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Introduction






1

Regional Development Incentives
in the United States and India

1.1 Introduction and background

In this book, I study the effect%ei‘;ss of policies to promote regional
development and competition among sub-nationallevels of government.
I study competition among sub-national governments in the United States
and India togttract private investment, respectlvely with the use of tax and
infrastructug)lﬁcentlves NN

I examine empirical evidence regarding incentives offered by state and
local governments in the United States and contrast this evidence with that
from incentives offered by state governments in India. Note that although
the title speaks of ‘incentives for regional development’ I will only discuss
financia incentives and infrastructure incentives in the book. The
reader should be aware that the regional development literature includes
non-financial incentives also. There is a stream of literature on regional devel-
opment (that is, learning regions, milieu of innovation, industrial districts),’
which is widely discussed throughout the world. Such policies have been
characterized as ‘new wave’ policies (Bartik, 1991) or demand-side policies
(Eisinger, 1988). They are all programmes targeted at existing firms. Those
policies include services such as providing information regarding the exis-
tence of markets, export promotion assistance, assistance to small firms in the
form of business incubators, hosting of trade fairs, support of high-technology,
e-learning programmes, and other services which boost firm productivity and
the development of the region as a whole. While the reader must be aware
that there is a stream of literature in each of these areas, the focus of this book
is supply-side policies that target branch plant recruitment.

1.2 Motivation for the book

The motivation for this book comes from the extensive use of financial
incentives to attract firms and jobs in the United States (especially through
the use of enterprise zones (EZs)) that continues to be hotly debated and
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4 Incentives for Regional Development

aggressively pursued by states. For instance, the conventional state of lowa
in the Midwestern United States recently passed enterprise zone legislation,
and as of September 2002, 332 EZs were certified in this state, with the
programme’s popularity having steadily grown since 1997 (McDermott, 2002).
In November 2003, I met the Mayor of the City of Chicago. He expressed
the firm view that if Chicago does not offer financial incentives, it will lose
out in the war for jobs. So while many sub-national governments in the
United States realize the futility of such financial incentives in general, no
state or local government wants to lose out in the ‘race to the bottom’. For
this reason, they continue to offer such incentives.

The motivation for the book also comes from the poor state of infrastruc-
ture in India’s various states, where the use of programmes such as growth
centres (GCs) that provide infrastructure incentives to firms can trigger huge
infrastructure reforms throughout the country.

Florida (2002) showed that those US cities and regions that use tax incen-
tives, in fact, attract manufacturing industries, and it may appear that these
firms are contributing little to regional development in the present knowledge-
based economy. It may be misconstrued that in the present knowledge-based
economy, regional development comes from innovation, which calls for
incentives other than taxes and infrastructure. Boekema et gl. (2000) argue
that successful firms, as well as governments, are those which have control
over and access to flows of information and knowledge of technologies,
markets, and organizational and managerial practices. Note, however, that
infrastructure (including good roads, uninterrupted power, reliable telecom,
banking and related services) is quite critical to the success of all firms -
whether they are primarily manufacturing, services or knowledge-based.

In the case of India, although it has emerged recently as a knowledge-
intensive economy dependent on IT and IT-enabled services, it continues to
be a developing economy with an underdeveloped infrastructure and is not
yet a full fledged knowledge-based economy in the sense that the USA and
Europe are. Because of this, what is good for the industrial economy is good
for the Indian economy. Further, all the leading thinkers of the world,
including economists and corporate leaders, agree that a large and sound
manufacturing base is necessary to compete in the globalized market. So as
Eisinger (1993) points out, there is a return to industrial recruitment among
the American states. This is also true in relation to the Indian states which
are pursuing entrepreneurial and knowledge-based strategies targeted at
existing firms, along with financial incentives to attract new ones.

1.3 What is the black box that converts incentives
to regional development?

Throughout the book, regional development refers to improvement in the
areas’ infrastructure, amenities, job opportunities, and, more generally, its



