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CHAPTER VIII

R“gional Pollcy in India: An analysis
of Issues

Section I Regional Policy in India: A Statement of Issues
In Chapters III through VII we examined the degree

and structure of regional disparities at various levels.
We can conclude from this analysis that: (1) significant
regional differences in economic structures exist and
these are reflected in the overall regional levels.of per
capita and per‘werker‘income;' (2) At sectoral level,

high regional 1nequa11ty exists in the aggregate value
added per worker and at a dlsaggregated level in both
manufacturing and agriculture. The existencd of these
disparities thus provides one ground to analyse the
regipnal policy framework in India and consider the scope
for policy measures to correct regimnal imbalances at the
national level. In this context, we need to examine the
relation between the national and regional goals and the
possibilities of a conflict between these goals; In
addition, we need to distinguish the regional policy frame-
work in an economy undergoing structural change from that
in more industrialised countries. We shall examine these
issues in Section I. In Section II we relate the dlscu331on
"of Section I to an examination of regional goals in Indlan
plans. Whether or not the plans specify the regional
'goals, regional allocation of resources is implicit in

the national planning as the states account for a
considerable proportion of the total government expenditure
and, in addition, the central assistance is an important
source of financing the state plans.  Thus, for evaluating
the regional framework in India, we need to empirically
assess the regional resource allocation under planning in
terms of size and pattern of state development expenditure
and the direct central investments. We pursue this
analysis in Chapter IX.

We can begin with a brief outline of the major
issues with which regional policy measures in more
industrialised countries are concerned, and distinguish the
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factors that are likely to differ in the conté%t'of economies
at a different stage of development. The spgéiiie poiicy
measures adopted in the individual countries differ and we
discuss here only the broad areas of policy. These relate
to (1) the policy measures that are directed to stimulate the
regional level of activity by way of measures that lead to
"work to workers"; (2) the policy measures that are aimed
towards " workers to work". This includes fiscal and
priéing policy which aims at regional allocation by either
altering the prices of inputs of production or the output at
the commodlty level; (3) specific policy measures that are
aimed at minimising the regional differences in economic
welfare. ; '

Stillwelll sums up the controversy regarding the first
set of issues as follows: To quote, "The primary argument
relates to the loss of economic growth which is cdused by
interference with the location of industry. It is contended
that only when given'free~choice will businessmen select the
opfimal location for their plant: and that anyrrestriction
on that choice will lead either to the plant not being estab-
lished at all, being established in an inferior location with ,
resulting loss of efficiency or being established in another
country with no such restrictions. Reliance on labour mobility
is said not to incur such economic costs because there is no
interference with the location deecisions of industry."”

The advocates of measures of 'work to workers" relate
their arguments on three basic points. (1) In the case of
many industries, costs vary little among alternatiQe locations.
(2) Firms do not necessarily make optimal location decisions.
Hence, redirection of industry need not necessarily involve
additional private costs. (3) The whole efficiency argument
is couched in terms of private rather than social costs. The
private and social costs are likely to diverge as the latter
includes thé‘congesfion costs of further agglomeration and the
costs of providing additional social capital. Dependigg onwhich
of the two strategies or a combination of the two is adopted,
the pélicy measures taken by way of priee policy or specific

direct controls will differ. The specificvpolicy measures
l. See in this connection:
(1) Stillwell,J.B., "Reglonal Economic POlle, Macmillan

Studies in Economics", The Macmillan Press Ltd., 1872Z.
{Z) Brown, A.J. "Framework of Regional Economics in U.K.", 1972

(3) Rlchardson, H.W., "Regional Economics", op.cit.
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will also depend on the classification of reéiqﬁ% at which
they are directed. These classifications may range from
the depressed areas, problem areas, backward areas or
congestion areas. By and large, the regional policy issues
in the developed countries arise out of the inadequacy of a
market solution to correct regional imbalances. Secondly,
regional imbalances that persist affect a small part of the
national area and population, but have acquired speciél
priority due to the social acceptance of certain minimum
goals of welfare regarding regional differences in unemploy-
ment rates and the standards of living.

We grant that the regional policy framework for an
underdeveloped economy is likely to differ from that in the
more developed countries which we have outlined above. The
. main factors in which the regional policy framework will
differ in an underdeveloped economy undergoing structural
change may be briefly summarised below.

(1) In an economy undergoing a process of structural
_change which involves rapid spatial shifts, the role of
short-term corrective measures is limited. Examples of
short-term corrective measures applied in the developed
economies are the various financial and tax subsidies and
grants that aim to influence the factor or product prices
so as to attain a greater balance between the demand and
supply of labour and capital. Another example of short-
term measures is the govdrnment expenditure as a policy
tool to influence the demand by budgetary surplus and
deficits. Limitations of these measures as policy tools
in the context of structural change are that the :correction
of regional disparity would involve creating conditions
of higher regiocnal growth in the low income regions and at
the same time allow higher national economic growth to be
attained by concentrating on the growth of established
regions. Therefore the policy measures that are advocated
for influencing the effective demand are less relevant, as
the basic problem is that of creating additional productive
capacity. '

-
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(2) We argued in Chapter I that the inter-~regional

and inter-sectoral mobility which played an impdprtant role

in the developed countries has a restricted role in an under-
developed economy, because of the rapid population 5r?wth
andnthe rate of investment and employment growth being lower
than the required rate of growth to draw the labour away
from the low productivity regions or sectors. We also stated
that the movements of private capital are likely to be
digsequilibrating. Hence, in this context the regional
approach that emphasises the measures related to "work to
wopkers"” is more relévant.

(3) Under planning in India, national goals are adopted
to attain highér national economic growth and also to attain
nore egalitarian distribution of income between different
groups of people. Oup - - analysis of Chapter III
ghowed that the low income regions in India <

acecount for nearly 48 per cent of the tctal population.

On the grounds of equity alone, however defined, the policy
measures need to becdirected towards raising their
"development share® in the national economic developnrent.
Differences are likely to arise {n defining the “minimum
development share" or the development efforts of the low
income regions. In addition, the political criteria of
development share may differ from those based on economic
criteria that attempt to take into consideration the needs
and potentialities of the different low income regions.

(4) The experience of developed countries shows that the
regional imbalances are not self-corrective. The pest-war
period in which the pef capita incomes in many developed
countyries convergedwas also a period of active government
inteyrvention. The argument that, in the long run, at &
higher stage of development growth will either spread to
the backward regions or that more resources will be made
available to the backward regions amountg, in the Indian
context, to allowing nearly fifty per cent of the total
population to slip intd: aclong term stage of low income and
low development. in agdition, India has already undergone
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a critical phase of national development andacompleted
four Five Year Plans: Rapid strides at national level
were attained during this period in terms of
industrialisation, import substitution and also in
agricultural progress. Hence, more emphasis ean now be
placed on spreading the economic growth to the low income
regions. Emphasis in such an approach should be on
manipulating the national policy variables to attain the
desired spatial goals.l We consider that the above
arguments establish the case for a national policy for
regional developmentﬁin India and other economies at a
similar stage of development.

We can now proceed to examine the relation between
the regional goals and the other goals of national economic
development. The possibility of a conflict between the
regional and other goals has %ed many writers to conclude
that the regional goals are a luxury for the economy
undergoing spatial'shifts under the constraint of limited
resources, The controversy on the relevance and form of
regional goals has centred around several related aspects
and we may consider some of these arguments here. It is
argued that the goal of maximising national income growth
'is likely to come into sharp conflict with the objectives
of reducing regional disparities, as the resources are
limited and need to be concentrated in the regions of
highest returns. Thus, Lefeber2 concludes as follows:
"Regions which have existing advantages can grow faster
than others. In the process of growth, employment
opportunities increase, a flow of labour from other
regions is attracted which should have a beneficial effect

l. (a) See in this connection, Friedmann, John, "Regional
Development Policy: A Case Study of Venezuela", MIT Press,1966,
p.5. "It 1s by manipulating the national policy variables that
the most useful contributions to the future of regional econ-
omies can be made." (b) See also Rodwin Lloyd, "Choosin
Regions for Development”, 'Regional Development and Planning:A
Reader', Ed. Friedmann, John and Alonso,William, MIT Press,1968,
(c) Alonso,W1lllam, "Urban and Regional Imbalances in Economlc
Development", Economic Developmant and Cultural Change,Vol.1l7,
No.1l, 1968. ' '

2. Lefeber sL.,"Regional Allocation of Resources in India", in
"Regional Development and Planning: A Reader", Ed.Friedmann,
John and Alonso, William, p.645.
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both on industrialising areas and on the stagnant regions.
Furthermore, rapidly growing areas can yield sdbﬁfﬁEES for
future investment. Such-surpluses’apise frOm'the profits
of expanding private and state enterprises and from
increasing private incomes, which in turn lead to larger
savings and taxes. .Initially, a good~parf of the

savings must be used tolmaintain:growfh in the vigorous
centresy but as savings continue to increase and new
investment outlets are needéd, more and more resources

can be channelled to the development of other areas

which, in turn, will raise the living standards of the
loca} populétion and create new surpluses and resources

for continued development. The latter will manifest

itself in the creation of 'growing points' in other
previously stagnant or slowly moving areas. In good

time, the number of growing areas should increase to a
density adequate to the regional balance., It is a
paradoxical conclusion that, for developing retarded areas,
the growth of the more advanced regions must be encouraged.
If the latter is stifled because of insufficient investment
on an uneconomical scale, surpluses will be insufficient
and stagnant regions which are unable to raise their own
savings must be doomed to an even longer period of waiting
and poverty." Thus, this argument amounts to recommending
spatial goals that are aimed at higher growth in the
regions with "existing advantage". Such an approach is
not a rejection of regional goals in the period of rapid
economic.developmént but having goals that will aid or
enhance the growth of the "best" regions so as to attain

a better regional balance at some future date.

The E,EC1 Repoft makes the following observation on

this issue. To quote, "The difficulty arises from the

1. "Location of Industrial Plants",
EEC, 1968,
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fact that in most cases the problem of 1ndustr1al Tocation

is associated with drastic differences in 1ncomeflevels
between regions. - The economic logic demanding concentra-.
tion of industrial dnvestment in "best" regions is therefore
challenged by very important social and political considera- -
tions. There are also economic arguments for the promotion
of new ‘industrial poles of growth in backward areas in
developing countries."” The EEC Report further states that
",..the arguments presented above shoulg.notplead to the
conclusion that the solution to regionai;problems in develop-
ing countries should be postponed or neglected. It is
suggested that, in the 1n1t1al stages of economic develop-
ment of those countries, the regional problems are relatively
~ less important." We may note from the above two quotatione
that, although the conflict between "efficiency" and "equlty"
'is recognised in both approaches, they lead to different .
conclusions. Lefeber advocates planned expansion of regions
with existing adVantages'while the EEC Report regards
regional problems as relatively less important. Rahman®
makes a further relevant point regarding the regional
differences in the rate of saving. "As a general
conclusion we may say that natlonal income is not necessarlly
maximised by concentrating on the most productlve region of

a country if regional rates of saving are not identical.
Whether a less productive region can offer a significantly
higher rate of saving (more speeifically a higher internal
rate of growth) than a more productive region is a matter

of specific enquiry for the country concerned. A priori,
the rate of saving in a region does not.-have a direct
connection with produetivity. Saving is a function not only
of. income but also of social habits, institutions and, in a
controlled economy, of the administrative and political
ability of the central authority to squeeze saving out of
the region. It is quite conceivable that, in a particular

country, a less productive region may happen to offer a higher

1. See Rahman, M.A., "The Regionai Allocation of Investment";
"Regional Development and Planning", op.cit. p.667.
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rate of savings. In xhis case, the possibility of switching
the programme cannot be ruled out."

We may now take these three arguments for further
discussion. In examining the conflict between "efficiency"
and "equity" we need to consider the meaning of concepts
more clearly. In the discussion of investment criteria,
we make a distinction between the various maximising goals
‘of national economic development. Both the rate of invest-
ment and its sectoral allocation would differ in accordance
with the specific maximisation goal that is adopted. For
example, various maximising goals of "efficiency" or "growth"
can be spelled out in terms of goals such as "maximisation
of current income'", "the maximisation of growth rate over
a short period of time" and "maximisation of a long term
growth rate of economy'. It is asserted in planning
literature that planning implies adopting a long term
strategy towards economic growth in which returns to invest-
ment are not necessarily measured or specified with reference
to either a single year or a short term plan period.
Similarly, the conflict between "efficiency" and "equity"
can be viewed in relation to these goals being phased out
over a period of time rather than as goals of short term

maximisation.

The following points are relevant in easing the
conflict between the goals as phased out over a time

period. Firstly, viewed over a longer time periodj‘the

efficiency goal includes opening new resource frontiers or
what is termed as "the extension of periphery". Secondly,
raising the rate of investment in low income regions in the
infrastructure investment may be regarded as building ahead
of demand. Over a longer period of time, the factors out-
lined by Rahman may be particularly relevant and thus
government policy may be directed towards attaining the
desired rate of saving. Thirdly, the "equity" interpreted
in terms of equalisation of regional incomes or equalisation
of personal incomes is a proposition that may conflict with the
efficiency objective over any time span considered. In the

1. By longer time period we mean simply that the goals and the resultant
allocations are based on projections of "casbs" and "returns" that stretch
beyond the given plan period as it is applied in the sectoral allocation
of national resources.
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regional analysis, the "equity" goals can be expressed in
terms of various trade-offs and time spans in accordance
with society's preferences. It is extremely difficult to
lay down the equity goals that would suit societies and
economies at different stages of development. Evaluation
of regional policy goals in different countries suggests
that regional goals are expressed more in terms of bringing
those below the national average nearer to the average
rather than creating convergence by reducing the positive
deviation of high income regions. Thus, equity goals may
be expressed in terms of goals to be attained over a time
span and as efforts to create long term conditions of
economic growth in low income regions. When the concept of
"equity" is viewed intthis context, it appears to be less
sharply in conflict with the long term efficiency objectives.
Fourthly, we may argue that the degree of conflict between
the "efficiency" and !'equity" objectives needs to be
distinguished with reference to different forms of invest-
ment. Investments in public health education and other
social services need to be diffused in relation to a uniform
measure such as per capita need or in relation to some other
measure. In other sectors such as transport, power and
communications which involve bulky long gestation investments,
the investment has to be concentrated at strategic points.
However, here it is possible to visualise the conflict
between the need to concentrate these strategic investments
in the high growth regions which have an existing higher
demand for them or to allocate them to the regions with low
levels of infrastructure by kuilding ahead of demand. In
the other sectors of manufacturing and agriculture also, the
degreé of conflict between the "efficiency" and "equity" is
likely to vary. Existence of such regional differences

in the degree of conflict between the "efficiency" and "equity"
objectives give some grounds for considering these objectives
not merely in exclusive terms but as those with varying
trade-offs both with reference to time span involved as well

as the form of investment.

Lastly, we need to distinguish several factors that

may act towards reducing the returns from public investment in the
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high income regions. The location decision of an
individual firm is governed by the objectives of maximization
of the profit or net returns based on the estimates of
private costs. These do not include the diseconomies
arising out of further congestion, the extra demand for
social services arising due to a given location or the
environmental costs of further agglomeration. In consider-
ing the returns to public investment on the basis of social
costs and benefits, the inclusion of the above costs may
reduce the profitability gap between the high product1v1ty
reglons and low product1v1ty regions.

We conclude that the regional policy is crucﬁ?l in

India because of the following considerations:-

(1) The nature of the development process in India
indicates a limited role of inter-regional migration of
labour force. As the capital flow can be expected to be
disequilibrating, the regional imbalances can be corrected
only by measures to raise income and productivity levels in
the low incéme regions. On equity grounds alone, since low
income regions account for nearly 46 per cent of the total
population, the regional development needs of such a large
population cannot be neglected.

(2) The experience of more developed countries shows that
time by itself cannot act as a corrective process.

(3) Finally, regional allocation decisions are implicit in
the national planning decisions as the national planning

- operates through multi-regions. Whether or not the
regional allocation under planning was directed to raise
the development share of low income regions is a matter of
empirical substantiation. In the federal multi region
set-up, the political case'for'regional policy cannot be
overemphasised. However, we shall keep these arguments
separate and examine their relevance later on.




N0

SECTION II

REGIONAL GOALS IN INDIAN PLANNING

We can now discuss the regional goals in Indian
.planning. . India recognised the existence of regional
problems from the early years of planning. | Regional goals
are specified in the Second and Tﬁird Five Yéar Plans in some.
detail. To duote the Second Ffve'Year Planlq "In any com~-
prehen51ve plan of development, it is ax1omatlc to say that
spatlal needs of less developed areas should recelve due
‘attention. - The pattern of 1nvestment must be .80 devised as ;Qﬁ
- to lead to balanced regional development. , The problem is |
partlcularly difficult in the early stages when total
resources available are very inadequate in relation fn needs;?l-
but more and more as development proceeds and larger resources
become available for investment, the stress should be on
extending benefits of investment to the underdeveloped regions.
Only thus can a diversified economy be built up." The Second
Five Year Plan also lays down the specific policy variables
in this regard. These are (i) through decentralised indus-
trial production; (ii) in the location of new enterprises,
public or private, consideration should be given to the need
- for developing a balanced economy for different parts of the
‘country. The Third Five Year Plan2 further emphasised the
role of public sector projects. To quote, "The benefits of
a large project accrue in greater measure to the population
of the region in which it is located if certain related or
complementary programmes are undertaken. Tﬁerefore as an
essentlal feature of planning, every major project should be'
regarded as the nucleus for integrated development
‘of the region as a whole." The Third Five Year Plan
also emphasises the need for spatial dispersal of
" the public sector projects. - To quote,

l. Second Five Year Plan, Government of India, Planning
Commission, 1956, pp. 36, 37.

2. Third Five Year Plan, Government of India, Planning
Commission, 1961, Chapter IX. .
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"From the decisions which have been reached so far, it is
apparent that there will be a fair measure of dispersal and
various regions will have a significant share in industrial
deQelopment. As examples, the following may be cited:
expansion of oil refinery fertiliser plant and use and
distribution of natural gas in Assam; expansion of fertiliser
capacity and construction of shipyard in Kerala; the synthetic
drug factory; Vishakhapatam,Andhra Paper Mills in Andbra,
expansion of Nepa Mills; the Bhibi Steel Plant and Heavy
Electrical project in Madhya Pradesh; the antibiotics factory,
fertiliser factory, refractories plant and expansion of
precision instruments in Uttar Pradesh; development of copper
deposits in Rajasthan; a machine tool factory in Punjab;
surgical instruments plant; raw film project, pilot iron and
steel plant, Niveli lignite high temperature carbonisation
plant in Orissa; teleprinter factory and steel rolling mills
in Madras; o0il refinery in Gujarat and a cement factory in
Jammu and Kashmir."

We may note from the above quotations that the plan
documents recbgnise the need for regional balance as well as
the instruments through which these can be achieved.

However, the plans do not specify what is to be "balanced"
and over what time period. Regional goals are expressed

in terms of the "needs of backward areas" without laying

any specific criteria for measuring the needs. We may refer
to the various committees that assessed the needs of differ-
ent areas either for areas within the state or for identify-
ing the states.

The planning commission study group at the time of
formulation of the Fourth plan requested state governments
to pay special attention to the backward areas within the
state. The backward areas within the state were classified
into five categories in accordance with their needs and
potential for development: (i) desert areas; (ii) chronically
drought affected areas; (iii) hill areas including tribal
areas; (§i¥) areas with high concentration of tribal popula-
tion; (v) areas with high density of population, low levels of

income, employment and living standards. The study group
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suggested 15 indicators to identify the areas within the
state that need special attention.l

The task of identifying less developed states
creates difficult theoretical and conceptual problems.
In the regional policy, per capita income is taken as an
important indicator as it enables classification of the
regions in terms of the differences in economic skructures.
In the Indian plans the classification by per capita income
and other related measures created problems as CS0O does not
publish state income data. Up tolfhe end of the Third Plan,
the plan documents do not classlfx\by the level of development.
In the criteria of central assistance to the states, also,
the income variables or other economic variables are not
specified in determining the quantum of central assistance

to each state.2

1. These 15 indicators may be summarised below:

(1) total population and density of population; (2) number of
workers engaged in agriculture; (3) cultivable area per
agricultural worker; (4) net area sown per agricultural
worker; (5) percentage of net area sown more than once to
total net area sown; (6) percentage of irrigated area to

net sown area; (7) per capita gross value of agricultural
output; (8) number of manufacturing establishments using
electricity; (9) number of workers per 100,000 of population
employed in registered factories; (10) number of commercial
vehicles registered in the district; (11) surface roads per
100 square miles and 100,000 population; (12) percentage of
literate population; (13) percentage of school going children
in 6-11 and 11-14 years age groups; (14) number of places

per million population for technical training, (15) hospital
beds for 100,000 of population.

2. We shall discuss these issues in more detail in Chapter IX.
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At the meeting of the Committee of the National
Development Council in 1968, two working groups were set up
to study the problem of regional imbalances. One working
grpupl was to recommend the criteria for identification of
backward states and the second study groupzwas to recommend
fiscal and other financial incentives for starting industries
in the backward areas. We shall take up the recommendations
of these two groups for further discussion in the next
chapter. We may summarise here the criteria used by the
committee to identify industrially backward states and union
territories.

The following criteria were used to identify
industrially backward states;:(i) Total per capita income.
(ii) per capita income from industry and mining. (1iii) number
of workers in registered factories. (iv) Per capita annual
consumption of electricity. (v) Length of surfaced road in
relation to area and population. (vi) railway mileage in
relation to area and population.

Besides the states of Assam, Jammu and Kashmir and
Nagaland, the average percentage of the following states is
lower than the national average: Andhra Pradesh, Bihar,
Madhya Pradesh, Orissa, Rajasthan and Uttar Pradesh. These
are the states which we cilassified as 'low income regions'.
It may be noted here that broad classification of "high" and
"low" and "more developed" and "less developed" states is not
altered in the number of studie33 which take different
variables.for classifying fegions. Thus, inclusion of various
social and economic variables such as infant mortality,
literacy and infrastructure variables does not shift the

1. Kmown as Pande Committee.

2. Under the chairmanship of Wanchoo.

3. See Introduction.Ch.1Some of these stiudies are
(1) Mitra, Census of India, 1961; (2) Rao, S.K.;
(3) Pal, M.N.
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ranking of the low income states to a more favourable
position. Rao, s.K.' in his factor analysis using
productivity variables and some social and economic
indicators suggested that the economic distance between the
more developed and less developed remained virtually
unchanged between 1950-51 and 1965-66. In our income
analysis we considered several structural factors that may
be regarded as significant in explaining deviations of
regional per capita income and per worker income. Thus,

we may conclude that the low income regions that we have
identified may also be regarded as less developed when
several other variables are included. The Planning
Commission Study Group referred to above is the first
official report to recognize per capita income as one of

the indicators in classifying industrially backward states.
OQur discussion of regional goals in Indian planning shows
that, although regional goals exist in Indian planning, these
goals are not adequately specified in a number of aspects
that we discussed in Section I. Secondly, there is a tacit
assumption (as in the EEC Report) of the conflict between
regional goals and the growth objectives. At the same

time plans emphasise use of several policy instruments to
attain regional balance. The long-term economic projections
of Indian planning do not discuss the criteria of

regional ‘allocation of resources. In the short-term Five

Year Plans, the emphasis on regional goals exists with reference

1. Rao, S.K., op.cit. Chapters 2 and 3. He classifies
the states taking the distance from the richest to the
poorest group as follows:

A B C
Most Developed Not so Developed Least Developed

West Bengal Madras Kerala, Andhra

Maharashtra Mysore Pradesh, Rajasthan,

Gujarat Punjab Bihar, Assam,
Orissa, Madhya
Pradesh and Uttar
Pradesh

He takes the following six indicators to measure the level
of regional development in his study: (1) per capita crop
output; €2)per capita output in large-scale industry;

(3) workers in manufacturing other than household industry;
(4) consumption of industrial power; (5) literacy rate and
(6) infant mortality rate. :
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to a number of specific spheres. The issues éﬁéﬁlas
location of public sector projects have receivea'atlot of
attention also because of their being political issues.

An important area of policy is the size of state plans and
the sectoral allocation of state plans.  Under the federal
set-up, states are a vital part of the overall planning
process. An important part of the total plan expenditures
is incurred through states and there is a clear division

of the central and state government expenditure in each
sector. The Third Plan reéognises the role of state plans
as follbws.n VTo quote, "Withxdevelopment on a scale larger:
and MQreféoﬁprehenSive than-in the recent-pasf, the Third
“Plan provides extensive opportunity for the dévelopment of
different parts of the country. Some of the most important
programmes in the plan fall necessarily within the plans of
states. In drawing up these plans, the broad objectives
have been to enable each state to contribute its best
towards increasing agricultural production; to secure the
largest measure of increase in income and employment feas-
ible, to develop social services, in particular elementary
education, water supply and sanitation and health services
in rural areas, and to raise the levels of living in less
developed areas. Thus, state plans are intended to be
oriented towards greater production and employment and the
welfare of weaker sections of the population. Every effort
has been made to propose outlays for different states
considering their needs and problems, past progress and lags
in development, especially in social services, communications
and power likely to contribute to the achievement of
national targets and potential for growth as well as the
contribution in resources which they make towards financing
of their plans. In assessing the needs and problems of
different states, such factors as population, area, pressure
on cultivated land, commitments carried over from the Second
Plan projects and the state of technical and administrative
services available have been taken into account. Thus,

as far as possible, an attempt has been made to consider
both national and Btate priorities. Taken as a whole, the
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size and pattern of outlays in the states in the Third Plan
are calculated to reduce the disparities in development: of
different states, although in the nature of things tﬁﬁ% is
a process which must take time. This statement shbws that
state plans are recognised as an important policy variable
to reduce regional»disparitiés;"l Table 1 gives the data on
the proportion of total expenditure of the various sectors
accounted for by‘the state expenditures. It can be seen
from the table that the states accounted for 49 and Ui per
cent of the total financial outlays in the Third and Fourth

Five Year Plans¢

In the Third Plan, the states accounted for 86, 98,
87, 52 and 66 per cent of the totai expenditure in agri-
culture and community development, major and medium irriga-
tion, power, village and small industries and social
services respeCtively; The states' share in the outlays
on organised industry and minerals and‘transport and
communications is 5 and 10 per cent only. Thus the size
and pattern of state outlays needs to be analysed in greater
detail. In the next chapter we shall attempt an empirical .
evaluation of state development expenditure and its relation
to regional income change. We will also recapitulate
our earlier conclusions on the role of public sector invest-
ment and discuss the measures to induce private investment
in the low income regions. In the sectoral allocation of
the state plan expenditures, inter-regional allocations in
agriculture and major and medium irrigation are very
important policy variables. Regional allocations in these
sectors need to be examined closely. Finally, an empirical
evaluation of the policy variables should enable us to give
some guidelines on the national policy of regional develop-
ment.

1. Third Five Year Plan, Government of India, op.cit., p. 1lu47.
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TABLE 1

FINANCIAL OUTLAYS OF STATES AND CENTRE IN THIRD AND FOURTH FIVE YEAR

PLAN OF INDIA ¢

{IN RS CRORES)

Union

Percent- Terri~ Percent- Total
Sector States age tories Centre age Percentage
o)) (2) (3) (4) (5) (6) ¢))
Agriculture and
Community
Development - 918 86 24 125 - 13 100.0
Major and Medium ,
Irrigation 630 98 2 18 2 100.00
Power 880 87 23 109 12 100.00
Village and
Small Industries 137 52 y 123 48 100.00
Organised
Industry and
Minerals 70 5 ny 1450 95 100.00
Transport and
Communications 226 10 35 1225 90 100.00
Social Services
and Misc. 863 66 87 350 34 100.00
Inventories - - - 200 -
TOTAL ‘ 3725 49.5 175 3600 49.0 100.00

(continued)
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TABLE 1 (continued)

(FOURTH PLAN)

Centrally
States Centre Sponsored Total
(8) (9) (10) (11)
Agriculture and
Allied Sectors 1425.51 1104, 26 126.83 2728.18
Irrigation and
Flood Control ~1050. 39 23.50 - 1086.57 -
Power 1918.07  u424.72 22.0 2447,.57
Village and Small
Scale Industries 783.06 148.65 5.10 293.13
~Industry and -
Minerals 183.06 3150, 86 - 3337.71
Transport and _
Communications 482.54 2622.00 42,00 3237.26
Education 499.89 241.00 30.00 822.66
Scientific ,
Research 140.26 - 140.26
Health 185.75 53.50 176.50 4+35.03
Family Planning - - 315.00 315.00
Water Supply and
Sanitation 167.10 3.80 2.00 405.79
Housing, Urban
and Regional
Development 167.10 48.60 - 237.63
Welfare of
Backward Classes 77.43 0.50 59.50 142,38
Social Welfare 10.54 27.43 2.00 41.38
A
Labour Welfare 27.02 10.00 - 39.90
Other Programmes 92.54 90.68 - 192.31
TOTAL» 6606.u47 8089.76 780.93 15902.16
Percentage by 55. 1 100

Source: Third .Five Year'Plan, Government of India, Planning
Commission, 1961, p.58 and Fourth Five Year Plan, Government of
India, Planning Commission, 1970, p.57.
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CHAPTER IX

AN EMPIRICAL EVALUATION OF REGIONAL POLICY IN INDIA

'In this chapter we shall examine the policy instruments
empirically as they operated under planhing. The size of
state development expenditure is an iﬁportant measure in

the analysis of regional resource allocation under plannlng,
as opposed to the vague statements - of. reglonal balance in

the plan documents. Section I evaluates ‘the role of state -

development expendlture intthe reglonal income change.

The state developmentfexpendlture does not mmglude%the
direct central investments in hénufaéturing, fﬁanspért, etc.
In Section II we examine the role of pUblié profiects in
regional development and the policy measures taken to promote
private investment in industrially baék&%fd'states. In

the sectoral aldocation of state development expenditure,
the regional allocations in agriceculture are of special
».significance becausé of agriculture's importance in the
national and regional economies and also, as we saw in
Chapter VII, high regional disparity EXisfézin agriculture.
We examine the regional allocatién of investment in agri-
culture and irrigation in Section II. - The Appendix at

the end of the chapter discusses the regional sectoral
allocations in the other sectors. In Section III, a few
guidelines are given ontthe regional poliecy in India.

SECTION I

ROLE OF STATE DEVELOPMENT EXPENDITURE IN REGIONAL INCOME CHANGE

In the empirical evaluation of regional poliey in India, the
analysis of state development expenditure is of vital
importance and it can be taken as a proxy for state develop-
ment effort as it includes state expenditures in the ,
important sectors such as agriculture and irrigation, flood
control, power, education and other social infrastructuresQl
The state development expenditure excludes the direet central

investments and also the non-development expendlture incurred
by the state on?O" development activities.

1. See Chapter VIII, Table 1, for the proportions of total
government expendlture in each sector incurred by the states.
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development activities. If we take a given time period,

we may then examine the relation between a region's growth
of total income and the size of development expenditure.

For measuring the total development effort, we may take
accumulated development expenditure of an average, say three
years; thus, if it is a five year period, we exclude the
first and last year from the calculation of the accumulated
development expenditure, and allow for some time lag between
the accumulated development expenditure and the region's
change in income.

The total expenditure of the state is financed fui@%
from#threa sources: (1) the state's own revenue raising
effort; (2) share in the divisible taxes and grants awarded
by the finance commission and (3) central assistance in the
form of planning grants and loans. We may point out here
that although we are taking the accumulated development
expenditure as an independent variable in analysing regional
income change, it is likely to be positively related to the
region's base level income, as richer regions can raise more
resources of their own than the poorer ones. On the other
hand, if there is substantial transfer of central resources
to the low income regions so as to increase the size of
their development expenditure, the relation between the
accumulated development expenditure and the initial level of
income may change. Similarly, it is possible to stipulate
that the relation between a region's income change and the
initial level of a region's income may change from a positive
significant statistical association to a negative one, if
the low income regions have a higher income change than the
highs: income regions. Statistical non-significance of both
the size of a region's income as well as the accumulated
development expenditure would mean that the other factors
not specified in these two variables or the random factors
such as weather may be more important.in influencing a
region's income change.

A region's income change may be measured by several
variables. Some of these are avérage growth rate, percent-
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age increase in the region's income and the absolute
additional regional NDP over the relevant time period.

Where possible, average growth rate was tried but its

results were found to be statistically non-significant.

The use of regional percentage increase in NDP or net
industrial output creates difficulties due to very unequal
base level incomes so that for some states small increases

in output will result in very large percentage changes.

We recognise that even in taking additional absolute values,
we cannot overcome all the problems arising from the
unevenness of base level incomes. Limitations in our
approach also arise because of the limitations of basic

data themselves. In our simple model, because of the: Jata
difficulties we cannot include variables such as regional
export base and direct central investment. However, we
consider the empirical testing of the role of development
expenditure in regional income change crucial in understanding
the regional resource allocation under planning in India.

We distinguish our approach from the estimates of regional
multiplier by some writers.l Although the concept of
regional multiplier is useful, the basic limitations in the
context of many underdeveloped economies arise because the
basic data2 required to estimate the regional leakages are

not available. An estimate of regional multiplier on the
basis of national parameters has very little operational
value. In our simple model here, we may attempt to measure
income elasticity of state development.expenditure for the
various time periods considered here, and draw some conclusions
from it within the general limitations of the data. On a
priori grounds we may say, however, that we can expect __ . .
regional differences in the income elasticity of development
expenditure in the high income and low income regions.3 "

L. See Hug,M., "A Study of Government Expenditure - with
Special Reference to Economic Development in Pakistan", an
unpublished M.Litt.Dissertation,University of Glasgow, 1972.
"Regional Multiplier in East Pakistan", Appendix to Chapter I.
2., Basic data required to estimate regional multiplier consist
of regional values of propensity to sabe, import and tax.

3. As we examined in Chapter 6 the agglomaration of private
investment in high income regions means that both in terns of
existing demand for social capital and the response of private
sector's investment ETrETY to the given increases in
government expenditure are likely to be higher than in the low
income regions.




THE METHODOLOGY AND SOURCES OF DATA

The majpr source of data on Indian state finances in
the Bulletin of the Réserve Bank of India, which annually
reviews the state finanees since I95I-52. As the atate
boundaries have changed since I95I-52 some problems arise.
in choosing the appropriate state units. In analysing
state income data we used the data on I4 major states aféger
the reerganisation. NCAER state income data for I950-51
andIl855-56 are in terms of these reorganised states, Here
also we shall use a similar procedure and éonvert the state
expenditure data for the period I195I-52 to I955-~56 in
terms of reorganised states. For the states of Maharashtra
and Gujarat which were formerly the state of Bombay, we will
keep the reorganised Bombay State for I950-5I and I955-56.
This reorganised Bombay State was bifurcated in I959-60 to
form the sepavate states of Maharashtra and Gujarat. Table I
gives the formulae used in computing the expenditure levels
in termg of reorganised state boundaries. Since we arvre
concerned with the state’s total development effort, we shall
take development expenditure which is arrived at by
deducting non-development expenditure from the total
expenditure. Non~development expenditure consists of items
such as eivil administration, debt serviees, collection of
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TABLE 1

FORMULA FOR ESTIMATING STATE EXPENDITURE (FOR THE POST

REORGANISATION STATES)

FOR 1851-52

State

Add

Deduct

Andhra Pradesh

Bombay

Kerala

Madhya Pradesh

Mysore

Punjab

Rajasthan

Madras

(1)
(2)

(L
(2)

(3)

(1)
(2)

(1)

(2)
(3)
(%)

(1)
(2)
(3)
4)
(%)

(1)
(2)

(1)
(2)

35% of composite Madras
54.3% of Hyderabad State

Saurashtra
35.8% of pre-1956
Madhya Pradesh

25.5% of Hyderabad

Travancore-Cochin
8.3% of composite Madras

64.2% of pre-1956 Madhya
Pradesh

Madhya Bharat

Bhopal State

Vindhya Pradesh

14.5% of pre-1956 Bombay
State:

20.2% of Hyderabad State
5.1% of Composite Madras
Coorg _

Pre-1956 Mysore

Pepsu State
Punjab

Ajmer State
Rajasthan

(L

(L
(2)
(3)

14.5% of pre-
1956 Bombay
State

35% included
in Andhra
8.3% included
in Kerala
5.1% included
in Mysore

Source:

Reserve Bank of India Bulletin, June 1966
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taxes, etc. In computing development expenditure; we have
combined the development expenditure both on current and
capital account in a given year to arrive at the total
development expenditure. This total development expend-
iture excludes all central investments in organised industry
and minerals, transport and communications as well as in
other sectors. We do not have - data to include a
specification of this component of total regional investment,
although we analysed the data on these items for a few planning\
years in Chapter VI. As we mentioned earlier, the state's
development effort measured in this way is financed from
various sources. Appendix 1 at the end of the chapter exam-
ines these sources. Among the other sources, it includes the
central loans and grants, which is one of the main factors in
determining the size of total development expenditure in the
low income states. |

The estimates of increase (or additional) in
NDP over the relevant time periods is dalculated from the
NCAER and IIPO data for the three time periods for whigh data
are available, viz., 1950-51, 1955-56, 1955-56 to 1960-61 and
1960-61 to 1967-68. The estimates of additional net
industrial output are also calculated from the same sources.

ESTIMATING MODEL: We may now specify our simple model and
- the estimating equations of the regression analysis. In the

regression analysis we use two types of variables. In
accordance with that, we may divide the regression analysis
into two parts, as follows:

Part I. We may regard additional NDP or industrial output as a
function of two variables, viz. the accumulated development
expenditure (a three-year average) and the initial level of
region's output. Thus,

Ay = £f(IDE, y.. )

1to

As dependent variables of Ay we use additional NDP

in ith region (i...1l3 or 1l4) and alternatively additional
net ‘ industrial output over the relevant time period
in ith region (i.e. 1l....13 or 1l4).

Yito = Base level regional NDP (or net industrial

output) in the beginning of each time period. We expect multi-

colinearity between the rDE and Yitor However, an
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assessment of these two factors separately and together can

reveal an interesting pattern of relationship between the

following variables: (a) Ay and IDE; (b) 2y and Yito and

(c) Y5 to and :DE. It is possible to visualise that this

%elationship will change over the relevant time periods.
We attempt regression analysis of individual time periods

as well as pooled regressions. We also estimate the income
elasticity of development expenditure for different time
periods and for pooled regressions.

In the second part, we attempt to overcome the s
‘multicolinearity problem by looking at the relation between
“the regional chaﬁge and development expenditure as proportions
of base level income, i.e.

- IDE
Ay‘/yito = f(mo .

We then add state dummy variables to include the state effect

not specified in the above variable. We regard such an

analysis as important in evaluating the size of state

development expenditure as the policy variable. However,

we need to point out again that the conclusions from the

empirical results need to be drawn, keeping the limitations

of the basic data in mind. The results of regression

analysis may now be presented as follows:

‘The following notations are used in the regression
analysis for the various dependent and independent variables:

Xl = Additional NDP in the time period t in Rs. 100,000, in

ith region.
X, = Additional net industrial output in the time period t
in ith region,n Rs. 100,000.

Xy = Accumulated development expenditure in Rs.100,000 in ith region.

X, * Yito - the . - NDP in the beginning of the time
period in Rs. 100,000.

X5 = The net industrial output in the beginning of

the time period (t = 0) in ith region, in Rs. 100,000.
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REGRESSION ANALYSIS: PART I

Table 2 gives the regression results on these varlables/
for the individual time periods. Table 3 gives the :
‘results of pooled regressions.

TABLE 3
POOLED REGRESSIONS: 1950-51 to 1967-68

' Nd. of Dependent _ ‘ T e
o Equat%g@ésgariable' .Constant Independent Variables

s M X

SO @ @y W) ) (e

- 29.13 R
12 X 807.00  0.433 0.110
(2,3m %1 (2.58) t.om"

13 29.13 ¢ - -1197.04%  0.074 0.288 .
(2,37)%2 oy 0288
(-1.31) (* '

(Figures in Brackets are f-ratios; # gives significance atgs
0.05 level) :

We may draw the following conclusions from Tables

2 and 3: | ”

(1) The significance of IDE alone has varied over the
different time periods and between XI-and X2.‘

(2) When :IDE is considered alone, the IDE is significant
for all the three'time‘periods. However, only in the period’
1855-56 to 1960-61 does IDE alone give a high RZ,

(3) When :DE and Vs ito are introduced togéther, the »
regre531on coefficient of :IDE is rendered statlstlcally non-
significant.  The Yito variable is significant in 1950-51 to
1955-56 and 1955-56 to 1960-61. It is not significant in
the last period with reference to the Xy Qariéble, We con-
sider, therefore, that the random factors such as bad harvest
are more important during this period. “

(4) The statistical fit with reference to the X2 variable
also varies for different time periods. IDE alone is significant.




TABLE 2

REGRESSION ANALYSIS OF REGIONAL INCOME CHANGE IN INDIA, 1950-51 to 1967-68

Equafion Dependent

Regression Coefficients of
Independent Variables

Number Variable Constant Xg X, Xg R? N F Test
(1) (2) (3) (4) (5) (6) (7 (8)
| 1950-51 to 1955-56 N
1 X - 3243, 89 1.02 0.29 13 4.57 .(L.,TL)
(0.78), (2.13)% N | -
1 (2.389% , L
3 X, -145.11  -0.138 0.040 0.92 13 62.85 (2, I0)
, (—1162) X ~ (7.92)* . , »’ vy \
X, = 1229.95 - Q.%03:(3.08)*% 52 I3 cI3i49 (I,II)
2 (- I.0T) 1955-56 to 1960-61 |
m X, -18547.50 2.318 0.73 13 35,13 (I, II)
5 X, -7392.77  (0.188)  0.252 0.86 13 40253 (2, Io)
| | (-1.28)  (0.27) (3.42) % , '
6 X, -7869.09 0.753%. 0.36 13 ©7.87 (I,II)
(-1.7%2) (2.80) ‘
7 X, ~2959.17 0.0459 0.499 0.61 13 . $0.57 (2, I0)
1k 2.84)%F - ;
(=07) (0.181) ( )
. 1960-61 to 1967-68
8 X1 © 10146.10 0.519 0.10 14
(1.60) % | o
9 X1 14273.28 0.113 0.082 0.063 14 I 48 C 2,II)
(T.I5) ' (continued)

(28)



TABLE 2 (continued)

Regression Coefficients of
Independent Variables

Equation ‘Dependent 2
Number Variable Constant ,X3 Xu X5 R N F Test
(1) (2) (3) (4) (5) (6) (7) (8)
1960-61 to 1967-68 (continued)
10 X2 -1077.54 0.218 : o.u9 1y I3.49 _
(“@- 56) (3067)* m.,:,\"}\ ‘ (IoIZ)
11 X2 897.79% 0.111 0.132 0.69 14 I2.45
(1.68)* (2.42)% (2,1II)

(0,058)

Notes: Figures in backets give f’watios; * give significance at 0.05 level.

&
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in all the three time periods but is rendered nﬁ%&s%ﬁﬁificaﬁt

- when introduced with y. itor  Yito is significant in all the
three time perlods.
(5) In the pooled regressions, the multicolinearity

problem is less acute as the regression coefficients of both
the variables are statistically significant.

The multicolinearity problem between IDE and y. ito
shows that the high income states have a h:gher‘uﬁal
tDE. The pattern of relationship between the IDE and Yito
as well as between Yito and Ay may also be analysed in terms
of the simple correlations between these variables. The
fact that the simple correlations between thése variables
change over different time periods is - evidence of some
shift of resources to the low income regions. Table 4 gives
the simple correlations between the various variables. We

may note the following points from Table 4.

(L) Although it may appear to start with that the introduction
of the variable y., would only indicate that the region's income
change is predominantly influenced by the initial conditions,
the pattern of simple correlation together with the regression
analysis shows that this is not entirely the case. Column (3)
in Table U shows that thecorrelation between Ay NDP and Y5 to is
high and positive only for the 1955-56 to 1960-61 period.

(2) Column (2) shows that the positive significance between
IDE and Yito also declines. However, if we take ZDE/yito and
Ay NDP (column (5)), then there is an inverse relation between
the regional income change and ZDE/yito ratio. This is one
indication that the low income states have increased their DE
proportionate to their level of incqme. However, the
regional income change continues to be higher in high income

regions,

(3) The correlation between AY¥ industrial and Yito also
indicates positive and significant relation, but the value of -
the coefficient declines from 1950-51 to 1967-68.

Both the regression analysis and the pattern of simple
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TABLE 4

SIMPLE CORRELATIONS BETWEEN THE ABSOLUTE NDP AND THE
DEVELOPMENT EXPENDITURE

DE and y., NDP

IDE and Yito Industrial

ito
X3 Xu X3 and X5

(1) (2)
1950-51
to ) .
1955-56 + 0.91% 0.80° .-
1955-56
to )
1960-61 + 0.91" 0,76
1960-61
to , .
1967-68 + 0.8 0.65¢

IDE
Ay NDP and yito NDP Ay Ind. and yito Ay NDP and ——
ito
Xl and X3 X2 and X5 X and X
1 6

(3) (4) (5)
1950~-51
to .
1955-56 0.58" 0.95 ¥ -0.21
1955~56
to ' .
1960-61 0,943 0.82 % -0.50
1960-61
to _ ‘
1967-68 0.u45 0.78 * -0.53 %

% gives significance at 0.05 level,
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cerrelations show that the significance of ZDE and ths yit@
veriable veried over different time peériods and

'between the two varisbles considefed heree Fpom the
'elasziciﬁy of stata development @xpenaiture with referﬁn@@
to both the regionsl NDP and met industriasl outputs These
are given in Table 55 If the value of elasticity is 1éss B
than ﬁ it shows that a unit of state development expenditurg
mesul%s in a less than & unit change in income, The

eomverse would be the c88e if ineom@ elastieity weS more

then | 10 Tneome elasticity of gevernmant expenditure 18

more than 4 only in the period 4955-56 to ﬂ960—6%, the period
in which the simple correlation between =DE and yiﬁo was ’
found to be the highest. The last pericd in which there

was some ovidence of a greater shift of resourceecs to low
income regions has an income elasticity of only 0.55 with
refercnce to NDP. One explanation iz that we can expect the
income elasticity of government expenditure to be higher

in high income regions, as they already have a high level

of social infrastructuresc end concentration of private
investment and higher levels of productivity-in the
industrial sector. However, the importance of these factors
versus the influence of the random factors of bad harvest

- years in this period csnnot be precisely quantified. If

the role of government expenditure in low income regions

. is that of bpilding shead of demand, low slasticitics may

- continue for some time. The nbove computations also show
that the income elasticity of government expenditure is
higher with reference to industrisl output then with respect .
to net domestic product. Tnua, ‘the &evelopment expenditure
ie more e¢lastic with reference to incréase in net industrial
output thean with respect to sdditional regional NDP.

- The importange of government expenditure can also be
assessed by taking a slightly aifferent model 1n which
. both the regihns® income change and govermment expen&&ture
are taken as vatios of the sbsolute level of the income
in the beginning of the time period. Thus, |

&




Table = 5
Elasticities of State Development Expendlture and the Inltlal Levels of Reglonal

Income w;th reference to the Regional Income Change

. to

1950-5I to 1967-68

State Development Expeh@iture X3
1950-51 Elasticity of X, with 0.71
_ - reference to elasticity
I955-56 of X2 with reference te I.42
1955-56 Elasticity of X, with
to - reference to Eldsticity 2.00
I9360-61 of X2 with reference to 2.77
1960-61 Elasticity of Xy with
to reference to ‘ 0.56
1967-68 Elasticity ef’Xz,with ,

reference to I.09
Pooled Regressions | | Xq Xy VXS '
| | NDP Yito  Industrial

1950-51 to ‘ o
1967 -68 Elasticity of
XI with reference to 0.40 0.53 -
Elastieity of X, with
reference to ' 0.32 - 0. 80

(332

;NoteslTable =35

,I° Elasticity of dependent variable

or X ) with reference to independent
%1able = regression coefflc;ent of

Independent variable

X Mean of Independent Variable
“Mean of Dependent Varlable

12, xhe elasticities of X. and X with
-__|reference to individual t%me pergods
“lare estimated from the equations that
ispecify the government expenditure alone.
iIn pooled regressions, in which the
jmulticolinearity problem was found less
{acute they are estimated from the
}equatlons as given in Table 8.
- 13, We h&ave esiimated the elast;cztles
{with reference to Yito variables only
in the pooled regressions because of the
{multicolinearity problem,
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X, /X, = f(Xs/Xu)

1'7y
i.e. 8y1Y:io =f(2DE/yito)
and X2/X5 = f(Xalxs) '
ioeo _é_z | . FE:DE o N
Industrial ={=——= )lIndustrial
Yito ito

Here we can overcome the problem of multicolinearity
between the Yito and IDE as both sides are ratios.

It is then interesting to examine the relation between

the expenditure-income ratio and the change in income at
the level of the individual state. To allow for the
influence on income change of the quantitative and
qualitative factors that vary among*s%ates but are not
specified in the expenditure-income ratio, we can specify
the 'state effect' in our formulation. Thus, we
eéxcliude:one state which forms our basis of comparison

and then measure the state effect of being in ~a particular
state when other state effects are zero. The state
variables can be included in our pooled regfessions. .
Tables 6, 7 and 8 give the regression results of individual
time periods and thelpooled regressions. We may draw the
following conclusions from Tables 6, 7 and 8.

(1) ZDE/yito is positively related to Ay NDP/yito’ except
in the first time period. The significance of ZDE/yi,to
varies in the different time periods. The regression
coefficient of zDE/yito is significant in the period
1955-56 to 1960-61 and in the pooled regressions. The
significance of DE(yito also varies with reference to

51 industrial for different time periods. It is
ito -



TABLE 6

REGRESSION ANALYSIS OF REGIONAL INCOME CHANGE AND STATE DEVELOPMENT EXPENDITURE AS PROPORTIONS OF THE

INITIAL LEVELS OF INCOME: 1950-51 to 1967-68

Regression Coefficients of

Independent Variable

, Equation Dependent 2
Time Period Number Variable Constant 'X3/Xu X3/XS R N
1950-56 14 X /%y ' 0.158 -0.019 -0.09 13
' (1.97) (-0.026)
" 15 X, /X, 0.172 - =0.0029 0.09 13
(3.92)% ' (0.068)
1955-1960-61 16 X,/%, -0.087 +1.620 0.60 13
‘ (-1.13) (L.43)%
" 17 X, /X, 0.287 . -0.0037 -0.090 13
(3.10)*% (-0.082)
1961-68 ‘ 18 X /X, 0.173 +0.393 -0.0029 14
(1.25) (0.98)
n 19 X, /X, 0.131 | +0.108 0.61 14
(1.65)%* (4.33)%
Pooled
Regression 20 X /X, 0.0798 +0.716 0.34 40
(2.14) _ (4.67)%
21 X,/Xg 0.124 +0.096 0.43 o)
_ (3.13)% (5.58)%

Figures in the brackets give t-ratios. # gives significance at 0.05 level.
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TABLE 7

Equation No. 22 Dependent Variable Xllxu

Independent Regression
Variable Coefficient T-Value

Constant 0.190 3.57
x2/x5 XZ/X5 0.643 5.10

Andhra D, -0.140 -2.00

Assam D

2 0.102 l.41

o
w

Bihar -0, 940 -1,34

Kerala ~-0.163 ~2.32

(4 2]

Madhya Pradesh -0.0750 -1.07

[+ 2]

Madras ~0.666 -0.95

-~

Mysore ~0.1866 -2.37

(<-4

Orissa -0.162 ~-2.288

[¢)

Rajasthan -0.187 ~2.58

o
(o]

Punjab -0.97 -1.39

| HU o o v v o o
-

Uttar Pradesh -0.151 -2.21

f
[

-0.144  =2.07

o
-
w

West Bengal

State missed
out is Bombay

R Squared Adjusted 0.59
R Squared Unadjusted 0.73
F Test (13.25) = 5,25%

# Significant at 0.05 per cent level
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"TABLE 8

Equation No. 22 Dependent Variable X2/X5

Independent Regression

Variable Coefficient T—Valﬁe
Constant 0.328 4,50%
X /X X/ X 0.114 5.11
Andhra Dl -0.316 -2.99%
Assam = D, ~0.412 ~3.94%
Bihar D3 -0.201 -1.,99%
Kerala D¢ -0.305 -3.00%
Madhya Pradesh D6 -0.185 ~1.82%
Madras D7 -0. 144 -1.42
Mysore D8 -0.264 -2.60%
Orissa Dg -0.208 -1.95%
Rajasthan DlO -0.174 -1.54
Punjab Dll -0.354¢ -3,23%
Uttar Pradesh Dl2 -0.330 -3.23%
West Bengal D13 -0.252 -2,50%

R Squared Adjusted 0.801
R Squared Unadjusted 0.738
F Test (13.25) 5.42%

* Significant at 0.05 per cent level
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significant in the third time period and in the pooled
regressions in Table 6. The overall low §2 in the

pooled regressions can be attributed to varying significance
of ):DE/yito in different time periods and the exclusion of
the state effect.

(2) Inclusion of the 'state effect'! in Tables 7 and 8
improves the statistical fit, and in both equations of 7

and 8 the regression coefficients of EDE/yito are significant.
The §2 is much higher in these equations.

To summarise briefly, our main findings of the
empirical test, we can emphasise first the limitations of
our simple model in three aspects:

(L We have been able to include only state development
expenditure in our analysis. This excludes the central
investments in the states in manufacturing, transport and
communications and the other sectors.

(2) We recognise the two-way relationship that exists
between expenditure-income. We justified the use of
development expenditure as an independent variable.

(3) We have basically applied a model in which the
regional income change is regarded as a function of the
size of development expenditure, initial conditions, the
state effect and the random factors.  We therefore had to
introduce the base level absolute income (yito) as one of
the variables. This created some multicolinearity
problems. In addition, since fthe base level absolute
regional incomes are very unevenly distributed, any
measure of regional change magnifies the unequal bases
statistically. These limitations do not undermine the
conclusions that we can draw from our empirical test.

The importance of state development expenditure
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versus the other factors in explaining regional income
change varied over the three time periods considered.
(1)  In the first period of 1950-61 to 1955-56, the Yito
variable is significant in explaining. the NDP change and

the change in the industrial output. sDE is not significant
in this period.

(2)  In the second period of 1955-56 to 1960~61, both 5DE
as well as Yito are significant. However, since DE is
positively and significantly correlated to the Yito» the DE
is rendered statistically non-significant when both the
Vériaﬁles are introduced together.l | '

(3) In the last period, the correlation between IDE and
yi£° NDP declines. However, in this period the random
factors are predominant in’influencing the change of NDP.
The random factors are not predominant in the equations on

the change of the net industrial output.

(W) In the pooled regressions, the regression coefficients
of IE and y,., are both significant and the multicolinearity
problem is less serious.

(%) The income elasticity of state development expenditure
varies in accordance with the varying significance of 3IDE
versus other factors in different time periads. In pooled
regressiohs the income elasticity of government expenditure
with reference to the change in NDP and industrial output is
less than 1. Income elasticity of development expenditure
is more than 1 with reference to NDP change.only in the

time period 1955-56 to 1960-61. We consider two main

1. Thus, in the Secnnd Five Year Plan of India, which
embarked on the rapid industrialization, the regional
resource allocation through state development expenditure
was highly favourable to the high income states.




o)

factors relevent in the overall low income elasticity of
governrent expenditure with reference to KDP. One is the
importance of random factors such as a bad harvest year in
influencing regional NDP change, in variocus time periods.
The regression coefficients of DE and DE/y;,, are rendered
statistically non-significant in the third pericd with
refereénce to NDP but are significant with reference to net
industrial output.

Secondly, income elasticities of development expend-
iture are likely to be different = between the high income
regions and the low income regions. Income elasticity of
development expenditure can be expected to be higher in high income

regions because of several factors. For example, these
régicn& already have been able to ereate conditions of higher
internal growth and thus additional development expenditure
merely enhances the process of eXpansion, In the low income
regions, previous private and public investments are low and
leakages by way of a propensity to import may beihigh. A
lower income elasticity of development expenditure does not
imply that it is not an importent policy tool. If the
objectives of increasing development expenditure in the low
income regions are the creation of long term conditions of
higher regional growth, & lower current elasticity may have
t¢ be acceepted. The analysis of the state development
expenditure up to 1967-68 showed that the size of the
ﬂ@veléymeﬁt effort of the states is positively and signific-
antly related to the level of state income.  Although there
was some shift of resources towards low income regiéna in
1960-81 to 1867-68, it was not possible to evaluate the
impact of this shift on région&l change, as the regional
change wass affected by the two bad agricultural years.

In our simple moudel above, we have attempted to
analyse the relation between the change in the regional KDP
and net industrial -output and the total size of the
development effort. If the size of the development effort
of low income states was more than proportionately raised
through central assistance, we could expect to find a negative
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correlation between the IDE and Yito®

1967-68, this does not appear to be the case. Since we

However, up to

do not have the state income figures for the later years

it i1s not possible to extend our computations to the more
recent years. We may, however, briefly review  size of
the state development outlays in the Fourth Plan. The

Fourth Plan lays down several objective criteria by which
quantum of central assistance to the states is determined

in the Fourth Plan.’ To quote, "It was decided that after
providing for the requirements of Assam,_Nagaland and Jammu
and Kashmir, the central assistance to the remaining states
for the Fourth Plan should be distributed to the éxténﬁ'ofr

60 per cent on the basis of their population, 10 per cent

on their per capita income if below national average and 10
per cent on the basis of tax effort in relation to per capita
incomes and another 10 per cent to be allotted in proportion
to the commitments in respect of major continuing irrigation
and power projects. The remaining 10 per cent, it was h
decided, should be distributed among the states in order to
assist them in tackling certain special problems, e;g. those
relating to metropolitan areas, floods, chronically drought
affected areas and tribal areas." The Fourth Plan further
states that "Hitherto the plan schemes under different heads
of development had their own patterns of assistance and

the states could draw on grants or loans accordingly. = Outlays
under certain heads of development, as also were some of the
specified schemes, were earmarked and could not be diverted to

other heads of development or schemes." In the Fourth Plan

central assistance would n@t be related to any specific scheme
or programme under state plans, but would be given to the
states through block grants and loans. Each state would get
a fixed proportion (30%) of central assistance in the form of
a grant and the balance (70%) by way of loans. In order to
ensure that the overall priorities of the plan were adhered to,

1. Although IDE is significantly and positively correlated to
the Yi+ NDP in the three time periods considered here, there
is a * onegative correlation between Ay NDP and ZDE/yito, and

this works out to be ~0.53 for the period 1960-61 to 1967-68.
2. Fourth Five Year Plan of India, Government of India,
Planning Commission, 1969, p.54-55.




(Y

outlays under certain heads of developments would be earmarked.
The Fourth Plan further emphasises that '"the decision that 60
per cent of the assistance should be distributed on the basis
of population and that states in which per capita incomes are
below the national average should get another 10 per cent of
total assistance is a step towards the reduction of regional
imbalances". Table 9 gives the relevant figures on states'
resources, central assistance, total outlay and per capita
outlay. The total outlay figures include development and

non development expenditure. The appendix at the end of

the chapter gives a comparative picture of the states' resources
over various five year plans. The following. points can be
noted from the table: '

(1) . . There is
considerable inter-regional variation in the states' resources
among the groups of low income and high income states. The
states of Andhra, Bihar and Uttar Pradesh from the low income
states have a higher proportion of their total outlay covered
by their own resources. In the high income states Maharashtra,
Gujarat, Tamil Nadu and Punjab have 27, 35, 39 and 34 per cent
of their resources accounted for by central assistance. West
Bengal is the only state which has 69 per cent of the total
outlay accounted for by the central assistance.

(2) The resultant per capita outlay and per capita central
assistance are unequally distributed. The correlation
coefficient between state per capita income and per capita
outlay in the Fourth Plan works out to be +0.65 and that
between per capité income and central assistance is -0.20.
Thus, the development effort of states in the Fourth Plan
will continue to be higher in high income states.

We conclude, therefore, that contrary to the objectives
laid down in the Third and Fourth Plans, regional development
effort and regional income change will be greater in
the high income regions. Inclusion of 10% of assistance
on the basis of per capita income and 60% on the basis of
population in the Fourth Plan did not result: in a
substantial reallocation of total outlays to low income
regions. If we grant that the income elasticities of
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TABLE 9

STATES' OUTLAYS IN FOURTH FIVE YEAR PLAN OF

(in Rs Crores)

INDIA

% of Total Per Capita

States'
Resources

(2)

Central
Assistance

(@

Total
Outlay

(W)

Outlay ac-
counted for
by Central
Assistance

(5)

(in Rs)

Outlay
(6)

Central
Assistance

N

Haryana

Jamm &
Kashmir

Kerala

Madhya
Pradesh

Maharashtra
Mysore
Nagaland
Orissa
Punjab
Rajasthan
Tamil Nadu

Uttar
Pradesh

West
Bengal

180350

1175
19328
297.00

146250

13.450
83.140

121.00

652.62

177.00
5.00

. 62.60

192.56
82.00

317.36

433.00

101.50

240.00
220.00
338.00
158.00

78.50

145.00
175.00

262.00
245.50
173.00

35.00
160.00
101.00
220.00
202.00

526.00

221.00

420.50
261.75
531.28
455.00
225,00

158.40
258.40

383.00
898,12
350.00
40.00
222.60
293.56
302.00

519.36

865.00.

322.50

57
84
64
35
35

92
68

68
27
49
88
72
34
73
39

55

69

101.2
177.6

96. 4
160.6
236.8

402.0
127.3

98.7
188.4
125.0
95,2
107.7
210.6
121.4
13630

111.1

75.7

57.8 ... .

149.3

sla##ff %
62.7

82.6

368.0

862

67.5
51.5
61.8
83.3
77.4
72.5
88.5

52.9

60.5

51.9

3106.47

3500.00

6606. 47

53

.-128.9

68.3

Source:

India, op cit.

Compiled from "Fourth Flve Year Plan", Government of
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development expendlture are likely to vary among these two
groups of states, we must reach the conclusion that reglonal
income dlsparltles in the Fourth Plan will not be sub-
stantially redeced but may increase.?!

" SECTION II

AN EVALUATION OF REGIONAL POLICY INSTRUMENTS IN MANUFACTURING
AND AGRICULTURE

In this section, we shall discuss the regional policy

instruments in manufacturing and agniculture, Our

quantitative analysis of regional disparities in these

sectors (Chapters V, VI and VII) provides us with some
understanding of the process of regional disparity in each
sector. Hence, where possible, we shall draw on our

earlier conclusions.

MANUFACTURING; The total state expendiﬁure excludes direct
central investments in manufacturing and transport. It includes,

however, the state expenditure on the industrial development
and village and small industries. The policy measures in
manufacturing can be discussed under two headings, viz.

(1) the measures to create a more diversified industrial

base through direct public investment and (ii) the measures
to promote private investment in the low income regions.

The plan documents lay a great stress on the role of public
sector projects in regional development. Various statements
in the plans quoted earlierzemphasise the need for a 'fair
share" in the regional distribution of public investment.

At the same time it is asserted in the plans that the loca-
tionc of pub;ic]projects is largely determined by the techno-
economic'considerations. The feasibility studies3on the
‘alternative locations of public sector investment are not
published and hence we cannot, discuss the criteria used in
choosing the‘optimum location for a given project. The data
on regional dietribution of public investment are available
for a few years and these were examined in Chapter VI.

These data also clessify the types of investment projects

in each state. Background tables at the end of the chapter.

1. Similar views are also expressed by various other writers..
See (i) Vithal, B.P.R., "Central Assistance for State Plans::
How Equitable Is it?", Economic and Political Weekly,June 1k,
1969. (11) Zaverl, N.J., "Transfer of Non-Plan Resources to.
States", Economic and Polltlcal Weekly, June 7, 1969.

2. See Chapter VI for a more detailed discussionomn the regional distribu- -
tion of public investment in India.

3. The feasibility studies on the location, of allfpubllc projects are made
by the Planning Commission but are not available or private”research.

A\
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give the data on the regional distribution of public-iﬁVeSt-
ment in 1968-69 and in the Fourth Plan. We pointed out in
Chapter VI that a substantial proportion of total pubiic
investment in the Secondaand Third Plans went to Bihar,Orissa -
and Madhya Pradesh out of techno-economic considerations.
However, this by itself need not lead to a ereatjon of new
growth centres in these regions. An application of the
growth centre concept would require a number of inter-related
public sector projects to be located in specific low income
regions and the undertaking of additional policy measures to
support regional development at these new growth centres. An
examination of regional investment by projects in 1968-6§‘and
for the Fourth Plan shows that nearly every state received some
publie sector projects. The number of projects and the total
investments differ in each state. The low income states of
Bihar, Orissa and Madhya Pradesh have received large public y o
sector investments in steel and heavy industries. However, if
we consider the number and amount of public investments in

- 1968-69 and those proposed in the Fourth Plan it becomes clear
that additional public investments iﬂ Madhya Pradesh and Orissa
either in additional investment in steel projects or other '
projects are much smaller than those in Bihar. Bihar has
received a larger number of public projects in steel, coal and
heavy engineering up to 1968-69, With additional large public
investments in Bokaro in the Fourth Plan together with the
location of other public projecté in the Fourth Plan,Bihar can
be placed as one of the low income states with the largest
amount of accumulated public investment and thus has greater
scope to respond to selective measures to induce private invest-
mant.l. We may farther emphasise that there are economic advan-
tages to be gained from concentration of locations of public
sector projects at selected spatial points as far as these are
permitted by the techno-economic considerations. Creation of
new growth centres in.the}periphery need not mean "maximum dis~-
persal" or "fair share". However, here the efficiency objectives
are in some conflict with the political objectives of "balance".

L. The pelative advantages andudisadvantages of the other low
iricome states need to be examined at regional level in relation
to their industrial structures and the size and pattern of the
public investment.
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The measures to channel private investment in the

desired directions have taken various forms. These include (a)
measures to reduce the monopolistic control of private industry

" by a few large industrial houseé; (b) measures to promote
decentralised industrial development away from large metro-
politan centres; (c) measures to promote private investment

in the industrially backward states. We stated in Chapter VI
that,in analysing the trends in the private sector investment,
we need to emphasise the role of the big industrial houses
which exercise a mdnopolistic control over private investment
in manufacturing: These industrial houses and the rest of
the private sector have responded to the public sector invest-
ment in manufacturing by way of investment in the new growth
industries. However, spatially these investments have
occurred in the large metropolitan centres and in more
industrialised states. We reviewed the evidence before the
Licensing Committee in this regard. This evidence shows a
continued trend towards further agglomeration in the metro-
politan centres and in more industrialised states.

The U.N. Reportl comes to the following conclusion
regarding the decentralised industrial development. "The
evidence of most of the countries in South East Asia seems
to indicate that a decentralised urban industrial growth,
i.e. away from large metropolitan centres, would require

- strong intervention. The experience of the Government of
Maharashtra in India is illustrative in this respect. Some
years ago the Government of Maharashtra offered a "package
programme” of incentives to potential entrepreneurs who would
consider industrial location away from over-congested
Bombay area. The incentives included provision of land free
or at a nominal cost, concessional water and power rates,
exemption from sales tax and preferential treatment in the
purchasing policy of the government. In addition, the
government embarked on a programme of developing new land
areas where basic urban facilities could be provided by the

1. "Regional Development: Experiences and Prospects,. South
East Asia", Vol. II, p. 219, Ed. Lefeber, L. and Datta -
Chaudhri Mrinal, geneva, 1970.
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new industries. Judging by the poor response of
entrepreneurs to the incentive scheme and by the continuéd
high pace of growth in the Bombay~Thana area, it is clear
that in the private profit calculations the risk-~averting
entrepreneur requires stronger incentives and deterrents

to divert new industries away from the metropolis.”™ The
Pande and Wanchoo Committee rayortsl dealt with the
identification of industrially backward states and the
recommendation of the financial and other incentives
‘nmeasures to promote the private investment in the industrially
backward states. In Chapter VI, an examination of available
data on private investment showed that the private investment
continued to concentrate at the established industrialised
areas and did not respond to the large public sector invest-
ment in some of the low income regions. We can furthef
conclude that in considering the impact of publie investmant
on attracting private sector investment, there is a need '
to examnine the size and pattern of regional accumulated
public investment and its relation to the regionis industrial
structure and then consider the possibilities of attracting
private investment. The scope of various measures will,
differ among the various low income regions as the regional
industrial structures and spaciélisatien as well as the size
and pattern of accumulated publie investment differs.
Ultimately, the eéxtent of the success of the incentive
schemes will depend on how far the profit calculations of
private investors as a result of theiincentive and
disincentive scheises avre pursued by the regional goverﬁmants.

1. See Section II, Chapter VIII for a classiflcation
of the industrially backward states by these
reports.

[ Sl €. Ors. SR AL LT SO, L S SO SUNE LV NPT N
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AGRICULTURE: Our anaiysis of Chapter
VII indicated that regional disparities in agriculture are

as important as those in manufacturing. As we have analysed
the extent and nature of regional disparities in agriculture
up to 1967-68, we may concentrate here on the policy

aspects and the new agricultural development strategy -
adopted since then under the Intensive Agricultural
Development Programmes (IADP) and High Yielding Varieties
Programmes (HYVP). We may analyse in this connection three
interrelated issues: (1) The new agricultﬁral dévélopment
strategy since 1967-68 and the targets of agricultural
production in the Fourth Plan did not specifically depend on
or were aimed at raiéing the average productivity levels in
agriculture in the low income states. h |

(2) The total outlays on agriculture and irrigation in
the Fourth Plan weremuch lower in the low income regions
iA relation to their needs. '

(3) At national level, adequate policy measures to

raise the average productivity levels in the dry farming
areas do not exist. This has regional implications for a
few low income regions which do not have adequate resources
to undertake programmes to protect and raise the productivity
levels of large proportions of their area. '

We may elaborate on these three points in greater
detail. It is not possible to review all the literature
on "Green Revolution" and on the IABBl and HYVP2 Programmes.
We have tried to list some of the literature on the new
agricultural development strategy in the bibliography. This
strategy concentrates on selecting areas of minimum risk and
with existing irrigation facilities. - The Fourth Plan lays
down two main objectives in agriculture. The first one is
to provide conditions necessary for a sustained increase in
agricultural production of about 5 per cent per annum over the
next decade. The second objective is to enable as large a

1. Intensive Agricultural Development Programme.
2. High Yielding Varieties Programme.
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section of the rural population as possible, iﬁéiﬁﬁing‘the
small farmer, the farmer in dry areas and the ag%iéUItural
labourer to participate in development and share its
benefits. In foodgrains . production, the plan aims to
increase the food production from 98 million tonnes in
1968-69 to 129 at the end of the Fourth Plan. O0f this
additional 31 million tonnes, 21 million tonnes is to come
from HYVP. This is expected to be achieved largely by

the extension of the programme from 9.2 million hectares in
1968-69 to 25 million hectares in 1973-74,2' Various writers
have expressed that inter-regional disparities:in agri?
‘eultural growth will persist and may also increase. V. Nath?
comes to the following conclusion in this regabd? He
classifies the states by their performance in agriculture

in Hagh and Low states. This classification is similar to
our classification of states into regions with existing
advantages and disadvantages. = To quote, "It is clear that
half the states of India, having more than half of. the total
cropped area and the total value of agricultural output are
not participating adequately in agfigultural progress. The
Fourth Plan, while it contains prograﬁmes for achieving
rapid increases in some directions in some Low States such

as rural electrification in Uttar Pradesh and Bihar or for
meeting particular problems such as floods in Assam, will
not substéntially reduce inter-state differentials in growth
rates of agricultural output and of increase of productivity
of croplands. What is more important, it does not have an
adeQuate content such as by way of HYVP for greatly accelera-
ting agricultural growth in Low States. But persistence of
a low growth rate over a large part of the country will make
achievement of a high overall rate of growth of agricultural
output very difficult. Moreover, persistent regional
disparities in agricultural growth will lead to =-a regional
dichotomy in economic development and growth, which will
complicate enormously the task of economic development.

1. See Fourth Five Year Plan, Government of India, Planning
Commission, Chapter 7. Thus even by 1973 the percentage of
total cultivated area covered under HYVP will be only 19 per cent.
2. Nath,V. "Agricultural Growth in 1970's: An Analysis",
Economic and Political Weekly, Dec. 1970.
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The causes of slow agricultural progress in Low States
should be identified and remedial measures should be taken."
Table 10 gives data on outlay on agriculture and irrigation
by the states in the Five Year Plans. We may note the
following points from the Table.

(1) The total all-India outlay on agriculture was low at
Rs 877 crores in the Second Plan. The total outlay on
agriculture increased to 4689 crores in the Fourth Plan.
This amounts to more than four times increase in outlay on
agriculture.

(2) Total per hectare outlay on agriculture was higher
than the national average in the Second Plan in the following
states: Kerala, Punjab, West Bengal, Tamil Nadu, Andhra, Bihar
and Orissa.

(3) At national level her hectare outlay on agriculture
and irrigation increased from Rs 65 in the Second Plan to

Rs 114 in the Third Plan and Rs 167 in the Fourth Plan. We
may note the position of individual states against this
national average. Kerala increased the outlay from Rs 115
to 409 in the Fourth Plan, Assam from Rs 70 to Rs 246,

Tamil Nadu from 81 to 240, Maharashtra from Rs 52 to 178,
Gujarat from Rs 77 to 197 and Bihar from Rs 97 to 236. The
states which remain below the national average are Madhya
Pradesh from Rs 43 to Rs 98, Rajasthan from Rs 34 to Rs 69,
Orissa from 79 to 106 and Andhra from Rs 84 to Rs 121.

Among the low income states, Uttar Pradesh and Bihar &re the
only states with more than national per hectare outlay
on agriculture.

(4) The overall position of the states is reflected in
column (1) to column (14). From columns (8) and (4) we can
see that there are several states which have received a
higher share in total outlay than their respective area
shares. These states are Assam, Bihar, Kerala, Gujarat,
Tamil Nadu, Pubjab and Uttar Pradesh.

We may further examine the position of the individual
states in the total outlay on major and minor irrigation.
Table 11 gives the outlay in these sectors. These figures




TABLE 10

PLAN OUTLAY ON AGRICULTURE AND IRﬁIGATION IN INDIAN STATES

Second Five-Year . Third Five-Year A’Fourth FlveJYear "~ Overall Outlay in the Second, Third
Plan Plan - Plan : ~and ‘Fourth Five-Year Plans ' -

Total  Outlay Total  Outlay . Total  Outlay A : Outlay % of

Esti-  Per Hec- Esti- * Per Hec~ - Esti-  Per Hec- : Per Hec~ - Area in
tare of mated © tare of - ' mated . tare of ~ tare of out= Each State
Net Cul- Expen- Net Cul- ~  Expen- Net Cul- L . Net Cul- lay  to the
tivated diture tivated diture tivated o tivated . . in.~ Total Net
Area(Rs (Rs ‘Area(Rs . (Rs Area(Rs . ' Area(Rs ”Sf‘wmm%
crores), Rank crores) crores) Rank crores) crores)  Rank Outlay crores) St ”*"(1965-66)
(2) 4) (5) ?><7) (8) (9)_ (10) (1) (13)

Andhra Pradesh 95 8u 11_133 121 ll- . 379 34l
* . Assam 16 70 - 56 246 : 100 © 429
.-Bihar . 8l 97 197 236 422 506
Gujarat - 73 . 77 - 187 197 371 3390
‘Kerala ©22 - 115 . 85 409 1 16l 781
Maharashtra ~ 93 & .52 = 316 175 . 576 318
Madhya Pradesh 70 - 43, 162 '98 13 350 212
‘Tamil Nadu 49 - = -81 s L 2w - 3 .- 281 473
Mysore 60 58 156 156 - 318 318
Orissa 47 79° L 106 : 170 285
Punjab (includ- ' | |
ing Haryana) 65 86 ‘ 92
Rajasthan 46 34 | 92 L
Uttar Pradesh 96 55 116 317 183 614 - 354
West Bangal = U5 82. 81 149 102 - 188 228 . W19
Jamm & Kashmir 7. = 107 : 19 285 ' 36 559 . 64 954
Union : = ' . ,
Territories 12 152 24 . 2u3 83 838 18 1207
Total 877 65 1547 114 ' 2265 167 4689 345
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TABLE. 11
OUTLAY ON IRRIGATION.IN FOURTH PLAN, BY STATES

Ouﬁuw .. Outlay per Outlay on Outlay per
: on Major 1000 Hectares Minor 1000 Hec-
State and Medium of Cultivated Irrigation tares of
Irrigation Area in the ‘ Pro- Cultivated v
: . PTpgmmmes State ~Rank grammes Area in State Rank:

(1) (2) (3 W) (5) () .- D
Andhra Pradesh 6450 0.56 7 2aoq'~‘” 0.24 10
Assam 571 0.25 - 1100 0,48 - 6
Bihar = ‘9930 1.16 8 4800 0.5 3
Gujarat - 10500 1.09 o 2922 0.30 9
Jammu & )

Kashmir 706 - l.01 600 0.86

Kerala i 2675 1.81 2 950 0.47 7
Madhya Pradesh 6100 0.36 1 3000  0.18 12
Tamil' Nadu 3000 0.50 9 3070 0.51 2
Maharashtra 12393 6.80 1 6500 0.36 6
Mysore . 6800 0.65 6 3200 0.31 8
‘Cbieea 1800 0.30 13 1075 0.18 1
Punjab 1600 0.42 5 2320 0.61 1
Haryana 2268 0.68 850 0.25

Rajasthan 7400 0.51 8. 800 0.06 13
Uttar Pradesh 9700 0.53 10 9600 0.52 4
West Bengal 1900 0.35. 12 2674 0.49 5
All-India

(including Unicn

Territories) 386706 0.62 _ 47568 0.34

Source: Shivmaggi, H.B.
Economic and Political Weekly, Review of Agriculture,
September 1969. .
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further highlight the unequal state expenditure in these
gsectors in various states. The largest outlay in major

and medium irrigation was to be spent by Gujarat, Maharashtra,
Bihayr, Uttar Pradesh and Hysore. In terms of expenditure
per 1000 hectares of cultivated area, the states with lowest
expenditure are West Bengal, Orissa, Madhya Pradesh,
Rajasthan and Andhra. In minor irrigation, also, the last
five states by per hectare expenditure are Andhra, Orissa,
Rajasthan, Madhya Pradesh and Gujarat. It may be argued
that the ocutlays on ifrigation in these states may be low
because of the low irrigation potential of these states due
tollarger proportions of dry areas in these states. We

may take the figures on ultimate irrigation potential of
individual states as quoted by the Fourth Plan itself. Table
12 gives data on these aspects. The following points may

be noted from the table.

(1) At the end of 1868-69, the percentage of irrigation
with reference to ultimate irrigation potential (columns 4 and 7)
works out to be very aneven for different states. Assan,
Gujarat, Maharashtra, Madhya Pradesh, Orissa, Rajasthan and
Uttar Pradesh have a low percentage. *We can

note that at the end of 1973-7% (Column 1ll) Gujarat and
Maharashtra would have increased their irrigation ratio from
22.4 and 26.7 in 1968-69 to 38.7 and 42.89. The position of
Madhya Pradesh, Rajasthan, Uttar Pradesh and Andhra would
change only marginally as their irrigation ratio would change
from 16.7 to 23.1, 32.4 to 41.6, 40.0 to 48.9 and 37.5 to

42,2 respectively. Punjab and Tamil Nadu would have 88 and 97
per cent of their irrigation potential realised.

(2) The utilisation of actual irrigation also differs and
the utilisation is particularly low in Madhya Pradesh, Rajas-~
than, Uttar Pradesh, Maharashtra, Mysore and Bihar. Actual
utilisation is high in Kerala, Puhjab, Madras and Orissa.

We may draw the following conclusions from our discussion of
state outlays in agriculture and irrigation: (a) The New
Agricultural Development strategy since 1967-68 and the Fourth
Plan production targets rely heavily on the areas of minimum
risk and with assured water supply. The production targets



TABLE 12

BENEFITS FROM MAJOR AND MEDIUM IRRIGATION SCHEMES
('000 Hectares gross)

State Ultimate Irrigation Benefits to end of Potential % of pot. Estimates of Pot. to % of pot.

Irrigation from 1968-69 from Plan to end of to end of Benefits end of to end of
Potential pre-plan schemes Schemes 1968-69 1968-69 " during 1973-74 1973-74

e including  w.r.t. IV Plan including: w.r.t.
pot. utilisation p.. pyan ultimate . Pre-Plan  ultimate
(Col.3 & 4) ‘irrigation pot! util- Col.6 & 8) irrigation

potential isation potential
_ s losh (2) (3) u) (5) (6) ¢)) 8 (9 (10) (11)
"1 Andhra Pradesh 64801 1676 - — 751 572 2427 37.5 629, 413 3056 47.2
2 Assam 9702 65 18 14 83 8.6 - 52 333 135 17.5
3 Bihar 42903 530 1250 770 1840 43.1 1050 1020 2890 67.3
4 Gujarat 21503 33 450 310 483 22.4. 3350 350 833 - 38.7
5 Haryana 5 5 920 900 920 S 150 100 1070 : S
6 Jamm & Kashmir 100% 43 20 18 63 63.0 16 10 79 79.0
7 Kerala 630% 158 179 179 337 53.5 19 111 456 72.3
8 Madhya Pradesh 56303 513 430 172 943 16.7 360 313 1303 23.1
9 Maharashtra 23503 . 279 350 200 629 26.7 380 310 1009 42.9
10 Mysore 17802 308 430 400 798 uy,.8 95 125 893 50.1
11 Nagaland N.A.. - ' - - - - - - - -
12 Orissa 24303 455 635 600 1080 u4,.9 260 190 1350 55.5
13 Punjab 41404 1656 685 681 23u1 78.7 25 S 2366 . 83.0
14 Rajasthan 31502 320 700 600 1020 32.4 230 210 1310 41.6
15 Tamil Nadu 1560% 1141 310 290 1451 93.1 70 70 1521 97.5
16 Uttar Pradesh  7610%% 1991 1050 970 3041 40.0 680 450 3721 48.9
17 West Bengal 23102 440 660 610 1100 47.6 240 180 1340 .58.0
18 TOTAL 45580 9668 8898 7286 13566 40.7 4766 3894 23332 -~ 51.2
lstate Government. 2C.W. & P.C. 3Relevant Reports on Techno-Economic Survey - National Council
of Applied Economic Research
“On the basis of figures furnished by the C.W. & P.C. with marginal adjustments in the Planning Commission.
°Included in Punjab. :
SHaryana's figures included.
Source: Fourth Five-Year Plan, Government of India, Planning Commission, 1971.
&4
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of the Fourth Plan in food production are expected to be e
met largely through HYVP. These programmes cannot lead

. to a reduction of reglonal dlsparltles in agrlculture. 1

(b) The plan outlays in agriculture in the. Second, Third

and Fourth Plans have increased substantially'in high

income states. The total outlay on agrlculture in Madhya
Pradesh, Orlssa, Rajasthan and Andhra 1n the Fourth Plan

’ remain low mainly because their total resources are very
‘limited: = We saw in Sectlon I that as compared to Madhya
-Pradesh, Andhra, Rajasthan and Orlssa, Blhar and Uttar

" Pradesh have larger total outlays in the Fourth Plan.
() Among the various low- ‘income reglons the percentage of

dry area to total cultlvated area dlffers.” Rajasthan has

the hlghest proportlon of dry area to total area. At the
national level, out of 138 million hectares of cultlvated

area nearly 47 million or 37 per cent of the total area

receive. ralnfall below 750 mlllmetres and consequently

often suffer from drought. The other states with large

areas w1th 1nsuff1c1ent rain are Punggb Tamll Nadu, B
| Maharashtra, Gujarat Madhya Pradesh and'Andhra. - The g;;

first four states are well placed in- terms of their own

- resources to undertake some special efforts to protect dry ,
.areas and alsc to undertake programmes to raise the produc-
tivity levels in dry areas: With 1nadequate resources in . - |
Andhra, Madhya Pradesh and Rajasthan, these states are in o
a less advantageous p051t10n to dlvert resources to dry
farming areas: '

Thus, in agriculture, we recognlse the conflict between .
"eff1c1ency" and "equity" arising out of ‘“the need to attain 'f
national targets of production through a concentrated effort ;
in the best areas that are spread all over the country and f
through higher effort in the states which have existing ?
advantages and have been ‘able to create conditions conducive
to higher agricultural growth. However, since such
concentrated effort through HYVP would affect only 19 to 20
per cent of-cultiVated»ﬁ?é&;*the need ariges«to undertake
additional steps to spread the agricultural development to
larger areas of it ‘the country, and especially those 1n the

.» Although, as we pointed out in Chapter VII, as a result of :
unequal distribution of reglonal area under HYVP, the regional
disparity can be expected to increase as the low income regions:
0f "Madhya Pradesh,RaJasthan,Orlssa continue to have a low s in %reai
wﬁerfﬂvg , S . ,j
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low income regions which are inadequately placed in terms
of their own resources. It is essential to relate their
outlay in agriculture and irrigation to their development
needs and potential. Greater resources for these states
for agriculture can be made available through several ways.
One of these is a higher central assistance to these states
for increasing their outlay in agriculture. ' Thus in the
criteria of determining the central assistance, the states
with inadequate outlays on agriculture and irrigation,

and with low agricultural development, may get additional
assistance. Secondly, there is scope for centrally
sponsored schemes for states such as Rajasthan and Madhya
Pradesh for dry area farming.l Thirdly, a greater effort
to raise additional resources may come from these states

if they are encouraged to undertake a greater development
effort in agriculture. This appears to be the case in
Bihar and Uttar Pradesh.

We may finally conclude that between the two sectors
of manufacturing and agriculture, public investment is
spatially more diffused in manufacturing up to 1868-69 and
in the Fourth Plan. The public investment in agriculture
is spatially concentrated. Since agriculture accounts for
more than 40 per cent of state income in the states, the
need for a "fair" share of development effort in agri-
culture at state level is more important.than the political
demands of various states to have steel mills or fertiliser
plants located within given state boundaries.

l. For a similar approach, see Shivamaggi, H.B.,
Economic and Political Weekly, Review of Agriculture,
September 1969.
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SECTION III: GUIDELINES ON NATIONAL POLICY FOR REGIONAL

DEVELOPMENT

An empirical evaluation of regional goals and policy
instruments in Indian planning leads us to the following
conclusions:-

(1) The regional goals in Indian plans are expressed in
terms of vague statements of the needs of different areas
and the "regional balance", These goals are not specified
in terms of targets or by a classification of regions.
(2) The naticnal planning process operates through the
multi-regional planning bodies and hence a considerable
proportion of the national expenditure in various important
gectors occurs through state plans. The role of centre
in the state plans is crucial as the size of the state
plans and its sectoral allocation is prepared in consultation
with the centre and, secondly, the central assistance is an
important source of financing the state plans. Thus, the
size and pattern of the state development effort is an
important regional policy variable. The regional develop-
ment effort in the low income regions remained much below
that in the high income regions during the period 1950-51
to 1965-66. During this period, the reduction of regional
disparities or the level of a state's development was not
taken as an explicit criterion in the allocation of central
assistance. In the Fourth Plan, greater weight was given
to the level of a state's development in the criteria of
central assistance. However, this in itself did not result
in an adequate increase in the state outlays of the low
income regions.l An examination of the states' resources
in the Fourth Plan revealszthat, in spite of greater
additional tax effort in the low income regions as
compared to some high 1 income regions, the total resources
of the low income states remained low as they had large

1. We considered earlier the various reasons for inadequate
outlays in low income states.

2. See the appendix] at te ¢nd of the Chapfer.
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negative balance in capital account due to past loan
indebtedness; and secondly, the resources raised by these
states in the market loans and other miscellaneous sources
were much lower than in high income states.

(3) An examination of sectoral outlays in agriculture and
irrigation in the Fourth Plan showed that the per hectare
outlay in agriculture and irrigation remained below
national average in three low income regions which we
classified as the least advantageous in agriculture.l

The share of these states also remains the lowest in the
HXyP. The Fourth Plan did not propose specific programmes
féf, or allocations to these states to step up their outlay
on agriculture or to undertake additional centrally
sponsored schemes. In the plan literature, the regional
disparity in agricultural investment is less emphasised
than the need for the regional balance in the public sector
projects.

(4) The regional allocative criteria in the location of
public sector projects are not discussed in the planning
literature. Planning documents emphasise that in addition
to techno-ecohomic considerations, the needs of the backward
areas are given special attention. This assertion in the
plans resulted in allocation of some public sector project
to each state and also led to long battles between the
states for the location of certain industrial projects.
To;@uote Lefeber} "Unfortunately state governments
frequently compete for certain types of industrial invest-
ments, not on economic grounds, but out of political
necessity or misguided eagerness. In effect, regional
self-sufficiency in fertiliser production or in petroleum
refining is almost a status symbol and a sign of an

active government. Rational economic evaluation of
regional production patterns and real cost-benefit
calculations would demonstrate that many of these projects
are wasteful from the point of view of both nation and

the state."

Thus, we conclude that up to the Fourth Plan the

1. These are Origsa, Madhya Pradesh and Rajasthan.
2. Lefeber,L., "Regional Allocation of Resources in India",
op.cit.
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national planning operated without specific regional
orientation towards reducing regional disparities, and
yet obtained the consensus of states on their respective
shares in outlays through the complex mechaniéﬁ:of centre
state political, planning and financial relationships and
through the regional allocation of public sector projects.
To quote M.Chaudhry, "The structure of economic planning,
both national and regional, reflected this important fact
of the country' smpolltlcal llfe~ Rational planning
implies the conszderlng of alternatlve problems, making a
choice on the basis of certain ﬁoglally accepted criteria
and evolving a hierarchy of decision—making apparatus.on
the different levels to implement the policy implications
of these choices. In the 1950's, the Indian planning
process tried to specify the alternatives regarding the
allocation of resources among different sectors of
commodity production as well as those regarding the
techniques of production, applying economic analysis in an
attempt to reach a national solution. However, the
precess almost deliberately sidetracked all questions
concerning inter-regional conflicts of interests. The
objectives of planned development were stated in such a
fashion as to hide all questions of choice inherent in the
glanning process of multi-region economy. Because the
’E&E& political party controlled all governments, it could
afford to make the process of formulating both central and
state plans a cooperative and almost informal venture.
Conflicts naturally developed, but no formal machinery for
their resolution was established". He further adds that
"Although the Indian planning process did not try to find
a rational solution to problems of regional allocation
(in fact, it made no attempt to state these probiﬁﬁs
realistically), actual decisions concerning regidﬁal
allocation had to be made. In practice, except for the
few cases in which non-institutionalised political
bargaining provided the solution, the allocation problem
was solved by analogy with solutions of other choice
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problems concerning commodity composition and choice of
techniques."l

The role of the centre dominated planning process in
influencing the "development-mindedness" or the "development-
orientation" of states is also noted by other writers.
George A.kerlof2 concludes as follows: "Thus the plan placed
pressure on the states to be ‘development-minded’
administratively since the preparation of well-formulated
plans would most likely lead to increased appropriation of
funds from the centre. It is difficult to assess
quantitatively: (1) the degree of pressure from the centre,
(2) the success of the centre in inducing the states to
prepare better plans and finally (3) even the value of this
exercise. A glance, however, at consecutive state plans
does indicate that there was s@me force at work which caused
g%eater care in the preparation of these documents and
mofe precision in the project proposals. In each of the
three Five Year Plans, the allocation of aid to each and
-every state in the Indian Union came closer than in the
previous plan to the percentage population of the state
in the total population of India."

We believe that the alternatives or modifications to
the regional framework up to the Fourth Plan need to be
considered in the light of two factors. Important
political changes have taken place in the late 'sixties
and early 'seventies, resulting in a situation in which the
ruling party at the centre no longer controls all the state
governments. This process of change and instability is not
yet complete, but it is bound to influence the centre-state
relationships and the operation of national and regional

1. M. Datta-Chaudhri, "Regional Planning in India", in
"Issues in Regional Planning", Eds. David Dunham and
Jos.G.M. Hilhorst, A Selection of Seminar Papers; Institute
of Social Studies, The Hague, 1971 - p.1l74,

2. George Akerlofy . "Centre-State Fiscal Relations in India",
Indian Economic Journal, 1968.
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planning process.; Secondly, since this new situation demands
that the informal and cooperative planning of the éarlier era
is no longer possible, the economic criteria of resource
allocation and the trade-offs between various alternatives

must be considered with greater urgency.

‘The modifications to the regional policy framework need
to be considered against this background. We shall examine
below the three important aspects in which these changes
must be sought, both to prov1de$a rational basis of regional
resource allocation and, through it, to form a bas;s to
obtain a consensus of multi-regions under the new political
framework. These are (1) formulation of regional goals;
(2) efficiency in industrial location; (3) the criteria of
central assistance and the size of state plans.

Formulation of regional goals: Formulation of long term

and short term regional goals occupies an important place
in national and regional planning. Such goals can be
worked out both in relation to long term and short term
Five Year Plans. Consideration of alternative long term
regional goals would involve examining the relation between
the alternative regional goals and their relation to long
term goals of national planning. Such goals can be
considered in two forms, such as:(l) select the regional
distribution of investment according to explicit regional
objectives and then decide on the sector in which investment
should take place: (2) select the sectoral distribution of
investment according to some national objective and then

L. See Chaudhry, M., op.cit., "During the last three years,
important political changes have taken place. The congress
party has lost control of more than half of the state govern-
ments, even though it retains control at the centre. The old
system of informal and cooperative planning is no longer
possible. The entire planning machinery is undergoing drastic
change, with the intention of introducing greater autonomy
for the states in formulating their plans and of specifying
the rules for inter-state resource allocation. A clear
plcture of theinew situation has yet to emerge, thus making
it rather dlfflcult at present to assess the regional
planning techniques as practised in India."




(6

consider its regional distribution.l The national planning
in India corresponds to the second form in which regional
resource allocation follows after the sectoral allocation
of resources. Here, an application of different regional
goals would lead to %ﬁdifferent pattern of regional invest-
ment within each sector. Such long term projections would
hﬁghlight the areas of conflict and thus serve as a useful
gUidé for rational allocation of resources in the short
term plans, as the short term goals can then be worked out
in relation to the long term objectives of national and
regional planning. We consider that formuiﬁtion of long
and short term goals in national planning caﬁ provide a
basis for cooperation between centre and states and create
a more rational basis on which regional gains in the
development effort may be evaluated. M.Chaudhry concludes
in this regard as fdllows: " However, rationdl use of a
country's resources is fﬁasible only when the various
opportunities for the use of these resources are known.

The full potentialities of certain development schemes
become apparent only when viewed at close quarters.
Therefore, ground level planning efforts are often more
efficient in formulating development schemes which are
consistent with the endowments of the place and needs of
the people. But it is not easy to devise an institutional
machinery which can efficiently explore development
potentials and also exercise social choice consistent with
the objectives of efficiency and distributive justice.
Current political developments in India are improving the
situation in the former sense by decentralising the planning
process. The need to devise a mechanism of rational cho@ce

1. For more discussion on these issues, see (1) Stilwell,
J.B.Frank, "Regional Economic Policy", op.cit., 1972, also
(2) "Issues in Regional Planning", ed. Dunham, David and
Hilhorst,Jos.G.M., op.cit., (3) Meade,J.E., "The Theory of
Indicative Planning", Manchester University Press, 1970,

(4) Rahman,M.A., "Regional Allocation of Investment!,op.cit.
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is correspondingly becoming more and more important_butvthé'h 
major innovation in this field is yet to come”, T Lefeber also
concludes that "The short-run solution is to apply more vigorous
eriteria to regional investment choices in accordance with a
rationally adjusted pricingymechaﬁism‘ In the leng rﬁns
however, the states cannot belexpected to cooperate unless the
distant benefits of current patience are spelled out in the
forms of explicit long term plams. Without such plans the

democratie}gpproach to development will have to be veplaced
by fiat".? |

Efficienecy innIpdnstriathecatian: We examined earlier3 the

regional distribution of public sector investment. We
emphasised that out of techno-economic considerations publie
sector investment in manufacturing has gone to various low
ineome regions. The vegional growth e¢ffects of the publiec
sector projects are likely to vary among the low income regions.
The industrial location choices by strict application of
national and regiocnal efficiency criteria may not ccincide
with a "faipr" regional distribution of public sector
investment asserted in the plans. National and regiédal
efficiency criteria can be better served by spatial
conecentration of public investment at the selected spatial
centres. An examination of the location pattern of publiec
investment in four plans is necessary to examine the future

potentialities of various locational clusters to receive
further public investment, Such examination can also show
the linkages of the existing clusters to the regional
production structures and the existing advantages or
disadvantages of these clusters in terms of the social
infrastructure facilities.u If the develépment gains of the

I. Chaudhry, Mrinal Datta M., "Regilonal Plaaning in India,op.cit..
2. Lefeber, M., "Regional Allocation of Resources in India,op.cit.
3. See Chapter VI and Seection II of this chapter.

4., Lefeber cites the example of location of oil refinery in
Assam as the case in industrial locatien in which the
considerations of economies of scale and nearness to the

.market would have led to a different location and to a more
rational allocation of resources.
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regions are specified in more concrete terms thf%aghy‘
regional goals, these may help to lessen the political
demands of states for the location of industrial projects.

Central Assistance to the States: Up to the period 1965-66,

the regional level of economic development was not taken as
a specific criterion for determining the central assistance.
In the Fourth Plan, three important changes were introduced
in the centre-state relationship: (1) The per capita
income was taken as one of the criteria in determining the
central assistance to the states. (2) A fixed proportion

of the total assistance was allocated in the form of

grants. (3) States were given greater initiative than in
earlier plans to allocate their state plans among different
projects. Introduction of these changes did not lead to a
reduction in the regional disparities in the size of state
plan outlays and the regional allocation in agriculture and
irrigation. We propose that formulation of long term

and short term regional goals in national planning which are
accepted by all the states would result in larger state
plans without substantial efficiency loss to the low income
regions in the following conditions:- (1) A reallocation of
resources from high to low income regions need not result in
a lowering of development effort in these states if there is
underutilised isx and saving potential. We noted earlier
that the additional tax effort of some high income states in
the Fourth Plan was not substantially higher than in low
income regions. (2) The basic development problem in low
income regions consists of low investment. While it is
possible to agree on the former, the dimensions of the latter
problem cannot easily be quantified, at least in aggregate
terms. We noted earlier that the income elasticity of
development expenditure over a short period is likely to

be higher in high income regions. This, in itself, does
not undermine the role of development expenditure censidered
over a longer time period. In addition, we need to
emphasise the possibilities of varying trade-offs between
"efficiency" and 'equity" if we consider the alternative
regional pattern of investments, such as through higher
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investments in social infrastructures or in the agricultural
development and rural programmes.l The importance of
higher development effort in agriculture in low income
regions can be emphasised from several aspects. Firstly,
if the objectives of greater regional orientation are to
spread,the benefits of development to the people in
different geographic areas who have a distinct identity
of their own, and are not perfectly mobile, increased
income and employment opportunities in rural areas should
receive priority. In addition, these additional income
and employment benefits can also arrest large influxes of
labour force to the urban areas. Secondly, in agriculture
we noted earlier that there is a conflict from the
efficiency point of view between the allocation of scarce
resources to the regions which already have natural and
acquired advantages , and thus concentrated effort in
these areas can lead to greater national growth of output
and productivity. Agricultural modernisation through
investments in modern inputs is a highly capital intensive
process and the efficiency criteria of evaluating the
returns from investments in alternative regions have to be
strictly considered.

Hence, we conclude that the agricultural programmes
in the regions with existinétgavantages should be such
that they do not involve the use of scarce capital intensive
resources. The labour intensive rural development
programmes, minor irrigation and the agricultural develop-
ment:programmes aimed to increase the productivity levels
in dry farming which fall into this category. The
potentialities for different types of projects can only be
worked out at the level of each state. Thirdly, it is also
possible to suggest that centrally sponsored schemes may be

l. See, for example, Haddad, Paulo Roberto, "Problems of
Regional Planning in Brazil", in "Issues in Regional Planning,
op.cit. He notes that, in Brazil, the types of policies of
regional development changed from a low emphasis on invest-
ments in social and economic infrastructures in the earlier
plan (1949-53) to higher emphasis on such investments in
later plans.
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undertaken in the regions which have existing diisadvantages
in agriculture. Such schemes may be undertaken to tackle
the problem areas of the region.

We can summarise the guidelines as follows: The
informal and cooperative era of regional and national
planning up to the late 'sixties owed much of its origin
to the centre-dominated political and planning process.
Important political changes in the late 'sixties and
'seventies have created a new situation in which the
earlier basis of cooperation and consensus is no longer
possible. The possibilities of in¥roducing rational
criteria for regional resource allocation have to be
considered against this background. We consider that
such rational criteria are all the more imperative in the
current situation and al%hough the precise goals or
measures cannot be specified here as not being within the
scope of the present study, we can consider the broad
directions in which the regional policy framework can be
modified. The formulation of long and short term regional
goals in national planning, modifying the criteria of
central assistance in accordance with these goals, and
greater regional orientation in agricultural development
appear to be of crucial importance in addition to the more
decentralised planning introduced in the Fourth Plan.



Background Tables of data used in

the regression analysis of Chagter IX

1950=51 = 1955 =~ 56
. Net Additional Additional Accumulated
Net DomeStic Inqustrial Net Net Development  Net Net
State Average Output Domestic Industrial Expenditure, Domestic Industrial
crowth géte Average Product Output Three years, Product Output
| Growth Rate Rs. 100,000 Rs. 100,000 Rs.100,000 Rs,100,000 Rs+100;000
(1) _(2) (3) b)) _(3) (6) (7) (8)
1e Andhra} S 3026 3.10 13048 1027 ' 9365 80129 | ;67-:6?
2 Assam 3.32 3490 4908 736 2338 29548 - 3768
3. Bihar 3,440 2,13 11923 1263 7479 70014 14832
ho Bombay 6.0 8.10 31318 9176 15752 181447 33382
5. Kerala® . 2.96 2,79 6095 965 5675 41173 - 6622
6o Madhya; : | :
' Pradesh 6030 4,00 19346 1647 5380 61467 - 8200
7. Madras 5.20 L .04 ‘ 19190 2496 9708 73713 12414
8, Mysore 3470 L.01 1033L 1634 988L 55651 7835
9., Orissa 1,62 L4.83 3002 559 L2419 36876 2269

€5 -



Yet Domestic Net Additional Additional Accumulated Net : Net

Industrial Net Net Development NP s
State =~ Lroduct Output Domestic Industrial Expenditure, Domestic — Industrial
Average ; P Product Output
_ Growth Rate Average Product Output ~ Three years, p. 465,000 Rs.400,000
Growth Rate Rs. 100,000 Rs. 100,000 Rs.100,000 > *TETe
(v (2) ) (L) _(5) 6 @ (8)
10, Punjab 1,58 3,90 5150 101 9714 65,254 7238
11, Rajasthan L.16 1,96 8512 282 3514 L0934 2865
12, Uttar | -
Pradesh 0.9 1097 8017 1502 14848 171022 15240
13, West \ ’ '
Bengal 3.66 Le57 12366 5127 10718 123982 22409

Calculated from:=-

Sources: 1) NCAER, "Estimates of State Income" op. cit.
2) IIPO, ops cite
3) Reserve Bank of India Bulletins, 1952 through 1966,
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1955#56 = 1960-61

Net Additional Additional Accumulated
Industrial Net Net Development Net Net
Output Domestie Industrial Expenditure, Domestic Industrial
Average . Product Qutput Three years, Product Output

"Net Domestic
Product
State Average

Growth Rate ., uth Rate Rse100,000 Rs.100,000 Rse100,000 - Rs.100,000 Rso100,000
(1@ (3) (4) (5) 6 D (8)

Andhra 2.3k 5.2l 10866 20l 14997 95177 7789
Assam 2064 lho 5l L4537 1024 15199 34456 U450k
Bihar 5016 703 21173 4616 12459 81964 13095
Bombay 10.40 15.86 59955 26484 27591 212765 L4570
Kerala 3432 3,02 7266 1140 8422 L7268 7547

Médhya
Pradesh 3.50 4,07 14165 2007 14438 80813 o8L7

Madras L.7h 6.80 22909 L4971 16844 92903 14607
Mysore 2.40 3e73 7929 1709 14976 65955 oL69
Orissa 3,58 6.61 7132 932 9908 29878 2848 -




1955-56 = 1960-61 (Continued)

Net Additional Additional Accumulated S et
Net Domestie Industrial Net Net Development Domestie ' Industrial
State iroduct gutput ggmest:c Industr:al %ﬁggnditure. Product Output
verage verage oduc Qutpu e years
Growth Rate Growth Rate Rs.100,000 Rs.100,000 Rs.100,000 = X8+100,000 Rs. 100,000
(1) (2) (3) (L) A5) (6) (D (8)
10. Punjab 546 9.28 19212 LO17 17136 70404 8652
11« Rajasthan 2.18 6.00 5378 U9 9810 LoLL3 3147
12. Uttar
Pradesh Lel40 3.69 36108 3658 27406 179039 16742
13. West
Bengal 3.01 7.7 24,960 18277 136348 27536

Calculated from:-
Sources: 1) NCAER, "Estimates of State Income" ope. cite

2) IIPO, ope cite.
3) Reserve Bank of India Bulletins, 1952 through 1966
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1960=61 = 1967=68

, . Net Additional Additional Accumulated .
State Net Domestlc rngustrial Net Net Development  Net . Net
;v_ erage Output Domestic Industrial = Expenditure; Domestic Industrial
Growth % ate Average Product Output Three .years, Product Output
€ Gprowth Rate Rs.100,000 Rs.100,000 Rs.100,000 RS..100,000 Rs.100,000
(1) __(2) _ (3) ) _(5) (6) () _(8)
1°'Andhraf» 4040 5,90 34055 14862 1944 40L40L43 9833
2, Assam 2,37 180 6960 720 626k 38993 5528 ¢
3, Bihar 2,82 3,90 22200 5393 29149 103137 17711
L. Guyarat 530 L4470 36184 6529 23577 83108 17361
5. Kerala  2.76 3,60 11638 2447 20222 55134 . 8687
6. Madhya '
Pradesh 2.96 6.70 21562 6815 31139 9L978 1785L
7. Madras 3450 5050 31638 8946 36580 145812 19578
8. Maharashtre '
2,28 3,40 32354 14231 45071 189642 42503
9. Mysore L4.80 9.20 21845 8115 3116L 7388L 14236

Tl



- 1967~ c

Net :
Net Domestie Additional Additional Accumulated
State Product Igggstzial Net Net Development Dg::stic Ingg:trial
Average A‘egﬁ Domestie  Industrial Expenditure, ,270%"% o ke
Growth Rate e thgg % Product Output Three years, Re.100,000 Rs 180 000
e 8%  Rs.100,000 Rs.100,000 Rs. 100,000 cron il
(1) (2) (3) (L) (5) (6) (7) (8)
10. Orissa 3450 10.50 12887 . 379% 26834 L7010 3750
11. Punjeb 6.84 10.90 52833 LO37 25079 89616 12669
12." Rajasthan 4.85 7.00 21556 24,90 20541 54821 L096
13. Uttar
Pradesh 2,07 3.70 33190 5819 L6350 215147 19838
1'40 West 3
Bengal 2.04 2.70 24415 7936 38073 161308 38155
Calc t OMms =

Sources: NCAER, "Estimates of State Income" op. cite.

3 IIPO, ope. cite.
Reserve Bank of India Bulletins, 1952 through 1966
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CHAPTER IX

Background Table 2 |
ZIn Rs CroresS

'Regional Distribution of Public
. investment by Projects

1+ .ANDHRA PRADESH

20

3.

Bharat Heavy Electiicals Ltd.

Indian Drugs and Pharmaceuticals Ltds
Hindustan Machine Tools Ltd.
Hindustan Shipyard Ltd.

Hindustan Aeonautics Ltd.

Praga Tools Litd.

Bharat Heavy Plate & Vessels Ltde.
Electronics Corporation of India Ltd.

ASSAHN

Fertilizer Corporation of India Ltds
Indian 0il Corporation Ltd.

0il & Natural Gas Commission
Central Inland Water Transport Ltd.

BIHAR

Heavy Engineering Corpn. Ltd.
National Coal Development Corpn. Ltde.
Bokara Steel Ltd.

Indian 0il Corporation Ltd.
Fertilizer Corporation of India Ltd.

National Mineral Development Corpn. Ltds

Uranium Corporation of India Ltd.
Pyrites, Phosphates & Chemicals Ltd.

Gross fixed
Investment at
the -end of

1968-69

35.8
21,2
 Tek
8.2
6e3
Loy
2.2
Aelt
86,9

179.6
104.0
180.0

9.6
362



Teble 2 contd.
Gross fixed
Investment at
the end of
1968=-69

BIHAR contd,
Hindustan Steel Ltd.
Hindustan Zinc Ltde.
Hindustan Copper Ltde.

DELHI

" Ashoka Hotels Ltds

National Small Industries Corpn. Ltd.
Hindustan Insecticides Ltd.

State Trading Corporation of India Ltdo
Minerals & Metals Trading Corpn. of IndiaLtd. O.
Hindustan Housing Factory Ltd.

Janpath Hotels Ltdo

National Research Dev. Corpns Ltd.
National Seeds Corporation Ltd.

India Tourism Deve. Corpne. Ltde.

Modern Bakeries (India) Ltd.

National Industrial Dev. Corpne. Ltd.
Handicrafts and Handlooms EXport Corpn.
Engineers India Ltd.

GUJARAT

0il & Natural Gas Commission

Indian 0il Corporation Ltd.

National Small Industries Corpn. Ltd.
Hindustan Salts Ltd.

Modern Bakeries (I) Ltd.




Table 2 contds

Gross fixed
Investment at
the end of

1968=69

6s KERALA
Fertilisers & Chemicals (Travancore) Ltds 6301
Cochin Refineries Ltde | 2604
Hihdustan‘Machine Tools Ltdo 7.8
Indian Rare Earths Ltde. 1.6
Hindustan Insecticides Ltds . 101
Hindustan Latex Ltdo 164
Modern Bakeries (I) Ltd. 0.3

101.
7. MADHYA PRADESH
Hindustan Steel Ltd. 379.0
Heavy Electricals India Ltd. 69.8
National Coal Devs Corpn. Ltd. : 55.0
National Mineral Dev. Corpn. Ltd. 22.6
National Newsprint & Paper Mille Ltd. 13,9
Bharat Aluminium Co. Ltd. | 0.7

Cement Corporation of India Ltd. : 2.2
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Table 2 contd.

Gross fixed
Investment at

the end. of
1968=69
8s MAHARASHTRA
Fertiliser Corporation of India Ltd. 4649
, ﬁindustan.Aeronautics Ltde 26.5
Hindustan Antibiotics Ltd. . 7.8
Mazagon Dock Ltde - . 10,6
National Coal Deve Corpns Ltde Ll
Hindustan Organic Chemicals Ltd.e 349
Lubrizon (I) Ltds . 0.9
Modern Bakeries (I) Ltde. 0.5
100.9
9, MYSORE
Hindustan Aeronautics Ltd. 29.9
Hindustan Machine Tools Ltd. 13:1.
Bharat Electronics Lid. 1501
Indian Telephone Industries Ltde. 1102
Bharat Earthmovers Ltd. - ’ a;u
Tungabhadra Steel Products Ltde. 0.7
Cement Corporation of India Ltde. YA
79¢6
10. ORISSA
Hindustan Steel Ltd. ' 386.5
Hindustan Aeronautics Ltd. 29.7
National Coal Dev. Corpn. Ltd. 1.0




1.

12,

136

14,

7?’

Table 2 contd.

HARYANA
Hindustan Machine Tools Ltd.

PUNJAB
Fertiliser Corporation of India Litds

Modern Bskeries (I) Ltde.

RAJASTHAN

Hindustan Zinc Ltd.
Instrumentat;on Ltde

Sambhar Salts Ltd.

Machine Tool Corpn. of India Ltd.
0il & Natural Gas Commission

Hindustan Copper Ltd.

UTTAR PRADESH

Bharat Heavy Electricals Ltde.
Fertiliser Corpn. of India Ltd.
Indian Drugs & Pharmaceuticals Ltd.
0il & Natural Gas Commission
Hindustan Aeronautics Ltdes

Triveni Structurals Ltd.

Nationsl Small Industries Corpne

Gross fixed
Investment at
the end of

1968=69

27.2

68.L
313
25,0

5.8

362
0.3
13700
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Table 2 contd.

Gross fixed
Investment at

the end of
196869
15, TAMIL NADU

Neyvell Lignite Corpns Ltdeﬂ 181.0
Madras Refineries Ltde. , 3643
Bharat Heavy Electricals Ltd.. . 2247
Hindustan Photofilms Mfg. Coo Ltd. 10.6

Indian Drugs & Pharmaceuticals Ltd. Le6 ‘o
‘Hindustan Teleprinters Ltd. 2.4
0il & Natural Gas Commission 1.8
Madras Refineries Ltd. : 2,0
Indian Rare Earths Ltd. 0.5
Modern Beakeries (I) Ltd. | 0.3
262,2

16, HIMACHAL PRADESH
0il & Natural Gas Commission 106
Hindustan Salts Ltd. 0.1
1o
" 17. WEST BENGAL

Hindustan Steel Ltd. 328.8

Mining & Allied Machinery Corpn. Ltd. 30,9

Fertilizer Corpn. of India Ltd. 27.2
Hindustan Cables Ltds ‘ 7.2
National Instruments Ltde. Le?

Central Inlsnd Water Transport Corpn.Ltd. 2.1
Garden Reach Workshops Ltd. 365

Hindustan Steel Works Construction
COI‘pno LtdoZoO



v

Table 2 contd.

Gross fixed
Investment &t
the end of

1968=69

WEST BENGAL cqntdo

Rehabiliation Industries Corpne. Ltd.

National Small Industries Corpns Ltd.
0il & Natural Gas Commission
Central Fisheries Corpns Ltde.

Hindustan Aeronautics Ltd.

UNALLOCATED®

& In respect of aviation, shipping, etc. and the
State of Jammu & Kashmir and Union, Territories
not mentioned aboves
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Chapter IX
Appendix - I

States' Total Resources, Additional Resource

Mobilization and the Stat§8iueuilay”in,?ourth,Plan

We may begin with a brief review of the pattern of states’
resources and outlay in the first three five year plans and
then examine the pattern in Fourth Plan. In the limited scope
here we cannot go inteo all the aspeets of the complex centre=
state financial relationships which can be a separvate subject
IOf study by ité@lf% .Ehstéad, we shall discuss only the broad
issues withISPeeia1=refepenée to the wresources and outlay in
Fourth Plan. | |

Tabie I and 2 give the trends in states; expenditure and
central assistance in the Three Plans. Row I in Table I
gives the total plan and non-plan expenditure of states in the
three plans. The total states' expenditure increased from
Rs 3359 crores in First Plan tc Rs I0833 crores in Third Plan.
Row 2 in Table I gives the total transfer of central resources
to the states, which increased nearly four times as compared
to a three fold increase in expenditure. Thé distribution
of the total central %ransfer of resources by various items is
given in Table 2. The total transfers from Centre consist
of states' share of divisible taxes and duties, as awarded by
the finanee commission and of grants and loans awarded through
Planning Commission. Loans alone account for nearly SC per
cent of total eentral resources while the statutory and other
grants met from revenue account for I7, 23 and 26 per cent

of total transfer of resources. The planning grants and loans

L e it TN et




Table -~ I

tes' Central Assist
in Three Flans
' (RS Crores)

Firet Plan Second FPlan IThird Plan
I) Total

Expenditure® of
States (plan and

non-plan) 3359 8585 10833
2) Resources from

the centre Isis 2468 5478

resources -:‘ ‘ : ‘

percentage o

expenditure 42 Gy 52
3) Total state plan

cup.iditlv.' 1827 2083 4068

%) Resources from
Centre deployed : -
on plan side 880 1058 2502

$) Central assistance

iture 61.6 $C.8 6X.5
® Excluding discharge of debt and repayment of loans.
Source: The report of Administrative Reforms Commission,

op. ecit.
Table = 2
er O 8 8 to States RS res
First Plan Second Plan Third Plan
i) Share of
divisible taxes
and duties 327 711 118X
% (284%) (2u%) (23%)
ii) €érants (statutory
and others) met 248 668 iiss
from revenue (I7%) (238%) (20%)
iii) Grants from
Central Road
Fund 18 19 17
iv) Grants met
from capital 2% 59 137
v) Loans 798 ISII 2985
Loans as% of total (66.1I%) (48%) (561I%)
vi) Total Transfer
0d resources IsIs 2858 5476
(100.00) (100.00) (100.00)

Source: 1The report of Administrative Nelforms CORRLiSSion,
op. eit.
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together accounted for 73 and 71 per cent of total transfer
of osntral vesousces. It oan also be moted from the tabls
that the central a-niétcncc as i percentage of plan
expenditure was 61.6, 50.8 and 61.5 in ftrtt. Second and
Third Plan. : ’

Various writers have analysed the caatrofﬁtttc ftdcal
relations and come to different conclusions on whether over
the thpoc plans, the states' dependence on central
resources increased, aacnnatéd'ov vemained stable® and alse
on the measures to reform the centre-state fiscal relations.
The Administrative Rn!biun Commission emphasized the ‘
following aspects in the analysis of trends of the size and
pctttrn of central resources transferred to the states. 2

I. Hention may be made of following works:
a) Von::tv:nnn K., "States' finances in India", Allen and
i s 1868,
b) S3stri K.V.85.7 "Federal-state fiscal Relations", Oxford
University Press, 1866. : :
¢} Chellia, Raja T. "Fiscal Policy in Under-developed
Countries”, Allen and mm. 16869.
d4) Toye J.F.J. "Government Expenditure and Revenue in the
Indian States”, Paper read at India Group, I2th
Hovember, 1970.
@) adawala D.T. "Union-state Finaneial Ralations"
vani Publishing House, I8&67.
£f) Khatichate D.R. and Bhatt V.V. "Centre-State financial
Relati in Context of Planned Development.” Economie
and Political weekly, Feb. 2I, 1870. ; :
g) AJK. fuerz.. “Centre~State Fiscal Kelations in India®.
Op. €it.
h) Zaveri §.J. "Transfer of non-plan Kesources to states”
Economic and Political Weekly, June 7, 1969

2. The Report of the Administrative Reforms Commission,

The cabt%jig‘xtian of union and state taxes works out as
follows: FProgressive or &eavy all India taxes, like general
income tax, Company taxation, Capital and expenditure taxes,
Custom duties (inclusive of export duties) taxes on goods

in the course of internal trade, terminal taxes on goods or
passengers by sea, air and rail and freights taxes on
transactions in the stock exchange fall in the union list.
States' taxes consist of land revenue agricultural incmme
tax, taxes on land and buildings, sales and purchase taxes,
electricity and entertainment duties, taxes on advertisements,
(including newspapers), vehicle taxes, taxes on professions.
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To quote "i) the resources for raising funds available to
states are comparatively inelastic., 4i) the functions
allocated to the states are such as lead compulsively to
expanding responsibilities, particularly in the context of
ambitious development plans. iii) important sources for
national plan financing ave foreign aid and deficit
finaneing both tending to strengthen central rather than
state resources” .

As we pointed out in Chapter IX the Fourth Plan laid
down several criteria for determining the central assistance
to states, Whe states' vresources and the resultant outlay
in Fourth Plan can be examined against this background.

_ We pointed out in Chapter IX that although furth plan
gave specific consideration to the regional level of
development by introducing I0 per cent of central
assistance on the basis of per capita income if it is below
national average and I0 per cent on the basis of the per
oaptta development expenditure if it was below national
average, this in itself did not lead to either an
equalization of per capita outlay or even a reduction in the
disparity between the per capita outlay of high and low
‘income states.t Table 3 gives the distribution of Central
assistance to states by the three criteria mentioned above.

I, The corrslation coefficient between per capita cutlay
and per capita income in Fourth Plan works out to be
+0.656 and that between the per capita central
assistance and per capita income is -0,20.
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Theoe figures show that 10 per cent of allecation on the =
pasis of per capite van effort mssnt adéiticnal allceavion  3*
t0 the high incoms states an@:%@ Andbra mmﬁ\#@§@§%§:::wrgég‘f;
nly in the other two eriteria the adéitional eliccation
decurred only to the low income staves. o
We may examine the states' toval resources by seuvees ¢o

undeprstend the inter-pegions) 4iffervences in states® oun

additicnal vesourge mobilisation from vavious a@@@@@a;‘
These %ﬁ&%&é@ axe given Sn Table &, States® total
'%@a@u#@@& can be divided finte four segparate @ﬁ%&@%@@@%g-
vize &) contribution by public enterprises 41) market
losne 344) =isgellencous capital vecefpts and iv)

addivional tamation. FPollewing points can be notad frem

the table: ,
I3 %he contribution of public enterprises to s%ates’
resources rofleuts %&é influonce of two factowrs, viz. the
accumudated @uﬁ%ﬁ@,iavewﬂmﬁﬁﬁ and the efficiency of the
publie enterprises.

Andhra, Tanlld MNadu, Maherashira and Yttar Prsdesh
have lavgar rosourges vaised from this source than the
other states. In the market losns, the industrialization

bias can be noticed as hove the anount of mavket loans

raised by Gujarat, Hahavashtra and Tamil Radu is highest,
although this svuree is relatively unizportent both im
Punjab and West Bohged. The surplus o deficit om

wiscellencous receipts shows the overall past lomn



State Resources in: Fourth Plan by Seurces

({Rs creres)

pital

'@éous Ca
DO

o

“IEnterprises
dditienal

“Market Loans
Resources

State

L °
ysTaxatlen

{ Contridution
I~

1ihy Bublie
:Eeceipts'
-|CTotal State

;Miscellanu

-13
A

Andhfa Pradeahﬁ‘ 73,9 4437 @ €= )I?O 7 Ioo.O'_
CBihar - 408 I2.8 - (-)I4I.O I00,0-
Gujarat 43,6  63:2 . 8.7 1I6.7
 Haryana 20.0 16.2 (-)6.6 . 30.0
. Kerala Lo 23.9 = I5.8 (-)81.6 60.0
‘Madhya Pradesh 27.9 I4.8  (~)I47.9 100.0
_Maharashtra 8I,5 =~ 73.6 ©208.5 50.0
Wysore - 35.8 8.6 (=)37.5 50.0
orissa . 8.8 IT,6  (=)78.4 35.0
Punjab - 20,7 I3.2  (=)6.I 78.0
Rajasthan - CI4.2 - 13,8 (=)96.6 40,0
Tamil Nadu = 75.7 - 67.I  (~)36.0 85.0
Uttar Pradesh 73,8 36.5  (-)24.0 175.0
West Bengal | 22,4 19.8 (-)I2I.5 80.0
‘Total 543.I ~ 403.3  (-)734.7 I099.7 256@.5

Source:Vithal B.P.R. "Central Assistance to States", op. citi.
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Fable - & Contd,

States’ Rusources by Seuwnces in Pounth Plan

i ¢a

taxation in
Foupth Plan
ap

v¥éy~@a@££&
?%%%ﬁ Plan in
{Ha

e 2G8itional

”Y;
o

3 additional
- Sutiay Bs.

w texation inm
s Por cupits

‘w3
bt
o~ Por o

R4
o

4
3
&

“Andbva S 2846 . Bu.3S
Bikay L kel i?e? . 78+.2%
Bujapat o | o XB.9 : R ‘@5052 . 3?}3-@3
Rapyena E 25,8 . 8046 . ION.59
Kepala 8.8 21 28,19
Hadhys Ppadesh S 8.2 . 28.3 . §8.85
Ponil Hadw 15.8 .48 F29.18
Hahapashive 0.5 0.2 _ 16¢.08
Hyaope ' 5.0 B & 7% ‘ IZu. 83
owissa 17,8 . X8es 85.30
Pyniad 284 8 o 84,5 180.00
Rajasthan I4.%  E5.8 . g93.u3
Uttar Pradesh 113 8.9 . 328,18
West Bengel  T0.8 . 18,8 106,85
ALS Bwates 15,9 2%. 4 73.28%

Source: Vithal, B.P.R. "Central Assistanee to states",
opo Cit.
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liabilities of the state. A.big surplus of RS 209.5 croves
existed only in Mahémaéht;::, The negative baignce‘@nfthis
aeaount_is*highest in Andhra, Madhya Pradesh, Bihar and
West Bengal. The additional. taxation .is the most. important
SQque‘offtotal,state veseurces in all the low ineéme states
\élﬁh@ugh its velative importance differs in the various high
'inaeme states, If we compare the additional fer capita ..
taxes instead of ‘overall i‘ével's of ,?e‘r" .capita taxes, P;unjab s
'Quﬁarata Ha?yénaa.Keﬁﬁla.gnd.Maﬂhyé'PéadeShroecupy‘the first
five panks while Mahavrashtra, West Bengal and Tamil Nadu
oceupy 14, 9 and 7 panks. Thus, in spite of higher
additional tax effort by Madhya Pradesh, both in per capita
tax and in additional tax the per capita outlay, remained one

of the lowest in Fourth Plan. On the other hand, Orissa and

Rajasthan improved theiy ranking position in per capita |

outiay-(II‘ahdfg) from their respective ranking positions in

!

pep capita additional taxes. (I2 and I3). Maharashtra, Mysore

i

and Tamil Nadu improved their ranking pesition in per capita

outlay as compared to that in per capita additional taxes.
Thus, if we take additional resource mobilization of the §
states as the index of their willingness to raise resources
it becomes elear that high income states are not necessarily
those contributing the most and yet are compensated for %t as
their per capita total taxes are higher-(see table 2). Inm
addition, as the additional resource mobilization. through

taxation is not a ppédeminant\source of total state - %

resources, their ranking in per capita outlay improves

in spite of poor tax effort.
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We must also emphasize that the economic factors alene‘are'
not sufficient in explaining inter-~regional .differences
¢ ecetimate the income
elasticity in percentage for the Indian states in
I967-68 as follows. ‘

in tax effortar Nambiar and Rao

High Income States Lew_Income States
Gujarat I.u6 Orissa 0.80
Maharashira I.6I Madhya
West Bengal ' Q.77 Pradesh 0.99
Punjab T.02 Bihapr 0.59
Tamil Nadu ' 2.29 Rajasthan ~ 1.16

Uttar Pradesh 0.91

Average ~ Andhra I.2y

Mysore ‘ .35 Assam 0.86
Kerala I.56

I. Toye, F.J. op. eit, points out that the strength
of the agrarian elite is one reason why on average
throughout India vrevenue levels are low compared with
other poor countries, He adso concludes that in
accounting for revenue differences between states
within India neither politiecal nor the technical
explanation appears to be satisfactory. Fast rising
income level in the previous decade, the relative
scareity of scheduled tribes and castes and a small
proportien of male nen-workers in populaticn are se
far best proven characteristies of states where
government raises plentiful revenues.

2. See Nambiar, K.V. and Rao Gfmvinda M., "Tax
Performarce of States", Economic and Political
Weekly, May 2§, I972,

Income Elastieity = AT/ oY = AT ¥
T Y T TAY

In their regression analysis to explain the regional T/Y
in I967~68, the statistical fit with reference to
urbanization factor is only 0.40.
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wa may conclude as follows frem the above dpief discussion. .,
%h@ ovcrall trends in the cantvral essistancs <o @%mﬁ@e dn
girst threa plans chowed that while the tosal @m@@%ﬁﬁ%u@@ of &
states increased nearly @hﬁu@f@&é@ the cantyal assistence
innwaaﬁaé by n@ﬁ?l? i@ur m%mmﬁa '&wﬁa@ the v&m&w&& sourees
@ﬁ‘@ﬁﬁ%@a& a&&k&%ﬂﬂﬁﬁa The plaming grants an@ ivans
accountad for an ine@aa&sﬂg gv@@@wgsﬁa of total aa@istﬁnme¢
In the ﬁ@mwtn Pran, in‘ﬁh@,ﬂm&@awé@.@: @a&awm&mim@ the
centrel ‘assistance, the level of é@gﬂ@ﬁ@%vﬁavﬁlwgmaaﬁ Was
'sya@%ﬁié@&%y’@é@@gﬂ&&aﬁj&m@ hence we aﬁaiyaaé,&@w far this
mmaﬁ%%®§ im$@ & move equitable distribution of eentval |
acsistanes to otates or led to higher per capita outlay in
the low income states. Exemination of sllccation of centrval
assistante by the varicus sdditienal eriteris (pepr capita -
tan offort, por capite income and per capita develepment

- expenditure) ﬁﬁ@me& that in the Fivst cpiterion all high
&n@@m@'ﬁéataé Andhra &36 %a&hy& Pradesh aualified for
additional wosources. -In the other two critepria, &é@&ti@n&&'
aeatm&& waﬁmaraaa were allecated t@ low ir@@ma wag&@m@. An
aﬂ&xy@m& @ﬁ'v&rﬁ@ﬁg ea%%g@riem of ﬁtﬁﬁ@@a resources shewed
thet in the mevket loans and the miscellanecus capital
vecelipts, the high Snceme etates hed & much befter position
20 that in nost of the low income otates, additionel tax

- effort wes the principal source of state'’s total resovurces

besides the central ascintance.



The additional tex effort was found %o be highest’

(fivet Five vanks) in anjé%@“@ujanata Pavyans, Kerala and
- HMadhya Pradesh. In spite of lapge vapiations in the
additional tax effort, the @@&'eapiﬁa.@uﬁmay in Pourth Plan
was positively and significantly covrelated o the per
sapita income duz to the importance ¢of the above mentioned
factops that enhance the wa@ag@aé&-@baﬁﬁi@ﬁtﬁﬁ high income
s@aﬁas: Thus, wéﬂcanvaanclﬁée, thaﬁ’thé ?égi@nai
‘QLWgaQ;%xes in the staﬁa developnent eﬁfé@t myst have
increaseé‘auring the Tourth Plans

Additional tax effort is on¢ indiecator of states”
willingness to paise resoupces. In addition; there ave
eonsidepabie tegional variations in the other indicatovs
of tax sffort such &5 states’ own tex revenie as
.proportion of states® net domestic product per ea@iﬁa.tam"'
revenye and the income elasticity as.dﬁaau&s&ﬂ_eaglievw‘
e agree with the vawvious writers that economic factors
‘alene 46 not appear to be sufficient to explain vegional
differences in these various indicators of regional tax

performance.
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CHAPTER IX

Appendix - 2

The Sectoral Allocatlon of the state outlays
and ‘the Phy51cal Indicators of the Levels of Sec1a1

Infrastructuces-ln,feurth%Plan

We discussed in Chapter IX the role of centre doeminated
planning process in maintaining an overall consensus of the

multx-reglcns 1n the perlod up to the end of Third Plan.

i

We also pelnted out that in the fourth. plan, some changes were

1ntroduced'ﬁeward5=greater decentrallzatlonfof the decision
making and in inereasing the state initiative in the state
plans. However, in Fourth- Plan- also Genﬁreﬁétill‘retained
its 1nfluence by earmarklng funds by ‘sectors such as
agrlculture, major erlgatlon and power, elementary education
and rural water‘supply, allowing switching of funds between ‘
the projeets in a sector but ‘not betwéen sectors. = The sphere
of action of centre and state activities was described by
Gadgil D.R. as follows. Té quote, "The field of aetién of the
Centre and of the states are, to a large extent district.

The cent?e builds up.énd maintains the overall
instrumentalities of national economie life such és credit
and the monetary system,; railway and ports, It also acts
in relation to‘the basie requirements of a long-term plah of
industrial‘isaﬁon9 with emphasis. on large industry and
expleitatién of mineral resources. The states are concerned,
on the other haﬁd, with acting on the total life of all the
people in fheir charge and on all the diffused dispersed and
small-scale units and activities. The Centre is concerned
with highly concentrated action at strategic points; the

states must affect all areas and localities, all the relevant

T T IR
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fields and all units., Th2 cenive is concerned with the
strategy of leng term plan &a@»w&%ﬁ-fﬁgégﬁ%gﬁﬁf
movenente, the states have ¢ eagege themselves in

tvansmitting the foprces impelling economic dovelopmont to
é;& arcas and wnlts and with conovesising for the individuali
lunigs‘tna fruite of economie ﬁ@V@lﬁﬁﬁﬂﬁﬁ§ The genevaliged
@hﬁﬁ#ﬂﬁv@& of sgate plen ave thevefore, makiag poseible
initiating and encouraging econcmic development in all
@e@%viﬁiﬁs and sectors ond areass and localities and
protecting the aﬁanﬁaw&\wf’zivimg,anﬁ inproving and
ameliopating the situaction, cocisl and economie of @il
individuals within thelr %@@W&ﬁ@”&éﬁy

Another differentiation in ¢the Central ané state action
iies fn the resin of conservation and better utilizavion of
natural recources and provision of public utilitiesn and
seeial a&wvieaagi Thus, the sphere of sction of Centre and
state 45 such &8 4o allow for greater etate initiative in
individual schemes within cach zector onee the state's
allocstion of total resources te various sectors is
determined in consultation with Centes., Up to the Third
Plan ang also in Fourth Plan a great wiformity is found to
exist in the @a@m&aﬁ&%a'&xi@ﬁ&@i@m @f rogional rescurces
te the veriocus sectors. n spite of the unevenness of |

s 1
develepnent between high and low income reglons and

I, baﬁﬁﬁﬁi-ﬂeﬁw ”?Eaaning’amﬁ.ﬁémn@mﬁ@ ?ﬁ&iwg in zaﬁﬁa@@
. Pesna, dokhale Ingtitute of Politics and Leoneomies, -
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the regional differences in the physical levels of the
various social infrastructures. We discussed in Chapter IX
that regional variations in the pattern of sectoral
allocation in the social infrastructures is an important
policy variable.

Table I gives the percentage distribution of sectoral
allocation of regional resources in Third Plan. It can be
seen from the table that the percentage of total resources
allocated to each sector shows very small regional
variation, although since the total state expenditure is
unevenly distributed it would lead to a larger inter-
regional variation in the actual amount spent in each sector
by each region and the additional benefits accruing from the
given expenditure, We discussed in Chapter IX the
regional allocation in Third and Fourth Plan in agriculture
and irrigation and concluded that the agricultural
development effort as measured by the various 1ndientov-1
would remain much below the national average in a n umber of
low income regions.

We may further examine the regional resource
allocation in Fourth Plan in two important sectors of power
and education. Table 2 gives the figures on the percentage
of total state expenditure allocated to pewer and education,
the absolute amounts to be spent by various regions in Fourth
Plan and the physical levels of development in these sectors

in each state.

I. We examined the total outiay in agriculture and
irrigation, agricultural outlay per hectaye and also the
physical indicators such as additional irrigation
facilities up to Fourth Plan in relation to the ultimate
irrigation potential of the region.




(96>

- ?

IABLE - 1
ogation o ctor Outlays in State
Plans in the Third Five-Year Flan.
Percentage of Public Sector Cutlays to

State Sector

Sl 40 th o in m

Andhra Fradesh is 11 46 5 - 19 100
Assan i1 10 29 8 8 33 100
Bihar I2 I2 43 e & 23 Ico
Gujarat 17 & w2 3 s . 100
Jaspu & Kashmiy i1 a3 12 I2 25 100
Kerala is 6 1 10 & 2% 100
Madhya Pradesh 16 IX 3% B 6 26 100
Haharashtra I7 8 a8 B 10 22 100
Mysore is ] e 6 & 20 100
Crissa I i3 43 el 6 23 100
Punjab I3 & L] & € 23 100
Rajasthan I0 k] s8I L 6 20 100
Tamil Nadu i3 3 e 8 4 23 100
Uttar Pradesh 17 I3 33 5 é 26 100
West Bengal is 8 2% 9 8 L) 100
Total I8 10 %0 & $ 100
Notes on Sectors: 1) Agriculture 2) community
Development and Co~operation; 3) Irrigation and Power;
%) In dustry and 3 (5) Transport and

Communication; 6) Sccial services and Miscellaneous;
7) Total.
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dable - 2

Aldlovation of Stete Outlay to Power and Zducstion snd
the'Phveicel Levele in thess Indicatovs in
Foupth Plan

- | POWER

Svate {oroyes) % of total Par capita
(in Rsd atate Annual
Dutlay Congymp-
‘ ‘ tion i

: | BB
(1) (2) (3) fEpes-esd

Andhra 56,50 32 8%
ABgEn | 14,02 s 8
Binar 63,25 28 59
Bujarat 79. 80 24 88
Baryana 40,53 86 | NeB.
Kevald %8 7% v 39
Madhya Predesh 28,40 20 38
Mahavashtra 6209 28 106
Hysore 20,80 28 88
Uprisss 25, 9% 30 98
Pundab 78.98 4 92
Rajasthan 28,68 az ) N
Tamil Nedu 86,00 30 89
Uttar Poadesh 177,78 3¢ 30
West Bangal 84,090 2% I3y
A11 States $748,68 26 8




E

: Col.

‘state.
.€ol. () The Pande Report (o

" Rimland and Heartland in Ir
‘Edueation™. Economic and -

‘public expendlture on edu

Sources:
(2. f@pm "Fourth Five Year

Plan of India, op. cit. p. %
Col. {3) Computed from thesectoral

outlays of F@urth Plan fow each

Identification of the indus
rially Backward States, op:
Col. (5) "Fourth Five Year an"
op. cite«
Col. (8) Computed as in Col
col. (7) and Col. (8) Rudol
J. Liloyd and Rudolph Susan
"Regional Patterns of Edu

Political Weekly, June 28
Col. 7 refers to the privat

Private expenditure 1nclude
tulglon, endowment income,’
ete. as estimated by “Educa
Commission im Inequali :
Educational Development:
(States and Dlstrlcts), Ne:
Pelhi, 1966 Mimu. _

: Table - 2 ,(cantinued)
EDUCATION ' ' o
' R EXyendiyupe
Total % of - Per tgnsiggzatIQH
Outlay State Capita incémé in
Qutlay Expenditure IQGOFBIlM
in Rs (I96I) '
A — (5) (6) (7) (8l
Andhra 382.@0 9 7.1 2.4%
Assam 262.70 I0 7.6 2.26
Bihar BTy, 80 8 4,9 2.20
Gujarat 290,00 - 6 9.2 2,34
Kerala 192.50 7 I1.5° 3.64%
Madhya Pradesh 215,60 6 4.3 2.19
Maharashtra 647,20 7 I2.4. 2.6k
Orlssa I58.1I0 7 6.3 I.54
Pungab 218,50 7 9.3 2.05
Rajasthan 176.00 6 4.9 I.8%
Tamil Nadu 554,30 II I1.0 2,85
Uttar Pradesh 694, 30 7 5.7 2.10
West Bengal 364. 50 II 9.8 2.35
All India 5516.59 8 7.8
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e can note é;& folioving @@&mﬁv from tha cebla.
I Inter-vegional variation in the gawee@wage'oﬁ state
outiay in Power amounts ¢o zﬁ’@@% cent in Apocan o 4O
per cent in Punjed, The ab@é&ﬁ%e %@ﬁ&i outisy varies from
RS Iw ovores in Assam 0 I77 cvores in Ulter @v&ﬁe@ﬁg
High dncome staties have highey than m&ta&m&m average \;
consumption of power per wapita. From the lov incous |
shates, Andhra, Bihar end Cvtay Fradesh have dmproved thelir
vanking in total outiay in powers |
2) In education the percentege of stote outlsy alliocated
%wl@@ﬁaﬁﬁﬁww vapies ﬁ%@m § per cent in Maharashive to
%1 per cent in Utter Pradesh and Rajesthan, Hewever heve
alse the previcus levels of per cuplis expenditurs on
edueation, expenditure on sducation as pepcontage of state
incone and total outlay in BS is higher in high income
states as cumpared e the low income agates.l

in Cha prer VILI, we discussed the possibilities of
confiict between the *gfficiengy®and “equity™ objectives

at the seotoral level. We pointed cut that in the seotors in

uhich vesource allocation eriterion is per caplta nesed. such

as publiec health and education, the ¢onfiicts batwsen the
two obiectives are lese acute than in the othew aa@%@@s:
%@@h as powey whers the eriteris of aliocation cannot igsore
the current demand fop puwer from the &av@a industrial and
urban centres and thus there iy & greatey conflict between
the "efficlency® critevion and the “equity” eviterion.

Frem the Table 2 we ¢an see however, that even in education

I. See Rudolph J. Lloyd and Rudolph Susanne, op. eit. e
In Chapter IV we found that the literacy rate is
a glghly significant factor in explaining regional
per capita and per worker income differentials.
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poy caplta egquaiisetion in @%&&ﬁﬁ&@%@& ﬁ@@s Het ses: RO

‘have taken placses §n7aﬁﬁ§%§éﬁ'@@'%h% factore we have
ajveady eamphasized above we must Riso mention thag here
8180, the seonomic factors such as industrialisation ow
urban bice alone csanot explain the reglonal diffevances
in the oducational levels. The »ole of histoerieal long
torw Factors ave luportant even if we cennot sasily
i@é@@&ﬁy the separate Foetors. _ﬁ%ﬁn@m tevels of &@w@&%ﬁﬂﬁ
in individual stétes such as gﬁ%&&@@‘ﬁ?ﬁ@f@@*@ﬁ%&?&ts
Haharashira end Tenil Nadu can be attributed to differvent
soelal and economic factovs besides the overall level of
urbanisation op the é%i@%%m@& of ®active® state
governments. However, what we gan conglude is that the
inter-regional egusiization in the expendituve opar capita in

education will net vake place in Fourth Plan,
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CHAPTER- X

SUMMARY AND CONCLUSIONS

We shall give the summary of our findings and the
conclusions of this study in the following order:: _
(a) We shall first give the summary of findings and the
conclusions of the study.
(b) In the 1light of the conclusions of our study regarding
the importance of the regional policy, we shall consider
the future pattern of regional inequality.in India.

Summary of Findings and Conclusions:

" The theoretical hypothesis regarding the course of ¢

regional disparities during the process of national economic

development emerges from the fact that, for the national
economy to develop, strong centres of development are
needed from which national growth emerges and spreads over
tine. Thus, during this period, regional differences
between the centres of growth and other regions increase.
The time pattern of regional inequality during the process
of economic development is summarised in the wellknown
inverted "U" hypothesis, or divergent-convergent thesis.
Ag Williamson puts it, "the early stages of national
development generate increasingly large 'North-South'
income differentials. Somewhere during the course of
economic development, some or all of the disequilibrating
tendencies diminish, causing a reversal in the pattern of
regional inequality. From then on, instead of divergence
in the inter-regional levels of development, convergence
becomes the rule, with backward regions closing the
development gap between themselves and the already
industrialised areas. The expected result is that a
statistic describing regional inequality will trace out an
inverted "U" shape against the national growth path."
Myrdal and Hirschman also emphasise that the factor flows
.are likely to be disequilibrating, so as to increase
regional disparities. In Williamson's, as well as in
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Myrdal and Hirschman's theorising, the "peak" of regional
inequality is left vague, to be determined by endogenous
factors that differ from country to country. Richardsonl
also comes to the conclusion that whether or not the factor
flows are equilibrating is a matter of empirical
substantiation, since there is no clear theoretical
indication. On a priori grounds, however, ke expects
labour flows to be more equilibrating than the capital
flows.

Thus, we argued on the basis of the above theorising
that although we can expect the regional disparities to
increase during the process of national economic develop-
ment, the precise nature and the course of regional
disparities and the factor flows is a matter of empirical
substantiation. The number of developing countries for
which regional income and productivity data are available
is very few. In this context, the study of regional
disparities in India is of special significance, since it
can throw additional light on the process of regional
disparities in an economy that is currently undergoing
structural change. Since the process of structural change
in India and other economies at a similar stage of
development is different from that in the more developed
countries,in their early stages of development, a study of
regional disparities in India can highlight the factors
that are different in the context of currently developing
economies and which in turn will influence the process of
regional inequality. In addition, the importance of the
study of regional disparities needs to be emphasised in a
large country in which sub-national units are as large as
or larger than several individual nations. An understanding
of regional differences in economic performance of the
sub-national units vis-a-vis national economic performance
is vital for understanding the aggregate average national
performance. The choice of states as regions can be

1. Richardson, H.W., op.cit. p.329.
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justified on the grounds that the states represent
identifiable groups of people with separate asplratlons
of their own, but who also work towards common national
goals. The states are also proper units for regional
analysis as the polftical and economic processes work
through a complex centre-state mechanism of decision~
making. Hence, if we want to draw policy conclusions
from an empirical analysis of regional disparities, it
is necessary to keep the framework that corresponds to
the existing administrative and political bdggﬂaries.
These advantages of using states as the regieﬁal units
were considered against the limitations of such a choice
arising from the fact that if regions were to be chosen
on "homogeneity" criteria, the states are least suitable.
In addition, we have to recognise that considerable

regional differences in the levels of economic develop-

ment exist within the diffepent parts of the state. In

choosing states as regions we are examining the broad

average regional aggregates. (Chapter I)

We considered the following factors especially
relevant in the development process in India and which,
in turn, can be expected to influence the structure and
process of regional inequality in India. The differences
in the initial levels of national industrial development
between the more industrialised countries in their early
stage of development,and the levels at which India and
other economies at a similar stage of development started
their process of planned economic development, is an
important factor which will influence the process of
national and regional development. The other important
and related factors are the population pressures, the
initial unevenness of the regional levels of development
arising out of historical and natural resource factors,
and an entirely different setting of international trade
and technological change. Under planning in India, the
national rate of growth of the economy and the rates of

investment have been lower than the required minimum rate
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of growth either to absorb the new additions to the
labour force in non-agricultural employment or to redude
the size of labour force engaged in agriculture. Thus,
the inter-regional and inter-sectoral migration of labour
force which played an important role in the context of
developed economies cannot be envisaged to operate in the
case of India. Inter-reginnally, the arguments that the
labour fiows can be expected to be more equilibrating does
not hold in the Indian context, given the large surplus
labour already existing in the high income states and in
big cities. Thus, it becomes necessary in this context
to emphasise the need to create the internal conditions of
regional growth aimed at influencing the income and
productivity levels of a region's economic sectors.
(Chapter I)

An analysis of regional income data in India presents
difficult problems,as the Central Statistical Organisation
which compiles national income data does not publish
regional income estimates. The regional income data
published by the State Statistical Bureaux apply different
methods of estimation in the various sectors for which
direct data are not available. Hence, it became necessary
to use the state income data compiled by NCAER and IIIPO
for the four planning years. The overall reliability and
acceptability of state income figures from these two
sources was established by comparing the sum total of state
income (which is equivalent to NDP at national level) and
the national net domestic output originating in the major
economic sectors. An analysis and comparison of state
income figures from the various somrces revealed the great
need for improvement in the regional income data. We
pointed out.thatafheseentre can play a greater role and
initiative in-this regard because of several factors.

Some of these are that the technical expertise is concen-
trated in the national plannihg divisions at the centre;
in addition, there are genuine difficulties in enforcing
strict methodology and criteria at the multiple regional
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levels. Finally, as the centre plays an important pért in
the regional allocation of resources, the centre shéuld
evaluate the regional performance in terms of suitable
economic indicators. (Chapter II.)

Regional per capita income as measured at the level of
indus%rial origin is an imperfect measure of regional
differences in the economic welfare or the standards of
living. However, the regional per capita income is an
important indicator as it measures the gquantum of productive
activities at regional level and, as such, it thus reflects
basically the influence on income from two distinect eources,
viz. regional differences in economic structures and the
differences in the productivity levels within each economic
sector. As in other systems of classifications, a certain
i%ggfee of arbitrariness cannot be avoided in classifying
regions into several categories. Taking 1960-61 as the
basis of classification, Indian regions were classified
in three categories of "high income regions", "low income
regions'" and "the average".

The degree of regional inequality in India in per
capita income was estimated for the years 1850~51, 1955-56,
1960-61 and 1867-68 by applying the indices of weighted
coefficients of variation, VW, MW and MWa. The degree of
regional inequality in India as measured by these indices
was found to be lower than that in some of the "middle-
income countries" (by Kuznet's classification) such as
Brazil, Italy, Spain, Greece and Yugoslavia. In some of
these countries the values of VW and MW show marked
axfference thus reflecting the fact that the VW is affected
by a few extreme deviations with large populatibn sharesl.
In the case of India, the values of VW and MW did not

differ in the per capita income index. The value of the
regional inequality index remained nearly the same katween

1. See Williamson, op.cit.
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1950-51 and 1967-68; however, there was some decliné in its
value in 1955-56 and 1960-61l. (Chapter III.)

As the number of years for which state income figures
are available is very small, the long term trends in income
differentials and the inter-regional migration pattern
could not be examined. On a priori grounds we argued that
the role of substantial inter-regional migration of labour
force appears to be very limited in the light of the already
high open unemployment in the urban areas and the rapid
population growth. In relation to the short-term periods
for which data are available, we examined the role of two
factors, viz. (a) the role of population distribution versus
the unequal regional per capita income growth in accounting
for the change in the weighted variance in the given time
period; (b) an examination of inter-regional migratory
patterns for the period 1951-61;and evaluate the inter-
relation between the given migratory flows and the levels
and change in regional income differentials. With regard
to the first factor, we found that the population
redistribution factor accounted for as high as 50 per cent
of the change in absolute variance between 1951-61. Thus,
for this period, the change in the regional population
weights was such as to increase the regional inequality.

In the second period of 1960-61 to 1967-68, however, the
population redistribution factor was not found to be
significant. An analysis of inter-regional migratory
patterns in India in 1951-61 showed that the migration of
the people across regional boundaries accounted for a much
smaller proportion of total migration as compared to the
movement of people within the same region. In addiiion,
while the intra-regional migration was characterised by a
movement of people among the rural areas of the same region,
the inter-regional migration of population was essentially
a rural to urban movement of the people.l We then

l. Ovér the period 1951-61 inter-regional migration amounted
to 8.6 million people as compared to 57.2 million people who
moved within the state boundaries. Out of the total inter-
regional migration, 69 per cent accounted for the rural to
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urban movement of population, while in intra-state
migration, nearly 72 per cent was accounted for by rural.
to rural movement of population.”

classified states into those with negative net balance of
migrants and those with positive net balance. The states
in both categories included some high and low income states.
Thus, it showed that income differentials can be regarded
as only one of the factors in inducing the migration flows
across the regions. Whether a given migratory pattern
created a change in the regional income differentials and
acted as an equilibrating or disequilibrating factor

cannot be answered on the basis of limited data. (Chapter
¥11.) '

Since state income figures measure the regional income
originating in the economic sectors, the degree of regional
disparity can be measured in these variables as well.
Estimating the value of net output per worker in the
economic sectors presented some difficulties due to the
inherent conceptual problems arising due to the predominance
of agriculture and also due to the change of census
definitions of the working force between 1951 and 1961.

An analysis of regional distribution of labour force in
major economic sectors and the regional disparity in the
value of net output per worker led us to the following
conclusions:

(1) An important source of variation in regional per capita
income must be attributed to the regional differences in
economic structures as measured by the percentage of a
region's labour force engaged in the various industrial
sectors and the percentage of a region's NDP accounted for
by the different sectors.

(2) The degree of regional inequality in Indian economy
was higher in 1950-51 and 1960-61 when measured in net
output per worker than in per capita income. This meant
that Williamson's hypothesis of a significant and positive
correlation between regional per capita income and the
labour participation rate did not hold in the case of
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India. Regional ‘labour participation rate in a
predominantly agricultural economy must be regar&ed as
being influenced by complex social and economic factors
that vary among regions and we need not assume even a
positive correlation between the regional per capita
income and the regional labour participation rate.
(3) Williamson's conclusions on the sectoral inequality
v&4lso do not seem to hold in the case of India. To guote,
"Is regional dualism more prevalent in a traditional sector,
“agriculture, and one in which technology is more localised
by regional resource endowments? The answer‘to this
question is most definitely in the affirmative, although we
base it on a very limited sample because of the rare
appearance of regional income data with sector breakdown."
He further adds that "At the risk of oversimplification, it
appears that the persistence of high degrees of regional
inequality in such countries as Spain, Brazil, Italy,
Yugoslavia and the United States can be further decomposed
into two parts: (1) tremendous differentials in agricultural
productivity and (2) significant regional differences in
economic struc@ures. It would appear that regional
"dualism" in the industrial sector plays a minor role and
’g%%”significance has been grossly exaggerated in the
current development literature."1 The analysis of
sectoral inequality in major economic sectors led us to
conclude that the regional inequality was highest in the
manufacturing sector if we compute the regional inequality
in the net output per worker in the major economic sectors.
A divergence in the value of VW mand MW in the manufacturing
sector showed that the regional inequality index was
affected by a few extreme deviations with large labour
force shares. Regional inequality in agriculture in net
output per worker was found to be lower than in manufactur-
ing. However, if we estimate the regional disparity index
in terms of net agricultural output per acre, the degree of

1. Williamson, J.G., op.cit.
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regional inequality for the same years was foéund to be
less!$han . that in manufacturing. Thus, the fndian data
offer a pattern that is different from Williamson's pattern
on the few countries for which such data were available.
(Chapter IV) .

(4) Multiple regression analysis of regional income per
capita and per worker income led us to identify the
significance of various structural factors in explaining
the regional differentials. These were the "preséure of
‘labour on land", labour participation rate, regional
percentage of national value added in manufacturing, the
literacy rate and the "regionality" variables. In
explaining the regional per capita income differentials,
the above factors were found to be significant except the
labour participation rate which was found to be negatively

a little

but statistically insighificantly correlated to regional
per capita income differentials. In the regression
analysis on per worker income, however, the labour
participation rate was found to be negatively and significant-
ly correlated to the per worker income differentials. The
negative and significant correlation was also found to
exist between the regional per capita income differentials
and the "pressure of labour on land". The literacy rate
and the regional percentage share in national value added
%4 manufacturing were found to be positively and
significantly related to the regional differentials. The
statistical significance of these factors showed that the
structural factors influencing the regional income
differentials in an underdeveloped economy are likely to
differ.from those in industrialised countries. Regional
differences in labour participation, the pressure of labour
on land, regional differences in economic structures and
the levels of literacy were found to Be of crucial
significance. The regional differences in these variables
represent the influence on regional income-of complex
social and economic factors and the historical conditions
which created regional disparities in these variables.
(Chapter IV.)
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The regional income analysis was followed by a
disaggregated analysis of regional disparities in ihe
two major sectors of manufacturing and agriculture; Thi
analysis was pursued with the following objectives:

(1) The figures of net output per worker in the given

~ economic sector measures the regional income originating

in the entire economic sector, and hence it reflects the
influence on regional income of two effects, viz. the
industrial structure effect and the income and productivity
differences within the given industry. Hence, where
possible, the importance of these two factors must be
assessed separately.

(2) An analysis of regional differences in productivity
'gt a disaggregated level can enable us to identify the
explanatory factors in regional disparity at the industry
level.

(3) From the regional policy point of view, the future
role of private and public sector investment in reducing
the regional disparities at sectoral level needs to be
considered in the light of past trends.

We summarise below the conclusions of the analysis
of regional disparity in manufacturing and agriculture
in these three aspects:
(1) The regional disparity indices of weighted coefficient
of variation in the sub-sectors of manufacturing showed
that the VW was higher in the household and small enter-
prises sector than in the large industry sector. We
found that in all the three sub-sectors, the income per
worker was higher in the high income regions. Thus,
while low income regions had a larger proportion of their
labour force in manufacturing engaged in the household and
small enterprises, the average income per worker in these
regions was much below the national average,.thus giving
large absolute deviation resulting in high VW when
weighted and squared. A statistical quantification of
the sources of variation of the level of manufacturing
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income showed that the regional differences in industrial
structures were the most significant sourcé of variation

in the level of manufactur@@g income. (Cﬁgpter V.)

(2) In the absence of comprehensive data on the income

and productivity levels in the household and small enter-
prises sectors, the disaggregated analysis of regional
disparity in the manufacturing productivity was pursued

for the large industry sector alone. The cross~sectional
analysis of regional disparity in manufacturing was based
on the data published by the Annual Survey of Industries.
The nineteen indusgries were selected by their ranks in

t@é national value added in manufacturing. The regional
disparity in value added per worker and earnings per worker
were calculated and these showed that considerable regional

productivity differences existed in these industries. In

the cross-sectional analysis, the regional value added per
worker in the given industry was regarded as a function of
two identifiable factors, viz. capital intensity and the
regional percentage of national value added in the industry.
The regional differences in capital intensity within the
same industry arise because of variations in the technical
processes as well as the capital market conditions. Since
we assume that surplus labour exists both in the more and
the less industrialised regions, the inter-regional
variations in the capital intensity are likely to be
governed by the capital flows. If these are disequilibrating
at industry level, then the industries in the low income
regions with locational advantages would still have lower
capitél intensity and productivity than the more industrial-
ised regions. The imporfance of the capital intensity

factor itself was found to vary among the different

industries.
(Chapter V)
The regional differences in the productivity levels

in the given industry can be expected to be influenced by
the agglomeration factor which was measured as the regional
percentage of national value added in the given industry.
The industrial concentration of firms in the same region




(144)

neasures the locational advantages of the region in the
glven industrys The impertance of this factor in.
explaining the inter-regional variation in the productivity
devels was found to vary among the varlous industries:
- Our analysis ensbled us to. classify the industries into
four groups;. vizes (i) industries in which the cepitsl
1ntensity'faetor alone was significants ﬁ(ii) industries

in which t@@re was multicolinoarity between the twe variables;

- (111) industries in which the conmcentration factor alone
was significanti (iﬁ) industries in which none of these
-faé%brS'Was found to be éighifieantq The trends in the

- regional disparity indices in the seleexed~iﬁ&msﬁriee
also showed that the regional disparity in net output per
worker increased in the indubtries such as cotton textiles,
sugar; edible oils, tea manufacturing, art silk and’ iron
and steels The analysis of regional disparity in
individual industries led us to the general conclusion
that the trends in thefproductiviﬁy levels, location
pettern and the measures to step up productivity levels
in the various regions need to be éstablished at the

individual industry level. (Chapter V.)

Private sector investment played a predominant role
in the creation of regional disparities in the manufacturing
sector analysed in Chapter V; as the share of public sector

- investment in totel manufacturing investment can be regerded

-ae small in the beginning of Third Plsn'e An snalysis
of the available data on, the trends in the regional
~.distribution of private and public sector investment must

. take ‘into account the different roles played by these

- two sectors in the industrial plenning in India. The
private sector investment accounts for a great bulk of the
total manufacturing investment.' On the other hand, the
publie sector inVestment'went to the key indusiries and

'its share in the toetal investment rose over the warious plans,

- An examination of regional distribution of puhlxe
investment showed that this was not spatially eoneentraﬁed
in a few regions. As the great proportion of the total
public. investment went to the basic heavy industries, the
‘techno-economic consideraticns were of paramount
importance¢ The location. of steel

4. See Chapter VI, for the respectzve shares of private T

and pub
invegtmé%%s?ecﬁ?r investment in total ‘manufacturing
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and heavy large public sector projects occurred in a
number of low income regions. However, the location

of these projects by themselves cannot be expected to
create a new growth centre in the periphery. Regional
growth effects of the large public sector investments
will vary according to the nature of investment, leakages
by way of imports of goods and services and the nature

of final demand. The direct growth effects of capital
intensive public sector investment are limited as these
investments have high import content, low employment
potential and the links of these projects to the regional
economies merely consist of the nearhess to the raw
material base. Thus, the beneficial effects of the
public investments in low income regions will be confined
to the increased investments in the social infrastructures

2wty

orial- demand of labour and goodsiduring the

constfuction‘phasebof the project. Whether or not
location of large public sector projeets in low income
regions would attract private sector investment needs to
be considered separately; as here we have to consider the
past trends in private sector investment and examine in
the light of these trends if the private sector investment
responded to the new locations of public investment in

low income regions. (Chapter VI)

Trends in the private sector investment in manufaetur-
ing were examined for the period 1959-66 from the evidence
before the Industrial Licensing Committee. The data
before the commfttee covered only a part of the manu-
facturing sector. An analysis of the regional distribu-
tion of private sector investment showed that the private
sector investment continued to be concentrated in a few
more industrialised states. In terms of the pattern of
private investment by products, it had responded to the
opportunities created by the public sector investment
in key industries. However, this increased investment
in growth industries had occurred in the already
industrialised states. In analysing the factors underlying
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the spatial distribution of private sector investment,

we must emphasise a number of inter-related factors.

An important feature of private manufacturing sector in
India is themmonopolistic control of private investment

by a few large industrial houses. These industrial

houses which led the investments in traditional industries
of cotton textiles, sugar and chemicals have taken a lead

in the investments in new growth industries as well. Hence,
an important factor in the continued concentration of private
sector investment lies in the spatial preferences of the

big industrial houses, which also have their investments in -
traditional industries in these regions. As the criteria
governing the location of private investmént are based on
the calculations of peivate costs and gains of further
agglomeration, the advantages arising out of the nearness

to market economies of scale and external economy effect

of further agglomeration are likely to outweigh the
disadvantages due to further congestion, high costs of

land and other factors of production and social environ-
mental costs. Further, as the basic commodities such as
steel, cement, etc. are available at the national uniform
prices in all regions, the advantages of locating new
‘{nvestments in the areas producing these basic commodities
are limited. Thus, private sector investment can be
expected to be concentrated unless the private costs of
location in the regions of agglomeration are substantially
influenced by the government policy or if the private
location decisions are motivated by the criteria of social
costs and gains. In Indian industrial policy, the location
of private sector investment was nét sought to be influenced
by the industrial licensing committee or by positive fiscal
and pricing devices. We therefore concluded that the
industrialisation of low income regions cannot be speeded

up only by the location of large public sector investments.
On the other hand, the steps to induce private sec®or
investment in the low income regions are likely to be
counteracted by the p%ivate gains of further agglomeration
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to the large industrial houses, and other private

investors. An application of "growth centre" concept

to the public sector investment in low income regions

would require a greater spatial concentration of puhlic
investment in specific low income regions so that, over

a period of time, accumulated public investment in the
inter-related sectors creates external economy effects
large enough to attract private investment in those regions.
If at the same time the government measures are directed

to influence the private costs and benefits of location in
the centres of agglomeration,, there would be greater

scope to influence the spatial pattern of private invest-
ment. We need to emphasise here two aspects, viz. that
the process of creating new centres of growth is essentially
long term in nature and secondly, a greater spatial
concentration of public investment in the selected low
income regions rather than "fair share" of the regions in
the projects is necessary if regional goals are to be
attained. (Chapter VI.)

An examination of regional disparity indices in net
agricultural income showed that the regional inequality in
agricultural income per worker in 1950-51 and 1960-61 was
lower than that in the net income per acre. The regional
inequiifty index in net income per acre was found to be 4
ltre  \ess) that in manufacturing (for the same years). The
trends in the regional inequality in agriculture were diffi-
cult to establish as the years for which the data were
available included some bad agricultural years. Thus, we
must conclude that regional disparity in agriculture was as
Lish  as that in manufacturing in terms of income per acre.
Secondly, due to the importance of agriculture in national
and regional economies, the nature of regional disparities
in agriculture needs to be understood at a disaggregated
level. (Chapter VII.)

The statistical significance of three identifiable
factors was examined in explaining the regional value of
net agricultural income, viz. average rainfall, the
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percentage of net irrigated area to net sown area and the
percentage of a region's total labour force engaged in
agriculture. The regression analysis showed all the
three factors to be statistically highly significant in
explaining regional income per acre. In the income per
worker, the average rainfall and irrigation were found to
be statistically non-significant.

The regional disparity in the productivity in the
agricultural crops was analysed in relation to the
importance of natural versus modernisation variables. The
national policy of agricultural development aims to raise
the average productivity levels of the agricultural crops
by extending the area under irrigation and through
intensive application of the modern inputs of fertiliser
and impﬁoved seeds. Hence, we assessed the significance
of these factors in explaining the regional physical
yield of the various agricultural crops. We found that
the significance of average rainfall varied for the two
years. However, the percentage of irrigated to total area
under crop was found to be statistically most significant
in the individual crops and in the total foodgrains. The
significance of other modernisation inputs varied for
different crops but these were statistically significant
in rice, wheat and total foodgrains in 1970-71. (Chapter VII.)
We included the percentage of a region's total area under
crop as a measure of that region's specialisation.
However, except in the case of wheat, the statistical
correlation between averagé regional physical yield and
the percentage of a region's arca under the given crop was
found to be non-significant. ;@he statistical corEedation
between the percentage of a region's area under crop and
the percentage of irrigated to total area under crop was
also noh-significant. (Chapter VII.)

Regions were classified into three groups in terms
of the existing advantages and disadvantages. The first
group consisted of regions which had higher than national
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average productivity levels in all the majbf 'fégs grown

i

in the regions. The sécond group of states:c‘géiétedfbf
a large number of states both from high and 1low income
regions with more than average productivity levels in some
of the crops in which they specialised. The third group
of states was classified as the regions with severe
existing disadvantages in nearly all the crops in which
they specialised. A comparison of these three groups of
states in the various indicators of agricultural develop-
ment showed that the fiwst two groups of states had
higher levels of agricultural development compared to the
third group, both in the indieators of private and publiec
investments in agricuiture. Here, we must emphasise the
role of two factors: Firstly, the public investment

in irrigation prior to Indepeadence was concentrated in a -

few regions. These regions received further large public
sector investments in irrigation under planning. Thus,
the acquired long term advantages of these states surpass
all the other states. Secondly, the high income regions
had a higher outlay in agriculture than the low income
regions as the size of their total plan outlay was much
higher than the low income regions. Thus, the role of
intersectoral transfer of resources must be emphasised

as the resources raised *the non-agricultural sector

are allocated to agrieultural development., High income
regions also have a higher percentage of rich farmers.

In the new agricultural development strategy of HYVP the
mere industrialised states inereased theiyr share in the
area under HYVP more rapidly than the regions with severe
existing disadvantages. (Chapter VII)

The existence of regiecnal disparities imn income and
productivity levels in the major economic sector provides
one argument to examine the regional policy framework
in India. However, the case for & national approach needs
to be established in relation to other goals of national
economic development. We recognise that the
regional policy framework in an underdeveloped economy
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undergoing structural change will differ from that in the
more developed economies in the following main factors:
The constraint of limited resources weighs more heavily
in the case of an underdeveloped economy and this
influences the particular regional goals that can be
gdoptedfin an underdeveloped economy. Secondly, the
géssibiiity of a conflict between the "efficiency" and
/ "equity" goals appears to be higher in the case of an
ﬂuﬂégrdeveloped ecohpmxc Thirdly, the role of short-term
cor?gﬁtive measures aimed at-influencing the factor and
product prices &nd the management of demand through
government expenditure is limited in an underdeveloped
economy , as'thé process of national economic development
and regional development is essentially that of creating
additional productivevéééécity and conditions of higher
long term economic growth. wWe advance the following
arguments for adoptingmregiénal goalsfaﬁd policy measures
under planning in India: .
(1) Low income regions in India account for nearly u46
per cent of the total population.. _On equity grounds
alone, thérefore, national planning canan'ignore the
development needs of such a large proportion of the total
population.
(2) The policy measures for low income regions become
specially relevant in view of the fact that the role of
inter-regional migration of labour is very limited and
also not socially desirable in the context of high open
unemployment in the large cities. It is therefore
necessary to create long term conditions of higher economic
growth in the low income regions.
(3) The experience of the developed countries shows that
the regional imbalances are not self-corrective. The
argument that in the long run, at a higher stage of
development, growth will spread to the backward regions
amoints to allowing a large percentage of the population
to slip into a long term stage of low economic development.

The possibility of a conflict between the regional
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goals and those of rapid national economic develépment led
many writerslte conclude that the regional goals are a lux-
ury for a poor country undergoing structural change, so
that a reduction of regional disparities must wait until

a higher stage of national economic development is reached.
It is also further argued that, during the period of
rapideﬁgéional economic development, the emphasis should
be on.maximising the growth in the regions with existing
advantages. A further relevant point is made by Rahman
that the national growth is not necessarily maximised if
~the regional rates of saving are not identical. Whether
or not a more productive region can offer a higher rate

of saving depends not only on income but also on various
other social and economic factors. (Chapter VIII)

We regard the conflict between the regional and
national goals as at a maximum when both are considered
in terms of maximising the current or short-term aggregate
national income. If viewed over a period longer than a
five year plan, the possibilities of trade-offs between
"efficiency" and "equity" increase due to the followéng
factors. Over a longer period of time, the efficiency
goal includes opening up of new resource frontiers.
Secondly, investments in social infrastructures in the
low income regions may be regarded as building ahead of
demand, so that a critical amount of accumulated public
investment in low income regions can then be expected to
attract the private capital into these regions. Thirdly,
the regional policy measures can be directed to attain a
higher internal rate of saving in the low income regions.
Fourthly, the degree of conflict between the "efficiency"
and "equity" is likely to differ in different economic

lo E'.Eihco 0P~ ci.t'
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sectors. In the particular economic sectors in which the
criteria of allocation are social per capita need;ithe

conflict can be expected to be minimum. In the &éther

sectors in which allocative criteria include, in addition

to the social per capita need, the existing demand and

the short term returns from investments, the conflict N

between "efficiency" and "equity" is greater. Inclusion _
of social environmental costs of agglomeration in the large e
urban centres can reduce the profitability gap between

the loqatibn in the large urban area and the periphery,

but this need not result in a reduction in the profitability
gap between high and low income regions. (Chapter VII.)

An examination of regional goals in Indian planning
presents problems as the regional goals are expressed in
vague terms of regional balance and the plan documents
do not specifically discuss the regional allocative criteria.

|
However, whether or not the goals are specified, the actual
decisions of resource allocation were made under planning
as the national plans operate through states and as the

central resources are an important source::of financing
state plans. Hence, it was essential to evaluate

empirically the size and pattern of regional resource

allocation and to arrive at some conclusions on how the

regional policy operated in five year plans. (Chaptér VIII.)

An empirical evaluation of regional policy framework
in India was attempted by analysing the policy instruments
which were recognised by the plans. We examined the
simple model in which the additional regional NDP was taken
as a function of accumulated development expenditure and '
the initial level of a region's income and the random
factors. The regression analysié was applied to the data
on three time periods. The significance of these factors
varied for the individual time periods. In the period
1960-61 to 1967~68 the regional change was predominantly
influenced by the random factors such as bad harvests and,
in this period, the development expenditure or the regional
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level of income were not significant in explaining the
regional change. We also established that the rich:-
regions had higher absolute development expenditure, although
the statistical relation between the two varied:o@dpr.
different time periods. An estimate of income elasticity
~of development expenditure for the individual time periods
and in pooled regressions showed that the income elasticity
of development expenditure with reference to regional

Net Domestic Product was less than one in the periods 1950-51
to 1955-56, and 1960-61 to 1967-68. We reached the
following conclusions from the values of elasticities:

(1) The income elasticity of development expenditure
declined in the period in which the random factors
predominated in influencing regional changer (2) The

income elasticities of development expenditure are likely

to differ between the high income and low income regions.

(3) The government expenditure was more elastic with
reference to change in industrial output than with respect

to addttional net domestic product.

In order to overcome the problems of multicolinearity
between development expenditure and the initial regional
income, we also examined the additional regimnal income
and development expenditure as the ratios of the iniiial
level of income. We also included the state effect to
measure the influence on regional change of the regional-
ity factors that vary between states and are not specified
in the expenditure income ratio.

The regressions analysis led us to the conclusion
that the state development expenditure was a significant
factor in explaining the regional change in the time
periods in which the influence of random factors was not
predominant. The rich regions continued to have higher
development expenditure than the low income regions up to
the end of the Third Plan. (Chapter IX)

In the Fourth Plan, the emphasis on reducing regional
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disparities increased in two respects. Firstly, two
separate committees were appointed to identify the
industrially less developed regions and to recommend
fiscal and other incentive measures to attract private
sector investment. Secondly, in the criteria for
allocating central assistance, the per capita income

was taken as one of the indicatgrs. In spite of this,

- both the size of total outlay and per capita centrél
assistance remained much lower in the low income regions
as Cémpared to the high income regions. A greater
emphasis on the level of development in criteria of
 central assistance did not lead to a substantial
reallocation of central resources.to the low income
regions or the low income states.having the plan outlays
which were equal in per capita terms to the ﬁ@;ional
developmental effort or that in high income regions.
(Chapter IX.)

Among the sectoral allocation of state outlays, the
allocations in agriculture, major, medium and minor
irrigation are most important as a regional policy _
variable. However, in planning literature, the significance
of regional differences in outlays in agriculture is less
emphasised as compared to the role of public sector
projects. The Fourth Plan aimed at two main objectives
in agriculture. The first was to provide the conditions
necessary for a sustained increase in agricultural
production of 5 per cent per annum over the next decade
and secondly, to enable as large a section of the rural
population as possible, including the small farmer, the
farmer in dry areas and the agricultural labourer to
participate in development and share its benefits. We
pointed out that, as regards the national objectives of
increased production, these were aimed to be realised by
a concentrated effort on the areas:.of minimum risk through
HYVP. The share of several industrialised regions in
the area under HYVP - _ - increased more rapidly than
that of Madhya Pradesh, Orissa and Rajasthan, which we
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classified as the least advantageous regions in agriculture.
These states remained below the national average in the per
hectare outlay in agriculture in the Second, Third and
Fourth Plans. The more industrialised states of
M%harashtra, Gujarat, Tamil Nadu and Kerala had a rapid
iﬂbrease in per hectare outlay in agriculture in the Third
andeourth Plans. If we take the region's akea share in
natmonal area, Assam, Bihar, Kerala, Gujarat, Tamil Nadu,
Punjab and Uttar Pradesh received a higher share in national
outlay in agriculture than their respective regional area
share. The outlays on major, medium and minor irrigation
also confirmed the above pattern In agricultural outlay,
Bihar and Uttar Pradesh occupled higher ranks than the
other low income regions.

We conclude that the regional disparities in agri-
‘Gultural outlay increased over the Third and Fourth Five

Year Plans.l

In terms of the percentage of a region's
ultimate irrigation potential realised also, these states
remained much below the national average. Thus, the
development effort in agriculture in India was spatially
concentrated both in terms of the regional share in HYVP
as well as in per hectare outlay in agriculture and

irrigation.

In suggesting the guidelines to regional policy in
Iﬁdia, we emphasised the role of the centre dominated
political and planning process up to the end of the Third
Plan in operating the national and regional planning
through informal cooperation without elaborating specific
regional allocative criteria or géals. The conflicting
issues of regional allocation of resources were sidetracked
through the domlnatrng 1nfluence of the centre in determining
the final size of the state plans and its sectoral allocation.

1. In the Second Plan, the range between the highest and
lowest outlay per hectare 'w3§%¥Rs: 115 in Kerala to Rs 34 in
Rajasthan. In the Thlrd Plan this ranged between Rs 264
in Kerala and Rs 76 in Madhya Pradesh. In the Fourth Plan
the range increased to Rs 409 in Kerala and Rs 98 and 69
in Madhya Pradesh and Rajasthan respectively.
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The political developments in the late 'sixties and early
seventies have resulted in a gradual weakening of the
centre and in a situation in which the same polltical party
no longer controls all the state governments. For the
future survival of the Indian federation and the viability
of economic planning, the regional policy becomes crucial
in two respects. Since the earlier era of consensus

and coop eration through the same political platform is no
longer p0351ble, the regional goals in national planning
and the confllctlng issues of regional allocation must be
made more explicit. This should provide a rational basis
on which the economic trade-offs between the various
objectives can be cnnsidered. Secondly, the regional
policy at the national level should also act S@’%S to
differentiate between the political demands of the states
for more resources or more projects as distinct from the
resource allocation on economic criteria. (Chapter IX)

If a politically weak centre gives way to the demands
of politically strong low income regions for more resources
for their states in the sectors in which the national growth
objectives require a spatial concentration, it would
undermine and stifle the national development effort. To
prevent this, a better understanding of the regional
disparities in the economic sectors as well as studies of
the regional production structures fs=necessary. This
requires an effort both at the national and regional levels.
To a great extent, studies of regional disparities and
the allocative criteria in short term and long term planning
only be pioneered at the centre. The analysis of

gnal production structures through input-output studies
the industrial base studies, etc., fall into the
category in which state regional departments can serve a
useful function. Studies of this nature also provide
useful information for regional planning at state level.
Greater central initiative is also necessary in estimating
state income regularly and to integrate these data with

the national income data published by the Central
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Statistical Organisation.

In considering the future pattern of regional Enequality
we must isolate from the effects of the changes in the
above factors dn the course of regional disparities and
assume a more limited role of examining the trends in the
regional disparities in the light of our study. Regional
disparities in per capita income reflect the regional
differences in the economic structures and the productivity
differences within the economic sectors. The relative
dispersion around the mean in the regional per capita
income can be expected to increase on account of the
following factors: (a) The regional disparities in the
economic structures will persist due to the spatial
concentration of the private sector's investment in
manufacturing; (b) The high income states will be able
to maintain a higher development effort than the low
income regions, which means that they will continue to
have higher investments in social and economic infra-
structuresl and a higher per hectare outlay in agriculture:
(c) The high income regions have a higher percentage of rich
farmers so that the private investment in agriculture can
be expected to be higher in these regions.than in the low
income regions.2

Thus, agriculture will play an increasing role in the
creation of regional income disparities and in the regional
allocation of resources within the agricultural sector
itself. We noted earlier that the new agricultural

1. Classification of Indian regions on the basis of social
and economic indicators does not alter the ranking position
of low income regions.

2. Rao, S.K., op.cit. comes to the fellowing conclusion in
this regard: "It is expected that the economic disparities
between regions will widen in the near future. The Green
Revaglution in agriculture has made investment in agriculture
very attractive. We can expect private investment to play
a greater role in agriculture. The growth of pﬁivate invest-
mejit is likely to be higher in the rich farmer regions
because privatec investment is likely to be constralned by
the ability to save by farmers. And, in general, it is the
advanced regions who have more rich farmers." The role of
rich farmers in obtalnlng higher cooperative credit and in
the regional shares in HYVP was also noted earlier.
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development strategy since 1967-68 relies essentially on

a concentrated development effort in agriculturé in the
areas of minimum risk. This meant that in the Fourth

Plan the regionai shares in HYVP worked out to be much
higher in the agriculturally advanced regions and the

other more industrialised regions. Objectives of national
targets of self-sufficiency 4n food, rapid population
growthfﬁnd the balance of payment constraints would make

it impérative in the near future to concentrate efforts in
the regions with existing advantages. Since the
investments in fertilisers and major irrigation are highly
capital intensive and as there are marked spatial differences
in the returns from these investments, application of
national criteria would lead to continued higher investments
in these regions. The regional development efforts in
agriculture in the low income regions with severe existing
disadvantages may be concentrated in the programmes to
raise their levels of agricultural development by measures
directed to the dry farming areas and the labour intensive
schemes oriented to increase the employment and income
opportunities in the short run and on the rural infra-
structures. Such an integrated national approach
presupposes that the "externalities" created by the
concentration of national effort in few regions are large
enough to contain the rest of the regions in a lower share
in the technological change in agriculture. If these
"externalities" or the "beneficial" effects of higher
technological change in some regions are reduced because of
the political power of the agriculturally prosperous states
and an incoordinated national food distribution policy,

the spatially concentrated national effort in agriculture
may precipitate the crisis in social and political stability
of the country itself. Thus, although the trends in the
"pbivate and public investment in agriculture suggest that
regional disparity in agricultural growth and productivity
will increase as a result of the technological change in
agriculture and the national constraints would require a
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continued concentrated effort, there are inherent dangers
in such a situation, especially in the context of a
changed political situation.

We conclude that in an underdeveloped economy like
India the issues of regional disparities and policy are of
great importance, because of the following factors: the
stage of national economic development, the size of the
country, the limited scope of large scale inter-regional
and inter-sectoral migration of labour force and the nature
of the political federation through which national and
regional planning operates. Regional disparity in per
capita income in India was found to be much lower than that
in the countries with high regional dualism such as Brazil,
Italy, Greece and some of the East European countries.

In most of these countries the regional inequality in the
economic sectors is lower than in per capita incomes, and
also regional inequality in agricultural income is higher
than in the manufacturing sector. In the case of India,

we conclude that the regional inequality is higher when
measured at the sectoral level. Classification of Indian
regions on the basis of per capita income is useful, as the
regional differences in the per capita income reflect the
regional differences in economic structures and the
productivity differentials within each economic sector.
Classification of Indian regions on the basis of other social
and economic indicators does not shift the ranks of low
income states to a more favourable position. High

regional disparity in the manufacturing income per worker can
be attributed to the significant regional differences in the
degree of industrialisation and the existence of regional
disparities in efficiency at the industry level. Private
manufacturing investment has continued to cluster at the
large urban centres in the more industrialised states, and
has shown a lack of movement to the large public investment

in the low income regions. In agriculture, the regional
inequality was found to be & little I8ss Hhegay Y1 #he
wanufacturiig - Regional disparity in the agricultural
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. income reflects the significant differences in the cropping
pattern of regions and high regional disparity in the
productivity levels in each crop. Technological change

in agriculture through modern inputs is concentrated in

the regions with existing advantages. In addition, the
more industrialised regions also have a much higher total
public investment in agriculture. Private investment in
agriculture in these regions is also higher as they have

a higher percentage of rich farmers.

We conclude that in the changed political situation
the regional policy that lays down more -explicit short
and long term regional goalslcan be regarded as crucial
for the political survival of the federation and the
viability of rational economic planning. Regional policy
will have to tackle complex conflicting issues of regional
resource allocation which were successfully manoeuvred by:
the centre-dominated political and planning process until
the late 'sixties. While we can expect the regional
disparities in per capita income to increase, the most
difficult issues are likely to arise due ‘to the nature of
technological change in agriculture. Since the constraints
of national objectives of self-sufficiency in food and the
other national parameters require a continﬁed concentrated
effort in some regions additional steps will have to be
taken to spread the "externalities" to the ‘other regions,
to pursue a vigorous food distribution policy and to have
agricultural programmes suited to the needs of the
agriculturally least advantageous regions., This can only
be achieved by a combination of central and state
initiative.

1. It would be equally necessary to allocate the central
assistance in accordance with these regional goals.leading
to the size of state plans that are related to the specific
regional goals and needs of the low income regions.
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