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1. Intrcducticn

Ag 1s well known, Kerala's development experience is marked by the
attainment of certain social indicators of development l/ which reflect
that the people enjoy the highest level of physical quality of life in the
country. This achievement has been the result of the apprcach zdopted by
successive governments in the State emphasising the development of physiecal
and economic infra-structure, and rzising consumption levelg of different
sections of the pecple through extensive welfare programme. The development
apprcach however cammot be considered succegsful in terms of its achievement
in conventional growth-rate in per capita State domestic product, With the
low rate of growth of the regional economy, there have not been opportunities
for the creation of productive employment on a larpe scale. Unemployed labour
force is swelling at an alarming rate and inflation ercdes living standards.
The impact of inflation has been severe in Kerala, which has a highly mone-
tised economy and has to meet much of the 1ocai demands increasingly by inter-—
State trade. The State produces very few of the goods that it consumes.
Un the whole, the fragile production-bzse has been ccnstraining the sustenance
of the positive achievements, and the improvement in living standards of the
people, Kerala's development experience thus underlines a simple point: no
country or region can, maintain a high level of social consumption on a
sustained basic without securing an emormous increase in the productive

forces of the soclety and in the cutput of maznufactured gocda.

[ - o

1/ For a detailed assessment see K.li.Raj et.al. Poverty Unemployment and
Development. Poliey = A Cage Study ¢~ Selected Issues with reference to
Kerala, United Hations, &ew fTork, 1975.




An attempt to identify the wezk linke in the production structure
ig critical importance in the planning exercise for regional development.
This paper makes an attempt in that direction in an inter-regional framework
»f analysis, though its scope is confined to the industrial sector. The
objective of the study is to explore into the alternative hypotheses that
have been advanced to explain industrial backwardness {stagnat.on) of Kerala,
In particular, the focus is on examining the expirical basis of the alleged
"inefficiency' of Xerala's industrial system in terms of labour militancy,
high wage—cost, and low productivity. ¥or, the High Level Committee of the
State rlanning Board has rccently recommended strategies for industrial
development in the State on the assumption that "wages have also been
inereased over years without increasing productivity with the result that
industries in the State are not able to produce at competitive prices ‘even
of its own econsumption® 1/ It needs hardly any stress that industrial planning
and policies for regional development based on gpriori knowledge rather than
empirical analysis will have the potential danger of taking the econcmy on
a misguided path. This paper therefore aims to provide an overview of
locational cost advantage/disadvantage of Kerala by analysing some facets of
its irdustrial--structure as compared tc some developed states and the

nation as a whele.

2. Structural diversgification of the growth pattern

Yrom the view point of structural analysis in an inter-regional
framework a noteworthy feature of Kerala is that the proportion of work-
force engaged in agriculture is the lowest in the country. And interestingly,
the propertiorn has declined from 55.5 per cent in 1971 to 50.6 per cent in

1981 according to Census data. {(See Table 1) Although inter—Censal data

l/ Government of Herala, Report of the High Level Committee en Industry,
Trade and zover, Vol.I General Heport on Industry, State Flanning Board,
Trivondrwa May 1984. p.111.




are not strictly comparable due to changes in the definition of ‘'worker',
there had been
A decline of nearly five percentage points in the propertion of agricultural

work~force as compared to three percentage points at the nationzl level

Table 3
btructural Shifts in Kersls Economy

(Sectoral distribution of workers and SDF)

(percentage)
Workerg* State Domestic Product **
Sectors - /% point .
1971 1981 change 1971, 1981 % point
1971-81 change
1971-81
Agriculture
and allied _
industries 555 50.6 ~4.9 49.4 39.9 -9.5
Industry « 18.0 19.9 +1.9 16.4 2%3.8 +7 .4
of which ’ .
nanufzetur ing 15.8 16.1 +3.3 12.4 18.2 5.8
Conatruction 1.7 3.0 +1.3 2.9 31 0.2
Services 26.5 29,5 +3.0 34.2 36.3 2.1

Source: * Census dataj ** National Income Dzta (as reproduced in Bagic Statistics
Relating to the Indian Liconomy, Vol.2, September 1984.)

Cn the face of it appears a significant shift in the structural composition

of labour force.

The data on sectoral distribution of Kerala's state domestic
product (SDP) also depiet = somewhat similar picture of the declining share of
agriculture and the increasing share of tertiary sector. By 1981 the share

of agricultural sector in SDP came under 40 per cent. Indeed, the fall in



the proportionate share of agrieuiturzl sector in SDP is not as proncunced
as the decline in th-t sector's ghare in the work-force. Meverthcless,

the share of apgriculture in SBF teday constitutes a smaller proportion

in Kerala as compared to other major states except Faharashtra, Gujarat,
Tamil Madu and West Bensmal. Significantly, Kerala is one among the few
States with a relatively high proportion of tertiary sector in both
work--force and SDP. Viewed in Kuznet's frameworklj of analysing cconomic
growth and structure in terms of shifts in the relative weights and positi...
in various economic, occupational and other groups within a society,

Kerala data tend to susgest a proceass of structural shift in the growth

pattern of the regional economy.

Generally, the structure ~f a regional economy starts:changing
both in output =2nd moro significantly, in lazbour-force terms when industri-
alisation c¢rosses 2 perticular level in relation to population=base and
continues te grow fast enough to b ng about associated changes in tertiary
gsectors. It is the rapid industrinlisation thet acts as the spring-board
to structural divergifiention and stimulates grouth in tertiary employment.
Has the development path in Kerala taken on such a course? If not, the
structural change reflected in the declining share of agricultural work-

force between 1971-51, 1s superficial.

In this context, it is instructive to ncote thet ferala is ene
mong those states, where the decline in the share of agricultural workers
in total work-force in the period 1977-81 is compengated by a rise in the
carlier period, 1961—71.2/ In other words, there has not been a fairly

systematic and persistent trend of change in labour reallocation itself.

1/ Simon Kuznets, Economic Growth and Structure (New Delhi, Oxford and IBH,
1974), p-96.

g/ The proportion of agricultural workers in the total workforce increased
from 53 pcrcent in 1961 Census to 55 percent in 1971 Census.



Any inference on the nature of struclurnl pattern of growth in Xerala, there-
fore, may be somewhat premature, Further, as has been argued by Alaghl/

a pronounced structural change in the pattern of growth in lndia is confined
to a category of States (consisting of Gujarat, Haryana, Karnataka, Maha-
raghtra and Tamil Nadu) where the structural change in labour reallocation
has been accompanied by higher than national average increase in per capita
value-added in the factory sector. Kerala does not come near those states

in terms of the level of industrial development.

In fact, Kerala's overall growth achievement itself is relatively
poor compared to many other states including some of those, where the fall
in the share of agricultural workforce in the total workforce has becen rela-
tively small. The annual growth rate of per capita SDP in Kerala between 1971
and 1981 in real terms has been as small as 0.4 per cent against 1 per cent
for all-India (see Table 2). If one takcs into consideration annual rate of
prowth at currant priceSZ/ Kerala's ac iicvement looks bectter with a fipure
of 8.8 per cent but not impressive enough as compared to national average
figure of 9.4 per cent per annum during the decade. The increase in value-~
added by manufacture in Kerala has been below the national average arnd the
increase in the proportion of workforce absorbed by it has zlsc been marginal.
rlthough the rate of increase in income generated by the secondary sector is
proportionately higher than the tertiary sector, the lattér's share is
larger than the former. The Census data also show that it is the tertiary
sector which has by and large compensated the fall in the propsttion of

apriculture with respect te labour reallocation.

1/ Yoginder K.Alagh, "Some Aspects of Planning Policieg in Indig", lectures
delivered at the Govind Vallabh Pant Social Science Institute,
March 1985.

2/ The data base of real income estimate at State level is weaker than
current price estimates. Besides, it is more meaningful to look at
the money income of different states as claims in the real goods and
services available in the country -s a whole.



Tab., . 2

Growth of per capita state income (net domestic product)

(Rupees)

At current prices

1970-71 1580-81 Annual

At constant prices (1970-71)

1970-71

1980-81 Annual
rate of rate of
growth (%) increase (%)

(1) (2) (3) (4) (5) (6)
Andhra Pradesh 586 1313 8.4 586 649 1.0
Agsam 535 1221 8.6 535 538 0.4
Bihar 402 927 8.7 402 447 1.1
Gujarat 829 1828 8.2 829 861 0.4
Haryana B77 2331 10,3 877 1061 1.9
Karnataka 685 1314 6.7 685 637 -0.8
Kerala 594 1372 8.8 594 619 0.4
Madhya Pradesh 484 1131 8.9 484 493 0.2
Maharashtra 783 2261 11.2 783 980 2.3
Orissa 478 1101 8.7 478 529 1.1
Punjab 1070 2771 10.0 1070 1380 2.6
Rajasthan 620 1233 7.2 620 542 -1.3
Tamil Nadu 581 1197 7.5 581 615 0.6
Uttar Pradesh 486 1280 10.1 486 518 0.7
West Bengal 722 1553 7.9 722 761 0.5
411 India 633 1559 9.4 653 697 1.0

' Source: CSO Estimates of State Domestic Product 1960-61 to 1982-83, New Delhi,
Jan,1984.



Tt stands to recson that the decline in the proportionate share
of agriculture in 5DF and a more pronounced proportionate fall in the share
of agricultural workforce in Xerala relative to all-India between 1971 and
1981 cannot be interpreted to mean z diversified structural growth pattern

i

of the reginnal economy. Indeed, the growth pattern is marked by considera-
ble expansion of the teritairy sector. This may have been linked with economic
activity related to the collection, transport and trade of agricultura
pré&ucts, the expansion of infrastructural facilities and the export base
(including export of Skill) nf the regional economy. However, such a growth
process is unstable and Alse vulnerable to developments ocutside the State.

Lhe development experience of Kerals thus emphrsises a simple p«viukt aprienlt—
ure sector alone cannot be expected to provide the growth dynamisms an
industrial base is needed to stimulate and sustain the growth processg(

The argument here is not that industrialisatior by itself will absorb the
labour force on a lerge scale in Kerala. It will but provide the base for
diversifying economic structure and develeping forces of production within

the region s0 as to put the agsoclated changes in the tertiory sector on a

stable and continucus growth path.

3. Contribution of industry to State Domestie Product

In common parlance, industrialisation is vigualised as wholly
confined to factories. That is true neither of India ncr of Kerala. The
informal {unregistered) sector is an important part of Kerala's economy and
accounts for nearly one half of the income generated by marnufacturing.
However, data relating to the non-factory (unregistered) sector are scanty.

The data of a comprehensive nature are limited to value added. Hence,

37 A similar conclusion is reached in an carlier analysis of work-foree
distribution. See, P.G.K.Panikar and Grace Sunny, Industrial Distribution
of Workforce in Kerala, Working Paper No.11., Ccntre for Yevelopuent
Studies, Trivandrum.

2/ This is not to deny the necd for systematic analysis of the causes of poor
performance and identifying measure - for upgrading tecnnological base and
improving institutional framework for raising agricultural productivity. iIn
this connection the hypothesis of a newer typcs of absentee landiordism and
proposal for further land reforms to give the land to the tiller in Kerala
as suggested by Raj deserve consideration. {See K.lv.kiaj "Natural Resources
and Decentralised Development in Kerala®™ Paper read at the annual conference
of Kerala Sastra Sahitya Parishat, Calicut, February 1985,



much of the discussion would be based »n ASI datal/relating to the factory
sector. We review Kerala's industrial propgress first with the analysis of
the data on national income generated in the industrial sector defined on
lines of international convention 2{ and later with a2 detailed analysis of the

factory sector.

Today, the industrial sector accounts for nearly one quarter of
the State Domestic Product (SDP) whereas,its share in 1971 was just 16 per cent.
The increase of nearly 8 per centage points as against 2 percentage points at
al.-India level locks impressive. More significantly, some structural changes -
in terms of shifts in the organisational structure and output composition -
have nlso taken place. Earlier, manufacturing activity in the industrial
sector was not only marginal but alsc concentrated in unregistered units. The
share of the registered sector has now overstripped the unregistered sector

in the value added generated by mamufacturing.

We may now comparc thi iate »f growth in the value-added
contribution by manufacture in Kerala and all-India (See Table 3), While
Kerala recorded an  annual prowth rate of 11.2 per cent (at current prices)
between 1960-64 and 1970-71, the corresponding figure for the country was
13.5 per cent. In the period since then until 1980-81, the relative growth
rate in Kerala has been much lower 3.6 per cent as against 14,2 per cent for
the country. As a pfoportion of national total, Kerala's mamufacturing sector

even today accounts for a share below 1ts population base. In terms of per

1/ With all the limitations the data collected in Annual Survey of Industries
by CS0O constitute the single-most comprehensive source in India.

2/ By international convention the term "industrial sector" covers (i) mining
and quarrying (ii) all types of manmufacturing, (iii) electricity, gas and
water supply, and (iv) construction.

3/ The share of rcgistered manufacturing in SDP increased from 5.5 per cent
to 9.3 per cent as against 6.8 per cent and 8.9 per cent of the unregisteres
sector between 1971 and 1981.



capita, the performance looks beiter, the credit for which goes to

a slower

rr~te ol population growth rather than to improvement in industrial investment

arnd growtii.

Table 3

Income gencrated by manufacturing sector:

Kerala mnd all=India.

(at current price)

Value-added by Per capita Ccl.1 as
manufacturing value-added per cend
sector by manufact- of Col.2
_ _ uring
Kerzla All-Tndia Kerala all-India
Nse 5. Rs. Rse
CTroTes CTrores crores crores
(1) (2) (3) (4)
1) 1960-61 5%.8 1856.C. 21.8 42.3 2.9
2} 1970-71 156.% 4619.7 73.2 73.2 3.4
3) 1900-81 AR7.2 17366.0 222.9 259.0 3.2
4) Anrual rate »f
changzc (per cent)
between 1960=-61 11.2 13.5 8.7 7.1
and 19706-T71
5) Annual rate of
change (per cent) 9,6 14.2 11.8 11,9

between 1970-71
cand 19£0-81

Sources €30, National Income data as reproduced in CMIE., op.cit.,

4. Kerzala's position on India's Industrial map !factorg sector)

To get a elear picture of Kerala's position on the Industrial map

of India, a few salient indicators relating to ASI factory sector in 1980-81

ray be examined.

With just above Rs.2090 crores worth of output from its

factorics numbering about 3050, Kerala accounts for only 3.4 per cent of the

national industrial output from factories and ranks tenth among Indian states.
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In terms o. value-added, Kernlg orourpien the some low position with an
income of Rs.390 crores, which accounts for only 3.3 per cent of the value
added by manufacture in the factory sector at all-India level. In terus
of industrial employment also Kerala's position is no better, All indica~
tors, including investment in fixed capital, show that Kerala has a low

vosition as compared to its population base in the country.

The inter-state comparison (Table 4) reveals the stagnancy in the
share of value~added. Mnharashtra, West Bengal, Gujarat and Tomil Nadu,
which éogether accounted for more than one half of the nation's irndustrizl
income in 1960, continue to do so even today. DMNeither has there been any
perceptible fall in their relstive contribution ner significant improvement
nade in the contribution by other states tc the national irndustrial income
over the last three decades. States which have shown signs towards levelling
up are very few in number (e.g.Karneteka, Haryana and Punjab) and are those,
which stoec” above the national sverige in the sixties. 4As for Kerals, the
achievemnent made in laying down an industricl base commensurate with its
population base, uc far ns the factory deta indicate, hazs heen poor, In
terms of levels of industrisl development azs reflected in per capita velus,

Kerala remained below the national averapge in the sixties so also today.

5. AIndustrisl stagnationt: The Evidence

Kerala's performznce may now be seen in terms of long-term growth
rate in employment =znd value-=-added (at constant prices) in the factory sector.
It may be noted that the annual compound growth—rate_in velue added (at
constant price) for the‘period between 1961-7% by the factory sector in
Xerala has closely followed the all-India levél. (See Table 5) In fact,
Kerala has recorded a.growth rate marginzliy above the national average.

A similer picture has also emnerged with respect to the trend growth-rate
with Keralns recording 6.07 per cent as apainst the nstional average of

5.56 per cert in value-added., Wher ‘he whole period i~ broken
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Table 4

Inter-state disparity in levels of industrialisation

f}g;iiaigon 1960—2‘;@1‘6 in !%:;;{18:‘??@(1 in fac:;ggzsieotor

in 1981 Per cent Rank Per cent Rank Percent Rank
(1) (2) (3) (4) (5) (6 (7
Andhra Pradesh 7.8 31 8 4.0 g 4.9 8
Assam 2.9 3,0 9 1.4 14 1.07 15
Bihar 10.2 6.5 5 5.5 7 4.2 9
Gujarat 5.0 10.5 3 9.1 3 9.5 4
Haryana 2.2 12 2.9 12
Karnataka 5.4 3.2 7 5.7 6 5.1 6
Kerala 27 2271 1 2:32 10 23 10
Madhya Pradesh 7.6 2.4 12 3.6 9 5.0 7
Maharashtra 9.2 26.7 1 26,8 1 25.0 1
Orissa 3.9 0.9 14 1.9 15 1.7 14
Punjahb 2.5% 3.0%  10% 2.3 11 3.2 11
Rajasthan 5.0 1.0 13 2.1 13 2.8 13
Tamil Nadu T.1 7.9 4 9.8 4 10.3 3
UTttar Pradesh 16.2 6.3 6 6.6 5 6.3 5
¥est Bengal 8.0 20.5 2 13,6 2 1.5 2

Source: Based on ASI data reproduced in Basic Statistics Relating to the
Indian Bconomy, CMIE, Bombay.

P

e
#* Punjab including Haryana. T, ,3\!

f.'\‘:
. LR
1Y Ré iy -.'._"}

-t
[

N



12

into two subi-periods with 1969 as t.ie dividing line,l/ Kerala is tound
lagging behind the national average in the second period \i.e. 1969-79).
The state huas recorded an annual compound growth rate of barely 2.12 per cent

as against the national average of .07 per cent.

In terms of employment generotion Kerala's performance appears
far below the national average for the entire periocd. In general, the growth
rate in employment has been much below the growth rate in value added in the
Indian factory sector. In the period of slow growth rate in value-added the
growth rate in cmployment has 2lso been markedly slower. These facets ap,.ear
pronounced in Kerala. Mot only has the growth rate in factory employment

been low but also has been on the steady decline rélative to all-India

1EVE.‘1.

It appears that industrial development in Kerala has not gone

hand in hand with all-Irndia pattern in different sets of time=per:od.
Strangely, ./hen the country as a wl >le stagnated in industrial growth Kerala
prospered whereas, it showed signs of glow down when the country as 2 whole
was recovering. The asynmetry is clearly seen in the growth rate of factory
output at constant prices during d.i'ferent growth pheses of India's
industrialisation. (sec Table 6) For instance, Kerala's factory sector
{ASI Census)recorded significantly higher ogzgrerate growth-rate during mid-
sixties and carly seventies (1965-75) when the country as a2 whole was in

a period of industrial recession. Contrarily, when industrial growth in the

country as a whole recovered {1975-85) Kerala recorded a growth rate much

1/ The choice of 1962 as the dividing linc in the present analysis is
guided by a number of considerations: In any growth measurement the
base period should not be low and terminal period higk in performance.
The ploting of the growth path showed that after the deceleration in
Industrial growth since mid sixties, the growth rates seeminly picked
up from 19668, Further a real planning thrust towards industrianlisation
with regional balance as an objective started only with the Iourth Plan.
Above all, 1969-70 was o time period of major changes in industrinl
organization in India.
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Tabi- 5

Annual compound growth rates of Industrial
Employment and value-added in Factory sector.

Ymployment Value—-added*
Pericds Kerala all-India Kerala all-India
(1) (2) (3) (4)
)
1961-1969 3.20 3,86 10.81 5.70
1969~1978/79 2.30 4.08 2.12 6.07
1961-1978/79 2.72 3,97 6.12 5.89
1961-1978/79" 3,18 3,94 6.07 5.56
(0.79) (0.98) (0.84) A0.94)

* Value-added at constant price (1961 price)

** Trend Growth rate; figures in paranthesis
Values of R at 1 per cent significant level.

Source:ASI data calculation (Gourtesy: Dinesh Awasthi)
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Table 6
Com,.ound Growth rates_in Industrial Output at Constant Prices
(1961)
(Percentages)
I H !
[
1965=75 1960-65 | 1965-69 | 1969-74/75 1974/75- 1965-74/75; Share in
: 1979/60 | total ou
; put 1960
K ATl K AT | K AIi K AT ] K AT K
Food products | 7.0 4.0l 4.0 3.0 1.0 (-)1.0 1.0 7.0 2.0 0.0 | 31.0
Beverages etc. - 21.00 - 13, - 24.0| -(-)4.040 - 19.0 -
Tobacco products - 5.0 - 5.4 - (—)T.q - 2.0] - 4.0 -
ot bon 'T‘extile.l 9.0 6.0 7.0 3.0 10.0 5.r‘ 6.0 4.0 9.0 4.0 8.0
wool Silk et_c- - 46.0 - 8.0 - 4.0 8.0 12.0 - 600 -
Jute textiles - T.0 —(—) 7.0 —(—) 4-% - 8.0 - (-)6°0 -
Textile 1 :
Sroducts (=30  14.0{-neo 1.0 0.0 8.0 8.0 5.005.0 5.0 { 12.0
Wood products ! 6.0 14.0] 3.0 -1.0| 7.0 (=)2.c(-p0 2.0| 5.0(=)2.0 3.0
Paper products | 54.0 11.0f 10.0 9.01 5.0 3,0 —)1.0 4.0 .8.0 5.0 2.0
Leather |
products - 13.0f - 12.0] =~ 9.00 - 7.0/ - 10.0
Rubber productﬁ 18.0 10.01 15.0 8.0121.n 4.0 3.0 4.0:78,0 6.0 3.0 1.0
Petrol products)] -  11.0 = 24.0f -~  10.0f = 17.0{ - 15.0 - 2.0
|
Chemical ; !
broducts 8.0 15.0, 12.0 11.0] 7.0 9.0 4.010.01 9.0 11.0 | 19.0 8.0
Non-metalic i
min, | - 10.0{= 1.0 5.0| 3.0(-)} 1.0/ 11.0.8,0} 1.0 2.0 4.0 4.0
Metals & alloys| ~— 14.oi(—)6.o 3.0{15.0 1.0l 27.0 9.0}5.0 2.0 - 9.0
Metal products ! 9.0 16.0! 15.0 0.0] 4.0 3.0l 5.0 20 (9.0 2.0 1.0 2.0
). fachi~ | o
Non-Ble.Hachi~' o5 ¢ 4.6 | 9.0 9.0] 5.0 7.0] 6.06.0{7.0 8.0 ] 1.0 3.0
nexy
Electrical 8.0 20.0 |- 8.0 10.0{}1a0 8.0} 11.0 100€)2.0 9.0 | 5.6 3.0
i
Transport equips1(.0 12.0 | 11.0 3.0E190  3.0| 61.0 5.007.0 3.¢ | 1.0 8.0
| ‘ -
Others i 5.0 24.0 { 59.0 9.0] 16.0 13.0{21.0 7.0 33.0 11.0 | 12.0 4.0
All Industries | 8.0 11.2 [ 16.0 6.0{ 10.0 5.0 3.0 7.0}12.0 5.0 | 100.0 100.8
. ST .
K. Kerala

Al = All India

Source: ASI data computation (Cou:ctesy= Thirthankar Roy, Centre for Development
Studies)
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below the national average. Also the rate of growfh in the aggregate output
shoved a steady slow-=down in Kerala. The steady decline in growth rates in
successive period implies that Kerala has been suffering from industrial

stagnation since 1970s.

The divergence in the aggregate growth-rate within a certain
time-period between Kerala and the whole country may be due to significant
difference in the industrial-mix., In more general terms, the industrial-
structure hypothesis can be advanced to explain "regional differentiation”
process in the context of Kerala. Viewed in that framework the slow pace
of industrialization in Kerala and its divergence from the national ‘pattern
may be dye to weak inter—industry linkage (demand) of a lop-sided (concentra-
ted) industrial structure, Alternatively, the "repional differentiation"
process may be explained in terms of region-gpecific factors such as, labour-
supply schedule and the nature of entrepreneurship. For instance, if the
labiur has turned t» be militant as a result of certain inherent nature of
trade unionism in the region, the locational patterns of new investment get
biased against the r gion leading to slow down in investment :nd output growth
relative to the whole country. The analytical problem in the second cose is
one. of empirical verification of wage-cost hypothesis i.e., labour militancy
pushing up wages and the wage-shi.re in value-zdded and slowing down the growth
réte in investment and cutput in the region relative to the nation. Needless
to say, the industrial structure framework seeks to explain the regional
differentiation = divergent growth pattern - in terms of demand variations
acting through industrial composgsition and the region-sepecific framework
taken into consideration supply-si@e variables specific to the region. The

firgt approach based on Myrdal's theory of cumulative causation implies



structural diversification and the second approach derived from the neo-
classical theory emphasises factor or factor price movements as the signi-

ficant determinant of regional growth patterns.

6. Industrigl Structure Hypotheses

Ar. analysis of Kerala's industrial base in relation to that of
the nation as a whole the industrial base or a region can be identified
iV

by using economic base study concepts mey shed some light on the rcle of

industrial structure in shaping its growth rate. For example, it can be

2/

said that where the location quoitient is less than unity, Xerala has less
than its "fair™ share and where it exceeds unity has more than proportionaste
share, of the industry in guestion as compared to the whole nationa. From
apriori knowledge it will be possible to identify a number of inter-related
set of industries in Kerala based on the value of location guotients. One

or more of such sets of industries can then be defined as constituting its

industrial base.

Lo see whether the overall industrial system has a ,concentrated
or a diversified pattern, the concert of coefficient of specialisationi/
can be made use of. If the given regicn has a proportionate mix of industries
identical witn the naticnal system the value of specialisaticn coefficient

will be zero. In contrast, if all industrial employment of the region is

1/ Barlier studies have shown that "the type of interregional industrial
structure in India lends itself to the analysis by both conventicnal economic
base studies and more complex regional input--output techniques but given black
diagonal technolopy, 2 regional input-output study has no significant
advantage over a location guctient analysis..." {(See Yogindeer,K Alagh,
K.K.Subrahmanian and S5.P.Kashyap, "Interregional Industrial Structure in a
Developing Eccnomy: A Conceptual Frame with a case study" Journal of Regionglay
Science, Vol,TIT, No.3, 1971.

2/ Location quotient is defined gs:

employment in ith industry in kth regicm

where, 1; eik
the total industrial employment in kth

2) Bk

=

el

] .

lik =

B

/D;E]; region

3) Ei employment of ith industry in all the
region
the total industrial employment in all
industries in 211 the regions.

4) i

3/ Specialisation coefficient is defined ass

ol — .

i _ eik ‘ ;;]_ Ll E (
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concentrated in a single industry its value will be unity. Changes in the

value of specialisation coefficient across regions znd between different time
points will reflect the degree of industrial diversification achieved in the
given region. 4 less diversified industrial structure in a region is likely

to cause a growth-rate pattern somewhat different from the nation.

To begin with, let us examine relative shares of different industry
groups (2 digit NIC) in total industrial employment originating in Kerala's
factory sector in 1980-81. (See Table 7) More than one half of the total
industrial employment in Kerazla is accounted by food products (39%), electri~
city (10%) and beverages (7%).l/ Other important sources of factory employment
include cottun textiles and textilae pruducts(mainly knitting mill and coir
products), wood and wood products, chemcialsand chemical products and non-
metalic mineral products. The pieture is different if industries nre ranked
on the basis of value-added: the importance of food products declines and
that of chemicals and rubber products inecreases significnntly. Hevertheless,
all major industries in Kerala are still based on the natural resource

endowement of the state.

The relatively small share of engineering industries is noteworthy.
Barely eight percent of total 2.8 lakhs factory-workers in Kerala is today
employed in manufacturing activities connected with metals, machinery, and
transport equipment. In terms of value-added the corresponding share is
10 per cent. Generally, engineering industries provide stimlus to techniecal
progress and industrial dynamismj Kerala's industrial sector is conspicuocus

of the inadequate development of these very engineering industries. Indeed,

1/ TFood-product category in Kerala is dominated by tea and cashew, and
Beverage category by bidi.
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it is not neccscery and uot pozsible wnat all regions develop all types of
industries. In o wmulti-ye yiornal econcmy with mobility of factor inputs the
industrial composiv.oi. ol .. regional economy will heve a tendency to specialise
in certain actvivities deperding upon its natural rescurce base, localization
economies and ihe loce. doand base. Yok, Inter-regional balance will require
a diversified indus”ri=i huize for each regions in order to ensure the required
growth stimuli through inter-industry linkages and agglomeration economies.
That Kerala's factooy erplomont is concentrated in regource-based industries
and that feot-loosz typo lnacostries occupy relatively small share all tell

upon the fragile indugtrial btase of the region's economy .

On the tasis cf locaticn quotients {Tabls 7) Kerala's industrial
base ceonsists of a re2t of inter-related agro-based and non-metallic mineral
based industries nl uniwersal intermediates. In terms of employment the
irdugtrial base at 2-digit IIC consists of wood and wood products, paper and
paper vroduct. , focd prcduects, and nc. -metalic minernl products. Viewed in
terms of value--adied 1.2 ¢ ré of the irduvstrial base remains seme except that
rubber productz. o' LoT 0 a Ll [lel"rical machinery get added to the base.
Clearly, such indus*vics = Lusic met, . and alloys, machinery and machine
tools, and transport cjuir-axat coming vnder the category of capital goods
sector (engineering indusiries) do not have a "fair" share. The development

of engineering industrics in the region is rudimentary and domestic demand is

largely met by imporis.

1/ The table presents location quotients for industries in 1964-65 and
1980-81. A caveat iay be entered. The data here relate to ASI census
sector (larpe scale .ect:) and therefore exclude small scale registered units.
The loss in comprersnsiveness of coverage is however compensated by a more
disaggregated industrisl classification with the use of census-sector data.
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Table 7
strial Base 1980-81

Employment Value~added
Percent share  Percent Share Location Percent Percent Location
NIC in Kerala's in all India ;hari %n :Eiri in
aggregate total for , eralz's =India .
code Industry factogy the industry quotient aggregatu total for the quotient
sector factory industry
. - - gector
1 2 3 4 p) 6 7 . 8
20421 Food products 38,96 v 8434 2.32 9.39./ ‘Fﬁgjﬁszi 1-58‘//
22 Beverages 7.16 5.92 1.65 3.17 95.35 1.63
23 Textiles 6.66 1.63 0.45 7.16 2,11 0.64
24 wool, Silk, Symethetic 0.73 0.92 0.28 1.05 1.09 0.33
25 Jute Textiles - - - - - -
26 Textile products 2.04 5.66 1.58 3.40 11.13 3.40
27 Wood and products 5.14 17.47 4.89 2,61 15.94 4.87
28 Paper and products 3.54 3.7°0 1.01 4.99 4.49 1.37
29 Leather and Leather products - - - - - -
30 Rubber, Petroleum etc. 2.94 3.51 0.99 9.92 6.41 1.96
1 Chemical and products ;—  5.89 - 336 ————0.94 -——17.62/ 4.76 1.45
i Non=metalic minei.l 5.25 4.08 1.14 2.83 3.71 1.13
33 Basic metal & allny 1.30 0.62 0.17 2.82 0.89 0.27
34 Metal products 1.21 1.70 0.48 0.92 1.06 0.33
35 Non-electric Machinery 1.33% 0.91 0.26 1,16 0.51 0.15
26 Blectrical Machinory 2.717 2.43 0.68 7.08 5'52 1'01
37 Transport equirment 1.77 1.02 0.28 2.31 1'05 0.32
38 Other mamufactures 0.62 2.52 0.70 1.27 3. 84 1.17
40 Blectricity 10.32 3.89 1.09 18.39-/ 5.02 1.53
97 Repair services 2.26 3.99 1.11 2.12 4.75 1.45
Source: Calculation based on data from ASI 1980-81

Summary Results for Factory Sector, €SO, 1984,
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As the process of industrialisation gains momentum one expects the
industrial vase of the regicn to ge.s diversgified, and the share of asro-
based indusiries to fall . In this context, the trend in Kerala's industrial

structure is not very encouraging.

A number of new industries have sprung up in the State during the
last three decades with the result that relative importance of some tradi-
tional industries is reduced and modern industries increased in the industri-
al-mix. For instance, ranks of cashew, coir, tiles, printing and rubber
products came down in terms of their value-zdded contribution in the total
factory system, On the other hand, petroleum refining, ship-building, and
electrical machinery (including electronics) moved up in their relative
poaitioné (see Appendix Table I). Yet major industries in Kerala zre of
the traditional cariety and based on the region’s natural resources. “Today,
top 10 industries consist of: Cotton textile (mill sector); Teay Basic
chemicals; Soap, Rubber products; Knitting mills; petroleum refining; Ship
building; Aluminium; and Bidi. Theze top ten together account for 50 per cent
of the total value added by the factory sector. The engineering industry-group
ig conspicuous by its absence, among major group through the last two
decades saw the nascent beginning of industries in the aren of engineering.

& mumber of product-groups under metal-based (engineering) sector still
however do not find a place in Kerale's industrial structure. BEngineering
industries even tcday account for less then 15 per cent of the total value-
added generated by the State's factory sector. The location quotient for
the few items that now appear in the engineering category (capital goods)
has value close to zerc indicating a less then "fair" share for them in

Kerala as compered to all-Indin,
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It stands to rvasun ithak the cverall indnskrial base of the State is
still charact .rised by concentration ather than divers fiecation. On the
basis of Alagh's estimates l/of specialisation coefficients of the regions
in India (reproduced in Laole &) Kerala bas a higher concentrated irdustrial-
base as compared to major states excepting Assanm, Jammu & Kaghmir. Cver time, th
the value of specialisatibn coefficient has shown a declining tendency
suggesting thereby a process of industrial diversification that is underway

in Kerala. However, the pace has been too slow to make any perciptible impact

on industrial growth in conformity with the national pattern.

Given the initial composition of Kerala's industrial sector in terms
of the types of industries, and the lack of diversification over time, the
pattern of aggregete growth rate and its divergence from the national pattfern
cbserved durinpg different sets of time-period can well be explained.in the
framework of industrial-structnre hypothesis. It has been argued by some
scholars v that the decline in the country's industrial growth rate since
mid-sixties is largely restricted to c~rtain produect—gromps, mainly of the
enginnering industry. To the extent those product—groups account for
smaller proportions in Kerala's industrizl’ structure it stands to reason
that the stagnation of mid-gixties may not have adversely affected Kerala's
aggregate industrial growth. A higher growth rate in Kerazla's industrial
sector during mid-sixties was perhaps accounted by the maintenance/improvement
of growth rates in such product-groups as rubber products, paper products,
wood products, chemicals and 'others' that occupy provortionately larger

gshares in the region's industrial base strncture.

During the second half of the seventies some of these major product-

groups (e.g. rubber products, wood products and 'others') witnessed slowdown

1/ Isher Ahluwalia, Indugtrial Performance in Indig, 1982, ICRIER,
New Delhi (mimeo)
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in ocutput growth-rate; and those product—groups, which influenced reconvery

at the national level, did not enjoy any significant weight in Kerala's
industrial base. Conseguently, herala recorded = contirmucus decline in the
agaregate growth-rates whereas, the country as 2 whole imprcved its growth
performance. Based on the lopic thet "rapid growth of the manufacturing
sector is associated with structural changes of the regicnal cconomy provided
it is sustained for a pericd of a2 decade and a half or more" Y it may be
concluded that Kerala's industrial backwardness and the divergence cof its
growth rates with the national pattern may be due to its lop-sided ihdustrial
structure. It follows; structural changes in the region's ind strial sector
should receive top pricrity in the 9tate Government's Planning strategy and

pclicies,

7. Structural ratinog and technical coefficientg

In crder to delineante strateuy opticns in the light of an assessment
of productive efficicncy of the reg’ ns industrinl system some structural
ratics and technic=l ccefficients of industries (2 digit H1IC) in the factory
sector oy be ewamined (Table 9). %e hepin with the capital-labour ratic
(fixed capit~l per employte) which r flects the capital-intensity and note
thet the industrial system in Kerals is dominated by less capital intensive
industries as coupared to all-India. T.e czpital output ratio (fixed capital
per unit of value added)} however is high in the overall industrinl system and
particularly in engineering industries {e.s. metal products, machinery,
electrical machinery) reflecting poor caepital-productivity in the region.
bpecialized industries in the region, however, show lower capital output
ratios indicating o relatively higher capital productivity =s comnared to
their all=india counter parts. The pattern iz more or less same when capital
productivity is measured by the ratic of fiwed capital per unit of gross value .

1/ Yoginder K.Alagh, "Some Aspects of Flanning rolicies in India, op.cit.
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of output. The differential betweer the region and the country, however,

is narrow. JThe product-mix of the region perheps explains the difference.

If capital output ratio is found high in a region as compared to
all-India in a given industry that region is penerally regarded to have
locational disadvantages'for that industry. Based on that logie, inadequate
development of engineering industries in Kerala can be explained in terms of
region-gpecific factors. There are however some snags. Historically, the
region developed =2s a plantation economy, a raw material base for colonial
export, without creating 2 nucleus of engineering industries. Surprisingly,
the region continued to be of an export-based economy open to international
forces despite the planning efforts. To the extent that engincering industries
are foot-lonose in character and that there is national freight equalisation
for major raw materials of the engineering industry, the inadequate develop-
ment of these industries in the region is not easy to comprehend. Without
an engineering base, inter—induglyy ]inkagés are minimal and hence capital
productivity is poor. Further, the lower capital productivity reflected in
the high fixed capital to value added ratio in the region may have been due
to regional differences iu Lechneleopy Inveln nnd preodoel mix patterng. To
say the least, the higher capital-output ratio by itself ecannut he A Aifficient
condition to draw upen any firm conclusion on the efficiency of the industrial
system. Other things remaining same, the efficiency has to be seen in terms

of labour productivity and its relationship with wage-recte.

8, Wage—cost Hypothesis

We may now examine the trend in industrizl wages and its
relationship with labour productivity in Kerala relative to all-India. It

has been ehld by the High Level Committee that "... trade union movements
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backed by vrclitical parties orgsnized agitations and successfully pushed
up the waoges and other em»luments of the labour empleoyed in the orpganised

Sector".l/ The c¢h

aractercatic ¢f the Kerala poupls as a whole is regarded
as inhibiting industrial growth in the State. Sy viewing industrial
stapnation of Kerala in terms of the '"high-wage-cost' hypotheses, the
policy thrust is ploced on sceking o consensuz of agreement amcng =211
political parties of Kerala to render investors protection from labour.
Indeced, the political wviability of such an anti~labour stance in the policy
prescription looxs dubicus. In any case, it is important tc examine
whether or not the wape—productivity relationship in Kerala is in fact of
the type generally assumed ond conveniently endorsed by the High Level

Committee.

Inreover, empirical verification of the high wage-cost hypothescs
will enable us to understond if region-specifie factors and in particuler,
the nature of labour orpganisation and its influence on the elasticity of
labour-supply schedule can provide a framework for explaining the "regional
differentiation" process in industrizl growth rate in the context of Kerala.
As explained earlier, if militancy of labour has turned to be a specific
feature in the State's traditicen of trade-unionism, the wage rate and
the wapge-share would be pushed up wmatching with productivity increase and
divergent to the naticnal pattern. The region would be unfavourazble for
industrial lecation and hence the cutput growth rate. The examination of
wage-productivity relationship in Kerala's factory sector relative to
all=Indiz ~and scme industrially advanced region will provide an indirect
test of the applicability of region-specifiec factor approsch vis—a--vis

industry—structurs approach approach in the context of Kerala,

1/ Govt, of Kernla, Ghepert of iigh Level Committee, op.cit p.110



Specialigstion cowfficient of the regions

nf India

S1.50. Repions Specinlisaticon coefficient

197) 1587 1973
1) lizharashtra 0.281 0.296 0.206
2) Madras and Pondicheri 0,405 0.303 0.736
3) ¥ysore and Goa 0.371 0.305 n.299
i) Utter Fradesh 0.393% 0.363 0.374
5) Madhya Pradesh 0.43%2 0.391 0.552
6) Punjab, Haryana znd Himachal Pradesh 0.4 0.399 0.7°7%
7) West Benpal and Andeman Nicobar 0.446 0.401 0.4 34
2) Delhi 044753 0.4 0,210
9) Rajnsthan 0,468 C.410 0.415
10) Gujarat 0.494 ¢.475 0.%"4
11) Andhra Pradesh 0.564 0.519 0.456
12) Bihar _ 0.616 0.540 n.520
13} Orissa C.571 0.601 0.506
14) ‘Kerala 0.633 0.658 0.566
15) Assam and Qripura 0.847 0.745 0.715
16) Jonu and Kashmir 0. 189 0.759 0.753

Computed from ASI Data for the Factory Sector.

Source: Table 10 from Yoginder K.Alagh, "Some Asvacts of Plenning
Policies in India", Three Lectures Deliversd at the
Govind Vallabh Pant Social Science Institute, Allahabad,
Mareh, 1585,
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Generally, labour productivity gets reflected in the ratio of
value-added per employee. Overall, the ratio in Kerala's industrial system
is not seen favourable as compared to all-India. This may be due to a
poor score in the ratio by the focd product group, which occuples the largest
share (39 per cent) in the industrial composition measured in terms of
employment. In zny case, labour productivity by itself is an incomplete
criterion unless it is related to wage-rate. Overall, the region's
industrisl systewm is pliced favourable as compared to all-Lidie in relution
0 average wages per Wworker, Industrywise, a relatively higher wapes per worker
is seen only in those areas where Kerala has no specilalisation. The wape-
rate iz much lovwer than the mational average in food products and cotton texti-
les and with their dominsnce in the region's industrial structure, the overall

wape rate is also low as compared to all-India level.

In theory, scme rough correspendence should exist between ihe
wage rate and labour productivity. 1a a comparison of regional structure
with all=India,; industries con be identified in the following typology cf

wage-productivity relationships

7]

a) wage rate is higher and labour productivity is highers

b) wase rate is lower and labour productivity is lower;

c) wage rate is higher but labour productivity is lower; and
d) wage rate is lower but labour productivity” is higher.

As far as the factory seotor data show, Kerala's industrizl
gsystem overall is characterised by lower labour productivity with lower wapes
as compared to all-India. A situaticn of higher wage rate is seen generally
in the industries having higher labrur productivity. The complex situation
of higher wages coexisting with lower productivity is seen confiend to wecod
and wood products; non=metalic mineral products and manufacture of machinery
and parts. An expleitative situation of lower wage rate with higher lower

productivity in major industrial groups is found limited to electric power
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industries

Tanle 9
Structural Ratios and Technical Coefficients in Industries
for factory sector: i980-£1
Fixed Net Wages Fixed Fixed Net Emolument
capital value per capi- capi~ value net
per added work- tal tal added value
emplo-— per er net from from added
yee emplo~- value out- sut- ratio
gﬁ:stry yee added put put
ratio ratic ratio
fs, Rs. Rs. . T
FK/E NV W/L FK/NV FK/O NV/O WE/NV
(1) G 3 @ ® @
n-21 Fond Products K 2017 3341 1278 0.60 #,0¢ Ol 0.45
I 9380 5484 2373 1.71 0.15 0.09 0.54
2 Beverages, Tobacco,
and Tobaceo K 2710 6173 3081 0.43 0.15 0.33 0.53
products I 3426 5741 2297 0.60 0,12 0.21 0.47
3 HManufacture of K 18718 14960 7181 1.25 0.36 0.29 0.54
cotton textiles I 10416 12392 7103 0.84 0.2 0.25 0.62
# Wool, silk, etc. K 34980 20156 1336 1.73 0.37 .21 0.72
1 2209% 17510 7142 1.26 0.24 0.19 0.48
% %?ﬁtilgipr°d“°ts K 9502 23241 7703 0.40 0.09 0.23  0.36
e ucing 1 8251 12087 4807  0.68 0,10 0.14  0.48
wearing appara-
els, etc.
¥ VWood and wood K 5968 7255 3718 0.82 0.19 0.23 0.58
products, furni- I 8021 8135 3326 0.99 0.19 0.20 0.49
ture and
fixtures.
B Paver and paper K 28130 19591 11439 1.43 0.37 0.26 0.63
products and
printing and 1 30498 15912 7224 1.92 0,49 0.26 0.53%
publishing
B30 Hubber,Plastic K 56910 47343 7363 1,20 0.06 0.06  0.18
Petroleum and I 32681 26158 21913 1.26 0.1 0.10 0.85
coal products
, K 82470 41683 1330% 1,98 0,42 0.21 0.35
#  Ohemical and I 76334 29740 8690  2.57 0.46  0.18  0.39
Chemical N o
products
2 Non-metalic K 54086 10695 6105 0.50 0.23 0.46 0.62
Mineral I 20250 11873 4764 1.71 0.41 0.24 0.53%
products
b Bagiclmetal K 34201 30197 13448  1.13 0.22  0.20  0.52
and alloy I 74301 21354 9706  3.48 0.60 0.17  0.52



(Table 9 contdeseceoss )

Industry Code (1) (2) (3) u) ) (6) (7)

> ﬁ,fﬁ;all,aiigd‘;;z;‘pt K 31905 10545 5246 3,02 0.57  0.19 0,55
machinety and 1 14242 17297 6765 0.82 0.20 0.24 0.4]
transport equip-
ment.

35 HMachinery, Machine
Tools and. S 16595 12144 9079 1.36 0.48  0.35 C.67
parts except . I 19751 22154 8210 0.89 0.20 0.25 0.47
electrical.

36 ﬁiiﬁ’;i;i;l X 42558 38054 10516 1.11 0.29  0.26 0.32
apparatas, 1 22}00 26278 9283 0.85 0.20 0.23 0445
appliconces

, . K 17884 18132 10445 9.86 2.75 0.28 0.65

47 Transtort equip-
nent ard parts 1 28358 17661 9518 1.61 0.1 0.25 0.63

38 Other monufact- K 23354 10644 8755 0.82 0.25 0.31 0.37

ures I 16249 18989 7291 0.86 0.23 0 27 0.50

.. Ileciriciiy K 116281 24706 7987 4.70 0.31 0.66 0440

I 177341 19568 8328 9,06 3,16 0.35 0.50

42 ¥Wgter supply X 97692 45384 10502 2.15 0.86 0.41 024
b A2465 16328 6593 2.60 0.73% 0.28 0.43

¢7 Repairs K 4123 4000 10637 0.31 0.11 0.37 0.83
1 6551 11005 7921 0.60 0.14 0.24 0.78

A11 Industries: Kerala 28621 13967 5023 2,05 0.38 0.19 0443
Tndia 38757 34419 6523 0.05 0.01 0.19 0451

=
1l

[
It

Kerala

All< India

Scurce: Calculation based on ASI Factory Sector
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generation. It must also be emphasised thot the seneral patiern of wage-
preductivity relaticnship in the reglon's enginecering industry (e.q. metal
and alloy industries, metal products, and electrical machinery) is charact-
erised by higher wasne rate with higher labour vroductivity or lower wage
rate with lower preductivity as compared to all-India. All considered, there
is nc c¢lear cut evidence from the factory sector data to suggest that the
industrial system in Xerala is characterised by higher wage cost and lower

labour productivity.

To get a more realistic picture, the data relating to the large
scale sector (ASI Census) alone may be analysed. For, smzll scale facteries
differs in their characteristic widely between regions. And locaticnal
factors relative toc 2 given industry will be reflected more in large scale
than small scale investments. The picture emerging from the analysis of
some structural ratios and technical coefficients of AST census sector for
1980-81, prescnted a profilc of the rgrion's industrial efficiency similar
to the one for the whole factory-sector. 'The picture, however, is sharper
as seen from the following wepe=productivity relationship observed in the

large scale (4SI Census) sector in Kerala:

——

dage~productivity relationship Two-digit HIC groups
a. Higher wage reates and higher 22, Beverapges, tobacco and products
labour productivity 23. Cotton textiles

26, Textile products (exc. apparels)
27. Wood and wood products.

31, Chemicalsg and chemical products
53, Basic metals and alloy industries
36. Electrical machinery

37. Transport equipment and parts

b. Lower wages and lower 20/21. Food products
labour productivity 34, Metal preducts

c. Higher wage rates and lower 30. Rubber, plastic and petroleum
labour precductivity 32, Hon-metallic minerals

35. #lachinery, machine tools and part

d. Lower wage rates and

higher labour vroductivity 40. Xlectricity
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It is cleovlv evident thst the wage-productivity relationship does not sugrest
any intrinsic inefficiency of the industrial system in Kerala as compared to

the nation,

It way ::lso be useful tc put kerals in compariscn with other major
states in Tndia. The analysis of key structuzal ratios and technical coeffici-
ents of all industries taken together in the ASI census sector acreoss major
states reveals certain interesting features (Table 10). In terins of level
of industrislisation Kerala is way behind mzny other states. Thie however is
nct necessarily because of a high wage-cost industrial system., Among the majcr
states Kerala ranks low in terms of woges per eumployee but enjoys a hipher ranks
in terms of labour productivity. Its industrial system is marked by lower wege
rates and higher productivity. In terms of capital productivity, however,
Kerala precents o poor picture as reflected by a higher rank in the capital
output ratio, As the record of rlaharashtra sugpests, higher capital output
ratic is not o sufticient condition .o reflect upon the industrial efficiency
of 2 resicn. The noteworthy feature of Maharashtrz is that it tops in labour
productiviiy ..;= oie and lovels of industrialisation. wWhat is then character-
igtic of the industrially developed :region is the correspondence between wage
rate and labour preductivity. Among industrially developed states only
West Benual presents n complex situation of higher wage rate coexisting with
lower lebour productivity. There is a parity in ranks of other developed
gtates in rclation to labour productivity and wage rate. What therefcre
appesrs more rolevant to juvdee the éfficiéncy of a region's industrial system
is the wapge—prciluctivity relationship than the relationship between capital

intensity and capital productivity.
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Table 10

Somc structural ratios ernd tcchnical coefficients in major States (ASI Census Sector)

Rank , , _ Fixed capital/  Bmoluments / val
in terns Fixed Cipltal' Ne; Z;lgz 22d6d Wages per worker value-added added
of value- POF €mPioyee pex empLoy
added Bs. Rank Rs. Rank Bs, Rank Ratio Rank Ratio Rar
(1) (2) (3) 4) (5) (6) (7) (8) (9) (1c
An:nra Pradesh 8 38736 10 . 4187 15 4421 14 3.46 7 0.50 >
Assem 15 16159 15 9463 14 2901 15 2.64 9 0.40 12
3itar 9 97560 1 13638 12 9297 2 7,15 1 0.75 1
Gu :rat 4 45617 7 17905 & 7029 8 2.54 10 0.47 7
Harrana 12 66140 5 22290 ) 65%2 10 2.96 8 0.35 14
Karzataka é 37999 11 15724 9 6673 9 2.41 1 0.12 15
Kerila 10 . 33976 12 15342 9 5394 12 2,21 - 12_ 0,42 10
Madkra Pradesh 7 77310 4 21181 3 8011 5 3.64 6 0.41 11
Maherashtr. 1 41202 9 24622 1 9551 1 1.68 14 0.46 8
Orifsa 14 61986 6 15771 8 8934 4 3,93 5 0.63 3
am:l Iiadu 3 30165 13 17664 7 7066 7 1.70 13 0.48
Utter Pradesh 5 44254 8 9960 1 * 6
West B ¢ 3 5450 11 4.44 2 0.£2 4
est Sengal 2 23835 14 15094 11 0
9052 3 1-57. 15 0.67 2
All-Tndia e
B - S 45563 16932 7388 2.69 0.52

Sourcet Based ¢u AS1 Dats for Census Sector 1980-81,
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Taple 11

481 factory sector: Keiolz

Trends in wag=s ond labour productivity

dages per Value added spoluments Valued-cdded per
Year
worker por worker per cmployes employee
Fisa R5e Fise fise

197514 2241 6402 3020 5585
197475 2446 7525 3471 G431
1975-76 2937 7842 3999 6633
1976=77 2875 8655 3855 7233
1977-18 2960 9980 4065 8367
1978-79 3977 12243 4853 10108
1979-80 4316 14920 5305 12211
1980~-81 5023 . 16802 6033 15870

Corr. 0.983;R° = .9662 corr. 0,980; R® = .9612

The correlation coefficient between wages and the pr. Juctivity is positive ond
statistically highly signiticant. Indeed, industrial wages have increased cover
years in Kerala bLut commensurntely there .oz beon n incresnse in the labour

productivity.

It is also significant to note (Table 12) theot tix snore of wpges
in value—q&ded in Kerala's industrial system is below the notiovnal averape now,
The share was above the national averape in early 70s, but it showed a declining
trend since mid 70s whercas thic corresponding share remained more or less stagmant

at all=India level.
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Table 12

Share of wages in valne_added in factorv sector

Year Kerala All-Indin
1970-71 32.22 35.09
1973-74 35.60 34456
1974-75 30.7¢€ 25.66
1975-16 37.65 33.64
1976-717 33.51 31.16
1977-78 29.66 31.17
1978-79 21.80 31,78
1979-80 28,80 32,31
1980-81 29.90 33,07

The available evidence thus stand to repudiate the general nokion
ale LD Re Ll Raninn,

of high labunr-ooap7jnbibjtiqguthg,grauth of industrialisation in Kerala. '7/

It fellows that the policy preseription for aeraleiibing indnatrialiaskion
baged on a premise, which lacks empirical support, can only mwindies b +i..

rlamming effurts in the state. To say the le

2

ast, the high wage-cost

hypothesis put forth to explain indngtrial backwicdness and stagnation hagb
— o =

ne empirical basis in the context of Keralz. If industrialisation in

Kerala has not progrecsed the root cause has to be sesrched not along the

labour-cost but in other directions.

9. Cost-structure and profit pattern

An approcch that easily suggests itself is an nssessment of locational
advantages/disadventages in terms of total costs and their components. The
aim of the appreoach is to distinguish differernces in physical factor
productivity and facter prices for each component of total cost of those

industvies which have a location quotient less than unity in a given region.
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This will help to understand wheother the lack of ~ "fzirx share" of a given
industry in a given regicon is due tc its locational cost-disadvantage. However;
such an analysis needs cost-cutpul time series dats from units of different
sizes in eech region in the ccuntry. That would butl constitute a seporate

study by itself.

As an olternative, we may here attempt a stetic comparison of the
industry-level cost structure in Kerala with th.t for the country using 450
data for 1980-81. The choice of the Census sector instead of the whole frctory
sector is guided by the censideration of capturing the aver:sge behaviour of |
loss=-heteropenous industries in terms of size characteristics. The cost
structure of =2n industry is viewed in terms of percentage shares of major
components {costs of fuel, row materials, other purchased inputs, emoluments
and supplements to emoluments, rent, interest, de_.recistion, and profit)} in
the value of cutput { = total production + profit/surplus). The analysis can
be expected to provide the profilec or the region's cost—advantuge/disadvantuge
from location, size ¢ffect held constant, as compared to 21l India and the

majcr industrialised states.

The pattern of coust of production and prefit in major industries
in Kerala. {Table 13) indicates that the region's industrial system is in a
disadvontageous pegltion with respect to material-cest and interest components
in its cost-structure. A4 relatively hisher material component in the totel
cost os comnared to all India partly is the reflecticn of either peor physiesl
productivity or high input prices. The core induslries in the region {e.g.
fecod products and paper & paper products) are however seen to have lower
meterial cost as compared to the corresponding share in the cest-structure of
these industrial groups at the naotional level. The overall higher materianl-
cost component in the region's cosl structure cannot therefore be attributed

to material transformotion inefficiency. It is more likely to be the



Table 13

Fattern of cost of production ane profitability in major
industries (ASI Census Szctor ¢ 19’30-81)

o _ 'Asr nsT | cent- of froass V?_.:|‘L:_'3 4Of’_pl-lt_[‘)u't_ Profi

S , as pe

¥IC Mate~  Other. Trolu= Sup: Te— . _ cent
(zde Fuel " rial inputs ments Zzgii{y Rent i\:ilier" 2;5:9_ Profit ;—2;?_:
(1) _2) sy i) mEY (Y (o viops fa) (10

I 3.47  T74.70 9.30 -5.75 0.58 0.13 3.61 2.05 AN

© K 2.54 57.56 12.95 9.83 0.91 0.05 2.59 2.85  10.69 25.79
1 I 3.035 958.43 16,90 8.30 1.07 0.39  3.09  1.57  7.18 17.25
23 K 3.25 53,22 10.90 15.71 2.32 0.05 4.24 3,26 7.41 11,21
I 7.45 54.66 B.40 16.81 2.42 0.1 4.09 2.49 3.57 7.82

26 K 2.38 63,96 2.29 10,70 1.88 0.05 n.6y 0.69 16,22 37.83
S I 1,55 56.70 25.02 7.58 0.94 0.53  3.31 .08 2,92 9.06
7 K 4,82 56,40 T.40 19.35 2.90 0.19 6.07 2.31 .59 1.03
I 4.20 56,67 R.39 14.07 .61 0.23 4.°" 3.11 6.07 8.06

K 2.78  49.04 16,32 16,92 2.85 (.25 3.39 .26 2.79 3.91

I 10.92 JA.41 B.B4 15.00 1.55  0.27 4.65 4.75 5.48 6.93

K 0.50 92.82 0.82 0.81 0,17  N.0§ Z.00 GeBS ~.99 4.56

I 1,29 84.78 4.72 2.38 0.38 0,07 1.88 1.23 3.21 8.82

K 9.13  57.57 5.81 7.61 1.57 0.05 4.72 5.74 7.82 10.48

I 9.03 56.11 11.06  7.32  1.19 0.05 4.72 5.28 4.85 6.02

K 24.14 23.71. 7.20 27.61 4.71 0,38 0.04 1.89  10.37 27.59

I 19.89 42,95 9.30 11.89 1.65 0.19 3.67 £.06 6.46 9.19

K 11.66 57.58 8.97 9.85 1.43 0.26 2.45 [.F5 6.0y R.O2

I 13,67  53.37 9.81 9.90 1.49 0.1 3.55 4.75 3.34 3.07

K 4.97 59.60 13,20 12.61 1.97 0.23  5.90  3.33 {-)1.73  (-)2.67

I 3.17  55.55 11.19 13.53 1.96 0.29 4.47 2.10 7.74 15.56

5 K 5,20 42.72 T7.34 36,76 6.58 .38 945  0,26(=)19.72 (-)9.93
I 2.18  54.57 15.49 12.13 1.79 0.23 4.27 2.54 6.76 10.31

6 K 1.72  60.71 8.84 8.64 1.36 0.20 7.51 2.34 8.65 13.06
I 1.84 59.41 11.67 11.23 1.75 0.23 4.13 2.09 7.61 12.16
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Table 13 contd..ecea -

NIC

Cude (1) (2  (3) @ ) (e () (8) (9)

37 K  2.40 53,69 10.8% 18.33 2,14 0.19 20.25 4.43 (-)12.26
I 3,03 57.47 9.17 16.70 2,02 0.20 3,14  4.41 3,83
38 K  0.60 46.17 20.07 10.87 1.40 0.06 6.10 1.94 12.88
I 1,55 51.96 12,88 14.28. 2.06 0,24 4.82 2.83 9.54
40 K 0.56 1.58 23.02 26.62 0,06 - 55.13  8.69 (—315.67
97 K 4.84 12.26 40.04 27.74 2.06 0.15 7.82 2.02 3.07
I 4.57 39.08 25.60 26.11 2.53% 0.07 0.50 1.16 0.33
T K 3.90 67.42  6.68 8.22 1.03 0.08  7.06 2.30 2,72
ries I 8.87 51.11 11.76 12,53 1.62  0.26 5.66 4,03 4.16

K = Kerala

I = A1) India

Source: ASI Census Sector Factoxry Data 1980-81.
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reflection of regional differences in input prices especially prices of
materials that go into engineering industries, Illustrative cases include
the manufacture of basic metals and metal products, for which raw material
and other purchased inputs have to be imported. Detailed case studies are
needed to confirm whether the higher material-cost component in Kerala's

industrial cost-structure is due to higher input prices in the regicn.

In terms of locational cost—advantages, the region's industrial
system is placed in a favourable position with regard to fuel costs, labour
costs and rent components in the cost-structure. These advantages are
significant in the case of engineering industries as seen from relatively
lower proportion of these items in the cost-—structure. The surplus gereration
(profit) as a proportion of the value of output in the region is however low
as compared to all=India. In particular, almost all engineering industry-

groups show net losses in the state.

The analysis of inter-state variations of the cost-structure indicates
(Table 14) that Kerala is a region which has the least fuel cost. The share
of labour cost zlso is low as compared to industrially advanced regions,
except Gujarat. In terms of the ghare of material-cost Kerala is in a
diéadvantageoué position as compared to industrially developed regiong. And
Inter—costs alsc appear relatively high in the region's cost-structure.
Conseéuently, profit as a proportion of value of output is relatively low in

Kerala as compared to industrially developed regions in the country.

When profitability is measured as return to total investment
(i.e., profit as a percentage of invested capital) Kerala's record of
overall profitability is on par with the all~India figure. It is however,
worth noting that the profitability recorded by engineering industries is
lower in Kerala than their counterparts at all India level and further, some

activities like the mamufacture of machinery and fransport equipment in the



38

region, in frct, recorded losses., e profit ability ~f industrial
investment in Kerala is low as compared t¢ the more indusirially developed

states, except West Deng-l.

A1l considered, the patts-.r of regional production cozts and
profitability underlines Kerala's locationsl advantages in terms of costs
of fuel and labour costs as conpared to all lrdis and indusfriully develcped
states. 1n view of locationzl diszpdvontage in materizl cost and intcrest
cost, however, the profitability in the regicn is low particularly in
engincering industries, we therefore conclude; the region's industrialisation
can not be explained fully in the fromework of locational cost-advantape/
disadvantages. If at all the cost-framework is used, the lccztional cost-
disadvantage of Kerala looks cornnected with its lop-sided industrial structure

and not with the high labcur cost.

10. Other repgion~seeciiic factors

This does net imply that regica-specifie factors do not play
any significant rcle in detecrmining the regional growth pettern. Indeed,
gources cf industrial growth in z region are complex and ‘change with regicpe
specifie envircmment as well. There sre however no easy ways of identifi-- |
‘cation. ¥ellowing conventicnzl wisdom cne may list cut some key slementem
and examine how the region is placed at a time period in respect of each,

Cbviocusly, the list shculd include both demand snd supply—side variables.

With regard to ihe demend, the relatively low per capits Btate
Domestic Product at first sight would present Keral:s =53 an unattractive
location for industrial investment. In particular, fluctuations and the
stagnation in asricultural growth rates in the State will receive concider—

ation in the context of the zgricultural-mznufacturing linkage hypotheses
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Table 14

Industrial cost-structure of major states : 1980-81
(4S1 Census Sector)

Cost as percentage of value of output Profit
.hxes N Mate Supple= igra
- _ 1 D -
Fu rial cher Eimolu mentary Rent Inter- epre centag
el _ inputs ments to cst cia- Pro- of
consu emo lu- tion  fit
med ments invest-
) . ) ) . - e X ed capjl
) \2) \5) \4) (5) \o) \7) \8) \9) (10)
| Tl
Pradesh 6-99 57.48 8.35 13.38 0.88 0.21 5_65 4.16 2.90 2.84

Fsam 6.50 64.96 5.29 7.52 0.64 0.01 2.93 451 7.64 7.54
! 12.64 56.53  7.29 12.26 1.63 0.06  4.84 7.40 2.65(-)1.76
9.33 61,60 9.00 7.94 1.00 0.13  4.25 3.35 3.40 4.98
7.22 60.46 8.29 7.26 1.079 0.15 3.54 3.80 8.27 9.78
6.62 52.00 12.08 12.99 1.86 0.21  5.42 4,87 3.95  4.27
3.90 67.42 6.72 8.22 1.03 0.08 7.C6 2.80 2.77  3.87

10,76  46.80 10.97 11.10 1.60 0.10 T7.05 4,63 6.99  5.04

5.98  5T7.55 12.22 10.20 1.52 0.47 4.02 2.45 5.59 8,86
12.24 46,11 14.58 12,60 1.39 0.05 2.99 7.10 2.94 2,31
6.57 60.21 10.93 7.12 0.63% 0.10 6.68 44 3.32  3.48
6.14 54,59 9.38 11.00 1.28 0.16  T7.49 4.80 5.16  3.79
6.27 61.10 10.11 9.49 1.29 0.12  4.01 2,80 4.81  T.64

10,73 55.52 10.04  13.22  1.26  0.14 8.70  2.66 =2.27(=)1.79

T.44 5T.33 B.43 16.64 2.14 .0.21 4.12 2.27 1.38 1.83

@l India 8.87 51.11 11,76 12,53 1.62 0.26  5.66 4.03% 4.16  4.14

Sources Based on ASI Data, Census Sector 1980-81,
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aenerally advanced tc explain industrial growth (stagnatlon) Y and itsg
regional differentiation process.g/ Lowever, some empirical studiesj/

tend to suggest that agricultural growth trends in States do not adequately
explain chanpes in the growth rates of their manufocturing sector and inter-
state differences in particular time periods. In any case,; as the most

densely populated part of the world Kerala has a large sonsumer market. The
State economy is onc with high ligquidity as a result of emigrants' remittances.
Although precise estimates of repgional demand elasticities are not available,
casual empiricism suggests the increasing demand for factory-made consuner

goods especlally durables. At present, the regicnal demand is increasingly

met by imperts from other repgions. In any case, industriazlisation in a multi-
regiongl country need not be exclusively based on local markets though it can
act as a catalytic agcent. What is significant is not the direct demand, but
inter—-industry demand acting through industrial-structure. The lop—éided and
concentrated structurc of the industrial sector in the State presumably is
restricting the inter—-industry demand and acting aos o seriocus constraint to

the acceleration of the region's industrizl growth rate. The type of industrial-
structure in Kerala araxrt from acting %hrough inter-~industry demand may be
adversely affecting the supply-side varaibles due to the lack cf technological

linkages and agglomeration econcomics,

On the supply side are tc be considered such variables as raw-meterial
infra-structure, labour and other factors. The State is handicapped by

geographical location for metallic mineral rescurces. The handicap scts

1/ K.N.Raj, Growth and Stapgnation in Imdian Industrial Develcpment,
Econemic and Politicnl Weekly, Annual Humbor Feb.1976.

2/ Krishna Bharadwaj, Regional Differentiation in India: A Note, Economic and
Political Weekly, Annual Number, Feb. 1982

3/ For instance, Thirthankar Koy, Inter-State Variations in Industrigl Growth
Rate, M.Phil Thesis, Centre for Development Studies, 1984 (Ch.3)




compouned by the lack of agglomerati-n econcmies. 4 slrong point in fovour
of the State is the avnilab}lity of skilled labour. &and as shown earlier,
labour cost relsative to productivity in £eralz cannot be considered as a
constraining factor. #dequate supply of skilled =nd semi-skilled labour
flow, excellent educational base =nd socizl ethes conducive to modernization
place the region favourable for locating skill-intensive and technoleogy
oriented modern foot-loose industries., The region's ssving rate is ~lso
relatively high to facilitate capital formation. Kerala iz also a region
with a well=developed physical and sccial infra=-structure. On the bqsis

of CMIE Irndex of Infra-str:cture Development covering sixteen indieators
Kerala scores fourth rank amcng the major States in Inuia. Above all; no
other major state in Indi:s has a2 soecial infrastruclure so developed as in
Kerala. ™Many commentators have praised the stote for providing extensive
welfare programmes comparable with advanced country standards. This is an
important aspect, for "locational attractions include social amenities,

a pleasant snd healthy environment, climate and many cther kinds of influences"%/

411 the above =nd many more ~re supply-side ingredients which

are required for industrisl growth but -11 these nre of secondesry importence.
The first order conditions inelude (1) propens¥ty of the labour force to
accept some minimum degree of discipline {2) entrepreneurship of the community,
and (3) government policy frrmework, If these cre ~vallable, the scecond
order frctors can be cresmted in = plenned economy. Scme brief comments on
these firet order conditicns would; therefore, be helpful in identifying the

constraints of industrisl growth,

1/ HM.Richsrdson, Regional Growth Theory (London Macmillen, 1977)s pp. 108-9.



42

The trsaditicnel thecry of Jocantion postulates economic rationslity
of entrepreneurs and srys thet industries tend to be locoted on the basis
of maximis=ticn of profit and minimizotion of cost. It has now been recog-
nigsed th~t "prcefit maximizstion or eoast minimization is an wnsctisfactory
goal for location decision meakers" and "location decision, more than most
managerial decisions, has to take into account psychic inccome's influences
and other personal factors, which src not easily compatiable with narrow
definition of economic rationality".l/ The difference in entrepreneurs
psychic costs and income between regions are in the nltimate analysis
dependent on their perception of a given region's secure ond steady environ-
ment for business. These verceptions can get distorted by subjective
preferences or misgivings of the objoctive conditions in potenticl loueztions,
Even if the strict cealculus of costs and returns may indicate a given region's
prospects for a hiszh return due to its nesrness to cheap labour, availability
of power, cnpital, etc., the entrepreneur's perception of the labour farece
in 2 given region as militent and .rcuble-mokers addg to psychic cost and
hence distorts locational deecision. From the view point of the c¢limate for
industrial investment, theretfcre the propensity of the labour force to
accept some minimum degrce of discipline becomes an importsnt factor in

influencing the locaticnal attraction of a piven region.

In the s2bove context, there is a general feeling among entre-

preneurs thet labour is more restive in Kernla thun elsewhere. A survey

1/ Tbid.



carried out ts a sccial scientistl/ chong a sample of Molayalee swmall~scale
entrepreneurs operating ianamil Yadu and Kornataks indicated cheap labour
ard. peaceful atmosphere as the most important fzectors influencing their
decision for loecating the units outi de Kerala. F[Macro data on mandays lost
through industrisl disputes show that the annual average mandays lost during
19758-82 was a high as 205 per 100 workers in Kerala's organised sector as
against 131 for all-India. The data tend to sugpest the militant character-
igtics of Kerala labour. It is but important tc recognise that the high
incidence of industrinl disputes can as well reflect to the peculinrities of
the states industrial stfucture dominated by dyins ond problem~hidden
traditional industries. Pending detailed studies on the nature of industrial
disputes by causes, by types of industries and by types of employers, etc.
any attempt at genereslisation of the characteristic of Kerala labour is
indeed cynical. It may alsc be underlined that the average loss of mandays d
due to industrial disputes in more developed regions like Tamil Nadu, Karnataka
and Maharashtra is equelly substantinl. Besides, the recent data show that
the incidence of industrisl dispute in Kerala is on the decline.i/ Presumably
the trade-union culture i werala muy be such that thore nry be différonce
of depree in the approach of the Kerala workers in dealing with 'stiff-
necked' employers as compared elsewhcre, Basically however all workers are

capable of rezcting favourably and performing well when led by & strong and

b

1/ M.A.Oomen, "Mobility of Small Scale Entreprencurs. A Kerala experience,"
Indian Journal of Industrial Relationg, Vol.17, Number 1, July 1981.

2/ Referring to industrial disputes in Xerala, the High Level Committee Report
quotes a cynic as saying "likc the coconut trec we stand apart from each
other with our head high. We are collectivel, foclish despite being
individually intellizent". (p.110 of the Report).

3/ he data for 1983 show that average mandays lost per 100 vorkers in Kerala
was only 105 as against 510 for West Bengal, 469 for Haharashtra and
158 for all-India, The 1984 data present a still more emcouraging picture,



at the same uime sympetheitic mrnsgen .nt. Therefare, libour organisation in

Kerala per se cannot be l:randed as the constraining factor in Kerala's

industrial stapgnation and backweardness.

kevertheless, the fact remains that Kerala is seen by entre-—
preneurs as a raegion lincking incustrial peace. The perception may have been
moulded by lack of appreciation of the positive role of unionisation or by
comminication gap. The politiecal environment may also mould the percepticn.
But the perception prevails and tends to discount "psychic" income and other
locational advantages in the state. It is in that sense region specific
factors and in particular the labour can be an explanatory variable in the

regiong industrial stagnation.

This tokes vs to entrepreneurcship, which is another critical
factor on the supply-sia.. Kerala is often cited as a typical case;
industrial growth is constrained by lack of adequate number of entrepreneurs.
There is a general notion thot o Malayalee would put his savings safely in
a bank and earn modest interest regularly bhut would not risk it to earn a
better return in a tusiness enterprise. 4 talented business executive from
Kerala would gladly join cn enterprises as Managing Pirector and run it
very competently but he hinselt, even if he has funds, would not venture
to start an enterprises of his own. The risk—taking trait in Keralaites
is generally taken for granted as poor. Indeed, the entrepreneur class in
Kerala may not be comparable to that in Gujarat. Yet, it cannot be ignored
that certain communities in the region (e.g. Syrian Christians) have
demonstrated their risk—taking trait in trading’financial and plantation-

related enterprises. Apart from the internal characteristics of a community



townrds Tigk-telting, entrepreneurshi . relevont to indur trizlization cornotes
the externsl environment which determine the oppertunity for profitable
investment, If industrial entrcpreneurship is dorment in the stite, the
particular environment may be partly resoonsible. ds pointed out by Haj
there is no c¢lear evidence yet of growth of entrepreneurshiy in Keraln except
at the fringes; this appears to be less due to lack of the necesscry ability
. S, . tiven A
then to the existence of othier seemingly more sitrsctive allernntives,

The situation seemingly hes not changsed since then.

While thne importance of entrepreneursnip is recognised in a
capitalist relaticns of production, it is poor in logic to 2rpue thet a
soclety lacking in entrepreneural tradition should rowmsain induabrinlly onder—
develored netwithstending othoer loc-tional adventnges. Just becouse o
soclety 1s cndewed with the beople who have developed risk-taking troit feor
goclolosieal ¢r historicsl reesons it does not follow tiwt the region would
cet industriglly develeoped. Rojasthon is a region well endewed perhaps even
better than Gujizrzt, with an entrepreneurial compunity but it is one of the
least industrially deviloped repgions in the country. If the Keralites lacks
the quality of privete entrirreneurship, the responsibility of the State
Government is preater tc takoe up the leadershin role as nan entreprencur first
and second, to creote the necessary oxtornsl cnvirennent for entrepreneurial
development., This requives appropriate planning nolicies wnd programmes {for
develeping the confidence of the people for resource mebilisation and

deployment in industrial activities.

IT State Goverment's Yolicy

In the context »f Kerala the role of the Stite as an inveztor

agsumeg critical importance for historical reasons. The lovel of priveote

1/ K.N.Raj Approach to the Planning of Kerale's Heonomy, in Planning for
Progperity in Kerala, Delbi Molayalee Associction, N.Delhi, 1960 p.42.




investment in herals nove renoincd airtorisc~lly very low. Even todey the
private scetor asccountg for only about one thirc (}2.6@) of the total
investment of R, 1192 crores in lorge =nd nedium industries, {See Table_15).

it is the public scctor investment thet sustain industrial activitics in

tne state: Centrzl sector cccounts for 52.6 per cent and the State sescto

12.1 per cont of the total inveslment. Heagons for this arc many among

wnich, the important oncs zre embeded in the history: the lack of industrial
infrastructurg investment undcer colonial pelicy and expcrt-base appronch

to regionzl development during the nost-indepenaent pericd. The pattern of
development divertcd priveate investment into relatively quick-return
activities rel~ted to plantaticon, contreacdts for punlic welfare programmes
financizl entreprisces and conmerce at the cost of industrial activities.

The emerping industrinl gtructure acecentuated by the poor aveilability of
industrisl mincr:1ls, wes too lop-sided to ensure inter-sectorsl linkaoges

and ongglomerntion economics for the oversll inﬁustrial progress.  licst of thesc
digadvontiges still persists in kerola and therefore, as in the past industrinl

ndvance will gre-tly depend on punlic scetor investment.

Indeed, the stote government hos set up 2 number of industriol
ventures oxelusively under its control and jointly with priv-te sectoxry hus
bcen liecisoning with the Central Government Tor loention of Centrzl Govern-
ment projects ns well privete enterprises under Industrinl (Yevelopment and
Repulation) Act, and hns been providing figcal incentive and infrastructural
facilities (e.g. industrisl cstete progromme) for the promotion of smnll
scale industrics in the stote. An ossessment of the effectivencss of the
Strte government poslicy fremework in all these dircetions is necessaxry to
identify the clcuwents in Covernment policies znd programmes that may hove

constroined tuc poece of industrinligation in the regicn. An attempt towards
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Table 15
Orgraiseticnal “attern of Investment in Large & Medium Industries in Kerala
e as_on 1983
—- _.Tnnnnmnamnmww—"~j:~- Joint Cooperative Private Total
[ndustry ggﬁf i;; Si&r Sector Sector —.
e % R % s % Rs. # Rs. 7 Rs. %
. hgro-based 96 R 5.67 . 148 1.45 677 6.63 8720 85.42 10208 100,
(0.15) 294 (3.95) 2425 (8.25) (47.85) §22.39) (8.56)
5 Dk 292 _ 7657 o 22334
2, Fozest (32,36) G340 (1.56) 102 (16,08) 1430 - (19.65) 420 (qai73) 100:0
: _ - - - - - - 50 100,00 50
po HMarine B (0.93) (0.04) 1000
. Mining/Mineral 796  36.07 600 27.19 212 = 4,32 - - . 539
(1.26) (4.15) (15.18) ’ (1.39) 24442 %2025) 100.0
1.
) 1412 | 704 6 6 08
Texti 1.70 13.02 161 1.49 - 49 7302 7,30 10849 .
¢ emtiles Glozy 10 (9.20) ’ (8.98) (49.75) (18.75) (9.10) 190
'« Chemical 008 £767 ' 765 4268 0. 40919 100.0
R (46.00)73.52 (46.00) 1410 (42.66) (3 o0y 34 0.08 (10.95) R 7D
. Electronies/ 1031  9.50 4018 42.57 155 1.43 - - ,2045 6.50 10849 100.00
Electrical (1.65) (32.03) (8.65) {12.95) 46230 (9.10)
. Bngineering 15254 . T - - - - 5368 21846
(a33)9 128, +€0 (13.79)  #T  (18,32) 100:00
411 Total 62590 52,56 14414 12,07 1793 1.50 1415 1.20 389449 32,66 119262 100.00
(100.00) {100.C0) (100.00) (100.00) (100.00) (100.00)

Figures in parenthesis percentage and vertical total

Sourcet Based ¢n table VII-3, Report of the High Level Committees on Industry,

State Ilanmming Board, Trivandrum 1984,

Trade and Power, Vol,I,



48

fuch an cosesshient Con oo eEpocbed Lo poy rich dividends in terms of
directicns for industrisl pleonning ond policies. It is beycond thoe scope of
the present pnper to deal with such ~n cmnious tosk, but o guick scoanning of

3 e

somc relevint doto and litersture tends to supicst thet the Covernment

policy fromework hes not boen offecetive enoupsh to pull the regicnal ceonomy

out of industrisl underdevelopnont.

To illusirste, industrin) investment in the Stote sector; as
pointed out by the hish lovel committee,l/did not recelve adeguate attention
in the development plrns. Bogides, the pattern of Stote investment mopears
lop=sided. The limited State investment in larpe and medium industries is
coneentrated in chemicnls ~nd ulectroniés (7% of State investment), The
mengre shore (?%) in the cngineering invustries reflects the lack of dynamism
on the part of the Stote to enter into Iields whiore privete sceter is

dorment but walch are vitzl to ensume o diversified jndustriszl structure -=nd
growth, 14 in olse noteworthy Sth-t ehe St-bes initistive in promoting private
entrc prencurship through Joint Secteor specinlly In foot-locse incustries hns
becn poor. Marther, investrnent in the public sector enterpriscs of_the
statc has not been yielding adeguate returns with o number of enterprises
coentinue to incur losses whichi in - large number of centerpriscs nccumul=zted
beyond the veolue of pelid-up copitrl. The resscong fer the peor serformance
are eomplex and sre net; s penerslly beliwved, conficnd to lzbour troubles
and orgmnigations]l wenknesszs. Me losz ilmportsnt zre product choices, narket-
ing arrongoeents, pricing policy, inter sccetors]l linkages; cholico of
tuehnelepy, wodernization, level of HaD, monoperial autonomy and other

factors conucected with the industrisl planning.

L)

1/ Uovernment of Kerala, Report of the figh Level Committec, op cit p.126



The Statc sovcrmment offer: on tis pesvert nf Fiher industrialiscd
Statesn fof indnatrial dispersal a long list of incentives and soncksgsiors to
attract private investment from within and outaide the rogion.l/ The state
has also set up institutional machinery for the promotion of modern small
gscale indusgtries. Ag a general point, an enviromment of every state vying
with each other in providing such fircal invenlivos ruvducos gheir affective—
ness as loecation—influencing factor. In the particular case of Kerala, the
implementation of these schemes is not carried out with the same business-
like spirit as in some industrially developed regions. That the high level
committee 2/found Kerala's performance in the matter of promoting industrial
estates poor when compared to neighbouring States illustrate the point.
Presumably, the promotion of smal}l scale industriés is not likely to make
much headway as the development of large scale and medium scale has been lagg—
ing behind mosf in Kerala. As has been shown in the case of Gujarat the
succeés_of small-industry development strategy depends on efficient planning of
inter-related acti&ities 50 ag to take advantages of linkage potential within
the local economicsé/ In the case of Kerala it seems efforts are taking
to generate inter-industry demand by planning technologically inter-reiated
industrial clusters. The State also lacks dynamism to design immaginative

policies/programmes that would kindle the innovativeness of local industrialists

It may be that the ability of State to provide the necessary lead

is greatly constrained by the lack of financial resources. Unfortunately, the

1/ Kerala Government offers investment subsidy, interest-fee,sales tax loans,
exemption from sales tax for the first five years of small scale units, ‘
heavily subsidised electricity tariff, margin money assistance and the like.

2/ Government of Kerala, Report of the High Level Comnittee, op.cit. p.21.

3/ See K.K.Subrahmanien, Linkage of Small Scale Industry, Indian Journal &
Labour Economies, ed. 76




Central governient investinent alse has wet beern zirnificant enough to help

the situation., The data on the distribution of investment in Central Govern—
ment unteriaiin, cercas states indicates that Kersla's share is below its
population baze nnd surprisingly has been on the decline. In Varch 1933,
Central Governmant investinent in Kerals remained at R.618 crores accounting

for just veiow 2 per cent of the totazl. This cannot necessarily be inter-
vreted to mean a “step motherly' treatment from the Ceatre towards Kerala. ZTor,
relatively lurg21 regcurce allocation te states like Dihar and Madhya Pradesh
are to te meen ir thne context of the compulsion of the natural rescurce location
and the welight piven to economic backwardness in plan resource allocation. Yet,
a disproportionate sharce for Kerala in Central Goverrment investment in foot
loose industries, vhich are not necessarily tied to location of raw materials,
tend to suggest somie cynical favouritism and political opgortunitism in the
interresgional allccation of Central public sector investment. The data on the
regional distributicn of Indusirial licenses/letters of intent under Industrial
(Developient and Hegulation) act so also on the financial assistance disburae
by financial ingtizetion t2ll & similar dismal story, 411 these indicate to
gome mMeasure the ineflicisncy ol the State Goverrnnent's lizigon with the
Central Governmesut in relation to rescurce allocation for the region's
industrial developrent. Viewed in thot perspective, the State Government's
policy framevors can said to Le lacking in dynamism for removing the constraints

on both the demand =nd supply side to_structural diversification and rapid

industrinlisation,



12. Conclusions

Cn the whole, the discussioi. leads us to conelude that viewing
industrial backwardness (stagnation) of a State exclusively in terms of
region-specific factors e.g. characteristic of labour, nature of trade-
unionism and guality of entrepreneurship - is illogical and irrelevant
in the context of Xerala. In particular, the high wage-cost hypothesis to
%xplain gtagnation in industrial growth-rate and its regional differentiation
process is deveoid of empirical support in the case of Kerala. FYlamning
strategies based on the populist notion of trade union movements pushing up
wages without corresponding increase in the productivity may misguide develop—
mental efforts in the State. The search light should focus on the industrial-~
structure hypothesis which emphasises inter—industry demand and agglomeration

economieg as fractors determining the pgrowth pattern.

Indeed, supply-side factors espacially, some.degree of labour-
discipline and external cnviromment of entreprenurship are of significance.
Viewed in the historical perspective; the paee of industrialisation in the
region largely depends on the Govermment's policy framework towards industrial
pianning. The role expected from the Government of a state like Kerala is
dynamic one of providing the lea& for the modernisation and diversification
of industrial structure by public sector investment and by creating a
climate, of confidence for private investment from within and outside. This
calls for imaginative schemes for mobilising and channelling investible
resources in the right types of industrial activities based on the region’s
comparative advantage in the supply of human capital, To top it all, the
Government has to demongtrate the feasibility of profitable modern industries
by improving the operational efficiency of the State sector and joint-

sector enterprises,



In short, manulaciuring ircustry cof the nodern variety is
marginal at present in hcrala hut is central to its future. £ major
effort by the State to accelirate industrialisation with a diversificd
structure is necessary and very imnortant condition of economic growsh
of the region, FEow far this should Lo carried out and what strategy is
to be followed for diversifying the industricl structure of the Stase
kxeeping in view constraints in resource mobilisation by the Government
of a member-state in o federal policy, are the majcr plenning and policy
issues now. If re-structuring of the Cuntri-state relation with respect
to industrial pimnning is found eszenticl, it is but fair fer the State to
voice its concern on grounds of efficiency and equity in the de—ccnﬁraliscd

planning.
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(Share of Industry-—groups in value-zdded by
Factory sector and location quotients)

Industry

(@)

FOOD PROLUCTS

Bodry prodacts
¥Yruits & vepgetables
Figh

Grain 1ill products
Bakery products e
Sugar

Edible oil‘

Tes,

Coffee

Cashew

Starech

BEVERAGES, TORAMCO & FuOD,

Distilling & blending
Bidi
ONTTON I'EXTTILES

Cotton textiles (mill)
Vieaving (handloom)
Weaving (powarloom)

Other cotton textiles

WOOL, SILK & SYNTHETIC TEXT.

Manmade textilc
TEXTIIE PRODUCTS
Knitting millg

Raincoats, hats ete..

Coir & products

1964

1976-79

%shere T share Kerala Lo¢
in total o in total share tic
factory Rank factory Rank in all quc
value- value- India ent
addes .~ added e
(3) (4) (3)  (6) (D) (8)
0.03 0.36 1.69 0.6
0.25 0.16 7.25 2.9
1.30 0.70 (153.§3j§ 9.3
0.64 0.16 T0.46 0.1
0.02 - 0422 (107 0.7
0.06 0.36 0.49 0.2
0.34 1.64 0.6
( 6?@{? 2 10.57 A.D
i $0.10 5.71 2.3
f28‘65 (3@ 13 62.07  24.2
- - T0.57 11.57 4.6
1.13% 4.85 4,14 1.6
.31 1.21 7.65 3,0
0.82 3,64 40 13.52 5.4
6.71 1,32 0.5
1.20 56.75 . 22.7
8.35 0.12 2.54 1.0
0. 10 11.17 4.4
2,99 2,12 0.8
2.99 14 1.29 0.5
4.35 5.98 11.95 4.6
0,15 AJT2 & 42.88  17.1
0.29 0.03 3,33 1.3
.91 B 1.23 62.40 24.9



(1) (2) (3) \4) (5) (6) {7) (8)
27. WOO0D & wOTD PRGDUCTS 4.5% 3 Z6 14,60 5_8
210 Veneer & Plywond ;.37 7 2,04 18 17.58 [BY
271 Swwing, planning of wood foote 1.38 19.50 7.8
272 Bamboo, recd containers om 0.08 397 1.6]
27+ Hooden iucustrisl goods 0.03% 3.19 143
27¢  anloure C.18 0.23 10,65 4e3]
29, PiPiR & FLPER FRODUCTS 3¢ 11 571 3.75 1.5
280 Pulp, paper, Newsprint 0.02 3.12 12 4 .40 1.7
251 Papcr eontniners, boxes etc. 01N 1.14 Cud |
250 rFrinidnc of lewspapers o 1.09 6.M3 2441
285 Fracting of periodicals 3.09 9 0.93 3433 1.3
257  Uther printing 0.46 2.26 0.9
30. . RUNig, FLALGTIC, POIROL, COAL 4.64 10,93 .09 2.4,
A iy .ofrs tubes 1.55 19 3.92 1.5‘
Fo0 0 Cvonel PFootwenr 0.10 2. 17 Ne8
504 Othcr rubber products 4,64 ) 4.75 5 22,63 9,0
303 Other plastic products 70T T " 6.02 0.18 ‘e
%04 Fevecleum rofining a.21 7 777 3.1
31, il LTare 2 BROLICTS 13,55 15.36 2.48 1.0
310 asic clemicsl: 2 6.18 3 6.68 2.6
311 TFertilizers & pesticides I 9.11 . 1.79 1.58 0.6
313 Drups & niediecinces ‘ 1.75 1.31 .5
714 Yerfumes aogmetics gsoap 44437 6 5.21 4 6.91 2.7
SAN 0 Te T e ] 0.N1 0.12 1.27 0.5
316 Wnuwoatic., rcsins ete. 0.30 0.36 N1
27 oo 0.01 0.17
32, FOW=MFILLIC 1inALS 5,15 4.30 3.03 1e2
320 Sirvetural sloy oroducts 5.09 . 3.29 1 12.83 4.8
321 Glasgs 1L plzes products e “ 0.C9 ! 0.35 C.1
323 Chin:vere & percevainvare 0.06 0.24 2.38 0.9
324 Cewent, lime & plaster 0.42 0.93 0.4
329  QOther uon-nctallie 0.28 Z.36 0.9
33, LondC LB & ALLOYS 1.44 £.13 1.5 0.2
350 ..o & Steel 1,34 0.61 0.17 ..
51 <ovdricoa and forgings 0.47 0.39 .1
353 Coprex 1,31 15.89 6.3
335 Aluminiun 3.74 9 12.54 5.0
3. Torn LTS 1.04 1.93 1.76 0.70
34C  Ushricated metal oroducts 0.96 3.79 1.5
340 o otur L oactal preducts 0.2% 1.01 0.7
LEA uoauwoviture & fixtures 0.0H 0.34 0.1
342wt tocdas & herdware 0.22 2.M8 0.8
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"35. NON-BLeCTRICAL MACHINERY 1.0 1.9% 1,76 0.7
350 Agricultural machinery 0.03 .10 0.1
% bachinery .for food, textile 0.05 0,08
354 n for other industries 0.10 L3V 0.1
36 Alteration & repairs 14 0,02 0.03
357 Machnine tools 2.27 17 6.94 2.7
358 Office machinery 0.01 0.13
339 Other machinery repairs etc. 0.10 0.91

b6, ELLCTRICAL MACHINERY 1,64 5.97 2.18 0.9
360 Electrical transformers etc. 2.91 15 2.25 0.9
361 Ingsulated wires & cables 12 0.63 1.86 0.7
362 Dry batteries & wet
34 Consumer electronies 1.58 .52 1.4
364 Electronics computers, control 0.34 2.45 0.9
67 Other electronic components 0.44 10.78 4.3
369 Other electrical machinery 0.08 1.54 0.6

. TRANSPOHT EGUIFMENT 0.32 1.90 1.73 0,7
370 Ship building & repairs 0.25 3.90 8 10.84 443
372 Railwgy wagons & coaches 2.24 15 5439 21
376 Bicyeles & cycle—rickshawa 0.07 0.19 1.83 0.7
579 Other transport equipment 0.81 12,19 4.8

18, OTHER INDUSTRIES 0.64 1.58 3.72 1.2
380 Medicale and surgieal equip 0.04 1.42 10,90 4.3
387 Stationery articles 0.14 2.61 1.0
589 Other misc. 0.68 0.02 0.47 0.1

i, REPAIR SERVICES 2.11 2.20 2.37 0.9
975 V¥otor Vehiecle repairs Z.11 10 1.79 20 3.40 1.3
979 Other repairsg 0.41

UNCLASSIFIED
TOTAL* 100.00 100.00 2.5

* Exaluding Rlectric Power Generation and Distribution.

Source: Calenlation based on data from
fnnual Survey of Industries.
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