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MANUFACTURING SECTOR: AN MISSED OPPORTUNITY & WAY AHEAD

BALA DEVI
ASST. PROFESSOR
DEPARTMENT OF ECONOMICS
KLPCOLLEGE
REWARI

ABSTRACT

This paper is an attempt to trace the structural changes that have taken place in the Indian economy since independence and to bring focus on the fact that
developmental strategy adopted by India is not in line with India’s comparative advantage of cheap unskilled labour. Paper also traces the developmental path
taken by the East Asian miracle economies that had used their comparative advantage of cheap labour to develop their labour intensive manufacturing sector and
the reasons due to which India had missed the manufacturing sector led growth during same time period. The developmental strategy adopted by India is limited
in scope as it is beneficial to only a small fraction of India's population that is educated middle classes and does not benefit the vast unskilled labor force of India.
This paper analyses the limitations of two flagship schemes of the government which are (1)’ MAKE IN INDIA' and (2) 'SKILL INDIA' in their capability to develop
manufacturing sector in India and also advocates for policy change so that India's comparative advantage could be aligned with 'Make in India’ initiative.

KEYWORDS

East Asian miracle, make in india, skill india.

INTRODUCTION

any East Asian countries saw a rapid manufacturing led growth between 1960 to 1990 which culminated finally in 1997 due to East Asian crisis. This phase

of rapid growth was first seen in Japan in 1960's followed by four tigers (South Korea, Taiwan, Hong Kong and Singapore) and then by the three cubs

(Indonesia, Malaysia and Thailand) and finally seen in China and Vietnam. This phase of rapid economic growth of East Asian countries characterised by
export led labour intensive manufacturing is known as Asian miracle. Japan in 1960's saw an average growth rate of 10.4% which abruptly ended in early 1970's.
Similarly, the four tiger economies saw an average growth rate above 9% between 1960 to 1980, however for South Korea this growth spurt lasted till early 1990's.
For the three cubs the growth spurt lasted between 1960's till 1997 when they were hit by East Asian currency crisis, however the average growth experienced by
the three cubs during this growth spurt was around 7.6% which was significantly lower the growth rate of Japan and four tiger economies. The growth spurt in
China started in 1979 when it opened up its economy, between 1979 and 2013 China experienced a growth rate of 9.9%. But India missed out from this Asian
miracle growth story.
The growth spurt experienced by these countries was for varied duration but was initiated and sustained by export led low skilled labour intensive manufacturing,
however the ultimate destination for this labour intensive manufacturing was China which opened up it's economy in late 1970's. Though the initial growth spurt
in all these economies was provided by unskilled/low skilled labour intensive manufacturing but as wage cost increased these countries shifted to low and medium
technology manufacturing while the unskilled labour intensive industries shifted away to China which continued as to be their hub till recently due to its wast
labour supply. But now the wage cost has started to rise in China's coastal provinces so China is now trying to shift these industries to less develop Chinese
hinterland.

OBJECTIVES OF THE STUDY

1.  This paper analyses the reasons due to which India missed out the phase of rapid labour intensive manufacturing led growth which was experienced by other
east Asian countries.

2. Paper also draws into focus the fact that developmental pathway taken by India has not been in line with the comparative advantage of Indian
economy.

RESEARCH METHODOLOGY
This a descriptive and analytical study based on secondary data, data has taken from Central Statistical Organisation, Planning Commission, Economic Survey and
another studies.

ANALYSIS
LINE GRAPH OF GDP GROWTH RATE OF CHINA, INDIA, MALAYSIA AND SINGAPORE (PLANNING COMMISSION)
FIGURE 1 A
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On the other hand, India could not witness anything similar to Asian miracle as experienced by east Asian countries. Its reason can be traced to the developmental
path taken by India since independence. The strategic objective of India's visionary leaders like Nehru was to make Indian economy a self reliant economy which
was independent of international capitalist block countries. India was virtually a closed economy for first four decades of independence and we adopted import
substitution strategy due to which we have to diversify our production into almost every thing from consumer goods to space and atomic energy irrespective
of our competitive advantages in some sectors and weaknesses in other sectors. This led to a situation in which we entered into areas in which we did not posses
competitive advantage which led to loss of efficiency for the entire industry (Vijay Kelkar, 1999). Though some half hearted measures were taken by government
in mid 1950's and in mid 1980's to open up India's economy but they were ad hock in nature and were limited in scope. Due to these reasons India could not match
the growth rate of east Asian countries it was only in between 2000- 2015 when India grew at an average rate of 7.2% which was similar to growth rate attained
by the Malaysia, Indonesia and Thailand but the reasons for India's growth during this time were different from those of East Asian economies.

India was closed economy until 1991 as it followed an inward looking developmental strategy, India did not consider itself competitive enough in world market,
so it did not encourage its exports even in areas in which it was competitive like textile etc. Rather India went for import substitution as it was deeply influence by
Soviet Union model of development and had strong anti colonial bias. India diversified its industrial production and focused very little on areas of its competitive
advantage. There were some half hearted measures taken in mid 1960's for export promotions and rupee was devalued in 1966 by 57 %. Another attempt in mid
1980's was made to slowly and gradually to open up India's economy but this attempt was also limited and ad-hock in nature and was nothing as compared to
comprehensive reforms undertaken by China in 1978 to open up its economy. Though these reforms undertaken by India were inadequate but still enabled India
to move away from Hindu rate of growth (2-3%) to Sardar rate of growth (5-6%). However, a real paradigm shift took place in 1991 when India was forced to open
up its economy due to conditions imposed by IMF and WORLD BANK, but India did not grow at a phenomenal rate like the Asian tigers even after it had opened
up its economy and had wast supply of cheap labour force. The reason for this was that by the time India's policy shift took place in 1991 the competition in world
market for labour intensive manufacturing had already intensified and India was way behind east Asian countries specially China. (Guha and Ray 2004). On the
contrary lack of government support and import liberalization have adversely effected India’s manufacturing sector, where as in many other countries like Japan,
South Korea and China government actually helps in development of manufacturing sector where as in India government has withdrawn from such roles post 1991
(Sudhip Chaudhuri, 2015). These were the primary reasons due to which India could not be a part of Asian miracle fuelled by labour intensive manufacturing.
However, despite missing on the export led labour intensive manufacturing growth due to the developmental path taken by India, this very socialist pattern of
development enabled growth of number of government funded universities and colleges this led to accumulation of skilled labour force pool in India, which
enabled India to venture into skill intensive manufacturing and service sector especially post 1991.

The UPA-2 government launch the much ambitious National Manufacturing Policy in November 2011 which envisage to increase the share of manufacturing to
25% of GDP within a decade which had been stagnant around 15% since 1980's, while it has been much higher in the East Asian countries. It also seeks to
generate 100 million jobs in manufacturing sector and to impart skills to rural youth. (Press Note No 2, 2011 series, Government of India, Ministry of Commerce
and Industry, Department of Industrial Policy and Promotion) An even more ambitious scheme which is continuation of National Manufacturing Policy that is
MAKE IN INDIA and SKILL INDIA has been launched by the NDA government in 2014.

Now we will analyse if this developmental strategy adopted by the Indian government is it line with the needs and the comparative advantage of Indian economy.
Manufacturing can be of two types 1) Registered (workers in factory having more than 10 workers) and 2) Unregistered, for purpose of this paper we will only take
into account only registered manufacturing as it is registered manufacturing which has the potential for structural transformation and has greater value addition
per worker.

India has a wast supply of cheap unskilled labour so the growth strategy adopted by it should be such that it should promote low skilled manufacturing activity,
similar to what happened in case of east Asian countries. However, this was not the case in India as with the opening of economy in 1991 we took a path of service
sector led growth.

LINE GRAPH SHOWING RATE OF GROWTH OF THREE SUB SECTORS AND AVERAGE GROWTH RATE OF GDP (PLANNING COMMISSION)

FIGURE 2
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The above line graph clearly shows that India’s growth was service led growth.

The service sector and manufacturing activity taken in India were skill intensive (except for construction sector activity) which was not in line with
India's comparative advantage. The table below clearly shows that both manufacturing and service sector in India are skill intensive on other hand a large part of
our population is un- skilled.
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AVERAGE SKILL LEVEL OF DIFFERENT SUB-SECTOR IN THE INDIAN ECONOMY (NSSO 2004-05)

TABLE 1

SECTOR/SUB SECTOR Share of employment with at|Share of employees with at least
least primary education % secondary education %

Registered manufacturing(Workers in factories with>10 workers) 76 43.2

All Services 77.8 47.8

Construction 51.8 14.4

However, there should be an alignment between the rapidly expanding sector of the economy and the skill availability within the country. Both the registered
manufacturing and service sector are skill intensive and not aligned with the needs of employment of large unskilled labour force present in India.
Both National Manufacturing Policy and Make in India are very ambitious projects. These projects have been launch at a time when wage cost is rising in china
and investors are looking for alternate manufacturing hubs.

FIGURE 3

Manufacturing as a % age share of total GDP

‘ —e— Manufacturing

W
LUSL AL LA L L L L O O O O
b <o) b (o] - (o] b= (o) o (o] fm) [(e] —
w L Y % & NP P P P Q Q o
Q 1 QO 1 O 1L 9O W O W O W O
[Te] n O© O N~ N~ O ©© O O o O
[e)] D OO O O O OO O O O o O O
— — — — — — - — — - N N N

Source: Planning Commission

However, India's track record in manufacturing has not been very bright. Registered manufacturing is rather on a decline in India and it has never reached more
than 12% of India's GDP, Gujarat has been only state in which registered manufacturing has crossed 20% of state GDP. An even more bad parts is that Maharashtra
peaked in its share of registered manufacturing in 1980's and for Tamil Nadu and Andhra Pradesh it was in 1990's.China has been trying to reallocate its labour
intensive manufacturing to its interior parts where labour cost is still low this will act as a development boost to china's backward regions and hence inequality
will decrease in China where as in India's case backward states which had never effectively industrialized are de industrializing and manufacturing is declining
there, so in India's case inequality is effectively increasing as opposed to china where it is likely to decrease(economic survey vol1).No country has been able to
reverse this kind of de industrialization before.
South Korea peaked in its manufacturing share at 30% of GDP and for Brazil it was 31%, however India is effectively de industrialising even before reaching half of
those levels. In India manufacturing had never constituted more than 17% of GDP while registered manufacturing has never been more than 12%.
A BAR GRAPH SHOWING MAXIMUM GDP PERCENTAGE OF MANUFACTURING OF DIFFERENT COUNTRIES (South Korea, Indonesia, Brazil, East Asian economies)

TABLE 2
COUNTRY MANUFACTURING AS A PERCENTAGE OF GDP(MAXIMUM)
SOUTH KOREA |30%
INDONESIA 29%
BRAZIL 31%
INDIA 16.6%

Source: Economic Survey Vol. 1 2014-15

FIGURE.4
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India is inappropriately specialised in skilled intensive manufacturing and service sector which are different from India's natural comparative advantage. (Amirapu
and Subramanian, 2015).

These are some of the major challenges for Make in India programme which needs to be tackled. Skill India is a step in right direction which is complimentary to
Make in India, but training such a wast labour force as in India is an uphill task. What can also be done is that labour intensive industries should also be encouraged
as they are now moving out of China and India is in attractive destination as surplus labour force is available from agriculture. These complementary steps will
surely take India's growth trajectory much ahead of East Asian Economies however 'Make in India' needs to be aligned with natural comparative advantages of
Indian economy than only Make in India can prove to be India's Asian miracle.

CONCLUSION

The study concludes that the developmental strategy adopted by India is limited in scope as it is beneficial to only a small fraction of India's population that is
educated middle classes and does not benefit the vast unskilled labor force of India.

REFERENCES

1.  Amirapu Amrit and Arvind Subramanian, ‘Manufacturing and Services? An Indian Illustration of a Developmental Dilema, Working Paper, June 2015 Centre
for Global Development.

Amit S Ray and Sunandan Ghosh, "Reflections on India's Emergence in the world economy", working paper,461, May 2015.

Economic Survey 2014-15 Vol I. chapter no. 7,”What to Make in India/ Manufacturing or Services?”

Sudip Chaudhuri, “Import Liberalisation and Premature Deindustrialisation in India’” Economic and Political Weekly, October 24,2015, VOL no 43.

Vijay Kelkar,"India's Emerging Economic Challenges' Economic and Political Weekly, August 14, 1999.

vk wh

INTERNATIONAL JOURNAL OF RESEARCH IN COMMERCE, ECONOMICS & MANAGEMENT

A Monthly Double-Blind Peer Reviewed (Refereed/Juried) Open Access International e-Journal - Included in the International Serial Directories

http://ijrcm.org.in/

51




VoLUME No. 6 (2016), | ssue No. 01 (JANUARY) | SSN 2231-4245

REQUEST FOR FEEDBACK

Dear Readers

At the very outset, International Journal of Research in Commerce, Economics & Management (IJRCM)
acknowledges & appreciates your efforts in showing interest in our present issue under your kind perusal.

| would like to request you to supply your critical comments and suggestions about the material published
in this issue as well as on the journal as a whole, on our E-mail infoijrcm@gmail.com for further

improvements in the interest of research.

If you have any queries, please feel free to contact us on our E-mail infoijrem@gmail.com.

| am sure that your feedback and deliberations would make future issues better — a result of our joint effort.
Looking forward an appropriate consideration.

With sincere regards

Thanking you profoundly

Academically yours

Sd/-
Co-ordinator

DISCLAIMER

The information and opinions presented in the Journal reflect the views of the authors and not of the Journal
or its Editorial Board or the Publishers/Editors. Publication does not constitute endorsement by the journal.
Neither the Journal nor its publishers/Editors/Editorial Board nor anyone else involved in creating, producing
or delivering the journal or the materials contained therein, assumes any liability or responsibility for the
accuracy, completeness, or usefulness of any information provided in the journal, nor shall they be liable for
any direct, indirect, incidental, special, consequential or punitive damages arising out of the use of
information/material contained in the journal. The journal, neither its publishers/Editors/ Editorial Board,
nor any other party involved in the preparation of material contained in the journal represents or warrants
that the information contained herein is in every respect accurate or complete, and they are not responsible
for any errors or omissions or for the results obtained from the use of such material. Readers are encouraged
to confirm the information contained herein with other sources. The responsibility of the contents and the
opinions expressed in this journal are exclusively of the author (s) concerned.

INTERNATIONAL JOURNAL OF RESEARCH IN COMMERCE, ECONOMICS & MANAGEMENT

A Monthly Double-Blind Peer Reviewed (Refereed/Juried) Open Access International e-Journal - Included in the International Serial Directories

http://ijrcm.org.in/

52




VoLUME No. 6 (2016), | ssue No. 01 (JANUARY) | SSN 2231-4245

ABOUT THE JOURNAL

In this age of Commerce, Economics, Computer, |.T. & Management and cut throat
competition, a group of intellectuals felt the need to have some platform, where young
and budding managers and academicians could express their views and discuss the
problems among their peers. This journal was conceived with this noble intention in view.
This journal has been introduced to give an opportunity for expressing refined and
innovative ideas in this field. It is our humble endeavour to provide a springboard to the
upcoming specialists and give a chance to know about the latest in the sphere of research
and knowledge. We have taken a small step and we hope that with the active co-
operation of like-minded scholars, we shall be able to serve the society with our humble

efforts.

s oo

INTERNATIONAL JOURNAL OF RESEARCH IN
COMPUTER APPLICATION & MANAGEMENT

3

WRChg

INTERNATIONAL JOURNAL OF RESEARCH IN COMMERCE, ECONOMICS & MANAGEMENT

A Monthly Double-Blind Peer Reviewed (Refereed/Juried) Open Access International e-Journal - Included in the International Serial Directories

http://ijrcm.org.in/




