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1. Introduction 

A s  is well known, Kerala's development experience i s  marked by the 

attainment of ce r t a in  social  indicators  of development 1/ which r e f l e c t  

that  the people enjoy the highest  l eve l  of physical qual i ty  of l i f e  i n  the 

country. This achievement has been the r e su l t  of the  approach adopted by 

successive governments i n  the  S ta te  emphasising the development of physical 

and economic infra-structure,  and r a i s ing  consumption leve ls  of d i f fe ren t  

sections of the people through extensive welfare programme. The development 

approach however cannot be considered successful i n  terms of i t s  achievement 

i n  conventional growth-rate i n  per cap i ta  S ta te  domestic product. With the 

l o w  r a t e  of growth of the regional economy, there  have not been opportunities 

for  t he  creat ion of productive empJopent on a la rge  scale. Unemployed labour 

force is swelling at a n  alarming r a t e  and i n f l a t i on  erodes l i v ing  standards. 

The impact of i n f l a t i on  has been severe i n  Kerala, which has a highly mone- 

t ised economy and has t o  meet much of t he  l o c a l  demands increasingly by inter-  

State trade. The S ta t e  produces very few of the  goods that  it consumes. 

On the  whole, the  f r a g i l e  production-base has been constraining the sustenance 

of the  posi t ive  achievements, and the improvement i n  l iv ing  standards of the 

people. Kerala's development experience thus underlines a simple point: no 

country o r  region can,maintain a high leve l  of soc i a l  consumption on a 

sustained basic  without securing a n  emormous increase i n  the productive 

forces of the society  and i n  the output of manufactured goode. 

--------------------.--.------------------------------- 

I/ For a de ta i led  assessment see K.M.Raj e t . a l .Pover tv  Unemolovment and 
Development Policv - A Case Studv c v  Selected Issues with reference to ,  
Kerala, United CIations, mew York, ly'js. 



An attempt t o  iden t i fy  the  weak l i nks  i n  the production structure 

i s  c r i t i c a l  importance i n  t he  planning exercise f o r  reglonal development. 

This paper makes an attempt i n  that d i rec t ion  i n  an inter-regional framework 

of analysis,  though i ts  scope i s  confined t o  the  i ndus t r i a l  sector.  The 

objective of the study i s  t o  explore in to  the al-ternative hypotheses tha t  

have been advanced t o  explain i ndus t r i a l  backwardness (stagnation) of Kerala. 

In  par t icular ,  the  focus is on examining the exp i r i ca l  bas i s  of the  alleged 

' ineff ic iency '  of Kerala 's  i ndus t r i a l  system in terms of labour militancy, 

high wage-cost, and low productivity. For, the High Level Committee of the 

State  I-laming Uoard has recent ly  recommended s t r a t eg i e s  f o r  industrial 

development i n  the S ta te  on the assumption t h a t  "wages have a l so  been 

increased over years without increasing productivity with  the r e s u l t  t h a t  

industr ies  i n  the S t a t e  a r e  not able t o  produce a t  competitive prices 'even 

of i t s  own consumption" 1/ It needs hardly any s t r e s s  t h a t  i ndus t r i a l  planning 

and pol ic ies  f o r  reglonal development based on a p r i o r i  knowledge ra ther  than 

empirical analysis  w i l l  have the potent ia l  danger of taking the economy on 

a misguided path. This paper therefore  a i m s  t o  provide an overview of 

locat ional  cost  advantage/disadvantage of Kerala by analysing some f ace t s  of 

i t s  industrial--structure as compared t o  some developed s t a t e s  and the 

nation as a whole. 

2. Structural  d ive r s i f i ca t ion  of the  mowth pa t t e rn  

b'rom the  view point of s t ruc tu ra l  analysis  i n  an inter-regional 

framework a noteworthy feature  of Kerala is t h a t  the  proportion of work- 

force engaged i n  agr icul ture  is the lowest in the  country. And interest ingly,  

the proportion has declined from 55.5 per cent i n  1971 t o  50.6 per cent in 

1991 according t o  Census data. (See Table 1) Although inter-Censal data 

1/ Government of K e r a l a ,  Report o f  the Hinh Level Committee en InciustrvL 
Trade and .lower, Vol. I Gerieral Report on Industry, S t a t e  Planning Board, 
T r i v x i d m ~  Play 1984. p. 1 1 I .  



a re  not s t r i c t l y  compakable due t o  changes i n  t h e  def in i t ion  of 'worker', 
there  .had been 

~a decline of nearly f i ve  percentage points  in the proportion of agr icul tural  

work-force as compared t o  three percentage points  a t  the national level 

Table 1 

s t ruc tura l  ~ h i f  t s  in Kerala Econom~ - 
(sectoral  d i s t r i bu t ion  of workers and SIP)  

(percentage) 

Agriculture 
and a l l i e d  
industries 55.5 50.6 -4.9 49.4 39.9 -9.5 

Industry L 18.0 19.9 +l.9 16.4 23.8 +7.4 

Construction 1.7 3.0 +l.j 2.9 3.1 0.2 

Services 26.5 29.5 +3.0 34.2 36.3 2.1 

Source: ,* Census data;  +* National Income Data (as reproduced in Basic S t a t i s t i c s  
Relating t o  t he  Indian Economy, Vo1.2, September 1984.) 

Cn the face  of i;t appears a s ign i f ican t  s h i f t  i n  the s t ruc tu ra l  compositim 

of labour force.  

The da ta  on sec to ra l  d i s t r i bu t ion  of Kerala 's  s t a t e  domestic 

product (DP) a lso  depiot a somewhat similar p ic ture  of the declining share of 

a g r i c d t u r e  and the increasing share of t e r t i a r y  sector. By 1981 the  share 

of agr icu l tura l  sector  i n  SDP came under 40 per cent. Indeed, the f a l l  in 



the proportionate share of a g r j ~ c i r l t u r d  sector i n  SDP i s  not a s  pronounced 

a s  the  decline i n  t hz t  sec tor ' s  share i n  the  kork-force. hevertheless, 

the  share of agr icu l ture  i n  SDP today const i tutes  a smaller proportion 

i n  Kerala as compared t o  other major s t a t e s  except Plaharashtra, Gujarat, 

T a m i l  luadu and West Bengal. S ign i f ican t ly ,  Kerala i s  one among the  few 

S t a t e s  with a r e l a t i v e l y  high proportion of t e r t i a r y  sector  i n  both 

LN work-force and SDP. Viewed i n  Kuznet's framewor of analysing economic 

growth and s t ruc ture  i n  terms of s h i f t s  i n  t he  r e l a t i v e  weights and positia.. 

i n  various economic, occupational and other g o u p s  within a society,  

Kernla data  tend t o  suggest a process of s t r u c t u r a l  s h i f t  i n  the  growth 

pa t te rn  of the regional economy. 

Generally, the  s t ruc tu re  of a regional economy starts' changing 

both i n  output and more ni.gnific.&ly, i n  labour-force terms when industri- 

a l i s a t i o n  crosses a par t icu la r  l eve l  i n  r e l a t i on  t o  population-base and 

continues t o  grow f a s t  enough t o  b:. n g  about associated ch-mges i n  t e r t i a ry  

sectors.  It is the rapid indus t r in l i s a t i on  tha t  a c t s  a s  the  spring-board 

t o  s t r u c t u r d  d ivere i f icn t ion  and st imulates growth i n  t e r t i a r y  employment. 

Has the development path i n  Kerala taken on such a course? If not,  the 

s t r u c t u r a l  change re f lec ted  i n  t he  decl ining share u f  agr icu l tura l  work- 

force between 1971-81, is superf ic ia l .  

I n  t h i s  context, it i s  ins t ruc t ive  t o  note t h a t  Kerala i s  rne 

among those s t a t e s ,  where the decline i n  the share of agr icu l tura l  workers 

i n  t o t a l  work-force i n  the period 1971-81 i s  cornpengated by a r i s e  i n  the 

e a l i e r  period, 1962-71 .d In other words, there  has not been a f a i r l y  

systematic and p e r s i s t e r t  trend of change in labour rea l loca t ion  i t s e l f .  

-- 

Simon Kuznets, gck~~omic Growth and Structure  ( ~ e w  Delhi, Oxford and IBH, 
1974), P-96. 

The proportion of agr icu l tura l  workers. i n  the t o t a l  workforce increased 
from 53 percent i n  1961 Census t o  55 percent i n  1971 Cer~sus. 



Any inference on the nature of structurz!. pat tern of growth in Kerala, there- 

fpre ,  may be somewhat premature. h t h e r ,  as has been argued by Alag & 
a pronounced s t ruc tu ra l  change i n  the  pa t te rn  of growth i n  India i s  confined 

t o  a category of S t a t e s  (consist ing of Gujarat, Haryana, Karnataka, Maha- 

r a sh t r a  and Tamil ~ a d u )  where the s t r u c t u r a l  change i n  labour real locat ion 

has been accompanied by higher than na t iona l  average increase i n  per capi ta  

value-added i n  the  fac tory  sector. Kerala does not come near those s t a t e s  

in terms of the  l eve l  of i ndus t r i a l  development. 

I n  f ao t ,  Kerala 's  overa l l  gcowth achievement i t s e l f  is r e l a t i ve ly  

poor compared t o  many other s t a t e s  including some of those, where t he  f a l l  

i n  the  share of ag r i cu l tu ra l  workforce i n  t he  t o t a l  workforce has been rela- 

t i v e l y  small. The annual growth r a t e  of per cap i ta  SDP i n  Kerala between 1971 

and 1981 i n  r e a l  terms has been as d l  as 0.4 per cent against  1 per cent 

for  a l l - India  (see Table 2). I f  one takes in to  consideration annual r a t e  of 

growth at  current p r i c e g  Kerala's ac.licvement looks b e t t e r  with a f igure  

of 8.8 per  cent but not impressive enough as compared t o  national average 

f igure  of 9.4 per cent per annum during the  decade. The increase in value- 

added by manufacture i n  Kerala has been below the nat ional  average and the 

increase i n  the proportion of workforce absorbed by it has also been marginal. 

although the  r a t e  of increase i n  income generated by the secondary sector is 

proportionately higher than the t e r t i a r y  sector,  the  latt&r's share is 

la rger  than the  former. The Census da t a  a l so  show t h a t  it i s  the t e r t i a r y  

sector which has by and l a rge  compensated the f a l l  i n  the  propaFtion of 

agr icu l ture  with respect  t o  labour real locat ion.  

- ------------ -- - 
Yoginder K.Alagh, "Some Aswcts of Plannine: Pol ic ies  i n  Indian, l e c t w e s  
delivered a t  the  Govind Vallabh Pant Social  Science Ins t i tu te .  
March 1985. 

The da t a  base of r e a l  income estimate a t  S t a t e  l eve l  i s  weaker than 
current  price estimates. Besides, it i s  more meaningful t o  look a t  
t he  money income of d i f f e r en t  s t a t e s  as claims i n  the r e a l  g o d s  and 
services  available i n  the  country ? s  a whole. 



Growth of per cap i ta  s t a t e  income (net domestic p r o d ~ ~ ~ )  

(Rupees) 

A t  current p r ices  A t  constant p r ices  (1970-71) --------------- -- ----------- 
1970-71 1980-81 Annual 1970-71 1980-81 Annual 

r a t e  of r a t e  of 
growth increase (%) 

Andhra Pradesh 

Assam 

Bihar 

Gu ja ra t  

I-izryana 

Karnat aka 

Kerala 

Nadhya Eradesh 

Maharashtra 

Orissa 

Punjab 

Rajasthan 

Tamil Nadu 

U t t a r  Pradesh 

vest  Bengal 

Source: CSO Estimates of S t a t e  Domestic Product 1960-61 t o  1982-83, New Delhi, 
Jan.1984. 



It stands t o  reason tha t  t he  decline i n  the  proportionate share 

of agr icul ture  i n  SDP and a more pronounced proportionate f a l l  i n  the share 

of agr icu l tura l  workforce i n  Kerala r e l a t i ve  t o  all-India between 1971 aid  

1981 cannot be interpreted t o  .mean 9 divers i f ied  s t ruc tu ra l  growth pattern 

of the  regional economy.d Indeed, the growth pa t te rn  is marked by considera- 

b l e  expansion of the  t e r i t a i r y  sector. This may have been linked with economic 

a c t i v i t y  r e l a t ed  t o  the col lect ion,  transport  and t rade of agr icu l tura l  

products, the  expansion of in f ras t ruc tnrn l  facilities and the export base 

(including export of s k i l l )  of the regional economy. However, such a growth 

process is unstable and rdso  vulnerable t o  developments outside the State. 

'he development experience of Kerala thus emphasises a simple poiutx n.pricul*- 

ure  sector alone cannot be expected t o  provide the growth iiynamism; an 

indus t r i a l  base i s  needed t o  st imulate and sus ta in  the growth pr.ces&! 

The argument here i s  not t h a t  i n d u s t r i a l i s a t i o r ~  by i t s e l f  w i l l  absorb the 

labour force on a l u g e  scale i n  ICerala. It w i l l  but provide the base for  

divers i fying economic s t ruc ture  and developing forces  of production within 

the region so a s  t o  put the associated changes i n  the t e r t i a r y  sector  on a 

s tab le  and continuous growth path. 

3 Contribution of industrv t o  S t a t e  Domestio Product 

In  common parlance, i ndus t r i a l i s a t i on  i s  visual ised a s  wholly 

confined to fac tor ies .  That is t n e  neither of Ind ia  ncr of Kerala. The 

informal (unregistered) sector is an important pa r t  of Kerala's economy and 

accounts f o r  nearly one k d f  of the  income generated by manufacturing. 

However, da ta  r e l a t i c g  t o  the non-factory (unregistered) sector  are  scanty. 

The data  of a comprehensive nature a r e  l imited t o  v d u e  added. Hence, 
- pp 3 A s imilar  conclusion i s  reached i n  an e a r l i e r  analysis  of work-force 

dis t r ibut ion.  See, P.G.K.Panikar and &ace Sunny, Indus t r ia l  Distribution . - 
of Workforce i n  Kerala, working Paper No.11. Centre f o r  Uevelopment 
Studies, Trivmdrum. 

?J This i s  not t o  deny the necd f o r  systematic analysis  of t he  causes of poor 
performance and identifying measur6.Y f o r  upgrading technological base and 
improving i n s t i t u t i o n a l  framework f o r  r a i s ing  agr icu l tura l  productivity. I n  
t h i s  connection the  hypothesis of a newer types of absenteelandlordism and 
proposal f o r  fu r the r  land reforms t o  give the land t o  the t i l l e r  i n  Xerala 
as suggested by R a j  deserve consideration. (See K.B.Eaj "Natural Resources 
and Decentralised Development i n  Kerala* Paper read a t  the annual conference 

' of Kerala Sas t ra  Sahitya Par ishat ,  Calicut, February 19Q5. 



much of the  discussion would be based m AS1 da t  a? rela,ting t o  the factory 

sectos. We review Kerala's i ndus t r i a l  progress f i r s t  with t he  analysis  of 

the data  on nat ional  income generated i n  t he  i ndus t r i a l  sector  define< on 

l i nes  of internat ional  convention and l a t e r  with a de ta i led  analysis  of the 

factory sector. 

Today, the i ndus t r i a l  sector  accounts f o r  nearly one quarter of 

the S t a t e  Domestic Product (SDP) whereassits share i n  1971 was just  16 per cent. 

The increase of nearly 8 per centage points  as against  2 percentage points a t  

all-India level. looks impressive. More s ign i f ican t ly ,  some s t r u c t u r a l  changes - 
i n  terms of s h i f t s  i n  the organisational s t ruc tu re  and output composition - 
have also taken place. Ea r l i e r ,  manufacturing a c t i v i t y  i n  t he  indus t r ia l  

sector.was not only marginal but, a l so  concentrated i n  unregistered uni ts .  The 

share of the regis tered sector  has now overstripped the unregistered sector  

i n  the  value added generated by manufacturing. 1/ 

We mw now compae thr. l a t e  of growth i n  the  value-added 

contribution by manufacture i n  Kerala and al l - India  (see Table 3) .  While 

Kernla recorded an annual growth r a t e  of 11.2 per cent ( a t  current pr ices)  

between 1960-61 and 1970-71, t he  corresponding f igu re  f o r  the  country w a s  

13.5 per cent. I n  the period since then u n t i l  1980-81, the r e l a t i v e  growth 

r a t e  i n  Kerala has been m c h  lower 9.6 per cent as against  14.2 per cent for  

the country. A s  a ppoportion of nat ional  t o t a l ,  K e r d a ' s  manufacturing sector 

even today accounts f o r  a share below i t s  population base. I n  terms of per 

................................ - 
lJ With al l  the l imi ta t ions  t he  da ta  col lected i n  Annual Survey of Industr ies  

by CSO cons t i tu te  t he  single-most comprehensive source in India. 

By internat ional  convention the term " indus t r i a l  sector" covers (i) mining 
and quarrying (ii) all  types of manufacturing, ( i i i )  e l e c t r i c i t y ,  gas and 
water supply, and ( iv )  construction. 

I/ The share of regis tered manufacturing i n  SDP increased from 5.5 per cent 
t o  9.3 per cent a s  against  6.8 per cent and 8.9 per cent of the unregistered 
sector between 1971 and 1981. 



capi ta ,  the  performance looks be t t e r ,  the c red i t  f o r  which goes t o  a slower 

r a t e  of population growth ra ther  than t o  improvement in indus t r ia l  investment 

arid growth. 

Table 3 

Income generated by manufacturing sector:  
Kerala and all-India. 

Rs. Rs. Rs. Rs. 

4) Annual r a t e  3f 
change (per cent)  
between 1960-61 11.2 13.5 8.7 7-1 
and 1970-71 

5) Annual r a t e  of 
change (per cent)  
between 1970-71 9.6 14-2 11.8 11.9 

and 1980-81 
............................ - - 
Source: CSO, National Income da t a  as reproduced i n  CNIE., ov.cit., 

4. e r a l a ' s  pos i t ion  on Ind ia ' s  Indus t r ia l  mau (factorv sector) 

To get a c l ea r  p ic ture  of Kerala's pos i t ion  on the Indus t r ia l  map 

of India ,  a few s a l i e n t  indicators  r e l a t i n g  t o  AS1 factory sector  i n  1980-81 

nay be examined. With just  above Rs.2090 crores worth of output from i t s  

f a c t o r i e s  numbering about 3050, Kerala accounts f o r  only 3.4 per cent of the 

nat ional  i ndus t r i a l  output from fac to r i e s  and ranks ten th  among Indian s ta tes .  



In terms of value-add.r-.d, Kerala ~ < ~ c u p i e s  the  s m e  low posi t ion with an 

income of Rs.590 crores, whicn accourits f o r  only 3.5 per cent of the value 

added by manufacture i n  t he  factory sector  a t  al l-India level .  I n  terms 

of i ndus t r i a l  employment a l so  K e r d a ' s  pos i t ion  i s  no be t t e r .  k l l  indica- 

to rs ,  including investment i n  f ixed cap i t a l ,  show tha t  Keraia has a low 

posit ion a s  compared t o  i t s  population base i n  the  country. 

The in tm-s t a t e  comparison (l'nble 4 )  reveals the  stagnancy i n  the 

share of value-added. Phhrash t r a ,  West Bengal, Gujczat and Ta~nil  Nadu, 

which together accounted f o r  more than one half of the na t ion ' s  indus t r ia l  

income in 1960, continue t o  do so even today. Neither has there  been m y  

perceptible f a l l  i n  t h e i r  r e l a t i v e  contribution nor s ign i f ican t  im>rovement 

made i n  the contribution by other s t a t e s  t o  the national i r x i u s t r i d  income 

over the l a s t  three decades. S t a t e s  which have shown signs tovards levelling 

up are very few i n  number (e ,E.~arnataka,  Haryar.a m d  punjab) and are those, 

which stoo.1 above the national t ivfxge i n  the s ix t ies . .  A s  f o r  Kerala, the 

achievement made i n  lzying down an indus t r i a l  base commensilrate with i ts  

population base, so f ,~x i7~s the  factory data  indiczte ,  has been poor. In 

terms of l e v e l s  of i ndus t r i a l  development as  re f lec ted  i n  per capita value, 

Kerala remained below the na t iona l  average i n  the s i x t i e s  so a l so  todw.  

5. Indus t r ia l  staenation: The Evidence 

Kerala's performance may now be seen in terms of long-term pjowth 

r a t e  in employment a d  velue-added (at constant pr ices)  i n  t he  factory sector. 

It may be. noted tha t  the  annual coffipound growth-rate in value added 
% 

constar~t p r ice)  f o r  the  period between 1961-79 by the factory sector  i n  

Kerala has c losely followed the  '11-India level .  (see Table 5) I n  f a c t ,  

Kerala has recorded a-gro-uth r a t e  marginally above the na t iona l  average. 

A similar p ic ture  has a l so  emerged with respect t o  the t rend growth-rate 

with Kerala recordins 6.07 per cent as against  the nat ional  average of 

5.56 per c e r t  i n  value-added. When +he whole period i? broken 



Inter-s ta te  d i spar i ty  i n  l eve l s  of indus t r ia l i sa t ion  

Share i n  %,are i n  value-added in factorv sector 

~ o ~ u l a t  ion 1960-61 1970-71 1980-81 

Andhra Pradesh 

Assam 

Bihar 

Gujarat 

k y a n a  

Karnataka 

gerala - 
Madhya Pradesh 

W a r a s h t r a  

Orissa 

Punjab 

ktjasthan 

Tamil Nadu 

Uttar Pradesh 

West Bengal 

Source: Based on AS1 da t a  reproduced i n  Basic S t a t i s t i c s  Relating t o  the 
Indian Econom~, @iE, Bombay. 

* Punjab including Haryana. 



in to  two su?j-periods with 1969 as t.ie dividing l inesd  Kerala is found 

lagging behind the national average i n  the second period i i .e.  1969-79). 

The s t a t e  has recorded annual compound growth r a t e  of barely 2.12 per cent 

a s  against the  nat ional  average of 6.07 per cent. 

I n  terms of eqloyment genemtion Rerala 's  performance appears 

f a r  below the nat ional  average f o r  the e n t i r e  period. I n  general, the growth 

r a t e  i n  employment has been much below t h e  growth r a t e  i n  value added i n  the 

Indian factory sector.  I n  t he  period of slow growth r a t e  i n  value-added the 

growth r a t e  i n  employment has a l so  been markedly slower. These f a c e t s  ap:.ear 

pronounced i n  Kerala. Dot only has t he  growth r a t e  i n  factory employment 

been low but  a l so  has been on the steady decline r e l a t i v e  t o  all-India 

level .  

It aopears t h a t  i ndus t r i a l  development i n  Kerala has not gone 

hand i n  hand with all-India pa t te rn  in d i f f e r en t  s e t s  of time-per2od. 

Strangely, :$hen the country a s  a wl.>le stagnated i n  i ndus t r i a l  growth Kerala 

prospered whereas, it showed s igns of slow down when the country a s  a whole 

was recover in^. The n s p n e t r y  i s  c lear ly  seen in the growth r a t e  of factory 

output a t  constant pr ices  during different  growth phases of Ind ia ' s  

indus t r ia l i sa t ion .  (see i 'able 6) For instance,  I ierala 's  factory sectoz 

~ A S I  Censudrecorded s ign i f ican t ly  higher a g g r e ~ a t e  growth-rate during mid- 

s i x t i e s  and ear ly  seventies (1965-75) when the country a s  a whole was in 

a. period of i ndus t r i a l  recession. Contrarily, when indus t r ia l  growth in the 

country as a whole recovered (1975-85) Kerala recorded e growth r a t e  much 
---.------.------------------.-------------------------------- 

The choice of 1969 as the dividine l h c  i n  the present analysis  is 
guided by a number of considerations: In  any growth measurement the 
base period should not be low and terminal period high i n  performnce. 
The plot ing of the growth path showed th8.t a f t e r  the decelerat ion in 
Indus t r ia l  growth since mid s i x t i e s ,  the  growth r a t e s  seeminly picked 
up from 1968. Further a r e a l  planning th rus t  towards indus t r ia l i sa t ion  
with regional balance as an objective s t a r t e d  only with the Fourth Plan. 
Above a l l ,  1969-70 w a s  a time period of major changes in indus t r i a l  
orgmizat ion in India. 



h u a l  compound growth r a t e s  of Indus t r ia l  
Employment and value-added i n  Factory sector.  

* Value-added at constant pr ice  (1961 price) 

* Tqnd  GrowtQ r a t e ;  f igures  i n  paranthesis 
Values of R at 1 per cent s ign i f ican t  level .  

Source:ASI data  calculat ion (%ourtesy: Dinesh Awasthi) 
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Table 6 

1965-75 
1960-65 1965-69 1969-74/75 ; 1974/75i 

1 1979/80 / 
I 

K A I K  A I K  
. - .~ ~ .-- . . . - . .~ .. ~ 1 

Food products 4.0 3.0 1.0 

Beverages etc.  - 13.0 

- (-17. Tobacco produc-.s - 
&t;tnn Textile?,  

Wool S i l k  etc.  

Jute t e x t i l e s  

Text i le  
products 

Wood products 

Paper products 54.0 11.0' 10.0 9.0 5.0 3.4-)1.0 4.0 

Leather 
products 

I - I?.O - 12.0, - 9.0, i - 7.0 

I Rubber productq 18.1 10.0, 15.0 8.0 I 21.r 4.0 
I 

PetmlprOducta( - 11.0 - 24.01 - 10.0' - 17.0 
I .  

Chemical 1 8.0 15.0 12.0 11.0 7.0 9.0 4.010.0 
products I 

! I 
I 

Non-metalic 
min. I - 10.0 $ 1.0 5.0 0 1 11.0.8.0 

I 
i 

Metals & al loys  - 14.0[-) 6.0 5.0 15.0 1.0 27.0 9.0 
I I 

I 
Metal products 1 9.0 16.01 15.0 0.0 4.0 3.0 5.0 2.0 

Nonxlc .Hachi- 1 .  1 
25.C 24.P I 9.0 9.0 5.0 7.0 6.0 6..0 

n e w  I 
Elec t r i ca l  

Transport 

Others 
-- 

-- --------- 
K. Kerala 
81 - A 1 1  I r d i a  

Source: AS1 da ta  computation (Courtesy: Thirthankar Roy, Centre f o r  Development 

s tud ies )  



below the nat ional  average. Also the  r a t e  of growth in the aggregate output 

showed a steady slow-down in  Kerala. The steady decline i n  growth ra tes  i n  

successive period implies t h a t  Kerala has been suffering from indus t r ia l  

stagnation since 1970s. 

The divergence i n  t he  aggregate growth-rate within a certain 

time-period between Kerala and t h e  whole country may be due t o  significant 

difference i n  the industrial-mix. In  more general terms, the industrial-  

s t ructure  hypothesis can be advanced t o  explain "regional dif ferent ia t ion" 

process in the context of Kerala. Viewed i n  t h a t  framework the slow pace 

of indus t r ia l iza t ion  in Kerala and i ts  divergence from the na t ioml 'pa t te rn  

may be due t o  weak inter-industry linkage (demand) of a lop-sided (concentra- 

ted)  i ndus t r i a l  s t ructure .  Alternatively,  the  "regional dif ferent ia t ion" 

process may be explained i n  terms of region-specif ic , factors  such as, labour- 

supply schedule and the nature of entrepreneurship. For instance,  i f  the 

labdur has turned t:) be mi l i t an t  as  a r e s u l t  of cer ta in  inherent nature of 

t rade unionism i n  the region, t he  locat ional  pat terns  of new investment get 

biased against  the  r gion leading t o  slow down in investment and o u t p t  growth 

r e l a t i v e  t o  the  whole country. The ana ly t ica l  problem in the second c;me i s  

one of empirical ve r i f i ca t ion  of wage-cost hypothesis i.e., labour militancy 

pushing up wages and the wage-sh;,re in value-added and slowing down the growth 

r a t e  i n  investment and output in the region r e l a t i v e  t o  the  nation. Needless 

t o  say, the  i ndus t r i a l  s t ruc ture  framework seeks t o  explain the regional 

d i f f e r en t i a t i on  - divergent growth pa t te rn  - i n  terms of demand variations 

ac t ing  through indus t r i a l  composition aria the region-sepecific framework 

taken in to  consideration supply-side var iables  specif ic  t o  the  region. The 

f i r s t  approach based on Myrdal's theory of cumulative causation implies 



s t ruc tura l  d ivers i f ica t ion  and the spcond approach derived from the neo- 

c l a s s i ca l  theory emphasises f ac to r  or  f ac to r  price movements a s  the signi- 

f ican t  determinant of regional growth patterns.  

6. Indus t r ia l  Structure Hvpothese~ 

An analysis of Kerala 's  i ndus t r i a l  base i n  r e l a t i o n  t o  t h a t  of 

the nation a s  a  whole t he  i ndus t r i a l  base or  a  region can be ident i f ied 

by using economic base study concepts %ay shed some l i g h t  on the  ro le  of 

i ndus t r i a l  s t ructure  i n  shaping i t s  growth r a t e .  For example, it can be 

said t ha t  where %he locat ion quoi t ient  u i s  l e s s  than uni ty ,  Kerala has less  

than i ts  " f a i r "  share and where it exceeds uni ty  has more than proportionate 

share, of the industry i n  question as  compared t o  the  whole nationa. From 

a p r i o r i  knowledge it w i l l  be possible t o  iden t i fy  a nunber of inter-related 

s e t  of indus t r ies  i n  Kerala based on the value of locat ion quotients. One 

or  moreof such s e t s  of indus t r ies  can then  be defined as  const i tut ing i t s  

indus t r ia l  base. 

To see whether the overal l  inciustrial  system has a.concentrated 

or  a  d ivers i f ied  pattern,  the  concept of coeff ic ient  of spec ia l i sa t io  3 
can be made use of. I f  t he  given region has a  proportionate mix of industries 

iden t ica l  with the national system the  value of spec ia l i sa t ion  coeff ic ient  

w i l l  be zero. I n  c o n t r a s t , i f  a l l  i ndus t r i a l  en~ployment of t h e  region is 

Ear l ie r  s tudies  have shown that "the type of interregional  i ndus t r i a l  
s t ructure  i n  India lends i t s e l f  t o  the analysis  by both conventional economic' 
base s tud ies  and more complex regional input-output techniques but given black 
diagonal techno lop.^, a  regional input-output study has no s ign i f ican t  
advantage over a  locat ion quotient analysis.  . . I 1  i ~ e e  Yogindeer,K Alagh, 
K.K.Subr&anian and S.P.Kashyap, "Interregional Indus t r i a l  Structure i n  a  
Developing Economy: A Conceptual Frame with a  case study" Journal of Regional- 
Science, Vol.11, No.3, 1971. 

Location quotient is defined as: 

where, 1 e ik  = employment in i t h  industry i n  kth region 
2 Ek = t h e  t o t a l  i ndus t r i a l  employment in kth 

e ik  l i k  = - 1 
region 

3) E i  = employment of i t h  industry in a l l  t h e  
region 

4 )  1. = t he  t o t a l  i ndus t r i a l  employment i n  a l l  
indus t r ies  i n  a l l  the regions. 

I /  Special isat ion coeff ic ient  i s  defined as  : 



concentrated i n  a s ing le  industry i t s  value w i l l  be unity. Changes i n  the 

value of spec ia l i sa t ion  coeff ic ient  across regions and between d i f fe ren t  time 

points w i l l  r e f l e c t  the degree of i ndus t r i a l  d ivers i f ica t ion  achieved i n  the 

given region. A l e s s  divers i f ied indus t r i a l  s t ruc ture  i n  a region i s  l ikely 

t o  cause a growth-rate pat tern somewhat d i f fe ren t  from the nation. 

To begin with, l e t  us examine r e l a t i ve  shares of d i f fe ren t  industry 

groups ( 2  d i g i t  NIC) in t o t a l  i ndus t r i a l  employment or iginat ing i n  Kerala's 

factory sector i n  1980-81. (see Table 7) More than one half of the t o t a l  

i ndus t r i a l  employment i n  Kerala is accounted by food products (39h), electr i -  

c i t y  (10%) and beverages (7%).d Other important sources of factory employment 

include cotton t e x t i l e s  and text i le  produ.ucts(mninly kn i t t i ng  m i l l  and coir  

products),  wood and wood products, chemcijlsand chemical products and non- 

metalic mineral products. The p ic ture  i s  d i f fe ren t  i f  industrj-s  are ranked 

on the  bas i s  of value-addedhhe importance of food products declines and 

that of chemicals and rubber products increases s ignif ic ,mtly .  Nevertheless, 

a l l  major indus t r ies  i n  Kerala a r e  s t i l l  based on the natural  resource 

endowement of the s ta te .  

The r e l a t i v e l y  small share of engineering indus t r ies  is noteworthy. 

Barely e ight  percent of t o t a l  2.8 lakhs factory-workers i n  Kerala i s  today 

employed i n  manufacturing a c t i v i t i e s  connected with metals, machinery, and 

t ransport  equipment. In  terms of value-added the corresponding share i s  

10 per cent. Generally, engineering indus t r ies  provide stimulus t o  technical 

progress and indus t r i a l  dynamism; Kera.la1s i ndus t r i a l  sector i s  conspicuous 

of the inadequate development of these very engineering industries.  Indeed, --- -. ,-----. ---- - 
1/ Food-product category i n  Kerala i s  dominated by t e a  and cashew, and 

Beverage category by bidi .  



it i s  not necbsciTy m S l :  not possible '.:kt a l l  regions develop a l l  types of 

industries.  I n  a multi-rc-:iozal economy with mobility of fac tor  inputs the 

indus t r ia l  c o m p o s i ~ ~ o r ~  cf rcgions~l  economy w i l l  h ~ v e  a tendency t o  specialise 

in cer ta in  ac 'civit ies d e p ? r d i n ~  upon i t s  na tura l  resource base, local izat ion 

economies and the lcoa l  di:w.i base. Yet,  inter-regional balance w i l l  require 

a d ivers i f ied  induskrj r l  hxse f c r  each regions in order t o  ensure the required 

growth s t imuli  throu& intsr-industry linkages and agglomeration economies. 

That Kerala's fac-bxy ei-g?c:m?nt i s  concentrated i n  resource-based industries 

and tha t  foot-loose typz l k m t r i e s  occupy r e l a t i v e l y  small share a l l  t e l l  

upon the f r a g i l ?  industria!. base of the region 's  economy. 

On the basis cf locat ion quotients jl 'able 7 )  Kerala's i ndus t r i a l  

base ccnsis ts  of a yet; of inter-re la ted ago-based and non-metallic mineral 

based industr ies  31-1 uni-rersal intermediates. I n  terms of employment the 

indus t r ia l  base a t  2 4 i g i t  l l I C  consis ts  of wood and wood products, paper and 

paper product; , food prrdi~ct.,, and no;--metali0 mineral products. Viewed i n  

terms of valae-a&&d t:;? c-ye of the inclustrial base remains same except that  

. -  rubber products. c L  .: .:: , >..: rLe.':rical machinery get added t o  the base. 

Clearly, such indust-:is- ?,c t z s i c  ~ e t i  '. and a l loys ,  machinery and machine 

tools ,  and t ransport  c-iv.3.~: ex': coning under the category of cap i t a l  goods 

sector  (engineerhg ixdu3triea) do not have a " fa i r f '  share. The development 

of engineering ind.ustrics .'_? the region i s  rudimentary and domestic demand is 

largely met by imports. 

................................................... -- 
1/ The tab le  presents loca-:ion quotients f o r  indus t r ies  in 1964-65 and 

1930-81. A caweat i?ay be entered. The data  here  r e l a t e  t o  AS1 census 
sector ( l a g e  scale  ;.ec?:.z) and therefore exclude small sca le  regis tered 'mitad 
The lo s s  i n  comprek.imsi\eness of coverage i s  however compensated by a more 
disaggregated i n d ~ s t r i d  c l a s s i f i ca t ion  with t he  use of census-sector data. 



Table 7 
Kerala' s Indus t r ia l  Base 1980-81 

---- -- --- ----- - --- --- - 
lbployment Value-added 

Percent share Percent Share Location Percent Percent Location 

N I C  
code Industry 

i n  Kerala's in all India  share i n  share in 
aggregate t o t a l  f o r  Kerale ' s all-India quotient quotient 
factory the industry aggregatd t o t a l  f o r  the  
sector  factory industry 

.--- -...- --- s e c t o r  
1 2 3 4 5 6 7 8 

Food products 38.96 J 8.34 
3everages 7.16 5.92 
Textiles 6.66 1.63 
J O ,  S i lk ,  Symethetic 0.73 0.92 
Ju te  Text i les  - - 
'Textile products 2.04 5.66 
%od and products 5.14 17.47 
Z'aper and produc-cs 3.54 3.:0 
Leather and Leather products - - 
Rubber, Petroleum etc. 2.94 5-51 
Chemical and products 5-89 . 
Non-metalic mmeldl 

3-36 
5-25 4-08 

Basic metal & a l l e y  1.30 0.62 
Metal products 1.21 1 .70 
Non-electric Machinery 1.33 0.91 
Elec t r ica l  Machlnory 2-77 2-45 
Transport equismen t 7-77 1.02 
Other manufactures 0.62 2.52 
% w t r i c i t y  10.32 3-89 
Iiepair servioes 2.26 3.99 

-- - ----.------ ----- -- --- -- 
Source: Calculation based on da t a  from A S 1  1980-81 
Summarv Results f a w t o r v  Sector, CSO, 1984. . - .- 



As the process of i ndus t r i a l i s a t i on  gains momentum one expects the  

indus t r ia l  base of the region t o  ge'ts d ivers i f ied ,  <md the share of agro- 

based indus t r ies  to  f a l l  . I n  t h i s  context, the trend i n  Kerala 's  indus t r ia l  

s t ructure  i s  not very encouraging,. 

A number of new indus t r ies  have sprung up i n  the  S t a t e  during the 

l a s t  three decades with t he  r e s u l t  t h a t  r e l a t i v e  bpor tance  of some t rad i -  

t i ona l  indus t r ies  is reduced and modern indus t r ies  increased i n  the industri-  

al-mix. For instance, ranks of cashew, co i r ,  t i l e s ,  p r in t ing  and rubber 

products came down i n  terms of t h e i r  value-added contribution i n  the t o t a l  

factory system. On the other hand, petroleum ref ining,  ship-building, and 

e l e c t r i c a l  machinery <including electronics)  moved up in t h e i r  r e l a t i ve  

posit ions (see Appendix Table I). Yet major indus t r ies  i n  Kera1.a a e  of 

the t r ad i t i ona l  c w i e t y  and based on the region's  natural  resources. *oday, 

top 10 indus t r ies  consis t  of: Cotton t e x t i l e  ( m i l l  s ec tor ) ;  Tea; Basic 

chemicals; Soap, Rubber products; Knitt ing m i l l s ;  petroleum ref ining;  Ship 

building; Aluminium; and Bidi. These top t en  together account f o r  50 per cent 

of the t o t a l  value added by the  factory sector .  The engineering industry-group 

is conspicuous by i t s  absence, among major group throuqh the l a s t  two 

decades saw the  nascent beginning of indus t r ies  i n  the  w e n  of engineering. 

A number of product-groups under metal-based (engineering) sector  s t i l l  

however do not f i nd  a  place i n  Kerala's i ndus t r i a l  s t ructure .  Engineering 

industr ies  even tcday account f o r  l e s s  then 15 per cent of the t o t a l  value- 

added generated by the S t a t e ' s  factory sector.  The locat ion quotient f o r  

the few items tha t  now appew i n  the engineering category ( cap i t a l  goods) 

has value close t o  zero indicat ing a l e s s  then " fa i r"  share f o r  them i n  

Kerala as compared t o  all-India.  



It stand..; to  masun t i n t  the ovor.al.1 i n d i ~ s t r i n l  base of the State i s  

s t i l l  c h a a c t  x i s e d  by concentration a t h e r  than divers . i icat ion.  On the 

basis of Alagh's estimates l /of  spec ia l i sa t ion  coeff ic ients  of the regions 

in India (reproduced i n  i 'aole 8) Keraia has a .  higher concentrated industrial-  

base a s  compared t o  major s t a t e s  excepting ilssanl, J m  & K a s h i r .  Over time, t h  

the value of spec ia l i sa t ion  coeff ic ient  has shown a declining tendency 

suggesting thereby a process of i ndus t r i a l  d ivers i f ica t ion  t h a t  is underway 

in Kerala. Hcwever, the  pace has been too slow t o  make any percipt ible  impact 

on indus t r i a l  growth i n  conformity with the nat ional  pattern.  

Given the i n i t i a l  composition of Kerala 's  i ndus t r i a l  sector i n  terms 

of the  types of indus t r ies ,  and the lack of d ivers i f ica t ion  over time, the  

pat tern of aggregate growth r a t e  and i t s  divergence from the national pat tern 

observed during d i f f e r en t  s e t s  of time-period can well be explained i n  the 

framework of industrial-structi lre kypothesis. It has been argued by some 

scholars 1/ t h a t  the decline i n  the country's indus t r ia l  growth r a t e  since 

mid-sixties i s  largely r e s t r i c t e d  t o  r - r t a i n  product-grovps, mainly of t he  

enginnering industry. To the extent those product-gcoups account for  

smaller proportions in Kerala's industrial '  s t ructure  it stands t o  reason 

that the stagnation of mid-sixties may not have adversely affected Kerala's 

aggregate i ndus t r i a l  growth. A h i g h r  growth r a t e  in Kerala's indus t r ia l  

sector during mid-sixties was perhaps accounted by the rnaintenance/improvement 

of growth r a t e s  i n  such product-groups a s  rubber products, paper products, 

wood products, chemicals and 'others '  that  occupy proportionately la rger  

shares in the region 's  i ndus t r i a l  base s t ructure .  

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

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

1/ I sher  Ahluwalia, Indus t r i a l  Performance i n  India. 1992, I C R W ,  
New Delhi (mimeo) 



i n  output growth-rate; and those product-groups, which influenced recovery 

a t  t h e  na t iona l  l e v e l ,  d id  not  enjoy any s i g n i f i c a n t  weight in I k r a l a ' s  

i n d u s t r i a l  base. Consequently, k e r a l a  recorded a continuous dec l ine  i n  tile 

aggregate growth-rates whtreas, t h e  country as a. whole imprcved i t s  growth 

performance. Based on t h e  l o g i c  t h e t  " rapid  growth of t h e  manufacturing 

s e c t o r  i s  associa ted  wi th  s t r u c t u r a l  chmges of t h e  r eg iona l  economy provided 

it i s  sus ta ined f o r  a period of a  decade and a ha l f  o r  more" it may be 

concluded that Kera la ' s  i n d u s t r i a l  backwardrress and the  divergence of i t s  

growth r a t e s  wi th  t h e  n a t i o n a l  p a t t e r n  may be- due t o  i t s  lop-sided i n d u s t r i a l  

s t ruc tu re .  It fol lows,  s t r u c t u r a l  changes i n  t h e  r e g i o n ' s  i n d ~ s s t r i a l  sec tor  

should rece ive  top  p r i o r i t y  i n  t h e  %ate  Government's Planning s t r a t e g y  and 

po l i c i e s .  

7. S t r u c t u r a l  r a t i o s  and t e c h n i c a l  c o e f f i c i e n t s  

In  order  t o  de l inea te  s t r a t e g y  opt ions  i n  t h e  l i g h t  of an assessment 

of productive e f f i c i e n c y  of t h e  reg! ,n's i n d u s t r i a l  sys ten  soma s t r u c t u r a l  

r a t i o s  and t e c h n i c a l  c o e f f i c i e n t s  of i n d u s t r i e s  ( 2  d i g i t  XIC) i n  t h e  f a c t o r y  

. 
s e c t o r  may be sxaulined (Table 9) .  We begin wi th  t h e  capital- labour r a t i o  

( f ixed c a p i t x l  per employee) which r , - f l e c t s  t h e  c a p i t a l - i n t e n s i t y  m d  note 

t h a t  the  i n d u s t r i a l  system i n  Kerala i s  dominated by l e s s  c a p i t a l  in t ens ive  

i n d u s t r i e s  as coiq,ared t o  d l - I n d i a .  TiAe capi - ta l  output  r a t i o  ( f i x e d  c a p i t a l  

per u n i t  of value added) however is high in the  o v e r a l l  i n d u s t r i a l  system and 

p a r t i c u l a r l y  i n  engineering i n d u s t r i e s  (e.g. metal  products,  pachinery, 

e l e c t r i c a l  machinery) r e f l e c t i n g  poor capi ta l -product iv i ty  in t h e  region. 

Spec ia l i sed  i n d u s t r i e s  i n  t h e  r eg ion ,  however, show lower c a p i t a l  output  

r a t i o s  ind ica t ing  a r e l a t i v e l y  higher c a p i t a l  p roduc t iv i ty  as compared t o  

t h e i r  a l l - ind ia  counter  pa r t s .  The p a t t e r n  i s  more o r  l e s s  same when c a p i t a l  

p roduc t iv i ty  i s  measured by t h e  r a t i o  of f ixed  c a p i t a l  per  u n i t  of gross  value - - - - - -- - - -- .-- - - - - -- - - - -. -- . --- - . - -. - - -- - - - -------- - -. -- - - - - - -- --- -- 
1/ Ycginder K.Alagh, "Some Aspects of Planning r ' o l i c i e s  in Ind ia ,  op.ci t .  



of output. The d i f f e r en t i a l  bztweer the  region and the country, however, 

i s  narrow. The produot-mix of the  region perhaps explains the  difference. 

If cap i t a l  output r a t i o  i s  found high i n  a region as  compared t o  

a l l - India  i n  a given industry t h a t  region is generally regarded t o  have 

locat ional  disadvantages ' for  t ha t  industry. Based on tha t  log ic ,  inadequate 

development of engineering indus t r ies  i n  Kerala can be explained i n  terms of 

region-specific fac tors .  There are  however some snags. His tor ical ly ,  the 

region developed as  a plrant,ztion economy, a raw material  base f o r  colonial 

export, without oreating a nucleus of engineering industries.  Surprisingly, 

the  region continued t o  be of an export-based economy open t o  international 

forces despi te  the p l m i n g  e f fo r t s .  To the extent  t ha t  eng in~e r ing  industries 

are foot-loose i n  character and tha t  there  i s  nat ional  f r e igh t  equalisation 

f o r  major raw mater ia ls  of the engineering industry, the inadequate develop-. 

ment of these indus t r ies  i n  t he  region i s  not easy t o  comprehend. Without 

an engineering: base, i n t e r - i n h s L q  l'nkages a r e  minimal and hence cap i ta l  

productivity i s  poor. Further, the lower c a p i t a l  productivity ref lected in 

the high f ixed  cap i t a l  t o  value added r a t i o  i n  the region may have been due 

t o  regional differences ju l,ochnolrr,oy -1cv-1 n r r n r i  p-rcob?a:l: m i x  pnL terns. To 

S ~ J T  the l e a s t s  the higher capital-output r a t i o  by i t s e l f  cwmuf: ho ~ ~ , + - f i . ~ i ~ ~ t  

condition t o  dmw upon any f i r m  conclusion on the  eff ic iency of the indus t r ia l  

system. Other things remaining same, the  eff ic iency has t o  be seen in terms 

of labour productivity and i t s  re la t ionship with  wage-rate. 

8. Wame-cost Hwothesis 

We may now examine the trend i n  i ndus t r i a l  wages and i ts  

re la t ionsh ip  wi th  labour productivity in Kerala r e l a t i ve  t o  all-India. It 

has been ehld by the High Level Committee that ". . . t rade union movements 



backed by y o l i t i c a l  p a r t i e s  org2mized ag i t a t i ons  and successfully pushed 

up the  wages -md other emoluments of the labour employed i n  t he  organised 

sectort'.l/ The charac te res t ic  of the Kerala pegplc: a s  a whole is regarded ' 

as inh ib i t ing  i ndus t r i a l  growth i n  the  S ta te .  By viewing indus t r i a l  

stagnation of Kerala i n  terms of the  'high-wage-cost' hypotheses, the  

policy thrust i s  placed on seeking 2 consensus of agreement among a l l  

p o l i t i c a l  p n r t i e s  of Kerala t o  render investors  protection from labom. 

Indeed, the  p o l i t i c a l  v i a b i l i t y  of such m anti-labour stance i n  the  policy 

prescription looks dubious. I n  any cnse, i t  i s  important t o  examine 

whether o r  not the  wage-productivity re la t ionsh ip  i n  Kerala is  i n  f a c t  of 

the type generally assumed and conveniently endorsed by the  High Level 

Committee. 

Noreover, empirical ve r i f i ca t i on  of the  high wage-cost hypotheses 

w i l l  enable us  t o  understand i f  region-specific f ac to r s  and in par t icu la r ,  

the nature of labour organisat ion and i t s  influence on the  e l a s t i c i t y  of 

labom-supply schedule can provide a framework f o r  explaining the  "regional 

di f ferent ia t iont '  process i n  industria.1 growth r a t e  in the  context of Kerala. 

A s  explained e a r l i e r ,  i f  mili tancy of labour has turned t o  be a spec i f ic  

feature  i n  the  S t a t e ' s  t r a d i t i o n  of trade-unionism, the  wage r a t e  and 

the wage-share would be pushed up m a t c h i n g  with  productivity increase and 

divergent t o  the  nat ional  pat tern .  The region would be unfavourable f o r  

indus t r ia l  locat ion .md hence the  output growth r a t e .  The examination of 

wage-praductivity re la t ionsh ip  i n  Kerala 's  factory sector  r e l a t i v e  t o  

al l-India nnd solw indus t r i a l l y  advanced region w i l l  provide an ind i rec t  

t e s t  of t he  cpp l i cab i l i t y  of region-specific fa.ctor approach vis-a-vis 

industry-structura approa.ch approach i n  t he  context of Kerala. 

1/ Govt, of K e r d a ,  Repcrt of i-Ligh Level Committee, op.cit p. 110 



Special isat ion coeff ic ient  of the regions 

nf I d i a  

- _II_______-__l_________--------- 

Regions 

Ivi&xrnshtra 

Karlras ,md Pondioheri 

Nysore m d  %a. 

U t  tar Prade sh 

Madhya Pradesh 

Punjab, E,aryana and Iiiwachal Pradesh 

West Bengal ,and Andeman Nicobar 

Delhi 

Rajasth,an 

G u j z a t  

Andhra P r d e s h  

Bihnr 

Orissa 

Kerala - 
Assam and Tripura 

Jmu m i  I'kskxair 

computed f ~ o m  AS1 Bata f o r  the  Factory Sector. 

Source: Table 10 from Yoginder K.Alagh, "~_0_n4:-~)~~?t s of P l r q A  
Pol ic ies  i n  India", Three Lectures Delivered a t  the 
(bind Vallabh Pant Social  Science I n s t i t u t e ,  Allahabad, 
Mach, 1985. 



Generally, labour productivity gets  ref lected i n  the  r a t i o  of 

value-added per employee. h e r a l l ,  the  r a t i o  i n  Kerala 's  indus t r ia l  system 

i s  not seen favourable a s  compared t o  all-India. This may be due to  a 

poor score i n  the r a t i o  by the food product group, which occupies the la rges t  

share (39 per cent)  i n  the i ndus t r i a l  composition measured i n  terms of 

employment. I n  any case, labour productivity by i t s e l f  i s  an incomplete 

c r i t e r ion  unless it is r e l a t ed  t o  wage-rate. Overall, the region 's  

i n d u s t r l d  system i s  2laced favourable a s  con~~ared  t o  a l l - I d i d  in relcltion 

t o  average wages per worker. Industrywise, a r e l a t i ve ly  higher wages per worker 

i s  seen only i n  those areas  where Kerala has no special isat ion.  Tne wage- 

r a t e  i s  much lower than the national average i n  food products and cotton text i -  

l e s  and with t h e i r  dominance in the reg ion ' s  i ndus t r i a l  s t ructure ,  the  overall  

wage r a t e  i s  also low a s  compared t o  a l l - India  level.  

I n  theory, some rough correspondence should ex i s t  between the 

wage r a t e  mani labour productivity. I n  a comparison of regional s t k c t u r e  

with all-India,  indus t r ies  can be iden t i f ied  i n  the following typology of 

wage-productivity re la t ionship:  

wage r a t e  is  hieher and labom productivity i s  higher; 
b wage r a t e  i s  lower and labour productivity i s  lower; 
c "1 wage r a t e  i s  hi{{her but labour productivity i s  lower; and 
d) wage r a t e  i s  lower but labour prsductivity '  i s  higher. 

As f a r  a s  the factory sector  data show, Kerala 's  indus t r ia l  

system overa l l  i s  characterised by lower labour productivity with lower wages 

as  compared t o  all-India. A s i t u d i o n  of higher wage r a t e  is  seen generally 

in the industr ies  having higher labour productivity. The complex s i t ua t ion  

of higher wages coexisting with lower productivity is  seen confiend t o  wood 

and wood products, non-metalic mineral products and manufacture of machinery 

and parts.  An exploi ta t ive  s i tua t ion  of lower wage r a t e  with higher lower 

productivity i n  major i ndus t r i a l  groups i s  found l imited t o  e l e c t r i c  power 



Struc tura l  Ratios and Technicd Coefficients i n  Industries 
f o r  factory sector: 1980-51 

------ ---------------- --- -- 
Fixed Net Wages Fixed' Fixed Net E'olumen+ 
cap i t a l  value per  capi- capi- value net  
per added work- t a l  t d  added value 
emplo- per  e r  net  from from added 
ye e emplo- value out- mt- r a t i o  

ye e added put put 
r a t i o  r a t i o  r a t i o  

Industry 
Code 

Rs. fls. Rs. - 
FK/E NV/E W/L FK/NV 

F K ~  
NV/O WE/N; 

(1) (2) (3) (4) (5  (6) (7) --- . ~~ . .. -. .. - -. . .. 
10-21 Food Products K 2017 1 3278 0.60 EI.06 0.11 0.45 

I 9380 5484 2373 7-71 0.15 0.07 0.54 

22 Beverages, TobaccoK 
and Tobacco 2710 6173 3081 0.43 0.15 0.33 0.53 

products I 3426 5741 2297 0.60 0.12 0.21 0.47 

21 ~"ianufacture of K 18718 14960 7181 1.25 0.36 0.29 0.54 
cotton t e x t i l e s  I 10416 12392 7103 0.84 0.21 0.25 0.62 

24 Wool, s i l k ,  e tc .  K 34980 20156 1336 1.73 0.37 0.21 0.72 
I 22093 17510 7142 1.26 0.24 0.19 0.48 

26 Texti le products 
(including 9502 23241 7703 0.40 0.09 0.23 0.36 

wearing ap ara- 
I 

P 
8251 12087 4807 0.68 0.10 0.14 0.48 

e l s ,  e tc .  

1WI Wood and wood K 5968 7255 3718 0.82 0.19 0.23 0.58 
products, furni-  I A021 8135 3326 0.99 0.19 0.20 0.49 
ture  and 
f ix tu re s  . 

k8 Paper and paper K 28130 19591 11439 1-43 0.37 0.26 0.63 
products and 
pr int ing and I 30498 15912 7224 7-92 0.49 0.26 0.53 
publishing 

I9t30 ~ u b b e r , P l a s t i c  K 56910 47343 7363 1.20 0.06 0.06 0.18 
Petroleum and 1 32881 26158 21913 1.26 0.11 0.10 0.85 
c o d  products 

I1 Chemical and K 82470 41683 13303 1.98 0.42 0.21 0.35 
Chemical 1 76334 29740 8 2 0  2.57 0.46 0.18 0.39 

v"' 
products 

52 Non-metalic K 54086 10695 6105 0.50 0.23 0.46 0.62 
Mineral I 20250 11873 4764 1 0.41 0.24 0.53 
products 

b j  Basic metal 
and a l loy  

K 34201 30197 13449 1.13 0.22 0.20 0.52 

indus t r ies  I 74301 21354 9706 3.48 0.60 0.17 0.52 





generation. It must a lso be emphssised t h e t  the general pattern of wage- 

productivity re la t ionship i n  the reg lonls  engineering industry (e.g. metal 

and a l loy  industr ies ,  mete.1 products, and e l e c t r i c a l  machinery) i s  charact- 

er ised by higher wage r a t e  with higher labour productivity or  lower wage 

r a t e  with lower productivity as  compared t o  all-India. A l l  considered, there 

is no c l ea r  out evidence from the factory sector data t o  suggest that  the 

i ndus t r i a l  system in Kerala i s  charaoterised by higher wage cost and lower 

labour productivity. 

To get a more r e a l i s t i c  p ic ture ,  the  da ta  r e l a t i n g  t o  the large 

scale  sector  (ASI census) alone may be analysed. For, small scale factories 

d i f f e r s  i n  t h e i r  cha rac t e r i s t i c  widely between regions. And locational 

f ac to r s  r e l a t i v e  t o  a given industry w i l l  be re f lec ted  more i n  large scale 

than small scale investments. The picture  emerging from the analysis of 

some s t ruc tu ra l  r a t i o s  and technical  coeff ic ients  of AS1 census sector f o r  

1990-91, presented a p ro f i l e  of the region's  i ndus t r i a l  efficiency similar 

t o  the  one f o r  the whale factory-sector. The ~ i c t u r e ,  however, i s  sharper 

a s  seen from the following wage-productivity re la t ionship observed i n  the 

la rge  sca le  (ASI Census) sector i n  Kerala: 
-. 
dape-productivity re la t ionsh ip  Two-digit N I C  groups 

a. Higher wme rea t e s  and higher 22. Beverages, tobacco and products 
labour productivity 23. Cotton t e x t i l e s  

26. Text i le  products (exc. apparels) 
27. Wood and wood products. 
3 1 .  Chemicals and chemical products 
33. Basic metals and a l loy  industr ies  
36. E lec t r i ca l  machinery 
37. Transport equipment and par t s  

-~ ~ ~~ - 

b. Lower wages and lower 
labour productivity 

-- ~ ~~p -~ 

20/21. Food products 
34. Metal products 

c. Higher wage r a t e s  and lower 30. Rubber, p l a s t i c  and petroleum 
labour productivity 32. Non-metallic minerals 

35. Machinery. machine tools  and part 

d. Lower wage r a t e s  and 
higher labour productivity 

40. E lec t r i c i t y  



It i s  ~ l n a r ' : ~  evident tha t  the wage-productivity re la t ionship does not sugrest 

any i n t r i n s i c  ineff ic iency of the i ndus t r i a l  system i n  Kerala as  compared to  

the nation. 

It may :also be useful  t c  put Kerala i n  comparison with other major 

s t a t e s  in  India. The analysis  of key s t r u c t u ~ a l  r z t i o s  and technical  coeffici-  

en ts  of dl indus t r ies  taken together i n  the AS1 census sector  across major 

s t a t e s  reveals cer ta in  in te res t ing  features   able 10)- In  terlus of l eve l  

of indus t r ia l i sa t ion  Kerala i s  way behind many other s ta tes .  This however i s  

not necessari ly became of a high wage-cost i ndus t r i a l  system. Among the major 

s t a t e s  K e r d a  r-anks low i n  terms of wages per elllployee but enjoys a higher ranks 

i n  terms of labour productivity. Its indus t r i a l  system is marked by lower wage 

r a t e s  and hither p r ~ d u c t i v i t y .  I n  terms of cap i t a l  productivity,  however, 

Kerala presents a poor pict7are as re f lec ted  by a hipher rank in t'ne cap i ta l  

output r a t i o .  As the record of l aharash t ra  suggests, higher cap i t a l  output 

r a t i o  i s  not 2 suf f ic ien t  condition .o r e f l e c t  upon the indus t r i a l  efficiency 

of a region. The nc,t?w.~xthy fea ture  of ivkharashtra is tkx t  it tops i n  labaur 

productiviicy :,;i:t :-:fe znd lcve le  of indus t r ia l i sa t ion .  What i s  then character- 

i s t i c  of th t  i ndus t r i a l l y  developed 1:egion i s  the corr-espondence between wage 

r a t e  and labour prccluctivity. h o n e  indus t r i a l l y  developed s t a t e s  only 

West Bengal presents n complex s i t ua t ion  of higher wage r e t e  coexisting with 

lower lcbour productivity. There i s  a pa r i t y  i n  ranks of other developed 

s t a t e s  i n  r e l a t i o n  t o  labour productivity and wage ra te .  What therefore 

appears more r c l e v m t  t o  'judge the  efficikncy of a region's i ndus t r i a l  system 

is  thc.; wz~e-prciuctiv'.ty re la t ionsh ip  than the re la t ionsh ip  between cap i ta l  

in tens i ty  m i .  c a p i t a l  productivity. 



Table 10 

Somc s t ruc tura l  r a t i o s  2nd technical coeff ic ients  in major States  (ASI Census Sector) 
--.-------.----------.-- ---- --- -_______-_II--------------------I. 

Rank Fixed capital/  Emoluments / val Fixed cap i ta l  Net value-added wages per worker value-added added 
in per  employee per employee of value- 
added As. Rank As. RELnk Rank Ratio Rank Ratio R a r  

(1 (2) (3) (4) (Fj (6) (7) (8) (9) (IC 
_ ._______- -__ I  - ---- ........................ ------- ---- ------- 
h.ha Pradesh 8 38736 l o  41 87 15 4421 14 3.46 7 0.50 5 

&sun 15 16159 15 9463 14 2901 15 2.64 9 0.40 12 

Scar 9 97560 I 13636 12 9297 2 7 ,I 5 1 0.75 I 

Gulrrat 4 45617 7 17905 6 7029 8 2.54 10 0.47 7 
Haiyana 12 66 i 40 5 22290 2 6532 10 2.96 8 0.35 14 

Karrat aka 6 37999 11 15724 9 6673 9 2.41 11 0.12 15 
Kerda 10 . m i ? i x l z &  2 5.2% J 2  2.21 - 10 

Madi-ya Pradesh 7 77310 4 21181 3 8011 5 3.64 6 0.41 11 

-ashtr, 1 41202 9 24622 1 955 1 1 1.68 14 0.46 8 
Orirsa 14 61986 6 15771 8 8934 4 3.93 5 0.63 3 
%:ab 11 77917 3 18272 5 . 4986 13 4.26 4 0.39 13 
Ra&sthan 13 85046 2 19758 

4 7258 6 4.30 3 0.43 
T a l l  Nadu 9 

3 30165 13 17664 7 7066 7 1.70 13 0.48 
U t t e r  Pradesh 

6 
5 44254 8 9960 13 5450 11 4.44 2 0.62 

West ~ e n ~ i h  2 23835 14 4 
15094 I 1  9052 3 1.57 15 0.67 7 



AS1 factory sector:  Kerala 

Trends i n  wages md ls.bour productivite 

idages per Value added h o l m e n t s  Valued-added per 
Year worker per worker per employee empl~yee 

Rs. Rs. Rs. Rs. 

1976-77 2875 8655 3855 7233 
1977-78 2960 9990 4865 8367 
1979-79 3977 12243 4553 10109 
1 979-80 4316 14920 5305 12211 
1980-81 5023 ; 16802 6033 13370 ......................... 

Corr. 0.983;R = -9662 
2 

corr. 0.980; R = .9612 ................................................................ 

The correla t ion coeff ic ient  between wages nnd the pri:!uctivity i s  posit ive cnd 

D tz t i s t i ca l ly  highly s ignif icant .  Indeed, i ndus t r i a l  wages have increased over 

years i n  Xerala bu t  comensur?tely there ~ 1 2 s  b c m  lm increase i n  the labour 

productivity. 

It i s  also s ign i f ican t  to  note (Table 12) that tlic share of +ges 

i n  value-sdded i n  Kerala's i n d u s t r i d  system i s  below the netionnl average now. 

The share was above the national average i n  ear ly  70s, but i t  showed a  declining 

trend since mid 70s whereas the corresponding share rmained  more o r  l e s s  stagnant 

a t  al l-India level .  
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Table 12 

Share of wares i n  va].:.;llle added i n  fzctorv sector 

The available evidence thus stand t o  repudiate the nene rd  notiim 
y--- 

of high labour-cost i n h i h i t i n ~ t h e  crnw 
.- -- t h  of indus t r ia l i sa t ion  i n  Kerala. '. - 

/ 
It follows t h a t  the policy prescr ipt ion f u r  n w - l ~ v ; ~ k i n : ?  . inlnr:krid i n d j n n  

based on a premise, which lacks  empirical support, nnn uri1.y m i n a i - - . . &  + I .  

planning e f f u r t s  i n  the s tx t e .  To say the l e a s t ,  the high wage-cost 
1. 

~- - 

-/---- 

hyyothesis put f o r t h  t o  exp l  n.i.n jnrh~s t r i n l  bn.c!w;~&ness and stagnation has - ~ ~- - 
~ - __-/ ~~ 

J' 
no empirical bas i s  i n  the context of Kerala. I f  indus t r ia l i sn t ion  i n  

-- ~ ~ 

Kerala has not propeosed the root cause has t o  be sea.rched not along the 

labour-cost but i n  other direct ions ,  

9. &&structure, and orof it o a t t e r . ~  

An approech tha t  e a s i l y  suggests itse1.f is an assessment of l o c a t i o n d  

advantages/disadvantages in terms of t o t a l  cos t s  and t h e i r  components. The 

nim of the approach i s  t o  dis t inguish differences i n  physical factor  

productivity and fac tor  p r ices  for  each component of t o t a l  cost  of those 

indus t r ies  which have a  locat ion quotient l e s s  than uni ty  in a  given region. 



This  w i l l  he lp  t o  under s tmd  whether t h s  lack  of a " f a i r  s h a "  of a given 

indus t ry  i n  a given region  i s  due t o  i t s  l o c a t i o n d  cos t -d is~dvantage .  However., 

such an a n a l y s i s  needs cost-output time s e r i e s  d a t a  from u n i t s  of d i f f e r e n t  

s i a e s  in each reg ion  in the  country. That would b u t  c o n s t i t u t e  a s e p a a t e  

s tudy by i t s e l f .  

A s  an a l t e r n a t i v e ,  we may here at tempt a  s t j t i c  comparison of the 

industry-level  c o s t  s t r u c t u r e  i n  Kerala wi th  th::~t f m  the  country us ing  A S I ,  

d a t a  f o r  1980-81. The choice of t h e  Census s e c t o r  in s t ead  of t h e  whole factory 

s e c t o r  i s  guided by t h e  cons ide ra t ion  of cap tu r ing  the  average behaviour of 

loss-heterogenous i n d u s t r i e s  i n  terms of s i z e  c h a r a c t e r i s t i c s .  The c o s t  

s t r u c t u r e  of an indus t ry  is viewed i n  terms of percentage sha res  of major ' 

components ( c o s t s  of f u e l ,  raw m a t e r i a l s ,  o the r  purchased inpu t s ,  emoluments 

and supplements t o  emoluments, r e n t ,  i n t e r e s t ,  d t p e c i a t i o n ,  2nd p r o f i t )  i n  

t h e  value of output  ( = t o t a l  production + prof i t / su rp lus ) .  The ana lys i s  c m  

be expected t o  provide the  p r g f i l e  01 t h t  r e g i o n ' s  cost-advantage/disadvVmtage 

from loca t ion ,  s i z e  e f f e c t  held cons tan t ,  as compared t o  a l l  I n d i a  and t h e  

major i n d u s t r i a l i s e d  s t a t e s .  

The p a t t e r n  of cos t  of production and p r o f i t  i n  major i n h s t r i e s  

i n  Kerala. (!Fable 17) i n d i c a t e s  t h a t  t h e  r e g i o n ' s  i n d u s t r i a l  system is i n  a  

d isadvmtageous  p o s i t i o n  w i t h  r e s p e c t  t o  mater ia l -cos t  and i n t e r e s t  components 

i n  i t s  cos t -s t ruc ture .  A r e l a t i v e l y  higher  m a t e r i a l  oomgonent i n  t h e  t o t a l  

c o s t  as com?ared t o  a l l  I n d i a  p a r t l y  i s  t h e  r e f l e c t i o n  of e i t h e r  poor physical 

pro i luc t iv i ty  o r  h igh  input  p r i c e s .  The core i n d u s t r i e s  in t h e  region  (e.&. 

food products and paper & paper products)  a r e  however seen t o  have lower 

m a t e r i a l  cos t  a s  compared t o  t h e  corresponding sha re  in t h e  cos t -s t ruc ture  of 

these  i n d u s t r i a l  groups a t  t h e  n a t i o n a l  l e v e l .  The o v e r a l l  h ighe r  mater ia l -  

cos t  component i n  t h e  r e g i o n ' s  c o s t  s t r u c t u r e  cannot the re fo re  be a t t r i b u t e d -  

t o  ma te r i a l  t r m s f o r m a t i o n  ine f f i c i ency .  It i s  more l i k e l y  t o  be  t h e  



Eattern of cost  of production an0 prof i t a h i l i t y  in major 

industrAes (ASI Census Swtor : 1990-81) 

\ C - -  --_, 
. . ... - . . .. . - - - . 
. ~ . -As i?er cent  of gross v~..luz~~c.f~ "ut_~ut- 

. . 
1 -  Qther, &.du- . . SUP: ye-.' - 

Dcpre- Fuel ' r i a l  inputs liients mentarf :Rant . , 

emolu- cla- ?ref it 
... e s t  

i l l  -i2) . . : T )  . in) m&F? ( L )  !7\ , n'i' ( 0 )  
t i o  s 

- 
Prof i 
as pe: 
cent 
inve S. 
capiti 

(I\>: 

"l.74 
,... 

25-79 
17-25 



Table 13 contd. . . . . . , 

K .3.90 67.42 6.68 8.22 1.05 0.08 
Indust- 

7.06 2.30 2.72 

r i e s  I 8.87 51.11 11.76 12.53 1.62 0.26 5.66 4.03 4.16 

K = Kerala 

I = A 1 1  Ind ia  

Source: AS1 Census Sector Factory D a t a  1980-81. 



r e f l ec t ion  of regional dif ferences  i n  input p r ices  especial ly  pr ices  of 

materials that go in to  engineering industr ies .  I l l u s t r a t i v e  cases include 

the manufacture of basic  metals and metal products, f o r  which raw material 

and other purchased inputs have t o  be imported. Detailed case studies are 

needed t o  confirm whether the  higher material-cost component i n  Kerala's 

indus t r ia l  cost-structure i s  due t o  higher input pr ices  in the region. 

In  terms of locat ional  cost-advantages, the  region 's  indus t r ia l  

system is placed i n  a favourable posit ion with regard t o  f u e l  costs,  labour 

costs  and r e n t  components in the cost-structure. These advantages are 

s ignif icant  in the case of engineering indus t r ies  as  seen from re la t ive ly  

lower proportion of these items in the cost-structure. The surplus ger.eration 

(p ro f i t )  a s  a proportion of t h e  value of output i n  the  region is however low 

as compared t o  all-India. In par t icu la r ,  almost a l l  engineering industry- 

groups show ne t  losses  i n  t he  s ta te .  

The analysis  of inter-s ta te  var ia t ions  of the mst-structure indioates 

(Table 14) t h a t  Kerala i s  a region which has t he  l e a s t  f u e l  cost. The share 

of labour cost  a lso is low a s  oompared t o  i ndus t r i a l l y  advanced regions, 

except Gujarat. In  terms of the share of material-oost Kerala i s  in a. 
.. 

disadvantageous posi t ion a s  compared t o  i ndus t r i a l l y  developed regions. And 

Inter-costs a l so  appear r e l a t i v e l y  high i n  the  region's  cost-structure. 

Consequently, p ro f i t  a s  a proportion of value of output i s  r e l a t i ve ly  low in 

Kerala a s  compared t o  i ndus t r i a l l y  developed regions in the country. 

When p r o f i t a b i l i t y  is measured as return t o  t o t a l  investment 

(i.e., p r o f i t  as a percentage of invested oapi ta l )  Kerala's record of 

overal l  p r o f i t a b i l i t y  is on par  with t he  a l l - India  figure. It i s  however, 

worth noting t h a t  the p r o f i t a b i l i t y  recorded by engineering industr ies  is 

lower in Kerala than t h e i r  counterparts a t  a l l  India l eve l  and f d h e r ,  some 

a c t i v i t i e s  l i k e  the manufacture of machinery and t ransport  equipment in the 



region, in f x t ,  rscorded losses. mhe p ro f i t  a b i l i t y  of i n d u s t r i l l  

investment in Ker,da is low a s  comared t o  the more indus t r i a l l y  developed 

s t a t e s ,  except West Bengal.. 

A l l  considered, the  pattf,.?-< of  ree;ional production  cost^ m,.i 

p r o f i t a b i l i t y  underlines Kerala's locat ionel  advantages i n  terms of costs 

of f u e l  and labour cos t s  as  compmsd t o  a l l  h i i a  ,and industrial1)- developed 

s ta tes .  In view of locat ional  diszdvantage i n  mater ia l  cost a d  in t e r e s t  

cost ,  however, the p r o f i t a b i l i t y  in the region i s  low par t icu lnr ly  i n  

engineering indus t r ies ,  we therefore conclude$ the region 's  industr ia l isa t ion 

can not be explained f u l l y  in the frmework of locat ional  cost-advantage/ 

disadvantages. I f  a t  a l l  the cost-framework i s  used, the  locat ional  cost- 

disadvantage of Kerala looks connected with i ts  lop-sided indus t r i a l  structure 

and not with the hi& labour cast. 

?O. Other reglon-specific f ac to r s  

- This does not iinply tha t  regioil-specific f ac to r s  do zwt play 

m y  s ignif icant  r o l e  in determining the regional growth pattern.  Indeed, 

sources. of i n d u s t r i a l  growth i n  z region are  complex -ud 'change with r eg iom 

spec i f i c  mvironment a s  well. There z r e  however no easy waysof iden t i f i -  - 

c a t i o n .  Following conventicml wisdom one ma,)? l is t  cu t  some key elements 

and examine how the region is placed a t  a time period in res2ect af each. 

Obviously, the l i s t  should include both demnd 2nd supply-side variables.  

With reg tad  t o  the denwd, t he  r e l a t i v e l y  low per c a p i t .  Ejta.te 

Domestic Product a t  f i r s t  s ight  trould present Kerala z s  zn unat t rac t ive  

locat ion f o r  i ndus t r i a l  investment. I n  p a r t i c u l m ,  f luctuat ions  m d  the  

stagnation in agr icu l tura l  growth r a t e s  i n  the  State  w i l l  receive consider- 

a t ion  i n  the context of the agricultural-nimuf actur inp linkage hypotheses 



Table 14 

Indus t r ia l  cost-structure of major s t z t e s  : 1980-81 

(ASI Census Sector) 

--- ---------------- - 
Cost a s  percentage of value of output Prof i t  ........................... ...................... as  a 

bates 
Supple- 

Mate- Other Emolu- mentary Rent Inter- Depre- 
per 

inputs rnents t o  
centac 

consu- 
cia- Pro- of 

emo h- est t ion  f i t  invest- 
med ments ----- ed cap11 
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8dKca 

Pradesh 
6.99 57.48 8.55 13.38 0.88 0.21 5.65 4.16 2.90 2.84 

6.50 

ash t ra  5.98 

Source: Based 02 AS1 Data, Census Sector 1980-81. 



generally advanced t o  explain i ndus t r i a l  growth (stagnation) 1/ and i ts  

regional d i f f e r en t i a t i on  process.g Lowever, some empirical s tud ies  z/ 

tend t o  suggest t h d  a.gricultura1 growth trends in States  do not adequately 

explain changes i n  the growth r a t e s  of t h ~ i r  manufacturing sector and inter-  

s t a t e  differences i n  particukar time periods. I n  any case, a s  t he  most 

densely populated past  of t he  world Iierala has a la rge  honsumer market. The 

S ta te  eccnomy is  one with high l i q u i d i t y  a s  a r e s u l t  of emigrants' remittances. 

Although precise estimates of regional demand e l a s t i c i t i e s  are  not available,  

casual empiricism suggests the  increasing demand f o r  factory-made consumer 

goods especially durablas. A t  present,  the  regional dem.md i s  increasingly 

met by imports from other regions. In  any case, indus t r ia l i sa t ion  in a multi- 

regiomd country need not be exclusively based on loca l  markets though it  can 

ac t  a s  a c a t a l y t i c  agent. What i s  s ignif icant  i s  not the d i r e c t  demand, but 

inter-industry demand a c t i n g  through industrial-structure.  The lop-~ided  and 

concentrated s t ruc ture  of the i ndus t r i a l  sector  i n  the S ta te  presumably i s  

r e s t r i c t i n g  thz inter-industry demand and act ing a s  a serious constra int  t o  

the  acceleration of the region's  i ndus t r i a l  growth ra te .  The type of industrial- 

s t ructure  in Kerala ai.art from act ing through inter-industry denand may be 

adversely a f fec t ing  the supply-side v w a i b l e s  dut: t o  the lack of technological 

linkages and agglomeration economies. 

On the supply s ide a r e  to  he considered such var iables  as  raw-matmial 

infra-structure,  labour and o t h t r  factors .  The S ta t e  i s  handicapped by 

geographical loca t ion  f o r  meta l l i c  mineral resources. The handicap gets 

1/ K.N.Raj, Growth and Stagna.tion i n  Ind im Indus t r i a l  Development, 
Economic and P o l i t i c a l  'deeklv, Annual Numbsr Feb. 1976. 

+ishnz Bharadwaj, Regional Different ia t ion i n  India: A Note, E c o n o n i i c d  
P o l i t i c a l  Weeklv, Annual Number, Feb. 1982 

z/ For in s tmce ,  Thirthankar Roy, Inter-State Variations i n  Indus t r i a l  Growth 
Rate, M.Phil Thesis, Centre f o r  Development Studies,  1984 ( ~ h . 3 )  - 



compouned by the lack of agglomeratim economies. A strong point i n  f:tvour 

of the S t a t e  i s  the ava i l ab i l i t y  of sk i l l ed  labour. And as  shown ea r l i e r ,  

labour cost  r e l a t i ve  t o  productivity i n  Kerala cannot be considered as a 

constraining factor .  Adequate supply of sk i l l ed  a d  semi-skilled labour 

flow, excel lent  educational base and social  ethos conducive t o  modernization 

place the  region favourable f o r  locating ski l l - intensive and technology 

oriented modern foot-loose industries.  The region's saving r a t e  is also 

r e l a t i v e l y  high t o  f a c i l i t a t e  cap i ta l  formation. Kerala i s  also a region 

with a well-developed physical and soc ia l  infra-structure. On the basis  

of CMIE Index of Infra-structure Development covering s ixteen indicators 

Kerala scores four th  rvlk among the major S t a t e s  i n  InCiia. Above a l l ,  no 

other major s t a t e  i n  Indi;? has a soc ia l  infras t ructure  so developed as i n  

Kerala. PIany commentators have praised the s t a t e  f o r  providing extensive 

welfare programmes comparable with advanced country standards. This i s  an 

important aspect, f o r  " locat ional  a t t r ac t ions  include soc i a l  amenities, 
Ll 

a pleasant ad healthy environment, climate and many other kinds of influences". 

811 the above and many more a r e  supply-side ingredients which 

a e  required f o r  industr ip1 growth but -11 these m e  of secondxy importmce. 

The f i r s t  order conditions include (1) propens3$y of the labour force t o  

accept some minimum degree of d i sc ip l ine  ( 2 )  entrepreneurship of the community, 

and ( 3 )  government policy frnmework. ' I f  these ,-re n.vnilable, the second 

order f;lctors can be created in a p l m t d  economy. Some br ief  comments on 

these f i rs t  order conditions would, therefore,  be helpful i n  identifying the 

constra ints  of i n d u s t r i d  growth. -------------- ---- ----------- 
1, H.W.Rich~xdson, Regional Growth Theory (London Ykicmillm, 1 9 7 7 ) ~  pp. 108-9. 



Thc tr,~.diticsncsl theory of 1,ac::tion postulates economic rd iona l i t y  

of entreprenems m d  szgs t hz t  indus t r ies  tend t o  be located on the  bas i s  

of maximisaticn of p ro f i t  m d  minixization of cost. It hzs n-w been recog- 

nised th7.t "prof it mxximizztion o r  cos t  minimimtion is an unsz t i s f rc tory  

goal f o r  locat ion decision makers" and "location decision,  more than most 

mmagerial  decisions, has t o  take i n to  account psychic income's influences 

and other  personel f ac to r s ,  which m e  not e a s i l y  compztiable with narrow 

de f in i t i on  of economic r ,zt ionali tyl ' . l /  The difference in entrepreneurs 

psychic cos t s  and income between regions a re  i n  the  ul t imate  analysis  

dependent on t h e i r  perception of a given region 's  secure and steady environ- 

ment f o r  business. These perceptions can get  d i s to r ted  by subjective 

preferences or miszivings of the object ive  conditions i n  po ten t ia l  locations. 

Even i f  the s t r i c t  celculus  of cos t s  ,and re turns  mj  ind ica te  a given region's  

prospects f o r  a high rrsturn due t o  i t s  nearness t o  oheap labour, ava i l zb i l i t y  

of power, cap i ta l ,  etc. ,  t he  entrepreneur 's  perception of the  labour force  

i n  e given region a s  m i l i t m t  ad ;rouble-m,&ers adds t o  psychic cost  and 

hence d i s t o r t s  looatiorlal decision. From the  view point  of the climate f o r  

i ndus t r i a l  investment, t h e r e f ~ r t ;  the propensity of the  lzbour force t o  

accept some minimum degree of d i s c ip l i ne  becomes an important f ac to r  i n  

influencing the locationzl a t t r a c t i o n  of a given region. 



carr ied out tj a soc ia l  s c i e n t i s g  mong a sample of ~ ~ a y a l e e  small-scale 

entrepreneurs operating i n  Tamil Nadu and Karnataka indicated cheap labour 

and peaceful atmosphere a s  the most inportant fac tors  influencing the i r  

decision f o r  locating the u n i t s  outside Kerala. Macro da ta  on mandays l o s t  

through indus t r i a l  disputes show tha t  the annual average mandays l o s t  during 

1978-32 was a high a s  205 per 100 workers in Kerala's organised sector as  

against  131 f o r  all-India. The data  tend to  suggest the m i l i t a n t  character- 

i s t i c s  of Kerala labour. It i s  but important t o  recognise t h a t  the high 

incidence of indus t r ia l  d isputes  can as well r e f l e c t  t o  the  peculi 'vi t ies of 

the s t a t e s  i ndus t r i a l  s t ruc ture  dominated by dying and problem-hidden 

t r a d i t i o n a l  industries.  Pending de ta i led  s tud ies  on the nature of industr ia l  

disputes by causes, bjr types of indus t r ies  and by types of employers, etc. 

any attempt a t  generalisation of the cha rac t e r i s t i c  of Kerala labour i s  

indeed cynical. It may a l so  be underlined t h a t  the avercge lo s s  of mandays d 

due t o  i n d u s t r i a l  disputes i n  more developed regions l i k e  Tamil Nadu, Karnataka 

and &harashtra is e q u d l y  substant ia l .  Besides, the  recent  data  show tha t  

the  incidence of i ndus t r i a l  d i s ~ t e  i n  !<erala i s  on the decline.l/ Presumably 

the trade-union cult-ure 5 K e r d a  my be such tht t h r c  w y  be difference 

o f a e g r e e  i n  %he approach of the  Kerala workers in dealing with ' s t i f f -  

necked' employers as compared elsewhere. Basically however a l l  workers are 

capable of react ing favourably ,and performing well when led  by a strong and ------------------ -L----- ------ ---- 
1/ M.A.Oomen, "&bil i ty  of Sm11 Scale Entrepreneurs. A Kernla experience," 

Indian Journal of Indus t r i a l  Relations, Vo1.17, Number 1 ,  Ju ly  1981. 

Referring t o  i ndus t r i a l  disputes i n  Kerala, the  High Level Committee Report 
quotes a cynic as  saying " l ike  the coconut t r e e  we stand apar t  from each 
other with  our head high. We are  col lect ivel ,  foo l i sh  despite being 
individual ly  inte l l igent" .  (p. 110 of t he  Report). 

2/ The d a t e  f o r  1983 show t h a t  average mandays l o s t  per 100 vtorkers in Kerala 
was only 105 as  against  510 f o r  West Bengal, 469 f o r  Maharashtra and 
158 f o r  all-India. The 1984 data  present a s t i l l  more encouraging picture. 



at the same xime sympethetic rnmnger,.:nt.. Therefore, 1;bour organisation in 

Kerala per  se cannot be branded a s  the  constraining f a c t o r  i n  Kerala's 

i ndus t r i a l  stagnation and 'baclcwardness. 

Xevertheless, the  f a c t  remains that Kerala i s  seen by entre- 

preneurs as a region lacking indus t r i a l  peace. The perception may have been 

moulded by lack of appreciation of the  posi t ive  ro l e  of unionisation o r  by 

communication gap. The p o l i t i c a l  environment may a l so  mould the perception. 

But the  perception preva i l s  and tends t o  discount "psychio" income and other 

locat ional  advantages i n  the s t a t e .  It is i n  t h a t  sense region spec i f ic  

f ac to r s  and i n  pa r t i cu l a r  the labour can be an explanatory var iable  i n  the 

regions indus t r i a l  stagnation. 

This t,dces 11s t o  entrepreneurship, which i s  another c r i t i c a l  

fac tor  on the supply-sick. Kerala i s  of ten  c i ted  a s  a t yp i ca l  case; 

industria.1 growth i n  cor.strahed by lack  of adequate number of entrepreneurs. 

There i s  a general notion that c?. Phlayalee would put h i s  savings sa fe ly  i n  

a bank and earn modest incerest  r e p l a r l y  but would not r i s k  it t o  earn a 

b e t t e r  re turn  h a business enterprise.  h talented business executive from 

Kerala would gladly join  on en te rpr i ses  a s  planaging Director  and run it 

very competent.ly but he h i m e l f ,  even i f  he has funds, would not venture 

t o  s t a r t  an enterpr ises  o r  h i s  own. The risk-taking trait i n  Keralai tes  

i s  generally taken fo r  granted a s  poor. Indeed, t he  entrepreneur c lass  i n  

Kerala may not be comparable t o  t h a t  i n  %jarat. Yet, i t  cannot be ignored 

tha t  ce r t a in  communi.$ies i n  the region (e.g. Syrian ~ h r i s t i a n s )  have 

demonstrated t h e i r  risk-taking t r a i t  i n  trading,financial  and plantation- 

re la ted enterpr ises .  Apart from t h e  in te rna l  cha rac t e r i s t i c s  of a c o m i t y  



towards risk-tdcing,  entrepreneurshi? re levznt  t o  industr ia l iza . t ion connotes 

the  ex te rna l  environment which determine the  opportunity f o r  p rof i tzb le  

investment. I f  i ndus t r i a l  entrepreneurship i s  dorment i n  the  s t a t e ,  the 

p a t i c u l a r  environment m y  be pa r t l y  responsible. A s  ~ s i n t e d  out by hj 

there  i s  no c lear  evidence ye t  of growth of entrepreneurship i n  Kerala, except 

a t  the  f r inges ;  t h i s  a?peers t o  be l e s s  due t o  lack of the  necessnry a b i l i t y  

than t o  the  existence af other seemingly more a t t r a c t i v e  a l te rna t ives .  y 

The s i t ua t i on  seemingly h ~ s  not chcnged since then. 

While the  importance of entrepreneurship i s  recognised i n  a. 

c a p i t a l i s t  r e l a t i o n s  of production, it is poor i n  logic  t o  a p e  th2t  a 

socie ty  lacking i n  entrepreneural  t r a d i t i o n  should rrrnnin i ~ d 3 1 z k ~ i : d l ~  uncler- 

developec! notwithstanding o thr r  1oca.tiona.l ndvanta.ges. Ju s t  because a 

socie ty  i s  endowed with the  e o p k  who have developed risk-taking t r a i t  f o r  

sociological  o r  h i s t o r i c d  reasons it does not follow timt the  region would 

get  i ndus t r i p l l y  developed. Rajnsth-n i s  a region well  endowed perhaps even 

b e t t e r  than Guja.rat, with ,an entrepreneurial  community but it i s  one of t he  

l e a s t  i ndus t r i a l l y  developed regions i n  the  c0untr.y. If the Keral i tes  lacks 

the  qua l i ty  of privnte en t r iyeneursh ip ,  thL r ~ s ? i , n s i b i l i t y  of the  State 

Governtnmt is grea te r  t c  t:kc up the  leadership ro l e  a s  an entrtpreneur f i r s t  

and second, t o  crentc thr, necessary extcrnnl cnvircnr~~mt f o r  entrepreneurial  

developnint. This requires  appropriate planning po l ic ies  a d  progr~wnes f o r  

dev6lopin:l: the  confidence of the  people f o r  resource nobi l i sa t ion  and 

deployment in indus t r i a l  x t i v i t  ies .  

I1 %ate Govenment's P o l i a  

I n  the  context :,f Kerala the  r o l e  of the  %.te as an investor 

assumes c r i t i c a l  importance f o r  h i s t o r i c a l  reasons. The leve l  of private 
--------------------------------.------------------------------. 
1/ K.N.Raj Approach t o  the  Plznning of Kernlets  &onomy, i n  Planninc: f o r  

Prosperity i n  Kerala, Delhi Malayalee Associztion, N.Delhi, 1960 p.42. 



investment i n  Kerala. hxve reriiainr:d A i r t m i c d l y  v a y  low. hen today the 

pr ivate  sector accounts f o r  only about one thir?. (72.6%) of the t o t a l  

investment of Rs.1192 crores i n  large 2nd medium industries.  (see Table 15). 

It i s  the  public sector  investment t he t  susta in  i ndus t r i a l  a c t i v i t i e s  i n  

the s t a t e :  Cantral sector zcoounts f o r  52.6 per cent and the S ta te  sector 

12.1 per cent of tne t o t a l .  investment. Reasons f o r  t h i s  are  many amont; 

which, the importmt ones are  embeded i n  the history: t he  lack of industrial 

infras t ructure  investment under colonial  policy and export-base approzch 

t o  regional development during the cst-independent period. The pa t te rn  of 

development d iv t r t ed  pr ivate  investment into  r e l a t i v e l y  quick-return 

a c t i v i t i e s  re la ted  t o  plantation,  contrzc'ts f o r  public welfare programmes 

f inanc ia l  entrepr ises  and conmerce a t  the cost of i ndus t r i a l  a c t i v i t i e s .  

The emerging indus t r i a l  s t ructure  accentuated by t h i  poor a v a i l a b i l i t y  of 

i ndus t r i a l  mine rds ,  wr.s too lop-sided t o  ensure inter-sectoral  linkcges 

nnd r~gglcmcration economies f o r  the o v s r d l  i d u s t r i a l  progress. Most of t h e s ~  

dis~dvmtn:zes s t i l l  p e r s i s t s  i n  l i c r d a  and therefore,  os i n  the past  industrial 

advmce w i l l  pre.?.tly depend on public sector  hvestment.  

Indeed, the  s t a t e  govt-rment has s e t  up a. number of i n d u s t r i d  

v ~ n t u r e s  exclusively under i ts  control  md  jo in t ly  with privnte sector ;  has 

been l ia i scn ing  with the Central Government for  loca t ion  of Ccntral Govern- 

msnt projects  as  well pr ivate  enterpr ises  under Indus t r i a l  (Uevelcpmtnt and 

~ e g u l a t i o n )  fht, and has been providing f i s c a l  incentive and inf ras t ruc tura l  

f a c i l i t i e s  ie.g. i ndus t r i a l  e s t a t e  f o r  the promotion of s m d l  

scale industr ies  i n  the  s ta te .  An assessment of the effectiveness of the 

S ta te  governnit;nt policy framework i n  el l  these d i rec t ions  i s  neces say  t o  

ident i fy  the elements i n  Government p l i c i e s  andprogrnmmes thz t  m a y  have 

constreined tne pzce of i ndus t r i a l i s a t i on  i n  the  region. An attempt towards 
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Table 15 

Ornr3isaticnal a t t e r n  of Investment in L a n e  & Medium Industriem i n  Kerala -4 -- as  on 1983 _ _ _  --.----- --l̂ Y------- -- ---- -I------_.-- 

Central S ta te  Joint  Cooperative 
Private Total 

Industry 
Sector Sector Sector Sector lll.--.-.--lnl --.---.-....- --I-- - - - -  - -------- --- Sector 

% 
,: . 

3s. % Rs. % Rs. 6 Rs. Rs. ?a ---------------- -------- As. _ _.-,---̂- -.------ ---- % .  

I. Agro-based 96 5.67 5.55 148 1.45 677 6.63 8720 85.42 10208 100.0 
(0.15) 0'94 (3.95) (8.25) (47.85) (22.39) (8.56) 

63.40 
292 1.30 . - - 7657 22334 

2 .  Forest (22.58) "02 (16.28) (19.65) 
34-20 100.0 

- - - - - - - - 
I. Marine 50 100.00 

(0.13) (0.04) 50 100.0~ 

.. Mining/Mineral 796 36.07 600 27-79 272 12.32 - - 
(1.26) (4.16) .(15.18) 

539 
(1 -39) 24.42 2207 

(1.85) 
1oo.oc 

. Texti les  
1412 

1270 11.70 13.02 161 ' 6.49 7302 . 67-50 10849 10o.OC 
704 

- (49.75) 
(2.02) (8.98). (18.75) (9.10) 

30085 5767 . Chemicals 765 1.87 4268 
(48.00)73.52 (40.00) 14.10 (42'66) (2.40) 34 0.08 (10.95) (34.31) 

40919 100.00 

. Electronics/ 1031 9.50 4018 42.57 155 1.43 - - 5045 low9 
Elec t r ica l  (1.65) (32.03) (8.65) (12.95) 46.50 (9.10) 100.00 

. Engineering 15254 69-03 ,224 5.60 - - - - 5368 
(24.33) (13.79) 21846 100.00 (8.49)- 24*57 . (18.32) 

911 Total  62590 52.56 14414 12.07 1793 1.50 1415 1.20 389449 
(l00.00) 

32.66 119262 100.00' 
(100.~0) -- (100.00) (l00.00) (l00.00) (100.00) 

Figures i n  paan thes i s  percentage and v e r t i c a l  t o t a l  

Source8 Based cn table  VII-3, Report of the High Level committees on Industry, Trade and Power, Vol.1, 
S ta te  I lmn ing  Board, Trivandrum 1984. 



such a n  asscssncnt  c m  be exp,ct td  ti. p2.y r i c h  d iv idends  in terms of 

d i r e c t i o n s  f o r  i n d u s t r i a l  plsnning and p o l i c i e s .  It i s  beyond t h t  scope of 

t h c  present  paper t o  dea l  wi th  such a n  omnious t a s k ,  but  a quick scanning of 

some r e l c v m t  d r t z  and l i t & t u r e  tends  t o  s u g g ~ s t  t h a t  the  Government 

p o l i c y  fr,mework has no t  b w n  e f f e c t i v e  enough t o  p u l l  the  r eg iona l  economy 

out of i n d u s t r i a l  underdevelopmtnt. 

To i l l u s t r a t e ,  i n d u s t r i . d  investment i n  t h e  S t a t e  s e c t o r ,  as 

pointed out by t h e  high l e v e l  c o m I i t t e e , l d i d  not  r ece ive  adequate a t t en t ion  

i n  the  development p l m s .  Besides,  t he  p a t t e r n  of S t a t e  investment appears 

lop-sided. The l i m i t e d  S t a t e  investment in l a r g e  and medium i n d u s t r i e s  i s  

concentrated i n  chemicals a d  e l e c t r o n i c s  (72% of S t a t e  investment).  The 

meagre s k z e  (%) i n  t h e  t n g i n c e r i n g  i n d u s t r r e s  r e f l e c t s  t h e  l a c k  of dynamism 

on t h e  p a t  of thc S t z t c  t o  e n t e r  i n t o  f i e l d s  whcre. p r i v a t e  s e c t o r  i s  . 
dorment but  which a r e  v i t a l  t o  ensum6 a d i v e r s i f i e d  i n d u s t r i a l  s t r u c t u r e  m d  

growth. It i s  a l s o  notewr-mthy t h - t  che S t - ? t c s  i n i t i a t i v e  in promoting pr iva te  

~ n t r e p r e n e u r s h i p  through J o i n t  S e c t o r  s p e c i a l l y  i n  fc:ot-loose i n d u s t r i e s  has 

been poor. F u r t h e r ,  investrlent i n  the  pub l i c  s e c t o r  s n t e r p r i s e s  of the  

s t a t e  h ~ s  n o t b e e n  y i e l d i n g  ndequate r e t u r n s  w i t h  a number of e n t e r p r i s e s  ' ,!' 

continue t o  incur  l o s s e s  which i n  a l a r g e  number of e n t e r p r i s e s  accumulated 

beyond the  value of peid-up 02p i t a l .  The reasons  f o r  the  poor performance 

a r e  complex and z r e  n o t ,  as genern l ly  b e l i t v e d ,  confiend t o  labour  t roub les  

and orgmisat ionz.1 w~almess .  No l c s s  important .are product choices ,  m ~ x k e t r  

ing  ar rmgei~ients ,  p r i c i n g  po l i cy ,  i n t s r  sec tord  l inkages ,  choice of 

technology, modernization, lwei of @Jl, m n a g e r i a l  autonomy and o t h e r  

f a c t o r s  connected w i t h  the  i n d u s t r i a l  planning. ........................................... ---i- 

1/ ~ o v e r m e n t  of Kerala., Report of t h e  Eigh Level Corni t tee ,  op c i t  p.126 



St~,,tt.ea fo r  inrhietrial d i n w m a l  a. long list of incentivecl an& concbsniors+.o 

attenet private investment from within and o u t s i d e  the The st&? 

has also s e t  up inst i tut ional  machinery for  the promotion of modern d l  

scale industries. A s  a general point, an environment of every s ta te  vying 

with each other i n  providing such f i n o d  i lentivcrr  rorluoos thnjr nffective- 

ness as loca t io~ inf luenc ing  factor. 1n.the particular case of Kerala, the 

implementation of these schemes is not carried out with the same business 

l ike  s p i r i t  as in some. industrially developed regions. That the high level 

committee l/found Kerala's performance i n  the matter of promoting industrial 

estates poor when compared t o  neighbowing States i l l u s t r a t e  the point. 

Presumably, the promotion of d l  scale industries is not likely to  make 

much headway a s - the  development of large scale and medium scale has been lam- 

ing behind most in Kerala. A s  bas been shown in the case of Gujarat the 

success of small-industry development strategy depends on efficient planning of 

inter-related ac t iv i t i es  so as to  take advantages of linkage potential within 

the local economics? In the, case of Kerala it seems effor ts  ixe taking 

t o  generate inter-industry demand by planning technologically inter-related 

industrial clusters. The State also lacks dynamism t o  design inrmaginative 

policies/programmes that  would kindle the innovativeness of local industrialists 

It may be that the ab i l i t y  of S ta te - to  provide the necessary lead 

is greatly constrained by the lack of f inancial  resources. Unfortunately, the 

J/ Kerala Government offers investment subsidy, interest-f ee, sales tax loans, 
exemption from sales tax  fo r  the f i r s t  f i ve  years of s m a l l  scale u n i t s ,  
heavily subsidised e lec t r i c i ty  t a r i f f ,  margin money assistance and the like. 

2/ Government of Kerala, Report of the High Level ~ o & i t t e e ,  o ~ . c i t i  p.21. 

1/ See K.K.Subrahmanian, Linkage of Small Scale Industry, Indian J w n a l  & 
Labour Economies, ed. 76 



Central governmmt investment a l so  h a  mt been s i q i f i c a n t  enough t o  help 

the s i tuat ion.  The data  Dn the d i s t r i bu t ion  of investment in Central Govern- 

ment un%ort~L:i.?~~? .zero% s t a t e s  indicates  t h a t  Kerala's share i s  below its 

population base and surpr is ingly has been on the decline. I n  March 1983, 

Central Governmct investment i n  Kerala remained a t  Rs.618 crores accounting 

f o r  jus t  below 2 ljer cent 3f the t o t a l .  This cannot necessari ly be inter-  

preted t o  mean a "s tep motherly" treatment from the Ce.itre towards Kerala. $'or, 

r e l a t i ve ly  l a rgs r  resource a l loca t ion  t o  s t a t e s  l i k e  Bih-zr an8 Madhya Pradesh 

are t o  be seen in tne context of the compulsion of the  natural  resource location 

,and the weight given t o  economic b ~ ~ c k w d n e s s  i n  plan resource a l locat ion.  Yet, 

a  disproportionatc share f o r  Kerala i n  Central Government investment i n  foot 

loose industr ies ,  which are  not necessar i ly  t i e d  t o  locat ion of r a w  materials, 

tend t o  suggest som cynical fa-vouritism and p o l i t i c a l  opportunitienl i n  the 

interregional  aljmcation of Central public sector  investment. The data  on the 

regional d i s t r i bu t ion  of indus.lria1 l i censes / l e t t e r s  of in ten t  under Industrial  

(Developriient and f ieeulat~on)  Act  so a l so  on the  f i n a n c i d  ass is tance disbwee 

by f inanc ia l  i n c t i t d i c n  t o l l  E similar dismal story.  A l l  these indicate  t o  

some measure the inefficiency of the  s t a t e  Governlent's l i a i s o n  with  the 

Central Governmeat i n  r e l a t i on  t o  rescuroe a l loca t ion  for  the region 's  

indus t r ia l  devolopr:ent, V,ewtd i n  that perspective, the  S t a t e  Government's 

policy frnseworic can sa id  -to be lacking in dynmism f o r  removing the constraints 

on both the demand and. ",upply s ide  t o  s t ruc tu ra l  d ivers i f ica t ion  and rapid 

indus t r ia l i sa t ion .  



1 2. Conclusicns 

On the whole, t he  discussioi. leads  u s  t o  conclude tha t  viewing 

indus t r i a l  backwardness (stagnation) of a S ta te  exclusively i n  terms of 

region-spe,oific f ac to r s  e.g. chhrac te r i s t ic  of labour, nature of trade- 

unionism and qua l i ty  of entrepreneurship - i s  i l l o g i c a l  and irrelevant 

in the context of Kerala. I n  par t icu la r ,  the  high wage-cost hypothesis to  

explain stagnation in indus t r i a l  growth-rate and i t s  regional dif ferent ia t ion 
i 

process i s  devoid of empirical support i n  the  case of Kerala. Planning 

s t r a t eg i e s  based on the populist  notion of t rade union movements pushing up 

wages without corresponding increase in the  productivity may misguide develop- 

mental e f f o r t s  i n  the  State.  The seasch l i g h t  should focus on the industrial-  

s t ruc ture  hypothesis which emphasises inter-industry demand and agglomeration 

economies as f a c t o r s  determining the growth pattern.  

Indeed, supply-side f ac to r s  e s p c i a l l y ,  some degree of labour- 

d i sc ip l ine  and external  environment of entreprenurship axe of significance. 

Viewed in the h i s t o r i c a l  perspective, the  paoe of indus t r ia l i sa t ion  i n  the 

region la rge ly  depends on the  Governmtnt's policy framework towards industr ia l  

planning. The ro l e  expected from the Government of a s t a t e  l i k e  Kerala i s  

dynamic one of providing the lead fo r  the modernisation and divers i f icat ion 

of i ndus t r i a l  s t ruc ture  by public sector  investment and by c rea t ing  a 

climate,of oonfidence f o r  p r iva te  investment from within and outside. This 

c a l l s  f o r  imaginative schemes f o r  mobilising and channelling invest ible  

resources i n  t he  r i g h t  types of i ndus t r i a l  a c t i v i t i e s  based on the reglon's 

comparative advantage in the  supply of human capi ta l .  To top  it a l l ,  the 

Government 'has t o  demonstrate t he  f e a s i b i l i t y  of p rof i tab le  modern industries 

by improving the operational eff ic iency of the  S t a t e  sec tor  and joint- 

sector  enterprises, 



I n  shor-t , mnuf aoturint: ir i~ustr-y of the r i~od~rn var ie ty  i s  

marginal a t  present i n  kerala  hut i s  cen t ra l  t o  i ts  future.  A major 

e f fo r t  by the Stake $0 accelerate indus t r i a l i s a t i on  with a d ivers i f ied  

s t ructure  i s  necessary and very important condition of economic growth 

of the. region. Eow fa t h i s  shmld  be car r ied  out cmd what s t r a t e w  i s  

to  be followed f o r  divers i fying thc indus t r i c l  s t ructure  of the State 

keeping i n  view constra ints  i n  resource nobi l i sz t ion  by the Goverment 

of a. menbcr-state i n  a federa l  policy, are the major planning and policy 

issues now. If re-structuring of the Centre-state r e l a t i on  with respect 

t o  i ndus t r i a l  plaining i s  found essen t ia l ,  it is but f a i r  f o r  the  State  t o  

voice i t s  concern on grounds of efficiency and equity i n  the  de-ccntralised 



(share of Industry-groups i n  value-added by 
Factory sector  and locat ion quotients)  

,I'IC 
Industry 

1 964 1978-E- ------- - ---- -- 
?ode %share 70 share Kerala Loc 

in t o t a l  Rank i n  t o t a l  share t i c  
factory factory Rank in a l l  quc 
value-- value- India ent 
added . - .. . . W e ?  . . . --- 

~ -.-. 

. . - .. S?) _ .  . .  . . . . . . . ( 5 ) .  . ( 4 ) ~  ~ - (5) (6) ... 7 , .  (0) 

FOOD PRODUCTS 

1). < i ry products 

F ru i t s  R vegetables 

F ish  

Grain M i l l  produots 

Bakery products - 
Sugar 

E4ible o i l  

Tea 

Coffee 

Cashew 

Starch 

R ~ ~ ~ ~ A C F R ,  I~~RAIXO .a rwn. 

D i s t i l l i n g  & biending 

Bid i  

CO'M'ON '1rnIrn 
3 

Cotton ' t ex t i l e s  ( m i l l )  

Weaving (Imndloorn) 

Weaving (powerloom) 

Other cotton t e x t i l e s  

WOOL, SILK & SYRTHETIC TFXT. 

Manmade t e d i l e  

TBZCILJ3 PRODUCTS 

Knit t ing m i l l s  

Raincoats, hats  etc. .  

Coir & products 3.91 8 1.23 62.40 24.9 



-- ~... 
27Cj Veneer & Plywood ' 7  2.04 13 17.53 7.01 i 4.37, 271 S~wing,  planning of wood i 1 .38 19.50 7.8 
272 Bamboo, reed containers a /  -: 0.08 3.97 1.6 
274 iioo:len ir ,durtr ial  goods 0.03 5-19 1.5 
276 ibxni.curr. 0.13 0.23 10.65 4.3 

Pulp, paper, Newsprint 
Pa3;)~r containers,  boxes e t c .  
C7rinl.i~:; of Newspapers 
Fr jc t ink  of per iodicals  
Other pcinting 

; 22.1 tubes 
-' ~ 3 t e ~  f ootwe,ax 
Other rubber prr.ducts 
11thw p l a s t i c  products 
Fi:~rcleurn re f in ing  

310 Basic chemicalr 
311 F e r t i l i z e r s  & pest ic ides  
313 Drugs & !?edicines 
l rccfurnes: \msmetics soap 
1 , L  -- .~ ' . ' . - ,  c il 
516 '%rpcilti;-,  r e s i n s  e tc .  
517 ;.i-.->ch:,s 

320 S:xctural  clay products 
321 Glass r r .  j:l&:.s products 
323 Chinz..re.re & perc~2ainwase 

. 324 Cement, l i n e  & , ~ l s s t e r  
329 Other asn-mt a l l i c  

33. LSIC j..i:~?iLS & ALLOYS 

jjc? 1.. ci; & Stee l  
55'1 J '~vi . i r ; - r :  a d  forgings 
3 3  Copp~-r 
335 .Alunicium 

34C T r 3 r i c a t d  n e t a l  poduc t s  
34i F'.r":~t>:r 1.1 metal products 

- ,  342  : _.L T u - ~ i t u r e  & f i x tu re s  
34: Ibxfi. -:oc'lLn & brdware 



350 Agricultural  machinery 
5 Pkchinery f o r  food, t e x t i l e  
354 " f o r  other indus t r ies  
356 Al terat ion & repa i r s  
357 Machine too l s  
358 Off i c e  machinery 
359 Other machinery r epa i r s  e tc .  

b6. EIJXTRIChZ, NACHINERY %z u.E! !u 
360 E l e c t r i c a l  transformers e tc .  2.91 15 2.25 0.9 
361 Insulated wires & cables 12 0.63 1.86 0.7 
567 Dry b a t t e r i e s  & wet 
364 Consumer e lectronics  1.58 3-52 1.4 
366 Electronics computers, control  0.34 2.45 0.9 . 
367 Other e lec t ron ic  components 0.44 10.78 4.3 
369 Other e l e c t r i c a l  machinery 0.08 1.54 0.6 

8. 'PR ISNSPORT EGJJIPMENT &.% G L  
370 Ship building & r epa i r s  0.25 3-90 8 10.84 4.3 
372 Railww wagons & coaches 2.24 15 5.39 2.1 
376 Bicycles & cycle-rickshaws 0.07 0.19 1.83 0.7 
373 Other transport  equipment 0.81 12.19 4.8 

j8. OTHEB INDUSTRIES 0.64 
380 Medicalc and s~lrginnl  eqmip 0.04 
387 Stat ionery axti-cles 
389 Other misc. 0.64 

)7. RF:PAIR SERVICES 2.11 
973 Motor Vehicle repa i r s  2.11 
979 Other r epa i r s  

UNCLASSIFIED 

" Exolnding RlecLric Power Generation and Distribution.  
.. i,, J? 

, 6 , ,  . -  
" . b, 

Source: G d c u l a t i o n . b ~ d  on data from 
,' ! , 1 . 

Annual Survey of Indus t r ies .  ;, 'mw~;,,4~, .-:+ &( ,* , : .I 
i& $ F *I:,. * 

$.,: ;i ,.,r 
,.. . * 3 .  
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