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BALANCE OF TRADE, REMITTANCES AND NET CAPITAL FLOWS
AN ANALYSIS OF ECONOMIC DEVELOPMENT IN KERALA SINCE INDEPENDENCE

Introduction

A aajur draw back of the plethora of regional studies in
[rdia 15 that most of them cerd to treat regiornal developmant as

arn autonomous process of regional productive forces and relations

of production. the multitariouws interregional relations that
impinge  on regional developmant are not given sufficient
consideration. At best such &8 concern is confined to centre-

state budgetary flows which are only one component of the overall

regional balance of payments account.

The reasans forr the above lacunae are hoth smpirical as well
ag theoratical. Absence OF relevant data i1s a serious stumbling
Block., Ko redionsl accounts of trade, factor payments or capital
fiows are maintained. At the level of theory many of the taols
of analvsis, particularly those related to interregional trade,
have pbeen refinad in the coantext ot international relatinns.
Their transﬁurtation to the rgalm of regional analysis 1s beset
witn numeraus problems. The prasent paper 1is an  &attampt to
integrate external relations into the analysis of regional

developmnent of Kerala.

Kerala has a highly commerclalised economy that specialises
in export oriented cultavation of commercial crops and processing
of their products. It exports around 5% per cent of the output
of its primary and secondary sectors to the rest of India and
fareign countries. An  even greater proportion of the regional
consumption 185 met through imports. LThomas Isaac and Reddy,
19921 In terme of per capita state domestic product or its
growth over time, Kerala is one of the backward states in  the
tountry. Modern industrial activity is vyet to make any

significant aimpact on the regional production structure. The
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agro~processing industries, which oominate the sécondary secter
production as well &5 employment, ore characterised by labour
intensyve and low productivity technigues. Higtorically these
industries played the role of resigual sector accomodating the
surplus  labowr EThomas Isaac, 19921, As a result, per c;pita
autpt  af  the region has besn relatively low  even tﬁnumwa
arsater vroportion of  Lhe regrona)l workforce is empluyed in Lhe
Nt agriculbural asctor. Lisentrae for Davelopment Studies, 19771
Despite Liv: Telatively barkward production base; the regional
develupment blas  peen distinguisned by gignificant eecial
investwenit 1n gducation. heeith and other social infrastructures
LThatrakan, 139221, Lonsequently, the workforce in kerala 1s
better wsducateu. The educational attainment of the workforcs,
e 1ow  lavouwr absorption capacity of ageiculture dominated by
nerentiial orops and the high incidence of wage labour relatiens
have restlted in wore visible undevaemployment :n the region, The
abave Caompoundead by the slow growtio of jub opportunities in the
moderit sector hMas caused 2N open unenployeent rate nearly three
times that of ihe national average [Mukherjgee and Thomas [saac,
19921, Migretion to rast of India and to fareign countries car
e considegred as an  1@portant adjustment mechanism to the

war sening anployment situation i the gtate.

In short, trade and migration are two vital extzrnal
relations that have to he explicitly considerad in any attemst to
exi:lain the regional development ot Kerala state. We  have
discussed elsewhere in detail the trend and pattern of exteriel
trade +lows of Kerala (Thoumas Isaac and Reddy, 199Z1. A severe
and gruwing imbalance in the external trade was seen as ohe of
the most important +eatures ot Kerala's external trade U1tﬁe

recent periad. The relevant data is summarised in Table t.

Re. 1224 crores and Rs. 261% crores worth commodities were

exported frem Kerala during the years 197%-7&4 and 198@-81. The



total imports in those years ampunta2d to Rs. 1448 crores and
Rs.X44}% crores. The axparts exsaeed tee imparts in the
international trade while ihe imports excesd the exports in the
interreyional trade. Overall, the imparts are higher than tne

BROOITLE S,

Thus in both years, Kerala had a sizeable trade deficit. Qs
the imparte btended to grown faster than the exports, we find that
the trade deficit of the region rose from Rs,223 crorses to He.822
crareg during the pericd under discussioin. The domestic product
of the region &t factor cost was Re,2228.24 crores in 1973-76 and
R5. 3500556 croves  in 1280-81. The trade deficits have sharply
increased relatively to the i1ncrease -of domestic proaduction
Witintin the state. Tha ratio was 10 per cent in 1975-76 and 25
par cent i 1980~B1,

It was noted that it would be unrsalistic to assume that the
substantial volume af crude petroleum moved intd and refined onils
moved out as - regional  dimporis and exporis. The Cochin
rafineries, 4 centcral public sector undertaking, could be treatad
as an enclave unit and the impoarts of crude petroleum and exporrts
of processaed wmineral wils be Jgnored. Insteacd, the actual
consumption of the mineral oils in Kerala could be considered Lo
ba its net imparts. Accordingly the trade deficit, atcording to
aur second set o? 2stimates, in 127%9-76 was R&.364 crores and 861
crares in0 1988-81i. The ratia of trade deficit to state damestic
product rises from 16 per cent in 1975-76 to 24 pgrcent in 19304~
1.



Tatle.

Estimates of Regionel LExparte,

1
Inparts and

wuf Karala

YK LXpOrLs Imports
(crores) LCHOres)
? o 3
R A L R L s S S S I mE N NI R R s LT mana e
Estimate 1 1975746 12326, 9% 144%,38
(54 ,9) (L4 .}

2615 6
YENY
1975-76 1062, 34
(47.7)

Eatimate 2

T444, 4%
(w8, 2)

142714
(&4, 05

Trade Deticit

Rs.

e 2t vt o oy e v = R

b e e o e s A e i

~223.16
(10.0)
~826.08
(Z3.6)

-364.80
(16.3)

1980 -1 2IR3.2 054,24 -861.04
(&d.5) (87.11} (24.3)
S N L T I T A S R T S R I R L U A M I A I S S e S M R I A M A NI RN NS ISR EE SRR TINES
Noter 1. refars Lo the estimates

Frgures i parantnesis
ag a percentage of SDF

LCThomas JTgsaac and Reddy, 17

What 13 the  significance of the above adverse trade dalance

and changss tTherein Lo regional analysis? It is to this question

that we address owselves in Section 1. The Section 2 is devotec
to a fairiy deballed analveirs o+ the massive inflow of

Femn: ttasnees on reglonal consumption, savings and  growth during

the last one and half decades. [ Section 3 we shall &ttempt to
irter the troad Lreods  in nst capital flows into the resmien

indiceotly tnrough exanitning toe  trends in the balance af brade
We

distinct

s1ce Lndepsndence, tiope to periodise Rerala's develepment

axpgrilienca inito phiages on the basis of behaviour af kay

macro-economic variables such as domestic product, consumptian,
investmernt, vemittances, net capital fiows and trade balance. In

the concluding Section 4 we shall summarise our  findings and

enphasise certain broad policy implications of our discuscien.



Section 1
Significance of Balance of Trade to Regional Analysis

To the best vt aur kihowledye the only serious attempt to
grapple with the ecobomisc significance of ioter~regional trade
bararce 1n the2  ladiran contaxt has wvezn by BN, BGangul:i: Li1962).
Baseuw On @.bGavasuuitatonian's (19624 estimatesy Prof. Ganguli dr aw
atiteniion Lo tne signiticant weade 1abalarce that exist between
varioes regdions in Indra ane attempted to analyse it as a case 04
"iaternational trade invelvirg a common currency ‘. He noted that
i India the iliatitutional arranga2ments had not yet developed to
narmit ‘abseEntes capitalists particapating actively in locai
investments’ or far efficient ‘equilibriating short terwm capital
movenents'., The benking nel work was also regionally {fragmented.
“In  Indra the payment paosition opf at least certarn states or
regions  io more like that of seperate nations 2nd less like theat
ot units in & fully integrated economy.... Payments fram regien
X o non X reduce X reserves and deposits and increase those of
oon X But banks int X cannot forestall any pressure towards
nultiple Centraction by having enouwgh government securities to
cell o taliing back on othier  secondary reserves. Thus the fall
ut bank reserves and  deposits in X as the rvesult of pr olonged
Yall oin prices of exparts af X is more likely to set in motion a
aultipie contraclion because the assels of X banks are not
Ceaily aalwable ovtsadiR X, and may even cause bank failures®
[Bangull 1952 1@4]1. Factors such as rapld integration of Indian
econany and deveropnsnt ot integratsd banking network have proved
such tmars ot reygioral imbalances vnfouvnded. Further, sucn
financial disequilibria werg also wnlaikely because the trade
deficit regions were lie«ely <o be the economically advanced
regiaons whiie 1t was the bhackward regions that had trade
surpluses. Frrot. Ganguli bimgelf hints of the above peculiar
relationshin in‘ nis discussion af¥ the causes of regronal trade

imbal ances.



Uniiateral Trangferat Droayn of Burplus

Uniitateral transvera of capital and incone was saen as
the majyor caune For reqional trade iabalances. Unilateral
trapafara may htake Lthe Yaram of (a) drain of 'sur-plus from backward
regions to edvenced reqgiuns and (p) capital eovements by private
invaestars and transfer paynunts to ’ché backward regions ,By the
tederal governnent. "Umlateral transfere aust be made jo kind,
1o this respact Lhere is rzally no diffarance betwean dosastic

and forsyn trace”.

The: Yiret tvpe of unilateral transters is familier in
indtian development literature in the context of Indian foreign
trade surplus during the colon:al period., It wes not a wign of
Ingian prosperiny but counterpart of the net transter 7
resources from colonial India. Similarly, "taxes, land revenue,
irrigation dues, interest and amortization of loans aoriginating
i bigger commercial cantres, interest on advances m@_a by
aldal anen wiia tkransfer thele earnings tao bhigger ceocres,
rom: ttances of provics of capitalistic enterprise in e
aantecland are all forms of urilatersl transfer of funde.  Thetr
couniterpart in real {erme s the axport surplus taking the fore
2f commoedities in the long run” [Banguli, 19462 103). The abeve
Frputhests has not s0 far been verified empirically. But .dc¢ is
signlificant ta note that sven today many of the backward r‘q_.iona'
in India nave export surpius while most of the advanced r:qgim&
have impart surplus. The trade defecit may be viewad as 3
agrocess ot net resource inflow and trade surplus as a brocpss ot

et rasource aubflow tn and fraam the region.

Table 2 drawn up by k. Mehta (1932) on the basie of RITES
roadg and rail goads movamen: survey of 1978-79 is revealind.- The
fata have many limitations. At least with raspect to Kerala w
have bLeen able to show dafinitively that the incirdence of the
inter-astate trade and the extent uf trade deficit i% severely



uder gsrimeted. LThomaw .saac & Duvvury 19925, Deapite theue
limitatiaons Tablz 2 aay bhe taben as a broad ingicatcr of  antar-

state trade balancas prevelank Lodav.

[t shows  thal amrig the maior staces Pundab, Karnsvaks,
}ﬁ}yana, andhvwa  Praoesh, PManarashtra. Wltar Prade&h and rerela
had aignificiantc  frade deticit relalave o the stalte quomestic
praguct. It teres o per tapitz trade deficif, Panjan, Harvara
and Mairar ashitra tupy zhe ranks. These staues alszo enioy high per
caplia incomes. a4 maact encepticty is Uttar Mradeshy reiatively
ahe of fae pocrest astabes, owvk wiich has swigadficant  trade
deticit. Jn contrast the pourest ranting states ia tevmes of  per
cepita  stacve domzEstle prodact naaely  Bebar, rissa  and Madhyae
Pradesh inave the dghmet Lraoe curploeses aoung Lhe oalior ctates.
Bt Gujsrat and Weast Rangel, two atates with ger caplta income
sonve the nacroral average, «lz0 tisave irdde surpluses.

-

rable 2
filstribution nf Inter-state Exoorts, lsourts gnd Yrage
talance 1978-79 iRs. Crores?
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Btatesd.T, iaporis Exports  Suralus/ Surplus/ Fer cadita
Daticafi~) Detrcat as sorpius/
pzreentage defizit
vf §OP
(1} (2 {3} (4} 19) (&

[. Rajor States

t. Haharashtra 2975 153 (~)1837 i-) 18,46 " (-} 17t
2. Uttar Pradasn 2254 1308 (-) 954 (-1 .78 i~} 24
3. 4ndhea Pradesh Lhak 982 (-} 684 (-} 2.76 (-y 13
i, Karnataka 12i8 439 (-} 3§81 (-} 14.23 (=¥ 1584
i, Punjab . 1482 tigt (-1 381 (-} 13.27 i-i J16
@, Haryana 911 835 (-] 27a -y 12.73 (-~ 278
1. Xerala 730 388 (i 1%@ (~) 3. 82 -y
§. Rajasthan 8vé4 883 (-} 73 (-} 2.26 -1 2t
. Hest Bengai 2282 2298 g .13 2
10, Tamil Nadu 1542 1034 8 1.14 Z
il. sujacat 1282 1773 491 16.33 139
12, Orissa LGt 1292 601 27.83 233
3. Nadhya Pradesh 1363 3245 1882 43.40 373
i4. Bihar (12 3477 1963 39.@8 iy



il. Spesiai Category Ytates

1. Assae 388 288 (-} 108 (-} $.77 . (=) 94
2, Jdamau % Kashaair 151 113 (-) 8¢ (=} 12,67 (-) 141
3. #Hanisur 44 18 () 34 =) 38.87 (=) 24%
4. Hiaechal Fradash 22 16 (=) Y (-) 1.18  (-) - 1§
5. Tripura L3 g.5¢~) 5 - 2,95 (=) 26
4, Meghaiaya i 3 2 Neg. 16
7. Nagaland 18 17 ? Neg. 96
I[11. Union Territaries
1. Daini 1883 923 (-} 831 46.24 (-} 1129
2. fizuran 21 3 4=} 3 (-1 Neg. (=) 432
3. Arunachal Pradesh i 8.1(~) H -} Neg. -y 19
4. Poadicherry 12 2 [ Nep. b
3. bo 68 13 83 39.48 833
Tatal 22669 22639 8 Q L |

Source: (K. Mekta, 19831,

T d=z seen that amost of the special category stataes dezpite
Lheir ralative ecuﬁomxc backwardnass have trade deticits. Kerala
alwo is & simlar case. [tg por capila state domzgstic product is
icwar than  the national aversge. But it has an  adverae trade
Yalanta, 1In this instance a nocvified version ot the second tyoe
e faseguilioriating unilaieral transters that Prof.. Banguli

raverred ta becomes relevant.,
Unilateral Tranaters: Investmens Eunds

in the second model of adverse regQional trade balanée the
relative acceleration of imparts is 1nitiaoted by large scale flow
af investeeat +unde Oy the centrsal government or private
capitalists intd a backwara region - may X. The funds are spent
on local resources and on impbrts. Te the extent the funde are
axpended on local resourtes, thay would raise income apd to a
limited rime 10 the price 0of such comnoditiag. Bank reserves

alud will increase to the axtent of increase in demand deposits,



"Since banks in X may 0ol e ablie o willing 1o expand lucal
loains, they wWill acguice short tera aszets  Lhoueh the fndlan
money marke.. Ax  lmports rise. the Banks 1 X will sei1l treir
rawly acguired  short cbera assaebs o mset the deala ko non X

e N X ant non—-X are 30 liithad wiith  a common monstarv systen

rr

Nat  tne appositia price aovemenis contempilated n classical
theufy do nol  oococuwr, except 1% a small way &8 prices of non
Leaded goctds and sarvices ~ise In K. Zaprtal wnoveeent does ralss
money incomss in Xy but & cunmulative rige 1s guickly arrested by
high wmarginsl propensity o 1op0rt. N the méantime since &
large part of the capital inflow is gpunt on 1oportad goods it

. . . N .. . . .
produces na loeedialie lncame errect in XY [Ganguli, 19621 1035-41.

I+ we replace "large scale investment fund inflow 'by “largwe
mcale ramittance 1ntlow  the above hypothetical description made
thr ge decades ago wourlid be a broad statewent of the contemporary
experigncg in kEerala. It is tu this agpect that we shall next

tuwrn ow attention.
Section 2

Impact of Remittance Inflows

Cespite (he jong nistory of foreign htrade contacts dating to
e accirect times, international nigration Yrom the region 15 a
rejatively naw phenomeanon, THe decisive break came with thie
ecomom e deprassiuc 1n the tQirties that nplayed havoc on  the
rFaoional  econcay  dominatead qy coamercidl ocul¥givabion. The
pauperisation of Lirve peasanitry, «orsening  of iahd man rahtio,
breatzdown o traditicnal  family structures, spurt 1 open
aneaployment, eto. Lriggsredt HFf toree  streams of eigeration. 0Of
these the first wes the 1ntes— regional migration by Christian
peasant familias from the south central parts of the state te the

virgin lands &l fthe +{foothills of northern Kerala (Tharakan,



19771, This inbtraregicnal  wigrslioar Lo the fiily  bracu
accelerated in the fifiies «nd sicties,  Loterrggional migravion
Leothe wrban cenvres of  Indra can b2 considered as  Lhe Secon
stra2adm of miqratron, Initiariy Lihvin streasn was doninated by tie

sducatad members of the upper caste gentry families 1in sear i Of
clLovrioal Johis. e bacame the acst  lapartant outlet for  wne
qroswing  woarkforos during Uhe Titties and gixtiss. The ti:rd
ster@anm was  internacianal eogeration Lo Seylon, PMalaysia and Duraa
(Mayammar ) nrelly 0y menbears of  Lower  castes and communi D es
along  The  coasbtal peld and pockets .o south  central  werals

vJosephn oML, 1780l

The migration to Cevion aing #Msiavsia was short lived., G
Barrala was @ wvigorous warticaosni o Lhe new phase Of migratian
af wkillsd and professiongi psirco ree! to tres developed couduerss
Lit che went  cwrinag the poust ndspandsioe paraada. The ai.gants
wees mostly  darawe Clrds Coe? younger  generavion ot Chf!s:Lﬁ«
comearcial  cuitivatars o hiad over ane past  deceades  awls
subgstant.al invastoesns ot T zurplus from commercizl
cultivabioa o Lagleoovying Do Sagliala However in tedms o
ruasbiers, the  wpoaration to Y98 West  wes oot very  substsncied.
e 1 goeoevidend Libole scope Yo oot professional and sem
aliiiled sections  oF e oo Cee The  iob opportunities <o
phisace sechiong in resty of lndra bad ¢lso boegun td dwindle dariodg
The seventies., Tow ovecage net argeatione ©e reatd of indio
ARl Lt fram around DUG@E 1n wne (Yolle to 30V0 per annum by e
airh of b 1%08n [Boveranent af Harala,birectorate of Econwiedo.
and Ftathrsiios, W THEL, thoowas an the background af  ranidly

detlioing extaErns) 20bh opouerzunitaies Lhat fhe latest phase 1a (e

Wigravian khistory or KEerala, vie.o the Bulf migration, apened op.
Tne cancentration of Guld migrants 1n €erala maybe linked Lo

its prior experience Ln migration and the close ties the coesta

pockets of the regiocn have alwave had with the Arab countriss.

1d



Tnerel. incidentally, 15 &« remarkanle colncidence not anly in the
u@i&’odal anentratiron bue ails e w0 the patcern of Guif migratian
e that of whe =arliigr Coylon-Malaysian midration. The average
anual - net wigrstion to tne Bt countries, at the eond ot
seventies wes  2stimzited Tto bLe  aroung 76,000. The stock af
Aigr'ants from rFerala i1 Gult covntriss raplidily Lrarsassd Lo

agound haltd a million by the miodie of the gianhties.

Trend in R Ltances

'In Table 3, wa /e@cent & Tim:  series of the estimaled
reaittance infiow into Feorala, e have uapidated the estimates of
repittance inflow into Indiae from Gulsd ang non Bulf oruntries by
Nayyar L198Y1l. ¢folluwing Sutleti and odr L1935%57, w2 assumed that
W per cent of the remittencds foom WLit countries and S ser cent
of Lhat  From nony BQuls conntries are destined to Kerala., Thne
resultant sablmate for remiiiance  int:cws Lthto Ferala in per
capita terms - orssanted in Tablas 3. Ne remnittance infioaw Lot
the state virgeds upwards {from 1% 75-Th. It tends tn platear off
trom the early eighties. 43 A reted oOr the donestic produtit of
the region (8D, the renitiance infiow was negligibie in 1979
1. In 197%5-74 the ratio was Z.o per o=2nl and rose th a peals ar
R.7 per cent in 198B@-8i. U estimate of remittanies does noi
include the unofficial (Flaws whlohh cowid forin 359 ta S8 per cani
vt Lthe ofticial intlows depenrding upon ftactors such &, exciange

préﬂ uin, etc.

il



yanie

Remittanies 1o fecala J971-87 {fiupess!

Per capita SEe, fonsueer ©-oenditure, Sapd dapusils and

ZESEISSLIITINSNRSIILTIIAE e e R e e e e Y e T 2sTIR%E SARRESRTISRLETRIIS
Year  fer Lagiia S0P Per Lapita fTamer.  ®2ii0 of  Cer Lapita  Deposit Fer Capita  Ratio of
STP 1 fatia  (onex. fara Lonss ta Bank Rétio  Remittances Repittances
¥eraia Keraia cerals bergla  SOF bepusits  Kerals to SHf
to india W o Rerala  te ladia
L e e P e - LR A R PR R R E R K e S R E e L R L - SpoEgias
1 ; 5 & J 3 2 ¥ 18
3778-T1 54 B, ¥4 £5.52 @1l v 77 182,38 8.77 .49 3N
Ver-2 5382 2.7 ik Mon N.& P13 8.76 3.qd 3,64
19753 §8) 8.9% 333084 A d.81 PIE, T RN 3.38 5. 05
1973-¢ 8t 8.%3 £11.b . N 17g.7¢ 6.al 4.65 8.
1974-%  #id 8,51 .4 Hh Yo 207,29 2.4 9.87 B.ali
1998-0 134 .33 Wk i Ak Zha ¥4 IR 14,42 .85
(776-7  i90% g9 i Ne® N $q6.08. 8,92 84,31 .04
970-8 1843 8.7 ] I .07 {06.Q 1,80 18953 b.its
1978-% 4122 #,99 4.& N, R M 83, K .19 197,39 i85
1979-5¢ 127 ¥, 9% k.8 K.6 h. & 582,80 1,81 172,84 $.136
(ikE-1 1383 ¢.87 N.A ] Xon by e 1.94 298,88 - &187
$90.-2 (438 2.G th w5 LA 817,23 IR H .64 2,12
1982~ 1b2a 1) K.k K. B V] .88 282,22 8174
13-4 138 fan lbieds L2 8% [i49,98 1.4 182,99 LR 1Y}
1788-5  21B4 8.82 HNd “h WA 1047033 i 87 339, 8t 4,14l
1985-0  Zihé &.32 b MR N. A they. 0@ .39 285,83 Boll4
9R6-T 2341 8,83 Lesh.dn 1,23 1.8 (5ELKE HST 299.95 k327
i787-8 7414 7ki3. 48 023 4.5 N,k L) 351,33 2. 12¢
1958-2  3isb 712,44 i.te 9.3 NG& Hek 137,44 8u12e

B R e S o e A . e o e e e 4 A D Al s s e bt St e ot e e e - B Y e A - N VY MM e - T S @iy SETE AT
= A bbbt el et Lo S Y N 2 e e e e R e

Sourze: Coi 1. NS reporis an chasueer Tipenditure, releeent ivzues.
Col 5. lagus Data Base, H.L.lhaadhsot and the Folicy Group 119984,
Coi 3. Basic Statistics Relatinc to banks 1o ldia.
hote: [.Figures are af current pricse,
o.Per capita 5P for Nerald in (988 ang 1999 are taken vrus Econemic Revies-199L.
d.fenax = Consemer Expenditure; S0P = State dowestie Product
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A4 geaneral egurlibriwm analyzsis of the dmpact of wigrxion
nas 5o faim not yet oesn eng@rtaken: in the absence of the redgnired
imput Zoutpuat Framidwor s and relevant toadticients for the regironal
gconomy. However, micra lavel studies on migration ferom  kerala2
provide imuartant osichts 1ats the possible macvu  oonum
consegueances wuf  ramittance La¥low  for  regional developasnt
tlommerce Research buregawy, 192783 Mathew E.T. anad Mair, r.R.o.
19783 Prakacsh B.O8., L,78; Radhakrishoan U and Ioranim, 1791 and
Ravindran G(G.M. i12¢73. A+Lor  «lly the dacisions resgarving the
utitisabzon of tne domeshic mangy rasouwrce counterpart of yYorelgin
ramrtiances are individually taken by the wigrant families
themselves. But  Lhers2 are two cavests that bave to be barna in

rmind.

Firstlv, the wacry level impacl on development witi) 12e  De
merely & summation or fos ttrah o round depact OF  apeniddiing o
saving deci=ians reschsd Gy Lhe adgrant bousehol ds. Zgually

impartant ars SUlCusSSLVE rowedds of erpenditare amd seviig feam

remi ctancs 1ncome. Vi fwepatites OfF  reaitlance inflow  are (ot
coli 108 Eaa adlarent = O Ao given choe strong

colstribut ve medaanisms i operaticn. @specially the freditions
of collective Largaiminag o Lhe reygron and aearty universal
practive of gifls  thae “he migranit Pas to qgive hrs/sher kit and
kin., Tt 15 unlaihaly that algyahion has {ed tu a warssning of the
mcome: Jrsteibutioan in che vhiate, Tive Lorentz ratio of consuesr
expengiltuwre was victuzlldl, tha some in both 1972-73 and 1786-1U7 at
. 308 and .87 respectively. The tact Lhal & majority of the
Bulf mig.mants bhelonyed to Lhe relatively lowst  incom groups,

evedr 1¥ not thze Jowssit, ailso cuntributed to the above outcome.

Secundly, &ven thne micrd daka titabt bave veen generated with
respoclk to housenhiold leve: income., expenditure and saving have tu
he taken Wwith Ccautica. Fhe iQincons astimates are wuniversally

underestimated partly due to deliberate underreporting by the

-
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respondents  ofF  dae 1o thie caew ot bnowl @dge of the savines
girecily denosiritad Or péersonsily Dedrahh sacs Dy he migraet
WY TS, Consedguenily Lhare 19 & terdency  bto averstate thw
narnirmat progpesily  To CONSwes oul GY e remitltance incane.
Fuerloee, L relnctancs to divulgs ivtormation regarding
financial  savings  alsd Lemds  co eaxsggeratse the  preoportiosn or

savings devotsed Lo the foraaiio of mon groducti ve aseets.,

AN avidende of suoe a possiacl ity of onderstating productive
utilisation of aguels 1v indicateg 0 & large survey oi oult
reburnaesns whiach reveals thal che sajarity of aigrant rotiorness
eniyoy/ed tpprovema2nt i bR e currany ineone over that prior Lo
migralion {(Nowv 0 ROG,1784610, Highey Duceant anooias flbdws ta oo
consistent  with fThe pictocre  of  wnpeeduetave uwtilisation o

cadb charnaes duariag the pariod OF @l goation.

Louf Len

Every though e micoro dewesn slvadles conducted so fas ars nol
st i dﬁawiﬁg daatiniue vatios  OF  werginal o average
propensity  ho  oconstass oot eaal ttance income,  the universal
Zoncluasiin £ eainad Ra-Tete G R 24 sutrstantial impr ovene in
consumption levels or the  migrant howsenolds  1s an edineatly
sLUCEptacte oo, 2 L6 anly gaoderstandabls why far aost of e
BLLY migrants WD Are grawn Jrom ralatively  poorer strata of
HOGELY, Cansumphron sxpanditues shodld e the  first claiaant on
ANVLT R RBED L DTm. Improvemenl in consamnption  has been the wost

Vi Bl Dle emnndmlT rmnact of angeatilon.

The above obser vatioo is justified Ly the available  data on

the trands Lo per Capild Consumption exoenditura given 0 Tabla

5. The per cap:oa Ccongumar edpesnditure Iin Eerzla was lower vhac
the nab)anal averags  tidli vhe early seventies. Since  then ths
relative Cconsuner  erxpehdituare zvel 1 Kerala has  lmproved

rapéqu angd  1e sesn o be  sigmiticantly abave the national



Average ol 1903-ds aied 170000 LU 15dW¥-UYy Tie yedrs st bhe GuiF
eom plaase frarr wniclh L2t et 9 oAavariabla. e rank arder Gy
Reral s acong  tirne wajor eiates o0 fadia iy Laerss of  per tapiia
expeddi bur e Laor aved from 1d an LY7Q-71 Lo 4 Lo 19805, Even mure
tOressl vielv, an nan o gean tron Table 3y the ratin of consumer
expendl Curs to SO has hend@d Lo ese an bthe eighties axvceading
ity in 1746~857,

Plagr atroil wiich  cauwes | @aarkats)l & LNCrease AN pelr CRpPl i
cansumpltion edpendetura, Iecds Lo lave 9isd effectayd sigoaificant

changes 1o the compagsicion ot conswmptron, VThe tood baskel of the

state nas paan branstormd £ on ohe  domiratea by chee s
Tar vOhvdrale ausstitubles lirke tapiova and relatively chweay

procein souro2 dike sea Fien Lo one pradosaoantly  consistioQ of
castlier cereals, milekgmeat, 1mported vegetables ond proacessed
tocds Lhuvveiry . L9904, @ Bfdar e ol nanctond 1hems 10 coasumptoon
erpanaitures fuas lngreased tromn 26 par oot Lo 38 per cent oo
caral aresaa and troa 27 per cent Lo 41 per cent ra urban @ceas of
Karala btoetween 1967 and 1967, ihe shae oFf coasweption of
dueable guads 16 H.d ania .7 per Sealb 10 csuorel and urvan areas Oy
hetral a4 agartnst an %11 India avereas: of 2.5 per cent [Sunny E.E.,

L7ENd .,

Anvther impovientc poerant thal may be aotes 1o thes contexi oo
tne eEcaldai.owr OF  Lapdrt contenitl of the consumer axpend: Luwee Lo
Phe state. Ine food dependency of  the state has expanded froe
Fraxh aoarts Lo even ctenrs auch as aeat, egg, fruaxt and
veQueiables, The  ilwmowrt i manufactorsd consumables s
intermediaie Hroosclts sach a3 cansnraclion aaterials have  also
phenorenaly expanued. fhe japory of cement increased from 7 lakh
tannes hetwier 197074 and 1%80-81. Sinilarly there was 3 fold
ircrease 1n the value of inports of sanitary wares L[Thomas [seaad
and Reody, 19921, The 1acrease 10 the ampore intensity of Loe

regional  ecothomy has been reflected in the pallooning of th=



Coede o111t of o region ves & wie (ndra and tne rest of the

wer Shiad l cake up the amplycatrons st fnls import leakage s

Lot Lacer « Bad p s nrain

wi e wgaming chie aval)anle evidencs

P

cnoohe trends 2 che wavings 10 ke seatz Thers «re no reliable
2ol lMaves Or ¢ aULertal Gavli gu OF SAVIiogs aba. pHut. tnere are ted
GOt CeB 0F niormo oy, Lugs indsoale & deyiruntie snergase in he
otiysical antt rioancual Ladling L LhE pagrun cansegueent  upon

tat iy of remiitances o Lhe Gols,

T TirEe is bre et il i cledia Rur AL and Dabt  and

Invesuusn o Gue viav: Tasy veeesl Lnat e 1U60- 41 and 197871, the

o~

ho

SEODLCD 1N e@ErRla Wes anly around

o

ArECaliy asSeis O radcar ol
AT LONRL 2wver AQE wili) Teer Gl b e Cank Of der anong e JTodian stabes

1 L9EE-31 . ne average value o

,..
<
-
N

el rey wenihandgaht st .
aczels wr FuarAd bhibtseh ol o kersla was s, /7,475 coapare. o
Lite: OATLINNA) 2werdge Gt Hso Be,n?7. W ats 'S 1 ank ﬁader 1LmprGw2d
drzmatically o arom b Ta W rrent Ay w0 uniac. heraia’s rankias
2 DOl ¥ LRLLEG even if vaius o land is edcludeu. 3 final peont
may &lso be noleds regoardiog aaset distriontion, RKerala reveals o

istonch vand@ncy 100 Tag lnaandelity ratic in asset distribuiio!

P

o delling v7om G.7l in (9601 G W& wn 2977 and turther to

Budd o 1P50-3) ENaravana, L7vii.

Toe second et whb evigens: relates to the Drend in p®
vapiia deposits w0 CoflwastLial dantks 1 ven i Tabie 435, Th= .
caprta vank depusits i Koral & werk sionificantly Loweis than e
national avsEr age il the aid seventies. But wiwhy the ongar s
Ouid wigration, the positicn or  merala iaprovesd n relation .o
the national average, Thus e ravia of per capile tank deposiis
to the national  asverage whdech wee 0077 in 197071 becones

QEeater than wnrty  In whe yaas L977-78 angd plataaung ottt 2



near-ly W oper cent niobey Teved freom 199034, The Sxpansion o
dacosits o Lhe coop=rative soector LIS ANUIR 1943 ang  the
TP LR sl Pl &L SscLor, pomalacly kBErow) ar UDlade conpani=gs,

MNasn besin equally inpressive. [Foakash Bod., 19641

Section 3

Direction of Net Capital Flows and Phases af Growth

erala  has  not peen ohannel Lsang the above  abundance o

Savings 1nto groductivea tovasitadnts wiiilo the state. [woas
that the extension of creadii o fivms and househelds an the staoy

y the financial antermediaerigs Ras not keph pace wibtoa tha growbh

—
)

et deposits. The wsredit geposit ratio +or Lhe state 1% aot oy
Lower than  the nicghbouring scabtes  Guwl has also bean daglindng

owver time [Bovernment OF Herais, State Planning  Boarg, 199101,

Thig 2  an indicabtoe of the savindgs  autfiow from Keraia through
Institutional channela, Without any, claim  of Aatvampeang to
Quanth i+y  ohe  savings  oubfiom  we  sbhadl ulicier taxes & simple
pllustrative exerclse wsing  same of the ey variadles  in
Rewrala o reguronal baianua  af oaviasnts. Dezpite  wha many
limitatzons or the delte weed, e figures arrived at wiil give «

broad  Jdimsnsaon oy thas cemronal economic reallbty  and  aonss

signiticant imsighls.

=74 A LREd

Baviings Out<howas 197

I'n orger that tha @nternad payments may Daelance, the net
of other LZens 1 Lhe Sreen it and  vapltal accounts nas Lo 2qual
Galanow ot «i ade, Do ihe assumption that the net cavment oo
artaernally awnead assels and otnger G tems oan currant accouwnd are
vegligible, the balance of payments identity may bs expressed s
Fool | owss

(X - M+ FR + IR = PL + 0L (1)



whire 1R stand: for tThe cweilcanowe ool ket Of india, FR  tar
remi thances ol rurslygn Counte res, il v pr1v5té shart and long
tern Joacs  &nd oiier  1ifong o0 Uhe rapitel scoount and  GU tor
GLIDA L& 2 PeFera ot i SQLes D @CTOUWNL. e @Sbhivate OF ramittances
in vYable i3 an undn eatirabiz bo o Dne exrent LN Fefttlances sarl
throngh  fliegalsiaon Porasl Channeis are  exciuded Troa tis

calouviatich, Iv ar L nGoue Jihaly e entice plipe money’,  at

ther aave 4%r odpuzairly knowey, 1w O0OL ¢ rea.lstributive transter
paymenl  «b  fier e tit: reasionel  etonomy 1S concerned. ]
SLgOLTLEANT  PrOpdc et e wéb YrLa Le Lransforred fram he Roambhay

Ulack woney tiarki2t ant Lhws: o el addrvicn (o the f1naacial rlows
Lo the state. 1t i assewv2d that ot leaust an  anoun'. equai ha .

et cent of Lthe foreign tsaiitances througt offacial chanreis os

©

590 ransterred +rom aoltoer  Stotes «ia “yipe @oaney’ channais,
Subustivtveiing vhe evallable dats 1or 1960-01 1n Iy We  ger (e

tollowing:

L2193 - ATa + YU v fr e b A4 DL ()
~GH1 + fYa o+ il o= bl o+ G (5
7 o LR s P O (a)

We do nalt nave the valiaz 1ar [R out  Jiven the large nusbec
i oanter caegional  agrants foom ietals to the rest  of lnuia, o
Bt v L@kt @ G106 Faodan. =PQ DOE1TLIVE sual. Similarly e
Aurtal Moevedwstd o ot fFir ial londhog aust bave also beern a oot
L duw IR RS AL E, Thererore. chie net  provate loana ana echel
“raivate accour. -tens awgl lave Leon & significant outfiow frew
roerala., Yhwe gGuacicum of ovttlows wiltu D determioned by the sio«
o1 IR ar.d DL, A Lapor Ltant conciusion that can be  dirawn (rod
the soov  wuacussiah is clizt There was  a significant cutflow of

funds frrom vergla in 17360-8L.

A gsimalar wienwCLae wiay De wundertaren for the year 19/3-7¢.
The foraaan resatiannes for 197576 15 Re. 95 crares.
Substiiutling the relevant frgyurms in the balence aof paymenis

idermtity, we get ihe ~cliowinag:

16



{1dées -~ 1&8F5 + 6 + Tk = bPuo~ (L (2.

~ 2G5 v trer v adto= FLF DL 2

PEICI= IS S B U E W I 1)
The wlituxbyan v cha Nl U=SeEveniias ANPEAT & b  we
signiricantiy diFfarent trom I7D-0U1 i one  respact, e s

unitikaly that iV wowld fiavae teen suchc A eagnitude as to ortset
the ftrade ceficil 1 by vonceeguently, 1L 18 protabie that
therre aust have beein 2 a2t tofiow ov funds in the canital account
from rest OFf India 16 1975L-76&. Even a4 1t owan  an b Flow,
undoudtedly . b wouid have heen auciht smaller in scope  thain o
198-81. TL =nabies dus o draw yet anobiher important conclug: oy
viz. that the ourflow of funds from keirala has tendsd to 1ndreEasa

during the dult boom.

Belweaen 1975-74 ano 1983091 Lhere was & signitrcant  changs
i e diceccion of the netb capirtal flows feom the relion. While
i 197576 vhereg was a4 el imflow i 198081 reverse was  the
Case. It wndarilnes the face that the interragional ralacions
are ol wridilinear bt stadt in cresponse to inlerplay ot economic
factar =. These shuithts  ore 2igaidrocant an wanderstandinyg  tha

reolonal Hesslopasnt.

ot hoave rooional trede  accounts for Kerala for aoy
parint af Liae betore the nid- sevanties. But extracolalking twha
trrend 1 trade balacce between L970-74 ana 1980-E1 backwards and
ahsetrving the teends in coosunut:on @dpenditure provided by N33
sur veys 1t mav bz safely szid lonat the aaport swrplus of the
reglon musk  cave beRn nach: Lowee daring  whe early saventiss and
‘sivties. ard probatly thore  was s ezpory surplus  on toade
account during the " Fifolds. Fhe latter 1nrerence 1S5 reintorced
by the data on trade valance of Travancore during the pre

indepindance peryod. Travancore 0ad signifrcant  trage surplus

L



o must o Ehe colond -] oer i, It ey e ooted thar o the
tarelgn Lreds  zeltor Rerala has always  enjoved o sigaifican

ExpOrd EuFpias avei 1n b ot Inoeesndenté pac o, e teads

rr

datricit nas Geen wills feEsgecl b e snler ragloaal trade.  Ag we
viavie Dirbeld Gleswnere  Lhe welgnt ot anter reqgional trade  in the
vt ald T apd® wWaS SLignndulantly lowee i the eearliec  years

Pinomes imaae  arie Resdy, 7923 «wid what jittie nfermation we
Rave  poinbty fa 0 tha gpoasetedi) oty o axporl swplus o the intwer
ragianal trade aciount alao 0 DR@ erar 1185 yeErs. iheughout twe
‘gixbtivos Lhe uriglnatiag caxd ratfao exceedsd the terminating
FaLl trattic oF Kerals., (fRoadas cvaat aod Davaaryy 37921
flovniarpaitn, af thle phoyysiloats guiflow of  ra@auodircss chrotgh
Lrade witt nave bgern a et cablticw of frscal funds oot of Kaerala
gurring thiis  Filest ghase oF  wezd ndeoeadence developaent. Faor
Ll /3 QUS Fadons a0 quantitative estinastes of Lhe funds outflow

toon T Bt fram the followong evidences

vygiest sUoh 2 ouldiow,. Fivrusily, the (arf:al decade and half€ o
indepoenuencs was a periad af Fapta W ihdeawal of European capils
troum the plantations ard For 2agn trade eectors ot  kerala which
bfveey had oominatad doring the coloniar period and from industriai
Baeldrs live Uiy weavitg. YSecondle, Lhe  invesoment flows fres
Los centtal governaant was yosatively lower for tha regron dusing
Thies pearion po cOmupar P et Lo later vests at well &s to the shece
madlan ved DY Dbiosr FAJLO0S. ft 1 ewemplsfied ny the relatively
lower plan ellocabtions +or the reador duerios e virst twa five
yizett®  pratsl i vicotaal ansence 0f any @dalar airrect ceptral
investment duriog Wtis period. lthe devolution by the Firaute
Commissions aleu paild wabitle attention te tne sp=iral problems o
the regron.  The loss of elastio cusioms revenues to the princely
SlatEs Oy Travanoors aod Pocihun waa also not aoequataly
CORpEASaltad. Tozvely, it wowld appesr thhat private Indian
investaarl intlow fFrom fhe rset of Andia to the region  alsu

deoelecaind when cumpared 1o the Lwy decades preceeding  tiw

w3
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fadependence . LINomes Rl 200 Toacakoat, PRGN -0

v e el at vy LN Invesvaent 1S

reflected  saialavely the  law groett,  rate bhe regionsl eoonos
guriing LP3@ Lo IT7AN Dweriod. Laers Tagle 41 The rabte OF geowtn oY
state oSty mroduct during thas period was only D057 per st
pars annie witvi e e oacconal anonine oF Indla  at large gresw Al
3.1 pes LsEny ger anraen Tlhis rate of growth Of tne secondary
SRCEOF wah DA Ly DAk e national  average.  Rarala falled bto
partabe  bowyieoy  oF 0 i matioial ecormomy i chiee 1mmeci ata

Lidependance parl .

Tre dysfunciion of bthe regionar econcmic growhih fodnr broad

lrends in the naticnal ecotxold per fuarnesnce -~ a phengmeann thal

we sihal: contine to obeorve doacing the subseguent phasess &l

s Lo & grsal artenl senlarned &y the strectural upwuv+:nLr7ﬁ wF
s e SR |

. . ) \-—.,...:-'-“'
the  roononal scoiomy Lhat are sigmficantly l:.ul g2l FEom t e

-t

nat innal pdttarn, Thusz, éuf At la, whliw {oodgrain T QRS ALane
account for aore tnan S5 pEr vent of  the gross cropped area Lo
Iindia, atl  whe st Jue Atloh Croes saciusang the Tereals  and
cereal subsltiiuies wouwla o L4 only around 8% per  cent of ne
groEs coouinEd serea Iy erral @ e speclralisation 1 canmerclal
perenni sl Crops wag Lhe oust reportant econnmic trsnsforoaxtion
&t ouceTrad i The Cegrare duraoyg the colonia) period. Given the
popul arLon wrescure @nd e poessibility of weestricted 1aport
af £a0d  @rartne al tovoueabls Laran of  rade there wes  rapidd
prpansion  of commerdial  Crops into waste lands as owell as
reallacaticoe wf critivatad  lana Lo comesrclol wrops [R.GUK.
Pantkar. e&t.al., 19751, Thess brosd trends in the oropping
nactern contioaed tnto the post lauependence period. A brear with
the colounial pattesn was Lhat, dusg o tneg smphasis to  given
regianal food seltd surficiangy i 1he +ive year FPlan schemon, the
gross Lroppet ares uandasr paddy begat Lo increase, revarsing  Lhe

@srlier traad on bhe readchilon v aeee  Obwservable dJuring toe

[
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tiest nalf of  the LeEntary. But (he arsa under comnercial crepa
PurhD 2/e mGE2 Fanidly 8D e laltoxr s sharse an the total aross
U CRPeD AVed cotane@d oo riw2. Liarayans, Db, oet.al. 19912 The
treos/parenasal craops have iong gestatoon per lod and price cytie
itadeed investment  sWwinioe whooh nesd ot be correlated to the
brencde 1 ol spart gweeshuan crap: whaooh demanate2d the nacional
au’mairl an econiaey [RHaravaaa, D. 17912,

invi=vlv. e esgional Todateial sector  has al sn

diztinetive igaiaraes whon conpared Lo he naticnal patteen, Ths
iredusierral svoleticn o0 e state dacrng Rhe colonial  period »es

larygely it e Ll ¥ the cuma@roialisaclon procass in

dodb LoZidl Lotere, (e radis s LE varlous  coaverioral cropg euach as

Lat.onad R Cud TS s0d casnew  regurag cartain elementary
Dol ReSIinyg DEror e whiey JIagy D@ Bl CeN. Non  agra hased

iadustrres ot notable  1wpon tance (o ree eacly decades of  the
CRENDUFY WetE LR oAl A VAR G NRF AL ainang. A small nunbas of
chemicatr g melar *actoriass o0 st camy ap 0 Travancore Juring
ke Lhirtien a&and T Prtilon. HOREY e thewr presence  Wad
Inadf floien® o medhe any signddfscant change 1n the overall
predominance +o0aign @vaort nclenbsd agroprocessing industries.
O Ly S i@and, tnie @wpe bt orlented vegronadl  industries codis
draw D01y linated stiadiws tron She  daooc b substitution strac«gy
of plarnmed develupameit @gdoplnoc &T the national level. On  ine
athsr hand, the public sectoar rnveshment in the industrial sesio
welintn Lhe reqicon was vey meagre during the period. The aosentz
of publaic sector wnvestmant etlecied the fainancial constratits
ot the scate goveriveent .ad the  tzilure of regiocnal  social  and
palrcical nressqr e arouusg 11 #nsuweing adequate cenerol
investment., The reoi10n&]l capital was nore lured to the plantation
ad trade sectaors trom wnich tne Eiroaeans were exiting. The net
receli was that hardly any vew modera large scale factorles cone

up in the sLtate during tne paraiod.

.\”I
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s a resuit, 1t has veen argued that Lhers was deceieration
inotne industrial growtn  when compar=2d Lo tihe  oreceeding Lo
fecades, partioularly, 1 the sooathesrn Kerala consisting of
sutwnile Travetoore -~ Dochin regroc [Thomas Isaac and Tharaban,
1961, As can be spen from takie 4 the secoundary gssctar gQréew st
& relatively slowse wale and  dts ataes 0 the state domestad
product declined., Furihar, withio  the sefongery sector shars O
e reglestered  manutacture decd wned, Totan waral s economy dueing
the fifties angd  earls wixizes cowld bz characterised <s &
taCkward  ®Rconwiny  wibtd  Low cOnsumpLioi, Tow  donvestment. 330w
ecenomic Qrowtih, siynifrcant  trade swrplus and ost outd Tow ofd

fnancial resaws oo,

{(2er ceats

Ind2a Kerala
NDF Primary Secondary Tartisry HMODP Primary Secondary Tertisry

195851 to 3.910 2.77  5.93  ° 5.03 337 2,66 3,03 4,55
1954-55 .

i%8-45 to 3,06 2.97  F.io 4,33 3,55 .24 4,97 ¢.8;
H75-T6

P

1975-76 to 4.89 C.34 9.28 6.31 2.3% -G.32 5,78 &.47
1988-89
Source: Kerala S0F growth rate for 1930-31 to 1964-:39 calculatad froa fav
’ data pravided vy Deparigent of Econgaics ang Statistics, GoXy o
the others AL Chandok and Policy Group (17981 and Econoarc Suovay
1292,

Mid-Srsbies to Mid-Hevenhlieos

The growth of tne regrocgl economy begineg o acoselerate (50w
T Ve

arountd mid-sixiias. It is certainly a contrast to ths Sxperlano:

national economy. Eerala is ong of the few regions ic India thas

&5



wad itmaune fto the deceleration o  Lhe indian economy from tne
mid-"sixties. A3  Lhe vata in Table 4 shuows  the graowth of state
domestic produact of Keraia vises (o 3.3% per cent per annue
duriing 1P264-5S to L1974~78 pariond while the national income gitowin

vate declanes Lo 3.9 gaer Zoeat per annwue.

Toe regiunat agrscuituaral  growth iargely maintained the
momentdin even 1n the new phase. YThere was significant 2xpansioin
at gross Coappsa area in the state trom Z234% thousand hectares to
302G thousand heclhares betwassn (960—~61 and 1974-735. The increass
10 the cropping  intansiby and nel sown area contributed to th=
expansion  of Qross cropped ares. The trend of area under selh
commercial Srgps and cersals to eéxpand, but the former at a4
taster ratw, continued Lo persist in the new phase Aalsc.

LGivanandan P.K. 19847

A more remarkable phenomsnouc, that was sharply divercent
From the natignal experience, was the significant step up of
reglional  industraal  production from mid-sixtigs. It has e
pronted cuc that industries such as angineering that contributsd
signiticantiy to tie indusirial deceleration in lndia have very
i1tvle werghtage it karala and that the dJdivergence from ihe
natiwnal  avperience may be explained with reference to the
speciticities of regioral andustrial structure. LBubrahman:an,
Kol and mMahianan Prllal, P. 198353, Further, two more paints mey
alssh be nokwu 2 this context. Firetly, the traditional aero
bhased esuport anductries arew al a faster rate than the natiena
averages for thewir product groups. Sacondly, there was a bunchind
or public investmenit and a number of new 1nduswrlial sectors were
opena2d up. New resource based wroauck groups like rubber and

papgr progucts grew into provinence.

It would appsar that the decade fram mid sixties, the secand

phase was also one of gignaificant étep up of - the rata of



investment in the region. The divect central investment in
Kerala increased and the reygilons share in the central public
seclor rose tao J.24 per cent wi tie total by 19275, The per
capita state pilan expenditwre which was below the all Inaia
average durang the fivst lwo plan periods axceeded the latter in
Lthe thord ana rourtin plan periods. NE we hoted, infering +f om
the Lalance of payaenteg position of kerala in 197%-76, ths
precesding yaars  aust have been one with net intflow anvastible

funds into the ~egiui,

Stagnatipn since Mid-geventies

The buuyany in the producuyve activities of the ecanomy wag
ratiter short lived. e growtiy of 3 begare to decelerate  from
around mid--"seventiene, The rate of growhkh of SDP during 1975-7¢
to 1988-89 13 anly 2.372 per cent perannua - oach lower than in
the previous piase of agrowith as well as the Geticnal  inconme
growth woiit ayvaraged 4,49 oer cent p&r annum during the same
period, e decline iw evident beth in the grimary and secondary
gectors of the economy. There was an absolute declsine in
production of most of the z2gricultural crops and output ot the
traditional tndustrie:. The per canita output ot agriculture,
vther primary activities &nd industry dJdeclined from Rs.289 in
1970-71 to Re.338 in 1980--6G/7. idnly 1n  the tertiary sectors di.
there occured an acceleratiorn 1 the growth - particuwiari-
construction  and saciar Servicas, Daspite tha acceleratiaon oo
the growth of the service secior, the per capita outpuat hews

virtually stagnated during the Bul+ boom decade Fram 19753-76 Lo

1985-86. Evidently, cgiven the outflow of funds and iinport
leakages, which w& have discussed earlier, the iapact ot
remittances on domestic emploveznt and output in the region has

been minimail.

In the agricultural sector vossibilities of expansion at the

extensive margin seems to hava been exihausted by the aid-sixties.



In fact, the grose crapped area declined w0 arcund 2878 thousaitd
hectares by 1966-87, Bgotn decling i i@t sowh areda and cropping
intensity conteibuted to the above outcome. Unlike the trernd =0
far, in the new pihase ths axpansiac of L commercial Crops was
at the expense ot the 4ood crops. The latters share in the gruse
crapped area declined from 41 per cent in 1974-73 ta 31 per cont
1t 1986-87. Within the cvommercial orops the area under cocanut
ang aretanut deciined mildly while thare was a phenomanal
expansion of area under rubber. Tie expansion of coconuts into
the paddy lands has not ceen sufficient te compensata far the
tormers louss to rubber. The nat zown s-ea under paddy decl:ned as
much a3 oy 20 per cent, & part of which fias gone fallow,

(Narayana, D. et.al. 199i1

In the industrial zector the new sunrise industries on which
the rneactional industrial recovery was riding have yet ta  maie
their presence felt in hkerala. Moanwbile traditional resource
ased, export ariented liwdust»ies like marinme products, oer,
cashew., wood, ceramic eto. are experiegncing a phase stagnatiun
dus  teo constraints on the suwply of raw matRrials and adverse
market conditions vyor their products. The performance of pubkl:c
sactar 1agged hehind s=upectations  and trhere has been a

stygn1 fzvant Jdeceleration in new public sectar investment.

Why the plentiful savings did not flow inta produciive
investments in the domestic economy in urdes to cater to the fast
growing consumption regquirements ot the people in the region is
the central question of ihe contemporary development crisis in
Kerala. AN answer would require  esxamination of historically
evolved structures of regional underdevelopment, problems ef
resource depletion and anvironmental degraedation, inappropriat2
development policies, centre-state relations, and 80 on - & task
beyand the scope of our present paper. All that we shall do

further 1n this direction is Lo draw attention to the direct

2646



tapact of migration ot the labour and Land warkets, the gerverse
effects of which @y b2 argued Lo have reinforced bthe teodency
towar e regilonal cconomnic stagonation.

Rerverse effact of migratian?

Assat preferance for land and buildings arong tive  mayrant
housenolds is an aspect of which ali  the micro level studies ars
in agreement. Even trough the esstisates of ewpendituwre on fthe
above two vary, in all studies they account for  the preponserant

.

proportion of the migrant households incoma atler meeling tha
cuErent  consumption espenaditure.  The marked diftference Letwesn
the migrant and non migrant households with respzet to housing
condations, land and puld acguigition has besn well gocuaented.
The above asset presereince which has bheen widaly decvizsd
shauld be understood in a bether parspective. Far a sajority af

the migrants, who owned artly  small parcels of land peior Lo

migration LfPrakasi, 19737, acguigitiosn  of a mediun  sized
tauseheld plot  and a good houwg2  was a  ladder Lo gaan sucial
respectanillity comsensurate with their ennanced incoms. The nin
finmancial assa2us live land, building and Jswellery with

passibilities of significant capital gains was  atso a rabtional

chol e Qi een their 1imived fiianc)al FRsOUrCsEs and
antranrenaurial  taients wWNLCR  wese  urtan insuf ficiendt o

successtul sl f emploveent veontures. Therz 16 ne doubt chat tne
Guld  migration contriboted significantiy 1o a construcition boom
in Keraila., Average nambar of hiousing plansg sanctioned armnmually
in Ksrala doubisd between 1779 and 1984, they expansian ot the
construction sector r1s alsy veflected Lo the rapid expansion of

income ariginsting from this sector L., Gopikuttan, 179381.

The increassed demand for construction labsosuwr within Egrala,
cogpled with  the ailgration of skilled construction workers,
resulted in relative scarcity ovf these workers and escalation of

their wage rates {Harilal, K.N. 19861, It has been forcetully



argued that the auwtonomous increase in the wage rates 1n the
construction sectaor triggeared off sympathetic increase in wage
rates in other sectore given the inter rulated labour market
struttures that exish in Ferala [Reishnan, T.M. 19911, Lt will
be highly unrealistic to attritute Lhe wage escalation 1n Xerals
to rhe remittance indured construction boom alone but there is no
nes=d to dispute that it did play an 1mportant role and that trz
construction sector actea as a wages leaders. The increase (n real
wages faster Lhan inereaese in productivity in the agriculiwal

sectar is ciaimed ta have nad a deleterious impact on output on

employment 1 this sector (Kannan and Fushpangadan, 1970
Krishnain, 199113, Crouping intensity and gross cultivated laao
declinea and agrizultural output scagnated. Despiie the

dacliimung profaitanility of agriculiure, iand continuwed to by a
prefarred asset holding dus  to possivilities of specuwiative

prafiit that cuuld e maoge in A pericd of »iging land prices.

Fhienamernal increase in tand prices for  residential sites
avan In the cural areas, has besh widely commented upon by (ne
misre level studies meintioned g lier.  These abgervatiuvile arsg
collabaorated by the aveilable time series data on land prices
for selected wvillages [Nair, ¥ R 6 1989; Varghese,T.A. (747..
The data provided by the A1l incia Debt ang  Investment Surveys
raveal that the valus ot land ownec by a rural household :n
kerala increased by  around 80 per  cent bhatween 1971 and L17dl.
During the previouws decade, the 1ncrease has been only on the
grder of 100 per <entb. The avove ascalation in value of Lo
holdings can be only explainad by a pnanomenal explosion it i«nd
prices. Evernn a land ownee Wwhao is oat Eeen on madimising currsat
income from the land would hold onto the land for speculative
reasons in the above sitidation. Thus the extraardinarily hagh
land prices may have acted as & wvarrier to investment flowes indo

agricul ture.
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T above discussion would apparently ssem to support views
“that have bDesn  scepilvcal  of  fthe development rapact of  the
remittances leee for 1ssues  iovolved Culesly and Tranm B.bl 1599w

and Stahl, L. L78aa, Or the contirary wse  wish L0 saphasize that

the developmental ouwtcoma nesd not necessarily have been as it

haa oQcouryed in Kstalasa had toe  msoro 2nvironment 10 the shats

been conduuive to incressing agricul toral productivity, T owWorst
what could be raised as & oriticism &against the developmaobtad
censeguence  of  the rcomybttances is that they bhave tendec to
ralntarce the bre existing structuras of underdevelogasnt. rabass
than break then down., AL any rete the auove discussion o0 Lans?
and labour morkets fas Little relevance in an sxplangbian o4 waw

low investment in the large scale industeial sector.

Section 4

Regional Economic Crisis and Need for a Policy Regrientation
The various strands of discussions it the previous émctiﬁn
on  the eglonal domestic  product,  consumphkion, investiment,
renlboances, capital flows and trade bLalance 1 Bl Variows
sections can be perivdiced into thiree distinct phases &8 1%
presated 1n the chart below. The wihase I sxtands  throagh the
‘Yifties and the early sixties, pnase 11  canges botween mid-

‘sikwbies and ald-"seventies and phase YL ithe gerisd therearisr.

During Fhase 1, coneisting of the {fivst  one and é -3
decadges of  the post indesenasnce perioad, Kerala was a typlaal
backwaird «wxport ovrientes seconomy withs Llow per capita production,

0d 1ow Cconsuaptl on. The iow investmeat regulited in velastivaly
;glow growkbit.,  Uralaters) paymants out of  the sconomy in the Form
regatriztion of wiodits and ceapital had as  1hs shadow an exoort
surplus on Lrade account. In the vhase Il therg is a stiep vp of
Investmant, partly fipanced Ly inflow Of public sectur investm=20l

and the grawth rate accelerates in contrast to rast of India.
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Chort o

fuased 6y Kersia’'s keenomr fevelopaent since indeperdence

................................................................................ B L T T R el
RIFH-IN Fhaaz Frase 111
e ang early “iés aic-"sds to gig-"7Cs aid-'70s theough ‘88
Fer capite 30P
irelative to lower 1twer Louer
indian average)
Srasth of SuF: siosar SLPy arislevation 80P: deceieratian
donestic taRer Lhan {kigher inan pational {louer than national
Srodoction pationai averayge! averagel
average’
Investaznt {ow risag talis
lonsubctidh 0N fon high
Repittance sainly :aterradional palnly interregional foraign reaittance
1ntlaug ranittance/S0P ratic shirpiy
rise
Trade surgius relatively smsll deficits sharp increase in deficits
talarza :
Lagrtay wet suttioe Het nfiow - Ret outfiow
flow

Dty Fhase (IT kbhe  arowbh  of the regianal economy sharply
decaierates Dot corsumprtion rises.  The garador of low outpul -
Fh gy CONNLRPpLLGA Goonuay 1a Faouibrtated v antlaw of rewittances.
Due o btz rag roport peopsnsity bhe aultiplier effect o
i Gited L .ome 13 law.e Fhartihesr the excess fuoids are channalisad
Gt o hom® Davesoaeit Duat for net lending ovulside the reayion.
Thus we frave vet another pacados, beat ol wrads defecit backwari
regian rending Lo rest ot lodia,

The  reswlt has  been the emsrgence of - a high consumption
BUOMIMY wi o Dackward production Dase. 65 can pe seesn from bhe
following srercise Lhe tota)l evpendituere in the state, that iF
COHTSUAMpD L ON and lnvestment, han  bheen significantly in excess of

state damestic provduct.
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OV S , {1
where Y 1s 1ncome, U domestic prodoclt and H a@ebk 10com2 1+ 10W8S v
ovteide on accouant oFf foreign assebs o remiliances,
Q=0+ 1 + (X ~ pi (25
whare € is consuention, J investment, X exports and M oamports.
B O o= o (X - M) &y
whare B is expendiiure. Substizuting oata for 1988-81, wa have:
Eow 3585 - 2190 + LeU4 = 4364 i4)
The total expenditure Yor the vear 198@-8l is Re. 4266 erwvas -
nearty 25 per cent higher than  the sdets domsshic product oF RE-
3595 crores.  The aituatimn reveals the fragirlity of the ragional
esanamy . In case of a serigus decliine  in fhe remibtance rnfiow
rrom Midile Eagt either doe Lo politvical instabilrty or any other

tacktor, the preasent e<pandgilricire levaels dn the cegional  edaontmy

can e maiidained only thirouah  substantial  borrowsng T
dirainvestment  from oubside the —agion., In the absenve of any

comngensatory inflow of funds to the dacline in remitiances,
consumprion and 1nvestreent would have to bhe cwrtainled. the latter
leading to reverse multiplier coniraction of the stalte domeztic

peirduct.,

Tevms ot lrads

The present pzibh of goevelopreat s Olwarly unsustainable.
The recent cevelopmencs w0 bhe aaftronal sconaosy nas addad  a
g graney to btne sl tuavion. We have argued elsswnere  what the
regional herms of  trade for the state is likely to dove in
acvarse direction, Linomas Isaac. Reddy, and Duvvuary, 199E1
tnlike  the obner perimaey  comomodiiy éuparters, Keralk did not
sutfer from adverse terms of trade in the last four decades. The
mrld deciine Jduring 1960-73%  was taore s compensated by the
gignitficant increase n tne terws oFf trade since mid-"78s5. @ng
uniike wmogb of the perinary export  coancdities the pricaﬁ of
coimmodl ties from Kerala oid nut craste after the boom of mid-"78s.

The latter enjoayed aouyanht antd relacively scabte denand



conditions in the intermsbtional market and the protacted warket
for  rubbee  and coconubt, within  India. A nurber pf factors
atfecring the supply of Rerala's foreign eport Zomwdities  had
kept up the prices througn the tierst nalf of the "8¥s.  DBut given
the tistory of cyclical pattern of outpat growtn ang prices of
tive perennial Crops L0 48 wuidikely that these conditians will
swvive 1ndefinitely. A downward trend v the prices of aany of
the commcariies are already viesible. Lin o Ehe loing=r taem
compatition to kKerala’'s esxportes 1w lisely to intensify from
alteranative sources of  Suyply. In the national amarket 1t is
unlikely that the present lwvel of protection and high prices for
ruabher and  coconuts divoroed From  toe anternational prices  £an
continue indefinitely given the new ilberalisation policy ragime.
In contrast, the grices of the eain leport commodities of Kerala
stch as gralhs, sugar, cement, gsteel and patroleuam e likely to
rise faster than Lhe geheral grlces lavel as  in Lthe past. The
policy of curtailiing the subzsidies {4 going €0 force Kerala (o
incraasingQly rely ot Gpen [ARrket puirinasss., The net result is
the likelihood of adverse movemenl i the terss of trade which

wauld be & further drag on the improvenesint of the real lncome  af

the vregtor.

Yet another disturbing trend fas been Yhe mounting evidenoso
of growing swupply constraintg o She regional exprrts dwang the
gighties. Urilike the parind oefore mid-seventies ragional
expoatts have tended to stagnate dwring the eighties. Ths
urreqgul ated trade ygenerated coopulsiorns and  incentives have
caused resource depletion end scolagical degeadation which Loaay
are leading to a  downtw of the exports but also affecting tiw
other sectors of the economy through watei scarcity, depletion of
tocal food availavility, raw material shuortages to cottage
industries, etc. Tt is difficult to ease thess constraints in the
short run, In the sixkties the real income effect o4 the wild

deteriaration in bharter tecas Lo o great extent was  wmitigateo by

2
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the rapid expancion aof the gqaantity of exporis, This is not the
case today. it would appear that Kerala is also going to tace a

deterioration in tne income terms of trade in the new phase.

de a new Revalopmnent Strateqgy

Thera 19 2 wrgent need for reorrenkation of the develiopment
polities or tie state Lowards enhbhasis on the protection  of
common property resowces »nd ecological regenerationi polority
for increasing the agricultwrai productivaty by creating the
externalities through scientific land~watar management a0

aparapriate facilitating organisational structures: raprovesent

andg diveruifticstion of nragucts  of teaditionai LAGUSTr 265}
SnCaurgement.  to promave value additiaa in the availsuie

resources particularlyvy furtiher processing activities 1n rubber,
aluminiwn, wood proaucts ety and diversificatian of  the
industrial oroductiaon to new non resource based 1ndustrial
sectors that are skill intensave and high  value adouing ia which

Kerala could have comparative advartage,

Lett Lo iteeld the trade will anlv cegitnforce the existing
structures and therefore there i paramount need for & conciocus
social totervantion to give & new Jdirection to the davelopment
Prucess. Rather than initiating any new ventures faor direct
proaduction the govarnient has gobt to dtiiise its iimited funds
for providing infrastructwes and incentives for the productive
investment 9f the tunds that today flow {(nto luxury consumpkion
or out o+ the state. Aparlt trom the inefficiency of the state
Machingery., the @pajor handicap of the state government in
fulfilling this task 1s the severa {fiscal corisis 1t faces (K.h.
Gearge, 19921. The contanuous deficits in the revenue account
and the farlure to fund even the mocdest plan aliccations have
aeen the recurring feature af rRerala's budgeté tor more than a

decade now. Thi scope Jor signiticantly curtailing the

3y
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administrative or social expenditures is very limited. , The
prospects aof the Federal Finance Commissions taking a generous

viegw OFf the special problems are also not bright.

The Financial constraints o+ toe state strengthen the
arqguments for reaview of the presznt  investment pattern and
retfixation of the priorities. It also increeses the ralevance of
a more decentreolised participatory development strategy that can
tap the local resauwrces and the unutilised man power for tha
creation vt externalitiuvs in xyriculture and ecological

regenaration.

To go beyond the avove general outlines of & new strategy of
development is outside the scope nf the present paper. As &
concluding sentence we shall ovnly reeaphasise that the present
trade led specialisation based on harvesting of natural resources
or processing of egricultural products has reached a dead end and
that if the present drift of Lhe Kerala aconomy continues the

prospects for future are rather uvleal.

L The present waorking paper forms a part af a larger study of
trade and development experience of Kerala. Some of the findings
were presented in a semnar organised by ILO-ARTEP at Bangkok 1n
April 1992 on Economic Conseguences of Gul¥ Crisis. The authors
wish to thank D. Narayana and K.N. Harilal on an earlier version
of the present paper, J. Sreekumar for Computational assistance
and D. Giriia for typing service., 1
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