make a stantement of support immedliately
for the Congress nominec. The Prime linister refused the
igsue of the party whilp and called for "fres vote" of

conaclonce in the election. Girl was elected President



68

and the Syndicate was in disarray. It had been embarassed
and deternmined to bring disciplinary action agsinst tho
Prime Minister. Bowever, with pressure from those States
with narrow Congress majorities, where a split might have
"put them out of office snd with the medistion of Chavan,

the Working Committee closed with a plea for unity.

Although, Giritas election was hailed by Mrs.
lancdhi*s supporters as the Fpeoples triumph” the battle
for primsoy between the Syndicate and érs. Gandld did
not end. The slection resultas showed thet the large
majority of the Congress Ps and ILAs (estimated at 62 to
65 per sent of HPS§ and !ML.As 86 fo 75 per cont) had supported
ﬁeddy%s It was obvious that Glrit's election had been made
possible by a minerity of Congress votes along with those

of other opposition partiesn,

The struggie subscguently shifted to maneuvres for
control of the puriy machlnery. The immedionte events
which led to tho fingl split vere triggered by the
resignation on Septomber £7 of C. Subramenism as President
of Tami) Nadu Gongress Comnittee. Thils provided the
Syndicate the opportunity to upset the delicate balance

18. Zaidi, n. 20, p. 491.
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of forces inslde the VWorking Committee by chellenging
Subremanlem’s right to continue as a member. Urs. Gandhi
outraged at this, and along with five of her asupporters,
sent a letter to Nljalingappe charging the Congress
pregident with issulng arbitrary orders removing
Subrsmanism and agked for an early meeting of the Yorking
Committee by Oetober 15, and of the AICC by Hovember 17

to consider the entire politicel situation.l® Nijelingappa,
who had not yet maliled o dismiggal letter to Subramaniam,
informed the P.H. thst there was no need to e¢all a meeting
of the VYiorking Committee before the schoduied date of

Hovember 1.

Irs. Gandhi, however, reactod by getting a signature
canpaign to have a spoeial meeting of the AICC with theo
purpose of electing a new Congress president, on the
grounds that i1 jalingeppa had violated the spirit of the
unity resolution in moving ageinst Subramoniem. Eijalingapps,
by removing both Subramsnien and Fekharuddin Ali Ahmed
from the membership of the liorking Committee hardened
factional cleavages into a party breek. He further
requested the resignation of Shanker Dayal Sherma as

199 Ibid. pn 1610
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Genersal Secrstary of the AICC and removed him from the
membership of the Working Committee.

The response of Mrs. Gandhi and her other supporters
vas not only to boycott the scheduled meeting of the
#rking Committee but to set up a parallel torking
Committee by celling for n meeting at the same hour in
the Frime Hinister's residence. Hence, on November 1 the
two factions, one headed by Bijelingappa and the other by
Hras. Gandhi clearly revealed that the Wworking Committee
was evenly divided betweon the two groups.

irs. Gandhi in en effort to portray a more
progressive image than that of the Syndicate eirculated
a letter to the nembers of the AICC stating thot the crisis
in the party waa not the result of e "cleah of personalities”
but the conflict according to her was between "those who are
for socislisnm, for changec and for fullest internal demo-
eraey and dfebate in the organisation on the one hand, and
those who are for the status que, for conformliam and less

than full discussion inslide the Congresa-"20

I jelingappa, howover, offered an entirely
different interpretation of the political crisis. He

20, Frankei, no. 2, p. 427.
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insisted that the party aplit hed been created solely by
tho Prime tinister’s “basle snd overriding desire to

»2l o November 12

concentrate all power in her ovn hands.
he expelled Mrs. Gandhi from the Congress and instructed
the Congress Parlisment Party to elect & new liecader.

Hence the Congress split was institutionalized in December
1868 with two sseparate Congress sessions, one led by the

Synéicate and the other by Hrs., Gandhi.

4 brief look st the history of the Congress end its
various strategies to msnage conflicts shows that the
Congress had always triod to project the image of a
congensus party, mobllizing contending intersats and
accomnodating thom under a single banner. This had made
many obgervesstontent that it was an umbrolla party. 28
Such & view was based on the fact that both the propertiaed
and lendless elements wero present in the Congress heirarchy.
But tho gap between the policy statements of the Congress
and implementation of them mskes the conclusion of the
consonsual modolistes (that Congress io an organisation

with no sectiocnal or class interests) seem contradlictory

21. Ibid, p. 428.

5. See Horris Jonos, ®Dominance and Dissents thelr Intor-
Relations in the Indinn Party System”, in his book
Politics Lalnly Indian (Orient Longmen, 1978},

Pe 2¢2.
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to foets. Froﬁ the Nehru era, Congress policy pronounce-
ments on verious radicel measures like land reforms,
pPlanning ,the growth of the economy through a large public
sector, ahcouraging a socialigt pattern of socliety ete.
hed alwvays come under the attack of the conservative element
in the party. But the leaderghip of the party was shrewd
enough to adopt a dual strategy. On public platforms, the
Congress was cast in the mould of & populist party
committed to sociasl change and repid economic developnment,
while on the other hand 1t sought to resssure the
propertied classes. The example of state planning has
often been cited as evidence for Congress soclalist
impulse. However, though planning had been adopted and

o large public sector hed been envigaged, there was no
systenatic reduction of private espitel. On the contrary
big business continued to expand under the Congress brand
of socialiam.zs Despite occasional discord, the intorests
of business and government or the Congress party wero on
the whole harmonius, and "the private business community,
whatever the rhstoric of the moment has slways beon
substantially represented in the Hohru Government and
Congreas party.“24 Thus it is clear that tho Congress

93, Michael Kidron, Foreign Invostmonts in India (London:
Oxford University Press 1965), p. 220.

24, Ibld, p. 240.
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party repreasented dominant clasgsses namely the landlords

a8 woell as the urban big industrialists and continually
played the game of politics in the context of these
interests. All this d1d not mean that there were no
factional privalries within the Congress, but these

factional battles were not on i1deologicd grounds. There
wag no polarization of the radical elements versus the
rightists in the sarty. As many observers have concluded,
the eaalition'or interests oporating within the party had

to be within a well defined framework of collective strength

and never ovorstep thereby disturbing the balance.25

Keeping this historicsal perapective in mind, the
monagement of Congress crisis in 1967-60 appears to follow

the sanme pattorn.

In her endeavours to moot the Syndicatec chellenge,
trs. Gandhi, on the one hand, mustered support from the
Congross rank snd file and, on the other, rallled popular
support. The lattor objeotive wans achleved through a

. See Prabhat Patnail, Imperialisn and the Growth of
2 Indian Capitsolisn in Hobin Blanckburn {ed.) losion
tn & Subcontinent {(London, Polican books, 15%55,
Pp. 61-76 and beghrad Desal, "India Emerging .
Contradlotions of Slow Capitelist Development®,

ivid p. 11-50.
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systematic ideologlcal campaign goared to exposing tho
hollowness of the Syndicate's claim to represent the
interests of the common people. Bat such a strategy could
elienate many influential groups in the Congress, such as
big business, vhich was unlikely to endorse the randical
orientstion of Hrs. Gandhi snd her faction. 350, the oasgy
option was to raige populist slogans and promises to
undertake-popul ar measures and appear as the defender and
cugtodian of the intorests of the underprivileged. For
example, abolition of privy purposes and moreimportantly,
the nationaliéatian of banks, highlighted the popular tones
of the Congress strategy. These moves genorated political
support for lrs. Gandhits faction within and outside the
Congress party. The split in the party was the last act
in the drama which confirmed her comploteo dominance of the

party.



CHAPTER IV

THE POLITICAL COMPULSIORS OF BANK
RATIONALISATION



Thig chapter dlscusses the political and soelal
compulsione which governoéd the nationalisation of fourtoen
commercial banks in 1969. ¥rs. Gandhi and her supporters
éiaimed the decision wao pa#t of the drive to implement
atruatural~ré?g;§;~¥;“?§§ag\\\‘p the economy which,had
witnessed a sevaere crisis since the miﬂmg&\fieu. In
eddition, the decialon was projected as an attﬁupt to
extend credit facilities to classee, groups and sectors
vho had bosn egueezed by the domination of monopoly
capital on the banking asystem. This chaptor nrgues that
economic considerctions played a maré, however, 4t was
the political crisisg In the Congress perty vhich paved the
route to na%lonaiiaaticn; This chapter exomines the
political interests which impinged on the decision of Bank
nationslisation and the manner in which the power siruggle
in the psrty was convemted inte zn 1declogical battle
to neutralige the rivals in the party. FPFlinslly, 1t socks
to exploin the politicsel edvantages gained by lHirs. Gandhl

g8 & result of Bank nationalisation.

Tha debacle suffersd by the Congress in 1867 general
elections shook the ideologionl foundatlions of tho party.
fne eoonomic orisis confronting the country as a rosult of
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the Indo-~-Pak conflict and the continuing industrial
recesalon nade people opt for right wing coaslitions in
scveral state legislatures. The Jan Sengh and Swatantra
porty vere projecting themsolves as visble alternatives

to vhat they cslled the socinllst progremme of the longreas
party.

The Congress psrty itself was divided on meny 1saucs.
Apart frowm the vaguo consensus on political issues - largely
a legecy of the independence gtruggle - ths overall
economic strategy of the #arty did nct have sny coberente.
Une of the most divisive lssucs was control of the
“oomuanding heighta of the sconomy”, whieh in this psriod,
apecifisnlly referred to tho banking syctem in the country.

4 report publizhed by four eminent econoniats on
the eve of the Jabalpur gesslon of the AICD vas given wide
publicity by Chandra Shekhar, Seerctary of the Congress
Parliamontery party. sntitled "Banking Institutions and
the Indien zbanumg“,i the Roport made mn outright nppeal

for bank netionalissticn. The repurt argued that "thelr

Yy @, The four oconomists

. Jlines of Indis, 25 Octnbar, 136 ‘

! 5oF0 H.K. Hanmohan Singh, Pr. V.B, Singh, Pr. S$.C.
Guﬂta and Dr. 3.K. Gﬂgﬂl-
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demand for teskeover of banks is purely based on economic
and social considerations. Hore significantly, the
report observed, “that benk credit in India;hns not boen
utiliged for rinansing;projecté according to plan priorities
but invested in low priority schemes even those cutside
the plan'”e Ag a result credit waos diverted from agriocul-
ture, whose share of total oredit hed declined between
1953 end 1965 fronm 5.8% to 0.2% to low priority schomes
in the 1dentical sootor. Often loans had been given to
bank directora, who were usually big industrialists at
rates of interest much lower thasn those prevalent in the
market. The borrowings of beth bank directors and their
companies had risen from Hg. 560 million in 1954 to Rs.
€910 million in 19686. Snother disturbing feature was the
tranafer of credit fronm poorer states to more developod
states aemounting to almost Rs. 3600 millilon. #inally, the
report rocanlled ths observation of the Govermment of the
Rogerve Bank that "one of tho structural features of the

Indiasn economy i3 the concentration of power which In some

cases 1s enormnns.“a

2. 3See Hational Herald, 88 July, 1987.
3. Times of Indla, 26 October, 1867.
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The timing and topic of the Heport was significant.
Congress was divided on the issuc despite the strong
recommendations of the Report. Hrs. Gandhi favoured &
"frank debate™ on the subjesct of bonk nationslisation, at
the Jabalpore gossion of the AILC. She backed her arguments
for debats by citing the tem point progremme drafted by
the Congross Yorking Comnittee (CUC) after the 1667
general eleetiona,..‘ One of the important features of
the programmo was the demand for the "socisl control of
the banking institutions®™. Though the phase "soclal
control® did not satisfy the rank snd file of the party
led by the ®young Turks®, Irs. Gandhi did aot push for
outright nationalisation. PFinally, in the Jabaipore
session, the CYC decided agninst any immediate nationelisatiam
and instead approved & scheme of "effeative socisl control®
presented Yy the Deputy Prime Hinister and filnister for
Financge, lbrarji Desal. Irs. Gandhi thus w the tables
on the votaries of bank nationslisation, at lsast overtly.
But that it was only a mancevre, a point to galn time, was

clear.

4. Tho text of tho Ten Point Programx=e le published in

the nge:s Bulle tin, Nos. 4=5 (4April-iiay 1967),
ppo 38‘ .—
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Organisationally weak within the party, irs. Gandhi
was then primerily aaneorngd with the fortheoming election
of the Congress president. Her plan was to eithor place
one of her own proteges in thn»prosidaatial chalr or to
bid for the place beraelf.®

Hovever, the Syndicate wos still soundly entronche@
in the party organisation and, since its creation, had
been in control of that crucially importent office.
Therefore, to overcome the Syndicate's opposition,
fras. Gondhi nescded at lesst Desal %o be noutral, for
which ain ghe traded hor noutrslity on the probles of
banking syatem. Howevor, in doing this, Ira. Gandhi
was coutious enough not to #anage beyond ropalr her chances
in o possidic new swiﬁg tovards the left in the future,
Henoe, in hor apeech st the AICC, she stated quite clearly
that if the schome of socdal control over banks was
"bypessed” or "avoided", the goverrment would not hesitate

to take over thet sector completely.

In'npite of these adroit moves, rs. Oandhi's
position in the perty was insecure. Ihe falled to get

$. Durga Das, India from Curson to Hehru and After {(London,
1568), Pe- .




30

her candidato elected to the post of Congress President.
While sho couid prevent S.K. Patil's election, she had
to aceopt as 8 sompromise candidate Eijslingeppa, who
scon sided umconditionally with Pntil and agalnst her.

In addition, at the Hyderabad session of the Congress

in Januery 1968, only one of tho seven elected ssats in
the Congress Yorking Committee went to Mrs. Gandhi‘s
supporter C. Subramsnien.® ¥.B. Chaven, hitherto aligned
with H¥rs. Gandhit's faction decided to support the
Syndicate, thersby contributing to the diminishing
strength of her group in the Congress. In view of these
devolopnonta, Mirs. Gandhl was indeed faced with o difficult
aituation.

Despite these adverse developments, Hras. Gandhi
with her customary strateglc skill, managed to retain her
hold in the party. This was lsrgely beocause, the leaders
of the Syndicate were divided amongst themselves by porsonal
rancours, end furthermore they dacked ideological
homogeneity. Thus, thé Syndlicate did not preas for a

showdom on tho bank 1ssus, becsuse they were aware of

6. Durge Du’ 0P« cit., p. 407 .
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Ere. Gandhi'e populist image. WHith her demends for a
more radical Congresgs platform since the election dobacle
and the noisy backing of the ®young Turke® group within
the poarty, Hrs. Gandhi could count on & majority of party
workers in the eventuslity of s split. Even wsithout is,
the FPrime Minister had tho option of esliing for fresh
elections to Parliament. Hevertheless, iHra. Gandhi
continued to play a ceutious game for her influence in
the party and government was not yet domingnt. By
Fobruary 1969, Nr. Vorarji Dssal had puccessfully piloted
& bill which purported to impose scoisl control over the
benking system. It consisted of two meln provisions:

the Banking Laws (Amendment) Bill end the creation of a
tiational Credit Council. -

The Bankinpg Lgws Anendment Bill contelined throe
main provisions. Firatly, £ifty oms per cent of the
diractors of the banks should be technoerats, agricultura-
1lists, small-acale industriclists, aceountants, lawyers
and people not directly connected with monopollies and big
businegs. Second, it was recomiended that &nﬁugtrlalist
chairmen be replaced by professional bankers. Finally,

loans would not be given to companies whose directors
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served in that capecity in banks as well.” The benks had
complied with the first two points and to a large extent
oven with the third, well before the Bill beccme an

4c8.9 But those provisions were fairly easy to circumvent.
“he former induatrialist Chairmen stepped domn in favour
of exscutives who had been in the service of the bank for
years and maintained a plece on the Board of Directors.
Sueh executives could be eonsily influenced by ths former
Chalrmen. Ioreover, the inclusion of fifty-one percent
share of non-business Interecsts on the foard of Directors
414 not nocossarily reduce the pressures and domination

of monopoly houses. Even the principle prohiblting loans
to directors could §e neutralised by "gentlemen agrecments”
between directors of different banks.g

Vhile the new {Bank Laps Amendment Act) sought to
romove the stranglehold of ths monopoly ocapitalists over
the Banking aysten, the entablishment of bhalﬁational
Credit Council was to provido mich needed credit to

Regerve Benk of Indls Bnllotgg day 1870, pp. 766 ff.

9. fichelgugiislmo Torrsi, Fsctionel Folitics ‘and Beonomic
Folicy: Cage of Iindia's Bank aatloualiaaticn.

Mim snr'!lg N. ‘5 na.\Z 1975, Do 1082,
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sgriculture and small svale industry hithsrto neglected.m

This was due to the privats banks! policy of favouring the
urban sector par%iculariy big industries, as they

involved Lower risks and offered higher retwrns. Until
1966, sgriculture was a primary sector only on papsr.

The situstion changed redically and agriculture boceme

a prinary sector vhen Urg. Usndhits first governument
launched the ‘Green Ravalution' strategy. However, the
situation changod in 1966 with the launching of ths

Green Rovolution stratogy of Hes. Gandhits first government,
Agriculture beesne the primary sector, and the use of

new hybrid secds, fertiligers and the dovelopment of
irrigation works produced e steep rise in the demand for

credit In the rural arsess.

On the other hand tho oxtsnaion of credit to ths
snall scale ipdustries became importent because tkough
sconolienlly less efficient, they had the advantage of
bring lebour intenaive. Further, from Herch i, 1967, suall -

310. According to the Boserve Bank, asgriculiture which
accounted for more than 50% of the Gross Domestid
product and 408 of the exports, & renesed sghare of
total oredit which ronged between £ and 3%. Cited

in Torri, Asian Survo Xrﬁﬁ.{%liﬁé) and
Records and Statistics I {Ngy 19"

Hogorve Bk of india Bulletin, May 1670, p. 833.
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scale industries were defined as those units where the
finvestment in plant and machinery alone 4id not go beyond
the ceiling of Rg. 750,000 compared with 500,000 before

that date.r!

Thug the task of the National Credit Council (NCC)
was the reorganisation of eredit allocationas. This new
All-India organisation under the Chairmenship of Morarji
Desal was composed of large, medium and smell zcsale
industries, agriculture, cooperatives, trade, banking
etc, However, the government djd not propose to curtall

the shsre of credit to the large scale industries.lg

However, banking interests realized that such s

policy would be ruinous irn the long ran as it would render

11. The Economic Times, April 27, 1869,

12. An anonyuous wilness to the first NCC nmesting quoted
Morarji Desail, "We have to bear in mind that as
every year goes by, our existing customers need
more money for the same stocks, because the prices
hsve gone wp by 10 to 16%. If these additional
deposits are largely used up by the existing
sectors, where will there by the money for
agriculture, small scale industrles and exports
which are how the three priority sectors”™, quoted
in Michelgugllelns n.9 p. 1084,
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them more vulnersble in the campsign for bank nationali-
sation. 4s g resuli, st the second Hational Credit Council
meeting in July 1968,'a minimum terget for commsrecial

banks leading to sgriculture and small scaele industry

vas fixed at Rs. 340-400 million and Rs. 800-700 million
respectively. This meant s substantiasl rise of credit
facilities for these two sectors (but not so much as to
change their relative position, compared to a total
gmount of credit by the gcheduled commsrclal benks in
Warch 1968 of some Hs. 20,675 millien).®

Since the benks had alveady declded to ocarmark
18% end 51% of the accretion of their net deposits (from
July 1968 - June 1969) for the financing of agriculture
and emall scale industries raapectively.14 tho fixing of
the minimum target dild not reslly mean sny substantlel
change in the bank cresdit policy. Even though the H.B.I1,
claimed thet the credit targets for thesc two sectors had
been widely over achieved by the ond of 1868, the reality
was that the gep detwsen oredit requirements of these

13. Ibid., p. 1084,

44. RBI Dullotin, iay 1970, p. 728 and
~~Hnistry of Fingnce Heport, 1568-69, p. 87.
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sectors and the ectusl crodit made avsilable to them
vas s much as &5%. Horeover, the iicn shere of this
oredit camo from the State Benk of Indla. Tho pﬁva&a
cormercial banks had reached their tergets by reclassi.
fying as ngricultursl credit, What had mot been so
classified eariler. DBesides, most of thia credit vas
either given as fertilizer credit to the State govern-
ments and other institutions or ended up in the hands of
lerger f‘g:*aémr,' tho only ones under itho exizsting dbanking

rules considered to be credit mrmx.15

One aspect of the Rationsl lrsdit Sounell
aponsored ;;ﬁiley of extonding banking facllitles to
greas that had proviously lscksd banks was highly
successful. However, in this cese the main goal of
oxpanding mobilipstion of new aa'pas;.ta was not attelned
in sny significent way. This was laorgely o conseguence
of the fallure of the credit poliey. To fguote the |
Hegerve Bank of Indla Report,

"in agriocultural lending... the avellaebility

of funds at the right time mnd in sdequato
quantity sre of vital significance. Uhen

16. Ses RBI Eulletins of lovembor 18689, p. 1764; Hey 1670,
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the requisite finance i3 not fortheoming

from banks, the cultivator has to borrow

fronm elsewhere and it 1o the provider of

this ecrucial instalment of eredit sho

somes to be considered 2 bensfactor. The

basle of g proper ondurlng relationship

betwoon ﬁhﬁ bank and tho borrow ls hence

affected." 16
But the problem was that, although Horerji Dessi had
indicated that the eriteria of credit-worthiness would
be the integrity and performencs of an individusl and
not his property, no concrete stepg in this direction
vere taken. During their negotiastions with the Deputy
frime Hinlster in 1968, the bapkers strongly insinted
on subjecting the dispossl of eredit concessions to
rigid astandards of gradit-vorthiness and saraty.”
Eorarjl Dogal accepted tho bankors’' proposal uwith the
regult that the coredit policy benefitted only relatively
vetter off formers. Iy mid 1969 the policy of soeial
eontrol of credit had outlived Lits utility. dorarji
Dosel concoded the polint, stating at the Bangalore 4ICC
“that it would not be possibie to sssure sny significant
inersaso in the flow of commercial benk funds to the

agriculture and small scele soctor.” 18

16. RBIL Bullotin, Hovember, 1969, p. 1784.
Thia, . Dosewbor 1970, pp. 2059-£060.

17. (tﬁkﬂi, op. cite, P 1088,

16. Ibe Hoonomic Timoas, July 1%, 1668,



The ineffectiveness of the policy of social
econtrol pushod tho issue of bank nationalisation once
again to the forefront within the Congress perty. Bat
nationalisation of banks wag delayod due %o political
dovelopmonts in tho party. Fron the Esrachl Congross
onvards, the party rogularly promised the takeover of
banks. Tho eoconomic progranme comittee of tho AIGO
hoaded by Halru stated that "al)l réscurces available for
investment should bs sublect to the control and direction
of the stute. 3he state should set up iinonco
Corporstions for financing industries.... Banking and
Insurance ghould be notionalised.” ¥ put the Congross
govermsent huad not taken amy steps in this direction.
There wors repoated denends for natlionalisation of banka
both inside the porty and pariiocmont. Yet, the
government f{ailed to ‘da eny thing oxcept renew old
promises. Yhep iu 1965 Smé. Subhedara Joshi moved a
Billi 4is th? Bajyo Sebha aghking for the natiocnalisstion
of banks, it was rejected on tho ples that govornment

20
would take over bonks only at oo ‘opportunc moment'.

Fs k ]
1¢. Clted in Mishra, Girsgh, %"Smmk Bationalisation™, |
Hulinséresns, {fcl.’—?, 1969 {(Hay-sugust), July £6, 1269,

Ps 10,
20. Ivid., p. 10.
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But the ‘opportune momont' dié not come $111 July 196%.
Tno vesteod intersets skillfully manoeuverocd to block any

such measurec.

In Januery 1969, Kamraj was re-clected to Pariioment
after contesting s by-election at Nagercolli. In faet,
trs. Oandhi hergelf hed encoursged Kamraj to enter the
contest with a view to iﬁ@i&ing him to join the Union
Cabmet;m However, Lamraj turned down Irsg. Gandhi's
offer. Yoreover, at tho asmo time S.E. Patil also
contested clections in Gujaret. Ho vwas inspired to do
8o by torarjl Dessl who was bullding his support base
to challenge the Irine Hiniater.

Fok surprisingly, these moves were apprehended
by brs. Gandhi. She took up the ehnilmge from the
conservative quarters. In thc ensuing bsttle she
highlightod her progressive credentiols. 7o this end she
asked Subramanism to submit a document ontitled “A
Program for Soclalist Action® wherc ho esked for
neticnaligation of the aix major ‘i:xml»us.22 this was a

1. Tho Stategman Ueekly, September £8, 1968, January 11
and Jenuary b, 1968.

922. Seo: The bBoonomic Times, April ©, 1969 - for the

complote text of this document.
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deft, ecaloulated move to appease the leftist olements
wvithin the party. Ers. Gandhil sssumod that such a
strategy would eneble her to win over the majority of
Congressmen. Furthermore, it would broaden tho popular
bage of the party by rallying the youngor elements in
the party. These developuments would weshten tho opponents
by cutting into the ranks of the &ynéieata.%

The Paridsbad sespion of the AICC in April 1969
discusged the Subrsmanicm document. 108t of the speskers
who participated in the discussions supported the cail
for -aocmlisﬁ action. Interestingly emough, lra. Gandhi
did not withdraw her support for the scheme of social
control on grounds that the schome haed not failed. She
statod that it was prenature to pass judgement bofore glving
tho acheme & fair trialk. At the same time she made it
clesr that sho was not opposed to bank nationalisation.®®
$he duel position taken by Mrg. Gendhi indicated that

23. Bank nationallsation was favoured by Cheven and Kemra
but sternly opposed by Patd and Uesal. EKamra] had
insisted that nsationalisation of benks be included
in the Congress Party olection manifesto, dut he
sald "Uany were afranid of including it for fesr
that money for party electioneoring would not
cﬁmﬂo Wi Maa, mmb@:’ g; 1869,

£4. The Hindu (Kddras), April 27, 1969.



she was nsither conf'ident nor was fully prepared to
foree & shovdoym with the Syndicate. Perhaps this only
underliined the neesd to consolidate her support without
antegonising potential supporters from the Syndicate
group. In view of theoszse uncertsinties, the Faridabsd
seasion dropped Snbramaniam's note on g “Prograume for
Scelallet Astion®. The governmont pald no heed to tho
strong domand for bank nationslisstion. Instead it opted
for the relatively mild policy of soclal contrel In
February 1969,

However, other significant events in the later
part of the yoor forcod the pace of events culminating in
bank natlonslisation. 7The gmudden death of President
Zakir Bussain on Hay 3, 1969 provided the opportunity
to both camps within the Congreass Party to teat thoir
strength by pominating s prosidential candidete of thelr
cholce. g friendly President uénld have been sn asset to
the Prime ¥inister in csas 1t became necossary to dissolve
the Parlisment and hold fresh elsotions. Hore important,
i1t was expocted the President would play » docisive role
in case no single party obtained a cloar majority in the

new Parliement. For similar reasons, the Syndicate was
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determined to nominsto s casndidate who would keap'a strong
cheek on the Frime Hinistor.
In tho midet of all thig, the AICC met in
Bangelore in July 19698 vhere Hrs. Jandhi
suggented a list of soconomic proposais. The
most signifieant wns the proposal to nationalise
benks in the Uorking Committee. ¥Hor note stated
that "there is & great feeling in the country
regarding the nationalisation of private
commercisl bsnks. Ue had takon =z decision
at the serller AICC, dut perhaps wo may review
it. Either ve ¢mn consider the nationalisstion
of tho top five or six banks or isgue directions
that tho resourses of banks should be ro ggrveé
to a larger extent for public purposes®™.
The dramatic chenge in her position cmised considoreble
surprise bordering on alarm for some menmbers of the
Uorking Committee. Theo noticeable feature of Lra. Gandhi‘'s
note lay in tho dilution of the radical intentions of
Subrasanianmts draft presented at tho Faridabasd AICC where
he had pleaded for tho immediste nationallsation of at
loos8t siz of the mojor banks. Yonetheless, the mole
sucoeeded in werning the opponents that the factlonal
struggle could be convorted into an ideological confron-
tation on terms which night prove unfavoursble to the
Syndicate. However, the note wos flexible 1n tome,

loaving open tho possibility for compromisce.

£5. Shri 8. Dandekaer: Lok Sabha Debates, Vol. 30, no. 3,
July 23, 1989, GOl Si6.
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The Vorking Committes was eanalderﬁbly divided
on irs. Gendhits proposals for bank nationalisation. S.K.
Patil end Horarji Desai strongly opposed natlonel isation,
while Chaven snd Eemrsj supported tho propossl. The
smbiguity of the proposals on bank nationalisation anmd
tho recommendations on industrisl policy warned the
Syndicate to be wary of ideclogical traps set to expose
their reactionary position. The Vorking Committee which
met in July 1969 recommended the programme suggeated by
the Prime Hinister and sapproved the rosolution incorporating
the note. The High Command eailed upon tho central end
State governments o tske nocoessory steps to expeditiocusly
implement the verious points mentioned in the note".®®
The next day, on July 12, Horarji Desai introduced the
“Resolution on Economiec Polley snd Program”™ in the AXCC
sesalon, thereby affirming his support for the “"Prime

Mnigter's note without any reservatio » 27

The Syndlcate's attention wss, however, set on
the meeting of the Congress Parliementary Board whiech
happened efter the AICC session. Thoy hoped to garner
support for their presidential candidate, which would

£6. Congress Bullstin, nos. 6-7 {June-Jduly 1968), p. 20.

©7. 1Ivid, p. T4e Also see Appendix I
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help them in containing ¥ra. Gandhi, and eventuslly in
remnving‘gar from pover. In pursuance of these plans,
the Syndicate fieldsd Sanjiva fleddy in opposition to

- Jeglivan Ram who was favoured by Irs. Gsndhi's faotion.
“he cholce of Sanjiva Keddy was a direct challenge to
¥rs. Gandhi's supremacy. It "reopened the whole guestion
of the Prime Hintater's poeition inside the perty®.Z8
tra. Gandhi was, thus, convinced that the move was
designed to challenge her suthority. She warned her
detractors that the party would "have to fsoce the
canaequonaes“.gg 8he construed the Congress Torking
Committee's deeision in forcing o candidate on her as

en agsault “related to my vieus and attitudes and my
soclal and foreign poiicios".sg Conaequently, she
mounted & full fledged ideoclogiocal attack on the rightist
elements in the party. In conorote terma, irs. Gandhi
strippsd Horsrji Desal of the Finance portfolio, thersby
foreing him to resign from the anznet.si Heanwhile,

28. The Stateaman, July 13, 1989,

29, Frankel, Francine, India's poil 1_Eeconouys
Delhi: Oxford University Fregs, 1v¥78, p. 419

80. 1Ibid.
51. Indlsn Express, July 17, 1968. Sece also Appendixir:
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krs. Gandnl summoned & Cabinet meeting which unanimously
approved the propossl for the nationalisation of banks.
In spite of Nijalingappa's declaration that the parsy
was not in a hurry to nationalise banks, oOn July 21,
legs than forty-eight hours before the lok Sabha was
scheduled to meet, the Government announced the
nationalisation of fourteen major commsrcsisl banks
through s presidential Grdinsnea.ae The sudden decision
to nationslise the banks was justifisd by Hrs. Gandhi,
who c¢laimed thag, * |
"Ais early as ﬂﬁeembaé 1664, Pariiament took the
decision $o frame our plans and policies within
a soclallst pattern of soclety. Control over
the commending helight of the economy is
NCCCRYSTY ..+ t0 Teduce the inequallities between
different groups and regions. Qurs is an
ancient country, but a young democracy which
has to remain ever vigilant to prevent the
domination of the fov aggr the soclal, economio
snd political systems.®
This vas amplified in the Lok Sabha debate where ilrs.
Gandbi romerked, "The House will sppreciste that in view

of the nature of the messure and also to forestsll any

32. The 3tatesman, July 22, 1869,

35, Ppime Minister on Bank Hationalisntion, Publications
5IvIa%on. fiinistry of Ynformation and EBroadeasting,

Government of India, December, 19686.
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posaibility of manipulations, which mey not be in the
public interest, it was essential to mske & swift and
sudden move which could only be ach&aé&é through an
ordinance."? e decision was cast in an ideologlocsl
mould from the outset. It was designed to corner the
Syndicate in an 1desloglecnl trap.

The Prime Hinlster asserted that her differsnces
with thoe 3yndicate centored sround Lfasues of soclel
change. The orgument bolstered ber popular imege. The
decision to enrry cut benk nationslisation by Presidentisl
Ordinance ha@ an sdditional politicsl sdvantage. It
identifind the strikingly "progressive” messures,
exclusively with the Prime Minister,>® ailthough many
other leaders favoured it. The image of irs. Gandhi ns
persgonal embodiment of radicsl economis polley intended
to vensfit the poor, was promoted assiduously through
lerge rallies and demonstrations in How Delbhi. The
demonstrations were largely organiged by the CPI, but

34. Lok 3abha ﬁéﬁatas, July £1, 19698, col. R64.
36. ?fﬂm@l’ Francine, op. ecit,., p‘a 420,
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the enthusliasn was shared by a wide seotion of the people
who were convinced that mationalisation of banks would
destroy the stranglehold of momopolies and would lasd to
a genulne populsr control over money and crodit svailable
in the banks.

The rationalisstion of baﬁks was supported by
almost all poiliticel parties, except the Jan Sangh and
Svatantra. Ybﬁ 1t seemed Congress was more "comnitted”
thsn othar partles. It this was not the o868, That
i3 why the tnctics employed by the cougraas wors "resented
not only by the 3dyndleante but by other political parties,
who felt robbed of the credit they would have shared
if the normal legislature process had been followed.® 0
The puspicion about gﬁvernu@nc'a-intentlon.waa confirmed
by the alascrity in recplacing the ordinance with
legisletion, in gpiteo of a stay order‘challanging
the constitutionelity of bank natzonaliaatzon. his
ovoked widespread condennation and protest at the

unnecossary heste shown in the promulgation of %the

36. Bindugten Times, July 26, 1969,
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ordinance and the introduction of the bili‘aq Pinally,
the b8ll vas pasned by a volce vote in the Lok Sabha on
Augnat 4, 1969, exactly six days before ths Supreme Court
hearing on the subject.

The manner in vhich nationalisation wes accompli-
shed gained considerable support for frs. Gandhi. She
outenanucvorod hor opponents and thereby asserted her
supremacy in the party. On the debit side her strategy
provided eriticism from various conservative political
groups vho laboclled hey "a Communist fellow traveller
who in the company of Communista has set her foot on the
slippery path %o dietatarnhip.“as‘ Hany Congressmen

found her tactics unsavoury, accusing her of "brinksmanship

37. 1Ivid. The bank naotionelisation Bill was introduced
within throe days of the dbeglaning of the new
session of the lok Sabha. HRules of procedure
requiring a notice period of seven days bvefore a
bill could vbe introduced, and aenother two days
of study pricr to 1ts considoration, were
suspended by the House. +he spoed of the
lezislative procoss was acoslerated further
bty eliminating the noraal one day pause
betwasn the snendment and the final resding.

38, The 3tatesmsn, August 7, 1969,
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in economic policies as a mesns of winning the power
struggle with the Syndicate.">® put Brs. Ganant
preferred to explain her position to the mpgses rather
than the party. S5he attempted to communiocate with the
people over the heads of the party bosses. Wnile
addressing the raliies gathered bofore her house, she
blamed the Gongressmen for going agsinst the scotalist
promises of the past. She berated the press and its
owners, the monopelists, who succesded in "raising their
volce against the ecommon man, sgainst me end againat the
women of this country through their aetapams.“‘o The
popularity of such arguments was evident from the maasive
support for Mrs. Gandhi's policles and progremmes. The
public response fortified her position in the Congress.

¥rs., Qandhitn sudden and hesty decision to
nationalise the fourteen commercial banks through a
Presidentisl Ordinance, Just forty-eight hours befors
the Lok Sabha was to mest can be intarpreted as a politicsl
move with a visw to strengthen her position in the party.

9. The Statesman, August 13, 1969. Thwe oriticiam was
3 Ieviﬁ 55 isokguﬁehta'md Irs. Suchats Eriplani,

among others.
40. The Ststém, Auguast 5, 1969,
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Industrisiists, bankers and businessmen received the
decision with dismay. 7They folt that the move was
unjustified becsuse thers was no evidence to suggest

the failwre of the scheme of soclel control. %it ls e
politicsl decision that is ail there 1s to 1t"*} declered
a prominent industrialist.

It can perhaps bo ergued thet the polley of
soclal contrel would have continued if the Congress Party
wag not confronted with a orisis of the kind it faced in
the yesar before the party aplit in 1869. ‘i’heretbre, the
decision on nationalisation, as we have mcen, was a
tactical move aimod against the right wing in the party.
In consonance with this, Hrs. Gandbl puresued a double
edged atrategy of sanounecing the removal of Norarji
Desal snd nationslisation of banks simultanecusly. Thus
she isolnted Pesal and his supporters. This was
accomplished with remarkable dexterity which stunned
the Syndicate. From this it appears as though ¥orarji
Desal was Temoved from Finance becsuso he obstructed
the expeditions implementation of the Bangalors resolution
on economic policy and the nationsiisation of banks. Por

41. Times of Indla, July 20, 1869.



101

this reason the ssquence and timing of these two decisions
was extremely aignificent. Without it the ideologlesl
point could not have beon effectively made. It is
evident that the sxigencies of the inner party struggle
wers s major factor in the timing of the decision to
nationslise banks. Therefore, the decision assumed
political importance. All this hss lent weight to the
observation that "it was power politics and not ideclogy
that was the root of the c¢risis in the Congress parts.“‘g
Thus, to o greant extent, irs. Gandhits interveantion in
the field of banking policy waes viewed by mapy as
tbizarre', prompted by her "personal gquarrel with Iorarji
Desal who had been a strong advocate of the social control
experiment . %49

Further, this so called radical messure was felt
to have been pronpﬁaé by the electoral reverses faced by
the Congreas in the 1267 Jeneral Elections, which had
werned the ﬁstQnment that it would lose the faith of the
people in case the long stending Congress policles were
not implemented. For dnstanco, the Green Revolution policy

42. Hindustan Times, July 16, 1969.
43. 7Ibid.
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wvhich was intended to promote agriculture and improve the
lot of rural people had folled to vield satisfactory
results. It was successful only in a fow pockots like
Punjab and Tanjore distriet in Tamll Nadu. %he gap
between the rurd, rich and the rural poor had increassd.¥
Hore strikingly, rich farmers had further mede fresh
demands on bank credit and losns to schieve the gosls of
the Orsen ﬁmplutien which were not adeguately met by
- the stheme of social control, resulting in wideapread
déiscontent in the rural sector. Since the government's
electoral succoss deponds to a large extent on rursl
votes, irs. Gandhi oould not affard to antagonise this
~gection of the populstion. 4t this jJjuncture it was
imperativo for hor to devise a strategy to win the support
of tho rural masses. Nationslisation of banks could
achieve this by transferring much needed credit to the
rural areas. At the ssme time it would help the middle
sized capitalists whose access to credit was blogked by
the domination of monopoly cspitsl on banking institutions.
At 8 more genorsl level, nationslisation enjoyed the
support of the majority of the people and the Left parties

. Por s detd led dlscussion on this soe: leghrad Desal,
o %India: Bmerging Contradictions of Slow Capitallst

ing 7
Development” in Hobin Blsckburn {(ed.), losion in
a Subgzonunant {London: Pemguin Books, g L EI

P5. £4-208.



103

who welcomed it as n ponitive meosure. The sbove factors
provided legitimacy to nationelisation. Thus, it could
bo skillfully used as an idoological weapon to discredit
those vho wers oppossd ta-nn&&analisaﬁianvaad,othar
redical moves. Urs. Jandhi used it to settle scores
with the Syndicate. In addition, it generated political
goodwill which was adeptly chemmelled into the 1971
Goncral Elsetions.

The post-nationalisation bonking policy proved en
inportant asset to i*s. Candhi who was able to vin a
lendslide victory in the 1971 Generael Elections. Purther
it provided the Congress (R} with a distinct adventage
over tho “ongress {0) and other opposition partiss.
Horeover, her populist slogans nmade a considerable impact
on public ag&nion. According to Frank lorsos, Delhi after
bank natlonalisation was resounding "with stories of small
shopkoepers and taxi drivers informing their more affliuent
pations that with easy credit avallable from banks thelr

indigence would be ahthtng of yestarday.“‘a

46. Frank Yorees, Yltness to An Ira: London 1975, p. £25%.
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An extremely importent gaism of the new banking
policy was that the mobilization of new deposits made it
possible for thg govermient to gather sdditionsl resoureces
without taxing the agricultural sector. 4t the time of
the 1969 budget both Uras. Gendhi and M. Desgai had
favoured some @iensure of taxation on the agricultural
soctor in the 19868 budget. But the powerful fermer lobby
reacted so viclently' that this rove had been scotcm.
after bank nationalination, Hrs. Gandhi pointed cut that the
new banking policy could be s botter drain of money from
the farmers without provoking .advarsa reactions and this
was what actuelly hepponod.’® This in turn mesns that
the weslthy farmers slrasady so favoured by the Government's
Green Rovolution strategy; had the threat of the rapidly
inoreassing taxation on agriculitural wealth removed, 47

- The nationnliszation of bonks In 1862 becams
important beceuge of the incressing radicalization of the

indian poople and tho utter discredit the Congress party

47, The feultural wealth tax coriginelly devised for
t;?‘ 1966 budgot was to be followed the next year by
sn agricultural income tax on non-farm j;nsots_whioh

aduslly bo oxpanded to include farm incomes as
%ﬁn dm:ymg th? third yesr. See The Economlc Times,
Haroh 20, 196%. o
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had esrnod after the 1967 Goneral Elections made it
necessiry for the ruling party to creste new 1llusions

of "progressiveness®., A4s the Prime Minister, ¥rs. Gondhi
hérsalf emphasized in heor Wrosdesst on the ocecasion, what
the Government waes doing wns nothing new, not only becsuge
it was a continustion of a process which has long ﬁaen
under way” but alao Decsuse bank nationslisstion has been
undertaiton by whet she called “pon soclialist countries”, 48
The FPrime Hinistor added that, the asasurs was nmoasm
to “mbilize sdequete resources® for developmont of
agriculture, export snd small scale production.®® In
addition the new pélicy tried to redress the earlier

tilt in favour of urben industry making credite and
concossions available to an 1ﬁ£lnsntial section of the
rural rich who were investing in high yielding verieties
sncouraged by ths Green Eovolutinn. Thus, the Congress
Government by creating on 1llusion of hostility towards
big business sucesaded in projscting radienl iImage to

the potty bourgecsie end the poor. In the final analysis,
bank notionclisation served a double purpose. On the

P69

. tg Broadeaat from All Indle nadlo, Jul: is,

48. gn Primo liinister on Bmk fiationalisati
Fubitoations Pivision, Min atry of Intcmagxgn
and Mrosdcasting, Government of iIndis, 1969.

49. BSe¢ Lok Sebhs ﬁebatea, July 21, 1969, Vol. 30,
30- 1' .
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one hand, it videned the capitalist bass, by extending
protection to smell and medium scale industrialists and
rich farmers, on the other, it fitted in wmith the
Gongress atrategy of rnbiliization which enablod the
party to regain popular support.



CHAPTER V

CONCLUSION
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In Indis the nature of state intervention and
governmenttan policy of talteover and nationalisation of
certain sectors of i:he economy 'a s been Anflusnced by the
class interests of the Indian state. State power ultimately
lies in the hands of the capitalist class. Given the
relative wealmess of this class, it cannot puwrsue
indepondent cspitallst development however much it might
want to., In such circumstances, the development of a
state capitalist sector becomes en Instrument in serving
the intersats of thls elass as a whole. This trend towards
state capitalism is s comuon feature smong most newly

emergent nations in the pesat world war perilod,

Following the process of decoloniastion, Indla's
development model was concentrated on the maximum econonmic
growth strategy torough state planning. This growth
strategy laid mejor emphasis on rapid industriaslisaetion
which was to be achisved through a mixed economy. This
meant the establishment of a large public sector alded
by a private sector. OGiven the context of India's
independence and the promises of ths Congress party to
usher in socialism, the state was to play a paternal role
in the growth of the sconomy. Thus the state provided the

i{nfrastructure and ensured the development of daslc

industriesv_
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This step by the government was claimed to be
directed towards the establishment of a soclialist pattern
of soclety. But such a delegation of exceptional rights
to the government, in the development of economy and the
direct control of productive forces, actually meant the
birth of state capitalism in India. The need for state
capitalism was even recognised by the business class, but
its precise form was s result of the class chareacter of
the Indlan state. State power in India is not vested in
one particular class but is based on a coalition of
landlords and the industrial bourgeoisie. State
capitélisnh howaver, had s fundamentzl weakness. On the
one hand, the ruling party had to maintain the bslance
of class coalition (by effectively curbing any constituent
group that became too strong), and to make perilodic
concessions to the expléited, On the other hand, it
.~ ecould not challenge the position of any constituent
group too strongly for that would affect the coliective

strength of the coalision.’

Thus, although the state seemed to transcend all

classes and appear independent, in reality state actlion

1. See: Ranjit Sau, “"Non-Capitalist Path and All That®,

Economie snd Political Weekly, 13 Apri} %9?4; 1.k,
Paranjpe, ¢ sm or State Capitalism®, Economic

and Political Vieekly, Annual nos:, February 19705
Paressh ﬁhattopaahaya: State GCapitelism in Indis,
NModern Heview, March 19704
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was sharply limited and any radical structural reform
was ruled out.

Governmentt's policy towards industrialization and
nationallgzgation, reflected in the Industrial Poliey
Resolutions of 1948 and 1956 clearly shows that it
lacked a substantial radical content. This means thet
Government's policy of'building a State gector was not
prompted by socialistic inelination, but was shaped by
pragmatic considerationé,and pressures from the business
community. It follows logically, that government envisaged
the growth of the state aectcb os complinmentery to
private interests. In no sense 41d it threaten the

interests of private capital.

Nationalisation was often resorted to, for pragmatie
considerations as in the case of the Life Insurance
Corporation and Air Transport. These two sectors were
taken over becsuse they were either inefficlent or

incapsble of funstioning in a private capacity.

The Congress party, attempting %o project a
progressive image, claimed that nationalisatlon was done
in order to ley the foundation of a socialist pattern of
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society. This, however, proved to be msre rhetoric
because government hes not followed any consistent oxr

econcerted policy of nationalisation.

Yet another dimension of this argument is that
these 'takeovers' should be viewed not only as pragmatie
considerations or due to pressure tactics of the dusinessa
class, but as part of the overall strategy of the
Congress. Thus it can be argued that the nature of
the indien stabte, particularly the ruling party,
encouraged the growth of capitalism. Farther the
adoption of state intervention was to develop astate
capitalianm and not to establish any socialist pattern
of soclety. Hence it is important to note certain
features of the Congress atraltegy so as to be sble to
identify the political influence that lay behind the
nationalisation of banks in 1969. vIn an effort to do this,
the study has identified the‘ éevalopinehta betwesn 1966
and 1969 which contributed to the erosion of consensus

and subsequent crumdling of Congreas party structure.

Firgtly, the ecomomic crisls which threatened the
government in 1966 due %o inflation, unemployment,
spirslling prices etc: had made people lose faith in the
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in the party. +This lad to the election debacle in 1867
where the Congress lost its majority for the first time.
It was in reality, = loss of legitimacy for the Congress.
it meant that the Indian people had been radicalised at
least to the extent of understanding the gap between
policy pronouncements and implementations by the

government,

Sscondly, on the political front, impressive
opposition viectories and the continuing power struggle
within the party between the Syndicate and the so-called
‘radical' group, threatsned the party structurestill
further, These conflicts in the party .#ere highlighted
by the ensuing debates sbout why the Congress had
declined as 1s evident from the 1967 elections. Differing
explanatiqna of ths'élection roverses were given by the
 party bosses end lMrs. Gandhi. The senior party leaders
from the Syndicate blamed the government for not implemen-
ting the policies outlined. It was here that Ips. Gandhi's
strategy differed. Rather than overtly accuse the
Syndicate as the cguse for the decline, she converted the
political battle into an ideclogical clesh in order to

$golate and condemn them as conservaetive or reactionary
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elements standing in the way of social progress. 5She
dramatised the failure of the Congress to deliver the
goods and argued for an overhaul of the party program
and strategy.

This waes to be done by rejuvenating it with s new
program. The progremme was & restatement of what the
party was anyhow committed to, however Mrs. Gandhi tried
to operationalize the newness of the Congress programme

by emphasizing nationalisation of banks.

This wss indeed & clever move because of the known
opposition of conservatives led by Desal to the nationsli-
sation proposed. At the same time, 1t highlighted the
government's radical intsntions of implementing long
standing socialist promiseg. Netlonalisstion issue was
e well chosen one to make the point es £ would appear
to axe the business and assuegs the middle and smell
while at the s=me tims attrecting the popular attention

towards such a neasure,

Further, the swift snd dratic manner in which
nationalisation was dons {through a Presidential Ordinance)
tdentified Mrs. Gendhi with this radiesl decision and
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robbed others of taking any credit for a proposal which
they haed supported. Nationallisation was in effect a
populist strategy of mobilization well articulated and

was used to gather masa support. As s matter of fact it
vindicsted HMpra. éandh&'a understanding that nationslisation
issue would generate good will and éhthusiasm end led to
the great success of the Congress in the 1971 General

Elections.

Thus, nationalisation of the fourteen commercial
banka was & major decision which was used to justify both
the split and to reassert the dominance of the party. The
decision to natlionalise banks was taken by irs. Gandhi,
provoking the Congresgs vorking Committee (or the Syndicate),
in order %o regain her iegitimacy snd remain the supreme
leader of the party and, at the ssme time, to mobilise
populer support. An 1deologicsal orientation was given
to this decision in order to widen the FParty's mass base.
An understanding of the need for a popular ideology gave
¥ra., Gandhi's group an undisguised advantasge over other

political parties, as the 1971 General Elections proved,
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APPERDIX I

THE BANKING COMPANIES (AOQUISITION AND TRANSFER
OF UNDERTAKINGS) ACT, 1969

(No. 22 of 1968)
| 9th August, 1969

an Act to provids for the acquisition end transfer
. of the undertekings of certaln banking companies in order

to serve better the Tnoeds of development of the sconomy

in conformity with matiocnal policy and objectives and for

matters connected therewith or incidental thereto.

Be it enacted by Parliasment in the Twentieth
Year of the Republlc of Indis as follows:

CHAPTER I
Preliminary

e Short title and cormencement: (1) This Act may
be called the Banking Compmnies (Acquisition and Transfer
of Undertekings) Act, 1966.

{(2) It shall be deemed to have come into force on

the 19th day of July, 1969.
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2., Definitions - In this Acﬁ, unleas the context otherwise

requires:

{8) "banking company™ does not include a foreign
company within the meaning of Section 581 of the
Companies Act, 1958,‘(1 of 1958);

(v) “corresponding new bank"™, in relation to an
existing bank, means the body corporate speci-
fied againat such bank in column 2 of the First
Schedule;

{e) ™ocustodisn®™ means the person who becomes, or is
appointed, a Custodian under Section 10;

{(4) "existing bank™ means a banking company specis
fied in colum 1 of the First Schedule, being a
Company the deposits of whieh, eas shown in the
return as on the last Friday of June, 1969,
furnighed to the Reserve Bank under Section 27
of the Banking Regulation Act, 1949, (10 of
1949), were not less than rupees fifty crores;

{e) "preseribed" means prescribed by rules made
under this Act;

{£) "tribunal® means a Tribunal constituted under
Section 73

(g) words and expressions used herein and not
defined but defined in the Banking Regulation
Act, 1949 (10 of 1949), have the meanings
respectively assigned to them in that act.
CHAPTER IIX
Transfer of the Undertakings of Existing Bmks
3¢ Establighment of corresponding new banks and business
thereof : (1) On the commncement of this Act, there shall
be constituted such corresponding new banks as are specified

in the First Schedule,
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(2) The patdeup capital of every corresponding new
bank constituted under sub-section (1) shall, until any
provision 1s made in this behalf in any scheme made under
Section 13, be equal to the paid-#p capital of the existing
bank in relaticn to which it 1s the corresponding new bank.

9 (3) The entire capital of each corresponding new bank
shall stand vested in and allotted to the Central Government.

{4) EBvery corresponding new bank shall be a body
corporate with perpetual succession and a common seal end

shall gue nnd becsued in-its :hame.

A (5) Bvery corresponding new bank shell carry on and
‘trangact the business of banking as defined in clause (b)
of Ssction 5 of the Banking Regulation Act, 1949, (10 of
1949), #nd mey engage in one or more forms of business
specified in sub-section (1) of Section 6 of that Act, and
shall have power to acquire and hold property, whether
movable or immovgble, for the purposes of its dbusiness and

to dispose of the same,

{8) Every corresponding new bank shall establish a
reserv; fund %o which shall be transferred the share premiums
and the balance, if any, standing to the credit of the
existing Sank in relation to which it is the corresponding
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new bank, end such further sums, if eny, as msy be
- transferred in accordance with tﬁa provisions of Section 17
of the Banking Regulation-Act, 1949, (10 of 1849),

4. Undertaking of existing banks to vest in
corresponding new banka: On the commencement of this act,
the undertaking of every exlisting bank shall be transferred
to, and shall vest in, the corresponding new bank,

S, (Qeneral effects of vesting : (1) The undertalting
of o#ch existing bank shall be deemed to include all assets,
rights, powers, suthorities and privileges and all property,
movable and immovable, cash balances, reserve funds, investe
ments and all other rights and interests arising out of such
property as were immedlately beraré the commencement of this
Act in the ownership, possession, power or control of the
existing bank in relation to the undertaiking, whether within
or without india, amd all books of acecounts, registers,
records and all other documents of whatever nature relating
thereto and shall also be deemed to include all borrowings,
1iabilities (including contiﬁgent 1iebilities) and obli-
gations of whatever kind then subsisting of the exlsting
benk in relation to the undertalking.

. {2) If, sccording to the laws of any country outaide
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Indie, the provisions of this Act by themselves are not
effective to transfer or Vest any aséet or liasbility
situated in that country which forms part of the under-
taking 6f an exiasting bank, to, or in, the corresponding
new bank, the affairs of the existing bank in relation to
such agset or liaebility shell, on and from the commence=
ment of this Act, stand entrusted to the Chief Executive
O0fficer for the tlma being §f the corresponding new bank,
and the Chief Bxecutive Officer may exerclse all powers
and do all such acts and things as may be exercised or
done by the axisting bank for the purpose of effectively
transferring such assets and discharging such lisbilitiles.

(3) The Chief Executive Officer of the corresponding
new bank shall, in exercise of the powers conferred on him
by sub-section (2), take all such steps as may be required
by the laws of any such country outslde Ipdia for the
purpose of effecting such transfer or vesting, and may
either himself or through any person authorized by him in
this behelf realise any ssset and discharge any liability

of the existing bank.

(4) DNotwithstanding anything contained in sube.section

(2), on the commencement of this Act, no person shall make
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any claim or demand oﬁ take any proceeding in India
against any existing bank or any person acting in its

name or on its behalf except in so far as may be necessary
}far enforcing the provisions of this section or except in
so far as it relates to any offence committed by such

persone.

(6} Unless otherwise expressly provided by thia Act,
all contracts, deeds, bonds, egreements, powers of
attorney, grants of legal representation and other instru-
ments of whatever nature subsisting or having effect
immediately before the commencement of this Aet and to
whieh the existing bank is a party or which are in favour
of the existing benk shall be of as full force and effect:
agn;nat or in favour of the corresponding new bank, and may
be enforced or acted upon as fully and effectually as if
in the place of the sxisting bank the corresponding new
bank had been a party thereto or as if they had been

issued in favour of the corresponding new bank.

{6) 1If, on the date of commencement of this Aet, any
unit, appesl or other proceeding of whatever nature is
pending by or against the existing bank, the same shall
not sbate, be discontinued or be, in any way, prejudicially
affected by reason of the transfer of the undertaking of
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the existing bank or of anything contsined in this Act,
but the sult, appeal or other procesding may be continued,
prosecuted and enforced by or sgainst the corresponding

new bank.,

{7) Nothing in this Act shall be conatrued as
epplying to the assets, rights, powers, authorities and
privileges and property, moveble and immovable, cash
balances and investments in sny country outside India
{and other rights and intercats arising out of such
property) of any exlating bank operating in that country
1:. under the laws in force in that country, it is not
permigssibleo for a banking company, owned or controlled by

Government, to carry on the business of banking there.

CHAPTER IIIX

Payment and Deterwination of Compensation

6. Payment of Compensation: (1) The Central Govern-
ment shall give compensation to each existing bank for the
acquisition of 1ta undertaking and such compensation shall
be deternined in eccordance with the principles specified

in the Socond Schedule and in the manner hereinafter set

out, that is to say:



(a)

(b)
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there the amount of compensation can be fixed
by agreement, it shall be determined in
accordance with such agreement;

#here no such agreement can be reached, the
Central Government shall refer the matter to
the Tribunal within a period of three months
from the date on which the Central Government
end the existing bank fail to reach an agree-
ment regarding the amount of compensation.

Rotwithstanding that sepasrate veluations are

caleculated under the principles specified in the Second

Schedule in respect of the several matters referred to

therein, the amount of compensation to be given sghall be

deemed to be & single compensation to be given for the

undertaking as a whole.

{(3)

The amount of compensation determined in

accordance with the foregoing provisions shall be pald to

cach exlsting bank, as 1ts option:

{a)

{v)

In ssleable or otherwiss tranaferable promissory
notes or stock certificates of the Central
Government, issued and repayable at par, and
maturing at the end of ten years from the date

of commencamsnt of this Aet ané carrying interest
at the rate of four and a half per cent, per
annum; or

in salesble or otherwise transferable promlssory
notes or stock certificates of the Central
Govermment, issued and repayable at par, and
maturing at the end of thirty years from the
date cf commencement of this Aet and carryling
intereat at the rate of f{ive and a hslf per
cent, per annumj oOr
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{(c) partly in such number of sscurities specified
in clsuse {a) and partiy in such number of
securities apecified in clsuse (b), as may be
required by the existing bank.

(4) fThe option referred to in sub-section (3) shell
be exercised by every existing bank within three months
from the commencement of this Act (or within such further
time, not exceeding three months, as the Central Government
may, by notification in the Official CGagzette, specify) and
the optlon go exercised ghall be final end ghall not be

altered or rescinded after it has been exercised.

{8) An sxisting bank which onits or falla to
exercise the optinn referredéd to in sub-section {3), within
the time specified in sub-saection (4) shall be decmed to
have exercised its option in favour c¢f the securities

specified in c¢lauge (8) of sub-scction (3).

{6) UNotwithstanding anything contained in this
section sny existing bank may, before the expiry of three
months from the commencement of this dct f{or within such
further time, not exceeding three months, as the Central
Government may, by notification in the 0fficial Gagette,
spe8ify) apply to the Central Govermment for an interinm
payment of one-half of the amount of its peid-up share

capital and thereupon the Central Government shall, if
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the existing bank agrees in writing to diatribute the
amount so paid to its share-holders in accordance with
their rights and interests, pay the same to the existing
bank in securities specified in sub-section (3) in
accordance with the option exercised, or deemed to have
been exercised, under sub-mction (4) or sub-section (&),
gg the case may be:

Provided that where the Central Government makes

an interim paymaent under this section, it shall

pay to the existing bank by a chegue drawn on the

Reserve Bank such sum ag would enable the existing

bank to distribute:

(s} 3in cash one-half of the amount paid-up on the

ghares, held by a person if one-half of the
amount pald-up on the shares held by such a
person does not exceed five thousand rupees; &

{b) where one half of the amount paid-up on the

shares held by a person exceeds flve thousand
Tupess, such sum as would enable the exlsting
bank to pay to the holder of such sheres a
sum of five thousand rupees in cask and the
balance of one~helf of the emount paid-up on
the sharas held by such person in securities
spocified in sub-section (3).

{(7) The interim payment made to sn existing bank
shall be sot off sgainst the totel amount of the compen-
sation payable to it under this Act and the balance of the
compensation remaeining outstanding after such payment

shall be given to the existing bank in securitles specified

in sube-section (3) in accordance with the option
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exorcised, or deemed to have been exercised under

sub~-gection (4) or sub-section (5), as the cass may be.

(8) ‘Mhere the smount of compensation, payable in
the form of securities under this section iz not a
rmultiple of one hundred rupees, any excesa over the
highest such multiple shall be pald by 2 cheque drawn

on the Reserve Bani,

{(3) Nothing contained in sub-section (2) shell
affect the rights inter se between en existing bank and
any other person who may have an interest in such bank
and such other person shall be entitled to enforce his
interest against the campehsation awarded to the existing
bank but not against the Centrasl Government or the
corresponding nev bank.

7. Congtitution of the Tribunml: (1) The Central
Government may, for the purposes of this Act, constitute
one or noere Iribunals sach of which shall consist of a

Chairman and twe other members,

{2} The Chairman of & Tribunal shall be a person who
is, or has been, a Judge of a High Court or of the
Supreme Court, and, of the two other members of aTribunal,

one shall be e person who, in the opinion of the Centrel
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Government, has had experience of banking snd the other
shall be & person who is a Chartered Accountant within
the meaning of the Chartered Accountants'® Act, 1949

(36 of 19490).

(3) 1If, for any reason, a vacancy occurs in the
office of the Chairman, or any other member of a Tribunal,
the Central Government may fill the vacency by appointing
another person thereto In accordance with the provisions
of sub-section (2) anﬁ any proceeding may be continued
before such Tribunal so constituted from the astage at

which the wvacency had occurred.

{4) A Tridbunsl may for the purpose of determining
any compensation psayable under this Act, choose on® op
more persons having aspecial knowledge or experlence of any

relevant matter to assist it in the determination of such

compengation.

8. Tribunel to have powers of e Givil Courtsy Every
Tribunal shall have the powers of a Civil Court while
trying a suit under the Code of Civil Procedure, 1908,

(5 of 1908), in respect of the following matiers, nemely:

{(a) summoning asnd enforcing the attendance of any
person and examining him on oath;
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{b) requiring the discovery snd production of
documents;

{c) reecoiving evidence on affidavits;

(d) 1issuing commissions for the examina.tion\qt
witnessea or documents.

f. Procedure of the Tribunsl: (1) Every Tribunal

shall have power to regulate its own procedurs.

{2) Every Tribunsl masy hold the whole or any part

of its inquiry in camera.

{3) Any amen@iriental or clerical error in any order
of a Iribunal or sny error arlsing therein from an
eccidental sllp or omission msy, at any, bo corrected by
guch Tribunal either of its own motion or on the appli-

cation of any of the parties.

CRAPTER IV

Hanegoement of Corresponding Rew éanka

10. Head 0ffice and franches: (1} The heud office
of each corresponding new bank shell be at such place as
the Central Government may, by notification in the O0fficlal
Gazette, ap cify in this behalf, and, until any such place
48 so specified, shall be at the pleace at which the head
office of the exlsting bank, in relation to which it is
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the corresponding new bank, is on the date of the. commence~
™~

ment of this Act, located. >

(2) The generd superintendence and direction of the
affairs and business of s corresponding new bank shall
until any provision to the contrary is made under any
scheme made under 3ection 135, vest in a Custodian, who
shall be the Chief Executive Officer of that bank and may
exercize all powvers and do all acts and things as may be

axercised or done by that bank.

{3) The Chalrman of the existing bank holding office
a8 such immediately before the commencement of this Aet,
shall be the custodian of the correspording new bank and
shall receive the same emoluments as he was receliving
Immedlately before such commencemsnt:

Provided that the Central Government may, if ths
Chairman of an existing bank declines to become, or
to continue to functlion as, a custodian of the
corresponding new bank, or, if it ig of opinion that
it is neceasary so to do, appoint any other person
as the custodian of a corresponding new bank and

the custodian so appointed shall receive such emolu-
ments, as the Central Government may specify in this

behall,

(4) %“ho Custodian shall hold office during the

pleasure of the Central UGovernment.
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11. Corresponding new bank to he guided by the
dirsctions of the Central Govermment: (1) Every corres-
ponding new bank ghall, in the discherge of 1ts functions,
be gulded by such directions in regard to matters of policy
involving public interest as the Central CGovernment may,
efter consultation with the Governor of the Reserve Bank,

give.

{2) I1f any gquestion ariscs whether g directiion
relatss teo a matter of policy involving public interest, 1t
shall be referred tc the Central Government ané the deciaion

of the Jentral Government thereon shall be final.

12. Advisory Board to aid and advise the Custodien:
(1) There shall be an Advigory Boerd to ald snd advise the
Custodian in the disncharge of hls duties:

Provided that the adviscry Poerd shall te dissolved

on the constitution of a Board of Directors im

pursuancs of a scheme made under clause {(b) of

sub-gection (2) of Section 133

Provided further that the Central Government mmy, 1if

it is of opinion that it 1s necessary so to do,

dissclve that Advisory Board at any other time.

(2) The advisory Board shall consist of representative
of the following, namely, the depositeors of the correspon-
ding new bank, employees of such bank, farmers, wWorkers and

artisans, to be elected in such manner and by such
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authority as mey be prescribed, and shell also consist of

such other persons as the Central Government may, by
N\
notification in the Official Gagzette, appoint.

-~

Power of Central Government to make scheme: (1) The
Central Government may, after consultation with the
Reserve Bank, mske a scheme for carrying out the provisions
of this Act.

{2) 1In particular, and without prejudice to ths
generality of the Toregoing power, the sald scheme may
provide for all or any of the following matters, nemelyt

(a) the capital structure of the corresponding new
bank, so however that the paid-up capitael of
any such bank shall not be in excess of rupees
fifteen crores;

{b) the constitution of the Board of Directors, by
whatever name called, of the corresponding new
bank and all such matters in connection there-
with or incidental thereto as the Central
Government msy consider to be necessary or
expedient;

{c) the reconstitution of any corresponding new
bank into two or more corporations, the amalga-
mation of any corresponding new bank with eny
other corresponding new bank or with ancther
banking institution, the transfer of the whole
or any part of the undertaking of a corresponding
new bank to any other banking institution or
the transfer of the whole or any part of the
undertaking of any other banking institution
to a corresponding new bank,

{(d) such incidental, consequential and supplemental

matters as msy be necessary to carry out the
provisions of this Act.
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(3) Every Board of Directors of a corresponding
new bank shall include representatives of the following,
namely the depositors of such bank, employees thereof,
fermers, workers and srtisans, to be elected or nominated
in such manner as may be specified in the scheme made

under sub-gsection (1).

(4) The Central Government may, after consultation
with the Heserve ank, make a scheme to smend or vary any

scheme made under sub-section (1).

CHAPTER V

Iliscellansous

14, Closure of accounts and dlisposal of profits:
(1) Every corresponding new bank shall cause its books to
be closed and balanced on the 31st day of Decembsr of each
year snd shall sppoint with the previeus approvai of the

Reserve Bank, auditors for the audit of its accounts.

(2) Every auditor of a corresponding new bank shall
be a person vho is qualified to act as an auditor of a
company under Section 226 of the Companies Act, 1956,
(1 of 1956), and shall receive such remuneration as ths
feserve Bank may fix in consultation with the Contral

Government
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Every suditor shall be supplied with a copy of

the anmal balance~-sheet and profit and loss account and

liat of all books kept by the corresponding new Bank, and

it shall be the duty of the auditor to examine the balance-

sheet and profit and loss account with the accounts and

vouchers relating thersto, and in the m rformance of his

duties, the auditors:

{a)

{v)

{e)

(&)

shall have, at all reasonable times, access to
the books, asccounts snd other documents of the
corresponding new bani;

ey, at the expense of the corresponding now
bank, employ accountants or other persons to
assist him in investigating such accounts; end

may, in relation to such accounts, exemine the
custodian or any member of the Advisory Board
or any officer or employee of the corresponding
new bank,

Every auditor of a corresponding new bank shall

make a report to the Central Government upon the annual

balance-gheet and accounts and in every such report shall

atates

{a)

{v)

whether, in his opinion, the balance-sheet 1s

a full and fair balance-gheet contelning all
the necessary particulers and is properly drawn
up so as to exhibit a true and falr view of the
affnirs of the corresponding new bank, and in
cagsé he hed called for any explanation or
information, whether it has been given and
whether it 1s satisfactory;

shether or not ﬁhe transactions of the corres-
ponding new bank, which have come to his notice,
have been within the powers of that bank;
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(¢c) whether or not the returns received from the
offices and branches of the corresponding new
bank have been found adequate for the purpose
of hisg audit;

(d) whether the profit and loss account shows a true
balance of profit or loss for the period covered
by such account; and

(e) eny other matter which he considers should be
‘brought to the notice of the Central Government.

{8) The report of the auditor shsall be verified,

signed and transmitted to the Central Government in such

manner as may bs prescribed.

(6) The auditor shall sc forward a copy of the sudit
report to the corresponding new bank and to the Reserve Bmk.

{7) After making provision for bad and doubtful debts,
depreciation in assets, contributions to steff and supere
ennuation funds and all other matters for which provision
is necessary under any law, or which are usually provided
for by banking companies, a corresponding new bank shall
transfer the balance of profits to the Central Government.

16. HRemoval from office of Directors, etc: Every
person holding office as Chairman, managing or whole~time
dlrector of sn existing bank shall, on the commencement of
this Act, be deemed to have vacated office and every other

director of such bank (hereinafter referred to as the
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continuing directors) shall, until directors ere duly

elected by such exlsgting bank, be deemed to continue to
hold such office.

(2)

Until the Bosrd of Directors of an existing bank

i3 duly constituted by it, the continuing directors shall

be deemed to constitute its Board of Pirectors {(hereinafter

referred to as the 'continuing board') and the Board of

Directors or the continuing bosrd, as the case may, may

inkzs transact all or any of the following business, namely:

(a)

(v)

{c)

(4)

{e)

(3)

registration of the transfer or transmission
of shares;

arriving at an agreement about the amount of
compensatlon payable under this Act or appearing
before the Tribunal for cbtaining a determinae-
tion as %o the anmount of compensation;

distribution to each shareholder of the amount
of compensation received by it under this Act for
the ecquisition of 1ts undertaking;

carrying on the business of banking in any
country outside Indis if under the laew in force
in that country any benk, owned or controlled by
Government, iskprohibited from carrying on the
busineas of banking there;

carrying on any business other themn the business
of banking.

The Board of Directors of an existing bank, or

its continuing Board, as the case may be, may suthoriae all

such expenditure as it may think fit for discharging any of



the function referred to in subnsection {2) and the Central
Govermment may suthorigze the corresponding new bank to make
an advence of the amount required by the existing bank in
connections therewith and any amount so sdvenced ghall be
recouped from out of the compensation myable to the
exlsting bank under this Act,

(4) Seave as otherwise provided in sub-section (1) all
officers and other employees of an existing bank shall
become on the commencement of this Act, officers and
employees of the corresponding hew bank and shall hold
their offices or services in that bank on the same terms
and conﬁiti&ns and with the same rights to pension, gratulty
and other matters as would have been admissible to them
if the undertaking of the existing bank had not been
transferred to and vested in the corresponding new bank
and continue to do so unless sand until their employment
in the corresponding new bank is terminated or until thelr

remuneration, terms of conditions are duly altered by the

corresponding now bakk,

(5} For the persons who immediately before the
commencement of this Act were the trustees for any pension,
provident, gratulty or other 1like fumd constituted for the
officers or other employees of an existing bank, there shall
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be substituted as trustees such pr ™ons as the Central
Uovermment may, by general or special order, specify.

»
(8) Fotwithstanding anything contained in the Indus-

trial Disputes Act, 1947 (14 of 1947), or in any other law
for the time being in force, the transfor of the services
of any officer or other employee from an existing bank to a
corresponding new bank shall not entitle such officer or any
other employee to any compensation under this Aet or any
éthar law for the time being in force and ne such claim
shall be entertained by any court, tribunsl or other
authority.

16. o©Obligations 2s to fldelity and secrecy: Every
corresponding new benk shall observe, except as otherwise
required by lav, the practices and usages customary emong
bankers, and, in particuler, it shsll not divulge any
information relating to or to the affairs of its consti-
tuents except in circumstances in which it i35, in
accordance with lav or practico and usage customary among
bankers, necessary or sppropriate for the corresponding
new bank to divulge such information.

(2) Every director, member of a local board of a
committee, or suditor, eadviser, officer or other employee

of a corresponding new bank shall, before entering upon



148

his dutles make a declaration of fidelity end secrecy in
the form set out in the Third Schedule.

(3) Every custodian of a corresponding new bank
shall, as soon as possible, make a da;laration of fidelity
and secrecy 1in the form set ocut in the Third Schedule.

{17. 17. Custodian to be a public servant: Lvery custo-
dian of a corresponding new bank shall be deemed toc be a
public servent for the purposes of Chapter IX of the Indian
Penal Code (45 of 1860),

18. Certain defects not to invelidete acts or pro-
ceedings: (1) All acts done by the custodian, acting in
good faith, shall, notwithstanding any defect in his appointe

ment or in the procedure, be valid,

(2) No act or proceeding of any Board of Directors
or a local board or committee of a corresponding new bank
shall be invalid merely on the ground of the existence of
any vecancy, or defect in the constitution of, such board

or committee, s the case may be.

{3) All acts done by a person acting in good faith as
a director or member of g local board or committee of a

corresponding new bank shall be velid notwithstanding that
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it may afterwards be discovered that his appolintment was
invalid by reason of any defect or disqualification or had
terminated by virtue of any provision conteined in any

law for the time being in force:

Provided that nothing in this section shall be deemed

to give velidity to any ect done by a director or

member of a local board or committee of a rorrespone
ding new bank after his appolntment has been shown

to the corresponding new bank to be 1invalid or to

have terminated.

18. Indemnity: (1) Every Custodian of a correspon-
ding new bank and every officer of the Central Government and
of the Reserve Bank and every officer or other employee of a
corresponding rs v bank, shall be indemnified by such bank
against all losses and expenses incurred by him in or in

relation to the discharge of his duties except such ashave
besen caused by his own willful act or default.

(2) A director or member of a local board or committee
of a corresponding new bank shall not be responsible for
any loss or expense csused to such bank by the insufficlency
or deficiencﬁ of the value of, or title to, any property
or security acquired or taken on behalf of the correspon-
ding new bank, or by the 1nsdlvency or wrongful act of
any customer or debtor or by anybhing done in or in
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relation to the execution of the duties of his office,
unless such loss, expense, Insufficiency or deficiency
was due to any wilful act or default on the part of such

director or member.

20. References to existing banks on and from the
comuencement of this Act: Any reference to any existing
bank in any law, other than this Act, or in any contract
or other instrument shell be consttumd as a réference to

the corresponding new bank iIn relation to 1t:

Provided that nothing in this section shsll epply
to an existing bank in relation to any business
which it may, notwithatanding the provisions of
Section 4, carry on.

21. Dissolution: Bo provision of law relating to
winding up of corporations shall apply to a corresponding
nev bank and no corresponding new bank shall be placed in

liquidation save by order of the Central Government and

{n such mammer ss it may direct.

20, Power to make rules:! (1) The Central Government
may, by notifiecation in the Officlal Gazette, make such
rules as 1t may think fit to carry out the provisions of

this Act.
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{2) In particular, and without prejudice to ths
generality of the foregoing powers, such rules may provide
for all or any of the following matters, namelys

{a) the manner in which the business of the
Advisory Board shell be transacted and the
procedure to be followed at the meetings thereof;

(b) fees and allowances which may be paid to members
of the Advisory Board for attending any meebings

of the Board or of any committee that may be
constituted by the Bosrd;

{e) the formation of sny committee whether of the
Advisory Board or of the corresponding new bank
and the delegation of powers and functions to
such commitiees:

(d) any other matter which is required to be, or
nay be, prsscribed.

25. Rules and schemes tc be lald before Parliament:

Every rule and svery schems made by the Central Government
under this Act shall be lald, as soon as may bs, after it is
made beforg each Houae of Parlisment while it is in session
. Tor a total perlod of thirty days which may be comprised

in one session or in two successive sessions, and if, before
the expirty of the session in which &t 1s so lald or the
gsession immediately following, both Houses agree in makling
any modification in the rule or scheme or both Houses sagree
that the rule or scheme schould not be made, the rule or
scheme shall thereafter have effect only in such modified

form or be of no effect, as the casé may be; 30, however,



o

that any such modification or snnulment shall be without
prejudice Lo the validity of anything previously dene under

that rule or schems, s the cnse may be,

24. Power to make regulationss (1) The Board of
Directors of a corresponding new bank may, after consultetion
with the Reserve Bank and wlth the previous sanction of the
Contral Government, make regulationsg, not Iinconslstent with
the provisions of thias Act and any rule or scheme made
thereunder, to provide fzr all matters for which provision
13 expedient £ar Phe purpose of gilving effect to the provision

of this Act.

{(2) In particulsr and without prejudice to the
generality of the foregoing power, the regulatlions may

provide for all or any of the followlng metters, namely:

{(a) the powers, functions and duties of local bosrds
and restrictions, condlitlons or limitations, 1if
any, subject to which they may be exercised or
performed, the formation and constitution of
locsal committees and committees of local board
(includt the number of members of eny such
comnittee}, the powers, functions and dutles of
such committees, the holding of meetings of local
committees and committeces of local boards and
the conduct of businesas therest;

(b) the monner in which the business of the local
board shall be transacted and the procedure in
connection therewith;

{c} the delegation of powers and functions of the
Board of Directors of a corresponding new bank
to the goneral manager, director, officer opr
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other employee of that bank;

the conditions or limitations sublp ¢t tc which the
corresponding new bank may sppoint officers,
advisers and other employees and fix " thelir remune-
retion and other terms and~¢anditlonstbf service;

. —
the duties and eonduct of offilcers, advisers
azgkather omployees of the corresponding new
bank;

the establighment and maintenance of superane
amaation, pension, provident or other funds for

the benefit of offiecers or employees of the corres
ponding new bank or of the dependents of such
officers or empboyees and the granting of supsr-
annuation allowances, annuities and pensions payabe
le out of such fundsj

the conduct snd defence of legal proceedings by
or against the corresponding new bank and the
manner of signing pleadings;

the provision of a sesl for the corresponding
new bank and the manner and effect of its use;

the form and manner in vhich contracts binding
on the corresponding new bank may be executed;

the conditions and the requirements subject to .
which loans or advances may be made or bills may
be discounted or purchased by the corresponding
new bank;

the persons or authorities who shall administer
ay pension, provident or other fund constituted
for the benefit of officers or employees of the
gorresponding new bank or their depenent;

the preparation and submission of statement of
programmes of activities and financlal statements
of the corresponding new bank and the period for
vhich and the time within which such statements
and estimates are to be prepared and submitted;
snd

generally for the effliclent conduct of the affairs
of the corresponding new bank.
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(3) Until eny reguletion is made under sub-section(i),
the articles of association of the existing bank and every
regulation, rule, bye-law or order made by the’axistlng bank
shall, if in foree at the commencement of this Act, be deemed’
to be the regulations made under sub-section (1) and shall
have effect accérdingly and any reference therein to any
authority of the existing bank shall be deemed to be a ierare-
nce to the corresponding authority of the corresponding new
bank and until eny such cerresyonﬁing euthority 1s consti-
tuted under this Act, shall be deemed to refer to the
Custodian,.

{£58) Amendment of certain ensctments : (1) In the
Banking Regulation Act, 1949, (10 of 1949 )3

{a) in Section 34-A7, in sub-section (3), for the
words "and any subsidiery bank", the words,
figures and brackets "a corresponding new bank
constituted under Section 3 of the Banking Com
panies (Aquisition and Transfer of Undertakings)
Act, 1969, and any subsidiery bank® shall be
substituted;

(b) in Section 36-4D, in subesection (3) for the
words "and any subsidiary bank", the words,
figures and brackets ™a corresponding new bank
econstituted under Section 8 of the Banking

Companies {Acquisition and Trangfer of Under-
takings) act, 1969, and any subsidiary bank"
shall be substituted;

{(¢) 4in Section 51, for the words “or any other
banking institution notified by the Central
Government in this behalf" the words, figures and
brackets "or any corresponding new bank consti-
tuted under Section 3 of the Bm king Companies
{Acquisition snd Transfer of Undertakings) Act,
1968, or any other banking ingtitution notified

by the Central Goverrnment in this behalf"™ shall
be substituted;
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(d} in the Fifth Schedule, in padt I of paragraph 1
after clguse (e), the following Explanations shall
be ingerted namelys

Explanation 1: For the purposes of this clause,
"value™ shall be deemed to be the market value

of the lend or bulldings, btut where such market
value exceeds the ascertalned value, determined
in the manner specified in Explanation £, shall
be deelied to mean such ascertained vglue.

Explanation 2: Ascertained value shall be equal to:

{4) in the case of any buillding (including the
land on which it is erected or which is appurts-
nant thereto) which is wholly occupled on tie
appointed dgy, twelve times the emount of the
amusl rent or the rent for which the building
may reasonably be sxpected to be let out from
year to yesar, after deducting from such rent:

(1) one-sixth of the amount thereof on account of
maintenance and repairs,

{11)the amount of arny annusal premium paid to
insure the bullding against any risk of damage
or destruction,

{111) where the building is subject to eny annual
charge, not being a2 cppltal charge, the amocunt of
such charge,

(iv) whers the building is subject to a ground
rent, the amount of such ground rent,

(v) where the building is subject to a mortigage
or other co & al charge, the smount of intereat
on such mortgage or charge,

{vi) where the building has been esquired, conse
tructed, repaired,renewed or re-constructed with
borrowed capital, the amount of any intersst
payable on such capital, and
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(viil) any sums pald on account of land revenue or
other taxes in respect of such building;

{B) in the case of any building {(including the lend on
which it is »rected or which 1a appurtenant thereto)
which is partially occuplied on the appointed day, the
vd us of the portion which is occupied, ascertalned
in accordance with the provisions of sub-clause (4)
{the deductions under sub-clsuse (11) to (vii) being
made on & proportionate basis) and multiplied there-
after by the ratio which the entire plinth area of the
building bears to the plinth area of the portion of
the bullding which has been cecupled or let ocut;

(C) in the case of any land which has no bullding
erected thereson or which is not appurtenant to any
building the value, determined with reference to the
prices at which ssles or purcheses of similar or
comparable properties have been made duwring the
period of three years immedlately preceding the
appointed day, by instruments registered under ths
Indian Registration Act, 1908, (16 of 1908) in the
city, town or village wnere such land is situated.
{2) In the Industrial Disputes Act, 1947, (14 of

1947), in Section 2, in clause (bb), for the words “and

any subsidlary bank™, the words, figures and brackets "a
correaponding new bank constituted under Section 3 of the
Banking Companies {Acquisition and Transfer of Undertakings)

Act, 1969, and any subsidiasry bank" shall be substituted.

{3) In the Banking Companies (Legal Practitioners!
Clients' Accounts)} Act, 1949. (46 of 1949), in Section 2,
in clause {a)}, for the words "snd sny subsidary bank", the
words, figures and brackets "a corresponding new bank
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constituted under Section 3 of the Banking Companies

{Acquisition and Transfer of Undertskings) Act, 1969, end

any subsidiery bank"™ shall be substituted.

{4) In the Deposit Insurance Corporation Act, 1961,

{47 of 1961):

{a) 1in Section 2:

(5)

(1)

(11)

after clause (e), the following clause
ghall be ingerted, namely:

*(ee) "corresponding new benk" means
a corresponding new bank constlituted under
Section 3 of the Benking Companies (Acqui-~
sition end Transfer of Undertakings) Act,
196973 f

Sgction 13 shell be re-numbered as sub-
gsection {1) thereof and after sub-section
(1) as so re-numbered, the following sub-
section shall be inserted, namelys

"{2)} The provisions of clauses (a),.
(b), (¢}, {(a) and {(h) of sub-section (1)
shell apply to a corresponding new bank|
as they apply to a building company.® '

In the State Agricultursl Credit Corporations

Act, 1968 (60 of 1968):

(a)

{b)

in Section 2, after clause (1), the following
¢clause shall be inserted, namely:

'(11) "eorresponding new bank" means a

corresponding new bank constituted under Section
3 of the Banking Gompanies {Acquisition and
Tranasfer of Undertakinga) Act, 1969;

after the words "subsidiary banks" or "subsi-
diary bank", as the ease may be, occurring in
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clause {d4) of sub-section (3) of Seection 5, in
clause (b) of Section 9 and in the proviso to
Sectian 18, the words “"wrresponding new banks"™
or "corresponding new bank", as the case may
be, shall be inserted.

26. Removal of difficulties: If any difficulty
arises in giving effect to the provisions of this Aet, the
Central Uovernment may make such order, not inconsistent
with the provisions of this Act, as may appear to it to be
necessary for the purpose of removing the difficultys

frovided that no such power shall be exercised after

the expiry of a period of two yesrs from the
comaoncenent of this Act.

27. Hepeal and saving: (1) The Banking Companies
{Acquisition and Transfer of Undertakings) Ordinence, 31869

(8 of 1989}, 1s hareby repealed.

{(2) Hotwithstanding such repsal, anything done or
any action taken, including asny order made; notificetion
fssued or direction given, under the sald Ordinance shall
be deemed to have besn done, takon, made, lasued or given,

as the case may be, under the corresponding provision of

this Act.
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(3) Bo action taken or thing done under the
sald Ordinence shall, ifit is inconsistent with the
provisions of this Act, be of any force or effect.

{4) HNotwithstanding snything contained in the .
Banking Companias {Acquisition and Tranafer of Under-
tekings) Ordinence, 1969, no right, privilege, obli-
gation or 1leblility ghsll bLe deemed to have been

acquired, aecrued_cr incurred thereunder,



THE FIRST SCHEDULE

{(See Sections 2,3 and 4)

COLUMN 1

COLUMN 2

Existing bank

Corresponding new bank

The Central Bank of India
Iimited )

The Bank of Indis Limited

The Punjab National Bank
Limited

The Bank of Baroda Limited

The United Commercial Bank
Limited

Canars Bank Limited
UnitedBenk of India Limited
Dena Bank Limited

Syndicate Bank Limited

The Union Bank of India
Limited

Allshabad Bank Limlted
The Indian Bank Limited

The Bank of Maharashtra
Limited

The Indian Overseas Bank
Limited

Centrd Bank of India

Bank of India
Punjab National Bank

Bank of Baredas

Onited Commerciasl Bank

Canara Bank

United Bank of India
Dena Bank

Syndicate Bank
Union Bank of India

Allshabad Bank
Indian Bank
Bank of Hpharashirsa

Indian Overseas Bank
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THE SECOND SCHEDULE
{See Section 6)

Principles of Compensation

1. The compensation to be paid by the Central
Government to each existing benk in reapect of the
scquisition of the undertaking thereof shall be an
smount equal to the sum tétal of the velue of the
asgets of the exlsting bank ason the commencement of
this Aet, calculated in acecordaence with the provisions
of Part I, lsss the munm-total of the liabilities computed
and obligations of the exlsting bank calculated in

accordance with the provisions of Part 11,

Part I Assets

For the purposes of this Part, "assets" means the

total of the followlngt

(a) the gmount of cash in hand and with the
Reserve Bank and the State Bank of India
{(Including foreign currency notes which
ahall be converted at the market rate of
exchango).

{b) the smount of balances with any bank, vwhether
on deposit or current account, and money at
ecall and short noticqg bYalances held outside
India being converted at the market rate of

exchange?
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Provided that any balances which are not rellable
in full shall be deemed to be debts and value
accordingly.

{c)} the market-value, as on the day immediately
before the commencement of this Act, of any
securlties, shares, debentures, bonds asnd
other investments, held by the bank concerned.

Explanation: For the purposes of this elouse!

(1)

(11)

(111)

Securities of the Centrsl and State
Governments {other than the securities
specified in clauses (11) and (111) of

this Explaonation) maturing for redemption
within five years from the comuencement

of this Act & a1l be valued st the face value
of the market value, whichever 1ig higher.

Securities of Gontral Government, such as
Post Office Certificates and Treasury
Savings Deposit Certificates =and any other
securities or certificates issued or to be
issued under the 5mall Savings Schemes of
the lentral Government, shell be valued at
their face vd ue or the encashable value
as on the day immediately before the
commenceuent of this Act, whichever 1s
higher;

where the market-vd ue of any Government
gsecurity, such &s the zemindari abolitbn
bond or other similar securities in respect
of whieh the principal is payable in
inatalments, iz not ascertainable or is,
for any reason, not considered as reflecte-
ing the fair value thereof or as otherwise
appropriate, the securities shall be

valued at such an amount as is considered
reagonsble having regard to the instal-
ments of principsl and interests remaining
to be paid, the period during which such
inastalments are payable, the yield of any
securliy, issued by the Government to
which the security pertains and having

tho same or approximately the same maturity,
and other relevant factors;
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(1v) where the markot-value of sny security, share,
debenturae, bond or other invsstmant is not
considered reasoneble by reason of its having
been affected by abnormal factors, the invest-
ment mgy be valued on the basis of its average
narket-value over any reasoneble period;

(v) where the market-veslue of any security, share,
debenture, bond or ather investment is not
ascertsinsble, only such valus, if any, shall
be taken into sccount as iz considered reasonable
having regard to the finenelal position of the
igsuing conecern, the divident pald by it during
the preceding five years snd other relevant
factors;

{d) %the smount of advances (ineluding loens, cash
ceradits, overdrafits, bllls purchased and
discounted) and other debts, vhether sscured or
unsecured, to the extent to which they are
reasonably consldered recoverable, having regard
to the value of the security, if any, the
operation or the account, the reported worth
and raspectability of the borrower, the
prospects of rTeslization and other relevant
considerations;

{(e) the value of sny land or buildings.

Explanation 1: For the purpose of this clause,
"galue” shall be deenmed to be the market-value
of the land or buildings, but where such market-
value exceeds the ascertd ned value, determined
in the manner specified in Explanation 2, shall

be deemed to mean such sscertalned value.

Explanation 2: Ascertained value shall be equal
to:

{3) &nc the case of any bullding {(including the
land on which it is erected or which 1s
eppurtenant thereto) which is wholly
oceuplied on the date of the comrmencement
of this Act, twelve times the amount of
the amnual rent or the rent for which the
building msy reasonably be expected to bLe
let out from year to year, after deducting
from such rent:



(1) one-sixth of the smount therecf on
~aecount of maintenance and repsirs;

(11) The amount of any annual premium peid
to ingure the building egsinst any risk
of damage or destruction;

(111) where the building is subject to any
annual charge, not belng a capital
charge, the smount of such cherge;

(1v) where the building is subject to a
ground rent, the amount of such ground
rent;

{v) where the building is subject to mortgage
or other capitel charge, the amount of
interest on such mortgage or charge;

(vi) where the bullding has been acquired
constructed, repaired, renewed or
re-constructed with borrowed capital,
the amount of any irt erest payable on
such capital; and

{vii) any sums paid on account of land revenue
or other taxes in respect of such
bullding:

(2) 4in the case of any building (including the
land on which it 1s erected or which is
appurtenant thereto) which is partially
oecupled on the date of the commencement of
this Act, the value of the portion which 1is
occupled, ascertalned in accordence with the
provisions of gsub-clause (1) (the deductions
under sub-clause (ii) to {(vil) being made on
a proportionate basis) snd multiplied there-
after by the ratio which the entire plinth
aren of the building bears to the plinth
area of the portion of the bullding which
has been occupled or let out;

(3) 1in the case of any land which has no building
erscted thereon or which is not appurtenant to
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sny bullding, the value, determined with
reference to the prices at which sales or
purchases of gsimilar or comparable lands
have been made during the period of three
years immedlately preceding the date of the
comencement of this Act, by instruments
registered under the Indian Reglatration
Act, 1808 (16 of 1908), in the city, town
or village where such land 1s situated;

(f) the total amount of the premis psid, in respect
of ell lease-hold properties, reduced in the
case of each such premium by an smount which
bears to such premium the same proportion as
the expired term of the lease in respect of
which such premium shall have been paid bears
to the total term of the lease;

{g) the written down value, as per books, or the
realizable value, as may be consldered reason-
able of all furniture, fixtures and flttings;

(h) the market or reslizable value, as may be sappros
priate, of other assets appearing on the books
of the bank, no value being allowed for
capitalized expensesg, such as share selling
commisgion, organlizational expenses and

brokersge, losses incurred and similar other
items,

Part II Lisbllities

For the purposes of this Part, "1lisbilities"” means
the total amount of all outside liabilities existing at
the commencement of this Act, and all contingent liabilitles
which the corresponding new bank may reasonably be
expected to be required to meet out of 133;9““ resources

on or after the date of commencement of this Act.
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Certain dividents not to be taken into account.

2. No sepesrate compensation shall be payable for
any divident in respect of any period immediately
preceding the commencement of this Acts

Provided that nothing in this paragraph shell

preclude the payment of any divident which was
declared before such commencement.

THE THIRD SCHEDULE

{See sub-section {2) and (3) of seection 16)
Declaration of didelity and secrecy

Jeseoosse d0 hereby declare that I will faithfully,
truly and to the best of my skill and ability execute mnd
perform the duties required of me as “ustodien, Director,
Hember of local board, member of local committee, auditor,

adviser, officer or other emplcyee (as the case may be)
Of the ecevvsecceneeres.e and which properly relate to the offic

or pOSitiOﬂ in the 8&16 @0eoervscvcarnecs held hy mo.

I further declare that 1 will not communicate or
allow to be communicated to any person not legally
engitled thereto any information relating to the affairs
of the .... or to the affairs of any person having any
dealing with the (.ce.ces03 nor will I allow any such
person to inspect or have access to any books or documents
belongling to or in the possession Of the .eseecee and

relating to the business of the cce.ese.se Or to the
business of any person having any desling with thecesececsccss
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LETTER FROM PY HES., IRDIRA GANDEI
TO ¥R, BORARJI DESAI

§E§ DELREI, July 16, 1969
Dear Morarji Bhail,

For long we have boen debating the guestion of
Government's besiec economic policies and the broad
dirsction which it is neceasary to give to the process of
soclio-economie changes, so that even the poorest scctions
of our pedple have g real feeling of hope that they can
fuifil some of their aspirations, at least for their

children, within the framework of our democracy.

The matter came up prominently for consideration at
the last meeting of the AICC im ﬁéngalore. It was heartening
to see that our great Party approved and adopted a note in
which I nad set down my own thinking on this subject.

The party has now squarely put the responsibility
on the Government for the early and effective implementation
of the policy decision taken in Bangalore. 4s & dizciplined
solidler of the party you lent support to the resclution
which was adopted, even though I know that, in regard %o
some of the basic issues that srise, you entertain strong

reservations and have your ovn visws about the direction as

well as the pace of change. You have expressed your views
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clearly in the Vorking Committoe and previously on other
occaslons. I have given deop thought to this matter and
feel that, in all fairness, I should not burden you with
this responsibility in your cspacity as Finance Minister,

but should tauke it directly upon myself.

Hay 1 say that your continued assistance and
association with Government as Deputy Frime Hinister will
be needed and greatly valued. ﬁetalled arrangements could

be discussed later.
I am advising the President accordingly.

With kind regards,

Yours sincerely,

IRDIRA GANDEI

Hindustan Times, New Delhi, July 22, 1969
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LETTER FROM R, MORARJI DESAI TO
P.M¥, MRS, INDIRA GANDHI

NEW DELHI, July 16, 1969
My dear Indirsben,

I received your letter dsted today at 12.45 p.m.
If I understend 1% rightly, you seem to have come to the
conclusion that although the resolution on economy policy
was adopted unanimously at Dangalore and was indeed moved by
me, you cannot count on my support in Government on “some of
the basic lssues that aerise"™ or on the direction as well as
the pace of some of the changes involved. I should have
thought that "in all fairness"- to use your own expression -
you should have given your colleagues in the Cebinet an oppor
tunity to know what concretely you wish to be done and to
invite their reactions before declding on whsther you should
change thes sphere of responsibility of sny of them. At any
rate, as far as 1 sm concerned, considering4uy racord of
service and loyalty to the Congress Party and the Government,
I regard 1t as a matter of ordinary courtesy that you should
heve discussed your precise misgivings with me before taking
the decision that you say you have taken. You kmow me enough
to know that my sense of loyalty to the party does not permit
ne to put my views above the views of the majority where
Gyyvernment decisions sre involved and that if I cannot

endorse a certain course of action I would not myself waent to
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remain responsibie for its implementation. But as it is,
there is bound to be speculation whether your decision stems
from misgivings about the implementation of the Bangalore

resolution on economic policy or something else.

Nor 43 1t clear to me what my responsibilities as
Deputy Prire Minlster or as & member of the Cabinet are
supposed to be 1f I am to be rellieved of responsibility of
implementing the éesolution on economic policy "in my
capacity as Finence Minister."™ You have sald you are advisin
the President accordingly, but I am left in the dark about
what precisely you have advised the Pregident.

Under the clrcumstances, you will appreciate that
without some further clarification from you, I cannot react
firmly to your Sttar., In the meanwhile I am naturally
considering nll possible eventualities.

Yours sincerely,

HORARJI DESAI

P.S. After writing the above, 1 find from PTI news
at 2,44 p.m. that you have alroady taken the formal step to
relieve mc of the Finance portfolio. In view of this, I
cannot see any point in my continuing as a member of your

C
abinet, EORARJI DESAI

Hindustan Times, New Delhl, July 22 1969.



11L

LETTER FROM PM MRS, INDIRA GANDHI TO
IR. MORARJI DESAIL

KEW DELHI, July 16, 1969
Dear Morarjibhai,
Thank you for your letter of today's date.

I am afraid you have completely misunderstood me. I
did not suggest anyvhere in my letter that I made the change
éf portfﬁlia because of any "misgivings" cancerning your
"loyalty" either to me or to the party. In fact, as I myself
stated in my previous letter of todsy, I know that as &
disciplined soldier of the party, and if I may add, as one
of its leading members, you would lend your support to the
resolution which was adopted. Vthat I sald was that having
regard to the reservations vhieh you hed expressed from time
to time in regard to certain aspects of the bassic policy
questions, I would be saddling you with sn unfeir burden by
roquiring you to tske the primary and direct charge of their
implementation; and further thet, since it was my own note
which came to be the basis of the AICC resolition, in all
feirness, I should take direct snd full rcosponsibility in the

matter upon myself.

I am distressed that you should think of resigning

from the Council of linistors. I sincerely feel that your
valuable advice and help is needed not only in the party but
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in Government. I do hope, therefore, that you will
seriously reconsider your decision and azgree to continue
in Government as Deputy Prime Hinister. As I mentioned in
my previous letter, we could discuss latef the detailed
arrengements to be made as a consegquence of my taking over

the Finance portfolio.

In the postscript to your letter, you express
surprise at the announcement made by the President's Secre-
tariat e couple of hoursg after 1 wrote to you. I had clearly
stated in nmy previous letter that I wos adviiking the
Pregident to give effect to the arrangements I had

proposed.
Vith regards,

Y¥ours sinecerely,

INDIRA GANDHI

Hindustan Times, New Delhi, July 22, 1969.
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LETTER FROM MR. NORARJI DESAI TO PH
MRS. INDIRA GANDHI

NEW DELHI, July 17, 1969
ity dear Indiraben,

I thank you for your letter No.675-PH0/69 dated July
16, 1969, in which you have asked me to reconsider my
decision. 1 gave several thoughtful hours to this and 1t
has taken me some time to formulate my thoughts before 1
give you my considered reply. *here has thus been some

delay and I regret 1t very much.

thile I am glad you do not doubt my loyalty to the
party or to its leader, I am unsble to understend the basis
on which you have asked me to reconsider my decision to guit
Government because your second letter under reply does not
say more than what you have sgstated in your firat. I em,
however, pained to see that you doubt my enthusiasm with
regard to the implementation of economic programme adopted
by the party at Bangalore. I may have expressed different
views on 2 given 1issue during discussions before a decision
was taken on it, but once the perty or the Cabinet took a
decision, I have not only stood by it and defended 1%, I
have done it without the slightesat reservation. 7This is
how I have always functioned in the party asnd the

Government because I believe this is the essence of the
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functioning of party system in & pariiementary democracy
in which every member need not hold the same view on
details of & programme but it 1s open to every member to
exercise his right to express his views within the party
or within the Cabinet until & decision 1s taken.

It 1s obvious from your letter and from whaet I hear
from certain guarters close tc you that you feel that I have
not implemented certaln declisions with enthugliasm because
of my reservations on those 1gsues. 1 wigh you were a

little more explicit and apelt out what you have in mind.

In youwr note on economic programme read out at the
meeting of the Working Committee in Bangalore and later on
incorporated In the resolution on the economic policy of the
party, you did not suggest outright nationalisation straighte
away. These are your words Teither we can consider the
nationalization of the top five or six banks or isaue
directions that the resources of banks should be reserved to
a larger extent for public purposes”. I accepted this under
the circumstances ess suggested by Shri Chavan in the
liorking Committee end moved the resolution without
regervations. I made it clear in my reply that I have
always accepted decisions of the Congress without any
regervationa. In these circumstancea, you were loss than

fair to me in relieving me of the Finance portfollo with
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the srgument that you did not want to cast on me an

unfair burden of implementation of the economic programme
of the party. I fall to understend the rationale behind
your decision for 1t gives me an impression that there 1is
something more to it then meets the eye. Guptajl met me
this afternoon and told me about his talk with you with
regard to me. I was amazed and shocked to hesr from him
that you told him thet I was organising a party (obviously
with a view to oust you from leadership). In one breath you
have raecognised my loyalty to the party and its leader, in
another you gave Guptali to understand that I was conspiring
against you. You know 1t as well as anybody else that
groupism and consgpiracy sre not in my grain. Guptaji told

you this too.

llay I ask whether it was felir that you should have
taken a unilateral decision and lssued e notification with
President!s consent without oven the courtesy of having had
a word tith me? Since you recognise me as a disciplined
soldier and one of the leaders of the Congress, could not
have a better consideration been gshown to me? Uhy was I

not ecaglled for a discussion bofore the decislion was taken?

That would have given me an opportunity to understand

what exactly you had in your mind.
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You have always attached highest importance to

self-respect in life. I would, therefore, like to know

from you as to what a self-respeeting person should do in
these circumstances or, if I may ask, what you would do in
my place under similar circumstances. With regards,
Yours sincerely,
MORARJI DESAIX

Hindustan Times, New Delhi. July 22, B 69.
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LETTER FROM PN MRS. INDIRA GANDHI TO

MR. MORARJI DESAI
KEW DELHI, July 19, 1969

Dear Morerjibhai,

I recelved your letter of July 17 the same day. I
was distressed that you should hav§ declded to insist on
resigning from Government in aspite of my urging you to
reconsider your decision. Although your letter came the
day before yesterdasy, I could not reply earlier because the
thought of accepting your resignation was distasteful to
me and I had naturally, to give much anxious thoughto to
the matter before I could reply to you.

3inece ydu.wrote to me, we have met and have had a
detatled exchange of views in the course of which we talked
ebout many of the points which you have raised. I need
not, therefore, deal with all of them in this letter.

As I tried to explain to you personally as well as in
my previous letters, and as I explained also to our other
colleagues, there was no question of casting doubts upon
your sense of loyalty or discipline. The question involved
was not that at all. The question was two-fold. First, 1
felt that in view of your own reservations on certaln

aspects of the economic policles which we have discussed
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from time to time - (and if I may say so, it is charecteris-
tic of you to refer to them yourself) - I would be casting
an unfalr burden on you if I were to require you to take

the primary charge of implementing the decisions that might
be required. And, secondly, since tho subject nmatter of

the Bangalore resplution was the note which I had gubmitted
to the party it was even otherwise only fair that I should
take this responsibility upon myself.

it is in these circumstances that 1 decided to take
over the Finance portfoilic. Thus only & change of portfolio
was involved. You have been one of the congistent and
leading defenders of our parliamentary system and I know
that you uphold all well-accepted conventions in these
matters. When I ecsme to decide upon the change of portfolio,
I first wrote to you explaining the decision and I also
informed you that 1 was advising the President accordingly.

It was only thereafter, that I wrote to the President.

1 had not thought at all in terms of your dissoclation
from Government. In fact, I seild in the same letter that
your presence in Government would be needed and valued, and
suggested that we discuss detsiled arrangements later. But

before I could do so, I received your first letter.
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Howgver, 1 am genuinely sorry that I have failed to
persuade you to staf on in Government. I ‘have had the
privilege of knowing you for many years. You have been in
the forefront of our national political scene. Indeed, you
are smong the few stalwarts of the party belonging to the
previous generation. I can assure you that it will be a
wrench to part with you in the Cabinet. I have always
valued your advice and shall continue to do so. Since you
have reiterated your desire to be relisved of your charge
in spite of all I have tried to explain, I em left with no
option but to comply with your wishes. I am accordingly
advising the President, with the utmost regret, to accept

your resignation.

1 need hardly express the sincere hope that although
you will no longer be avallable to us in the Cabinet, 1
shail continue to have the benefit of your advice and wise

coungel in the party.

With kind regards,

Yours singerely,
INDIRA GANDHI

Hindustan Times, New Delhi. July 22, B 69.



LETTER FROM MR. MORARJI DESAI TC
PHM MRS. INDIRA GANDHI

REY DELHI, July 19, 1969
Hy dear Indirsben,

1 thank you for your letter of July 18 which I

roceived this afternoon.

Vhen I met you yesterday we teslked at length in an
effort to understand the basis of your extraordinary decision
to relieve me of the Finance portfolio. I asked you %o cite
one instance when I have not implemented decisions based on
accepted policy of the party and Government. You did not
cite even one such instance. How can you then say that my
reservetions have stood or are llkely to stand 4in the way
of implementation of such decisions. I do clalm that I ove
it to you and to Govermment that I should express my views on
a given subject before eny decision is taken affecting the
vital interests of the country. If I have done 80 before
decisions ore taken I have never done that after. However,

you have not chosen to substantiate your inputations.

You have stated that you would 1ike to take the
primary responsibility of implementation of the resolution
on sconomic policy passed by the AICC at Bangalore, because
1t was based on your note. Ve have adopted many resolutions

on the basis of many notes submitted by individual members



of the Working Committee but no one has claimed that a
particular resolution was his or her individual resolution.
I, therefore, fall to understand when you talk in terms of
your note and your resolutlon as if 1t disentitles sverybody

else from assisting in the implementation ofit.

You will recollsct whet you told Guptaji before he
met me and conveyed it to me. I agked you sabout this nevw
politicel dimension that you have iniroduced and you
proteated that what you told CGuptsji was not with reference
to me bul that applied to others. MHay I say that I have
asked Guptaji again and he emphatically maintains that your

statement was with reference to me.

¥ou have now tried to say that your decision amounts
to a change of tho portfolio. I don't see the change. For
there was no offer of an alternative portfolio which 1 could
consider. Was it really wrong for me to interpret from the
manner and substance of your action that you wanted me to

resign?

I thought there was little.purpose in owr meeting
yesterday in view of your efforts to defend your extreaordinary
decision nnd also from what our colleagues conveyed to me.
But I agreed to meot you becouse our colleagues deslred that

I should snd also beceuse I owed 1t to meet you as
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P.M, when you asked me as I had not ceased to be Dy. P.H.
at that time.

I mast say that I feit so touched when you expressed
some feelings for me and considered me to be cne of the fow
stalwarts of the last generation and that you value my
services to the party and the Government. I sm grateful
for your foelings. But don't you think this expression of
feelings 1s incenaistent with the wrong that you have done
to mo In a summary manner? Therefore, I have hed no cholce
but to ask you to rellieve me. Nead I however assurs you
that I shall contime in future as I have always done in
the past, to0 serve the country through the Congress and
be avallabls to the leader for such advice or assglstance

as 1 may be ¢slled upon to render.

I have refrained from making eny statenzent so far on
this issue. I have been asked that I should release this
correspondence so thet people may know all that 1sd to
this extracrdinary decision. I hope you have no objJection
to the release of this correspondence. Unless I heer from
you to the contrary by tomorrow afternoon 1 shall release 1t
to the Press. I propose to make a statement in the Lok Sabhs
and am writing sepsrately to the Speaker to allow me to meke

. With kind regards
this statement g ’ Yours sincerely »

MORARJI DESAI

Hindusten Timeg, New Delhi. July 22, 1969.
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