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CHAPTERI
INTRODUCTION

1.1 INTRODUCTION

The industrial evolution of India under the British Regime during the

7
second half of the Nineteenth Century had taken a very unsymmetrical shape,
concentrating industries mainly in coastal regions. The industrial structure that

we inherited from Britishers at the time of independence was purposely

I/v

restricted to a few selected industries like textiles, sugar and steel including
some limited development of engineering in railway workshops and assembly
plants. The pace and pattern of industrialisation exhibited a distorted scenario
owing to mainly articulated bias of colonial rules to expansion of raw material
productior: -;mallness of the domestic market, lack of investment climate,
absence of entrepreneurship, lack of banking institutions and inadequacy of
transport infrastructure. A drive for diversification of economy through rapid
industrialisation was, therefore, considered necessary to ameliorate the basic
conditions of providing employment to growing population, raising the
standard of living of the people, improving the balance of payment situations
and attaining self-sufficiency in the economy, besides reducing' inter-regional
disparities and creating employment opportunities to the surplus workforce

over-burdening the agriculture sector.

It is also widely observed that almost all countries are trying to
industrialise as far as possible. For, industrialisation is considered as sine qua
non of the economic development and a panacea for the vicious problem of
economic backwardness. However, the indiscriminate struggle for

industrialisation in many countries has resulted into a regionally unbalanced

..
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and lopsided economic growth, which manifests through a few islands of
prosperity amidst the sea of pauperised regions. This unevenness arise several

backwardness and poverty.

The pattern of industrial development observed from the historical
experience shows that it gets concentrated in some urban centres leading to
economic development of surrounding regions. To illustrate, Myrdal (1957)
and Hirschman (1958) have given powerful concepts like “backwash vs.
spread effects” or “polarization vs. trickling-down effects” to explain regional
disparities. Given the cumulative causation hypothesis, Myrdal has argued that
the play 6f market forces normally tends to increase rather than decrease
inequalities between competing regions. Regions vary considerably in size and
population density and these differences may have some effect on growth.
Larger regions, for example, may benefit from agglomeration economies, but
as the density of population increases and economic activity intensifies,
congestion will occur and the land cost will increase. Therefore, the disparities
have cropped up between the regions of a country while some regions have
become prosperous and developed; others remained either backward or
depressed. Hirschman underlined the tendency of ‘polarization’ 'of free market
forces to increase inter-regional inequalities and propagated for government
intervention. The theoretical formulations and empirical works of Kuznet
(1955) and Williamson (1965) tell us that economic growth is associated with
a sharp increase in inequality initially to be followed by a decrease later. Their
notion of relationship between economic growth and inter regional inequality
paved the way for convergence in per capita income. Convergence occurs

when poor regions grow faster than rich regions. This implies a negative



relationship between the growth of per capita income (over several decades)

and the level of per capita income at the start of the period.

Interestingly, the studies in the context of developed countries lead to
a broad consensus on the ‘convergence’ thesis, whereas the conclusions
emerging from most studies on India point towards the tendency of
‘divergence’. In the absence of any systematic policy of location and regional
planning, industrial development became concentrated. While, typical
backward regions of the country, continued to lag behind, deprived of
industrial investment and skilled manpower. Thus industrial development in
India is concentrated only in a few centres like, Maharashtra, W. Bengal,

Tamil Nadu, Gujarat and Andhra Pradesh.

If the dynamics of correlation between industrial growth and regional
development is recognised in theory, there emerges an empirical question of
the contemporary relevance in Indian context. Does the ongoing economic
l'iberalization policy based on free market and open economy principles help
industrial growth of the backward state-regions in such a way that the process
reduces ‘regional differentiation’ and ensures a more balanced regional
development across the state-regions as compared to the erstwhile
industrialisation process based on the state-led command planning? An answer
lies in the rationale and relevance of pro-market economic liberalizations for
accelerated growth of industry in the context of structural, institutional and

historical specificity of the concerned regions.
1.2 SIGNIFICANCE OF MADHYA PRADESH AS A CASE STUDY

The economy of Madhya Pradesh is mainly agrarian, it is also
characterised as one of the industrially backward states. According to Annual

Survey of Industries (ASI) report, the total capital invested in the organised



sector of MP during 1997-98 was Rs 21445 crores and the total employment
was of the order of approximately 4640 crores. The total state income during
the same year at current prices was Rs 53435 crores out of which the total
share of secondary sector was 21.94 per cent. Apart from the ind—ustrial
backwardness, the state also suffered from alarming nature of inter-regional
disparities in level of industrial development. This made the study more

relevant in the context of Madhya Pradesh

It is well known that the Indian economy and society show
tremendous regional variations and hence picking up a particular state or
particular region may appear problematic in an a priori sense. However,
undivided Madhya Pradesh (hereafter MP) happens to be one among the
backward regions in India and its selection was primarily done because we
preferred to assess the growth performance of undivided Madhya Pradesh in
the context of ongoing liberalisation policy. The formation of a separate state
of Madhya Pradesh will bring about a whole lot of changes in the present
scenario especially as the mineral base of MP will go to Chhattisgarh. There is
a vast gulf of difference between the undivided and divided Madhya Pradesh a
keen study into the status of undivided Madhya Pradesh becomes inevitable as
far as regional disparities in industrial development are concerned. The
selection of the region was motivated by our understanding that the region
symbolises the key strengths and weaknesses of some of the significant
elements of India’s development strategy-in particular the heavy industry-led
economic transformation drive that unfolded after independence. Moreover,
the region has a fair share of Scheduled Caste (SC) and Scheduled Tribe (ST)
population, sections which were among the most neglected during the pre-

NEP period, and who may be among the worst hit in the wake of NEP.



Moreover, looking to the past literature, there had hardly been any study
carried out on this theme in the context of Madhya Pradesh. To bridge this
gap, it was therefore, decided to undertake the study of ‘industrial growth and

structure of Madhya Pradesh’.
1.3 STATEMENT OF THE PROBLEM

India adopted a development strategy based on central planning after
independence. The industrial sector was highly controlled and was regulated
through licensing mechanism. While the country achieved considerable
progress in creating a sound and broad based industrial structure, its growth
rate was modest. There has been a feeling since the 1980s that the country
needs to be liberalised for achieving a high growth. A concrete shift in the
policy towards liberalization has been introduced in 1990-91.There has seen
growth bubyancy in the general economy including industrial sector of many
state-regions and the country as a whole, but inter state disparities continued to
persist. And among such state-regions MP is one, which has lagged behind
many other state regions. What explains the relatively poor performance of
Madhya Pradesh state? This is the basic question that remains to be explored
in this study. The other issues dealing with this study are: What is the effect
of liberalisation policy on industry? Has it helped in accelerating industrial
growth? This study is an attempt to address these issues in the context of

Madhya Pradesh.

The growth theories generally hold the view that intra-sector as well
as inter-sector relations are vital ingredients in economic growth, which is the
outcome of a set of inter-related changes in the economic structure. Thus

viewed, the nature of structural transformation in the economy has a central



role in guiding the growth trajectory of a state-region. On the basis of received
theories it can be argued that industrialisation of a region has correlation with
its overall development defined in its broader connotation of economic; social
and human development dimensions. It can also be argued that industrial
growth of a backward state-region of a country is conditioned by institutional
and structural changes including infrastructure in that region. There should not
be a dichotomous relationship between industrial growth and social
development; both should reinforce each other. Other things remaining the
same, a region with higher social and human development should have higher
level of industrial development and the vice-versa. Industrial growth helps to
strengthen the spread of literacy, education, health and other social and human
development through its employment generation and income expansion
ability. The case study of MP state is of particular significance to understand
the relationship between industrialisation and economic development. In a
sense MP is a normal example of a region with low industrialisation having

the conventional norms of low per capita income and low social development.
1.4 REVIEW OF LITERATURE

A number of studies have been made in India and abroad about the
economic development and inter-regional disparities in industrial
development. They are individual studies in the form of books, articles and
institutional studies in the form of reports of national and international

agencies. But, for convenience, they are broadly classified into two groups.
(a) Studies which have shown regional disparities and development

(b) Studies showing deceleration in industrial growth



It has been realised that there is no alternative to eliminate poverty
except rapid economic development. (Mishan, 1977) The important question
about a country, state or region development is, ‘what is happening to poverty,
unemployment and inequality?” The problem of regional disparities in
development is taken as in consistent with the concept of development. It is
endemic to the development process contains empirical as well as theoretical
formulation. Therefore, it would be a quite fruitful exercise to explore into the
theoretical expositions and actual position in regard to regional disparities at

the various scales of spatial units.
1.4.1 A Review- regional disparities and development

Disparities in the development has been a theme of great academic
interest ar;d practical significance during the post World War Second period
when a large number of colonies attained political independence and became
conscious of the distressing disparities that existed between those colonies and
their erstwhile colonial master. The contemporary world consisted of two
different realms; one that of the west, immensely rich, industrialised,
urbanised and with a history steady development since the industrial
revolution, the other of newly independent countries, abysmally poor,
agricultural, rural and with an equally long history of exploitation and
stagnation. This dualism could not escape the concern of academicians,

politicians and administrators.

Several studies were undertaken and numerous theories were
postulated to explain the global duality of development and
underdevelopment. Theories emphasising intra-regional factors assign

importance to factors relating to natural resources, technical advancement and



social institutions, which widened the acceleration process of development in
any areas. Nurkse’s (1958) ‘vicious cycle theory’ presented an attractive idea
that underdeveloped countries were trapped in a series of interlocking

problems of poverty and stagnation.

Boeke (1953) attributed underdevelopment in the oriental world to
ljmited needs, backward sloping supply curves of effort and risk taking, and an
absence of profit seeking attitude. He stressed that the eastern society was
moulded by fatalism and resignation. His gloomy analysis was rightly
questioned by a number of scholars including Lewis, Baner and Yarmey. (See

Higgins, 1976 p.284)

McClelland (1961) found a high association between a country’s level
of achievement motivation and rate of its economic development. Hagen
(1962) postulated ‘authoritarian theory’ holding feudal bringing up of the

children responsible for the economic development of a country.

Theories reviewed above explained development and underdevelopment
in an area and regional disparities accruing to their intrinsic conditions. Role of
social, psychological and spatial factors were emphasised. The historical

perspective was strong in most of them.

Theories emphasising spatial interaction viewed development and
underdevelopment as the two facets of the same coin. Development in one
region was at the cost of underdevelopment in some other due to operation of
‘backwash effect’. The spatial interaction theories derived their meaning from
three different contexts of an economy. These are free market mechanism,

colonial setting and neoclassical situation. Free market mechanism was always



biased in favour of developed areas. ‘Centre-periphery theory’ by Friedman
(1966), ‘Core periphery theory’ by Hirschman (1958), and ‘Circular and
Cumulative causation theory by Myrdal (1957), represented in this context.
These theories are well known and need no elaboration. The second was
colonial setting; this was well illustrated by Kundu and Raza (1982) and in the
writing of Marxist scholars such as Davey (1975) and Pavlov et al., (1975).
The third context was postcolonial situation in which the newly independent
developing countries remained dependent on developed countries and found it
difficult to extricate them from the network of exploitation. .Amin (1974,
pp.136-302) called this process ‘peripheral capitalism’. (See Hinderink and
Sterkenburg, 1978, p.10) The other exponents of this idea were Potekin
(1962), Fanon (1963), Baram (1970) and Frank (1972).

Most of the scholars referred to above tried to explain multifaceted
and multi casual phenomenon of development and regional disparities in
development by a one-dimensional theory. This accounted to some distortion
of the fact. Therefore, to reach on a conclusive result an in depth analysis of
ground realities in regard to development disparities in different regions and

various countries of the world is needed.

A large number of studies carried out at different scale of spatial units
namely, states (See Mishra ed, 1985; Bhat et al., eds, 1982); districts (Pal,
1975; Bhalla and Alagh, 1979; Krishnan, 1984; Bhalla and Tyagi, 1989) and
Tehsils or Talukas (Mitra, 1967; Alam, 1974; Gosal and Krishnan, 1979 and
Dubey, 1981) showed that regional disparities in India were very high. Most
of the scholars of regional disparities in India agreed that regional distortion

created during colonial days was exacerbated on post independence period.



(See Baghi, 1976; Mathur, 1978; Kumar and Krishnamurthy, 1980;
Bharadwaj, 1982; Kundu and Raza, 1982; Nair, 1982; Krishnan, 1984). But
this postulation was based mostly on theoretical understanding and disjointed
linkages of development disparities of various periods of time and relating to

various parts of the country.

In many countries, industrial or economic activity gets started at
some point in space owing to natural, political or historical reasons, and
tends to get concentrated in and around that point. Though natural resources
do play a crucial role in determining the location of economic activity, the
historical forces often assume a more strategic role in the pattern of
economic development of this region. The problem of development and
regional disparities has aroused lots of interest among researchers in India,
which has resulted into several studies. Another stream of résearch efforts
has gone into analysing the industrial structure of various regional economies
at inter state as well as intra state levels. Alagh et al. (1971a) portrayed the
fndustrial base of 16 major states of India, using employment data. The study
observed that the industrial scene of most of the states is still dominated by

resource-based industries.

In another study, using the input-output technique, Lakdawala et al.
(1974) attempted to identify ‘technological clusters’ and ‘empirical spatial
clusters’ of industries to examine the degree of technological interdependence
of industries with each another across space. While comparing these two
clusters, the study observed that, in general, empirical clusters were smaller
than the technological clusters. It implies that in the regional context of India,

full-scale development of technologically interrelated industries has yet not
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taken place, apart from a few highly developed regions. This is perhaps to be

expected in the initial phase of industrialisation.

Though these studies provide a valuable insight into the nature of
spatial distribution of industries across states in India, they do not offer any
explanation for the emerging patterns and their dynamics over time. In India,
not much work has so far been done from a theoretical point of view.
However, the empirical work conducted in India in the field of regional
economics has been considerable. The first such attempt related to
identiﬁcat.ion or delimitation of agricultural area or backward area. Thorner
(1957) studied delimitation of agricultural regions; Mitra (1964) identified
natural regions, while Sengupta and Sdasyuk (1968) discussed in detail the
element of agricultural regionalisation. In recent times studies by Kundu
(1980), Mishra (1985) Dholakia (1985) and Hem lata Rao (1984) should be

considered as important contributions in the field.

In the recent period, a number of studies (for instance, Ahluwalia
2000 and 2002: Nagraj, Varoudakis and Vegenzous 1998: Rao, Shand and
Kalirajan 1999: Shand and Bhide 2000) have observed that the regional
disparity in India has widened, especially during the 1990’s Dr M.J Kurian of
the planning Commission has made an extensive study of the ‘widening
regional disparities in India’. He has indicated that more than two thirds of
investment proposals (69.2%) in the post reform period were concentrated in
the forward states and a similar situation prevailed in terms of financial
assistance distributed by all-India financial institutions as well as State

Financial Corporations.
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The review of various studies on industrial development provides a
broad spectrum about its regional aspects and helps in the formulation of an

appropriate methodology and base to the present study.

Nath and Sastry (1970) examined regional disparities in economic
development and growth in India at the state and district levels. The analysis
showed that per capita income was the most important factor in explaining

inter-state variations in industry in India in 1961 as compared to 1951.

Pathak (1975) studied the problem of small scale entrepreneurs and
the study was restricted to five major industrial groups, viz., textiles,
chemicals, metal-based, machinery manufacture and miscellaneous industries
located in the 15 out of 19 districts in the state of Gujarat. It was-found that the
more important problem areas were raw materials, finance and market,
followed by Central and state Government policies along with labour and

competition faced by small entrepreneurs.

Hem Lata Rao (1977) used factor analysis to develop the composite
index by considering 24 variables for the 14 major states, and identified the
backward states. During the study period it was found in the industrial sector

the varations decreased though it continues to be very glaring.

Awasthi (1981) studied industrial diversifications and spatial pattern
of industrial development in Gujarat, during the period 1969 to 1978. He
grouped the districts into backward, developing and developed regions: and
found that the developed regions showed higher growth in terms of number of
factories, while high growth in employment was observed in the backward

regions as compared to other two regions.
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Papola (1981) empirically examined the traditional theoretical
propositions of industrial location and the impact of official and institutional
efforts to bring about regional balance in industrial development. Specifically
locational structure of industries in U.P has been examined in detail on the
basis of secondary as well as primary data and policy implications, particularly
concerning industrial development of backward areas, have been brought out.
It was found that industrial structure of most of the districts was of a highly
specialised nature and industrial backwardness and lack of diversified
structure were closely associated. It was also found that incentives, fiscal or

financial, play only a marginal role in the diversification of industries.

Alagh et al. (1982) have analysed Indian industrialisation during the
seventies. Industry-wise growth rate had been calculated to show India’s
industrial performance whereas the states industrial structure was analysed
with the help of coefficient of specialisation for 1960, 1965 and 1978. During
1965 to 1978, it was found that the states of Tamil Nadu, Karnataka, Punjab,
Haryana, Gujarat and Maharashtra have shown remarkable increase in
industrial diversifications. Like Rajasthan, Madhya Pradesh, U.P and Kerala
have shown high growth rate in output and employment, but their industrial

economies were not diversified.

In Madhya Pradesh, not much work has so far been done from an
analytical point of view. The ‘Techno-Economic Survey of Madhya Pradesh’
(1960) published by the National Council of Applied Economic Research
(NCAER), as the very title suggests, gives us the resource inventory of the
State. Similar surveys were also conducted by the NCAER of other states of

the Indian Union.
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A study by Ganesh Kawadia (1992) on industrial diversification in
MP with help of weighted Mean and Standard Deviation method concluded
that disparities, and diversities, though still high, show a declining trend in MP
and calls for their effective removal through uniform distribution of capital
and vast country like India, a state level approach to industrial development
with out losing sight of the national perspective is required. In this context, the
examination of industrial development at the region as well as local level
assumes importance. Balanced and sustained development of the state’s
economy requires that the industrial sector should also grow along with other

sectors of the economy.
1.4.2 Studies showing deceleration in industrial growth

Nagaraj (1990) found that total GDP and GVA in the major sectors
iﬁcluding the industrial sector grew much faster between 1980-81 and 1987-88
than in the earlier three decades. Bhargava and Joshi (1990) documented that
growth in Value added (VA) in the registered manufacturing sector between
1980-81 and 1986-87 was significantly higher than that during the preceding
two decades. Ahluwalia (1991), after a systematic search using data on VA in
the registered manufacturing sector for the years 1965-66 to 1985-86,

concluded that significant revival in growth began in 1980-81.

Ahluwalia (1985) documented with meticulous care the facts about
deceleration in the various branches of industry. She presented average annual
growth rates in value added and value of output in constant (1970-71) prices at
different levels of industrial aggregation for the entire period 1959-65 and
1966-80. On the strength of careful painstaking research, Ahluwalia drew

attention to the shortcomings of the industrial production. Her results for the
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2-digit level industries showed that significant deceleration in growth occurred
only among industries, which had grown at an annual rate of 5 per cent or
more during 1959-65. It is important to note that earlier studies using
production data came to the conclusion that deceleration in growth was across
the board. Ahluwalia’s results using National Accounts data; showed that
deceleration was concentrated in heavy industries and in high or medium
growth industries. This finding has important implications for the empirical
plausibility of the alternative explanations offered to account for the

decelerations.

Rangarajan (1982) estimated a model from data for the period 1960-
72 to study the impact of agricultural growth on industrial growth and showed
that a 1.0 per cent growth rate in agriculture could by itself generate a rate of
growth of 0.5 per cent in industry. The effects of agricultural growth on the
output of capital and basic goods industries are found to be less strong than the

effects on the output of consumer goods industries.

Lahiri et al (1984) estimated an econometric model of the price-
quantity adjustment mechanism in the factory sector of Indian industry with
specific attention to the role of government policies and international trade in
the determination of output and prices. The study provided evidence in support
of the hypothesis emphasized by Raj (1976) and Chakravarty (1979) about
real income of the agricultural primary sector as a source of demand for the

industrial sector.

Ray (1991) made a useful contribution in testing the different
explanatory hypotheses. He examined the supply demand linkages between

agriculture and industry and also availability of power as determinants of the
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rate of growth of manufacturing output during 1951-84. Ray’s empirical
results suggest that increase in food availability stimulated manufacturing
output growth with a two-year lag by relaxing the wage goods constraint.
Increase in agricultural income had an immediate impact through demand
stimulation. Slow growth in power supply had been a serious impediment in

the growth of manufacturing output.

It would be worthwhile to apply Ray’s methodology to the analysis of
output growth in individual sectors such as capital goods, consumer goods and
intermediate goods. The role of public investment should be explored in the

same methodological framework.

M.ukhopadhyay (1992) estimated a demand-supply model for the
industrial sector and found that industrial stagnation was due to the demand
constraint. However, the relative importance of the différent demand side
factors could not be assessed. Mukhopadhyay carried out a separate analysis
of the capital goods sector and concluded that slowdown in public investment

was the cause of deceleration.

Kavita Rao (1993) attempted a study of industrial output
determination over the four decades 1951-1990 in the dual economy
framework. The reduced form of a model of output determination was
estimated separately for consumer goods group, capital goods group and
intermediate goods group of industries. On the basis of the empirical results,
the author concluded that demand side variables, namely, public expenditure
and income accruing to agricultural sector, provided a reasonably satisfactory
explanation. The omission of infrastructure, which was found to be relevant

factor in Ray’s (1991) study, is a limitation of the Kavita Rao study.
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Balakrishnan (1995) applied the new time series methodology to
analyse the determinants of industrial output in India during 1952-80. His
results indicated that three variables namely, agricultural production, public
investment and domestic terms of trade, together explained the short run

variations in industrial output.

Econometric models of the kind estimated by Rangarajan (1982),
Lahiri et al. (1984), Ray (1991) Mukhopadhyay (1992), Kavita Rao ((1995)
and Balakrishnan (1995) provided useful empirical evidence as to what were
the causal factors behind slowdown in industrial growth. One or more of the
factors, public investment, agricultural performance, and infrastructure, the
policy of import substitution and domestic terms of trade turned out to be
significant for the different industry groups. On the whole, demand side

factors were found to be more important than supply side factors.

It is obvious from the foregoing abstract discussion that any
generalization on industrial growth of a particular state-region and balanced
fegional development across the states in the country is a hazardous task. To a
large extent, the actual impact will have much to do with the specificity of the
region is regard to the industrial structure, factor endowment, technological
dynamism, entrepreneurs outlook and above all the states market friendly
policies. And empirical studies dealing with the industrial growth and
structure in the state regions and disparities across the states in India after the
economic reforms are rare. Especially manufacturing sector in Madhya
Pradesh in post liberalization era has not probed so far. It is in this context that
we propose to analyse the growth and structure of manufacturing sector of

Madhya Pradesh giving more stress on its economic backwardness.
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1.5 OBJECTIVES

There has been a feeling since the 1980s that the economy needs to be
liberalised for achieving a high growth. Has it achieved a high growth rate?
With this as a background the industrial growth and structure of Madhya
Pradesh will be examined in this study. It examines those aspects of Madhya
Pradesh’s industrial structure which throw light on the development, viability
and the efficiency of not only the over all industrial sector but also of some of

the selected industries of the state.

The major objectives are

1. To examine the nature and characteristics of economic backwardness in

Madhya Pradesh in an inter_state comparative framework

2. To analyse the pace and pattern of industrial growth in Madhya Pradesh

against the backdrop of liberalization

3. To explore the industrial structure of Madhya Pradesh using the major

structural ratios and industry mix.

It must be stated as a methodological limitation rather advantage that
the study does not start with any hypothesis as such to carry out the analysis to
meet the above objectives. The study is not an exercise in empirical testing by
2'1 set of hypothesis but it is in the nature of fact finding in an individual state

~—~—— T T——

region- Undivided Madhya Pradesh.

1.6 METHODOLOGY

There 1s nothing specific to say about the research methodology. In

essence) the study is based on the method of descriptive analysis in a
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comparative framework. The study mainly relies upon secondary sources. The
main sources are the public agencies like Central Statistical Organisation,
s
Directorate of Economics and Statistics, - State Planning Board. The
/
publications and web sites of Economic and Political weekly (EPW), Centre
for Monitoring Indian Economy (CMIE) and Confederation of Indian

Industries (CII) also were made use of in the collection of data for the study.

Although the study is about the industry the scope is delimited to the

7
organised manufacturing sector only. In other words/ it is confined to the large
scale and small scale-manufacturing units registered under the Factory Act and

covered under the annual report of the Annual Survey of Industries (ASI).

Sources of data used and analysed are, besides thesé sources, the
reports and statements of individual researchers giving data overtime are
supplemented. For the purpose of temporal assessment of the performance of
the manufacturing sector/ we have used simple statistical measures like
percentage shares, Average annual Growth Rate, Annual Compound Growth
Rate, Location Quotient etc when the data lent themselves to such application

and when it was felt appropriate.
Location Quotient

The location quotient indicates the degree of concentration of a

particular industry at a particular place or a particular region. It is defined as
LO =[(v,;/v,)v,/vy)]

Where V = Value-added

bt
il

ith industry

Jjth region

[ S
I
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n = all India

The method is similar to the method used by K.K Subramanian and

Mohanan Pillai in their study “Kerala’s industrial backwardness”

Growth rates

The annual average growth rate shows the average percentage change

from base year to current year

The formula is

AGR = p,—p, +p, x1/nx100

To analyse the growth pattern of MP over a period of time semi log

model have been used

Iny, = Iny, +tIn(l+r)

r = thecompundrateofgrowthof y
Now let B, = Iny,

B, = ln(l + r)

r = antilog(B,)-1

Iny, = B, +8,t

Now if add the error term n, to model we will get

Iny, = B, +Byt+n,
1.7 PERIOD OF ANALYSIS

The study broadly covers 1980-81 to 1999-00.Depending upon the

availability of comparable data and information, the period of study of many
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aspects fall within this range. Considering the homogeneity of data over a
period of time and the availability of the latest data to keep abreast of the recent
trends have guided the decision regarding the period of the study of different
aspects. Hence, uniformity in the period of analysis could not be adhered to.
The period of study for chapter II is 1960-2000. The reason for covering this
period is to assess the economic changes of MP over a long period of time. As
regards chapter III and IV the period of analysis begins with 1980-81 and ends
with 1997-98, the last year before the bifurcation of MP, since our study is
confined to Undivided Madhya Pradesh. Although the study suffers from one
basic limitation of not utilising the latest ASI data 9,f thefyear;" the emerging
conclusions and recommendations appear to have ;emained as revealing and

rewarding as would have been after using such data.
1.8 LIMiTATIONS OF THE STUDY

A study of this kind needs a vast amount of factual and up-to-date
data. Some of the data are not available at all, others are inadequate and some
are irregular. As for the case of district wise data, the analysis ends with early
80s. Madhya Pradesh is not publishing district wise ASI data thereafter. This

“is a serious limitation of the study.

Since the analysis depends on ASI data, the limitations of the data due
to collection and compilation procedures of ASI will automatiéally affect our
analysis. As data in respect of less than three units in an industry cannot be
shown separately, the details in respect of such units have been combined with
6ther industries (category 38). In respect of non-responding factories, no

estimates have been made and incorporated in this report.
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Yet another important drawback in this study is not being able to
capture the growth of modern hi-technology industries like computer and
information technology industries. These industries, unfortunately in ASI data
are clubbed with other industries (category 38). Unless we get disaggregated
data we may not be able to analyse growth of this sector, Wilich has been
showing phenomenal growth from the mid 80s in the state. The performance
of ‘other industries’ in this analysis méy be taken as a proxy for the above
observation. The industries 30 and 31 have been interchanged on account of
adoption of NIC-87. With appropriate adjustments in the data we used new
NIC groups 30 and 31. Un-registered sector_have a_prominent place in

ST —

moulding the manufacturing sector of Madhya Pradesh. But here we take only

registered sector. This is yet another serious limitation of the study.
1.9 ORGANISATION OF THE STUDY

The presentation of the study is organised in five chapters, inclusive of
summary and conclusions. The first chapter is introductory in nature and
presents the background of the study, review of literature, objectives, the
methodology adopted, and sources of data and period of analysis. The other
chapters follow the order of three objectives listed in the first chapter. Chapter 11
gives a broad spectrum of regional disparities in development and evidence for
Madhya Pradesh’s backwardness is also portrayed. Chapter III on industrial
growth in Madhya Pradesh: 1980-1998 the pre and post liberalisation period.
Chapter IV reflects the changing industrial structure of Madhya Pradesh. The

final chapter is devoted for summary, conclusions and suggestions.
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CHAPTERII
DEVELOPMENT OF MADHYA PRADESH

ECONOMY-A COMPARATIVE ASSESSMENT

The main concern of the study as stated in the introduction is to
analyse the industrial structure and growth pattern of Madhya Pradesh
economy during the liberalisation era. The first step in this issu€ is to draw the
profile of industrial growth against the backdrop of the overall economic
growth. There has a close correspondence between the overall economic
growth of .an economy and industrial growth. Needless to say, a review of the
trends in the economic growth in Madhya Pradesh as compared to other states
provides an appropriate perspective for evaluation of its industrial growth. For
this purpose, a number of indicators such as demographic factors, SDP, social
and economic infrastructure indicators have been used. The data for the
purpose have been culled out from the population census of 1991 and 2001 as

well as Basic Statistics published by the CMIE, for various issues.

2.1 Growth performance of the States

The growth performance of states can be tracked by the data on State
Domestic Product (SDP), which is reported by State governments and
éompiled by Central Statistical Organisation (CSQO). CSO does not standardize
the data or attempt to make them consistent with each other or the national
accounts. However, while there exists this lack of consistency in the SDP data
across states and in respect of the national accounts of the country, it is
nevertheless used to analyse the growth of states. There have been recent
studies on the subject by Ahluwalia (2000), Kurian (2000), Mahendradev

(2003) and Bhattacharya (2004). Similarly, development economists have
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been comparing growth across different countries despite the data not being
always fully comparable. The caveat is that while broad conclusions can be
drawn from these data, too much significance should not be accorded to

relatively small changes in indicators.

Further, while Gross State Domestic Product (GSDP) is considered
standard for making per capita income comparisons in the current period, in
the period before 1979-80, estimates of state income were available only in
terms of Net State Domestic Product (NSDP). Accordingly, following the
analysis of Ahluwalia (2001), NSDP is used for the pre-1980-81 period while
GSDP is used for the post- 1980-81 periods.

The state of Madhya Pradesh was formed in 1956 pursuant to the
States Reorganisation Commission recommendations. In the year 2000, this
state was.divided into the states of Madhya Pradesh and Chhattisgarh. In
tracking the long run trends of growth, and a number of other indicators, it is
the undivided state that is used as a basis of inter-state comparison, since data
is available only for the undivided state in the period 1956-2000. Where
subsequent comparisons are possible e.g. as from the Census 2001 data, these
have been used. However, since the essential features of the present state

remain similar to that of the undivided state, the comparison is valid.

Very shortly after the formation of the state in 1960-61; the economy
of Madhya Pradesh represented a proportion of 5.6 per cent of the economy of
India as a whole. Four decades later, in 1998-99, the undivided Madhya
Pradesh still represented a share of 5.6 per cent of the economy of India. Table
2.1 indicates the changing share of the major states in the all-India economy

over time.
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Table 2.1

Changing share of the major states in the All-India Economy (in percentage)

1960-61 1998-99
States NSDP. Per capita GSDP at Per capita
(current prices) current prices .
Propo%'tion to all (11;168(1)? gl) Prop01:tion to all R§S119)9Pgir919
India level India level

Maharashtra 11.2 410 15.6 27996
U.p 12.9 253 10.7 10416
T.N 7.8 333 7.3 19488
AP 6.9 278 7.1 15372
W.Bengal 94 392 6.8 14191
Gujarat 9.2 364 6.3 21623
M.P 5.6 254 5.6 11863
Karnataka 4.9 298 5.6 17860
Bihar 6.9 217 4.1 6803
Kerala 3.0 260 3.9 19753
Rajasthan 3.9 282 3.9 12010
Punjab 2.8 368 34 23491
Haryana 1.7 330 2.7 22488
Orissa 2.6 216 2.2 10125
All-India 100 331 100 18537

Source: Census data on population and mid-year projections, CSO, State

Income Data

The first observation on the undivided State of Madhya Pradesh is the
relative constancy in the share of its economy in the national economy, right

from its formation as a state till very close to its division. The comparative
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picture of the movement of GSDP at 1980-1 prices for Madhya Pradesh and
All India is given in FIG 2A. It is seen that Madhya Pradesh has moved along

with all India on a stagnant growth path in the seventies. After 80s they got
momentum in growth.

FIG 2 A Movement in GSDP Indices (1980-81=100)
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More instructive is to look at the long-term trend in per capita income
of the states. Per capita income levels, while not taking into account intra- state
individual differences in income levels, do represent a standardized measure of
income. Just as in the eighties and nineties, the acronym BIMARU indicated a
peer group of low-income states with low levels of human development. It is
possible to identify a peer group of states to which the state of Madhya Pradesh
belonged in the early sixties, in terms of income levels. There was a group of
states in 1960-61 with per capita incomes (at current prices) fairly close to each
other. These were: Uttar Pradesh with Rs. 253, Madhya Pradesh with Rs.254,
Andhra Pradesh Rs.276 and Rajasthan Rs.282. The all-India per capita income
level then was Rs.331. The Per Capita income of Madhya Pradesh as a
proportion of all-India per capita income was about 75%.

30



Table 2.2
Index of Per Capita State Domestic Product (SDP) at (constant prices)

Three Year Averages
State 1960-63 1975-78 1990-93 1996-99
AP 87.84 89.61 78.85 90.84
MP 74.59 72.60 74.20 7712
Rajasthan 90.15 91.44 83.90 84.30
Uttar Pradesh 76.84 72.71 72.22 62.14
All-India 100.00 100.00 100.00 100.00

Source: Same as Table 2.1

In terms of per capita income, these peer group states of the sixties
followed relatively different growth paths. As may be seen from Table 2.2, of
these states, while the relative position of Madhya Pradesh remained stable in
relation to national per capita income. Uttar Pradesh experienced a continuous
relative decline vis-a-vis the all-India level over the next four decades, and
even Rajasthan declined in the 1990s. Madhya Pradesh on the other hand
registered a mild increase. (FIG 2B)

FIG 2B Index of Per capita 3-year averages

Index of per capita SDP(3 year averages)
100

index of PSDP
cc388383383388

1960-63 1975-78 Year 1990-93 1996-99

FIG2B
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Table 2.3

Ranking of states on the basis of Per Capita State Domestic

Product- (At constant prices)

State 1960-63 1996-99
Andhra Pradesh 9 8
Bihar 14 14
Gujarat 3 3
Haryana 6 4
Karnataka 7 6
Kerala 10 7
Madhya Pradesh 13 11
Mabharashtra 1 1
Orissa 12 13
Punjab 4 2
Rajasthan 8 10
Tamil Nadu 5 5
Uttar Pradesh 11 12
W.Bengal 2 9

Source: Same as Table 2.2

Table 2.3 indicates the relative ranking of states based on the relative

indices of per capita income given in Table2.2 above, including other major

states.

Taken over a long period, the ranking of Madhya Pradesh and
Rajasthan indicated marginal changes, with Madhya Pradesh improving its
inter-state position and Rajasthan slightly declining. The long-term picture
masks in the case of Rajasthan a surge in growth from about the mid-eighties

on wards, which has enabled it to steadily improve its relative position since.
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It may be seen that notable declines in relative all-India rankings have taken
place in the major states of eastern India, most notably West Bengal, but also

in the case of Bihar, Orissa and Assam.

Table 2.4
Rates of Growth of Gross State Domestic Product
State 1980-1 to 1990-1 1991-2 to 1997-8
Gujarat 5.08 9.57
Maharashtra 6.02 8.01
W.Bengal 4.71 6.91
Rajasthan 6.80 6.54
Tamil Nadu 5.38 6.22
Madhya Pradesh 4.56 6.17
Kerala 3.57 '5.83
Karnataka 5.29 5.29
Andhra Pradesh 5.65 5.03
Haryana 6.43 5.02
Punjab 5.32 4.71
Uttar Pradesh 4.95 3.58
Orissa 4.29 3.25
Bihar 4.66 2.69
All 14 states 5.24 5.92
All India 555 6.89

Source: Ahluwalia (2001)

To round off the picture of income growth, we take a look at the recent
trends in growth of GSDP per capita between two periods in Table 2.4. From
the Table we can make a conclusion like this, the more industrialized and richer

states showed more growth rates during the post liberalization period. As
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regards Madhya Pradesh the state grew at moderate rates in the 1980s, the pace
of growth accelerated in the 1990s. Madhya Pradesh’s growth in the 1980s was
below the averages for the 14 states but it accelerated significantly in the 1990s.
The growth performance of Madhya Pradesh economy has shown marked
improvement in the nineties as compared to the eighties. If the year of acute
drought is excluded, Madhya Pradesh became one of the faster growing states in
India. Among the states in the north, Rajasthan and Madhya Pradesh have been
seen as faster growing states but while Rajasthan has had this high growth since
eighties; it is in the nineties that MP has begun to register this high growth rate.
Seven states showed acceleration of growth in the nineties as reported in the
Mid-Term Appraisal of Ninth Five Year Plan by the Planning Commission. To
quote the report “Seven states showed an acceleration of growth in the 1990s.
They are fairly well distributed regionally i.e. Gujarat (9.6%), Maharashtra
(8.0%), W.Bengal (6.9%), Tamil Nadu (6.2%), Madhya Pradesh (6.2%),
Rajasthan (5.9%) and Kerala (5.8%)”. Per capita income has also grown over
the period through at a slower rate on account of slow pace of population
reduction. However, there has been a tendency towards the slow-down in
economic growth since the later part of the nineties (4.33 %). The Per capita
income of Madhya Pradesh, which was Rs. 6577 in 1993-94, has gone up to
Rs. 7088 in 1996-97 and Rs 7947 by 1999-00.

Public policy has consistently attempted to reduce regional disparities
and bring about balanced regional development. The long-term trends seem to
indicate that these efforts in public policy at national level have not been
particularly effective in reducing regional disparities. Growth of all India per
capita income has accelerated in the eighties and nineties relative to earlier

period, and growth rates of most of the states have risen, in inter temporal
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terms. For example, in the case of Madhya Pradesh negative growth rates of
per capita incomes in the sixties and seventies have been replaced by growth
rates in excess of 2 % per annum in the nineties, but the all India growth rate
has shot up by more than proportionately from around 1 % per annum in the
sixties and seventies to nearly 5 % per annum in the nineties (See FIG 2C).
For all states, the range of growth rates has widened, and if this persists, then
economic disparities between states will continue to widen. Or regional

disparities increased with the process of development.

Trend rates of growth of per capita income (% p.a.) MP vs. All India
1960-1/1969-70 to 1993-4/1998-99

6
5
4
2
E 3
g 2
g 1
0
-1
2
year
FIG 2C , ¥

G we
Table 2.5 gives growth rates for three major- sectors for Madhya
Pradesh and all India. In the case MP, the growth rate for agriculture and
allied sector decreased by 0.64 percentage point in the 1990s. The same way,
industry and service also showed a declined growth rate of 1.08 per cent and
0.14 per cent respectively. As compared to all India, the growth rates in three

sectors were lower in MP in both the time periods. Thus, the main reason for
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the lower GSDP growth in MP as compared to all India seems to be the lower

performance of these sectors in MP.

Table 2.5
Sectoral GSDP growth rates in Madhya Pradesh and All India

Period Ag i:ﬁil;lcllre Industry Services Total
Madhya Pradesh
1980-1-1990-1 2.22 6.24 6.33 448
1993-4-2000-1 1.58 5.21 6.19 433
All India
1980-1-1990-1 3.12 6.60 6.48 5.37
1993-4-2000-1 2.73 6.25 8.13 6.13

Source: Calculated from Directorate of Economics and Statistics (DES) Data

It is abundantly clear that there are initial winners and initial losers
among Indian states on the rocky road to economic reform. However as yet
there have not been any significant compensatory mechanisms in public policy
at the national level to narrow this widening gap, which could have a negative
impact on human development, especially since the initial loser states are also
the same states with historical burdens of low human development. The Mid
Term Appraisal of the Ninth Plan has highlighted this as a serious issue. The
Eleventh finance Commission has noted that states with good infrastructure
attracting private investment in much larger measure than states where
infrastructure is weak, and suggested that Central investment should be

directed taking this into view.

In the wake of economic reforms initiated in 1991, the role of private
investment has acquired a special significance in the context of economic

development of various states of the Indian union. Indeed there has been an
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element of competition among states for attracting private investment, both
domestic and foreign. Some of the states have been offering various tax
concessions and other special facilities to new investors on a competitive
basis. The Table on Capital flows (See Annexure II a) shows capital flows to
states substantiating the inherent inequity in the situation that is getting
accentuated. Just looking at the figure of the per capita plan outlay and the per
capita institutional investments, states like Madhya Pradesh fall well below
developed states. The fact that our central planning systems has not been able
to address this increasing gap can be seen from the data on agreed outlays of
the Tenth Plan and its comparison with Ninth Plan. States like Madhya
Pradesh, Bihar, UP, and Rajasthan fail poorly in terms of Tenth Plan Outlays
(negative growth) while many other states including states with better
economic and infrastructure indicators such as Andhra Pradesh, Tamil Nadu,
Maharashtra, fare much better. Increasingly a case of winner takes all seems to
prevail as the sharpest increases are in those states which have much higher
levels of private investment, developed infrastructure and better human

development indicators.

A sensitive reform-based finding would actually focus on softening the
immediate adverse impact of reform on these states and instead the current
thinking seems to be to reward to those with initial advantages on the grounds of
moving faster on the reform track. While, Madhya Pradesh is seen as a reforming
state for such assistance. Its larger case rests on the backlog in infrastructure and
human development, which requires additional resource support. It will also not
be correct to highlight inadequacies in human development without reference to
the possible relation this has with the strategy of growth being pursued and its

impacts on the resources available for social policies.

37



2.2 Comparative profile of Poverty

The Planning Commission has been estimating the incidence of
ﬁoverty at National and State level using the methodology contained ini the
report of the Expert Group on Estimation of Proportion and Number of Poor
(Lakhdawala Committee) and applying it to consumption expenditure data
from the large sample surveys on consumer expenditure, conducted
periodically by the National Sample Survey Organisation (NSSO). Official
poverty estimates are accordingly available for the years 1973-74, 1977-78,
and 1983, 1987-88, 1993-94 and 1999-2000.

Since the analysis is with reference to Madhya Pradesh, we have taken
for comparison estimates of six major states comparable in size to Madhya
Pradesh and its basic characteristics. Further, with Madhya Pradesh being a
largely rural state, we have taken the figures for rural poverty as a better
comparison of the poverty profile. The estimates of six major comparative

states for rural poverty are presented in the Table 2.6

Table 2.6

Percentage of people below poverty line in rural areas

%of %of %oof %oof %of % of
States persons | persons | persons | persons | persons | Persons
1973-74 | 1977-78 1983 1987-88 | 1993-94 | 1999-00
Bihar 62.99 63.25 64.37 52.83 58.21 44.30
Orissa 67.28 72.38 67.53 57.64 49.72 48.01
U.P 56.53 47.8 48.45 41.10 42.28 31.22
MP | 62.66 62.52 48.90 41.92 40.64 37.06
Rajasthan | 44.76 36.89 33.50 33.21 26.46 13.74
AP 48.41 38.11 28.53 20.92 15.92 11.05

Source: Planning Commission
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There are two schools of thought on the impact of economic growth
on poverty reduction. One view is that growth per se has a poverty reducing
impact, and accordingly one would expect to find poverty decline more
rapidly in the faster growing states and less rapidly in the others. According to
this view, only a substantial higher rate of growth can bring about the
expansion in productive income earning opportunities needed to bring about a

significant reduction in poverty.

FIG 2 D (i) Percentage of people below poverty line in rural areas
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Population below poverty line in 1999-2000
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FIG 2D (ii)

The other view is that while economic growth has the potential to
reduce poverty, equating growth with poverty reduction is too simplistic.
Effective public policy interventions are needed for translating growth into
reduction in poverty levels. These interventions should be such that they bring
about improvements in physical and social infrastructure leading both to
expansion of social opportunities as well as more equitable access to
productive assets. Otherwise, growth per se would not have a trickle down

effect, and may instead, in all likelihood lead to worsening of inequalities.

In the long run trends of States, there does appear to be a positive
linkage between growth and poverty reduction in the case of some states.
Significant declines of between 33 and 40 percentage points in rural poverty as
a whole have been recorded in the period in question by the faster growing
states of Maharashtra, Tamil Nadu, Karnataka, Gujarat, and Andhra Pradesh.
In the case of 'MP, moderate growth has been accompanied by moderate
declines in poverty over a long period (FIG 2D i & ii). Both Bihar and Orissa
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have recorded relatively poor economic growth, and there seems to have been

correspondingly little impact on poverty reduction.

In the literature on the subject, human development is.referred to as
both the end and the means of development. Madhya Pradesh was the first of
the states with very low social indicators to articulate human development
concerns dand build it in as a cornerstone of state policy. The visible expression
of these priorities was the bringing out of the Madhya Pradesh Human

Development Report, 1995.

The low level of human development in the state have in the past was
one of the factors that have acted as a drag in the improvement in both
economic growth performance as well as rural poverty reduction. With the
recent developments, especially in education, and innovative programmes that
focus around decentralisation on the one hand and a rights based framework
on the other, the coming years would undoubtedly improve.the levels of

human development in Madhya Pradesh.

The trends presented above indicate, in sum, that the state of Madhya
Pradesh recorded rising but moderate levels of growth during the period of its
existence as an undivided state, neither increasing nor decreasing its share in
the national economy. The proportion of rural poverty in the state has
declined. The goal of population stabilisation is a long way away. In terms of
human development indicators, while significant progress has been made on
the literacy front in the last decade, the overall relative position continues to
bracket the state in the group of heartland states with relatively poorer
indicators. Wide infrastructure differentials remain between Madhya Pradesh
and most other states. The Eleventh Finance Commission noted, “States with

good infrastructure are attracting private investments”.
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The reasons as to why the gap between the leading states and states
like Madhya Pradesh is growing should be a concern for national policy. It
would not be possible for the country as a whole to realise the high growth
rates projected for the Tenth Plan and beyond unless the relatively lower
growth rates in major states like MP are stepped up. Increasing the rate of
growth of the economy of the state is thus not only an imperative for the state,
but also for the country as a whole. There is a need to focus on ways and
means to increase the rates of growth of the State significantly, aiming perhaps

at a rate double the current one.
2.3 Backwardness of Madhya Pradesh- The Evidence

With 13.5 per cent of the total geographical area, Madhya Pradesh is
the largest state of the country. Its density of population at 149 is, however
only 54 per cent of the all-India density of 274. (Annexure II b) In fact, after
Rajasthan (129 persons per sq.km area), Madhya Pradesh has the lowest
density of population among the 14 non-special category states. As compared
with West Bengal (767 persons per sq.km), Madhya Pradesh has five times
less density per sq.km.

The population of Madhya Pradesh is growing at a faster pace. The
decadal growth of population during the period 1981-91 at 26.8 per cent is
significantly higher than the all-India rate of 23.9 per cent during the same
period (Sée FIG 2E). As compared with Kerala (14.3 per cent) and Tamil
Nadu (15.4 per cent), the population growth rate in Madhya Pradesh is too
high, though as compared to Haryana (27.4 per cent and Rajasthan (28.4 per

cent) it is lower.
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Decadal growth rate
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FIG2E

Madhya Pradesh has a combined scheduled caste and scheduled tribes
population percentage of 37.8, which is far greater than the all-India percentage
of 24.6. Among 14 non-special category states only Orissa has a slightly higher
percentage of 38.4 of scheduled castes and scheduled tribes population.

Per ca;iita income is the single most comprehensive indicator of the
level of the state’s economy The per capita income of Madhya Pradesh in
1996-97 at current prices, increased to Rs. 7571, which is only 70 per cent of
all-India per capita income of Rs, 10771 for that year. Madhya Pradesh is thus
still classified as a low-income state in company with Uttar Pradesh, Orissa,
Rajasthan and Bihar. In fact, the per capita income of some of the high income
states like Punjab, Haryana and Maharashtra is more than twice that of
Madhya Pradesh. The per capita income of Andhra Pradesh, Karnataka and
Tamil Nadu, are also much higher than that of Madhya Pradesh

43



In spite of making some strides in the agricultural sector, the yield
rates of major crops in the state are low. The average yield rate of rice
(average for triennium 1994-95 to 1996-97) was recorded as 1158 kg per
hectare in Madhya Pradesh, as against 1862 kg per hectare for all-India (See
FIG 2F). In fact, the yield of rice in Madhya Pradesh is only one third that of
Tamil Nadu and Punjab, about half that of Andhra Pradesh, Karnataka and
Haryana and two thirds or even less than that of Uttar Pradesh.

Yield of rice India/MP
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FIG 2 F Yield of Rice in India/MP

The average yield of wheat during the same period was 1715 kgs per
hectare, which is only 67 per cent of the all-India average yield of 2571 kgs
per hectare. During this period the average yield of wheat in Punjab was 3889
kgs per hectare and in Haryana 3932 kgs per hectare. Leaving aside these
states, the yield in the State is 67.6 per cent less than that in even Uttar
Pradesh and about 20.9 per cent less than that of Bihar. (See FIG 2 G)
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FIG 2 G Yield of Wheat All India/MP

The result of this is that the average yield of total food grains is only
1075kgs per hectare in Madhya Pradesh (average for triennium 1994-95 to
1996-97) as against the all-India average yield of 1547 kgs per hectare.
Agriculture in the state has thus to go a long way to catch up with at least the
all-India level. (FIG 2H)

Yield of total food grains India/MP
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FIG 2H Yield of total food grains All India/MP
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The lower agricultural yields in the state are partly due to lower
consumption of fertilizers in the state, which in turn is due to lower irrigation
facilities. (FIG 2 I) and (FIG 2 J). During 1996-97, the per hectare consumption
of fertilizers in the state was 39.2 kgs as against the all India average of 76.8 kgs.
Developed States like Punjab and Andhra Pradesh recorded 158.4 kgs and 139.4
kgs per hectare respectively of fertilizer consumption during this period. Even
Haryana, Uttar Pradesh, Bihar and West Bengal have a fertilizer consumption of
131.0 kgs, 108 kgs, 80.6 kgs and 103.2 kgs per hectare respectively. Among 14
non-special category states only Rajasthan and Orissa have a per hectare fertilizer
consumption which was below Madhya Pradesh in that year.
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FIG 2 I net irrigated areas
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Fertilizer consumption per hectre
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(FIG 2 J) Fertiliser consumption per hectare

The lower yield rates of major crops are reflected in the lower per
hectare average value added by agriculture in the state. The average per
hectare value added by agriculture during the triennium 1986-89 in Madhya
Pradesh was Rs 4646 for the country as a whole. Kerala has the highest per
hectare average value added by agriculture of Rs 9417, followed by west
Bengal and Punjab with Rs 7600 and Rs 7050 per hectare value added by
agriculture respectively during the period. Barring Rajasthan, which has the
lowest per hectare average value added by agriculture of Rs 2485; Madhya
Pradesh was the lowest State in this regard. In 1996-97, the per hectare inc;onie
generated from agriculture was Rs.8443 in MP, while the national average was
Rs 14178.

There is a vast scope for industrialization in the state. Efforts made in
the recent past have also started bearing fruit, though much still needs to be
done. According to the Annual Survey of Industries, 1995-96, the per capita
net value added in the factory sector in Madhya Pradesh was Rs.1455 as
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against Rs. 1647 for all-India. During the same period Maharashtra and
Gujarat have per capita net value added of Rs. 4177 and Rs. 4266 respectively.
Bihar, Orissa, Rajasthan and Uttar Pradesh are the non-special category states
where the per capita value added in factory sector is lower than that of

Madhya Pradesh.

Due to vastness of area it has been difficult to provide adequate road
length in the state. Besides, due to paucity of resources, even the present road-
léngth could not be maintained adequately. The State had a total road length of
449 kms per thousand sq. kms of area in 1995-96, as against the all-India
average of 730 kms. In contrast, Kerala had a road length of 3650 kms per
thousand sq. kms of area, while Tamil Nadu and Orissa have road lengths of
1582 and 1350 kms per thousand sq kms of area. Even Uttar Pradesh and
Bihar have 806 and 492 kms of road length per 1000 sq kms of area.

About 28 per cent of the villages in the State were connected by all-
weather roads in 1993-94, as against 48 per cent for the country'as a whole. In
Kerala cent per cent and in Punjab and Haryana 99 per cent of the villages
have been connected by all-weather roads the percentage for Uttar Pradesh

and Bihar being 44 and 35 respectively.

Although lying in the middle of India, Madhya Pradesh has a railway
route length of only 13 kms per thousand sq kms of area in 1990-91, the all-
India average being 19 kms. Among 14 non- special category states, only
Orissa has 13 kms of railway route length per thousand sq kms of area, which
is equal to Madhya Pradesh. Among other States, Punjab and West Bengal
have 43 kms each, Haryana has 34 kms, Bihar and Tamil Nadu have 31 kms

each and Uttar Pradesh has 30 kms of railway route length per thousand sq
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kms of area. As many places in Madhya Pradesh are still not connected by rail,

urgent augmentation of railway route length in the State is necessary.

Relative Infrastructure Development Index
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FIG 2 K Relative infrastructure development index

The Infrastructure Development Index, keeping the all-India average
at 100, is 72 for Madhya Pradesh, as against 85 for Rajasthan, 86 for Orissa,
97 for Bihar and 111 for Uttar Pradesh. For proper development of backward
states like Madhya Pradesh, infrastructure facilities have to be upgraded in
order that it may not prove an impediment to its economic growth (FIG 2 K).
It is clear from the FIG 2 K that higher the social and economic infrastructure

higher will be the development (except Kerala).

Literacy rate in Madhya Pradesh according to 1991 Census is 44 per
cent, as against the all-India average of 51 (See FIG 2 L). In 2001 it rose to
64.11 per cent in M.P and 65.38 per cent in India. The low-income states
invariably have a low literacy rate. Thus, the literacy rate in Bihar is 38 per cent,
in Rajasthan 39 per cent, in Uttar Pradesh 42 per cent, in Madhya Pradesh 44

per cent and in Orissa 49 per cent. Among developed states, Maharashtra,
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Gujarat, Punjab and Haryana have literacy rates of 65, 61, 59 and 56 per cent
respectively. Besides, Kerala had attained 90 per cent literacy rate accordingly
to 1991 census and Tamil Nadu had a 63 per cent literacy rate.

Literacy rate

| MP
B India

literacy

1991 2001
year

FIG2L

The female literacy rate in rural areas of Madhya Pradesh is only 20,
as against 31 for all-India, while in urban areas female literacy rate is 59 per
cent, against 64 per cent for all-India. The performance of Madhya Pradesh, in
case of female literacy in rural areas, is slightly better than that of Rajasthan,
in case of female literacy in rural areas, is slightly better than that of Rajasthan
(12 per cent), Bihar (18 per cent) and Uttar Pradesh (19 per cent).

The crude birth rate in Madhya Pradesh during 1997 at 31.9 is the
third highest after Utter Pradesh (33.5) and Rajasthan (32.1). It is much higher
than the all-India average of 27.2 in that year. The crude birth rate in rural
areas is still higher at 33.6 in Madhya Pradesh, as against 28.9 for all-India.

The crude death rate at 11.0 in Madhya Pradesh is the highest amongst

14 non-special category states. Even Uttar Pradesh has a slightly lower crude
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death rate of 10.3. The crude death rate in rural areas of Madhya Pradesh is
still higher at 11.7, as against the all-India average of 9.6. The infant mortality
rate in Madhya Pradesh is 94 in 1997, which is lower than 96 of Orissa, but
substantially higher than the all-India average of 71. It is definitely a far cry

from 12 in Kerala, or even 51 in Punjab or 47 in Maharashtra.

Lower medical coverage is definitely one of the causes of the high
birth, death and infant mortality rates in the state. There are only two hospitals
and dispensaries per thousand sq. kms of area in Madhya Pradésh, as against
13 for the country as a whole. Orissa has three hospitals and dispensaries,
while Bihar has four and Rajasthan two hospitals and dispensaries per
tilousand sq. kms of area. Uttar Pradesh has a still better coverage with eight
hospitals and dispensaries, while Punjab have 33 and Maharashtra have 37
hospitals and dispensaries per thousand sq kms of area Kerala has the highest

number of 103 hospitals and dispensaries per thousand sq kms of area.

The same is the case with hospital beds. Madhya Pradesh has 43
hospital beds per lakh of population, while the all-India average is 99. In
Punjab there are 123 hospital beds per lakh of population, whereas in
Maharashtra and Kerala the number of hospital beds per lakh of population is

191 and 299 respectively.

How to reduce these economic imbalances? The way out for these
disparities is vague. But some solutions are there. Public investment has to be
substantially increased in productive enterprises in order to increase
employment and reduce the level of poverty. In a labour abundant and scarce
capital economy, enterprises like agriculture, agro-based industries and

infrastructure should be developed so as to provide more employment with
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less cost per unit of production. Economic growth alone may not increase

employment nor reduce poverty.

Conclusion

The foregoing analysis clearly established that Madhya Pradesh state
grew at a moderate rate in the 80s, showed an accelerated growth in 90s or pro
market liberalisation period. However, there has been a tendency to slow
down the economic growth in the later part of the periods In other words, the
post liberalisation period has witnessed a remarkable revival of growth trend
in the general economy of MP, but the growth acceleration has slowed down
after the first phase of liberalisation period. After looking the changing share
of the Madhya Pradesh economy we feel a rel;g;/e stagnation in the share of
its economy compared to national economy. The data presented in the earlier
sections and the analysis so far clearly established that there were considerable
disparities in socio economic development across the Indian states, even after
the New Economic Policy. Instead of reducing the regional disparities, it
increased over a period of time. There is no evidence of ‘convergence’ but
only ‘divergence’ we can see in Indian states. Therefore, the pressing
requirement of a backward state like Madhya Pradesh is more investment in
social and infrastructure sectors. To improve the level of social services,
massive investment in primary education and primary health services is
required. Improvement in literacy, especially female literacy, and health
indicators like infant mortality and expectation of life at birth will bring down
the rate of growth of population. Stabilisation of population is an important
pre condition for the sustained economic growth of Madhya Pradesh region.
The experience of Kerala and to some extent that of Tamil Nadu clearly

indicate that even at comparatively lower levels of economic development

52



measured in terms of per capita income, a state can enjoy comparatively

higher level of social development.

Improvement in basic infrastructure facilities like power, irrigation,
transport and communication is a pre-condition to improve the quality of life of
the people and to usher in sustainable economic development in a backward
state like Madhya Pradesh. Availability of assured power supply; developed
transport system and modern telecommunication facilities are important factors
to attract private investment into these states. The backward states are unable to
attract pri.\/ate investments because of poor infrastructure and unfavourable
investment climate. They are unable to improve the investment climate by
improving the existing poor infrastructural facilities due to lack of resources.
Their lack of resources is linked to their poor development. Thus, they are truly

in a vicious circle. The solution lies in breaking this vicious circle.
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Annexure Il a

Capital Flows to States

Cumulative share

., |Public & Pvt . Cumulative financial
Credit of financial .
.. | Invest: per . assistance by state
States Deposit . assistance by all AP
s capita (Rs) . ) financial institutions
Ratio India financial (up to March 1997)
institutions P
Andhra
Pradesh 64.9 21447.42 7.2 7.8
Bihar 20.7 2851.63 1.4 2.0
Gujarat 53.5 33875.33 13.5 9.3
Haryana 54.0 9201.26 2.5 4.8
Karnataka | 61.8 24775.50 6.1 - 155
Kerala 423 12235.14 1.7 4.4
Madhya
Pradesh 52.5 7286.73 5.1 3.2
Maharashtra| 83.5 17555.66 21.0 11.5
Orissa 41.6 25524.89 1.8 3.7
Punjab 423 12687.99 24 3.6
Rajasthan 49.8 6763.22 4.5 6.1
Tamil Nadu| 90.6 26292.19 9.0 10.6
Uttar
Pradesh 319 3303.71 7.9 11.1
W. Bengal | 434 7112.59 3.9 25

Source: Various Publications of Planning Commission
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Annexure II b

Selected socio-economic indicators of Madhya
Pradesh and All-India

. Madhya .
[tem Unit Pradesh All-India
. Census,
Population 1991 Census, 1991
Density of Population Per.sq.km |[158 (196)**| 274 (324)**
. 485.66 8463.03
Total Population In lakh (603.85)%* | (10270.15)*+
253.94 439231
Male nlakh 314 570 | (5312.77)%
231.72 4070.72
Female Inlakh 1 )59 2gyes | (495738)+
] 27.2 * ¥
Population growth rate (1981-91) Percent (24.34)%* 23.8(21.34)
) Females % ok
Male-female ratio /000 males 912 (920) 927 (933)
Rural population in total population Percent 74.7 74.3
Main workers in total population Percent 36.1 34.1
Female main workers in total main Percent 263 295
workers
Schedulle caste population in total Percent 15.4 16.5
population
Schedu!e tribe population in total Percent 19.9 3.1
population
Per Capita Income 1999-2000 1998-99
At current prices Rupees 11244 14682
At constant (1993-94) prices Rupees 7876 9739
Agriculture & Irrigation 1999-2000 | 1999-2000(*)
Av§rage per hectare production of food Kilograms 1155 1633
grains
1998-99 1996-97
Agricultural intensity Percent 136 133
Net cropped area as percentage of Percent 79.0 753
Gross Cropped area
Net area irrigated as percentage of net Percent 36.7 38.6
area sown
1998-99 1998-99
Use of fertilizers per hectare of gross Kilograms 48 90
cropped area
Electricity 1998-99 1997-98
Per capita consumption Kwh 358 349
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Percentage of villages electrified (1991

97

census) Percent 85
Transport & communication 1998-99 1996-97
:"r(;t:l road .length per 100 sq.kms of ' K M 22 (xx) 75 (x)
Srue;faced road length per 100 sq.kms of KM 19 (xx) 42 (x) |

| 1997-98
II:IOor;ﬁf arg(g);stered vechiles per 000 No.s 45 40

1998-99

Population served per post office No.s 7163 6323
No. of telephones per 000 population No.s 13 19
Literacy 1991 1991
Total literacy Percent 44.7 52.2 (65.38)**

(64.11)**
Male literacy Percent (7 65 205)** 64.1 (75.85)**
Female literacy Percent 5 02 g;)** 39.2 (54.16)**
Vital Statistics# 1999 1999
Birth Rate Per’000 30.7 26.1
Death Rate Per’000 10.6 8.7
Infant Mortality Rate Per Si?.glhve 91 70
Health 1998-99 1996-97
No. of government allopathic hospitals,
dispensaries and primary health centres No.s 3 S
per lakh of population
No .of beds ( all types) in government
allopathic hospitals and dispensaries No.s 35 97
per lakh of hospitals.
Banking 1999-2000 1999-2000
Area served per banks/branches Sq.km 89 50
Per capita deposits Rupees 4078 8333
Per capita advances Rupees 2108 4754
Credit/Deposit Ratio Percent 51.7 57.1

* = March, 2000
** = data related to 2001 census
# Data indicates old Madhya Pradesh

x Length of all types road (excluding JRY roads)

xx Road constructed under PWD only.

Source: Directorate of Economic and Statistic, Madhya Pradesh
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CHAPTER I1I
PACE AND PATTERN OF INDUSTRIAL GROWTH

The modern economic growth stems from industrialisation.
Industrialisation gives rise to high rates of growth in per capita real income and
this observed relationship is summed up in the maxim of ‘manufacturing as the
engine of growth’. Modernisation, urbanisation, technological progress,
improvement in standard of living etc. all go along with industrialisation and the
speed of their occurrences is associated by a faster growth of industrial sector.
We attempt a comparative review of the growth perfdrmance of manufacturing
iﬂdustry in Madhya Pradesh by analysing growth rates in some key variables

like value-added, output and employment by manufacture since the eighties.

There is a common belief that Madhya Pradesh is industrially
backward and the growth of its manufacturing sector is slow. Although the
structure of the economy has undergone some transformation marked by
decline of the primary sector and an increase in the share of the secondary and
tertiary sectors, it is not a process of industrialisation that has acted as a
springboard to stimulate growth in the secondary and tertiary sectors. To give
some details, in 1980, the state accounted for 3.61 per cent of registered
factories, 7.04 per cent of fixed capital, 4.21 per cent of total industrial
employment, 4.01 per cent of gross output and 5.09 per cent of value-added by
manufacture in the country as a whole. There has been some increase since
then but not large enough to constitute a significant improvement; the share at
present stands only 3.12 per cent for number of factories, 5.09 per cent for
fixed capital, 4.67 per cent for employment, 5.36 per cent for output and 5.49
per cent for value-added in the factory sector. Madhya Pradesh industrial

performance measured by any parameter has been on the low side. In this

57



chapter we have made an expository analysis of the industrial growth in
Madhya Pradesh using the conventional tools of empirical study and an inter-
r.egional framework during the post liberalisation era. The basic objective of
the study is to evaluate the effectiveness of liberalization policy to promote

industrial growth in a backward state like Madhya Pradesh.

31 METHODOLOGY

The analysis of growth trend is mainly carried out by the sources of
Annual Survey of Industries. The alternative method used has been the data on
State  Domestic Product (SDP) published by the Central Statistical
Organisation (CSO). There are different sources of data and hence different
growth rates of the same variables leading to somewhat different conclusions
on the growth behaviour. There are problems in drawing a clear inference on
the growth behaviour as different methods, ranging from average annual
growth rate, and compound growth rate to exponential fit can be used for
growth rate calculation. All these methods are tried the analysis depending

upon the nature of data.

The analysis, as stated earlier, is carried out in a comparative
framework. The growth rate of Madhya Pradesh is compared with the national
level. The growth profile is portrayed against the background of inter state

variations in industrial development.

3.2 INDUSTRIAL PROFILE OF MADHYA PRADESH.

The marked rate of positive change and inspired growth in the recent
times in India, has brought about encouraging changes in many states, among

them Madhya Pradesh. Development in Madhya Pradesh is poised to bloom.
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Madhya Pradesh is known as one of the largest states of the country. It covers
an area of 308000 sq.km and houses over 60 million people with a rich
cultural heritage, peace and communal harmony. Though more than 64 % of
the population is literate (2001 census), a larger chunk of it, is living below
poverty line. It was unfortunate that the industrial growth in the state failed to
register a rapid progress during the past ten years and that has put the state
among “Bimaru” or sick states, despite the fact that it has more than 811
heavy & medium industry and 308665 small-scale units (with an investment

of Rs 176892.91 lakh) to employ 847248 persons.

A major part of the state is still backward both in terms of magnitude
and quality of industrial units, employment and investment. In the undivided
Madhya Pradesh out of the 45 districts, only 13 districts are having good
concentration of industrial units. These 13 districts are: Bhopal, Gwalior,
Indore, Dewas, Hoshangabad, Khandwa, Ujjain, Jabalpur, Durg, Raipur,
Satna, Shadol and Bilaspur. Industrial estates in these 13 districts are
providing diversification of industries but the concentration is getting
increased (Jalaja, M.Phil thesis, 1993). Out of the 45 districts in the state, 35
have less than 1 per cent shares each in total employment and 32 have less
than 1 per cent share each in total value added in the state. In some districts,
the transportation and other infrastructural diseconomies are so overwhelming
that locational advantages, if any, will be more than offset. Only those
industries, of which raw materials require weight shedding, can be located in
these districts. Though agglomeration should be reduced and there should be
balanced regional development, yet it does not seem possible that all districts

will be almost equally well developed industrially.
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The over all cost competitiveness of a region arises from the
cumulative advantage accruing from the growth and structure of industry itself
increasing returns to scale, inter-industry linkages, development of skill and
know how, agglomeration economies, differentiation process, etc of various
factors summed up by the term ‘resource endowment’. But the theories which
explain riches or poverty in terms of ‘resource endowment’ do not really have
anything much to offer by way of explanation. In particular, when we move

away from land-based activities and come to comparative advantage.

In relation to manufacturing activities this kind of approach more
often would yield question-begging results. For instance, we cannot say that
ipdustries-will be located in regions which are well endowed with capital
resources (human skills, entrepreneurship etc) for reasons other than industrial
development it self. It seems that analytical approaches that take into
consideration with Myrdal called the principle of ‘Circular and Cumulative
Causation’ may be more logical than the ‘resource endowment’ approach to
explain the ‘regional problem’ and in particular, why certain regions have

grown fast while others have remained backward in industrial development.

With a view to promote and foster balanced development of
industries, MP has adopted the growth centre approach. At preseﬁt there are 19
industrial growth centres under different levels of development. Some of these
growth centres like Pithampur near Indore, Malanpur near Gwalior, and
Mandideep near Bhopal have become nationally known. Madhya Pradesh
today offers myriad opportunities for industries whether it is resource based or
foot loose. The state is today the largest producer of cement, Soya bean

products and optic fibres.
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On the background of development of industrial financing institutions,
Madhya Pradesh Audyogik Kendra Vikas Nigam (MPAKVN) is really a
history of industrial development in Madhya Pradesh in the medium and large-
scale sector. It also represents the opening up for MP for private sector
initiatives both from within the state and from other parts of the country.
During the 60s the state continued to occupy the last place in the industrial
rung in the country. The 70s witnessed determined efforts by the state
government to improve the level of industrialisation. During the 80s MP

registered impressive growth rates in industry related activities

The industrial base has diversified considerably creating
unprecedented opportunities for further industrialisation sectors like
automobiles, electronics, telecommunications, petro-chemicals, diamond
cutting pharmaceuticals, biotechnology and nitrogenous fertilisers which had
no presence ten years back have become attractive position. The exodus to

Madhya Pradesh has already materialised.

The State is endowed with rich mineral resources like, Manganese,
Bauxite, Coal, Iron, Copper, Mica, Diamond, Dolomite, and Limestone etc.
The Major industries during the 80’s were Electricity, Iron and Steel,
Electrical machinery paper & Board, Cement and Textiles. These industries
accounted for 76 percent of fixed capital, 64 percent of total employment in
industries, 66.4 percent of total output and 78.73 percent of the total value
added by manufacture in the State. Expansion in MPEB, Bhilai Steel Plant
and BHEL has been responsible for the manufacturing activities to coming to
the forefront. But these industries are the most lumpy investment industrial

units, and highly capital- intensive and as such the employment generation by
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them is naturally low. These big projects have not changed the socio
economic face of the villages nearby. People in villages, which are within the
periphery, continue to have no basic facilities. Culturally and socially they are
as backward as people of interior areas. These big projects and industrial units
are lonely outposts of development in a sea of stagnation. Horizontal and

Vertical linkages are either absent or are very weak
3.2.1 Large and medium industries in M.P

‘Industrialisation’ generally refers to the growth of large, medium and
small-scale industries. It is true that backward areas cannot sustain large-scale
industries in big number because essential backward and forward linkages for
their growth are not found. Here, medium and small scales industries have
built in flexibility are best suited to these areas. There is tremendous potential
for these industries to take Madhya Pradesh into the ranks of the industrially
advanced states of the country. The state has become a top producer of cement
and Soya processed products now. It is worth mentioning that as on date there
are 810 Medium and Large Scale units having a total investment of Rs.169541
crores offering employment to 2.42 lakh persons, where as in the year 1965
there were only 76 Medium and Large Scale units. A financial year wise
details of large and medium industries in MP during the economic reform

period is given in Table 3.1.
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Table 3.1
YEAR WISE DETAILS OF LMIs ESTABLISHED IN MP

Year No. of LMIS Investment Employment
Established (Rs. In lakhs)

" Upto 1§90-1991 484 943799.52 187717
1991-1992 36 117863.13 11197 |
1992-1993 49 98536.95 8820
1993-1994 49 72883.91 6870
1994-1995 43 52873.94 5724
1995-1996 30 96270.00 4851
1996-1997 42 110037.96 7337
1997-1998 32 140856.94 5319
1998-1999 14 31702.33 1416
1999-2000 12 11006.46 1087
2000-2001 11 14071.12 1232 |
2001-2002 6 4168.09 345
2002-2003 2 1346.28 54

Total 810 1695416.63 241969

Source- Directorate of Economics and Statistics-Bhopal.

On the basis of product wise classification, 112 Agro- based LMIs
units are working in Madhya Pradesh with an investment of Rs.901001 lakhs,
employing 16548 workers. Agricultural processing industries like, rice mills,
oil mills, sugar factories, flourmills and dal mills are some of this type. In the
case of oil mills the main products and by products have a wide demand. The

confectioneries bakeries and dairy units are market oriented. Most of the
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factories falling in these groups are seasonal. Cotton textiles have a due share

in Madhya Pradesh industrial sector. There were 104 units working up to 2003

by giving employment to 84975 workers (Table 3.2)

Table 3.2

PRODUCT GROUP WISE SUMMARY REPORT OF LMI UNITS

ESTABLISHED IN MADHYA PRADESH

Product Group I\é(s)j[a(;)tiil;ﬁg gs (gls‘_/elitrilzgz) Employment
Agro Based 112 90100.20 16548
Automobile 22 22350.99 3979
Cement & Cement Product 37 311549.64 17981
Chemicals 81 556359.04 10508
%g}t(ttci)lr;/SJute/Man-Made Fibres & 104 187220.39 84975
Drugs/Pharmaceuticals/Medical 41 17745.50 4121
Electronics 30 54846.42 5859
Engineering 52 78293.43 12129
Food/Beverages 45 22954.53 5216
Forest Based 35 23235.00 12353
Heavy Electrical & Electrical 29 36611.78 22329
Iron & Steel/Ferro Alloys 81 99190.64 13713
Leather & Live Stock 9 3139.74 2391
Mineral (Non-Metallic) 17 13712.12 4843
Non-Ferrous Metal/Alloys 16 5487.84 1861
Other Misc. Products 29 37682.37 8590
Plastic & Petrochemicals 46 74972.60 4297
Rubber 12 42161.81 2964
Sugar 12 17802.59 7312
Total 810 1695416.63 241969

Source- DES, Bhopal
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From the table it is clear that Agro-based industries Cotton Jute,
Fibres & Textiles, and Iron and Steel Industries are the dominant industries in
LMI Units. Besides these, Engineering Industries are also flourishing by
establishing 52 units in M.P. District wise report of LMI units showed the
spread of different industries. The “Trickle down effect” of these industries
can assist the state economy in increased wealth creation and better quality of
life for its people. Since the early eighties, the concept of Growth Centre has
come up with the theme of rapid industrialization at selected centers. Growth
Centre has been selected keeping in view the potential for development and
locational advantages. Provision of the requisite infra-structure.in phases and
well organized attempts of state level agencies to expedite procedural aspects,
has played major role in accelerating pace of industrialization in the state. A
large number of automobile units set up at Pilhampur have earned the growth
center the acronym of “Detroit of India”. In Pilhampur, 135 large and medium
The district-wise distribution of

scale units established, up to March 2003.

large and medium scale industries in new MP is depicted in Table 3.3.

Table 3.3
DTIC — WISE REPORT OF LMI UNITS ESTABLISHED IN
MADHYA PRADESH (Up to March 2003)

S omes [ NepEOTTRvemel ] enptomen
n @ (3) ) 5)
1. | Badwani 4 34817.85 754
2. | Balaghat 8 1794.54 660
3. | Betul 6 1968.41 1263
4. | Bhind - - -
5. | Bhopal 26 21195.61 26919
6. | Chhatarpur - - -
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7. | Chhindwara 18 20678.03 8576
8. | Damoh 4 14647.33 935
9. | Datia 1338.77 215
10. | Dewas 93 77594.65 -21077
11. | Dhar 22 12564.80 1630
12. | Dindori - - -
13. | Guna 6 530440.45 1972
14. | Gwalior 14 62867.72 21928
15. | Harda 2 2049.14 342
16. | Hoshangabad 15 8775.92 3950
17. | Indore 50 54013.54 20400
18. | Jabalpur 15 6254.69 8678
19. | Jhabua 4562.15 632
20. | Katni 51554.14 4546
21. | Khandwa 16 13714.94 10055
22. | Khargone 13 41225.85 5905
23. | Malanpur 61 134421.57 8602
24. | Mandideep 74 69134.16 8091
25. | Mandla 8 4470.78 855
26. | Mandsaur 7 2165.35 1403
27. | Morena 17 26380.95 3327
'28. | Narsinghpur 2625.68 689
29. | Neemuch 12568.00 2904
30. | Panna 1120.60 401
31. | Pithampur 135 105869.35 16371
32. | Raisen 6 5515.00 369
33. | Rajgarh 20 9799.93 3605
34. | Ratlam 23 10177.66 9440
35. |Rewa 12 70633.99 2420
36. | Sagar 1008.72 605
37. | Satna 194910.85 7909
38. | Sehore 11 5162.82 1781
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39. | Seoni 2 1600.00 200
40. | Shahdol 4 7892.00 2195
41. | Shajapur 14 18759.20 1953
42. | Sheopur - - .-
43. | Shivpuri 4 2028.10 667
44. | Sidhi 11 3091.46 761
45. | Tikamgarh 6 2222.96 570
46. | Ujjain 27 38887.37 25195
47. | Umaria - - -
48. | Vidisha 7 2911.60 _ 1219
Total 810 1695416.63 241969

Source: Directorate of Economics and Statistics-M.P

It is evident from the Table 3.3 that there is concentration of industrial
units in Growth Centres of Pithampur (16.67 per cent), Dewas (11.48 per
cent), Mandideep (9.14 percent), Malanpur (7.53 percent) and Indore (6.17 per
cent). In the case of industrial investment Guna (31.29 per cent), Satna (11.50
per cent), Malanpur (7.93 per cent) accounted for a large share. In the
undivided MP, out of the 45 districts only 13 districts were relatively
industrialized  districts. (Raipur, Durg, Bilaspur, Indore, Gwalior
Hoshangabad, Dewas, Ujjain, Jabalpur, Khandwa, Satna, Shahdol, and
Bhopal). In Jabalpur district, the most dominant industry is the generation and
distribution of power. In Bhopal district, manufacture of electrical machinery,
in Ujjain, textiles industry Durg district is for iron and steel industry. Like
Way, the industrial development became concentrated in a few districts Aand
few industries. This leads us to comment that the process of industrialization
in MP is its initial stages, when industries get concentrated only in a few

metropolitan centers.
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3.2.2 Small Scale Industries

During the last two decades, the pace of industrial deyelopment has
accelerated due to the formation of District Industries Centre for guiding and
offering facilities to the entrepreneurs of the small-scale sector. New Industrial
Policy anniounced on 24™ July 1991 has reiterated the importance of the small-
scale sector. Government has announced policy measures for promoting and
strengthening small, tiny and village enterprises on 6™ of August 1991, to
provide further growth to small-scale sector. As per the policy, the primary
object of the small-scale sector is to enable it to contribute to the economy
particularly in terms of growth of output, employment and export. Promotion of
small enterprises remains the crucial mechanism not only to generate large scale
employment and ensure a high degree of self sufficiency but also to actually

help reducing inter district disparities in growth.

It is important to note that due to the policy efforts during the eighties,
substantial growth had occurred in the small scale sector, as can be gauged
from Table 3.4. In fact, the state ranked first in the country in terms of number
of units (12.69 % in 1996-97), the growth rate in enterprises in rural areas of
Madhya Pradesh during the period of 1990-98 was the lowest (0.57%). The
nineties, however, seemed failed to pay proper attention to this vital sector of
industrial development. The neglect is obvious from Table 3.4. Where as
during the 1980s the growth record of small firms was remarkably impressive,
the much hyped reforms era witnessed an insipid growth. The neglect of the
small enterprises is one of the most unfortunate features of Madhya Pradesh
industrialisation during the 1990’s especially at a time when even industrially

advanced nations have realised the tremendous potential of this sector. For
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enlarging employment, it would not be desirable to depend on the corporate
sector or organised medium and large-scale sector. The operation of the
market mechanism in a labour surplus economy shall hardly be able to
humanise the private sector. The emphasis shall have to be shifted to the small
scale industries sector. This calls for a positive role of the state. Up to 2003
there are about 318632 small scale units in the state having total investment of
Rs.1828 crores and providing employment to about 9 lakh persons. The details
are given in Table 3.4
Table - 3.4

Information of Small Scale Industries Registered in M.P.

SLNo. | Financial year Nu{{; bge;; t(;feSdSIs (Il{r;ﬁ:lt?;liﬁg) Employment
L Upto 20934 5431.68 94298
1979-1980

2. 1980-1981 10325 1690.62 31062
3, 1981-1982 11796 2082.65 33787
4, 1982-1983 14425 2277.55 40581
5, 1983-1984 11152 3627.41 37197
6. 1984-1985 11007 2849.95 27104
7 1985-1986 11456 4478.64 32266
8. 1986-1987 11782 6369.41 | 32223
9, 1987-1988 14548 5097.62 34697
10. | 1988-1989 15656 5683.92 36572
1L | 11989-1990 14960 6458.82 34064
12. | 1990-1991 16503 6561.23 42492
13. | 1991-1992 18502 5911.20 47334
4. | 1992-1993 18595 5615.22 43668
15. |  1993-1994 12907 5570.78 32226
16. | 1994-1995 13201 22530.42 33535
17. | 1995-1996 12855 10140.65 32699
18. | 1996-1997 13001 10093.33 35038
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19. 1997-1998 14787 14172.81 | 38250
20. 1998-1999 11592 14498.04 29747
21. 1999-2000 9312 11591.83 27122
22, .2000-2001 8734 7744.38 21805
23, 2001-2002 6338 10697.03 17371
24, 2002-2003 4297 5717.83 12110
2003-2004
25. | (up to February 9967 5975.67 21932
2004)
Total 318632 182868.69 869180
A AGR (%)
1980-1 -1990-1 5.43 26.19 3.34
1991-2-1997-8 - 1.83 12.71 -1.74

Source: Same as Table 2.4

The industrial units facing the challenges of globalization could be
large as well as small. In Madhya Pradesh context, the impact of globalization
on Small Scale Units is of critical concern because the SSI sector is the source
of the bulk of employment in the modern industrial sector. One of the vital
objectives behind fostering SSI development in the country is to initiate
regional economic balance by counteracting or neutralizing as far as possible
polarization of industrial activities within developed regions. Encouraging
SSI development in backward areas ensures maximum utilization of local
resources both human and material and in consequence helps to bridge inter
regional gaps. This sector facilitates the generation of relatively more
employment with relatively less capital investment. The intere_sting question
is its capability to grow under the influence of the ongoing economic reforms.
As the economic reforms are introduced to promote efficiency reduce the
biases in favour of excessive capital intensity and encourage employment-

oriented pattern of industrialization, the promotion of modern small-scale
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industries has special significance. However, as the economic reforms given
room for the greater play of market forces and for the large-scale units to enter
into some of the areas earlier reserved for the small-scale sector, there is
erosion of the advantages earlier enjoyed by the SSI sector. Besides, the spirit
of ongoing economic reforms lies in the reduction of government subsidies.
This works against the interest of the srﬁall-scale units living unaer protection.
More significantly, the liberalization of foreign-trade and foreign investment
policies has put the SSI units to struggle for survival in the vortex of global

competition.
3.3 INTER STATE DISPARITY IN LEVELS OF INDUSTRIALISATION

An inter—state comparison of levels of industrialisation in terms of the
share of value added in factory sector is shown in Table 3.5. (See Annexure
tables for more details) The predominance of only five states (Maharashtra,
West Bengal, Gujarat, Tamil Nadu and Uttar Pradesh), which constituted over
35 per cent of national industrial income in 1960-61, has been maintained all
through. The states, which had already high levels of industrialisation,
continue to occupy the top ranks and the tendency of other states to catch up
seems to be absent. The recent achievers have been Andhra Pradesh and
Rajasthan, and Kerala a remarkable loser. With regard to Madhya Pradesh the
rank remain stagnant over time and value-added has practically remained
unchanged at about 5 per cent in 1980-81 onwards. It is particularly
disappointing to note that with reference to its population base (about 8 per

cent of national total) the state has failed to create a sustainable industrial base.
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Table 3.5

Inter-State Disparity in Levels of Industrialisation: 1960-61 to 1997-98

Share (%) in value added in factory sector

States 1960-61 1970-71 1980-81 1986-87 1997-98

Share |Rank| Share |Rank | Share |Rank | Share |Rank | Share 'Rank

Maharashtra | 26.7 1 [ 268 1 (250 1 238 1 |21.7 1

Tamil Nadu | 7.9 4 | 98 | 4 |103| 3 | 104, 2 | 87 4

Gujarat 105 | 3 9.1 3 195 4 102 3 |92 2
WestBengal | 205 | 2 | 136 | 2 [11.5] 2 7.8 5 6.2 6
Uttar Pradesh | 6.3 6 6.6 5 |63 5 9.1 4 | 92 3

Madhya 24 | 12136 9 50| 7143 9 (55| 9

Pradesh

Andhra

Pradoch 31 | 8 | 40| 8 | 49| 8 | 54| 7 |74 5
Bihar - 65 | 5 55| 7 |42 9 |s6]| 6 (60| 7

Karnataka 32 7 5.7 6 5.1 6 5.0 8 5.5 8

Punjab 3.0 | 10* | 23 | 11 | 3.2 | 11 | 3.1 11 | 3.0 12

Haryana -- - 122 (1212912 ] 29 | 12 | 3.0 11

Kerala 2.7 11 {29 10|33 |10 27 | 13 | 21 14

Rajasthan 1.0 13 | 2.1 13 (28 | 13| 33 | 10 | 35 10

Assam 3.0 9 14 | 14 | 1.1 | 15 | 1.9 | 14 |Neg. | 15

Orissa 0.9 14 |19 |15 | 1.7 14| 16 | 15| 24 13
Source: CMIE (1990) and Annual Survey of Industries 1997-98: Summary Results of

or Factory Sector.

Note:* includes Haryana

Keeping the forgoing findings on inter-state variations in industrial
development as the background we analyse growth trends in the
manufacturing sector in Madhya Pradesh during the post liberalization period.

The period of analysis is limited to 1997-98.
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34 GROWTH TRENDS IN SDP BY MANUFACTURE IN MADHYA
PRADESH

The trends in the level and growth of net domestic product by
manufacture in Madhya Pradesh and all-India are depicted in FIG. 3A. It is
seen that the growth movement was on a stagnant path till mid eighties both
Madhya Pradesh and all-India. While, examining the trends, usually the
numbers for the year 1987-88 are disregarded as that was a period of severe
drought affecting most part of the country. The gap in the growth rates and
levels of NDP (Net Domestic Product) by manufacture between Madhya
Pradesh and all-India is marginal but widened over time.

Indice of manufacturing (1980-81 = 100)
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The annual growth rates in net domestic product by manufacture at
1980-81 constant prices in Table 3.6 clearly shown that, Madhya Pradesh
manufacturing was under stagnation as was the case with all-India. The growth
performance improved in the eighties and it was marginally lower than all-India
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rate. Madhya Pradesh showed further improvement during the nineties by
recording annual growth rate more than to all-India average. However, the

secular growth trend was found to be lower than all-India average

The picture of the pre-liberalization period was different. To generalise,
the growth performance of Madhya Pradesh was clearly better during the post
liberalization era as compared to the pre-liberalization. The empirical evidence
from SDP portrayed undoubtedly a better growth rate of the initially poor
Madhya Pradesh state region during post-liberalization period. But MP growth

rate for manufacturing was always below the national average.

Table 3.6

Annual Growth Rates (exponential) of NSDP by manufacture

(Per cent)
Period Madhya Pradesh All-India
1970-71-1979-80 5.21 5.89*
1980-1 to 1990-91 6.38%* 7.21%
1991-2 to 1996-97 8.68* 9.01*
1980-1 to 1996-97 6.57* 6.87*
1993-4 to 2000-01 7.42 5.35

Source: Calculation using CSO data.

Note: * indicates significant at 5 per cent level.

The findings emerging from analysis of NSDP old (1980-81 prices)
series indicate much improvement in the growth performance of
manufacturing industry in Madhya Pradesh in the nineties representing the
post liberalization as compared to the earlier decade representing the state-led

planning period. However, the growth rate began to slow down towards the
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end of the first phase of liberalization policy. May be there are some intrinsic
shortcomings to the globalisation policy for promoting manufacturing industry
in Madhya Pradesh. Madhya Pradesh did improve its growtﬁ performance
during the post reform period, but taken as a whole it distinctly at a lower rate
as compared to national rate. Now it is useful to know whether it is the
fegistered or unregistered segment of the manufacturing sector that has been
shaping the overall growth trend of manufacturing industry in Madhya
Pradesh. Therefore, we analyse growth rates in NSDP by registered vs.

unregistered segments of the manufacturing sector.

35 GROWTH TRENDS IN MANUFACTURING: REGISTERED V.
UNREGISTERED

In India the manufacturing activity takes place in registered as well as
unregistered sectors. The registered sector consists of units registered under
the Factories Act, 1947. All other units are clubbed into the category of
unregistered sector. Generally, units in the registered sector are relatively
larger in size and use power in the manufacturing operation. And, the
unorganized sector consists of a large number of small units. The relative
importance of these sectors to a large measure depends upon the product-

structure of the manufacturing industry.

In Madhya Pradesh the unregistered sector is seen to have recorded
the highest growth rate during 1991-92 to 1996-97 as compared to earlier
period record (Table 3.7)
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Table 3.7

Annual Growth rate of registered and unregistered Segments (per cent)

Registered Un registered
Period
MP All India MP All India
1980-1-1990-1 7.71 8.29 4.27 6.14
1991-2-1996-7 8.60 10.63 9.24 8.31
1980-1-1996-7 7.02 7.63 587 | . 570

Source: Same as Table 3.6

In Madhya Pradesh the unregistered sector is seen to have recorded
the highest growth rate during 1991-92 to 1996-97 as compared to pre reform
period. The relatively good growth performance of NSDP by manufacture in
Madhya Pradesh in post reform period is due to the relatively good growth
performance of unregistered sector during the reform period. However, we are
not making any conclusion because the data on unregistered units are not
available from the secondary sources and hence no detailed analysis on this
sector is possible. At the same time the analysis of growth trends in the factory
sector (registered) can be possible by using the selected variables like fixed
capital, output, value-added and employment reported in the Annual Survey of

Industries (ASI). In any case, further analysis is confined to factory sector.
3.6 MACRO GROWTH TRENDS IN THE FACTORY SECTOR

The Annual Survey of Industries gives a comprehensive data relating
to the units registered under the Factories Act and constitutes the major source
of information on the factory sector in India and its state-regions. Until 1997-
98 the data related to the large scale units and small-scale units engaged in

manufacturing, electricity, gas, water supply, warehousing, repair services etc
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spread over 25 two digit product groups. Strictly speaking, manufacturing is to
be defined to refer to activities confined to the first 18 two-digit groups of ASI
factory sector. On the basis of the data from ASI summary results for factory
sector the data for manufacturing sector as defined above have been
reconstructed by excluding such activities as electricity, gas water supply,
repair services etc covered under the last seven two digit product groups is
changed in the revised NIC and the ASI has adopted the revised classification

in 1998-99 reports onwards.

We attempt a comparative review of the growth performance of
manufacturing industry in Madhya Pradesh by analyzing growth rates in some
key variables like employment, output, fixed capital, net value-added by
manufacture since the eighties. The period of analysis is chosen in such a way
that it would capture growth trends of the manufacturing industry operating the

policy frahework of liberalization and globalization introduced since 1991.

The basic objective of the analysis is to evaluate the growth behavior
of a backward state in the light of liberalization. The analysis of the growth
behavior of industrial income apparently seems to be a simple and
straightforward issue. However, there is no unique way of examining the
matter. For, there are different sources of data and hence there could be
different rates of growth of the same phenomenon leading to somewhat

different conclusions on the growth behavior.
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Table 3.8
Annual Compound Growth Rates of Key variable in aggregate
Manufacturing in factory sector

(Per cent)
Period M.P All India

Employment

1980-1 to 1990-1 1.53 0.27
1991-2 to 1997-8 2.67 2.62
1980-1 to 1997-8 2.40 1.58
Fixed Capital

1980-1 to 1990-1 14.43 15.10
1991-2 to 1997-8 14.12 19.05
1980-1 to 1997-8 15.36 17.32
Value of Out Put

1980-1 to 1990-1 18.33 15.15
1991-2 to 1997-8 19.25 18.53
1980-1 to 1997-8 19.22 16.71
Net Value-added

1980-1 to 1990-1 14.69 14.36
1991-2 to 1997-8 21.15 19.49
1980-1 to 1997-8 17.74 16.83

Source: Calculated from ASI various issues

Table 3.8 gives the estimated growth rates of some major variables of
manufacturing industry in the factory sector in Madhya Pradesh and all-India.
The comparison of MP’s growth record with all-India reveals that except

capital investment, other variables record a moderate growth rate. To review
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the growth performance of manufacturing sector in MP we note with concern.
Anyway we are not jump into a conclusion that the new economic policy is
promoting the growth stimuli to the manufacturing sector of Madhya Pradesh.
In fact, the evidence from ASI clearly projected the relatively poor
performance of investment in manufacturing industry in MP as compared to
all-India. The reasons could be many include the differences in the
commitment and capabilities for implementation of the respective state
governments. The registered manufacturing segment of the factory sector
during the decades of 80s and 90s grew at a higher rate than national level
aided mainly by the public sector undertakings in iron and steel and electrical
machinery. The share of public sector units is 50 per cent in output and is 80
per cent in net fixed capital. But in the nation’s industrial income MP’s share
is around 5 per cent while MP’s population is nearly 8 per cent of India’s
population and in area the largest one. The increasing share of the industry in
the domestic product is not accompanied by increase in the share of
employment. The employment multiplier of heavy and basic industries has not
been very high and the trickle down effects very limited. One of the main
reasons for the lower growth in organised employment is the slowdown in
public sector employment in the 90s. Public sector employment has actually
declined from 1990-91 to 1997-98 in the state, and impacts growth rates for
organised employment, since its share has been around a third of all organised

sector employment.

In this regard, we have shown in Table 3.9 the relative shares of major
variables of manufacturing of Madhya Pradesh at all-India level. If a
reasonable view is taken the overall picture shows the stagnancy in Madhya

Pradesh position in the country’s manufacturing industry.
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Table 3.9
Relative share of Madhya Pradesh in all India totals of key

variables of manufacture

(Per cent)
Year Fixed Capital | Employment Out put Net value-
added
1980-81 7.04 421 4.01 5.05
© 1981-82 7.72 4.35 4.12 5.43
1982-83 8.14 4.52 4.19 5.73
1983-84 8.56 4.57 4.44 5.09
1984-85 9.23 4.99 5.05 5.09
1985-86 9.08 4.62 4.79 5.86
1986-87 9.01 478 4.82 4.30
1987-88 8.80 4.82 5.20 5.52
1988-89 5.19 4.10 4.76 4.95
1989-90 8.12 5.09 5.29 _ 5.49
1990-91 7.72 5.11 5.25 5.84
1991-92 6.55 4.85 5.17 5.06
1992-93 7.87 5.23 5.82 5.45
- 1993-94 7.19 5.19 5.77 6.07
1994-95 7.50 4.90 5.56 5.67
1995-96 7.21 5,22 6.21 6.84
1996-97 6.33 498 5.77 5.55
1997-98 5.09 4.67 5.36 5.49

Source: Calculated from various issues of Annual Survey of Industries

It is revealed that Madhya Pradesh’s share in the aggregate fixed
capital at all India has declined over time. The movement in the shares of

value added shows constancy. This is a discouraging finding.
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The forgoing analysis has drawn a poor growth profile of the
manufacturing industry in the factory sector in Madhya Pradesh. There could be
variations in the growth stimuli across different industries. The analysis therefore,

seeks to trace growth behaviour at two digit industries in the factory sector.
3.7 GROWTH TRENDS: INDUSTRIES AT TWO-DIGIT NIC

The analysis of growth trends in industries reveals the industrial base
of an economy. The growth behaviour of specific industries could be used to
explain the growth profile of the manufacturing industry.

Table 3.10

Percentage contribution of different industries in total
manufacturing sector in MP (1997-98)

Industry No. of No. of Fixed Value

Group Factories Employees Capital Added Output
20-21 23.64 9.46 3.22 0.45 11.65
22 2.95 2.99 1.03 2.14 1.53
23 10.89 10.71 5.54 5.29 7.34
24 1.06 4.94 4.05 9.07 5.28
25 0.09 0.41 0.02 0.07 0.06
26 0.75 0.36 0.06 0.11 0.08
27 2.03 0.56 0.51 0.45 0.33
28 4.06 3.71 1.25 0.96 1.19
29 0.18 0.38 0.06 0.41 0.45
30 5.57 3.88 8.64 9.85 7.29
31 5.22 2.26 5.61 2.83 3.59
32 11.19 7.20 13.64 6.08 - 6.97
33 8.90 18.34 27.70 47.05 28.19
34 5.99 2.44 0.93 1.03 1.41
35-36 7.79 7.87 2.95 6.21 6.29
37 2.59 3.68 1.73 1.77 2.79
38 0.66 0.38 0.11 0.07 0.08
39 0.87 1.42 0.35 0.99 0.54
40 1.91 17.11 20.72 2.01 11.76
42 0.68 0.58 1.50 4.89 2.06
74 0.33 0.06 0.03 0.02 0.01
97 2.69 1.14 0.24 2.19 1.10
Total 100.00 100.00 100.00 100.00 100.00

Source: ASI 1997-98
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The annual growth rates in output, employment and net-value added

in two digit NIC product groups in the factory sector for Madhya Pradesh is
recorded in Table 3.11

Table 3.11
Growth rate of key variables of NIC 2-digit in the factory sector

in Madhya Pradesh (per cent)

NIC Employment Output Net-value added
1980-1 to | 1991-2to | 1980-1 to | 1991-2 to | 1980-1to | 1991-2 to
1990-1 1997-8 1990-1 1997-8 1990-1 1997-8
2021 -1.36 1.67 23.03 15.09 28.27 -7.50
22 4.47 -8.05 21.25 -2.29 24.65 6.89
23 -3.69 4.92 6.92 45.06 1.40 38.37
24 6.61 6.30 22.94 20.62 23.86 31.15
25 X X X X X X
26 X X X X X X
27 X X X X X X
28 1.70 3.97 12.41 9.15 15.07 4.85
29 - X X X X X X
30 0.34 0.35 13.33 15.75 21.80 23.19
31 22.97 7.37 59.66 38.33 49.48 35.68
32 5.65 -1.23 22.97 11.81 18.95 15.08
33 3.85 9.41 17.22 28.73 10.04 50.06
34 7.58 8.10 23.34 22.40 22.94 13.91
35-36 1.92 1.03 16.81 11.97 15.85 6.25
37 3.21 5.21 30.54 18.89 22.29 21.57
38 X X X X X X
40 -9.39 0.09 7.18 21.16 -2.88 21.08
97 0.25 0.64 19.00 49.61 29.00 46.28

Note: X= negligible

Source: Calculation using data from ASI
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(*2-digit industry codes- (20-21 Food products, 22 Beverages, tobacco etc, 23
Cotton textiles, 24, Wool, silk, manmade fibre etc, 25 Jute and other vegetable
fibre, 26 Textile products, 27manufacture of wood and wood products,
28,Paper and paper products, 29 Leather & products, 30 Basic chemicals, 31
Rubber plastic, petroleum etc, 32 Non-metallic minerals, 33 Basic metal and
alloys, 34 Metal products and parts, 35+36 Machinery & equipment, 37
transport equipment,38 Other manufacturing industries, 40 Electricity,97

repair service )

As regards Madhya Pradesh, the large number of 2- digit product
groups did not record higher growth rate during the post liberalization period
than pre liberalization period. Only five industries, viz cotton textiles, rubber
plastic and petroleum etc. Basic metals and alloys, electricity and repair
services recorded higher output growth rates in the nineties as compared to the
eighties. And the relatively better growth rate in net-value added in the
nineties is confined to six out of these five industries and wool, silk, manmade
fibre etc. From the growth behaviour of output, net value added and
employment observed in Table 3.10 a general conclusion can be made to the
effect that the pro-market liberalization policy has not helped stimulating

higher growth rate in a large number of industries.

The impugnable finding of significant improvement in the macro
growth rate of manufacturing industry in the nineties could be due to the higher
growth rates witnessing the limited range of industries growth buoyancy. It is
also instructive to note that the better performing industries are mainly the ones
producing resource-based metal industries, which do not have the benefit of
providing inter-industry linkages and agglomeration essential for accelerating
modern industrialisation As for the relative growth rate in Madhya Pradesh
compared to eighties the nineties shows that a few non resource-based metal
and mineral industries have recorded better growth performance in nineties.
While, the growth rate of capital goods industries and modern industries has

been relatively high in eighties. Most industries doing well at eighties have been
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growing slow in nineties in Madhya Pradesh. It could be due to the stiff
competition from the liberal import and dumping by the multinational
companies. In the post liberalisation era the local industries found difficult to
survive and they have not been making adequate capital investment. To get

some insights into this statement, the growth behaviour in fixed capital

investment in Madhya Pradesh and all-India are analysed. (See Table 3.12)

Table 3.12

Annual growth rate of fixed capital in Madhya Pradesh and

all-India (2 digit NIC) (per cent)

Madhya Pradesh All India
NIC 2 digit ["71980-1 to 1991-2 to 1980-1 to 1991-2 to
1990-1 1997-8 1990-1 1997-8
20-21 29.98 17.35 15.75 31.75
22 30.29 20.03 21.64 27.01
23 7.63 50.65 10.84 30.61
24 18.03 24.35 18.35 25.79
25 X X X X
26 X X X X
27 X X X
28 7.97 -7.87 12.59 22.65
29 X X X
30 16.18 17.91 13.07 26.47
31 74.87 30.72 23.95 26.98
32 24.44 17.79 24.18 23.34
33 10.13 30.64 14.08 15.05
34 21.89 39.96 16.70 26.45
35-36 15.80 13.53 16.45 18.38

37 25.25 16.17 12.38 23.38
40 1.56 0.68 14.24 12.53
97 15.92 37.90 3.14 25.59

Notes and source as in Table 10
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It is observed that only four industry groups viz. 23 (Cotton textiles),
34 (Metal products and parts), 33 (Basic metals) and 97 (repair services) has
had the benefit of higher growth rater in fixed capital investment in Madhya
Pradesh relative to national averages. The growth rate of fixed capital in
electricity was only 1.56%. This may be due to the disinvestments in power
sector in 1987-88. While examining the trends if we omit that year the growth
rate of power sector in fixed capital was 18.42 per cent. Because of the severe
drought virtually state didn’t made any investment during that period. By
inference, the relatively poor growth rate of fixed capital could be an
important factor for the slow growth profile of manufacturing industry in
Madhya Pradesh. Madhya Pradesh could not attract sufficient capital
investment and could not achieve a growth rate equal to or higher than all

India in the manufacturing industry during the post liberalisation period.

What were the impediments for the growth of the state industrial
sector? We will examine this elsewhere in the study. Meanwhile, we close
here the discussion on the product wise growth performance of “the

manufacturing industry in Madhya Pradesh.
Conclusion

This is not an exhaustive analysis aimed at looking at all aspects of
industrial growth of the state. In order to arrive any conclusion}one needs to
look into supply side constraints like infrastructure, power, éredit etc and
demand side factors are also to be considered. It is to be noted that MPs
position in the industrial map of India come down, one reason is the decrease
in the share of fixed capital, the other point to be noted here is that the share of

value added from the state has remained stagnant (5 %) over two decades.
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This is a matter of concern for policy makers. This may be some
‘unfavourable’ factor; specific to the state region must have relatively reduced
the rate of capital accumulation, which in turn affects the relative growth of

manufacturing industry.

On the whole, it seems that the industrial growth rate has been
relatively high in the pro liberalisation period as compared to the command-
planning environment in Madhya Pradesh. It is the net outcome of the
remarkably high growth rates in a few and depressingly low growth rates in a
lérge number of product groups in Madhya Pradesh. And other finding is that
only two industries namely basic metal and alloys and repair services showed
a high growth rates during the period of study. The growth stimulating effect
of the pro liberalisation policy varies across industries and how the general
growth profile of a particular state-region shaped would depend upon the types

of industries in its industrial structure.

The registered manufacturing segment of the factory sector during the
decades of 1980 and 1990 grew at higher rate than the country’s factory sector
aided mainly by the public sector undertaking in iron and steel and electrical
machinery. The Bhilai Steel Plant at Bhilai, BHEL at Bhopal, is the very large
unit accounting for a major chunk of output and capital investment. To put in a
general growth perspective, region specific factors also exert a profound

influence on the growth behaviour of manufacturing industry in a state region.

In a sense, the deficiencies of P in overhead facilities arise out of the very
backwardness of the state; since the availability of transport skills and
entrepreneurship is itself a function of the level of industrialisation. To break

this vicious circle it is necessary to tackle both ends of the problems
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simultaneously. Full advantage should be taken of the possibilities of major
industrial expansion in existing activities as well as along new lines, for which
the region has economically justifiable claims. Investment in overhead
facilities to enable the state to benefit from the immediate opportunities should
be accorded first priority and at the same time any surplus resources that may
be available should be spent in increasing and strengthening similar facilities

in other areas of potential development.

We will attempt the empirical verification of the above stated
propositions, relating to structural and region specific factors affecting the
growth behaviour of an industry, in the preceding chapter. Meanwhile, the
discussion in this chapter is closed by reiterating the ambiguity in the findings
on the development pattern of the manufacturing industry in MP reflected in
Qifferent source of data and pleaded to find an alternative growth estimates

presented in the study.
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Annexure III
Table 4.B

Percentage shares of selected States in Employment

Year 11\42((112’1? Mabharashtra | Gujarat ;a;gill ?r 1;211161;;11
1980-81 421 17.33 9.06 2.66 8.63
1984-85 4.99 15.95 2.62 11.23 8.68
1990-91 5.11 15.18 8.27 11.79 10.19
1992-93 . 5.23 14.73 8.34 12.27 10.74
'1993-94 5.19 15.11 8.73 12.72 10.03
1994-95 4.90 14.49 8.49 12.64 11.53
1995-96 522 15.11 9.52 12.32 11.84
1996-97 498 14.99 8.74 12.76 10.49
1997-98 4.69 14.89 8.72 12.89 11.91
1998-99 3.51 16.23 9.50 13.09 10.08
1999-2000 3.28 14.89 10.07 13.51 11.14
2000-01 3.17 14.68 941 14.22 11.36

Source: Calculated from various issued of ASI

Table 4C

Percentage shares of selected States in Fixed Capital

. Tamil Andhra

Year 11\42?12:1? Maharashtra | Gujarat Nadu Pradesh
1980-81 7.04 15.97 8.98 6.82 6.09
.1984-85 9.23 16.00 8.98 7.19 5.76
1990-91 7.72 16.58 9.80 8.52 11.80
1992-93 7.87 16.56 10.07 8.06 10.35
1993-94 7.19 17.36 10.68 8.84 991
1994-95 7.50 15.63 10.05 10.00 8.99
1995-96 7.21 16.77 16.27 8.72 6.99
1996-97 6.33 18.75 12.83 8.90 6.74
1997-98 5.15 17.96 15.31 8.30 7.15
1998-99 4.48 14.53 17.76 9.02 6.60
1999-2000 4.14 17.52 16.57 9.33 6.75
2000-01 3.52 16.90 18.04 9.37 6.59

Source: Calculated from various issued of ASI
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Table 4D

. Percentage shares of selected States in Value-added

Year Igllrzg}elzﬁ Maharashtra | Gujarat 11:12::113 ﬁ; 2?12;?1
1980-91 5.05 25.03 9.55 10.31 4.89
1984-85 5.09 23.01 10.30 11.38 6.92
1990-91 5.84 23.30 8.67 11.25 5.79
1992-93 5.48 22.75 11.28 10.25 6.03
1993-94 6.07 24.43 10.66 11.18 5.55
1994-95 5.67 22.00 11.39 10.78 7.01
1995-96 6.84 23.66 12.64 10.23 7.03
1996-97 5.55 21.21 12.27 1020 5.81
1997-98 5.97 21.39 11.56 8.84 6.01
1998-99 3.05 21.52 12.99 9.38 5.50
1999-2000 3.75 22.32 12.44 9.55 5.88
2000-01 4.32 21.77 11.74 11.51 6.18

Source: Calculated from various issued of ASI
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CHAPTER 1V

INDUSTRIAL STRUCTURE OF MADHYA PRADESH

The Industrial Scenario of India underwent a drastic -change in the
mid- 1980s with the first phase of liberalization. The new economic policy
introduced in 1991 is expected to provide a further boost to the industrial
sector. After this crucial period, many state governments have come out with
industrial promotional policies, especially through foreign direct investments.
At no time in the past was there such competition among the states to attract
investments from the private sector. The incentives were tax concessions,
subsidies and special incentives for setting up industries in backward areas. To
understand this new consensus of private industry led growth of the secondary
sector; one has to analyze the past trends on the growth and structure of
manufacturing sector at a disaggregated level. However, without discerning
the trends over the years at industry level, any growth strategy, propelled by

private investment, may be unduly optimistic.

Before understanding what an ‘industrial structure’ is, we have to find
out the meaning of ‘industry’ and ‘structure’. The term ‘industry’ refers to
portmanteau containing assorted things. It contains mining, manufacturing
electricity generation and other industrial activities of these, the major one is
manufacturing. This conventionally implies the transmission of material
objects with the help of technology, capital and labour in order to add utility or
value. Others like mining and electricity aid the process of manufacturing or
value addition. An industry is a location specific concept. The availability of
only mineral resources, land, water and power will not ensure the right kind of

people for industrial venture.
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The growth performance of an industry has a close relationship with
its structure. The industrial structure of national output and productive
resources is a key aspect of an economy, in the process of growth. Because it
permits as to observe the impacts of the advance in technological knowledge,
the differential response of demand to increased productive capacity, and rise
in per capita income and the shift in the size and location of groups in society

association with the different industries.

The term ‘structure’ has different connotations. Generaily, it refers to
a system composed of various elements. Structure describes the characteristics
and composition of markets and industries in an economy. At its most
5ggregated level, it relates to the relative importance of broadly defined
sectors of the economy. Here the focus is on the relative size of the primary
secondary and tertiary sectors. Secondly structure can refer to the number and
size distribution of firms in the economy as a whole. Structure also relates to
the importance and characteristics of individual markets within the economy.
The industrial structure can be defined in another way i.e., “the relative
importance of individual industries or groups of industries with in an
economy”. Industrial base of an economy can be derived from the concepts of
location quotient and coefficient of specialization or statistical methods of
central tendencies measuring concentration or dispersal of industries in the
manufacturing sector of the states. It needs to emphasis that the policy regime
has an impact on the industrial structure in its various dimensions. For
example, the product structure of the industry under liberalization-policy is
formed by the consumer’s taste and market forces and could be different from
under the command and controlled policy regime, which regulates the product

and production capacities according to plan priorities. Similarly, the
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liberalization implies privatisation leading to a reduction in the share of public
sector in the industry structure. The structural changes being brought by a shift
n the policy-regime towards economic liberalization could have different
mpact on the growth of the industry sector in different states, depending upon

the difference in the historical sociological and economic conditions.

The industrialization in Madhya Pradesh started with setting up of
public sector enterprises like Bhilai Steel Plant, Bharat aluminium Company
ltd, Korba, Bilaspur, Bharat Heavy Electrical Ltd Bhopal, Telecom Factory
lbalpur, security Paper Mill in Hoshangabad, Currency Printing Press at
Dewas, News print Mill at Nepa nagar, Alkaloid factory at Neemuch, Indo-
Burman Petroleum Company etc. In the context of the ongoing economic
lberalization, this seeks the privatization and assigns a significant role to the
fee market forces and the private sector for industrial development. The
dmamism of the state is reflected in the fact that it was the first state in the
wuntry to abolish Octroi first to go into fibre optics technology and the first to
evelop a toll road opening up infrastructure development to the non-
gvernment sector. In the industrialization pattern of Madhya Pradesh
fiscussed in the previous chapter we have noted that industrial development of
Madhya Pradesh has not been impressive enough even during the post-
lberalization era. A logical question comes up here. What explains the
tltively not high, more aptly the relatively poor performance of the
mnufacturing industry in Madhya Pradesh? This is the basic question that

tmains to be explored in the study.

Perhaps, there is no single answer to the question. The performance

“failure” could be the result of the interaction of a complex set of external and
.
l

|
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systematic constraints on demand and supply sides of the factors-structural as
well as region specific-that influence industrial growth. Generally growth
theories hold the view that intra-sector as well as inter-sector relations are vital
ingredients in economic growth, which is the outcome of a set of inter-related
changes in the economic structure. Thus, industrial growth and structure at the
state level has to be analyzed at disaggregate level in order to evaluate

industrial policies and potential for growth.

Under these circumstances, the biggest challenge for the government
and industry is to mitigate if not avoid, the hardships caused due to the decline
in production and yet make the industry resilient to face global challenges
tirown upon due to the new policy framework. Despite major strides made in
industrial development particularly during the last two decades, Madhya

Pradesh continues remain a backward state.

Moreover the formation of Chhattisgarh on 1* November 2000 divided
Madhya Pradesh into two parts. Madhya Pradesh lost its land area, but also its
natural resources and revenue and this will have a negative effect on the growth
of the state that had started moving on the path of economic réforms. It will

affect the industry and thereby the income and output in the state.
41 Structural Diversification of the Growth Pattern

An important economic indicator for evaluating the over all growth of a
sate is the State Domestic Product. A study of the sectoral composition of the
fate income throws light on the relative position of different sectors like
griculture mining industry and services. It also provides a general frame of

eference for studying changes in the contribution of various sectors to the total
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fate income. In other words, it enables as to measure the structural changes
xhieved and concurrently indicators the sectors that need to be given a fillip for
fwther development. The importance of different sectors in the economic life
of a country or region may be gauged by their contribution to the national
ncome in industrially advanced countries; the contribution to the primary sector
o the national income is relatively less than that of the secondary sectors and
be tertiary sectors. On the other hand, the contribution of the primary sector is

nore than that of the other sectors in under developed countries.

Great changes in the industrial structure should normally get reflected
nfundamental changes in the economy. To examine this it is useful to divide
beeconomy into three sectors, primary secondary and tertiary, which are inter
thted and largely complementary to each other. The primary sector
ariculture, forestry, fishing, mining and quarrying) provides the basic
applier for all industrial activities in the form of food for all living being. A
1gh contribution by the tertiary sector is generally taken as an indication of

adustrialization.

Table 4.1
Percentage Distribution of Different Sectors in Madhya Pradesh and

India to the Total Income at Constant prices: (1980-81)

Madhya Pradesh India
Year

Primary | Secondary | Tertiary | Primary | Secondary | Tertiary |
%80-81 | 55.63 18.36 26.01 41.30 23.00 35.70
990-91 | 48.51 20.87 30.62 34.08 26.65 39.27
6-97 | 46.32 21.24 32.44 28.69 27.72 43.59

wrce: DES Bhopal
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We begin by looking into the importance of primary, secondary and
trtiary sector in total income of the State and the Country given in Table 4.1.
The share of the primary sector in MP, which was 55.63 in 1980-81 declined
046.32 in 1996-97. As compared to this, the share for India, over the same
points of time, was 41.30 and 28.69 respectively. Thus, the importance of
yriculture is getting reduced at a faster rate in Indian economy than Madhya
Pradesh. However, both in India and MP, the primary sector still constitutes a

ignificant proportion of the nationalincome.

The secondary sector in MP contributed 18.36 per cent of SDP in
1980-81, 21.4 in 1996-97. The corresponding share in Indian economy was 23
nd 27.72 per cent respectively. Over the period of 17 years, the 7.54 per cent
mnual average growth rate of the share of secondary sector was remarkably
lower in MP than the 11.04 per cent growth rate of Indian economy. The share
of tertiary sector in MP was 26.01 per cent in 1980-81 increased to, 32.44 per
ent in 1996-97. As compared to this; the share was 35.70 per cent and 43.59
per cent respectively in India. Over the period of 17 years, the share of tertiary
sector in MP increased at the annual rate of 8.59 per cent, which was below

the groth rate of 11.26 per cent of Indian economy.

111 Changes in sectoral distribution of workers

From the view point of structural analysis in an inter-regional
famework a noteworthy feature of Madhya Pradesh is that the proportion of
work force engaged in agriculture is the highest in the country. Here we
samine diversification in terms of shifts across broad sectors in rural areas for
the period 1983 to 1999-00. Diversification of rural livelihoods is important

for several reasons. At the economy level, the demographic pressures on land
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have been increasing significantly in the state. With its share of around 35 per
cent in GDP, agriculture and allied activities has to bear the burden of 75 per
cent of rural workers. Therefore, labour productivity has been low in
agriculture. Urban areas have their own problems of demographic pressures.
As a result, rural non-farm sector becomes an escape route for agricultural
workers. In order to increase wages in agriculture and to shift the workers to

more productive areas, rural diversification is almost the only avenue open.

While examining the trends, the per cent of workers in primary sector
in rural Madhya Pradesh has been much higher than that of all India rural in
1983 and for all subsequent years for which data is presented. The gap
between the shares of primary sector workers in rural India to the share in
rural Madhya Pradesh has also been higher in the 1990s.than in the 1980s.
This shows that the change in workforce diversification has been much faster

in other parts of India than has happened in Madhya Pradesh.

Table 4.2

Broad Sectoral Distribution of Workers in Rural MP and India

Year Rural Madhya Pradesh Rural All India
1983 Primary | Secondary | Tertiary | Primary | Secondary | Tertiary
90.7 4.8 4.6 81.6 9.0 9.4
1987-88 | 879 6.8 5.3 78.9 11.3 10.3
1993-94 |  90.4 4.5 5.1 78.2 10.2 11.6.
1999-00 | 87.5 5.8 6.9 76.1 11.3 12.6

S'ource: NSS Rounds

There has been a gradual expansion of the tertiary or service sector in

Madhya Pradesh, with manufacturing related activities growing very gradually
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in rural Madhya Pradesh (See Table 4.2). In fact secondary sector share of
employment even dropped between 1983 and 1993-94, only to pick up from
then to 1999-2000. The per cent of workers in secondary sector in rural
Madhya Pradesh was 4.8 per cent in 1983 and 5.8 per cent in 1999-00. That in
all India it increased from 9 per cent to 11 per cent during the same period. In
1983, the tertiary sector’s share in the state was half of that of all India and has

remained so even today.

Although the structure of the economy has undergone some
transformation marked by decline of the primary sector and an increase in the
share of the secondary sector is largely accounted for by construction and
manufacturing, the share of the power sector in the state SDP is relatively very
small. (See Annexure Table 4A). But in the early 90s the picture was different.
Madhya Pradesh has no power shortage in the early 90s. Due to the
government policy and partition now Madhya Pradesh is fa;:ing an acute
shortage of power. This in fact will affect the industrial sector. 35.66% of the
total power generated in Madhya Pradesh comes from Chhattisgarh region.
23.86% of it is distributed in the region itself and the remaining 11.80% is
distributed to the rest of the State. Madhya Pradesh now has to purchase this

power from the State of Chattisgarh.

Hotel industry has also the same destiny. Hotel industry in Bhopal the
capital of Madhya Pradesh has estimated a loss of about 40 percent of its
business on account of the formation of Chhattisgarh State. We can see this
impact from the Annexure Table 4.A clearly. Chhattisgarh is known as the
“rice bowl of Madhya Pradesh”. Now Madhya Pradesh has to'buy rice from

the new State. 27% of Madhya Pradesh’s total production of tendu leaves
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comes from the forest of Chhattisgarh and it brings to Madhya Pradesh,
revenue to the tune of Rs 39 crores. Based on the rich forest resources, about
10,000 Small Industrial Units are functional in the area, are now in the new
State. So after 1% of November 2000 Madhya Pradesh underwent a drastic
change. The region with high potential investible resources, with low PQL
index and poor human capital resource endowment provides the required
market as well for the growth of manufacturing activities. The performance of
the regions manufacturing sector is relatively poor. How does one explain this

relative backwardness of the manufacturing sector in Madhya Pradesh?
4.2 Chariging Industrial Structure of Madhya Pradesh

The industrial history of various countries reveals that regional
inequalities tend to decline as development proceeds (Williamson, 1965).
Logically it would happen if (a) developed regions stop growing and
backward regions do grow, (b) developed regions grow at a slower pace than
the backward regions and (c) developed regions encounter a declining phase,

whereas undeveloped regions remain even stagnant.

These phases might be witnessed owing to a variety of reasons, such
as industry mix of the regions, existing technological linkages and operation of
some behavioral factors at regional levels. Government intervention with the

market forces is also likely to influence the pattern of growth.

‘The set or sets of industries developed in a region’ may be defined as
the industrial base of the region. This definition of an industrial base is useful
for understanding the economic structure of a regional economy and for

making inter-regional comparisons. In order to understand the industrial
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Cno\o\k(b
structure of the state/regions we can use location quotients and specialization
coefficient technique. Location quotient is a measure of relative regional
concentration of a given industry compared to national magnitude, which
provides the basis for a qualitative judgment about the ‘structural base ‘of the
regions industrial economy. The industry with high ‘location quotient

((LQ =1)constitute the industrial base of the region. If the quotient of

industrialization in a region is greater than unity, it may be interpreted to mean
that the region has a higher share of industrialization than it should have on the
basis of its population. Conversely, the quotient value of less than unity in a
region indicates a low level of industrialization i.e., the region has less than its

due share on the basis of population.

To see whether the overall industrial system has a concentrated or a
diversified pattern, the concept of coefficient of specialization can be made
use of. If the given region has a proportionate mix of industrial identical with
the national system, the value of specialization will be zero. In contrast, if all
industrial employment of the region is concentrated in a single industry its
value will be unity. Changes in the value of specialization coefficient across
regions and between different times periods will reflect the degree of
industrial diversification achieved in the given region. A less diversified
structure in a region is likely to ease a growth rate pattern somewhat different
from the nation. In the words of Professor Surgent Florence “ Location of an
industry may describe any one of four structural situations.. The unequal
density on the land of the total industrial population somewhere: the

localization of particular industry anywhere measured by the coefficient of

by the location quotient of that industry in that place”.
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Since our analysis starts on 80s, here we briefly explain the industrial
structure of Madhya Pradesh in the early 60s and 70s. In the early seventies
six major industries namely, generation and distribution of electricity, iron and
steel, electrical machinery paper and paper board, cement and textiles,
accounted for 76 per cent of fixed capital, 64 percent of total employment in
industries 66.4 per cent of total output and 78.73% of total value added by
manufacture in the state (Table 4.3). Iron and Steel industry occupied first
rank in respect of value added and total output and its relative share in the
state total of fixed capital and employment increased appreciably. The
industrial core of the economy of the state seems to consists of electric power,
iron and steel, manufacture of electrical machinery and equipment, paper,
cement and textile, with iron and steel occupying first rank in respect of value
added and electrical machinery occupying second rank in terms of percentage
of value added in the state. Textiles although has lost its relative position in
respect of fixed capital, still occupies first rank in respect of its percentage
share in total employment in industries of the state. Compared to 1960, the
dominance of six major industries in the state has increased considerably. If
we take only three of the six industries we find that in seventies iron and steel,
generation and distribution of power, manufacture of electrical machinery and
equipment, accounted for 66.77 per cent of fixed capital 34.25% of total
industrial employment 42.7% of total output and 53.5% of total value — added
by manufacture in the State. These three industries being capital intensive had
lower share in total employment in the manufacturing sector. Thus there has
been some reshuffling in the relative position of important industries in the
state. The textile industry is one of the lagging industries in the state,

registering a decline in employment per factory and slow growth of fixed
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capital per factory. Even among the six dominant industries, the fast growing
are three, namely, iron and steel, electrical machinery and equipment and
power geﬁeration and distribution. These industries have increased their
relative capital intensity on the basis of criteria of value added per employee

and the share of wages in value — added.

Table 4.3
Relative position of six major industries in Madhya

Pradesh in 1960 and 1974-75

Fixed Employment Output Value

Industry capital added
1960(1974-5|1960 [1974-5{1960| 1974-5| 1960 | 1974-5
Electricity 16.7| 3438 | 1.8 | 1428 | 2.8 | 5.6 | 43 | 9.09
Iron &Steel 1912714 5 |12.60|0.51] 26.29 | .05 | 28.39

Electrical machinery | 1.7 | 525 | 1.6 | 7.36 | 0.9 | 10.84 | 2.4 | 15.83
Paper& Paper board | 0.9 | 4.50 {2.39| 2.84 | 0.8 | 5.03 | 0.8 | 6.20

Cement 791239 | 3.0 3.09 |43 | 436 | 4.6 | 4.26
Textiles 8.1 | 2.37 |39.1|30.02 {26.0| 14.28 | 35.3 | 14.98
Total 36.2|76.03 { 48.3 | 64.62 [35.3| 66.40 |47.15| 78.37

Source: Calculated from ASI

An analysis of Madhya Pradesh’s industrial base in relation to that of
the nation as a whole can be identified; by using economic base étudy concepts
and it may shed some light on the role of industrial structure in shaping its
growth rate. The divergence in the growth rate between Madhya Pradesh and
the whole country may be due to significant difference in the industrial mix. In
a more common parlance, the industrial structure hypothesis can be advanced to

explain regional differentiation process in the context of Madhya Pradesh.
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Viewed in that framework, the slow pace of industrialization in Madhya
Pradesh and its divergence from the national pattern may be due to weak inter-
industry linkage and a lopsided industrial structure. An analysis of the
industrial base in Madhya Pradesh in relation to all — India may therefore shed

some light on the influence of the industrial structure in shaping the growth rate.

The study of regional growth patterns in India showed that the
development of a capital goods and demand based industries (footloose) is
confined either to developed states or where heavy central public sector
investment has been made. Madhya Pradesh belongs to the second category.
Analyzing the limited success of this second category a representative of the
Ministry of Industry has stated before the Estimates Committee of Parliament;
“it is a fact that despite large central investment, the industrial development of
some of the states had not taken place. It appears to be a fact that the type of
industries which have been taken up in the Central Sector haye necessarily
been of the kind which did not have the forward and backward linkages, like
steel or coal or some of the heavy fertilizer projects etc”. Basic metal and
alloys are-the dominant industries in Madhya Pradesh. May be they are not

making any linkage effect in industrial sector.

We have noted above the core industries of Madhya Pradesh in 1960s
and 70s. The coefficient of localization, as stated earlier, is a measure, which
gives a precise degree of the localization of any particular industry in a
place/district/region. This statistical index of localization measures the local
concentration of a given industry and compares it with the distribution of

industries as a whole (Table 4.4).
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Table 4.4

Coefficient of localization of major industry groups 1961 1971 1981

Coefficient of location

Industry groups

1961 1971 1981
Agro based 0.3983 0.4482 0.3815
Forest based 0.4141 0.6447 0.5523
[ron and steel and metal industries 0.4251 0..6995 0.7436
Cotton textiles 0.1694 0.4486 0.3927

It may be observed from the table that cotton textile industries had a

lower coefficient than the other groups of industries in all the years, indicating

that cotton textiles industries are more evenly distributed in the districts than

the other type of industries. Iron and steel and metal industries have a highest

coefficient indicating that these were confined to a few districts without being

distributed fairly in the different districts of the state.

Here we trace the industrial structure of 80s and 90s of manufacturing

sector in Madhya Pradesh. As structural changes do not take place every year,

we limit the analysis to 2 digit product groups at two points of time say 1984-

85 and 1997-98.
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Table 4.5

Industrial contribution of Madhya Pradesh 1984-85 — 1997-98

(Percentages to respective all industries total)

0Old NIC Employment |Net Value-addéd
Code | Industry
' 1984-85|1997-98|1984-95[1997-98
20-21 Food Products 7.99 9.46 2.63 0.45
22 Beverages 3.86 2.99 1.88 2.14
23 Cotton Textiles 13.35 | 10.71 3.86 5.29
24 Wool, Silk and Synthetic Fibre 2.98 4.94 2.72 9.07
25 Jute Textiles 0.49 0.42 0.19 0.07
26 Textile Products 0.30 0.36 0.02 0.11
27 Wood & Wood Products 0.79 0.56 0.57 0.45
28 Paper & Paper Products 3.29 3.71 3.82 0.96
29 Leather & Fur Products 0.34 0.38 0.11 041
30 Chemicals & Chemical Products 3.49 3.88 5.25 9.85
3] Rubber, Plastic Petroleum and Coal 0.49 296 129 283
Products
32 Non-metallic mineral products 6.90 7.20 12.89 | 6.08
33 Basic Metal and alloys 25.07 | 1834 | 3235 | 47.05
Manufacture of Metal products and
34 parts except machinery and 1.17 244 1.36 1.03
Transport
Non-ele. Machinery
35-36 Electric Machinery 7.69 7.87 | 16.02 | 6.21
37 Transport equipment 1.69 3.68 1.07 1.77
38 Other manufacturing Industries 0.07 0.38 0.04 0.07
40 Electricity 18.23 | 17.11 | 13.73 | -2.01
97 Repair services 1.23 1.14 0.37 2.19
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Table 4.6
Industrial base of Madhya Pradesh 1984-85 — 1997-98

Oold Employment Net Value-added
NIC Industry 1984-85 [ 1997-98 | 1984-95 ] 1997-98
Code LQ | 1Q | 1Q | 1Q
20-21 {Food Products 0.63 0.70 0.33 0.06
22 |Beverages 0.86 0.49 0.85 0.87
23 |Cotton Textiles 110 | 124 | 059 | 1.56
24 |Wool, Silk and Synthetic Fibre 0.86 1.38 0.80 3.00 |
25 |Jute Textiles 0.13 0.19 -0.11 0.09
26 |Textile Products 0.21 0.10 0.02 0.05
27 |Wood & Wood Products 0.83 0.74 1.14 1.96
28 |Paper & Paper Products 0.89 1.09 1.08 0.43
29 |Leather & Fur Products 0.39 0.31 0.16 0.56
30 |Chemical and products 0.21 0.49 0.43 0.70
31 Igi)b(})uecrt,sPlastic Petroleum and Coal 0.54 0.65 0.26 0.57
32 |Non-metallic mineral products 1.32 1.61 2.70 1.71
33 |Basic Metal and alloys 295 2.73 3.63 3.70
B el e ) 047 | 07 | 038 | 032
35-36 gﬁg;}:%ﬁ;ﬁgy 166 | 087 | 197 | 054
37 |Transport equipment 0.26 0.66 0.15 0.28
" 38 |Other manufacturing Industries 0.08 0.26 0.03 0.05
40 [|Electricity 1.59 1.57 1.07 | -0.11
97 |Repair services 0.54 0.73 0.26 4.47

Source: Calculated from Annual Survey of Industries.

Having identified the dominant industries the rest of the analysis will
deal only with these industries. To begin with, let as examine the relative

shares of the different industry groups in total industrial employment
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originating in Madhya Pradesh’s factory sector in 1984-85 (See Table 4.5). A
major portion of the industrial employment in Madhya Pradesh is accounted
fpr by Basic Metal and alloys (25.04 per cent), electricity (18.23 per cent) and
textiles (13.35 per cent). Other sources of employment include food products,
non metallic mineral products and electrical machinery. In 1997-98, the
liberalization period major portion of the employment is accounted by basic
metal and alloys (18.34 per cent), electricity (17.11 per cent) and cotton
textiles (10.71 per cent) other industries are food products, electrical
machinery and non metallic mineral products. After twenty-three years (1974-
75 to 1997-98) the employment structure remains constant. The picture is
different if industries are ranked on the basis of value added. The importance
of cotton textiles declines (3.86 per cent) and that of non-metallic mineral
products (12.89 per cent) and electrical machinery (14.25 per cent) increases
signiﬁcanﬂy. Only the engineering industries give an impetus for
improvement. The non-commodity sectors are contributing a major portion to
the economy. The commodity producing sectors are contributing very less. In
1997-98, in terms of value added the core of industrial base consists of basic
metal and alloys (47.07 per cent), chemical industries (9.87 per cent), wool
silk and synthetic fibre (9.07 per cent) electrical macflinery (6.21 per cent),
non-metallic mineral products (6.08 per cent) and cotton textiles (5. 29 per
cent). The industrial base consisting of few engineering goods industries of the
eighties have seen changed over time to few non-resource based industries in
nineties. Electrical machinery and non-electrical machinery lost its location
advantage in liberalization period, more than that electricity lost its value
added advantage also. During the liberalization period, wool silk and synthetic

and repair services got locational advantage. (Table 4.6)

106



In a multi-regional economy with mobility of factor inputs the
industrial composition of a regional economy will have a .tendency to
specialize in certain activities depending upon its natural resource base,
localization economics and the local demand base. Yet, inter-regional balance
will require a diversified industrial base for each region in order to ensure the
required growth stimuli through inter-industry linkages and agglomeration

economies.

As the process of industrialization gains momentum one expects the
industrial base of the region to get diversified, and the share of the agro-based
industries to fall. In this context, the trend in Madhya Pradesh’s industrial
structure was not encouraging. In 90s we have seen a concentrated industrial
structure with lack of a fair share in capital goods industries in MP. So we can
conclude like this: one of the reasons for the industrial backwardness of
Madhya Pradesh is lop-sided industrial structure. This is evidenced by the
dominancy of single industry; basic metal and alloys. Industries such as wool,
silk and synthetic fibre, basic metal and alloys etc show a positive impact of
economic reforms on their performance in the post liberalization period.
Nonetheléss, the performance of non-metallic minerals, electrical machinery

and electricity deteriorated further during the post liberalization period.
4.3 Structural Ratios and Technical Coefficients.

In order to comprehend the nature of industrial backwardness of the
state it will be useful to examine some of the structural ratios and technical
coefficients in the factory sector (2 digit level) at both state and national levels
(Table 4.7). We begin with the capital labour ratio, (fixed capital per

employee) which reflects the capital intensity and note that the industrial
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system in Madhya Pradesh is dominated by capital-intensive industries as
compared .to all India. The capital out put ratio (fixed capital per unit of value
added) however is high in the overall industrial system and particularly in food
products reflecting poor capital productivity in the region. Specialized
industries in the region, (except non metallic mineral products) however, show
lower capital output ratio indicating relatively higher capital productivity to
their all India counter parts. The pattern is more or less same when capital
productivity is measured by the ratio of fixed capital per unit of gross value of
output. The differential between the state and the country however is narrow.

The product-mix of the state perhaps explains the difference.

If capital output ratio is found high in a region as compared to all
India in a.given industry that region is generally regarded to have locational
disadvantages for that industry. Based on that logic, the crucial industries,
(20-21, 31, 32, 34, 37, 38) inadequate development can be explained in terms
of region-specific factors. The last 3 industry groups are engineering goods
industries. To the extent the engineering industries are foot-loose in character
and that there is national freight equalization for major raw materials of the
engineering industry, the inadequate development of these industries in the
region is not easy to comprehend. Without a strong engineering base, inter
industry linkages are minimal and hence capital productivity is i)oor. Further,
the lower capital productivity reflected in the high fixed capital to value added
ratio in the region may have been due to regional differences in technology
levels and product-mix patterns. The cost of creating one job means the fixed
capital per employee. This is the indicator of capital intensity of the industry.

The capital labour ratio suggests that the state is dominated by more capital-
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intensive industries as compared to all-India. The industries with high capital

intensity include groups such as, 23, 27, 32, 42 and 97.

Generally, labour productivity gets reflected in the ratio of value
added per employee. The food products and some engineering goods
industries labour productivity is below the national level. In any case, labour
productivity by itself is an incomplete-criterion unless it is related to wage
rate. Overall, Madhya Pradesh’s industrial system is placed high as compared
to all-India in relation to average wages per worker. Lower wages per worker
is seen textiles, rubber and petroleum products chemical products and some
engineering goods industries. The wage rate is much higher than the national
average if all industries are taken. In theory, some interesting relationship
exists between the wage rate and labour productivity. In a comparison of
regional structure with all-India, industries can be identified in the following

typology of wage — productivity relationship.

(a) Wage rate is higher and labour productivity is higher
(b) Wagé rate is lower and labour productivity is lower
(c) Wage rate is higher but labour productivity is lower

(d) Wage rate is lower but labour productivity is higher.

As far as the factory sector data show, Madhya Pradesh’s industrial
system overall is characterized by higher capital intensive higher labour
productive and higher wages as compared to all India. A situation of higher
wage rate is seen generally in the industries having higher labour productivity.
The complex situation of higher wages coexisting with lower productivity is
seen confined to food products, and paper and paper products. An exploitative

situation of lower wage rate with higher labour productivity is found limited to
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water supply and repairs. It must be emphasized that the general pattern of
wage-productivity relationship in the region’s engineering industry (basic
metal and alloys, metal products, electrical machinery products) is
characterized by higher wage rate with higher labour productivity or lower
wage rate with lower productivity as compared to all India. All considered
there is no clear cut evidence from the factory sector data to suggest that the
industrial system in Madhya Pradesh is characterized by higher wage cost and

higher labour productivity.

It may also be useful to put Madhya Pradesh in comparison with other
major states in India. The analysis of key structural ratios and technical
coefficients of all industries taken together in the ASI factory sector across

major states reveals certain interesting features (Table 4.8.)

Table 4.7
Structural Rations and Technical coefficients in industries for

factory sector — 1997-98

Industry Code FK/E NV/E | W/L |FK/NV|FK/ONV/OEmI/NV
(M () @ @G OO 6
20-21 M 157271 | 89314 |23853| 17.61 {0.13 1 0.01 | 3.20

I 159703 | 86818 |22566| 1.83 |0.21|0.11 | 0.33
22 M 159083 | 13191717964 | 1.21 {0.33|0.27 | 0.21
I 669484 | 640950 |14471| 1.04 |0.27|0.26 | 0.27
23 M 239402 | 91210 |17834| 2.62 | 036 0.14 | 0.27
I 220152 | 61657 |32419| 3.57 [0.43]0.11 | 0.58
24 M 378946 | 338764 |48387| 1.12 {0.37 033 | 0.17
I 426427 | 133133136112} 3.20 | 0.52|0.16 | 0.32
25 M 29628 | 31515 22973 | 094 |0.19| 0.20 | 0.81
I 37613 | 54589 [46075| 0.69 |0.23]0.34| 0.87
26 M 75698 | 55946 |20971| 1.35 [0.36|0.27 | 0.44
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I 109438 | 84771 24400 1.29 [0.23]0.18 | 0.35

27 M 426549 | 149273 (20431 2.86 |0.76 | 0.26 | 0.18
I 104373 | 47846 |18564| 2.18 | 0.40|0.18 | 9.46

28 M 156495 | 47903 [48937] 327 [0.510.16 | 0.9
I 351274 | 104141 |45185| 3.37 |0.63 ] 0.19 | 0.52

29 M 72440 | 196513 |44162] 0.37 [0.07[0.18| 0.35
I 98235 | 92905 |26843] 1.06 |0.16[0.15| 0.35

30 M 102921 |468693 [42740°| 2.20 [0.57]0.26 | 0.13
I 839629 |293803[52613| 2.86 |0.56 | 0.20 | 0.24

31 M 114639 |231234(38969| 4.96 |0.76 | 0.15| 0.21
I 677382 | 221122147281 3.06 |0.34]0.11| 0.26

32 M 875209 | 155885 (46126 5.61 |0.95]0.17 | 037
I 474460 |125547(30216] 3.78 [0.83]0.22 | 0.31

33 M 698032 |473602[66730| 1.47 [0.48]032] 0.17
I 909050 | 297504 [61705| 3.06 | 0.65|0.21 | 0.24

34 M 176007 | 78084 [33743] 2.25 |0.32]0.14 | 0.52
I 218978 | 110925 [39235] 1.97 |0.33]0.17 | 0.44

3536 M 173396 | 14576855253 1.19 [0.23]0.19| 0.48
I 250339 | 200615 [56670| 1.25 |0.27]021| 0.36

37 M 217167 | 88715 [37309| 2.45 |0.30]0.12| 0.55
I 277519 | 179689 [65149] 1.54 [0.31]0.20| 0.43

38 M 143279 | 33854 [24982] 423 [0.71]0.17| 1.15
I 205648 | 157510 (43327| 131 |0.28] 021 0.34

40 M 559657 |-21696 |76517]-25.80]0.85|-0.03| -3.73
I 1118520 |252536(62315| 4.43 | 1.32]0.29 | 0.30

42 . |M 1186198 [1542400[34833] 0.77 [0.35]|0.46 | 0.03
I 130162 | 94699 [54693| 1.37 |0.32]|0.23| 0.62

97 M 99755 | 355295 [43742| 0.28 [0.11]|0.38 | 0.13
I 90494 | 105167 ]45992| 0.86 |0.06|0.07 | 0.50

All Industries IMP 462181 | 184639 [46535] 2.50 [0.48]0.19 | 0.31
India 424672 | 157112 (41496 2.70 [0.51]0.19| 0.33

Source: Calculation based on ASI factory sector.
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Table 4.8

Some Structural Ratios and Technical Coefficient in Major States

(ASI Factory sector)
) . Fixed
Rank in |Fixed capital I;izt dV(ziilue- Wages | Capital/ |Emoluments
terms of per ed per per worker | Value NV
State value Employee | Employee added
added . .
Rs. [|Rank| Rs. |Rank| Rs. |Rank|Ratio|Rank}Ratio |Rank

Andhra 5  |264406| 14 |96632| 13 [23521| 15 |2.74| 7 |0.31
Pradesh _
Assam 15 276307 12 | 82312 | 15 |27887{ 14 |3.36| 4 | 041
Bihar 7 525686 4 (340622 1 |66583| 1 |1.54| 15 |0.22
Gujarat 2 736329 2 (164940 7 |38480| 9 |4.46| 1 1{0.31
Haryana 11 340853 10 |150253] 8 |46978} 5 12.27| 13 | 041
Karnataka 19 397793 8 |138450| 9 1{37788| 10 [2.87| 6 | 0.35
Kerala 14 231578( 15 {90791 | 14 (31747} 13 |2.55] 11 | 0.45
Madhya 6 462181 7 |184639| 6 (46535 6 |2.50} 12 | 0.31
Pradesh

Maharashtra 1 520344 5 |230508| 2 (61357 2 |[2.26]| 14 |0.38
Orissa 13 850694 1 (209574| 3 |51814| 3 [4.06| 2 10.29
Punjab 12 347365 9 |103208| 12 (34594| 12 |3.37| 3 | 040
Rajasthan 10 517340 6 (189299 4 (40540 8 [2.73| 8 | 0.71
Tamil Nadu 4 273790 13 106157) 11 (35503| 11 |2.58] 10 | 0.42
Uttar Pradesh 3 577985 3 187162 5 (47629 4 (3.09| 5 |0.30
West Bengal 8 314735| 11 |116899| 10 [45479| 7 (2.69 9 |0.44
All India 424673 157112 41496 2.70 0.33

Source : Calculated from ASI — 1997-98

In terms of level of industrialization Madhya Pradesh is way behind

many other states. This however is not necessarily because of a high wage cost

or higher capital intensity. Among the industrially developed states only West

Bengal presents a complex situation of higher wage rate coexisting with lower
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labour productivity. Then there is parity in rank of other developed states in
relation to labour productivity and wage rate. What therefore appears more
relevant to judge the efficiency of a region’s industrial system is the wage-
productivi;[y relationship than the relationship between capital intensity and

capital productivity.

In order to analyse industrial production in Madhya Pradesh it is
worthwhile to formulate some specific questions to which these structural
ratios would provide the answers. They are: what is the increase in the cost of
creating one job? (FK/E). The cost of creating one job means the fixed capital
per employee. This is the indicator of capital intensity of the industry. In
Madhya Pradesh cotton textiles (23), Wood and wood produets (27), Non-
metallic mineral products (32), Water supply (42) and Repair (97), have
higher capital intensity than other industries compared to all India. But as a
whole industry is concerned Madhya Pradesh has higher capital intensity than
all India.

What is the level of growth in the productivity of an employee, and in
per unit of fixed capital (FK/NV and NV/E). The labour productivity in food
productivity is very poor but the capital productivity is very high. As a whole
labour productivity in Madhya Pradesh is high but capital productivity is low.
This may be of rising capital intensity in the manufacturing sector of the state.
What is the change in the share of wages in value added i.e., growth of
(EMI/NE)? The share of emoluments in value added in food products
increased faster than any other industry. Other manufactures (38) experienced
rise in the share of emoluments in value added prominently. Region wise or

industry wise Madhya Pradesh share is below the all India level.
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What is the change in value added generated by one unit of output i.e.,
growth of (NV/O). The value added generated by output of food products (20-
21) is very low compared to all India. But the industries water supply (42) and
repair services (97), this ratio is very high. But if we take industry as a whole

the ratio of value added to output is par with all India.

What is the increase in fixed capital per unit of output i.e., growth of
(FK/O)? The growth in capital output rafio of Madhya Pradesh is below the
national level. This means that every unit of output is produced with more and
more fixed capital. This rise is much higher for electricity (40, other

manufacturers (38) and wood products (27).

All these structural ratios explain the increasing capital intensity,
falling employment, and falling labour cost in Madhya Pradesh. Rising wages
with falling employment explains the increasing skill composition of the
employees which results in an increase in labour productivity. The increasing

capital intensity and higher skills explain the rising output per employee.
4.4 Infrastructure Penetration in Madhya Pradesh

What were the impediments for the growth of the state industrial
sector? The same question we have raised the previous chapter. In a CMIE
study the relative infrastructure development index of Madhya Pradesh in
1980-81 was 62.1, the last one among the 14 major states. In 1991-92 also
Madhya Pradesh maintained its last rank by the index value of 71.5. In 1996-
97 Madhya Pradesh kept this position (74.1 index value) without any
alteration. Infrastmcﬁre is generally regarded as a necessary pre requisite of

economic development as well as a critical variable in the process of economic
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development. A bird’s eye view reveals that non availability of quality power,
poor road conditions, connectivity and sloppy laws, rules and regulations

made the state an ‘investment-proof” State.

For example the demand supply gap of power reached at its peak of
2000 MW during the late nineties the state industry was helpless despite the
state had 3000 MW (approx) power production capacity including hydel and
thermal power plants. (FIG 4A)

Generation and Consumption of electricity

300000

—e—generaton 91-92 1995-96  1996-97  1997-98  1998-99
—=— consumption year

FIG 4A

However, the previous government reasoned that the demand-supply
gap widened since most of the power plants were in Chhattisgarh after
division of Madhya Pradesh. But the transmission and distribution losses are
still hovering around 47%-60%. In past 10 years, the government tried to
resuscitated the ailing power system by introducing Power Reforms Act,
electronic metering to check power pilferage, establishment of an independent

State Electricity Regulatory Commission for fixation of tariff but all in vain.

115



As a result, the state did not maintain the pace with the nation to
achieve 8% growth, the state needed immediate steps to generate more power
but steps taken by the state government in this regard were futile. Now the
new government is in the saddle it has listed its priorities clearly. The state
will be able to break the vicious circle of constant shortages by inducting some

flexible rules to attract investments in establishing new generation capacities.

It was not only power that put state industry in trouble. The condition
of total length of 68,101 kms of road was pathetic. The state, which has 18
National Highways with total length of 5070 kms, 6499.30 Kms of state
highways, 31515.80 Kms of major district roads and 25368.20 kms of village
roads failed to attract fresh investment in any of the industrial sectors. The
other issues like poor air connectivity, multi-tier tax system and bureaucracy

kept the new industries away from Madhya Pradesh.

In the context of M.P the role of the State as an investor assumes
critical for historical reasons. The level of private investment in Madhya
Pradesh has remained historically very low. It is the public sector investment
that sustains industrial activities. Madhya Pradesh state responded to the
Central Government‘s New Industrial policy for the state in 1993. The new
policy was very much like its own policy of 1988 but was made fully
consistent with the new Central government policy in some respects. The state
government offers a graded system of incentives to accelerate industrial
growth in all regions of the state. For this purpose the 45 districts of MP have
been divided into advanced and backward districts. In general the concessions
available to industrial units are higher in the more backward districts. The

policy framework also seeks a harmonious development of both large and

116



small industry sectors. Anyway Madhya Pradesh received relatively less
private sector investment and recorded less growth buoyancy in the

manufacturing industry.

With the announcement of the new Industrial Promotion Policy (2004)
the industries in the state and outside have high hopes. The new policy
envisages on creating an industry-friendly administration, maximizing
employment opportunities, tackling industrial sickness, to rationalizing rates

of commercial taxes and bolstering private sector participation. We hope so.
4.5 Cost Structure and Profit Pattern

The locational advantages or disadvantages for specific industries could
be ascertained in terms of total costs and their components. Through this it
would be possible to distinguish between physical factor productivity and factor
prices for each component of total cost of those industries, which have a
location quotient less than unity in a given region. This will help understanding
whether the lack of a “fair share” of a given industry in a given region is due to
its locational cost disadvantages. Ideally, such an analysis would involve cost

output time services data from units of different sizes in a given region.

As an alternative method, we may here attempt a static comparison of
the industry level cost structure in Madhya Pradesh with that of the country
has been made using ASI data for 1997-98. The cost structure of an industry
is viewed in terms of percentage shares of major components (cost of fuel, raw
materials, total inputs emoluments, rent, interest, depreciation and profit). The
pattern of cost of production and profit in major industries in Madhya Pradesh

(Table 4.9) indicates that the regions industrial system is in a disadvantageous
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position with respect to fuel cost and depreciation and interest components in
its cost structure. The core industries in the region (Rubber, Plastic Petroleum
and Coal Products, Non-metallic mineral products have high fuel cost an
compared to the corresponding share in the cost structure of these industrial
groups at the national level. The material cost is favourable to Madhya
Pradesh as compared to all India. But the food products and some engineering
goods industries material cost is high compared to national cost. This may be
because of the higher cost of inputs. The profit as a proportion of the value of
output in the region is however slightly high as compared to all-India. But

almost all industry groups show net losses in the State.

Table 4.9
Pattern of cost of production and profitability in Major Industries
(ASI Factory Sector: 1997-98)

As percent of Gross value of output Profit as
NIC Code percent of
(Old) | Fyel |Material 'Total Emoluments|Rent|Interest| Depreciation|Profit Invegted
Inputs Capital
20-21 M | 2.79] 82.64 [97.91 2.44 0.17} 2.61 1.32 -4.63| -16.68

1 291 73.39 |87.11 3.73 0.53) 3.66 1.72 2.70 6.45

22M | 3.83| 45.26 |69.51 5.64 3.89| 3.54 3.38 13.07| 25.61

1 2,61 51.74 |71.05 7.02 1.50} 2.76 3.08 13.56| 31.34

23M (478 71.17 | 82.04 3.82 0.36| 5.99 3.98 3.23 5.85

1 8.18| 61.88 |84.14 7.01 0.62] 6.26 3.89 -3.31| -5.35

24M  |8.76| 46.54 |62.21 5.58 0.50{ 3.63 4.51 22,42 4224

1 8.27| 57.38 | 78.87 5.26 0.60( 6.75 4.88 2.77 3.97

25M  |8.17( 39.17 |78.64 16.11 |0.13| 2.92 1.40 -0.531 -1.35

1 8.841 46.71 |64.82 2939  [0.13]| 1.91 1.33 -2.121  -5.14

26 M [3.39| 52.83 {70.30 11.81 [0.45| 6.34 2.92 7.04] 11.24

1 1.94| 52.81 |79.82 6.25 1.85| 3.46 2.54 506 | 11.21

27TM 247 63.02 |69.31 4.85 0.04| 37.34 4.21 -18.11

16.05

I 3.83| 57.00 [78.24 8.29 0.47| 7.56 3.63 0.87 1.18
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;1281

28M |16.46| 53.88 |78.91 1547 |0.18] 7.74 5.46 -9.52
1 11.01| 54.06 |76.82 9.76 1.80 5.20 4.40 0.20 0.25
29M  [2.23| 64.56 | 80.80 6.33 0.15| 3.34 1.23 1.34 5.22
1 1.56 | 64.19 |82.58 5.23 0.37| 2.76 227 570 1391
30M |19.00] 43.28 |69.52 3.50 0.23| 5.23 4.30 16.42| 22.68
1 26.35| 52.43 |76.75 4.62 0.68| 5.32 3.70 7.83 10.57
3IM 5.61| 61.97 [80.11 3.25 0.76| 7.17 4.57 3.52 3.98
1 3.33| 75.77 | 86.10 295 0.61| 3.56 2.67 342 7.07
32M  |33.36| 33.36 |76.87 6.27 1.76| 8.56 6.22 -1.07( -0.92
I 23.98| 34.49 |71.47 6.76 1.20| 8.91 6.45 3.86 3.63
33M  |13.26] 39.96 |63.80 5.36 0.83| 5.54 3.87 18.89| 26.12
I 11.39| 51.39 |74.39 5.14 0.47| 6.51 441 7.99 9.11
34M 6.44| 52.74 |77.28 7.33 0.47( 6.35 8.52 -141| -2.40
1 441, 58.07 |79.95 7.37 0.61| 4.92 3.28 2.28 4.20 -
35-36 M | 2.82| 63.69 |78.13 9.24 0.46| 3.28 2.72 5.42 8.68
I 2.18| 56.02 |75.66 7.68 0.66{ 4.38 2.95 6.82 | 14.01
37TM {299 68.69 |84.26 6.77 0.67| 3.93 3.41 -041| -0.92
I 3.55] 60.52 |76.48 8.55 0.49| 3.29 3.47 6.00 8.09
38M | 6.98| 4990 |72.71 19.18 |1.15| 5.06 10.58 12?00 -10.92
I 1.91| 54.38 |76.22 7.17 0.34| 4.14 2.66 8.13 16.51
39M | 2.71 39.95 |62.03 19.26  (0.12] 0.03 2.14 15.61] 3131
I 2,53} 19.50 |71.06 19.95 [0.13] 0.47 1.46 5.23 18.04
40M [0.71| 24.73 |94.98 1235 |0.27{ 11.35 8.33 27?64 -29.29
I 13.09] 38.72 |62.09 9.08 0.89| 12.52 8.15 5.99 4.20
42M |4.64| 39.06 |51.71 1.51 0.01] 0.72 2.20 43.76| 92.74
I 54.32| 15.25 |73.60 14.66 [0.07| 0.06 2.94 7.84| 23.52
97TM 239 7.02 |60.65 5.13 0.15| 1.76 0.64 30.75| 166.13
I 0.69| 4.00 (92.13 3.66 0.28| 2.28 0.59 0.64 430
All
Industries | 7.66 | 48.89 | 76.36 6.05 0.62| 5.81 4.27 5.87 8.63
MP
India |7.12 | 55.64 |77.25 6.25 0.69| 5.64 3.86 5.13 7.22

Source: Calculation based on ASI factory sector.
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Table 4.10
Industrial cost structure of Major States - 1997-98

Cost as percentage of value of output Profit as
percent
State . of
Material |Other ..
Fuel Consumed|inputs Emoluments|Rent|Interest| Depreciation|Profit Inve§ted
Capital
Andhra 1,0 04l 5418 |75.02| 631 |0.8s| 6.78 458 |529| 7.06
Pradesh
Assam 486| 60.57 |79.56 6.98 0.37| 2.45 3.57 6.18| 8.24
Bihar 7.68| 4730 |64.28 7.04 0.20| 5.71 3.64 17.73| 24.88
Gujarat 6.09| 5894 |82.28 4.22 0.67| 6.89 4.17 1.02| 1.30
Haryana 5.96| 6422 [82.07 5.89 0.50!| 4.05 3.41 299 5.93
Karnataka |[4.64| 52.73 |75.67 7.16 0.90| 6.64 4.07 3.87| 5.09
Kerala 416 64.11 |81.16 7.35 0.42{ 4.53 2.55 2.18| 3.80
Madhya g 6c| 4889 |7636| 605 |0.62| 5.1 427 |587| 8.63
Pradesh
Maharashtra| 4.76 [ 55.40 |76.88 6.35 0.61| 4.89 3.62 6.24 ] 10.11
Orissa 14.26] 43.18 |68.16 7.33 0.54( 9.17 6.65 6.99| 5.51
Punjab 9.96| 60.50 [81.90 5.98 1.32| 5.21 3.46 1.21 1.82
Rajasthan [10.38| 54.34 |(76.79 5.38 1.59| 8.21 3.86 3.35| 4.85.
Tamil Nadu | 9.39| 54.92 |79.80 6.91 0.89| 4.71 3.86 2.61| 4.32
Uttar 7.66] 58.13 |75.66 5.97 0.50| 6.71 4.35 5.79| 5.79
Pradesh
W. Bengal [8.15| 5195 (73.46 10.24 |0.55| 5.00 3.32 572 6.93
All India 7.12 55.64 |[77.25 6.25 0.69| 5.64 3.86 513 7.22

Source: Calculated from ASI factory sector.

The analysis of inter state variations of the cost-structure indicates

(Table 4.10) that Kerala is a region which has the least fuel cost. Madhya

Pradesh fuel cost is above the national level and reasonably higher compared

to advanced states. In terms of the share of the material cost Madhya Pradesh

is in an advantageous position as compared to industrially advanced states.
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When profitability is measured as return to total investment Madhya
Pradesh’s record of overall profitability is not par with the all India figure. It
is however, profitability recorded by engineering industries is lower in
Madhya Pradesh than their counter parts at all Indian level and further, some
industries like manufacture of other industries and transport equipment in the
region, in fact, recorded losses. The profitability of invested capital in
Madhya Pradesh is high as compared to industrially developed States except
Maharashtra. As regards the cost structure the most backward State, Bihar has

placed more advantageous position than any other states.

All considered the pattern of regional production costs and
profitability underlines Madhya Pradesh’s locational advantages in terms of
material cost as compared to all India and industrially developed States. In
view of locational disadvantage in fuel cost and depreciation cost however, the
profitability in the region is high particularly in water supply, repairs and basic
metals, we therefore conclude the regions industrialization cannot be
explained fully in the frame-work of locational cost advantage/disadvantages.
If at all the cost framework is used, the locational cost disadvantages of
Madhya Pradesh looks connected with its lopsided industrial structure and not

with the cost structure.

The main findings emerging from the study so far can be woven
around a central theme: there has been lack of diversification in the industrial
structure of the State, with heavy concentration of fixed capital employment,
input and output only in a few industries. The industrial base of the State

economy is not broad-based and diversified. A logical question comes up
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here. What explains the relatively not high, more aptly the relatively poor,

performance of the manufacturing industry in Madhya Pradesh?

Very few industries have generated high employment growth rates. A
region, which specializes in lagging industries, cannot generate more
employment in the industrial economy. The consumer goods industries have
yet to emerge on the industrial scene of Madhya Pradesh. The centers of
industrial development have not yet emerged as growth centers or growth
poles. They have little linkages with the industrial or agrarian economy of
their respective hinterlands, with the result that they have not become leading
sectors or propulsive industries. The exogenous factors of growth have not
succeeded in pulling up the State from the quagmires of poverty. Such a
structure of industrialization has implications for income distribution. The
export industries have a primary role in determining the level of absolute and
per capita income in a region and therefore in determining the amount of
secondary and tertiary activities is untenable. The export base has not
influenced the character of subsidiary industries, the distribution of population

and the utilization pattern and the character of labour force.

Madhya Pradesh is one of the richest mineral bearing regions with
potential for thermal generation. But the impact of big industrial projects on
the surrounding backward region is extremely limited. The success at
industrialization is not only about resource allocation. It is as much, if not
more, about resource utilization and resource creation. The mode of
utilization of resources is a critical determinant of economic efficiency. The

process of creation of resources is a crucial determinant of economic growth.
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The backwash effects have outweighed the spread effects. The
linkages of these industries are closer to distant places than with other towns
in the area. This itself cannot be said to be undesirable in any way but when
viewed in the context of purpose for which they were designed as nuclei for
the development of the backward economy they have certainly not achieved’
their objectives.  The relationship between the leading industry and
subsistence agriculture is tenuous at best and that between industries and
regional needs is very weak. One of the problems faced by ‘growth poles’ in
culturally and economically backward regions is, the lack of channels through
which growth impulses can be diffused. The people themselves are so poor
and backward that even if transport network links them with poles, they
cannot participate in the venture. Bhilai Steel Plant Bhopal Heavy Electrical
and Cement Industry are export-based industries of Madhya Pradesh, but
having very little multiplier effects on the respective regional economies. No
regional authorities were created at the time of setting up of these plants, for

the overall development of the regional economies.

To summarize, significant structural change seems to have taken place
within the manufacturing in Madhya Pradesh during the post liberalizatioﬂ era.
But that change has been an unfavorable shade in Madhya Pradesh industrial
growth. The state continues to have a very concentrated and lop sided
industrial structure with comparative low share of capital goods and hence
possibly it could not have the benefit of inter-industry linkages within the
manufacturing sector. There has been very little development of consumer
goods industries, their relative share being very small when compared with

basic and heavy industries.
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From the 45 districts of Madhya Pradesh only 5 districts. are
industrially developed. Regional imbalances have been other reasons for tﬁe
backwardness of Madhya Pradesh. A balanced regional development through
locational dispersal of industries has been one of the objectives of government
policy. Encouraging SSI development in backward areas ensures maximum
utilization of local resources both human and material and in consequence

helps to bridge inter regional gaps.
Conclusion

We now summarize the major findings emerging from the forgoing
analysis of the structural as well as region-specific factors that hinder the

industrial development of Madhya Pradesh.

The infrastructure penetration especially in terms of physical as well
as social has been very weak in Madhya Pradesh. 36 percent of the total
population in Madhya Pradesh belongs to SC and ST. The poor quality in the
meiiritenance of infrastructure facilities and services must have been adversely
affected the growth performance of the industrial sector in Madhya Pradesh.
A state, which historically used to produce and supply electric power
efficiently at a low price and attracted private investment to the State and also
exported to the other States, has now turned to be a deficit state-region forcing
it to introduce power cuts and raise power-tariff. No manufacturing industry

is possible without energy.

The industrial structure of the state is lop-sided and unbalanced. Basic
metal and alloys constitute the industrial core of the State but at the same time

have not become the leading sectors or propulsive industries to trigger off
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growth in the State. The output of these basic heavy industries is primarily used
by industries outside Madhya Pradesh inter linkage between industries is low.
These industries add little to subsidiary manufacture or employment in Madhya
Pradesh. At the same time these industries have consumed not only the bulk of
investment but also the bulk of fuels including electricity. The struqtural
changes witnessed during the period of 90s were not favorable to Madhyh
Pradesh industrial sector. Viewed in terms of value added, engineering

industries lost its locational advantage during the reform period of 90s.

Madhya Pradesh is a captive market for non Madhya Pradesh — based
industries. Industrialization in Madhya Pradesh cannot be successful if it is
not essentially based on provincial market, as is the case of India. However,
within the industrial policy Resolution it is necessary to have a competitive
environment. Market forces should have their legitimate roles in efficient

allocation of resources and ensure timely supply of the materials.

In short, some structural factors like intra-sector relation and inter—
sector relation and infrastructure stimuli within the regional economy are
essential for sustaining accelerated growth of the manufacturing industry in a
State-region. Moreover industrial dispersal is essential for a balanced regional
development. Here there has been concentration of industrial development in
a few developed districts. Our analysis showed how the structural constraints
among others must have been the cause for the relatively poor growth rates in

a backward state region.
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Net State Domestic Product of Madhya Pradesh by Industry of

ANNEXURE
Table 4A

Origin-At constant (1993-94) prices (percent)

Industry of Origin | 12937] 199%-[1995-[1996-1997-T1998- 1 1999- [2000-]2001-[2003-
g 94 | 95 | 96 | 97 | 98 | 99 |2000| 01 | 02 | 03
Agriculture
(Including Animal  |39.98|38.28| 37.17 | 36.83 |35.69|33.60 | 32.55 [25.91|29.43 | 22.82
husbandry)
Forestry and Logging | 2.85 | 2.96 | 2.64 | 2.64 | 2.57 { 2.38 | 1.93 | 2.38 | 2.40 | 2.47
Fishing 0.090.13]0.17 017 | 0.19 | 0.16 | 0.16 | 0.16 | 0.15 | 0.13
Mining & Quarrying | 2.78 | 2.39 | 2.37 | 2.29 | 2.15 | 2.68 | 2.48 | 3.21 | 3.09 | 3.48
Primary Sector 45.7 |43.76|42.35|41.93 | 40.6 |38.72| 37.12 | 31.66|35.07 | 28.9
Manufacturing 6.25 | 7.00 | 7.45 | 7.00 | 8.10 | 7.69 | 7.47 | 8.70 | 8.04 | 9.02
(Registered)
Manufacturing 559|677 | 657665671 |657| 605 |7.39|7.16 | 8.07
(Unregistered)
Construction 540 | 5.52 | 5.46 | 534 | 5.17 | 590 | 10.46 | 8.95 | 8.19 | 9.32
Electricity, Gasand | | 3¢\ 139 | 159 | 148 | 134 | 231 | 1.84 | 142 | 1.62 | 1.77
Water Supply
Secondary Sector | 18.6 |20.66 |21.07|20.47|21.32|22.47| 25.82 | 26.46 | 25.01 | 28.18
Railways 242|243 (248 |2251227 1681218 | 259252 |2.86
Transport by other | | 4o 11 49 | 1.62 | 174 | 1.91 | 2.09 | 2.10 | 2.40 | 2.33 | 2.62
means and storage
Communication 0.56 | 0.65|0.59 | 091 | 091 | 1.03 | 0.98 | 1.41 | 1.49 | 1.82
Trade, Hotelsand 15 5117 40111.97[12.07]12.62|12.61| 11.49 | 10.86 | 11.36 | 10.59
Restaurant
Banking & Insurance | 2.49 | 2.70 | 2.88 | 3.55 | 4.00 | 3.66 | 3.50 | 4.29 | 4.03 | 4.46
Real Estate etc. 6.09 | 6.18 | 6.01 | 5.81 | 5.69 | 5.47 | 5.08 | 6.88 | 635 | 6.91
Public Administration| 4.15 | 4.15 | 421 | 4.18 | 3.95 | 4.83 | 4.41 | 4.80 | 432 | 5.23
Other Services 646 | 658 | 6.75 | 7.07 | 6.73 | 7.34 | 7.51 | 8.65 | 7.51 | 8.42
Tertiary 35.7 |35.58|36.51|37.58|38.08 |38.71| 37.25 | 41.88 | 39.91 | 42.91
NSDP 100.0|100.0|100.0|100.0{100.0|100.0| 100.0 [ 100.0]100.0 | 100.0

Source: Calculated from Economic Survey — Madhya Pradesh
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CHAPTER V
CONCLUDING OBSERVATIONS

In the previous chapters an analysis is made of the growth,
composition and structural changes that have taken place in Madhya Pradesh,
and the industrial sector of the economy in particular during the past two
decades. In this chapter, an attempt is made to summarize the main findings of
the study. Moreover, in order to enable an over all view and assessment some
of the main conclusions and recommendations emerging from the analysis in

the preceding chapters are briefly recapitulated below.

The state of Madhya Pradesh presents the best paradoxical example of
poverty amidst plenty. It has abundance of natural and mineral resources but
still its economy and people are most backward from all the indicators of
social and economic development, Madhya Pradesh ranks second in mineral

wealth and third in food production in the country. Still backwardness persists.

At the very outset it may be written that when different persons think,
write or speak about the problem of poverty in India or Madhya Pradesh, or
for that matter about any other state of India, they are apt to lose some
objectivity in the analysis. If one writes about the poverty, one should also
write about the success story of the country or region or at least sectors.
Another point that should be emphasized is that the growth, development or

backwardness issues should be discussed in the all-India set up.

Madhya Pradesh remains backward despite its natural resources need
not be a puzzle to anyone. The range and depth of natural resources of the

state is simply fantastic but their exploitation is not optimum. Almost one in
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every three person is tribal or S.C. The tribes are virtually starving in the
‘green deserts’ of the state. A short cut to prosperity is to take up policies in
tribal areas. The rural set up is still feudal in character, though class-wars and
caste-wars of the type reported from Bihar are fortunately not common in the
state. Agriculture remains primitive and poverty unrelieved for a vast majority
of people in rural areas. The agricultural sector cannot generate enough real
resources to sustain a beehive of agro-based industries nor can the industrial
sector lift the agricultural sector from the quagmire of poverty and near
stagnation. The state did not get as many Central government projects as a
state of this size should have got. Some projects that are located here have
remained lonely outposts in a sea of stagnation. Such a big project like BHEL
at Bhopal has within its periphery of just three to four kilometres half a dozen
villages which in terms of technological development, occupational pattern or

educational standards are as backward as villages of interior region.

An analysis of the growth performance in the domestic product of
Indian states in the last three decades reveals that the development process has
been uneven across states. While advanced industrial states have tended to
leapfrog in the reform years, other states have lagged behind. The regional
disparity in the growth rates becomes sharper in terms of per capita incbme.
We also note that the growth rate of agriculture, industry and service sectors of
MP is far below the national rate through out the analysis period. The other
finding is that, the growth profile drawn on the basis of NSDP and Per Capita
income clearly endorsed the earlier finding of stagnation in the general
economy since the seventies and further revealed the remarkable growth
recovery since the late eighties in Madhya Pradesh economy when the Central

Government’s policy approach began. Although the growth revival is largely
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accounted by the steady growth of manufacturing and service sectors, the fact
cannot be denied that the post liberalization era (nineties) recorded real growth
in NSDP by industry at a rate higher than the eighties in Madhya Pradesh.
Another significant conclusion, emerging from the analysis is that Madhya
Pradesh, which ranked on the lowest ladder two decades back, could not yet
awake from slumber and are still continuing to be far behind their counterparts
in the race of development. Almost all the indicators, used in the present
exercise for measuring inter-state level of development enable us to conclude
that the performance of the state had all along been quite dismal and called for

urgent corrective measures.

The single most significant sector that generates about two-thirds of
total state income and provides employment, directly or indirectly, to three-
fourths of its population, is agriculture. As is well know, besides being the
predominant source of livelihood, this sector’s growth determines demand for
both consumer goods and services through a variety of linkages. Particularly,
the demand for industrial goods by the massive rural population is to a great
extent dependent upon increased income from agriculture. Similarly, a
growing agriculture enhances demands for production inputs and supplies raw
materials to processing, transport and marketing units. Further, the rural non-

farm activity is closely linked to agriculture.

The share of agriculture in the SDP at constant (1970-71) prices, has
been fluctuating and often declining, at least since the 1970s. In fact, from 55.4
per cent in 1971-72 it has come down to 45.7 per cent in 1981-82 and to 35 per
cent in 1989-90. Moreover, the rate of fall of income from agriculture in the

state is much higher than that at the national level. The sectoral GSDP growth
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rates in agriculture and allied sector of Madhya Pradesh in 80s was one of the
lowest in the country (2.22%). It is to be noted that even in a situation of
shrinking share of agriculture in the SDP, the proportion of agriculture
workforce to total population has hardly declined over the period of three
decades: 77.4 per cent for 1983, 74.7 per cent for 1987-88, 76.5 per cent for
1993-94, and 73.6 per cent for 1999-2000.This is an alarming situation implying
a relative reduction in per worker income compared to the other sectors. The
most striking aspect of the work force is the tremendous growth of the
agricultural labourers, both in absolute and relative terms. These are significant

trends depressing the income of three-fourths of the total workforce.

We now turn to make some concluding observations on the experience
of Madhya Pradesh with industrial growth in the nineties representing the pre-
liberalization era. The economically poor Madhya Pradesh state has not
achieved any levels of social and human development equal to or higher than
the other backward states like Bihar, Rajasthan or Orissa. Prima-facie,
therefore, our research finding of the relatively not high but poor growth rate
of the manufacturing industry in Madhya Pradesh raises more questions rather
than it answers. In particular, the study, despite its close examination of
alternative sources of data with the aid of alternative methods of analysis,
could not bring out clear empirical evidences on the accelerated growth of
manufacturing industry of the backward state like Madhya Pradesh and on
reducing the ‘regional differentiation’ across states in the country during the
post-liberalization era. But if we make a conclusion like this fashion, it may be
like this; the industrial growth rate has been relatively high in the pro-market
liberalization policy environment as compared to the pre liberalization period

in Madhya Pradesh. But the industrial growth in Madhya Pradesh is always
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below the national average. So, we can even conclude, that the pro-market and
open economy liberalization policy environment, has intrinsic limitations to
promote industrialization, in Madhya Pradesh or any backward state

irrespective of the level of social and human development of a region

Although the growth performance of the manufacturing industry in a
region is not policy-neutral, it cannot be considered that the observed pattern
of growth rate is the concomitant outcome of a particular policy per se. If
Madhya Pradesh did not do so well in industrial growth, it could be due to the
difference in some structural as well as region-specific conditions. The
question that must be asked is why a certain region, notwithstanding its
richness of resources-both natural and human, has perpetually remained at the
lowest rung of industrialization and no diversification in the industrial
structure has taken place during over three decades of efforts of reducing
disparities through stress on industrialization in the backward areas. It 1s
particularly significant to find as to why a state’s major industries (constituting
more than three-fourths of the total) based practically on locally available
natural resources have not diversified to related industries, for example,
engineering goods, chemicals, food products, and wood based industries.
More than that during the reform period Madhya Pradesh lost the
concentration advantage of electrical machinery and electricity. This is a

serious set back of the economy

Industrial development pattern, as revealed by the composition of
industries, also show unbalanced and lop sided industrial development of the
state. The existing industrial structure is sufficiently indicative of the likely

pattern of industrial development therein. The levels of industrial development
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are different in different regions of Madhya Pradesh. For instance, the
backward Damoh, Surguja and Panna districts, with backward industrial
characteristics, has some dormant industrial potential, which could profitably
be tapped. The regional resource endowment shows that this backward region
is richly endowed with a number of important mineral resources. A good
number of minerals based and demand-based industries such as chemicals,
cement, leather footwear, agricultural implements, wooden furniture etc.,
could be developed in these regions. Out of 45, only 13 districts are developed
in Madhya Pradesh. Hence, a feasible approach for tapping the dormant
development potentials of backward pockets of the regions of the state has to

be adopted.

And the conclusion is like that, unlike other developed states, Madhya
Pradesh persists with a concentrated and lop sided industrial structure marked
by the disproportionately higher shares of a few non-resource based industries
and lower shares of consumer goods and modern industries. A diversified
industrial structure is essential for promoting inter-dependent growth of the
manufacturing industry based on the inter-industry linkages and agglomeration
economies. On top is the weak infrastructure penetration especially transport
and power which is essential for industrial use. These structural constraints,
along with the very low growth rate of fixed capital, and the hesitancy of the
commercial banks as reflected in the low credit-deposit ratio (52.5 in 2001), to
finance the manufacturing industry, must have been at the root of the
relatively poor industrial growth of Madhya Pradesh despite the liberalization

environment.
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So the industrial development linking with economic development
focused on export base, inter-regional trade, inter-industry linkages,
urbanization, agglomeration economics, human capital and psychic cost of the
entrepreneur’s market size and the government policies are the remedy for the

backwardness of Madhya Pradesh.

The presence of highly capital-intensive industries with cost
disadvantages in fuel, interest payment and depreciation has resulted in heavy
losses in most cases. Further, the prevalence of low wages in most industries,
points to the low productivity of labour. A poor agricultural base implying
meagre farm surplus has adversely affected the emergence of an active local
entrepreneurial class and also has depressed rural income. The persistently
disadvantageous position of the state all through the planned development
phase raises basic questions of neglect and misdirected policies both of the

Centre as well as the state itself.

The state has not witnessed anything like the industrial revolution; its
share in the overall rate of growth in employment and fixed capital in the
organized sector has been very small. The fast growing industries are mostly
export-based, in the nature of iron &steel cement, aluminium and a number of
luxury goods. The lagging industries are mostly agro- and forest based
industries. The capital intensity of important industries has gone up. Thé
industrial structure of the state is lop-sided and unbalanced. The average size
of industries in respect of employment per factory is very small. Though a
further disaggregated analysis at industry would throw light on constraints and
prospects of individual industries, even with the present study a few important

policy implications may be noted.
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Our analysis is confined to undivided Madhya Pradesh. The formation
of the state of Chhattisgarch divided Madhya Pradesh into two parts. Madhya
Pradesh lost its land area and also lost its natural resources and revenue and
this will have a negative effect on the growth of the state that had started
moving on the path of economic reforms. It will affect the industry and
thereby the income and output in the state. Madhya Pradesh lost 30.47% of its
mineral rich land area, 26.62% of its population, 41.25% of its forests, 29.93%
of agricultural produce and 23.38% of its cultivated area. What Madhya
Pradesh required to do is to pay attention to some specific aspects of

development.
Conclusion:

Reverting to the main theme of our study, we summarize the core

findings of our analysis.

There is clear cut evidence its manufacturing to conclude that the
phase of economic stagnation started in the seventies is over and a phase of
growth revival has started in Madhya Pradesh particularly after the shift in the

economic policy from command planning to pro-market liberalization

Among the middle income group states Madhya Pradesh state has
been continues to remain very different from other states and all-India pattern
and hence has been lagging in growth despite the growth revival of the overall

economy.

The analysis of the NSDP by manufacturing industry showed that the
industrial growth rate in Madhya Pradesh has been relatively high in 90s than

80s. Although the growth revival is largely accounted by the fast growth of the
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unregistered sector, the fact cannot be denied that the post liberalization era

recorded higher growth rate than planning policy period.

This study has underlined some structural as well as region specific
constraints to the accelerated growth of the manufacturing industry in Madhya

Pradesh state.

The industrial structure of Madhya Pradesh is concentrated and lop-
sided. This is evidenced by the dominancy of single industry, basic metal and
alloys. Industries such as wool, silk and synthetic fibre, basic metal and alloys
etc show a positive impact of economic reforms on their performance in the
post liberalization period. Nonetheless, the performance of non-metallic
minerals, electrical machinery and electricity deteriorated further during the

post liberalization period

A diversified industrial structure is essential for promoting inter
dependent growth of the manufacturing industry based on the inter-industry

linkages and agglomeration

Rising capital intensity and falling employment, low growth rate of
fixed capital and low share of value added all reflect the unsatisfactory
performance of the state in manufacturing activity. This state of affairs may be

due to insufficient infrastructure-physical as well as social.

In order to accelerate industrial development in the state it has to be
supplemented by competitive advantage, which can be engendered, nurtured

and shaped by appropriate policy initiatives by the government.
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Development strategy for Madhya Pradesh

Lack of proper infrastructure, especially transport and power, has
severely impaired both growth and diversification of industries in the state. A
serious rethinking on the issue of greater use of power for the state’s
industrialization rather than mere selling it is essential. Apart from the power
factors, poor communication and transport facilities have also hindered greatly
the state industrial growth. The network of road and railways needs to be
improved. The ratio of road mileage to the total area is extremely poor and
needs to be improved substantially. Development of the hitherto neglected
railways, connecting depressed regions and also mineral resources, shall
activate the industrial sector. Further, the state must press for enlarging its
aviation sector by establishing direct flight facilities connecting main

metropolitan cities.

The most important reason for the relative lagging behind of Madhya
Pradesh is perhaps, its failure on the agricultural front. A greater investment in
agricultural development, in particular small and medium scale irrigation,
would prompt higher production of food crops and also provide impetus
towards cultivation of high-valued crops. This would help to generate income

in the rural sector and promote a viable rural industrial base.

Encouragement to the medium and small-scale entrepreneur is also
necessary. Although the incentive schemes of the state are quite impressive,
they are being implemented in an unimaginative and bureaucratic manner.
Promotion policy for the state is a crucial need for future industrial
development. Focusing on industrial clusters especially, supporting their

technology up gradation and promoting external orientation shall be a
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potential area of intervention. Focus on growth of IT, Pharma, Biotech and
Research and Development. Food processing, fruit processing and meat
processing industries have a good scope in MP. Priority should be given to
resource-based industries. There is need for the state to market itself in order

to attract private and foreign investment.

As the state is endowed with a range of high-grade minerals, gréater
prospects lie in upgrading the mining activity. Further, due to the existence of
large-scale mineral-based industries, a highly promising area appears to be the
engineering and machine tools industry. This, apart from creating substantial

employment, would also help growth of the related service sector.

A basic drawback, which has not received the attention it deserves, is
the total absence of a proper conceptual frame designed to adopt and
implement a strategy conducive to the development of backward areas in
different parts of the country. The entire package of incentives and subsidies
should be conceived in the broad framework of regional economic
development taking int.o account inter regional and intra-regional variations,
resource endowment, infrastructural facilities available and the development
potential in a country like ours with its continental size and varying problems
of economic development and divergent resource-endowment. A general set
up of criteria, however, well conceived from a macro angle, cannot be
extended to be operative throughout the country evenly without creating
distractions, if not nullifying the very rationales behind the basic objective of

balanced regional development.

To sum up, most of the industrially backward regions lacking

absorptive capacity relating to fiscal concessions and financial aid- the same
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being led by negation of proper infrastructural facilities for industrial
development could not avail the aforesaid concessions. In such regions
priority should be given to the development of infrastructure to attain an
industrial structure in a diversified manner so that higher potential of linkage
and required level of industrial development could be observed. For new
projects preference should be given to newer areas of industrial activities with
special emphasis upon location in underdeveloped districts. Industries having
potential for development are electronics, engineering industries,
pharmaceuticals, agro based industries, coal based chemical industries etc. The
development process today is marked not by the expansion of the traditional
industrialization based on cheap raw material and labour, but by the quick
transition to a knowledge-based, skill-intensive and digital economic activities

or what is now fashionably called, the new economy.

“History illuminates the past, by illuminating the past it illuminates
the present, by illuminating the present it illuminates the future” (Cardozo.J).
This study is based on the information and data collected in relation to
undivided MP. Now the division will cause a change in the industrial structure
of the state and thus it will incomplete and inadequate if any recommendations
made on this basis. But as pointed out in the above this study will be
worthwhile for formulating the strategy of economic policy of the present

State.
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