CHAPTER I

INTRODUCT ION

l. REGIONAL ECONOMICS ¢ ITS IMPORTANCE

The last three decades have witnessed a phenomenal
increase of interest in regional analysis. In fact, before
1950, regional economics, generally, was considered with
interregional propggation and transfer of business cycleslo
Regional analysis, by now, is developed as a distinct area
in econémics and has already established a place for itself,
As J.R.Meyer puts it, "One very straightforward explanation
of the surge in regionai econcmics, in fact, is to say that
it resulted from fortuituous belending of many economist's
desires to apply certain recently hored conceptual tools

and policy marker's desires to seek more adequate and analyw

tical answers to complex problems related to regional and

1 R.,Vinningy "“Regional variations in cyclical fluctuations
viewed as frequency distribution", Econometrica,Jduly 1945,

3 "The region as a concept in business cycle
analysis", Econometrica, July 1946,

7 "The region as an economic entity", American,
Economic Review, May 1949.
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urbon growth"”, To H, W, Richardson, “the development of
regional economics as an academic discipline has been

accelerated by its policy implications”3.

Regional analysis, which is based on the theoretical
foundations of location theory, internétional and interw
regional multiplier theory, input - output analysis and
mathematicél pregramming4. has greater orientation towards
guantification, forecasting and the development of logically
figourous frame worksS, However, "“regional economics is
incomplete in a number of important respects, apart from
the mere existence of a number of untouched research gue st
ions and preblems, Specifically, the suggestion has been
advanced that regional economics has‘reached a stage where
it could benefit from redirection of effort away from the
design of broa& conceptual frame works and accumulation of
regional income accounts toward the fermulation and testing
of behaviourial hypotheses, with the initial emphasis beihg
placed on hypotheses could be quite readily developed from

the application of general econémic‘concepts already

2 JJR.Meyer; "Regional Economics 3 A Survey', in “Survey
of Economic Theory -~ Growth and Development", VolumelII,
Surveys V-VIII, MacMillan and Co. Ltd,, New York,1967,
pp 240-271.

3 Harry W. Richardson; "Elements of Regienal Economics",
Penguin Books, Great Britain, 1969, pp 14.

4 J. R, Meyer; ope.cites, pPp 250.
5 Ibid; pp 257.
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available“s. As such a brief discussiogAsome theories

and evidences of Regional Growth Process is.made in
SectionTZ. Section 3,deals with studies related to
regional inequalities in India. 1In Section 4, the
present study's \importance, scope and the hypotheses
tested in the present work are discussed. At the end,

the place of Karnataka in the natiomnal setting is presented.

2., REGIONAL GRONTH PROCESS : SOME THECRIES AND EVIDENCES

Economists have long recognised the existence of
regional dualism at all levels of national development an@
throughout the historical experience of almost all presently
developed countries7. However, the classical economists did
not take much interest in the spatial dimension of economic
development. Interestingly/ most of the location theory
developed in the present century falls within the”claé;ical
or neo-qlassical equilibrium frame works. Hence, it is
important to examine whethef the pattern of regional growth

in a free = market leads to a convergence in regional

6 Ibidy pp 264.

7 J.G, Williamson; "Regional inequality and the process of
national development : A description of the patterns",
Economic_Development And Cultural Change, Vol.XII(4),
Part II, July 1965, pp 3=4 .’

8 S,Hallondy “Capital Versus the Regions", MacMillan,
London, 1976, Chapter I . )
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per capita incomes and the stpength of such convergence
tendency, if it exists, In the neo~cla§sical static
world, equilibgggting factor flows will ensure that diff-
erences in wage and income levels among regions will not
last for long as labour will flow from low -~ to = high -'
wage reglons, and if wages and marginal productivity of
capital are inversely related, capital wil; £flow in the
opposite directiomg. However, the model is not much
useful in analysing empirically the trends in regional
inequalities, It was only in the early fifties, the eco-
nomists seriously questioned the self - equilibrgating

classical mechanism,

The french economist, .Fo Perroux, was oné of the
first to argue that the fundamental fact of spatial as
well as sectoral development is that, "growth does not
appear everywhere and all atonce, it appears in points or
devélopnent poles, with variable intensities, it spreads
along diverse channels and with varying terminal effects
for the whole of the economy"lo. What is suggested here
is that, the process of economic development is essentially

unbalanced.

9 H,W.Richardson ; ope. cite., Pp 50-55,

10 Quoted, N.,M, Hansen, "Development pele theory in a
regional context", D.L.McKee, R.D,Dean, W,H, Leahy
(Eds.), "Regional Economics", The Free Press,

New York, 1970, pp 122, '




Gunnar Myrdal also questioned the notion of
stable ‘equilibrium and points out that, "the play of
the forces in the market normally tends to incpease,
rather than to decrease, the inequality between the
regions“ll. He says that, ‘"if things were left to market'
forces unhampered by any pélicy interferences, industrial
production, commerce, banking, insurance, shipping and
indeed almost all those economic actiQities which in a
developing economy tend to give a bigger than average
return -~ and, in addition, science, art, ‘literature,
education and higher culture generally would cluster in
certain localities and regions, leaving the rest of the
country more or less in backwater“lz. And further he
argues that once growth starts through historical evie
dences in a locality Ythereafter +the ever - increasing
internal and external economies .... fortified and
sustained their continuous growth at the expense of
other lecalities and regions where instead relative
stagnation or regression become the pattern“lB. The
impaét of growing regions on the res; of the economy was
demonstrated by Myrdal with the help of two opposing kinds

of forces which he calls ‘back-~wash' and ‘'spread'! effects,

11 G,Myrdal, "Economic Theory and Underdeveloped Regions",
Vora and Co., Pvt.Ltd., Bombay, 1958, pp 38.

12 Ibid') PP 38.
i 13 Ibid.‘ pp 38—'39.
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The ‘back-wash effects' refers to all adverse effects
whereas 'spread - effects' refers to all growth inducing
effects on the other regions caused by the economic growth
inhthe prospering regions . He includes the adverse effects
of labour migration, capital movements and trade under the
label "back - wash effects" , According to him, these
economic factors are reinforced by non-econocmic factors

such as inferior status of pﬁblic utilities, poor health

of the people, illiteracy and the traditional social
systems. On the other hand, the ‘spread - effects' consist
mainly of an increasing demand for the products of back-ward
regions and the diffusién of technolegy and knowledge . In
Myrdal's view, £he fspread effects' are weaker than the
'back~wash-effects' and if interregional differences are to
be narrowed, nations must rely on state intervention., The
alternative is to wait for a matural end to the process of
cumulative causation, %hich may be a long time coming .
From the results published in the economic survey of Europe
in 1954, he draws two important conclusionsl4. They are 3
i) +the regional inequalities are much wider in the poorer
countries than in the richer ones ; and ii) while regional
inegqualities have been diminishing in the richer countries,
the tendency has been the opposite in the poor countries .

In practice, governments in many advanced countries have

14 Tbid., pp 45.



taken active steps for many years to redress regional
imbalances and this is one reason why regional dispérities
tend to be less in advanced countries than in developing
countriesls. Thus, the contr;bution of Myrdal's theory of
circular and cumulative causation is, as A.P. Phirlwall
puts it, "its emphasis on development as a cgmulative
phenomenoﬁ and more important still, its challange to
static equilibrium theory , i.e. that regdons or natiens
which gain an initial advantage may maintain that advantage

in perpetuity to detriment of development elswhere“ls.

Following Perroux, A.0. Hirschman finds that for any
economy to attain higher income levels, "it must and will
first develop within iﬁself one or several regional centres
of economic strength. This need for the emergehce of
"growing peoints" or "growth‘poles“ in the course of the
development process means that international and inter-
regional inequality of growth im an inevitable concomitant
and cendition: of growth itself"l7. He explains the
process of interregional transmission of economie¢ growth in

terms strikingly similar to those of Myrdal. Hirschman

himself points out that his 'polarisation'’ and ‘'trickling down!'

15 A,P, Thirlwall, "Growth and Development", (Second Edition),
MacMillan Press Ltd., Hong-Kong, 1978, pp 134.

16 Ibid., pp 138,

17 A.O, Hirschman, "The strategy of economic development",
New Haven 3 Yale University Press, U.S.b., 1958,
pPp 183-184.




effects correspond exactly to Myrdal's !'Back~wash' and
‘Spread! effectst®, Though Prof, Myrdal and Hirschman,
both agree that, in the initial stages of development,
regional inmequalities - do take place, they differ in their
emphasis and condélusions, Hirschman maintains that , "in
the end the trickling down effects would gain the upper
hand over the polarisation effec;s“lg. However, both of
them fully agree on the importance of political forces in
effecting @ North-South rapproachment within a country,
and on the need for the emergence of such forces on the

international level to help narrow the gap between the

developed and underdeveloped coumtrieszg.

Similarly, R.B, Hughes also argues ' that, " a free
market system of organisation, by nature, causes advanced
regions ( whatever the original cause of advance -) to grow,
at least in part, at the expense of other regions,
Consegquently, once income differences emerge they tend to
become self perpetuwating , unless some exogeneous influence

i.e. Government or change, acts to offset market,forcesgl.

18 Ibid., pp 187.
19 Ibid., pp 189.
20 Ibid., pp 187.

2l R, B, Hughes Jr., "Interregional income differences s
self perpetuation", The Southern Economic Journal,
VOl ,XXVIII (4), July 1961, pp 41.




‘He We Richardson also attempted to explain the
persistence of regional disparities <through the working
of economic forces, According to him there are three
gotentiél convergence forces t (i) the possibility of
equilibriating factor flows as predicted by the neo=
classical model, (ii) reallocation of resources witpin
region from low~wage sectors to high productivity , highe
wage sectors, (iii) high-income matured regions may
slowdown future increases in per capita incomezz. However,
he says that there is nothing inevitable about these
convergent forces. According to him , the non-homogeneity
characteristics of economic structure, variations in
activity structure and uneven distribution of property
owners over the regions are the factors which lead to

persistence of regional per-capita income difference823.

Inspite of the recent attention which this problem
has attracted, very little progress has been made in
formulating and testing of general explanation of the
occurance of inequality in the spatial distribution of
national inccmez4. However, there are some studies conducted

for a number of the countries of the world. F.A.Hannazs,

22 H,W.Richardson ; op. cite., pp 55-56,
23 Ibid., pp 57=~58. '
24 J.G Williamson ; ope Cites, PP 3-4.

25 F.,A.Hanna, "State Income Differentials , 1919-1954"%,
Duke University Press, Durhum., N.C., 1959,




Perloff26 and East,erlinz3 have made studies for U.S.A.,
Richardson28 presents the study for Great Britéin.
Studiles have been conducted by W. Baer29 for Brézil and
by Minoru39 for Japan. But Williamson's celebrated workBl
which provides an empirical varification of Myrdal's

hypothesis is worth considering.

The evidence collected by Williamson shows fairly

conclusively that regional disgparities in per capita income

26 H,S.Perloff, "Interrelations of state income and
industrical structure". Review of Economics and
statistics, Vol. 29, May 1957,

27 ReA.Basterlin, "Interregional Differences in P,C,I.,
Population and Total Imcome, 1840-1950%, in “Trends
in_the American Economiy in the 19th Century", NBEER -
Studies in Income and Wealth, Vol. 24, 1960, -

28 Richardson ; op. Cit., pp 60. And also see A,G4,Brown,
"Regional Economics, With Special Reference to U.K.",
in Ygurveys of Applied Economics", Volume I, Surveys
I~V , ‘The MacMillan -Press Ltd,., Great Britain, 1973,
pp 1-44,

29 W.Baer, "Regional ineguality and economic growth in
' Brazil", Economic Development And Cultural Change,
Vol. XII (3), April 1964,

30 Minoru, "Regional income disparity and internal
migration of populatiom in Japan", Economic Development
And Cultural Change, Jan. 1964.

31 wWilliamson ; op. cit.
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tend to widen in the early stages of the development process
and then narrow. He compiles three types of data for his
study. They are : (i) the international cross-sectdon data
for 1950s, (ii) short and long time series data for
individual countries and (iii) cross-section data for
U.S.B, ( 1950 and 1960 ), treating the individual states
as !Countries' and the 'Counties' within the states as
regions.. The measure of regional inequality taken is the
coefficient of variation of ‘regional per capita income!,
with each regiond!scobservatien weighted by its relative
share of the total population, So far as the international
cross-section data are concerned, a sample of twenty-four
developed and developing countries in l§5@s gives the
lowest weighted coefficient of variation ( ise .,139 ) for
the richest group of countries‘consisting of Australia ,
Newzealand, Canada, the U, Ko, U.S.8, and Swedem; and
the highest coefficlent of variation ( i.e. 464 ) for a
group of countries wndergoing rapid structural changes
including Brazil, Italy , Spain, Columbia and Greece .
India shows a much lower cocefficient of variation

( i.e. ,275 ) suggesting that very poor countries tend to
be uniformly poor . The short = time series data for
sixteen countries showed the coefficient of variation to
be stable or falling in all the developed countries, and

increasing in developing countries 1like Japan,Yugoslavia



and India, However, Brazil is an exception to this. The
longer historical time series data supports the hypothesis
that a 'Statistic' describing regional inequality will
traceout an imnverted ‘U' over the national growth path,
Further, he also finds that regional inequality is much
mbre extensive within the agricultural than within the

industrial sector..

Williamson explains the regiomal per capita income
inequality in terms of (i) labour migrétion (ii) capital
migration (iii) interregional linkages (iv) central Govt.'s
policy . All\these factors, according to ﬁim, work to
diverge the income levels in the initial stages of develepw
ment and affer certain stages of development, automatic //

reversal takes place,

It seems, from the foeregoing discussion,that the
regional ineqguality is an inevitable evil in the early
stages of development., But there is no time limit for the
reversal of this +tremd, Now the guestion is whether we
should allow this inequality to céntinue till the natural
reversal takes place., However, Myrdal points out that ,
"inequality and trend toward rising inequality stand as a
complex of inhibitions and obstacles to development and
that , consequently, there is an urgent need for reversing

the trend and catering greater equality as a condition for



speeding up develepment"32. Therefore, the policy of growth

o} develogwenk
with equity must take into considersation the levelgkand

rates of growth,

3« REGIONAL INEQUALITIES IN INDIA : A BRIEF SURVEY

Before we study the trends im regional inequalities
in India, it is also necessary to know the approach towards
the regional development under the Fiver Year Plans of

India,

Though Indian planners were much engrossed in speeding
op’ of economic growth, they expressed their awareness of
regional development problems, particularly regional dispa-
rities in development since the beginnimé of planning in the
countryBa. The second Five Year Plan also observed : "In any
comprehénsive plan of development, it is axiomatic that the
special needs of the less developed areas should receive due
attentions. The pattern of development must be so devised as

t"34. Because of the

to lead to halanced regional developmen
resource constraint, no specific programmes were envisaged

in the second Five Year Plan, It points out that, " as

32 GeMyrdal, "The Challénge of Poverty", Allen lLanc , The
Penguin Press, Lendon, 1970, pp 50.

33 Government of India, "First Five Year Plan - A draft
outline", Planning Commission, July 1951, pp 142~158,

34 Government of India, "Second Five Year Plan", Planning
Commission, 1956, pp 36.
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development proceeds and large resources become available
for investment, the stress of the development programmes
should be on extending the benefit of investments to under-
developed regioms ; only thus cam a diversified economy be
built up“ss. However, in drawing up and in implementing the
Second Five Year Planm, the regional aspects of development
were dealt with in three different ways. Firstly , through
the plans of states, emphasis was given to programmes which
had a direct bearing on the welfare of thé people in
different parts @f the country., Secondly, special programmes
were wundertaken in particular areas where development had
either received a temporary setback, or was being held back
by certain basic deficiencies « Thirdly, steps were taken’
to secure more dispersed development of iqdustry which, in
turn, creates conditions for development in several related
fields., The Third Five Year Plan Chapter on 'Balanced
Regional Development'! may be considered as a major policy
statement on regiocmal development and related issues in the
documents of the Five Year Plans in India. The Third Five
Year Plan states that, "balanced development of different
parts of the country, extension of the benefits of economic
progress to the less developed regions and wide spread
diffusion of industry are among the major aims of planned

éevelopment"BGw There is no doubt that the Third Five Year

35 TIbid.,

36 Government of India, "Third Five Year Plan', Planning
Commissien, 1961, pp 142.




Plan previded extensive opportunity for the development of
different parts of the country. Besides assigning some
impoertant programmes to state plans, it alse included
features for the development of areas which have been
relatively backwérd in the past. For instance, the intensive
development of agricultu?e, extension of irrigation, village
and small indusiries, large -« scale expansion of power,
development of roads and read transport, provision for
universal education for tﬁe age~group 6-1ll years and large
oppertunities for secondary, technigal and vocatiocnal educaw
tion, improvements in coﬁditions of living and water supply,
and programmes for the welfare of scheduled tribes and
castes and other backward class were some of the schemes
included in the Third Five Year Plan to develep backward
areas, Further, the size and pattern of outlays in the state
under the Third Five Year Plan were ;alculated to reduce
disparities of development between different statesB7, Thus,
it concludes that, “whatever the shortcomings, the aim
mast be that over a reasonable period all regions in the
country should realise their potential for economic develop-
ment and should attain levels of living not far removed
from those of the nation as a whole“asg In the Draft

Fourth and Fifth Five Year Planj issues concerned with

.37 1Ibid., pp 147.
38 Ibid., pp 153,
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regional development were indirectly referred to.- However?
the Sixth Five Year Plan aims at, "a progress reduction
in regional inequalities in the place of development and
the diffusion of technological benefits">, Thus, we £ind
that the Indian planners' interest is continuously inerea-

sing towards the problem of regienal disparities in India.

" At this stage it is interesting to know the studies
relating to trends in regional inequalities in India., There
are a number of regional studies which have appeared in
recent years, But there is no unifomity of concepts used in
these studies.. Statés, agro~climatic regions, districts and
even tehsils are- considered as regions by different authors
for their studies. Further, most of the studies have consid-
ered per capita income levels of éegions for the analysis of
regional inegualities. However, some studies are'pased on

different indicators of development,.

KJ.ReGo Nair observes that, "the first decade of Indiam
planning seems tCc have witnessed some decrease in,K inter -
state income differemtials, Dbut this decrease is only
marginal”4°. By constructing a composite index of development
for the fifties and sixties for the Indian states, S.K. Rao

concludes that , “regional disparities have not been re@uced

39 Government of India,"Sixth Five Year Plan 1980-85 t &
Frame Work", Planning Commission, August 1980, pp 4.

40 K.RG.Nair,"Inter-State Income Disparities in India",
Indian 3. of Regional Science,Vol.III(2),1971, pp 49.
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in the course of Ilfteen years of planning“4l, Ve Nath

points out thaﬁ, "economic growth during the 1950s and
1960s was probably some what more rapid in the developed
states than in the less developed @nes”42o Be He Dﬁolakia
and R, H, Dholakia have found that, " state income
inequalities have been increased between 1§60-1961 and
1970-1971 in real terms“43. Kamal Suri says that, " an
analysis of the salient economic variables reveals that
the inter - and intra - state disparities have widened
during the course of ocur planned development and thus the
major ebjectives of a balanced regionél growth has not

been adequately realised udd

e HA. K, Singh has calculated
the weighted .coefficient of variation {( VW) for 14 states
in India for the period, 1950-1951 to 1974~1975 . He
carriedon the analysis for three phases separately because
of the non-availability of comparable data for the entire

period of analysis, His findings are as followss45

i) In the first phase inter-state income disparities show

41 .K.Rao,"A note on measuring economic distances between
Regions in India", Economic _and Political Weekly Vol,IIIX
(17) , April 1973, pp 799,

42 V,Nath, "Regional development in Indian Planning",
Economic and Political Weekly, Vol.V, Annual number 1970,
pp 259.

43 B,H,Dholakia and R.,H,Pholakia; "Inter-state income
inequalities and interwstate varlations in growth of
Real Capital Stock", Economic and Political Weekly, Vol,XV
(38) .Sept.20, 1980, pp 1586,

44 Kamal Suri,"Inter-and Intra-state disparities widen',
Ecopomic Times,5th March,l1982,

45 A,K.Singh,"Ratterns of Regional Development",Sterling
- publishers, Private Ltd., New Delhi, 1981, pp 24=26.




dome decline between 1950.1951 and 1955«1956 but a stable
trend between 19551956 and 1960~196l1,

il) In the second stage i.e. between 1960~1961 and 1970w
1971, he finds that income disparities after registering
a decline in the early'sixties tend +to increase in the late

tgixties .

iii) In the third phase i.e, between 1970-1971 and 1974-1975,
again a convergent trend in the state per capita income was

observed,.

There are a few studies on inter « regional comparision
which have used district as the unit of analysis « .The most
important among them is, A.Mitra‘s46 studg which ié based on
the census of India 1961, Mitra has classified the distriets
of India into four levels of development on the basis of wide
range of indicators. The study brings out the fact that the
modern manufacturing activit%cs is concentrated in the
districts at the top level of development « AKX, Singh47
finds that, the interregional and inter«district disparities
in per capdata and per worker output have increased both

absolutely and relatively between 1951 and 1961 in U, P,

However; he finds that the disparities have been narrowed

&

46 A, Mitra, " Levels of Regional Development in India ",
Census of India 196l, Vol. I, Part l-A,

47 A, K, Singh ; ops. citee pp 82-83.
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down between 1961 and 1971.\ KeR4Go Nair's?a study indicates
that there is a conside;able increase in inter-district per
capita income disparit;es in Kerala for the pest 1970 period.
On the basis of the ‘composite indicater' of development
for 1961 and 1971 for the districts of Réjaséhan, K. L.
Sharma concludes that, " the extent of regioﬁal Aisparities
in the economy as a whole has decreased significantly during
the sixties".?® Using ‘composite development index' ,

D. M, Nanjundappa and M, B. Gouda have found that , " the
gap between the least d.evéloped~ and the most developed
district has been narrowed over the period 1961~1977 in

Karnataka “.50

Thus, we find that different researchers have arrived
at different conclusions as regards the trends in regional
inequality in India, Perhaps, the differences in their data

base and. the different mesasures of development used by them

48 K, R, G, Nair, "Regional Disparities in Kerala ", in
Ke. R, G, Nair (Ed.), "Regiomal Disparities in India",
Agricole publishing Academy, New BPelhi, 1981, pp 143,

49 K, L, Sharma, "Spatial Disparities in Rajasthan", Indian
Journal of Regional Science, Vol, VII (1), 1975, pp 93.

50 D. M, Nanjundappa and M. B, Gouda, "“Development of
Backward Areas", Paper Presented at National ‘Seminar
on ‘'Design of Backward Areas of Development' held at
Patna, Jan.. 17=18, 1979,
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may account for sueh conelusions. However, it can be said
that regional income inequality in India seems to have
fairly remained more or less constant if not increased

during the fifties'and sixties.

At this point, it is interesting to know ﬁhe effecti-
veness of the government's poliecy in reducing the regional
inequalities in India, J,.,C, Sandesara observes that, "the
trend in emp;oymené and value added Dby the organised sector
indicates fairly clearly that some narrowing as between the
developed states on the one hand and &he underdeveloped
states on the 6ther has occurred; It appearswthat organised
industry has contributed towards narrowing the inter-state
imbalances . It seems fairly clear that but for the counterw
weight of industry, given- other things, the imbalances would
have probably widened“.Sl It appears that Sandesara's
centention is supported by S.Gupta's findings that, "public
sector investment activities in India over the perioed 1950 -
1956 have contributed to reducing the spatial income

disparity in the country".s2

51 J. C, Sandesara, "Industrial Bconomy : Objectives,
Achievements and Problems", Im J. C. Sandesara (Ed.),
“The Indian Economy - Performance and Prospects”,
Department of Economics, University of Bombay, 1974,
pp 558, .

52 S. Gupta, "The Role of Public Sector in Reducing
Regiocnal Income DPisparities in Indian Plans", The
Journal of Development Studies, Vol.9(2), Jan. 1973,




On the other hand,” V., Nath concludes that, "the
analysis of state plan expenditure ~ from which social
services, infrastructure -facilities were financed does not
however, show higher expenditures in backward states.,.
Reduction of regional disparities has not been considered
important to influence either iocational éecisions relating
to large public sector projects or to merit large speciélu
provisions for development of backward areas“.?B i K;N.
Reddy also finds that the recommendations of Finance

Commissions, except the Fifth Commissien, are not in line
X
54

with +the sbjective gf reducing regienal disparitieé.
Bhagavati c@nclﬁdes that, "there is evidence that tﬁe
planning for regiomal balance in India has beeﬁ a£ Eest week
and at worsﬁ negligent and negligible , This ié demonstrable
by reference to industriéllo¢ation and pricing policies“.55
Thus, there exist conflicting views about the role_played by

the government in correcting the regional imbalances in

India during the fifties and sixties,

53 V. Nath; ope cit., pp 259.

54 KJN,Reddy, "How for Federal~Finance Operations in India
Result in Reduction of Regional Disparities", Artha-Vikas,
VolsI, Jan, 1972, pp 106 - 116,

55 J. N, Bhagavati, “Internaiional and Interregional Develop-
ment", In E.A.G.Robinson and M,Kidromn (Eds.), "Economic
Development in South Asia", MacMillan and Coe,Ltd..1970,
pp b4z,
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There are some economists who express their fear
that the national objectives of efficiency and equity are
in conflict. Renaud, for instance, argues that, "if under
free market forces, we can maximise national output, policies
for greater interregional equality will tend to reduce total
output".s6 But Isard and Reiner argue that, "a policy of
‘Pure Equalisation' is necessarily a poor policy, although a
policy toward greater equalisation can be and is likely to
be valid“.s7 However, K.R.G. Nair points out that ,
" Inter-state income disparities in India are not based on
differences in permanent natural resource endowments like
area, unskilled labour and mineral resources. They seem
to be more due to man-~made factors like skilled labour,
irrigated land, industrial capital., The poor states in
India do not seem to be natural resource poor and hence have
potentiality for economic development., The view that the
reduction in inter-state income differentials can be advanced

only on grounds of equity and will stand in the way of econow

mic efficiency in terms of maximization of matiocmal output

56 BeMgRenaud, "Conflicts between National growth and
Regional Income Inequality in a Rapidly Growing Economy:
The case of Korea," Economic Development and Gultural
Change, Vol.21(3), April 1973, pp 437.

57 W, Isard and T. Rainer, " Regional and National Economic
Planning and Analytical Techniques for implementation",
in W.Isard and J.H., Chambarland (Eds..), "Regional

Economic Planning «~ Techniques of Bnalysis for less
Deve Loped Areas®, OBBC, Paris, 1961, Dp 23,
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does not, therefore, seem to hold much water in case of

India“.58

4, THE PRESENT STUDY 1 IMPORTANCE, SCOPE AND HYPQTHESES

TESTED

Increasing attention is being paid té the regional
dimension, particularly since the beginning of the Third
Five Year Plan, in Indian state plans:. Imn fact, the
Karnataka State F@urth Five Year Plan obserQes thaé, “éhe
balanced development of all regions is as much an econemic
necessity as it‘is a social and political desideratum. if
periodic set backs in the process of develophent of the state

59 It ﬂéeds to be noted that

as a whole are to be avoided,
Karnataka is one of the states showing keen interest in
recognising the problem of regiomal disparity . Direct
and indiﬁect references have been made in the Karnatéka state
plan documents about the issues concerned with fegional
disparities in Karmataka state. And, with a view to reduce

the regional disparities in the state, the state Five Year

Plan Documents include the following objectives @

58 K. R, Ge Nair ; ope Cite, 1971, pp 51

59 Government of Mysore, "“Fourth Five Year Plan (1969-74)",
{( Policy amnd Programmes ), Planning Department, Bangalore,
19706, pp 15.
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i) An equitable disposal of the benefits of econemic

development and social impncvement.60

ii) To make deliberate efforts at reducing regional

imbalances.sl

iii) To attempt to rectify the imbalances in the industri-
alisation in the state and develop agrowbased and other
cottage and small industries in a big-way to improve rural
industrialisation and for providing self employment
opportunities, and, to further reduce the regional imbalances
in the availability of other infrastructural facilities like
banking , rural transport etc., and to give a big push to
rural development so as to improve the quality of rural life ;
earmarking of inputs, especially credit for weaker sections

shall be anm important component of the policy frame.62

Keeping these objectives in mind, the state planners

are attempting +to0 correct regional imbalances through

60 Ibid.; PO 64,

61 Government of Mysore, "“Draft Fifth Five Year Plan -
1974-79", Planning Department, Bangalore, 1973,

62 Government of Karnataka, Y Karnataka Draft Sixth Five
Year Plan - 1980-85Y, Vol, I, Strategy, Outlays
and Programmes - Planning Department, Bangalore,
1980, pp 33.




25

special programmes and resource allocation . In addition

to this, the state government has élso &anih@ﬁﬁ soe . planning
machinery at the district level. Hence, a systematic and
thorough study of levels of development, periodically, of
different regions in the state becomes imperative, Such

a study will throw ‘some light on the achievements and
failures of the policies followed in the pést. It will
indicate the direction of change desired in future policies
to achieve the desired goals ., In fact, reduction of
regional imbalances is one of the means of achieving the

goal of redistributive justice.. ,
/
i

At this stage two important gquestions are to be
answered : ©One, the question of defining the region ; and,

two, the question of measuring regional disparity,

Taking the first question first, it is important to
know that, no single concept of region is suitable for all
purposes, Different regions can be demarcated for different
purboses, It is a common practice to use ‘'States' as the
unit of analysis in the regionalrstudies in India, But
there can be regions within states and beyond statese.
However, to assess the levels of development in different
regions, a collection of a handful of statistics on compa-
rable Dbasis with respeét to several economic and non =
economic aspects for different regions 1s very essential.

Therefore, the regional analyst has to accept the regional



frame work in which the data are available. It is for this
reason we opt feor ‘'DPistrict! as the unit of our analysis.
The data are available more fully for the districts of

Karnataka,.

i

With regard to the sécond question, generally, one
can think of two measures of regional disparities s (i)
composite index of development, (ii) pef capita income
of a regione The first one is based on several indicators
of development, In fact, this is the measure which has been
employed by the researchers who have wofied on Karmataka
regional development so far, But this does not give us a
comprehensive indicators of developnent of a region, We
are interested in the variations in the levels of ‘economic
development' between the regions. By ‘economic development?',
we mean, an'aggregate econoemic progress of a region, BAnd,
it is the per-capita income of a region which is widely
considered as the best single index of economic development,
both in national and intermational studies, In the present
study, as the data are available for the first time on Net
Domestic Product, at factor cost, at district level, we use
per capita District Domestic Product ( i.e., distriet per
capita income ) at facter cost as a measure of regional
disparities in Karnataka State. It is in this respect that

the present study shows a departure from the other studies,.
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In the light of the foregoing- discussion, the present

study: proposes to examine the following hypotheses s

i) A 'sStatistic! déscribing regional inequality will
trace out an inverted ‘'U' over the natiomal growth path,
The stated hypothesis indicates that regional disparities

in per capita income tend to widem in the early stages of the
development process and then narrow down, . This study attempts
to examine, empirically,ithe extent of inequality in the
districts of Karnataka State and examine the validity of the
above hypothesis with reference éo growth experience of

Karnataka during the plan periods,

1i) In the process of economic development, a well-known
hypothesis advanced is that there is a negative correlation
between the level of income and the share of agriculture
and positive correlation between the level of income and the
share of non = agricultural production. The present study
seeks to test the hypothesis with reference to Karmataka
districts. Cross - sectional and temporal studies are =
conducted by considering primary, secondary and tertiary

sectors at district level for the said purpose.

iii) Economic development is generally found asséciatedm
with high levels of productivity, worker rates, urbanisation,
literécy rate, population in the working age group, degree
of industrialisation, infréétructure. émong other things.

The present work investigates imnte the above factors and
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attempts to examine, whether, the productivity, worker
participation rate, propprtion of populatiom in the working
age~group, literacy rate, urbanisation, degree of industrie
alisation amd the infrastructure are the factors responsible

for inter -~ district income inequalities in Karnataka.

(iv) Colin Clark, in his famous economic sector thesis,,
argues that " ...... low  real income per head is always
associated with a low proportion of the working population
engaged im tertisry production and a high percentage in
primary production ee...s A high average level of real income
per head is always associated with a high proportion of the
working population im tertiary inéustries.“sB The high
per capita income, thus is (a) negatively associated with
the share of agriculture and related industries in labour
force, {(b) positively associated with the shares of
sécondary, tertiary sectors in labour force, The present
study attempts to test the significance of the above
hypothesis at two points of time viz. 1960~61 and 1970-71,

for the districts of Karnataka,

(v) The present study seeks to vindicate what H, S,
Perloff says, " There is a significant relationship between

income levels and industry ( employment ) structure, but

63 Colin Clark, "The Conditions of Eccnomic Progress",
(1st ed.), Londom, 1940, pp 7=12,




23

ghat this relationship is not best analysed by threeeway
classification which has been émployed by Clark and others?64
by examining andpiselating the extent of the contribufion of
the industrial structure « dividing the labour ferce into
more than three sectors - besides, productivity and worker
participation rate, leading to inter<wdistrict income variatien
in the state,. With the help of standardisation procedure,

an effort is made to iseolate and quantify the factors of

income inequality.'

{wd) Irrigation, fertilizer conmsumption, agricultural
implements,‘size distribution of holdings, cropping pattern,
live~stock, infrastructure, rainfall, rural‘literacy rate,
area under HYV c¢rops, land-man ratioc, among other things,
are important factbfs influencing agricuitural productivity.
Therefore, the hypothesis is that the agricultural producti-
vity ( per hectare and/per agricultural worker ) will be
higher in the districts with the high levels of irrigated
area, aféa under HYV c¢rops, area under high -« valued crops,
fertilizer consumption, rainfall, rural iiteracy rate,
infrastructure, égricultural implements, land-man ratio,

concentration ratio, live«stock than that in the districts

64 H, S, Perloff, "Interrelations of state income and .
Industrial structure", Review of Economics and Statistics,
Vol, XXXIX (2), May 1957, pp 165,




with low levels of the above factors. To test this
hypothesis, cross-sectional study for the years 1960-6l1,
197071 and 1975«~76 is cenducted for the Karnataka

districts ..

™~

(vii) A region with a lower level of inputs is likely to
produce a lower level of output, ceteris’paribus, The
present study attempts to examine the influence of the .
factors, namely, land, labour, irrigation, fertilizer , .
livestock, education to the inter-~district variations in
agricultural production., An attempt is made to £it the
Cobb -~ Douglas production function to the district data
for the years 1960~61l, 1970=71 gpd 1975=76..

Unfortunately, no systematic investigation has been -

undertaken so far to test the above hypotheses whicﬁ have
a strategic importance, The study, thus, attempts to
contribute to the understanding of regional inequality,
factors affecting regional inequality at the micro~level

unit { district ) of administration in Karnataka .

The study covers all the nineteern administrative

districts of Karnataka . They are Bangalore, Belgaum,

Bellary, Bidar, Bijapur, Chickmagalur, Chitradurga,Pakshina -

Kannada (D.K.), Pharwad, Gulbarga, Hassan, Kodagu, Kolar,
Mandya, Mysore, Raichur, Shimoga, Tumkur and Uttar -

Kannada {(0Ke).
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For examining the extent and factors of inter-district
variation im per capita income and agricultural productigity,
cross - section analysis has been resorted to . Such a
restriction is governed exclusively by the availability of
data, The analysis is based on district-wise data on
details of district domestic preduct, workers, literacy raﬁe,
urbanisation, age ~ composition, infraetructure, agricultural
output, size-distribution of - land holdings, irrigation,
fertilizer consumption, livestock,s cropping pattern, agricule

tural implementss among other things.

The present work is based on the secondary sources
of data, Wherever the pubiished data were not available,
the data have been obtained from the official receords
(unpublished),and they are duly adjusted and estimated in
concurrence with economic concebts and maﬁg'them comparable
overtime . By and large, the data are collected from the
Btate Bureau of Economics and Statistics, State Deﬁartment
of Agriculture, Statistiéal Abstracts of Karnataka, Population
census publications, Live~stock Censuses , Census of
Agricultural Holdings in Karnataka and C,S5.,0. publications,.
These data were oebtained for the years 1960~61, 1970-~71 and

197576

The sequence of the work is as follows 3
Chapter two examines the extent of inequality in the

districts of Karnataka State, after derivimg the income series



)
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at constant prices, for the periocds 1960~8l, 1970-71 and
1975.76 .. It alsoc discusses the sectoral shares and their

importance at a point of time and over a period of time.

Chapter three is devCoted to the estimates of
workers for 1961 such that they are made comparable to the
1971 census data on workers, In addition, the classificaw
tion of wc;rkers by employment is also made comparable to
that of 1961 and 1971 .

Chapter Four , exgmmes empirically, with the help of
the Maultiple Regression Technigue , the factors responsible

for the inter-district income inequalities in Karnataka,

Chapter five seeks to examine and isolate the extent
of contributien of industrial structure, productivity and
worker participation rate leading to inter-district income
variation in the state, Isolation and quantification of
sources of inceme inguality is attempted with the help of

Standardisation Procedure or 8hift and Share Analysis.

Chapter six investigates, with the help of the Multiple
Regression Technigue, the factors affecting inter-district:.
agricultural productivity variations in Karnataka for the

years 1960-61, 1970-~71 and 1975-76,

Chapter seven examines the sources of variation in

Inter=district agricultural production in Karnataka . With the
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help of Cobb-Douglas type production functions, the influcence
of factors, like land, labour, irrigation, agricultural
implements, fertilizer, HYV seeds, live-stock and rainfall

have been explored,

Summary of findings of the study are discussed in the

concluding Chapter .

5.. KARNATAKA STATE IN THE NATIONAL SETTING

It may not be out of place to present, at this stage,

the place of Karnataka in the national setting.

The present state of Karnataka was known as ' Mysore
State ' until 1lst November 1973 . However, the erstwhile
State of Mysore came into existence on lst November 1956,
under the States Reorganisation Act. The extent of area of
the state is 1, 191 , 791lsqg. Kilometers and its population,
according to the 1981 census ( provisional figures ) is
37, 043, 451 . It is the eighth largest state in terms of
both area and population ., The state comprises 175 Talukas
grouped iﬁ:}o 19 Districts. which are further grouped into
four divisions for administrative convinience., The location
map of Karnataka and the Karnataka State map> with its
district boundaries are given in Map l,1 and Map l.2

respectivelye.
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The state is situated in the south~western part of
the Indian Union and lies between 1135° and 19° North
latitudes and 74° and 78° East langitudes. The state is
bounded by Maharashtra in the North and Goa and Arabian Sea
on the West ,. In tﬁe Easf it is bounded by Andhra~Pradesh

and in the South by Tamil-Nadu and Kerala,.

The state may be divided into four regions on the
basis of agro~climatic conditions ; the €oastal region, the
Malnad ( Easterm ) regiom, the North Maidan and the South

Maidan,

Karnataka is endowed with a number of perennial rivers.
The two important river systems of the state are the Southern
Krishna and its tributaries in the North and the Cauvery
and its tributaries in the South, i #bek Sxky There are
a number of perennial rivers rising in the Western Ghats
and flowing West-ﬁard in tob=the Argpbian Sea, Important~
among them are the Sharavati, Kalinadl and Metravathdi .

3

These are most suited for tapping water resources,

Even though the state is exposed to both monsoons .
it receives the major portion of its rainfall from the
South-West monsoon, which sets in usually about the end of
May or early June and continues, ’'with seme/intervals. till
the end of September, The North-~EBastern Monsocon commences

in October and ceases by December. The average annual rain&all
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in Karnataka is 1400 MM , However, it varies from

7620 MM on the Western Ghats to about 380 MM in the
Eastern and North Eastern parts of the state., The
normal annual rainfall for the state is 1355 7, but it
varied from 553 MM in Bijapur to 3933 MM in Dakshina ~

Kannada during the year 1978,

Karnataka grows almost all varieties of crops
for the simple reason that it possesses varying types of
soils and climatic conditions . It has four types of soils @
(i) Deep black cokton (ii) Red and sandy leans (iii)Laterite

and (iv) Alluvial..

The state 1s fairly rich in mineral resources which
are of industrial importance,. Apart from being the sole
gold producing state in India, Karnataka has large deposits
of important minerals like iron and manganese 8are, chromite,

bauxite, limestone and elays, pyrite, quartz, etoscui=s

It is also important to note that the majority of
the districts are rich in the reseources like, forest, animal,
mineral, agricultural and water resources, Of course, this
observation is based on several studies which hawme assessec;
the resource potentials in Karnatska. Therefore, an
adegquate plamning for systematic exploitation of resource

potentials is needed to augment the state income.

At this stage, it is interesting to know the posi-

tion of Karnataka as compared to other states in terms of
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some important indicators. Such a comparision is broughtout

iﬁ Table l.1 .

It is clear, from tﬁe table , that the highest per
capita income is Rs. 409 in Maharashtra and lowest Rs.,215 in
Bihar during the year 1960-6l., If we consider the per -
capita income for all-India as the dividing line between
developed and backward stétes, we have seven develoéed states

‘and as many as nine‘backﬁa;d states in India during the year
1960£6l, The per capita income in Karnataka was Ré; 295 as;
against the perjcépita income Rs. 307 for all-India in
1960~6l., Thus, Kaﬁnataka was one of the nine backward

states in the country for the period 1960-€l.

In 1970e7i e there were only six states i.e. Panjab »
Haryana, Gujarat, Maharashtra, West~Bengal and Karnétaka,
whose per capita income was foundato be higher than all-
India level. Karnétaka ranked 6th in terms 6f per capita
income in the year 1970-71; . However, per capita income of
Karnataka was marginally higher than all-India average in

real terms for the year 1970-71.

It is also evident, from the table, that the
Karnataka's per capita income was Rs, 386 as against the
all-India pér capita income of Rse 345 at constant priées
in the year 1974~75 . Thus, Karnataka moved away from the

list of backward states ' in 1960-61 to the list of developed
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NOTE 3

Columns 2 t0o 4 , Reserve Bank of India
Bulletine, April, 1978, pp 286,

7, 8; 10, 11, 15, 16, are derived from
population Censuses of India 1961 and
1971.

9, and 12 are derived from population
Census of India 1981 ( Provisional Figures ).

13, and 14, Report on Resurvey on Economnic
gquestions =~ some results, €Gensus of India,
1971, Series Y = India, Miscellaneous paper 1
of 1974

17, N,Shah, "Infrastructure for the Indian
Economiyg", Table IV in V, Dagli (E4) ,

" Infrastructure for the Indiam Economy", Vora
and Co,, Bombay, 1970, pp 25.

Figures for Assam and Bihar are derived by
deflating current price figures by all-India
whole sale price index to have the comparable
figures with 1960~61 base. And, figures for
Karnataka are used from Bureau of Economics
and Statistics, Government of Karnataka 2
Bangalore, as the figures in the above said
source ( i.e, RBI) are not based on the 1960~61
base ( with respect to per capita income in
both the cases ).
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states in 1970-71 and 1974-75 . It is also interesting to
knew that the range of distance of Karnataka's per capita
income from‘that of per capita income of highly developed
state i.e,., Punjab , is narrowed down in 1974~75 as

compared to that of 1970~71,

The growth performance of the state seems to be
quite impressive whem it is compared with that of the other
states, Karnataka turns out to be the 4th fastest growing
state in India next only to Punjab, Haryana and Rajasthan
between 1960~61 and 1970-71, However, its rate of growth is
slower than the all-India rate of growth between the years
1960~61 and 1270-71. The average annual compound rate of
growth of per capita income of Karnataka is worked out at
le45 % as against 1l.63 % for all-India betweemn 1960-61 and
1970-71 in real terms. Negative growth rates are observed
for Assam and Weét Bangal during this period. When we
observed the per capita income growth rates between
1960-61 and 1974-75 , Karnataka turns out to be the second
fastest growing state in the country, next only twe Punjab ,
However, there are six states vize., A.P., Haryana,
Karnataka, Kerala, Orissa and Punjab which have showed
faster rates of growth than the all-India growth rate
between 1960-61 and 1974-75 . The average annual compound
rate of growth of per capita income inm Karnataka is worked

out at 1,93 % as against 0,83 % for all-India between



1960-61 and 1974-75, This means that, the rate of growth
achieved by the state is ﬁigher in the early years of the
'seventies than that achieved in the 'sixties .. ”
Negative growth rates are observed in Assam, Gujarat, M.P.,
Rajasthan,  Tamil Nadu and West Bengal between 1960~61 and

1974-75,

b3

The density of population im as many/seven states Jas

i.e. Bihar, Haryama, Kerala , Punjab, Tamil Nadu , Uttar
Pradesh and West Bengal is found to be higher than that of
the country as a whole in the periods 1961, 1971 and 198l.
In Karnataka the density of population is found to be -
lower than all-India level in all the three periods. Kerala
and Rajasthan are found to be the highest and lowest thickly

populated states, respeciively, in all the three periods,

In respect of literacy rate, Karna;akawstands above
the all-India level in the years 1961, 1971 and 1981 ( The
percentage of literate population to the total gnpulaéion
in the state is 25¢46. 31¢§2 e 38,40 in 1961, 1971 and 1981,
respectively, whereas the literacy rate for the country as
a whole is 24,04 % , 29.46 % and 34,80 % for the years 1961,

1971 and 1981, respectively.

Kerala and Rajasthan account for the highest and
lowest literacy rates, respectively, in all the three periods.

Even though'the literacy rate has improved in each of the
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states from 1960-61 to 1970-71 and from 1970-71.to 1980481,
the rates are found te be lower than the all-India rate in
seven states in l9§1, 1971 and 1981 periods,. The states
with the low literacy rates are 4. P., Bihar, Haryana, M.P.,
Orissa, Rajasthan and U,P, Though .Karnataka's - rank is_
improved from 8th to 7th in respect of literacy rate from

1961 to 1971, its rank remains un¢hanged from 1971 to 1981,

. The proportion of the working population to the
total population in Karnataka is also found to be a little
higher than that at the all-India level, The worker parti-
cipation rates in the state are 42,26 % in 1960-61 and
34,74 % in 1970-71, Despite the adjustments made for the
conceptual differences between 1961 and 1971 censuses, the
worker, participation rates in all the states are found to
be lower in 1971 as compared te that in 1961, This is
evident from the data contained in the table .. However, the
highest ( 50,03 % ) and the lowest ( 31,30 % ) worker
participation rates are found in M.P, and Punjab, réspecéivelyc
in 1960-6l. Whereas A.P., and Haryana are the states having
the highest ( 41.39 % ) and the lovest { 26,44 % ) worker

participation rates, respectively, in 1970-71,

Urbanisation is- taken as an indicator of economic
development. There are only six states viz., Maharashtra,
Témil Nadu, Gujarat, West-Bengal, Karnataka and‘Punjab, in

1960~-61 and five‘states viz., Maharashtra, Tamil Nadu,
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West Bengal, Karnataka and Punjab in 1970~71 whose proportion
of Urban population is found to be higher than the country's
Urban population, Maharashtra and Orissa are found to be

the most highly uUrbanised and the least urbanised statesof

India, respectively, in the 1961 and 1971 years,

In respect of infrastructural facilities, Karnataka's
pesition is below the all-India level .. Its position is
found to be lower than even some of the most backward states
like Bihar, U. P, and Rajasthan, Therefore, an improvement
in the infrastructural facilities in the state will ne defin-
itely help to move the state +to the higher ranks of

development.

Thus, in many respects Karnataka'®s position is
comfortable in the national setting .. However, if further
efforts are made to correct regional imbalances existing
in the state, such an effort , will go a long way in further-

ance of Karnataka's position in the days to come..



