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ABSTRACT

Kerala has been a model to other states for her achievements in
social development.  But in terms of economic growth her performance
has for long been very poor and a matter of deep concern. In this context
the turnaround in growth that  has occurred in Kerala in the nineties , in
contrast to the earlier decades  needs to be looked  at in detail. This study
is an attempt in that direction.  It  is an analysis of the long terms trends
in the State Domestic Product of Kerala for the period 1970-2000. It  is
concerned with the growth of the different sectors of the economy, the
changes in the sectoral composition of output and other related issues
such as the sources of growth. What is observed is that in the eighties
and more so in the nineties both in terms of rates of growth and share in
net state domestic product the tertiary sector has dominated and this has
been due to the growth of the producer’s services.  Income responsiveness
of  producer services is also found to be the highest.  However, it is
observed that this has not resulted in any linkages with the production
sector within the economy  suggesting  that the linkages may be  with
productive sectors of other states. Nevertheless there are some
intersectoral linkages with the consumer services and intra sectoral-
linkages between banking and insurance and transport by other means.
In conclusion the leading and lagging sectors of the economy and in the
nineties the sectors  propelling growth are identified. The sectors which
have lost their position when compared to the previous decades are
Registered Manufacturing, Construction and Public Administration.  The
emerging sectors  in the economy are transport  by other means,  and
trade , hotels and restaurants while banking and insurance is  the leading
sector. Analysis of structural transformation in the economy suggests
that although structural change has been there, it was found to be very
moderate and has not been strong enough to bring about a major change
either in terms of the growth centres of the economy or the main
contributors to the growth of the economy.  In conclusion one feels that
we continue to remain a consumer /trading state and not a producer
state. Is this socially desirable and sustainable is a question that needs to
be addressed.

Key words: SDP growth rates, sectoral shares, service sector, producer
services, consumer services, income and price elasticity,
structural transformation

JEL Classification: O11, O18
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The Background

In recent years there has been increasing euphoria among the

academicians and policy makers over the fact that the nineties have

ushered in a high growth path for Kerala compared to the previous

decades.  This is because, while Kerala has been a model to other states

for her achievements in social development, in terms of economic growth

her performance has for long been very poor and a matter of deep concern.

This turn around in growth rates is all the more significant because it is

higher than even some of the advanced states like Karnataka1.  However,

the prospect for long term economic growth as well as its sustainability

depends significantly on the changes in the structure of an economy and

its evolution over time- economic structure defined as the sectoral

composition of output, employment and labour productivity2.  While a

few studies have addressed the Kerala’s nineties growth phenomenon in

isolation3,  and in the context of the new spate of literature on convergence

and divergence of growth rates across states4, there are not many studies

1 Subrahmanian and Azeez, (2000), Ahluwalia, (2002.)

2 Kuznets (1959)

3 Subrahmanian (2005), Subrahmanian (2003), Pushpangadan (2003),  Jeromi
(2003) Harilal and Joseph (2000)

4 Subrahmanian (2003),  Shetty (2003), Ahuliawala (2002), Reserve Bank of India
(2002) among others.
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which have specifically examined in depth the long-term trends in the

growth of the Kerala economy particularly at a disaggregated level5.

This study tries to fill this gap.  It is an attempt to study the growth of the

Kerala economy over the period 1970-2000. More specifically it is an

analysis of the growth of the different sectors of the economy, the changes

in the sectoral composition of output and other related issues. This study

seems particularly relevant in the context of the recent debate on whether

there has been a turnaround in the growth of Kerala economy6.

The paper is divided into three sections.

Section 1 begins with a discussion of concepts, data and methods

used in the study and proceeds to analyse the overall and sectoral growth

rates in the Net State Domestic Product (NSDP) and its changes over

time since 1970. Section 2 tries to understand  the  nature and significance

of the service sector growth, Section 3 deals with the sources of growth,

structural transformation  and the broad conclusions emerging therefrom.

Section 1

Long Term Trends in NSDP

As a background to the study of the long terms trends in the net

state domestic product in Kerala, we provide a broad overview of the

concepts, methods, and data used for the analysis.

a) Concepts

The estimates of the income of a state have for long been accepted

as an important indicator of the overall performance of its economy.

These aggregates can be further broken down to obtain the sectoral

5 Pushpangadan (2003), Pillai (1994),  Pushpangadan’s study analyses the service
sector alone at the disaggregated  level.  Pillai’s  study of long term trends  is not
at a disaggregated level.

6 For a recent debate on this issue see K.P.Kannan (2005), M. A. Oomen (2005),
Suresh Babu (2005) among others.
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estimates, their contributions, their growth etc. While the estimates of

state income covering a long period of time reveal the magnitude and

direction of growth of a state, its sectoral composition throws light on

the relative position of the different sectors in the economy. An analysis

of the changes in the growth and contribution of the sectors over time

provides a measure of structural changes in the pattern of production

and services7.

Concept of state income

In any analysis of state income, it is necessary to clarify the concept

of state income employed. Conceptually, the estimates of state income

can be prepared either by the income originating approach or the income

accruing approach. In the income originating approach, the measurement

corresponds to income originating to the factors of production physically

located within the geographical boundaries of a state and represents gross/

net value of goods and services produced within that state during a given

period of time usually a year. On the other hand, the income accruing

approach relates to the income accruing to the normal residents of the

state. For this one needs data on flows of factor income to/from the

boundaries of the state as well as flows to/from abroad. For want of

requisite data, presently estimates of SDP prepared by the State Statistical

Bureaus follow the income originating approach although income

acquiring to the residents of a state is a better measure of welfare8. The

state income estimates available and used in this paper are therefore a

7 The state income estimates are useful not only for the study of economic
performance of any state, but are also an important tool for planning. For example,
the Planning Commission, the Finance Commissions appointed from time to
time etc have all made use of the estimates of state domestic product along with
other indicators for allocating resources among the states, Khanna (1990).
Economic and Political Weekly Research Foundation  (EPWRF) (2003) among
many others.

8 Kumar, Singh & Kar (2003).
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measure of income originating within the boundaries of the state  and

are termed as Net State Domestic Product at factor cost9.

b) Data and Methodology

The first and foremost issue in any study of the long-term trends is

the choice of an appropriate base year. More so in the case of National

Accounts data which changes the base year every ten years. Ideally, it

should be a normal year and somewhere near the middle of the series. It

does not seem appropriate to use the last base year 1993-9410  as done in

most studies to project backwards to the seventies. This is because the

commodity composition and relevance of commodities may be changing

over time. Hence we use 1980-81 as the base year for our analysis

covering the period 1970-71 to 1999-2000.11

It is important to note that the periodical revision of base year for

the estimation of SDP at constant prices makes it very difficult to combine

the different series and work out the growth rate for a long term period.

Added to this, the revision of the methodology, concepts and the use of

new sources of data etc from time to time and along with the base year

changes results in significant differences between the estimates as per

the old and new series. Hence the strict comparability of the different

growth rates of SDP at constant prices are questionable and therefore

9 Although both gross state domestic product and net state domestic product can
be used  for the analysis taking into consideration the nature and availability of
data it is held that conceptually net state domestic product is a better parameter
than gross domestic product.  For these reasons we also use the concept of net
state domestic product for our analysis See Subrahmanian (2003), p48.

10 See Kannan (2005), K.K.Subramaniam (2005) among others.

11 Although the Directorate of Economics and Statistics has been publishing data
since 1955-56 we begin our analysis only from 1970. This is because we have
chosen 1980-81 as a base year for our analysis and stretching the analysis
backward to a very long period may not be very meaningful.  We have stopped
the analysis with the year 2000, because we may get firm estimates perhaps for
a year or more only and the rest would be provisional estimates. From our
experience we have found  provisional estimates to differ very much from revised
estimates and interpretations based on them can be misleading.
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should be interpreted with caution. This point is particularly more

important when the sectoral shifts in the SDP and the relative growth

rates of sectoral SDP at constant prices are interpreted12 . It is for these

reasons and since our focus is on a disaggregated analysis that we have

developed a linked series for the analysis.

For the compilation of a linked series the available two standard

concepts are (i.) The splicing method and (ii) reworking the estimates as

per the current series methodology at the component or detailed item

level13.

In the absence of availability of detailed backseries of SDP from

all the states, an exercise to prepare the back series of aggregated estimates

of GSDP, NSDP and per capita NSDP in respect of different states of the

country, has been carried out using the method of splicing by the

Economic and Political Weekly Research Foundation14. Source of the

basic data used in this exercise has been the publications of respective

State Directorates of Economics and Statistics. We make use of these

12 Pillai(1994)

13 To quote “the major problem in compiling back series estimates is in maintaining
the growth rates of earlier series(volume movements in the case of constant
price estimates) at not only the component level, but also at each level of
aggregation.  If the growth rates are maintained at component level and at each
level of aggregation, the components may not add up to the aggregate level,
which means that there is loss of additivity between the components and the
estimates at the aggregate level. On the other hand, if the growth rates are
maintained at the component level, and the aggregate is derived as a sum of the
components, the growth rates of the aggregates in the linked series will be
different from those in the earlier series.  This is because the weighting diagram
in the new series is the prices of different components in the new base year.  The
growth rates of the aggregates in the back years in the new series are now
influenced by the price structure of the components of the new base year. “Back
Series  of SDP estimates by Kumar and Chandra (2003), p.93.   It is also stated
that only a few of the Departments of Economics and Statistics  have so far been
able to prepare a combined series of regional accounts statistics linking the
estimates  prior to 1993-94 with the new series.

14 Economic and Political Weekly Research Foundation (2003)
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estimates. For years for which data are not available we make our own

estimates using the splicing method15.

The growth behaviour of the state domestic product is the single

most important indicator available for measuring overall performance

of the state economy both for short and long term periods and for spatial

comparisons. Different methods have been used by various scholars for

calculating the growth of the economy ranging from average of annual

percentage change to exponential fits.16   Some researchers distinguish

between growth rates to be used for short periods and long periods, and

for states and the nation as a whole17.  A review of all these methods

suggest that a simple growth rate, namely the average of annual

percentage change would be ideal for this study.  We also find that studies

on similar lines have adopted this method18. We now proceed to the

analysis of the long term trends in the structure and composition of the

net state domestic product in Kerala for the period 1970-71 to

15 In the compilation of its back series, the C.S.O. mainly reworked its estimates
back up to 1980-81 and applied the splicing method for linking the estimates
prior to 1980-81 EPWRF (2002), p.22.

16 For instance Subrahmanian (2003) preferred the use of growth rates estimated
by fitting a semi-log trend. The growth rates for the sub periods were estimated
by using a kinked exponential fit.

17 Growth rates for short periods are mostly computed using the two end
observations of a period. ie first the base year (year before the commencement
of the period) and second the terminal year of the period. The method of
computing the growth rate for the short term period by using two end observations
may be suitable at the national level since the abnormal variations in the
performance of the economy of the different states get more or less smoothened
over the larger area of the country and as a result the trend of the national economy
over time may not reveal any significant distortion.  However in the case of
states especially where the economy witnesses large fluctuations, the method of
computing growth rates by using end years only is not found to be suitable.
Considering therefore the erratic pattern in the movement of the state economy,
it becomes imperative that the value of each year of the intervening period is
taken into consideration in computing the short period growth . It is also suggested
that the growth rates over long periods could be worked out by fitting a trend-
line to logarithm of the SDP at constant prices.  Thus one has  to make a rational
choice of a rate from among several rates Patel and Pandya (1990).

18 Choudhury  (1995), Sivasubramonian (2000).
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1999-2000 with 1980-81 as the base year dividing it into three sub

periods, 1970-71- 1979-1980,1980-81-1989-90, 1990-91-1999-00, and

for the whole period 1970-2000. In the recent discussion on Kerala’s

turnaround in growth, 1987-88 has been identified as the year (based on

a kink in the NSDP data) when Kerala entered into the high growth

phase. An important point which we would like to stress in this context,

is that exercises on locating kinks using rule of thumb methods can lead

to arbitrary conclusions. They have also been found sensitive to the choice

of the base year19 . Hence we go for a decadal analysis.

Overall and Sectoral Growth Rates in Net State Domestic Product

An analysis of the simple growth rates (average annual percentage

change in NSDP) for the periods 1970-71 to1979-80, 1980-81 to 1989-

90 and 1990-91 to 1999-2000 and for the three main sectors viz. primary,

secondary and tertiary in constant prices provides a profile of the

decadal growth experience of the Kerala economy (See Table 1 and

figure 1).

Table 1. Average Growth Rate in NSDP in Kerala (1980-81 Prices)

Period
Primary Secondary Tertiary Total
Sector Sector Sector N.S.D.P

70-71 to 79-80 0.14 4.28 3.01 1.97

80-81 to 89-90 1.28 3.62 4.11 2.87

90-91 to 99-00 2.17 6.53 8.75 6.12

70-71 to 99-00 1.20 4.81 5.29 3.65

Source:  EPWRF-Domestic Product of States of India (2003)

Source:  Department of Economics and Statistics (2004)

19 Hence where it is necessary to test for the existence of two distinctly different
phases in growth, recent literature suggests the best way to do it would be  to
test for the existence of a structural break. (See Hansen (2001).
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The analysis of the long-term trend in NSDP of Kerala shows that

in the seventies and the eighties the rate of growth of NSDP, although

slowly increasing, was very low. In contrast to this the nineties or the

period of the economic reforms witnessed a sharp increase in the growth

rate of the economy. That is the growth rate, which was 1.97 percent

during 1970-71 to 1979-80 increased to 2.87 percent during the period

1980-81 – 1989-90 but rose to 6.12 percent during the period 1990-91 -

1999-2000. For the period as a whole the growth rate was only 3.65

period. Sector wise growth rates also present some interesting results.

While the primary sector registered a low growth rate during the first

period it recovered during the second period and third period, the growth

rates moving from 0.14 to 1.28 and 2.17 percent respectively. For the

period as a whole, the growth rate was a low of 1.20 percent suggesting

that the primary sector is not a promising sector for the economy. As for

the secondary sector growth rates have been fluctuating, the first phase

recording 4.28 percent followed by a decline in the second period to

3.62 percent and a good recovery to 6.53 percent during the third period.

On an average over the whole period the sector recorded only a growth

rate of 4.81 percent. Thus the two commodity producing sectors do not

Average Growth Rate in NSDP in Kerala (at 1980-81 price)
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seem to have been doing on an average well although in the nineties

they show some recovery. In contrast to these two sectors, the tertiary

sector growth rates steadily increased from 3 percent during the 1970’s

to 4.11 percent in the 1980’s and to 8.75 percent in the 1990’s with an

average growth rate of 5.29 percent for the period as a whole, recording

the highest average growth among the three sectors, during the eighties,

nineties and for the period as a whole. Thus as against the commodity

sectors it is the tertiary sector, which has been the high growth sector of

Kerala’s economy since the eighties. While this has been the historical

profile of growth it must be observed that during the period of the

economic reforms all the three sectors have experienced better growth

rates.20  One important factor which needs to be examined in this context

is to see whether  the sectoral growth rates  are uniformly spread across

the sub-sectors. In other words, are there leading and lagging sectors

within each sector?

Pattern of Sectoral and Sub-Sectoral Growth Rates

We may now look at the growth of sub sectors within sectors in

order to gain more understanding of the sectoral performance. Table 2

gives the details. Two types of analysis are carried out here (1) Sectoral

growth rates are compared with SDP growth rates to identify growing

sectors in each period and (2) sub-sector growth rates  are compared

with sectoral growth rates to identify the lagging and leading sectors

within sectors or intra sectoral variations in growth.

As is evident from Table 2 over the entire period of study,

1970-71 to 1999-2000 NSDP has registered on an average only a growth

rate of 3.65 percent. For the same period the primary sector registered a

20 A quick analysis of the average growth rates in terms of current prices brings
out the following,. (1) Broad trends are the same between current and constant
growth rates except in one or two cases (2)  Price increase has been  high and
also varies across sectors.  In the interests of brevity we do not present the
details here
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Table  2.  Average Growth of Sub Sectors (1980-81 prices) (Percentage)

Industry of origin 70-71 to 80-81 to 90-91 to 70-71 to

79-80  89-90 99-00  99-00

Agriculture 0.46 2.24 2.23 1.64

Forestry & logging -1.28 -10.76 6.60 -1.81

Fishing -0.86 -1.70 0.04 -0.84

Mining & quarrying 8.18 18.13 3.92 10.08

Sub-total primary 0.14 1.28 2.17 1.20

Manufacturing - Registered 5.84 8.58 7.22 7.21

Manufacturing Unregistered 2.45 2.42 3.72 2.87

Electricity, Gas  &Water supply 11.27 34.89 18.84 21.67

Construction 4.26 1.20 7.32 4.26

Sub-total secondary 4.28 3.62 6.53 4.81

Trade, Hotels & Restaurants 0.96 2.48 5.97 3.13

Railways 2.45 9.17 9.33 6.99

Transport by other means 5.64 7.33 13.98 8.98

Storage & Communications 8.21 6.74 18.17 11.04

Banking & Insurance 11.11 13.59 12.70 12.46

Real estate, ownership of
dwelling and Business services 2.95 -13.84 -4.48 -5.12

Public administration 7.44 8.01 7.39 7.61

Other Services 2.88 1.93 6.55 3.79

Sub-total tertiary 3.01 4.11 8.75 5.29

Total N.S.D.P 1.97 2.87 6.12 3.65

Source : Same as Table 1

still lower growth rate (1.20), lower than SDP and lowest among the

sectors. During the decade of the seventies the primary sector registered

a growth rate of (0.14) only as against a low but positive SDP growth

rate (1.97) again the lowest among the sectors.  In the eighties though
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the primary sector recorded a higher growth rate (1.28) it was still lower

than the SDP growth rate (2.87) and that of secondary and tertiary sectors

ie, 3.62 and 4.11 respectively. Primary sector showed highest growth

rate during the nineties (2.17) yet far lower than the SDP growth rate

(6.12) and lowest among the three sectors.

Thus the primary sector has consistently recorded both the lowest

rates of growth among the three sectors, and always below that of SDP.

All these suggest that the primary sector has never been a fast growing

sector of the economy, However, one can categorically say this only

after examining the sub-sectoral growth rates within the primary sector.

Coming to the secondary sector, for the period as a whole the

sector recorded a slightly higher rate (4.81) than that of SDP (3.65), but

on an average lower than the tertiary sector (5.29). During seventies, it

recorded the highest growth rate (4.28) compared to all other sectors

and more than double that of NSDP (1.97). But in the eighties the growth

rate of the secondary sector  not only declined sharply to 3.62 but even

became lower than the growth rate of the tertiary sector (4.11). In the

nineties the secondary sector growth rate increased sharply to 6.53 and

was slightly higher than that of SDP (6.12) and much lower than that of

the tertiary sector with 8.75. Thus in the seventies Kerala economy was

driven by the high growth of the secondary sector while in the eighties it

was pulled down by a low growth secondary sector when it  gave way to

the tertiary sector. This trend continued in the nineties despite a good

recovery of the secondary sector in this period.

As for the tertiary sector, for the period as a whole it recorded a rate

higher than that of SDP and the highest among the sectors, 5.29%. In the

seventies  the tertiary sector recorded a growth rate of 3.01, a growth rate

lower than the secondary sector (4.28), yet higher than that of NSDP (1.97).

In the eighties also the service sector increased its growth rate to 4.11, the

highest among the sectors and higher than the  growth of NSDP (2.87). In

the nineties the tertiary sector has registered the highest growth rate ever



16

achieved in the past as well as across the sectors (8.75), and much above

the SDP growth rate (6.12).

Thus the tertiary sector has maintained growth rates consistently

higher than the SDP throughout the three decades and higher than the

other sectors  (except for the seventies) implying the  significance of this

sector in the economy as the main propeller of growth. This only affirms

our analysis relating to the commodity, and non-commodity sectors.

However, this needs to be confirmed by examining the sub-sectoral growth

rates as well. First we identify the leading sub-sectors within sectors and

the changing patterns over time and then within the economy.

Decadal analysis of the sub-sectoral growth rates within the primary

sector shows (Table 2) that mining and quarrying have been doing well in

the seventies (8.18) and the eighties (18.13) both in relation to the sectoral

growth rate as well as the SDP. In the nineties forestry and logging have

been doing well (6.60).  While agriculture has been doing well during the

seventies and eighties relatively to fishing and forestry and logging which

have been displaying negative growth rates,  the picture changes in the

nineties with agriculture growth rate being only 2.23 while mining sharply

declined to 3.92 and fishing showed small improvements from a negative

growth rate to a positive (0.04%) growth  rate.  Thus while mining was a

lead sector within the primary sector   in the seventies and eighties,   in the

nineties it is forestry and logging. In the nineties both agriculture, forestry

& fishing show signs of recovery and have achieved the highest ever-

recorded growth rate during the entire period.

To summarize, there are sub-sectors within the primary which have

done well, and the overall growth rate is low because of negative growth

rates of certain subsectors, like forestry and logging and fishing. A

consistent lead sector in the primary sector is mining & quarrying. In

the nineties one finds a general buoyancy in the primary  sector with

forestry showing growth rates greater than the sectoral growth rates and

the SDP growth rate. We do not intend to discuss the impact of the above

trends on the economy of Kerala as it is beyond the scope of this paper.
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Coming to the secondary sector in the seventies the high growth

sub-sectors were electricity, gas and water supply, (11.27) and registered

manufacturing (5.84) both in relation to the secondary sector (4.28) as

well as the economy, (1.97). With respect to the eighties, again registered

manufacturing (8.58) and electricity gas and water supply (34.89) alone

witnessed high growth. In the nineties in sharp contrast to the eighties

growth rates slightly declined for registered manufacturing (7.22) but

unregistered manufacturing showed an increase in growth rates.

Electricity continued to show high growth rates (18.84) both in relation

to the sector and to the economy in the nineties also. In the nineties

growth rates have risen for construction  (7.32). Overall,  that is for the

period (1970-2000) electricity and registered manufacturing show high

growth rate.  But there are definite signs of the secondary sector growing

in the nineties.

Regarding the tertiary sector in the seventies, while on an average

the sector recorded only a growth rate of 3%,  growth within the sector,

was widespread with banking, and insurance (11.11%), public

administration (7.44%) and lastly storage and communications (8.21%)

showing good growth rates. In the eighties the order became banking and

insurance (13.59%), railways (9.17%), public administration (8%) and

transport by other means (7.33%), while real estate showed negative growth

rates. The nineties saw a sharp change with storage and communication

(18.17%), transport by other means (13.98%), banking and other services

(12.70%) and railways (9.33%) accounting for high growth rates, while

real estate showed negative growth rates. Thus there are wide fluctuations

in the growth of sub-sectors, with a few showing consistently high growth

rates - banking and insurance, storage and communications, transport by

other means and public administration. Clearly the tertiary sector is the

sector propelling the growth of the economy since the eighties, and more

so during the nineties.

Coming to long term growth rates for the period as a whole, sub-

sector components like mining and quarrying (10.08%) in the primary
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sector, registered manufacturing (7.21%), electricity, gas &water supply

(21.67%)  in the secondary sector, on an average, registered a much

higher growth rate than the growth rate of SDP. Coming to the service

sector all the sub sectors other than trade, hotels and restaurants and real

estate and the category ‘other services’ registered higher growth rates than

the SDP growth rate. It is interesting to note that negative growth rates

were also recorded in the sub -sectors of forestry  & logging and fishing

in the primary sector and real estate ownership of dwelling and business

services in the tertiary sector. None of the sub sectors in the secondary

sector however registered negative growth rates.

Summarizing the long term trends in growth that is for the period as

a whole, it is observed that the tertiary sector has the highest average growth

rate (5.29%), followed by secondary sector (4.81%) and a low 1.20 for the

primary sector and a growth rate of 3.65% for the SDP. Sub-sector wise

two digit high growth rates are seen only in mining, and quarrying,

electricity, banking and insurance and storage and communications.

Registered manufacturing, railways, transport by other means, and public

administration follow with greater than 5% growth rates.

Sectoral and sub- sectoral analysis in current prices shows that

both in terms of magnitude as well as trends there are some differences

between the current and constant series and such differences vary across

sectors implying that price rise differs across sectors.

The Relative Shares of Sectors in NSDP

The relative shares of three sectors during the period 1970-71

to1999-2000 (See table 3) shows that for the entire period tertiary sector

has been the major contributor (39.20 %) followed closely by the primary

sector with 37.61%. However, the decadal trends demonstrate interesting

patterns. In the seventies, it was the primary sector that dominated

(45.10%) followed by the tertiary with 34.37%. The picture changed

since then. In the 1980’s it was the tertiary sector (39.85%) that became
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Table  3.  Share of Sub- Sectors in NSDP (80-81) Prices (Percentage)

Industry of origin  70-71 to   80-81 to 90-91 to  70-71 to
 79-80  89-90 99-00 99-00

Agriculture 38.41 33.23 29.24 33.63

Forestry & logging 3.93 1.44 0.54 1.97

Fishing 2.66 1.60 1.33 1.87

Mining & quarrying 0.10 0.15 0.19 0.15

Sub-total primary 45.10 36.42 31.32 37.61

Manufacturing Registered 6.53 8.52 8.13 7.73

Manufacturing Unregistered 6.62 6.33 7.08 6.68

Electricity,Gas &Water supply 0.92 0.74 1.44 1.04

Construction 6.45 8.14 8.65 7.75

Sub-total secondary 20.52 23.73 25.31 23.19

Trade,hotels & Restaurants 15.81 15.04 13.53 14.80

Railways 0.10 0.18 0.17 0.15

Transport by other means 2.34 3.73 7.25 4.44

Storage & Communications 0.44 0.81 1.32 0.86

Banking & insurance 2.32 4.86 8.75 5.31

Real estate, ownership of
dwellings & business services 3.12 2.29 0.11 1.84

Public administration 2.33 5.08 5.51 4.31

Other services21 7.91 7.87 6.67 7.49

Sub-total tertiary 34.37 39.85 43.36 39.20

Total N.S.D.P 100.00 100.00 100.00 100.00

Source: Same as Table 1

21 Other services includes educational services, research and scientific institutions,
medical and health services, veterinary services, sanitary services, recreation
and entertainment services, international and other extra territorial services and
rest of the services covering personal services, community services and services
NEC and tailoring services (EPW 2003, p87-88).
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dominant followed by the primary (36.42). That pattern gained strength

in the nineties when the tertiary sector share grew to a high of 43.36

percent while that of the primary declined to 31.32%.  It is disturbing to

note that in all the three decades the share of secondary sector has been

the lowest and has marginally increased from 20  to 25 percent.

Thus the increase in the share of the tertiary sector has been at the

expense of the primary sector.  Alternatively one could say that the decline

in the share of the primary sector has been offset both by the increase in

the share of the tertiary sector and to a smaller extent increase in the

share of the secondary sector.

Sub-sectoral analysis shows that for the period as a whole

agriculture is the major sub-sector within the primary sector (33.63 %)

and continues to be so even today in terms of its contribution (29.24%)

to the state domestic product. The decline of the primary sector share

thus also can be attributed to the decline in agriculture’ share.

Within the secondary sector construction’s contribution is 7.75%

while registered manufacturing with 7.73% and unregistered

manufacturing with 6.68% contribute more or less equally. Except for

electricity, gas etc (1.04%) there seems to be a more or less equal

distribution of the state domestic product within this sector.

For the period as a whole within the tertiary sector trade hotels

and restaurants predominate with 14.80%  while other services

contributed 7.49%, banking 5.31%, transport by other means 4.44% and

public administration 4.31%. From seventies to eighties and to the nineties

trade, hotels and restaurants share declined from 15.81%, to 15.04%

and to 13.54 % respectively while transport by other means has increased

its contribution from 2.34% to 3.73% and 7.25% and banking from 2.32%

to 4.86% to 8.75%. Public administration’s share increased from 2.33%

to 5.08% and further to 5.51%

It is interesting to note that all the sectors (except trade, hotels and

restaurants, real estate and other services which showed decline in shares)
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showed steady increase in shares and the increase in the share of the

tertiary sector can  be attributed to these sub-sectors.

Over the three decades agriculture, which contributed about 29-38%,

trade 13-16% continues as major contributors even today. In the seventies

registered manufacturing with 6%, unregistered manufacturing with 6%,

construction 6% and other services with 8% followed them.

The eighties saw some shift in the industrial composition of the state domestic

product with transport by other means, and storage and communication and

banking and insurance and public administration increasing their share from

the seventies to the eighties and also in the nineties.

Thus since the eighties there are some signs of change and this

movement has strengthened in the nineties but the major contributors to

SDP continue to remain the same suggesting that the changes have not

been strong enough to bring about a marked change in the structure of

output in terms of income originating in the economy.

Thus our analysis shows that both in terms of rates of growth and

share of NSDP the tertiary sector has predominated since the eighties

and this has further strengthened in the nineties.

The implications of this growth pattern for the economy’s medium

and long-term growth would depend very much on the pattern of growth

of the tertiary/ service sector.  Section 2 looks into these issues.

Section 2

Pattern of Growth of the Service Sector

 Two major views that exist on the growth and predominance of

the service sector in an economy are:

1) It is an engine of growth or necessary concomitant of growth

resulting from the growth of skill intensive, high value added

sectors such as software, communications, financial services etc.
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2) It is reflective of a mutation of growth- it is a sector, which absorbs

the shocks of the agricultural and industrial sectors leading to the

growth of low skilled service activities.

How to categorize an economy’s service sector growth in relation

to the above-mentioned views would very much depend on the

specificities of the growth of the sector. Service sector covers a broad

spectrum of activities; some conducive to production, some for consumer

satisfaction or an amalgam of the two. For a proper understanding of the

possible linkages the exact growth centres within the service sector needs

to be identified.

It is pertinent in this context to decompose the various segments

in the service sector and see in which segment growth has occurred.  For

empirical analysis22  sub sectors such as trade transport and

communication, banking and insurance, real estate and business services

can be categorized as producer services, while Hotels, restaurants and

other services are treated as consumer services. (Other service category

includes those services offered by government and private agencies in

various areas such as health care, education etc.) Government services

comprise public administration. We have adopted this classification with

minor variations. In this analysis we have treated the category ‘Other

services’’ as a separate group given its importance in the economy while

the Reserve Bank of India study puts it under consumer services. Again

since no separate data on trade is available, it gets clubbed with hotels

and restaurants and would be treated as consumer services.   The average

share of these sub sectors groups in value added is given in Table 4.

22 Reserve Bank of India, Report on Currency and Finance 2000-01(2002)  Ch.
III, pp 39.
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Table 4. Percentage Share of Different Service Groups in Net Value
Added of the Service Sector

                       Period

Sectors 1970-71 to 1980-81 to 1990-91 to

1979-80 1989-90  1999-00

Consumer Service 46.10 37.83 31.39

Producer  Service 24.12 29.69 40.37

Govt. Service 6.77 12.68 12.78

Other Service 23.01 19.79 15.46

Total Service Sector 100.00 100.00 100.00

Source: Same as Table 1.

 It is interesting to see from table 4 that consumer services

dominated in the seventies and constituted around 46 % followed by

producer services and other services. The share of consumer services

came down to 38 % in the 80’s and further to 31% in the 90’s. Producer

services  witnessed steady increase in its share from 24.12 %  in the

seventies to 30 % in the 1980’s and still further to 40 %  in the 1990’s.

As for government services, its share increased from 7 % in the 1970’s

to 13 % in the 1980’s and stagnated at that level in the 1990’s. Other

services’ share steadily declined from 23 % during the 1970’s to 20% in

the 1980’s and 15 % in the 1990’s. Thus in the 1990’s it is the producer

services which have contributed most to value added in the service sector

as a whole. This broadly corresponds to the all India pattern though

there are minor definitional differences.

Graphical illustration of the data clearly brings out the trends.

(Figure 2)
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It would be interesting to see which of the producer services’ share

contributed the most. Producer services comprise of the sectors of

railways, transport by other means, storage and communications, banking

and insurance, real estate and ownership of dwellings.

Table 5 shows that in the 70’s transport by other means (28.12%),

real estate (37.82 %) and banking and insurance (27.59%) were the major

contributors. Communication and railways were low and negligible

respectively. This structure remained even during the 80’s but the share

of real estate sharply came down to  20%,  transport  rose to  31%,  while

banking and insurance increased to 40. In the 90’s the major contributors

decreased to two i.e, banking and insurance with nearly 50 per cent and

transport by other means with 41%. The big change was with respect to

real estate whose share fell to 0.74. Railways and communications

continued t o maintain their position through out the period. Thus the

sharp increase in the share of the producer services in the total value

added in the economy may be largely attributed to the increases in the

shares of the banking and insurance sector and to a lesser extent to

Figure 2

Trends in Share of Sectoral Services
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transport by other means in the eighties and to the sector of banking and

insurance and transport by other means in the nineties. Graphical

illustration of the data shows the trends more clearly.

Figure 3

Component wise Trends of Producer Services
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Table 5. Share of Various Components in Net Value Added of
Producer Services

1970-71 to 1980-81 to 1990-91 to

1979-80  1989-90  1999-00

Railways 1.19 1.50 1.06

Transport by other means 28.12 31.19 41.21

Storage & Communications 5.28 6.83 7.38

Banking & Insurance 27.59 40.23 49.61

Real Estate, ownership of

Dwelling etc 37.82 20.25 0.74

Total 100.00 100.00 100.00

Source: Same as Table 1

Component wise Shares in NVA of Producer Services

Ownership of
Dwelling etc:
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Income and Price Elasticity of Demand for Services

A rising share of the service sector in NSDP is very often attributed

to rising income and in Kerala it has very often been attributed to the

increasing remittances leading to increasing demand for services.  Two

issues that need to be examined in this context are 1. Is the service sector

as a whole income/price elastic 2. Does this differ across various service

groups.  Following the earlier classification and using the formula 23

Log RNSDP s(s is subscript) = a+a1  logRNSDP+a2  log(PDEFs/

PDEF nsdp)

Income and price elasticities of the various groups within the

service sector are estimated.

Where RNSDPs = Real NSDP (or net value added) of service sector

as a proxy for expenditure on services.

RSNDP =  Real NSDP

PDEFs = Price deflator in services sector and

PDEF nsdp = Price deflator of overall NSDP.

Table  6. Income and Price Elasticity for the Service Sectors in

Kerala (1970-71 to 2000-01)

Sector Income elasticity Price elasticity

Service Sector 1.33 -0.48

Consumer service 0.79 0.01

Producer service 1.74 -0.65

Government service 1.11 -1.49

Other service 0.75 -0.19

Statistically significant at 1% level.

23 We use the methodology followed by the Reserve Bank of India, except that we
use net domestic product instead of gross domestic product Reserve Bank of
India (2002)
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Table 6 shows that for the service sector as a whole income elasticity

is greater than 1, while price elasticity is negative and less than one.

Income elasticity is also greater than one for producer services as well

as government services.  For both sectors price elasticity is negative,

and greater than one for government services.  Thus overall for tertiary

sector and for these two groups the demand for services increases with

increase in income but decreases with increase in prices.  The

responsiveness of producer services to changes in income is the highest

amongst all. This together with its high share in total services suggests

that the service sector growth has linkages to production sector. It is

interesting to note that income elasticity for consumer services is less

than one while price elasticity is positive but is very small and not

significant. As for the group “other services” income elasticity is less

than one and price elasticity is negative.

Thus our analysis of the service sector suggests the following.

The main source of value added in the services sector has been the

producer services and within the producer services the sector of banking

and transport by other means suggesting that the services sector growth

has strong linkages with the production sector. Producer services largely

cover infrastructure industries. It is also possible that services like

advertising, publicity, marketing, IT related activities, repair and

maintenance shops, etc have become important services industries. But

what becomes a matter of concern to the economy would be whether

these service activities are related to production within the state.

Section  3

Sources of Growth

Hitherto we have analysed the behaviour of the regional economy

in terms of either growth rates or share. However, to get a clear picture

of the contribution of a sector to the economy’s growth, it is important

to consider the growth rate and its sectoral contribution taken together.
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By taking the shares of each sector weighted by its growth rate it is

possible to get the weighted growth rate of each sector24.  The contribution

Table 7.  Contribution of different sectors to NSDP growth (%)

Industry of origin 1970-71 to  1980-81 to 1990-91 to 1970-71 to

1979-80  1989-90  1999-00  1999-00

Agriculture 8.42 21.58 10.05 13.93

Forestry & logging -2.38 -4.48 0.56 -0.90

Fishing -1.09 -0.79 0.01 -0.40

Mining & quarrying 0.39 0.80 0.12 0.38

Sub-total primary 5.34 17.10 10.73 13.01

Manufacturing Registered 18.10 21.19 9.05 14.05

Manufacturing Unregistered 7.70 4.44 4.07 4.82

Electricity, Gas & Water supply 4.90 7.52 4.21 5.66

Construction 13.04 2.82 9.77 8.32

Sub-total secondary 43.74 35.98 27.10 32.85

Trade, hotels & Restaurants 7.19 10.80 12.46 11.69

Railways 0.11 0.48 0.26 0.27

Transport by other means 6.24 7.92 15.64 10.05

Storage & Communications 1.71 1.58 3.73 2.39

Banking & insurance 12.23 19.14 17.15 16.69

Real estate, ownership of

dwellings & business services 4.37 -9.19 -0.08 -2.38

Public administration 8.23 11.79 6.29 8.27

Other services 10.82 4.40 6.74 7.14

Sub-total tertiary 50.92 46.92 62.17 54.13

Total N.S.D.P 100.00 100.00 100.00 100.00

Source: Same as Table 1

24 It is to be noted that since the individual items do not add up, probably due to
averaging,  the data has been  normalized.
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to NSDP growth of each of these sectors can then be estimated Table 7

below gives the results of such an exercise.

It is interesting to note that since the seventies, the tertiary sector

has been the biggest contributor to growth contributing on an average

about 54% for the whole period. In the nineties its contribution is as

high as 62% clearly indicating that the nineties growth phenomenon can

be attributed to the growth of this sector.

As for the commodity sectors, the secondary sector followed the

tertiary sector with a contribution of 33% on an average. However, it is

disturbing to note that the secondary sector’s share has steadily declined

from 43.74% in the seventies to 35.9% in the eighties and to 27% in the

nineties. Primary sector, which showed some promise in the eighties

recording an increase in its share from 5.34% in the seventies to 17% in

the eighties, has reduced its contribution to 10% in the nineties.  On an

average its contribution to the economy’s growth is only 13%.

Thus the rise in the contribution of the primary sector in the eighties

has been at the expense of the secondary sector and to a smaller extent the

tertiary sector. In the nineties the rise in the contribution of the tertiary sector

has been at the expense of the secondary sector and the primary sector

Sub-sector wise we have observed some interesting patterns.  In

the seventies main contributors were registered manufacturing (18.10%),

and construction (13.04%) within secondary sector, and banking with

12.23%, other services with 10.82%and public administration with

(8.23%) in the tertiary sector. Unregistered manufacturing with 7.70%

and trade, hotels and restaurants with 7.19% and transport by other means

with another 6.24% followed.  Except for agriculture with 8.42 % primary

sector was a poor contributor to growth.  94.66% of the growth of the

economy came from the secondary and tertiary sectors with the latter

having a higher share.

In the eighties some major shifts occurred with agriculture

contributing 21.58%, registered manufacturing (21.19%) banking
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19.14%, public administration 11.79%, and trade, hotels and restaurants

with 10.80%, followed by Electricity with 7.52% and transport by other

means with 7.92%. While registered manufacturing and banking

increased their contributions, and continued as important sources of

growth, agriculture and trade, hotels and restaurants and public

administration emerged as two important new propellers of growth. In

contrast both construction and other services lost their positions.

The nineties saw the sudden emergence of transport by other means

(15.64%) as the second largest contributor to growth next to banking

(17.15%) followed by trade, hotels and restaurants increasing their

contribution to 12.46%. Agriculture with 10.05%, registered

manufacturing with 9.05%, and construction with 9.77% followed. Sharp

declines are seen in the nineties with respect to the contribution to growth

of agriculture from 21.58% in the eighties to 10.05% in the nineties, and

registered manufacturing which fell to a mere 9.05%, from 21.19% in

the eighties and public administration’s from 11.79% to 6.29% for the

same period.

Regrouping the tertiary sector by type of services  (See Table 8)

shows that producer services always contributed the most - the

contribution to growth of the producer’s services being the highest in

the nineties viz, 37%. Producer’s services was followed by other services

and government services  in the seventies,  and government services and

consumer services in the eighties. In the nineties the order was producer

services, followed by consumer services and other services.

Within producer services the main contributors in the seventies

were banking, transport by other means and real estate. In the eighties it

was banking and transport by other means.  This has continued in the

nineties with transport by other means emerging as a large contributor

(15.64%) both within producer services and in the whole of the tertiary

sector, contributing almost equally as banking and insurance (17.15).



31

Table 8. Contribution to growth of different service groups (%)

Year  1970-80   1980-90   1990-00 1970-00

Consumer Service

Trade, hotels & Restaurants 7.19 10.80 12.46 11.69

Producer Service 24.66 19.92 36.69 27.02

Railways 0.11 0.47 0.26 0.27

Transport by other means 6.24 7.92 15.64 10.05

Storage & Communications 1.71 1.58 3.72 2.39

Banking & insurance 12.23 19.14 17.15 16.69

Real estate, ownership of
dwelling etc 4.37 -9.19 -0.08 -2.38

Govt. Service

Public administration 8.23 11.79 6.29 8.27

Other Services 10.82 4.40 6.74 7.14

Total Services
Contribution to NSDP
Growth rate 50.92 46.92 62.18 54.13

Source: same as Table 1 Totals do not add up exactly because of rounding

One sharp deviation from the earlier trend is the decline of public

administration in the nineties as a source of growth compared to the

eighties and the rise of consumer services in the eighties and nineties.

Other services which was a major contributor in the seventies  (10.82)

also lost its place over the years with a contribution of only 6.74% in the

nineties.

A priori the growth of producer services which can be largely

categorised as infrastructure industries seems to have both intra -sectoral

and intersectoral and perhaps interregional linkages. What insights does

this provide for the nineties growth phenomenon?
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Within the service sector producer’s services, more specifically

banking and insurance, transport by other means and to a certain extent

communications seems to have provided the stimulus for the growth of

the consumer services, such as trade25, hotels and restaurants. The growth

of the two producer services namely banking and transport by other

means itself could be related. However, its linkages to the domestic

productive sectors seem weak, construction alone being a sector which

has shown some recovery in the nineties, most of the other sectors

recording declining contributions over the years. This suggests that the

growth of the services sector is related to the growth of the productive

sectors elsewhere; if not in Kerala.

To summarize it is the noncommodity sectors that have contributed

to the recent nineties growth.  The newly emerging growth centres in

Kerala in the nineties are transport by other means, trade, hotels and

restaurants while banking continued as a lead sector. It is disheartening

to note that registered manufacturing has lost its role in the economy’s

growth.  It is quite possible that the development of the service sector in

Kerala and in particular the producers’s services is having strong linkages

with the production sector in other regions while Kerala continues to

remain a consumer/ trading state.

Structural Transformation in Kerala

The preceding discussion raises certain issues on what constitutes

structural transformation?  Some changes in sectoral contributions have

undoubtedly taken place  yet the main contributors to SDP continue to

remain the same. Do these changes indicate structural transformation?

25 Here a note of caution is warranted. It would be useful to remember that trade
forms part of producer’s service. Since no separate data is available for this
sector, it had to be put under consumer services. The results have to be interpreted
bearing this in mind. In other words, it implies producer services are
underestimated while consumer services are overestimated.
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We use three indicators to test for structural transformation in the

economy.  We estimate  rank correlation coefficients for a)  sectoral

shares, b) growth rates and   c) sectoral  contributions to growth. (growth

rates are weighted with their  sectoral shares and their contribution to

growth of the economy estimated) for  period I and II (1970-71 to 1979-

80 and 1980-81 to 1989-90) and periods I and III (1970-71 to 1979-80

and 1990-91 to 1999-2000).  Our results showed that rank correlation

coefficients in the case of sectoral shares have declined from 0.88 to

0.62 and are significant at 1% and 5% level respectively. These results

are further subjected to the t test and the difference in the correlation is

found to be significant. This suggests that there has been structural

transformation (It is important to note that the second coefficient value

is as high as 0.62 and perhaps is indicative of only a moderate structural

change over a long thirty year period. See table 9). Given this, it becomes

important to see whether this has any implications for the growth centres

of the economy or the contributors to growth.  In the case of growth

rates, coefficients have declined from 0.71 to 0.65  but the differences

are not found to be significant, implying no change in growth centres.

Again, when we consider the contributors to growth, the coefficients

show no change. The decline is from 0.75 to 0.74 only. This suggests

that although structural change has been there it has been very moderate

Table 9.  Rank Correlation Coefficients

70-71 to 79-80 / 70-71 to 79-80 /

80-81 to 89-90 90-91 to 99-00

 Rank Significance Rank Significance
  Correlation level Correlation  level

Share of subsectors 0.88 0.01 0.62 0.05

Growth of sub sectors 0.71 0.01 0.65 0.05

Contribution of different

sectors to NSDP growth 0.75 0.01 0.74 0.01
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and has not been strong enough to bring about a major change either in

terms of the growth centres of the economy or the main contributors to

the growth of the economy.

Summary and Conclusions

This paper is an enquiry into the long-term growth process of the

regional economy of Kerala for the period 1970-71 to 1999-2000.

Analysis of the growth and structure of the economy reveal the following.

In terms of income originating in the economy, agriculture and

trade continue as major contributors even today although their shares

together has declined from 54% in the seventies to 42% in the nineties.

Individually also their shares have declined. Since the eighties there are

some signs of change and this movement has strengthened in the nineties,

but the changes in the composition of output do not seem to have been

strong enough to bring about a marked change in the structure of the

economy.  Nevertheless, these are some strong indicators of the emerging

trends.

What is observed is that in the eighties and more so in the nineties,

both in terms of  rates of growth and share in NSDP the tertiary sector has

predominated  which has largely been brought about by the growth of the

producer services.  The increase in the share of producer services in the

eighties can be largely attributed to the sectors of banking and insurance

and in the nineties to banking and insurance and transport by other means.

It is also seen that for the tertiary sector as a whole as well as for the

different service groups within it, the demand for services increases with

increase in income but decreases with increase in prices. Income

responsiveness of producer services is found to be the highest 1.74.

Growth of producer services presupposes linkages with the

production sector.  The sharp and steady decline in the contribution of

the secondary sector to growth and particularly that of registered

manufacturing suggests that the linkages with production are not within
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the state and may be with the productive sectors of other states. So is the

case with the primary sector. Nevertheless our analysis of the sources of

growth suggests that there are some intersectoral linkages with consumer

services and intra sectoral linkages between banking and transport by

other means.

Analysis of structural transformation in the economy suggests that,

although structural change has been there, it was found to be very

moderate and has not been strong enough to bring about a major change

either in terms of the growth centres of the economy or the main

contributors to the growth of the economy.
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