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RA T I O N A L I S A T I O N may not 
be a panacea to all industrial 

evils. But- it is common ground 
that rationalisation is for the good 
of industry. Rationalisation has 
many aspects. Modernisation of 
plant and machinery is only one 
of them. It is not difficult to ap
preciate why industry emphasises 
this aspect in its demand for 
rationalisation, even as it is easy 
to understand why labour insists 
that rationalisation must extend to 
the industrial board-room to enable 
industry to run efficiently. Super
imposed on these conflicting claims 
of labour and industry is the de
mand by the Investor that his i n 
terests be protected against the 
machinations of the more powerful 
managers. These two latter aspects 
of rationalisation are involved in 
the Bi l l , introduced by the Finance 
Minister in Parliament, to amend 
and consolidate company law. 

There have been two parallel 
movements in the recent history of 
rationalisation in this country. It 
is not denied that industrial effi
ciency has suffered because of ob
solete machinery. This is labour's 
reply to industry's charges against 
labour inefficiency. Labour argues 
that its output is not what it should 
be because the plant is old and 
worn out. Industry is not opposed 
to modernisation of plant and 
machinery. As labour costs have 
improved, industry has shown pre
ference for modernisation. This 
explains the current phase of the 
controversy over plant modernisa
tion. While industry demands 
modernisation to reduce costs, 
labour argues that it w i l l throw 
workers out of employment. 

Rationalisation involves techno
logical unemployment. Labour is 
not unaware of this, but it pleads 
for phased modernisation through 
compensation in order to ease the 
temporary hardships. To be fair to 
industry, it must be admitted that 
it is not reluctant to contribute its 
share to a fund from which the 
workers who lose their jobs due to 
modernisation a r e compensated. 
Labour is not unwil l ing to pay its 
quota to take advantage of the 
subsequent benefits. But the Gov
ernment has yet to decide its policy 
so that both labour and industry 
could benefit f rom its contribution 
to speed-up modernisation. 

Technological unemployment is 
not the only ground on which ra
tionalisation is opposed. Labour 

demands that modernisation of 
plant and machinery must be ac
companied by rationalisation of the 
industrial board-room. This de
mand is endorsed by the average 
investor. These are the objectives 
of the Hill to amend company law. 
Some of its provisions are aimed at 
preventing the malpractices of 
directors and managing agents. 
Some others seek to introduce de
mocracy in industry. There are 
still other provisions in the Bill 
which seek to empower the Gov
ernment to ensure " good be
haviour " in company promotion 
and management. 

Both the Company Law Com
mittee and the amending Bi l l , 
which incorporates the major re
commendations of the Committee, 
are suspicious of company mana
gers, whether they be directors or 
managing agents, although both 
are more critical of managing 
agents. This attitude stems from 
the peculiar history of industrial 
management and growth in this 
country. Managing agents a r e 
widely suspect, although it is 
equally widely acknowledged that 
they have played an important role 
in this country's industrial develop
ment. There can be no objection 
to those provisions in the Bill which 
relate to the appointment, duties 
a n d supervision of managing 

agents. Nor is the maximum re
muneration fixed for them in the 
Bill unjust or unduly low. Manage
ment has a vi tal role to play in 
fostering industrial efficiency. But 
it is now widely recognised that 
the system of paid, executive direc
tors is the best form of industrial 
management. 

Then are various ways in which 
management can exercise control 
over industry. Controll ing vot ing 
rights is one of them. This raises 
the related problem of the various 
kinds of share capital wi th their 
preferential tights and claims as 
regards voting and re-payment of 
capital on liquidation. T h e s e 
issuers were elaborately discussed by 
the Company Law Committee. 
Following the recommendations of 
the Committee, the Bill provides 
that only two classes of shares — 
equities and preference shares — 
can be issued by a company after 
it becomes an Act, But the Bill's 
provisions relating to voting rights 
of preference shareholders w i l l be 
cited by many as additional argu
ments that share capital should 
consist only of equities. 

It is right and proper that the 
voting rights of preference share
holders should be restricted, as it 
is sought to be l imited under the 
amending Bill . These shareholders 
wi l l have no right to vote on any 



resolution placed before a company 
which " does not directly affect the 
rights at tached" to these shares. 
They w i l l , however, be entitled to 
vote on " every resolution placed 
before a company at any meeting 
held during any period in which 
the dividend due on preference 
shares, or any part of such d i v i 
dend, remains unpa id" . This is 
a legitimate rider to the provisions 
relating to voting rights. Hut the 
strict restrictions on voting rights 
of preference shareholders are 
emphatic arguments in favour of 
abolishing issues of such shares 
altogether. 

There are many provisions in the 
Bil l which seek to protect the in
terests of the investing public. 
There is ample scope for improv
ing through legislation the rules re
lat ing to calling and conducting of 
company meetings. Hut it is 
doubtful whether legislation can 
provide a fool-proof or knave-proof 
method for company meetings to 
be so called and conducted " as to 
ensure that shareholders receive al l 
reasonable facilities for exercising 
an intelligent judgment on the 
activities of the management". 
This is merely a problem of com
pany accounts. It can be partially 
ensured through elaborate statutory 
rules about the issue of prospectus 
and about the issue of company 
accounts. There are many such 
provisions in the amending Bill . 
But the main difficulty is that the 
average investor is not sufficiently 
familiar wi th the system of double-
entry book-keeping to follow com
pany accounts intelligently. 

By far the most controversial 
provisions in the Bi l l are those re
lating to the " establishment of an 
appropriate authority not merely 
to enforce the provisions of the 
Companies A r t , or to carry out the 
investigations which may be neces
sary under the Act, but also for 
generally overseeing the administra
t ion of the Act, and for exercising, 
in the public interest, that reserve 
of authority which must necessarily 
vest in some organ of the Govern
ment ". A Central organisation 
under the administrative control of 
the Department of Economic 
Affairs is to be " the organ of the 
Government" to exercise these 
powers. As recommended by the 
Company Law Committee, this 
organisation wi l l resume its powers 
under the Indian Companies Act 
by assuming the responsibility for 
the administration of joint stock 
companies, which the Centre had 

relegated to the State Governments. 
But, contrary to the recommenda
tions of the Committee, the amend
ing Bi l l does not seek to empower 
this Central organisation w i t h sta
tutory authority. 

In the preamble to the amending 
Bill it is stated that the a im is to 
ensure " good behaviour" in com
pany function and management 
without imposing irksome or r igid 
rules which may hamper legitimate 
business, or affect initiative or 
enterprise. Management w i l l be 
over-critical of those provisions in 
the Bil l which empowers " an ap
propriate authority ", in this case a 
Central organisation under the 
Department of Economic Affairs, 
to intervene and investigate the 
affairs of a company not merely 
when an offence has been commit
ted, but also when it is established 
that the affairs of the company are 
being managed in a manner " pre
judicial to the shareholders of the 
company, or oppressive to any 
substantial portion of them, or 
when such investigation is other
wise necessary in the public inte
rest ". By another provision the 
Central Government is empowered 
to provide for amalgamation of 

companies in the national interest 
Like some of the sections of the 

Industries Act , these provisions in 
the amending Bi l l w i l l be resented 
or justified on wider grounds. 
These issues are the adjuncts of 
mixed economy. Even without any 
final judgment on mixed economy, 
it is necessary to recall its history. 
Some years ago, the emphasis was 
on nationalisation. As the British 
Labour Party's recent Party mani
festo suggests, it has re-discovered 
the benefits of nationalisation. But 
there are many thinking persons in 
many other countries who are now 
stressing that the experience of 
nationalisation in Bri tain is not very 
encouraging. Some cite Britain's 
experience as an argument for 
" free " economy. Some others i n 
terpret developments in Bri tain as 
arguments not for nationalisation, 
but for judicious public control 
over private initiative. New Delhi 
belongs to this latter category. It 
is not addicted to nationalisation, 
but it is eager to increase public 
control and supervision over the 
private sector of the economy. A n d 
the Bil l to amend company law 
faithfully reflects New Delhi's policy 
of mixed economy. 
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