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Industrial Development Policy at the
State Level: A Case Study of Karnataka

Introduction

The population of Karnataka in 1981 was 37 million according to the official
census. During the decade from 1971 to 1981, the population grew by 26.4 per
cent which was the highest rate of decennial population growth in Karnataka
since 1901 (Table 5-1). According to the 1981 census, the population density
of Karnataka was 194 persons per square kilometer compared with 216 per-
sons per square kilometer for India. Districts with a population density more
than the state average were Bangalore, Belgaum, Dakshina Kannada, Hassan,
Kolar, Mandya, and Mysore. About 71 per cent of the total state population
lived in rural areas according to the 1981 census, but the share of urban popu-
lation has been on the increase since the 1911 census when the percentage of
urban population to total state population was 11.6 per cent. The literacy rate
of the state was 38.5 per cent in 1981 against 36.2 per cent for the country as
a whole.

Table 5-2 shows the change in the net national product at current prices, and
Karnataka’s net state domestic product and per capita income at current and
constant prices for 1970/71 through 1986/87. The share of net state domestic
product in the net national product shows a general downward trend since
1970/71 although there were some improvements in 1973/74 and 1979/80. It
indicates the comparative downward shift of Karnataka’s position in the na-
tional economy. At the same time, the Table 5-2 shows that economic growth
during those sixteen years was not encouraging. The average annual growth
rate of net state domestic product in the period from 1980/81 to 1986/87 dropped
to 3.6 per cent from 3.9 per cent during the years from 1970/71 to 1979/80.
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TABLE 5-1
DECENNIAL POPULATION GROWTH: 1901 TO 1981

Population Decennial Percentage Percentage of

Years (1,000) of Growth Urban Population
1901 13,055 12.6
1911 13,525 3.6 11.6
1921 13,378 -1.1 13.8
1931 14,633 9.4 15.3
1941 16,255 11.1 16.9
1951 19,402 19.4 23.0
1961 23,527 21.3 22.3
1971 29,299 24.5 24.3
1981 37,043 26.4 28.9

Sources: Karnataka Year Book, 1987/88 (Bangalore, 1987), p. 9; and Madaiah and
Ramapriya, p. 7.

Per capita income at current prices was 2,136 rupees in 1985/86 and was ex-
pected to increase to 2,449 rupees in 1986/87, while the per capita income at
constant prices (1970/71) was 698 rupees in 1985/86. The average annual growth
rate of per capita state income was a mere 1.4 per cent from 1970/71 to 1979/80,
and this went down to 1.3 per cent between 1980/81 and 1986/87.

Tables 5-3 and 5-4 show the changing position of Karnataka’s economy in
the national economy in comparison with other major states. Figures in these
tables are not consistent with the figures in other tables in this section due to
the different method of numerical calculation and the base, but they are reasona-
bly useful to show the trends explained above. According to Table 5-3, Kar-
nataka recorded a 4.0 per cent annual growth rate for domestic product at
constant prices during the decade of the 1970s, which was higher than the na-
tional average. But in the first half of the 1980s, the state suffered a slowdown
in growth to 3.1 per cent per annum against the all India average of 5.0 per
cent during the same period. The state’s agricultural growth showed the same
trend (Table 5-4). The agricultural growth rate of 2.3 per cent during the 1970s
came down to 1.8 per cent in the first half of the 1980s. The industrial growth
rate showed a worse picture. During the 1970s it grew at 7.7 per cent per an-
num which was the third fastest industrial growth rate in the 1970s after Pun-
jab’s 8.8 per cent and Haryana’s 8.0 per cent. But during the first half of the
1980s, the rate came down to only 3.3 per cent per annum. This major slow-
down in the first half of the 1980s was associated with stagnation in the agricul-
tural sector.’

The growth of industries through the 1970s was attributable to the availabil-
ity of cheap power. Most of the industries, both public and private, established
during this period came to the state because of the availability of cheap power
and consequently many of them were power-intensive.? Such a composition of
industries was also one of the reasons for the stagnation in industry in the 1980s
when the state’s power supply positions deteriorated.
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TABLE 5-3
GROWTH RATE IN STATE DOMESTIC PRODUCT

7 .
(at 1970/71 Prices) (Per cent per annum)

States Share in Value Added 1970/71 to 1980/81 to
1980/81 1980/81 1985/86
Maharashtra 13 5.4 3.1
Punjab 5 5.2 5.1
Haryana 3 4.9 5.1
Gujarat 7 4.7 1.1
Karnataka 6 4.0 3.1
Andhra Pradesh 8 33 4.1
Bihar 7 3.1 4.3
Uttar Pradesh 13 3.0 5.1
West Bengal 10 3.0 4.4
Orissa 3 2.8 1.2
Tamil Nadu 6 2.8 6.9
Rajasthan 4 2.6 7.8
Madhya Pradesh 6 1.9 6.0
Kerala 3 1.8 1.4
All India 100 3.7 5.0

Source: Isher Judge Ahluwalia and Krishna Srinivasan, ‘‘Income and Growth (I),”” Eco-
nomic Times, February 25,1988.
Note: Compound growth rates based on semilog trends.

TABLE 5-4

AGRICULTURAL AND INDUSTRIAL GROWTH RATES
(Per cent per annum)

Agricultural Growth Rates Industrial Growth Rates
States 1970/71 to 1980/81 to 1970/71 to 1980/81 to

1980/81 1985/86 1980/81 1985/86
Punjab 3.8 5.7 8.8 3.7
Haryana 2.7 34 8.0 6.5
Karnataka 2.3 1.8 7.7 3.3
Uttar Pradesh 1.9 3.1 6.8 12.6
Maharashtra 6.0 0.1 6.4 3.8
Tamil Nadu -0.2 2.1 6.3 3.3
Andhra Pradesh 1.5 0.5 6.0 7.0
Orissa 2.0 1.9 6.0 8.6
Gujarat 3.6 -2.9 5.8 2.0
Madhya Pradesh -0.7 4.4 5.6 8.5
Rajasthan 1.1 9.4 4.9 7.8
Kerala 0.1 0.9 3.7 -0.3
Bihar 1.1 3.3 2.7 6.2
West Bengal 2.9 5.0 1.9 0.5

Source: Isher Judge Ahluwalia and Krishna Srinivasan, ‘‘Income and Growth (I1I),”’ Eco-
nomic Times, February 26, 1988.
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TABLE 5-5
SECTOR PERCENTAGE IN NET DOMESTIC PRODUCT FOR KARNATAKA: 1960/61 TO 1985/86
(at Current Prices)

(%)
1ar
1960/61 61.2 15.2 23.6 100.0
1970/71 54.7 23.1 22.2 100.0
1980/81 42.9 29.7 27.3 100.0
1981/82 42.5 29.3 28.2 100.0
1982/83 38.6 30.6 30.8 100.0
1983/84 42.3 28.0 29.7 100.0
1984/85 42.3 27.2 30.5 100.0
1985/86 36.3 28.4 35.3 100.0

Sources: Government of Karnataka, Planning Department, Economic Survey, 1986/87 (1987),
Table 2.2, p. 17. Figures for 1960/61 and 1970/71 are drawn from Madaiah and Ramapriya,
Table 5, p. 29.

The sector breakdown of state income for Karnataka by primary, secondary,
and tertiary sectors for the years from 1960/61 to 1985/86 is produced in Table
5-5. The primary sector (comprised of agriculture, forestry, fishing, and min-
ing) provided the major share of state income. The table shows the gradual shift
in sector shares. The biggest change can be observed in the tertiary sector where
the share in net state domestic income increased from 23.6 per cent in 1960/61
to 35.3 per cent in 1985/86. On the other hand, the share for the primary sec-
tor declined, although the big fluctuation from 1984/85 to 1985/86 has to be
discounted as this was partly caused by the adverse effect of bad weather in
1985 and 1986. The share for the secondary sector does not show any distin-
guishable change during the first half of the 1980s, although it increased from
15 per cent in 1960/61 to nearly 30 per cent over the twenty years.

Industrial development during the 1960s was at the preparatory stage; it was
during the 1970s that development efforts were pushed and the effects of in-
vestment began to appear. Nevertheless industrial growth during the 1970s was
not sufficient to provide an alternate source of employment for the growing
labor force generated by the growing population. Many of the newly established
industries during the period were capital-intensive and could not absorb the labor
force in urban let alone rural areas. As a consequence, most of the additional
labor had to remain in the primary sector or in the tertiary sector, especially
in the unorganized urban informal sectors.

Table 5-6 shows district income and the share and ranking in Karnataka state
income; it also shows the per capita district income and the ranking in the state
per capita income for the years of 1970/71, 1980/81, and 1984/85. Bangalore,
Belgaum, Dakshina Kannada, Dharwad, and Mysore were the top five districts
with the biggest incomes in those three years. They are also industrially advanced
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TABLE 5-7
COMPOSITION OF DISTRICT INCOME CLASSIFIED BY PRIMARY,
SECONDARY, AND TERTIARY SECTORS: 1983/84

(%)
Districts Primary Sector Secondary Sector Tertiary Sector
Bangalore 10.6 49.3 40.1
Belgaum 47.8 24.8 27.4
Bellary 52.0 19.3 28.7
Bidar 51.9 17.9 30.3
Bijapur 49.8 22.3 27.9
Chikmagalur 66.5 11.8 21.7
Chitradurga 51.3 23.9 24.8
Dakshina Kannada 35.5 33.8 30.6
Dharwad 39.8 25.6 34.6
Gulbarga 44.8 24.4 30.8
Hassan 59.7 16.0 24.4
Kodagu 72.6 11.5 15.8
Kolar 46.8 19.7 33.6
Mandya 64.7 12.9 22.4
Mysore 40.2 31.9 27.8
Raichur 57.7 18.3 24.0
Shimoga 53.1 20.8 26.1
Tumkur 49.2 23.9 26.9
Uttara Kannada 47.8 22.6 29.6
State average 42.1 27.9 30.0

Source: Madaiah and Ramapriya, Table 8, p. 33.

districts. On the other hand, Bidar, Kolar, Mandya, and Uttara Kannada were
in the lowest district income group. Some changes in ranking can be observed.
Chitradurga, Mysore, and Tumkur moved up during the fifteen years while Gul-
barga and Raichur dropped down.

Empirical data on sector economic development by districts extending over
one or two decades or more is not available which makes it difficult to carry
out a detailed study on the structural changes in the district economies. What
can be said at this stage is that while the transformation of the agricultural sec-
tor at the district level has caused the biggest change in the district economy,
the effects on the economy have not differed much among the districts. This
is due to the nature of the agricultural activities and also to the yearly fluctua-
tion caused by the weather conditions which affect wider areas. Therefore it
is the secondary and tertiary sectors which mainly explain the change in district
income. Thus within the high district income group, Bangalore, Mysore, and
Dakshina Kannada were the districts which made remarkable economic progress
during those years especially in industry. In the low district income group, the
industrial investment in the districts like Uttara Kannada and Kolar was very
slow during those years. In some low income districts like Tumkur, industrial
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investment was stimulated in the 1980s with the help of the government’s in-
dustrial incentive policy which raised their ranking in the district income order.

Table 5-7 shows the composition of district income for 1983/84. Fifteen out
of Karnataka’s nineteen districts had income from the primary sector that was
above the state average. Only in Bangalore, Mysore, and Dakshina Kannada
was the contribution of the secondary sector above the state average; Bangalore’s
was the highest. The lowest was for Kodagu and Chikmagalur which are
predominantly plantation districts.’

The highest per capita income district was Kodagu followed by Chikmagalur
and Dakshina Kannada. Main industry in Kodagu and Chikmagalur is the plan-
tation industry where the minimum wage regulation for plantation laborers has
been maintained. The domination of plantations in the economy has kept the
per capita income of those two districts among the highest in the state. Another
two districts which have high per capita income and have improved their rank-
ing among the districts are Bangalore and Dakshina Kannada where industri-
alization has accelerated in last two decades.

Karnataka’s Industrial Development Policy

Karnataka’s industrial history is noteworthy in that the princely state of Mysore,
which was the state’s former name, began promoting industry as early as the
late 1880s. Industrialization in the state started in 1884 when the Mysore Spin-
ning Manufacturing Mill was set up as the first textile mill.* Another mill, the
Bangalore Woollen and Cotton Mill, was started in 1887, but the two compa-
nies soon faced difficulties and asked the state government for help. Assistance
was provided in various forms, and the government bought shares in both mills.’

Electric power for Bangalore® and Mysore came from the Shivasamudram
hydroelectric power station’ which was commissioned in 1902, and this moti-
vated industrialists to set up industries in the two cities. At the end of 1912,
Sir M. Visveswaraya became the dewan (prime minister) of Mysore. During
his tenure from 1912 to 1918, a number of projects and industrial ventures were
undertaken.® These include the commissioning of the Krishna Rajendra Sagara
Dam in 1913, the foundation of the Iron and Steel Works of Bhadravathi in
1918 as the first public sector plant in India and which commenced operations
in 1923, the establishment of a sandalwood oil factory at Mysore in 1916, and
a soap factory at Bangalore in 1918.° In 1913, the Department of Industries
and Commerce was established. In the same year the Bank of Mysore was es-
tablished. In 1916, the Mysore Chamber of Commerce was organized. Accord-
ing to Madaiah and Ramapriya, Visveswaraya’s strategy for the state’s
industrialization had three dimensions: (a) encouragement and help to private
enterprise, (b) direct government enterprise, and (c) equity participation and
managerial directorship.'® Thus the state of Mysore was a pioneer in industrial
development policy. The three dimensions listed by Madaiah and Ramapriya
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are also the basic elements in the industrial development policy of the govern-
ments of India and have likewise been carried over to the state of Karnataka.

The 1940s and 1950s marked an upswing in industrial activity. The first air-
craft factory was set up in Bangalore in 1940. A notable feature of this period
was that most of the industrial enterprises were concentrated initially in Ban-
galore and then Mysore and their environs where a supply of electricity was
assured. From the 1940s to the 1950s, big public sector enterprises such as In-
dian Telephone Industries (established in 1948 as the first public sector enter-
prise after independence), Hindustan Machine Tools (in 1955), Bharat
Electronics (in 1956) were set up in and around Bangalore.!! Other public sec-
tor enterprises followed in the 1960s. The above mentioned aircraft factory which
was started by the Walchand group of industries was nationalized in 1964 be-
coming a public sector enterprise known as Hindustan Aeronautics. Those public
sector enterprises, most of which were technology- and capital-intensive large-
scale enterprises with little connection initially to local industries and local sup-
ply and demand, became one of the characteristics of the industrial sector in
Karnataka and in Bangalore where most of the public sector enterprises in the
state became concentrated (see Appendix A).

At the state level, the First Five Year Plan (1951—56) was initiated by the
old Mysore state before the reorganization of the states was commenced in
1951."% The first plan was formulated to a large extent on the basis of certain
postwar development programs mostly for the intensification of a number of
developmental programs already existed at the time.

With the start of the Second Five Year Plan (1956—61) in April 1956, the
state government started making efforts to orient industrial development. But
the second plan became stalled due to the distorting factors caused by the state
reorganization in November 1956. This reorganization increased the area of the
state by 105,484 square kilometers to a total of 191,757 square kilometers and
increased the natural resources and manpower, but it also aggravated the
problems of development by bringing up the locational difficulties and region-
ally differentiated conditions. Therefore the plan was burdened with unavoid-
able difficulties, and a real picture of the overall needs of the new state was
not available in time.

Thus it was not until the Third Five Year Plan (1961—66) that a comprehen-
sive program for state economic development emerged. But the performance
of the plan was not free from difficulties. Due to uncontrollable factors like
the economic constraints caused by the wars with China and Pakistan and scar-
city conditions produced by severe drought in 1966—67, the third plan was ham-
pered, and the succeeding five-year plan failed to materialize in time. The
government had to resort to annual plans from 1966/67 to 1968/69.

When the state drew up plans for industrial development, the public sector
enterprises was basically outside of the state government’s jurisdiction and there
was room for the state government to maneuver to attract large-scale private
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enterprise though the private sector was strictly under central government
guidance and control. Division of work was determined by the central govern-
ment’s industrial policy statements and the legislative steps which have been
discussed in earlier chapters. Under these conditions what the state government
could do was to arrange infrastructural conditions and offer other incentives
to attract big industries to the state and extend financial and material assistance
to small-scale and cottage industries in the state.

Two fundamental aims to promote industries under state government direc-
tion were conceived at the time. One was the promotion of private industries
and small-scale and cottage industries and the other was the mitigation of region-
al imbalances which became imminent with the formation of the state follow-
ing reorganization.

To carry out the two aims, many government institutions were established
during the Second and the Third Five Year Plan periods. In 1956 the Mysore
State Silk Handloom Weavers’ Central Cooperative Society was formed along
with the Mysore State Cotton and Woolen Handloom Weavers’ Cooperative
Society. In 1959 the Mysore Small Scale Industries and Handicrafts Board was
set up to promote and protect village and cottage industries. A total of 123 han-
dicraft co-operative societies were organized of which 64 were financially as-
sisted in the form of loans and grants. In 1959 in order to provide term loans
to medium and small-scale industries, the Mysore State Financial Corporation
was set up; it was later renamed the Karnataka State Financial Corporation.
In 1960 the Mysore Small Industries Limited, later known as the Karnataka
State Small Industries Development Corporation (KSSIDC), was set up to pro-
mote small industries by arranging factory ‘‘sheds’’ or building structures and
plots, procuring and supplying raw materials, marketing their products, and
revitalizing sick enterprises in association with the Industrial Reconstruction
Finance of India.

During the 1960s, an outline for a network to provide loan assistance from
government institutions was formulated. In 1963 the Mysore State Industrial
Cooperative Bank was set up, and all the develcpment loans in the budget to
the Industries and Commerce Department for grants of financial assistance to
industrial co-operative societies and loans for small-scale industries were chan-
neled through it. Each district was provided with one District Industrial Cooper-
ative Bank. With the establishment of the Mysore State Industrial Investment
and Development Corporation, later renamed the Karnataka State Industrial
Investment and Development Corporation, in 1964 with an authorized capital
of 50 million rupees, the state’s equity participation in industrial enterprises
began to intensify. Appendix B provides a list of state government enterprises
and gives an idea of the areas and types of activities undertaken by the state
government in the sphere of industrial development. It should be noted here
that many of the state organizations, particularly development agencies and
financial agencies, were established under instructions from the central
government.m’
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TABLE 5-8
THE NUMBER OF REGISTERED FACTORIES AND EMPLOYEES: 1956 TO 1985/86
Registered Factorie: Employees

Years Number of Units Increase (%) In 1,000 Persons Increase (%)
1956 1,635 172.0

1966 2,756 235.6

1971 3,814 275.9

1972 3,897 2.2 310.1 12.4
1973 4,070 4.4 314.1 1.3
1974 4,545 11.7 330.1 5.1
1975 4,881 7.4 339.8 2.9
1976 5,441 11.5 489.3 44.0
1976/77 7,538 38.5 510.1 4.3
1977/78 8,448 12.1 516.3 1.2
1978/79 9,942 17.7 520.0 0.7
1979/80 10,142 2.0 531.0 2.1
1980/81 10,911 7.6 550.0 3.6
1981/82 10,379 —-4.9 608.1 10.6
1982/83 10,710 3.2 695.1 14.3
1983/84 11,073 3.4 719.2 3.5
1984/85 11,348 2.5 739.6 2.8
1985/86 11,998 5.7 776.6 5.0

Sources: Government of Karnataka, Planning Department, Economic Survey, 1986/87 (1987),
Appendix 8.1, p. 147. Figures for 1956 and 1966 are from Government of Mysore, Bureau
of Economics and Statistics, Economic Development of Mysore, 1956 — 69 (Bangalore, 1970),
p. 124.

Note: Factories are registered under Sections 2m(i) and 2m(ii) of the'Factories Act, 1948.

During the annual plan of 1966/67, the state government set up a statutory
board called the Mysore Industrial Areas Development Board with powers to
acquire land and provide infrastructure facilities such as roads and electricity
for establishing industries. The government also formulated an intensive de-
velopment strategy for less advanced areas, and declared eleven special develop-
ment areas as ‘‘growth areas’’ for the exclusive promotion of industries.’* In
1968 the state government announced a number of incentives for new indus-
tries. These were (a) contribution to the cost of preparing feasibility studies for
industrial projects, (b) electricity tax concessions for certain new industries for
a suitable period, (c) sales tax concession for new industries, (d) relief from
the octroi, and (e) reservation of government purchases for products of new
industries. Such concessions have been maintained with modifications to the
present.

The industrial growth in Karnataka during the decade from 1956 to 1966 can
be measured by the increase in the number of factory enterprises'® and factory
employment (Table 5-8). The number of factories grew by 69 per cent from
1,635 in 1956 to 2,756 in 1966 and the total employment increased by 37 per
cent from 172,000 to 235,561. Out of 2,756 factories in 1966, industries based
on agricultural products (including textile enterprises) numbered 1,430 which
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was 52 per cent of the total. The majority of these factories were small rice
mills. Another 785 enterprises (28 per cent of the total) were classified as ‘‘print-
ing, metal, and engineering works.”’'® The composition of industries in the fac-
tories sector showed a change in later period. But the fact that the rate of increase
in factory employment during the decade was smaller than the number of fac-
tories could not be reversed in later period, posing a problem for the govern-
ment’s industrial development policy."’

The capacity for small-scale and household enterprises to create jobs was over-
estimated by the government. At the same time the limitations for the large-
scale factories sector to absorb workers caused the government to increase pro-
tective and promotional policies for small-scale and household industries. Since
the 1970s the critical economic and political situation also compelled state
governments to take progressive measures to appease the unemployed and un-
deremployed people. Various policies to promote small-scale and household in-
dustries were undertaken in order to ease political and economic constraints
on the states.

The regional distribution of factories provides another measure of develop-
ment. In Karnataka, industrial enterprises in Bangalore, Dharwad, Dakshina
Kannada, and Belgaum districts accounted for 63 per cent of the total factories
and 62 per cent of total factory employment in 1966. These figures point to
a concentration of industries in a few advanced areas. Bangalore district alone
accounted for about 32 per cent of the factories in the state followed by Dak-
shina Kannada with 12 per cent.’® The tendency for industries to concentrate
in advanced areas posed a problem for industrial development in the state as
most of the industrial projects preferred to locate in advanced areas with deve-
loped infrastructural facilities and external economies and thereby avoid the
higher costs they might have to bear if they set up in less advanced areas.

Shift in Policy Orientation

There was a rush to establish new industrial enterprises in Karnataka during
the 1970s and the beginning of the 1980s. During this period, a lot of large in-
dustries, both public and private, came to Karnataka to set up enterprises. Many
enterprises run by Karnataka state were also established during this period (see
Appendix B). One of the characteristics of these new industries was their con-
nection with the new technology areas such as electronics and computers. In
1977 the state government started the Karnataka State Electronics Development
Corporation Limited (KEONICS), which has helped to organize and promote
the electronics industry in Karnataka, especially in and around Bangalore.
With the help of central and state government promotional steps, Karnataka
made good progress in industrial development in the 1970s. At the same time,
the decade from 1970 to 1980 marked a crucial period in the development of
the state’s economy. Table 5-9 shows the trend in income from the manufac-
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TABLE 5-9
TREND IN INCOME FROM THE MANUFACTURING SECTOR: 1970/71 TO 1984/85
(at 1970/71 Constant Prices)

Income from the

Manufacturing Sector Share of Income from
Years —_— —_—— State Ingome the Maanacturing

Value Growth over (Rs. 1 Million) Sector in State

(Rs. 1 Million) 5;;:1?017105) Income (%)

1970/71 2,859 18,581 15.4
1971/72 3,012 5.4 18,852 16.0
1972/73 3,076 2.1 17,697 17.4
1973/74 3,186 3.6 20,411 15.6
1974/75 3,236 1.6 20,330 15.9
1975/76 3,537 9.3 21,648 16.3
1976/77 4,176 18.1 20,701 20.2
1977/78 4,683 12.1 24,445 19.2
1978/79 5,309 13.4 25,386 20.9
1979/80 5,574 5.0 26,123 21.3
1980/81 5,340 -4.2 25,240 21.2
1981/82 5,445 2.0 27,021 20.2
1982/83 5,749 5.6 26,960 21.3
1983/84 6,037 5.0 28,746 21.0
1984/85 6,260 3.7 31,002 20.2

Sources: Government of Karnataka, Planning Department, Economic Survey, 1985/86 (1986),
Appendix 8.1, p. 84, and Economic Survey, 1986/87 (1987), Appendix 2.1, p. 125.
Note: Figures for 1983/84 are partially revised and for 1984/85 are quick estimates.

turing sector. Its performance in income generation in the state economy was
remarkable especially during the years between 1970/71 and 1978/79. The sec-
tor’s contribution to the state income also increased, reaching 20 per cent of
state income in 1976/77. The number of registered factories in the state reached
10,000 by 1979/80 (Table 5-8).

But the picture was not as bright as the figures indicated. While the number
and employment of registered factories in the state increased, the lower growth
of employment to the number of factories registered was observed in the 1970s
(Table 5-8), and the performance of the manufacturing sector in the first half
of the 1980s was disappointing. The share of income from the manufacturing
sector in state income was stagnant. One explanation could be that the stag-
nant economic conditions prevailing in the country at the time began to affect
Karnataka which had been enjoying the effects of the central government’s earli-
er heavy investment.

The state’s industrial development policy started to change due to both po-
litical and economic problems. The shift in emphasis was clear. The state govern-
ment began to stress ‘‘balanced industrial development,’’ placing priority on
promoting small-scale industrial enterprises and the development of backward
areas. The policy change coincided with the political changes at the center and
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the state. At the center, as noted earlier, the Indira Gandhi government began
making a conscious effort to reorganize its political support base by appealing
specially to weaker sections of the society. The central government issued a num-
ber of policies for the purpose of ‘‘poverty alleviation,”’ and uplifting and sup-
porting the poor. The central government’s policy was reflected in the policy
of the state government, specifically under the state chief-ministership of Devraj
Urs (1972 to 1977) who cooperated closely with Prime Minister Indira Gandhi
at the national and regional level. Devraj Urs government took a number of
steps such as land reforms, debt relief for the poor, housing scheme for the
public, and the like.*

The state government started a number of financial and technical programs
adopting a policy aimed at: (a) stimulating the growth of private enterprise by
building up a supportive institutional network and by developing infrastruc-
tural facilities ; and (b) expanding and dispersing industrial enterprises to less
industrialized areas.

The direct assistance of state government to industry consisted of planning
support for the industrial sector and for infrastructure facilities such as power,
transport, communications, and technical education, and for the establishment
of institutions to support industries and incentives to industries. The state govern-
ment announced a number of concessions in order to give the necessary impe-
tus and attract industries. The measures adopted by the government were: (a)
assistance with feasibility studies; (b) cash refunds of the sales tax;° (c) exemp-
tion from payment of the electricity tax for five years for new enterprises; (d)
exemption from the conversion fine; and (e) allowing installment payments for
land purchases. Other additional concessions were extended to new industries
in backward areas. They included refund of the sales tax and easier terms of
payment for land cost. The government also extended concessions to small-scale
industries in backward areas in the form of subsidized interest rates on loans
financed by the Karnataka State Financial Corporation.

After issuing its industrial policy statement in 1977, the central government
announced a scheme for offering investment subsidies to all industrial invest-
ments in notified backward areas. Following this, the Karnataka state govern-
ment also announced various incentives to backward areas which were not
covered by the central government’s subsidy scheme. The objective of offering
investment subsidies to new industrial investment was to encourage enterprises,
hopefully large and medium-scale enterprises, to set up in comparatively back-
ward areas in the state.

These efforts by the government bore fruit to some extent as can be seen in
Table 5-10. It shows the numbers of registered factories by districts in 1979/80,
1981/82, 1982/83, and 1983/84, The numbers of registered factories in Tum-
kur, Bidar, Chitradurga, Mandya, Gulbarga, and Chikmagalur increased greatly
over the four years. The results for Tumkur and Bidar in particular indicate
the positive effects of the government’s promotional policy.
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Bidar district was a typical case showing the nature and effects of the promo-
tional policy. The district was one of the most backward districts in Karnataka
in terms of both per capita district income and industrial structure. It lies in
a dry area and agricultural productivity is low. The district was industrially back-
ward supporting only some small-scale industries, agro-based industries, and
cottage industries. It was after the district was declared a ‘‘no industry district”’
by the central government and especially after the state government intensified
its dispersal policy, that industrial change in the district started. The district’s
proximity to Hyderabad and its location on the Hyderabad-Bombay National
Highway provided favorable conditions for industrialization. A similar situa-
tion existed for Tumkur district which is close to Bangalore and is located on
the Bangalore-Bombay National Highway.

Meanwhile the number of registered factories in Bangalore and Dakshina Kan-
nada declined. This could partly have been the result of government policy which
restricted the establishment of new enterprises, except in certain industries, in
those cities, but the infrastructural disincentives such as shortages in the sup-
ply of electricity could have been a more crucial reason.

However, the policy changes after 1977 did not successfully achieve the ob-
jectives envisaged, although a certain amount of industrial activity was taking
place in some backward areas at this time as can be seen from Table 5-10. While
a number of small-scale industries were started up in almost all districts of the
state, industrial investment in medium-scale and large industries remained in
the few major urban centers of Bangalore, Belgaum, Chitradurga, Dakshina
Kannada, and Mysore.

The reason for the failure of the incentive scheme to attract large industrial
investment to the backward areas can be attributed in most of the cases to the
lack of infrastructure facilities in these areas. Although the government through
the Karnataka Industrial Areas Development Board (KIADB) and the Karnataka
State Industrial Investment and Development Corporation provided industrial
plots and buildings in many parts of the state to attract large and medium-scale
industries, other facilities including supporting industries, road and communi-
cation networks, and proximity to markets were not sufficient. Later I will take
up the case of Bidar where the development of infrastructure worked to attract
bigger investment.

There were many difficulties in pursuing the policy, both financial and in-
frastructural. Even on the side of small-scale industries, the paucity of funds,
insufficient supply of raw materials, the lack of skilled workers and efficient
management, and the absence of proper marketing facilities were matters of
concern. Shortages and irregular supplies of electricity and other supplies were
also disadvantageous to promoting small-scale industries which were unable to
manage those problems by themselves. State government tried to cope with these
problems by intensifying incentive programs for small-scale industries. But the
state also faced financial limitations.
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The state’s policy for industrial development took new form with the an-
nouncement of its Industrial Policy Resolution in July 1983. That year the Janata
Party took over the state government from the Congress Party, and the Indus-
trial Policy Resolution was the new government’s policy statement. The main
elements were:

1. a shift in the role of the state from that of an entrepreneur to that of
a provider of infrastructure, finance, and incentives;
dispersal of industries to places other than Bangalore;
encouragement of village and small-scale industries;
development of industrial estates;
promotion of industries such as sericulture, khadi,®! handicrafts, hand-
loom weaving, leather and agro-based industries;

6. giving priority to the development of an electronics industry; and

7. improving the availability of raw materials and training for village ar-

tisans.

The Janata government’s strategy had two elements. First, it tried to step
up investment in sectors which would be able to build up the infrastructure in
the long run. For example, loans for power projects were stepped up from 1,120
million rupees in 1983/84 to 2,479 million rupees in the revised estimates for
1986/87. Secondly, a series of measures aimed at increasing private investment
in the state were taken. These were aimed mainly at small-scale industries. Sub-
sidies and development loans were stepped up and programs such as the ““1,000
small scale enterprises a month”’ scheme were introduced. At the same time
organizational arrangements were made to execute the policy more efficiently.
District Industries Centres (DIC) were strengthened by unifying various func-
tions in each district and transforming the DICs into the sole agency under whose
roof industrial developmental programs were carried out in the district (for or-
ganizational chart, see Appendix C).

The impact of the policy to promote small-scale industries can be seen in Ta-
ble 5-11 which shows the changes in the number of small-scale enterprises, in-
vestment, and employment by district between the end of March 1983 and the
end of December 1987. Belgaum, Bidar, Dharwad, Gulbarga, Raichur, and
Tumkur increased the number of small-scale enterprises within their jurisdic-
tions by more than 200 per cent during the period. Belgaum, Bidar, Bellary,
Chikmagalur, Dharwad, Gulbarga, and Tumkur increased the number of en-
terprises, investment, and employment for above the state average. Bangalore
showed a low rate of increase indicating the conscious effort of the govern-
ment to check industrial concentration. Bangalore’s share in the total number
of enterprises, investment, and employment also declined during the period.
Kodagu and Uttara Kannada also show poor results for industrial development.
Their poor performance was caused by their unimpressive location.

oW N
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Searching for a New Strategy

In June 1988, the state government announced the second phase of its incen-
tive package to spur industrial growth.?”> The main features of the new package

were:
1.

2.

Interest free development loans and interest free working capital loans
were abolished.

The state was divided into three development zones instead of the previ-
ous four: Zone I (Developed), Zone II (Developing) and Zone IIT (Back-
ward). Concessions and incentives were not to be given to the industrial
enterprises in Zone 1.3

. Packages of incentives and concessions for the industrial enterprises in

Zone II were:

(a) sales tax exemptions for tiny and small industries for a period of five
to seven years,

(b) sales tax deferments for medium-scale and large industries up to a
period of five and seven years, and

(¢) an investment subsidy of 15 per cent of the value of fixed assets to
a maximum of 1.5 million rupees.

Industrial enterprises in Zone 111 got:

(a) sales tax exemptions for tiny and small industries for a period of five
to seven years,

(b) sales tax deferments for medium-scale and large industries up to a
period of five to seven years, and

(c) an investment subsidy of 20 per cent of the value of fixed assets to
a maximum of 2 million rupees.

. To get these incentives and concessions, at least 80 per cent of the em-

ployment had to be provided to local people.

. Electronics, telecommunications, food processing?* and biotechnology

industries got special incentives at the rate applicable for Zone III irrespec-
tive of the location of these industries. However, these industries were
permitted to set up only in the notified functional industrial areas/estates.

. The incentives and concessions listed above were to be available to en-

terprises where the state government’s share in equity was above 51 per
cent (as against 25 per cent previously).

. The overall investment limit in fixed assets for industries eligible for the

incentives was reduced from 500 million rupees to 200 million rupees.

The new set of incentives and concessions for industries announced by the
state government implied a significant change in the state’s industrial policy.
The set of measures offered for the period of 1983 to 1987 by the state govern-
ment largely relied on the central government’s policy for the backward areas
and its financial incentives. But during this period, there was a shift recognized
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in the central government’s strategy of moving away from the policy emphasizing
backward areas to a policy emphasizing the faster growing sectors. This shift
was reflected in the state government’s new strategy.

Karnataka state’s financial difficulties also made it difficult to continue the
previous policy. The shift in policy orientation coincided with severe financial
constraints on the state government. Agriculture had not only stagnated but
also faced a serious problem of sharp fluctuations. On the industrial front, the
power situation was beginning to worsen. Deterioration in economic growth
which was discussed in the previous section caused a severe shortage of resources
which compelled the state government to curtail investment in power projects
resulting electricity shortages. Other infrastructural back-up arrangement and
financial assistance suffered from state government’s resource constraints. These
negative conditions curtailed the effects of the government’s policy to expand
the industrial base. The shortages of electricity supply in the state was so severe
that a number of industries were forced to work at the rate below their installed
capacity. A continuous supply of power alone could have attracted further in-
vestment and served the purpose of the plan to promote industry.

The new strategy of the state government responded to the change. The three
zones identified was more realistic and the number of industrially advanced ta-
luks (administrative blocs in districts) not eligible for concessions were raised
to seventeen with the list including most of the major industrial towns in the state.

Attempts were made to reduce the financial burden of the package of incen-
tives and concessions. The investment limit for incentives was lowered, but the
number of industries not eligible for incentives was raised from sixteen to twenty-
nine (Appendix D). Interest free development loans and working capital loans
were discontinued, and several other concessions were withdrawn.

The state government announced another new package of incentives and con-
cessions for industries with the emphasis on tiny and the small-scale industries.
Special concessions were offered to entrepreneurs belonging to the Scheduled
Castes and Scheduled Tribes (SC/ST) and to women entrepreneurs involved
in electronics, telecommunications, information, food processing and biotech-
nology industries. One condition was added that wherever central investment
subsidies were available, state subsidies would not be granted except to make
up any difference between the central subsidy and state subsidy rate. Tiny and
small-scale industries would be exempted from the stamp duty and be given
concessional registration charges for loans and credit approved by the state
government and/or by recognized financial institutions and lease deeds execut-
ed by new industrial enterprises for plots and buildings taken on a lease-cum-
sale basis from the KSSIDC, KIADB, KEONICS, or from any other govern-
mental agencies. An investment subsidy of 5 per cent to a maximum of 100,000
rupees would be granted for new tiny and small-scale enterprises set up by the
SC/ST and physically handicapped entrepreneurs in zones II and III. Tiny and
small-scale enterprises set up exclusively by women and employing a work force
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of more than 51 per cent women would be eligible for a sales tax exemption
and provided with an additional 5 per cent investment subsidy subject to a max-
imum of 100,000 rupees.

As a whole, however, the subsidy structure was retained and in fact enhanced.
In Zone II the state subsidy amounted to 15 per cent of fixed assets up to a
maximum of 1.5 million rupees, and in Zone III it was 20 per cent up to a max-
imum of 2 million rupees. Most of the fresh incentives were also financial.
Proposals like sales tax exemptions and deferments were financial.

The new incentives and concessions program has been in effect for only a
few years, and it is still too early to judge its impact. But it seems that some
of the basic problems have still not been overcome thus binding the hands of
the state government and encumbering efforts to attract private investment. Elec-
tric power supply remains a problem. Installed capacity was increased from 2,220
million watts in 1984/85 to 2,530 million watts in 1985/86, nevertheless elec-
tricity generation declined from 8,415 million units to 7,592 million units. The
situation has been worsened by growing transmission and distribution losses.
The adverse power situation has been the weakest component in the state govern-
ment’s economic strategy. Power-intensive industries like aluminum have seen
a steady decline in production.?®

Electric power has not been the only problem in the state’s industrial policy.
Another problem has been state’s main concern with increasing the number of
industrial enterprises rather than promoting real growth of industrial produc-
tion. In 1983 the state government projected to set up a minimum of 1,000 small-
scale enterprises a month. The government offered subsidies, development loans,
and other concessions to new enterprises to meet the target of 1,000 new enter-
prises a month. But since adequate power and other infrastructural require-
ments could not be provided, a number of these enterprises have become sick.”®

The scheme to set up 1,000 enterprises a month was not only continued in
the 1988 policy but was enhanced. According to the words of the chief minister
of Karnataka, since the scheme was extremely successful and achieved on aver-
age at least 800 enterprises a month, it was to be continued.?” Actual number
of newly registered small-scale enterprises was 11,179 in 1986/87 and 10,530
in 1987/88 (Table 5-12). The monthly average registration of small-scale in-
dustries works out to be 931.6 enterprises and 877.5 enterprises respectively.
Actually the figure does not tell much; as the rate of registration of small-scale
industries with the government is as low as 40 or 50 per cent, it might not be
difficult to “‘set up’’ new enterprises by registration. Moreover, since the na-
ture of the promotional policy was to start up new industrial enterprises in the
state and did not extend to follow-up measures to keep them profitable, the
figures for enterprises that closed down were not precisely reported.

Numerous successful cases, however, have been observed in backward areas
where infrastructure conditions were favorable. At the time of my spot study
in Bidar in 1989, there were eight large and medium-scale industries in the dis-
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TABLE 5-12
DISTRICT-LEVEL SMALL-SCALE INDUSTRIES REGISTRATIONS:
INVESTMENT AND EMPLOYMENT IN 1986/87 AND 1987/88

1986/87 1987/88
Districts
N s eopomen MBS ST pioyman

Bangalore-R 1,066 77,876 5,802 890 36,948 4,938
Bangalore:U 865 130,050 2,989 797 171,529 4,795
Belgaum 1,204 92,311 4,394 1,123 89,805 4,542
Bidar 266 14,870 1,413 260 36,074 1,334
Bijapur 386 18,443 2,315 414 15,767 1,613
Bellary 503 14,764 2,645 502 20,177 2,088
Chikmagalur 223 10,412 1,610 203 9,631 1,229
Chitradurga 412 42,485 2,707 404 50,804 1,981
Dakshina 829 139,883 6,472 743 156,668 4,791
Dharwad 1,274 94,772 5,381 835 59,866 4,533
Gulbarga 433 32,124 2,672 432 35,960 2,494
Hassan 251 17,428 851 257 19,363 1,032
Kodagu 100 14,677 1,022 110 5,034 362
Kolar 389 35,377 2,392 324 38,191 2,106
Mandya 254 15,442 1,353 209 16,031 1,024
Mysore 962 57,818 4,905 1,128 70,003 4,936
Raichur 436 33,751 1,957 459 39,580 2,014
Shimoga 513 35,728 2,261 510 43,100 1,844
Tumkur 602 54,675 2,883 729 92,405 3,890
U]?:;ﬁ ada 211 7,961 864 201 9,544 952
Total 11,179 940,847 56,388 10,530 1,016,570 52,498

Source: Figures were collected by the author from the Department of Industries and Com-
merce, Government of Karnataka, July 22, 1988.
Note: Bangalore district was divided into Rural and Urban in October 1986.

trict. Three of them are collaborating with foreign firms and are owned by non-
resident Indians. The government has introduced various measures to promote
investment by nonresidents in order to attract foreign currency. None of the
eight industries are operated by Bidar entrepreneur. Four of the eight owners,
including two nonresident Indians, are based in Hyderabad. The products of
the eight industrial enterprises explains their motivation for coming to Bidar.
These are plastic multilayer coextruded films, black and white T.V. picture tubes,
high vacuum metallic coating on paper board and films, pay phones, bulk drugs,
rigid P.V.C. profiles for door and windows, and civil works. Most of the in-
dustries are technology- and capital-intensive. They do not have to rely on lo-
cal material supplies except some infrastructure and a certain number of
semi-skilled and unskilled workers who are abundantly available locally. The
products are exclusively for outer market, being transported by railway and
the national highways. The motivation for starting industries in Bidar was mainly
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the incentive facilities provided by the government and the district’s advanta-
geous location.?® The opposite situation can be observed in Uttara Kannada
district which has also been backward. The district could not utilize the promo-
tional measures provided by the government as it does not enjoy the advantage
of location to attract investors. The transportation system along the coastal line
has been affected by the lack of investment and the natural conditions as well
as by the distance from big industrial centers. Promotional steps provided by
the government have not been able to attract investment to the district. Thus
as Godbole concluded, it is the infrastructure facilities and the availability of
external economies which attract industries to the already developed areas, and
these requirements are lacking in almost all the backward districts.??

What this all shows is that the state’s policy would surely produce results
if infrastructure was ensured. Given the power shortages and other infrastruc-
tural deficiencies, whatever the government’s incentives and concessions, the
prospects of the state attracting new investments is diminished.

The inability to break away completely from the old pattern of incentives
can be explained at least partly by the fact that other states have not as yet done
so. Also political pressure has played a big role. Apparently the new package
yielded to political demands by stipulating that 80 per cent of employment would
2o to local people. The main justification for measures to promote the disper-
sal of industries, from the central and state government viewpoint, is the need
to raise income and consumption levels, increase savings, and provide employ-
ment in rural areas. But the employment policy announced in 1988 has been
criticized as “‘a retrograde step.’”>° The work done by Godbole has already
proved that the incentives have been inadequate in creating employment op-
portunities.>* Given the situation, one has to question the appropriateness of
introducing a discriminating employment policy. This could cause potential in-
vestors from other states to avoid setting up industries in the state.

Investment subsidies also could be counterproductive. At the end of the 1970s,
the Karnataka state government first announced that it would provide capital
subsidies from its own funds at the rate of 10 per cent of fixed capital invest-
ment for enterprises setting up in some selected districts. This was in addition
to the central capital subsidies already available in some districts and areas of
the state. This was the kind of action which has been criticized as ‘‘one-
upmanship’’** because it resulted in some other industrially-developed states
announcing similar capital subsidy schemes. Many expressed a fear that if this
trend was not checked, the gap between the developed and developing states
would increase and unfortunately this fear has come true.

There is also the question that incentives by state governments could dis-
criminate between different industries. As was observed in the backward dis-
tricts in Karnataka, only certain kinds of industries which are less related to
the local economy have been set up, but they are willing to come to the back-
ward districts to take advantage of the incentives, at least at the early stage of
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development. So the question remains as to whether, either from the viewpoint
of the national economy or from the viewpoint of specific objectives of region-
al development, such industries should be encouraged at all to locate in areas
where they do not enjoy any rational economic advantages.®*

Karnataka continued and expanded its state subsidies, but these have raised
so much criticism that they may have to be done away with. The initial objec-
tive of these subsidies was to encourage entrepreneurs to invest in backward
areas. But over the years they have been converted into a system of incentives
to attract investors from one state to another. As a result of the competition
between state governments, subsidies have been raised to levels well above neces-
sary. The resulting wastage of resources, in my view, has been particularly evi-
dent in Karnataka. The state’s finances have come under increasing pressure
over the last several years.

Till the 1980s, Karnataka’s power supply was so abundant that the govern-
ment could easily attract industries from outside the state. But the power situa-
tion is now difficult, and there is little point in offering subsidies when adequate
power cannot be guaranteed. Power interruptions and voltage fluctuations are
the major problems for most of the enterprises, especially the smaller enter-
prises which cannot afford to equip themselves with their own generation plants.
The power supply situation and the prospects are not encouraging at all as the
state government’s investment in power has not been growing. Nevertheless the
state cannot cut down on subsidies for fear of losing new industries, even though
this would be a reasonable answer to the state’s financial problems. As the
problem of unproductive subsidies is not restricted to Karnataka, some norms
need to be established to ensure that states industrial strategies do not result
in a wastage of scarce resources.

In this chapter I reviewed the industrial development policy of Karnataka.
Some features of the state’s industrial development policy are original but bas-
ically the policy has followed a similar process as those of other states. As the
overall policy structure of the state has been constructed within the policy frame-
work of the central government, most of the policies taken in the state to pro-
mote industries has been formulated under the directions and instructions of
the central government. The state was not at all free from the framework of
protective and restrictive industrial policy pursued by the central government.
Moreover, under the central policy structure, the state could develop its own
protective and promotional policies especially for industrial development in the
backward areas and in promoting small-scale industries. There is a political rea-
son for the state government to concentrate its energy in these areas as it can
claim to be benefiting the many poor and less privileged in the society. The
central government’s development policy is inevitably bound to some extent
by the policy of state government as it entrusts the states to take responsibility
for certain areas concerning the development of industry.
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