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Industry and Urban Employment, 1961-81
A Preliminary Exploration
Rakesh Mohan
Despite the very significant changes which have taken place since independence in the structure of output from
agriculture towards noh-agriculture, the structure of the workforce has been stow to respond to these other structural changes taking place in the economy. At the same time, it is well established now that the pace of urbanisation accelerated during the 1970s. Can the accelerated urbanisation during the 1970s be attributed to a quickening
of industrialisation? This paper attempts to assemble the relevant data on changes in employment, urbanisation
and manufacturing during the 1960s and 1970s.

I
Introduction
C O N S I D E R A B L E w o r k now exists
documenting the significant move away
from agricultural towards non-agricultural
activities during the 1970s [J N Sinha, 1982;
J Krishnamurthy, 1984; A Vaidyanathan,
1986; among others]. It is now generally
accepted that for the fisrt time in this l
century, the data reveal a perceptible beginning of change in the structure of the Indian
workforce. Despite the very significant
changes that have taken place since independence in the structure of output from agriculture towards non-agriculture, the structure of the workforce has been slow to
respond to these other structural changes
taking place in the economy. At the same
time, it is also well established now that the
pace of urbanisation accelerated during the
I970s[Mohan and Pant, 1982]. The shift
away from agriculture was, however, not
merely due to a shift of activities from rural
to urban areas but also quite significantly
due to a shift away from agriculture within
rural areas [Vaidyanathan, 1986]. As will be
shown later, a significant portion of this shift
away from agriculture was an increase in the
labour force engaged in manufacturing
activity—both within rural areas as well as
in urban areas. Can the accelerated urbanisation during the 1970s be attributed to a
quickening of industrialisation in the
country? The results reported in an earlier
paper [Mohan, 1983] which examines state
data in India, would seem to support a
strong correlation between urbanisation and
industrialisation. Yet, it is also widely
accepted now that there was no acceleration
in industrial growth in India during the
1970s: if anything there was deceleration
since the mid-1960s. This paper represents
work in progress on this issue: conclusive
answers are still elusive, but the indication
is that an overall slow down in industrialisation is not necessarily contradictory to
accelerated urbanisation being related to
industrial activity. The attempt in this paper
is to assemble the relevant data on employment, urbanisation and manufacturing
during the 1960s and 1970s in order to
understand, the texture of changes which
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took place. A systematic attempt at relating
these three variables—employment, urbanisation and manufacturing output will have
to await another paper.
II
Record of Employment Growth
in Industry
The analysis of changes in employment
in India are made very difficult because of
various definitional changes during the
1960s and 1970s. These changes have been
the subject of many analyses [e g,
Krishnamurthy, 1984; and Dholakia, 1977]
and will therefore not be discussed at length
in this paper. The most significant change
that took place was between the 1961 and
1971 censuses. In the 1961 census, "a person
was deemed a worker if he had worked for
the major part of the working season or for
the last fortnight preceding the date of
enumeration". The 1971 census adopted the
concept of main activity, "the activity in
which the person engaged himself monthly"
[Krishnamurthy, 1984]. The result was that
many intermittent workers who would have
reported themselves as workers in the 1961
census did not do so in the 1971 census. The
crude worker participation rate recorded in
1971 was only about 33 per cent as compared
with 43 per cent in 1981. As might be
expected, this definitional change had a big
impact on the enumeration of women
workers as a result of which even their
absolute numbers fell between the two
censuses. Little analysis can therefore be
done on the trend of female work activity
between 1961 and 1971, The 1981 census was
made roughly consistent with the definitions
adopted in the 1977-78 National Sample
Survey (32nd round)—a worker was one who
had worked for the major part of the year,
presumably more than 6 months. Others
who worked less would then be classified as
marginal workers. Women workers were
therefore better covered in the 1981 census
as compared with 1971, but, as pointed out
by Krishnamurthy, the census continues to
underestimate women's work participation
relative to the National Sample Survey. In
analysing workforce changes, therefore, one
is reduced to paying greater attention to
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changes in the structure of male employment. The data on main male workers are
roughly consistent between the 1971 and
1981 censuses but also with the National
Sample Surveys. Comparability with the
1961 census is difficult for male workers as
well although the problems are less severe
than for females.
CHANGES I N O V E R A L L STRUCTURE O F
EMPLOYMENT

Tables 1 (A, B, C) tabulate the changes in
structure of labour force between the 3 censuses. As noted, the 1961 census data are
clearly non-comparable, such that an absolute decline is posted in total labour force
between 1961 and 1971. The fall is drastic
for females, the categories of cultivators and
household industry are the most seriously
affected being prone to be most difficult
definitional problems. For males also, the
definitional issue is most relevant for these
two categories (but also for livestock and
other services; for 1961, livestock also includes mining and quarrying). The data
indicate that relatively formal activities like
non-household industry may not be as affected by the definitional changes, and therefore, the data could be used (cautiously) for
observing changes within that category.
The most significant change between 1971
and 1981 is the large increase in employment
in non-household manufacturing—recording
the largest growth among all categories for
both males and females. This is slightly surprising since one might have expected a
bigger increase in the burgeoning tertiary
sector. Growth rates in these sectors, are
modest (about 2 to 3.5 per cent, see
Table I B) compared to the growth rate in
value added during this period. The growth
in manufacturing employment (nonhousehold industry) and construction is surprisingly high (about 5 per cent a year)
despite the sluggish growth in value added.
The share of manufacturing employment is
still only 12.1 per cent for males, and 11.3
per cent for all workers, in 1981. Apart from
the performance of manufacturing and construction, the record of other sectors is
modest or poor. In particular, the annual
growth in agriculture related activities was
extremely low at a little over 1 per cent for
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males. As a result, total male employment
growth was about 1.8 per cent a year, considerably below the population growth rate
of 2.2 per cent, in high growth service sector
cannot be held responsible for the acceleration in urbanisation during the 1970s.
Indeed, despite the definitional problems, it
is only the tertiary sector in urban areas
which shows a fall in employment growth
rates in the 1970s with respect to the 1960s
(see Table 2 B). Accordingly, the share of
manufacturing in total urban employment
increased from 28.4 per cent in 1971 to 30.3
per cent in 1981—thus providing some support to the idea that the urbanisation
observed during the 1970s might well be
related to increased industrial activity.
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Since urban areas have very little agricultural employment it is instructive to compare the structure of non-agricultural
employment (males only) in urban and rural
areas, (Tables 3A, B, C). Surprisingly, the
non-agricultural employment structures are
quite similar. The share of manufacturing
is about 35 per cent in both areas, the share
being marginally higher in rural areas.
Significantly, growth in utilities, and other
tertiary sectors, was higher in the rural areas,
presumably because of the increasing spread
of services and the increasing commercialisation of agriculture. It is also notable that the
share of manufacturing in total nonagricultural employment was only about 33
per cent in South Korea and about 41 per

cent in Taiwan in 1980 [Fields, 1985]—both
being countries which have industrialised
much faster. The conclusion that may be
drawn from these data is that there is considerable scope for expansion of tertiary
sector activities in urban areas; as much
attention may be paid to these activities in
our concern about urban employment
generation as to an acceleration of manufacturing employment. The size of nonagricultural employment in rural areas is
also quite significant about 25 million as
compared with 36 million (males) in urban
areas. The rate of growth, however, was low
compared with that in urban areas—largely
accounted for by significantly lower growth
in household manufacturing. Thus, it is
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manufacturing activity that is most significantly urban in character rather than any
other sector: the differential growth coring
the 1970s was most notable in this sector.
The character of urbanisation taking place
can then scarcely be called dysfunctional.
CHANGES W I T H I N MANUFACTURING
EMPLOYMENT

Having seen that the growth in manufacturing employment has fed the growth in
Qverall employment it is now instructive to
examine the composition of this growth in
terms of the different manufacturing sectors:
this examination is done at the 2 digit level
(sec Tables 4A, B, C). Because of the pro-
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blems of definitional changes alluded to
earlier, the record of male employment is
examined in greater detail.
What is notable from the data (all manufacturing employment of males, Table 4A),
is that there were only a handful of sectors
showing annual growth rates greater than
5 per cent. These sectors were the chemical
related sectors of rubber, plastics, petroleum
and coal products (sector 30). basic metals,
and electrical machinery—the combined
weight of which was only about 7 per cent.
Among others, greater than average growth
is exhibited by food products, textile products, paper and printing and other
chemicals. These data may be compared
with the growth in value added in different
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manufacturing sectors (Table 5) for the
whole period from 1959-60 to 1979-80. The
fastest growing sectors were the chemical
related sectors (31, 32 in Table 5), electrical
and non-electrical machinery, paper, and
footwear and apparel. In terms of value
added, the share of chemicals and petroleum
products and electrical machinery is over 25
per cent (see Table 6), a share which has been
increasing significantly throughout the 1960s
and 1970s. What is also noteworthy is that
although the growth of footwear and apparel
(sector 24 in Tables 5, 6) is the highest, its
share in value added is negligible. In the case
of employment, the share of apparel and
footwear (textile products, sector 26 in
Table 4) is high at 11.5 per cent, but the rate

2483

of employment growth, though high, is not
as spectacular. The main issue to note is that
the sectors which have had the highest
growth in terms of value added have been
the more capital intensive ones (except for
apparel). In terms of input based categories,
Ishfer Ahluwalia [1985] has also shown that
the fastest growing sectors have been the
chemicals based sectors, followed by metal
based ones with the agro based sectors
bringing up the rear This is largely corroborated by the evidence from changes in
the employment structure.
Are there significant differences between
the changes in manufacturing employment
in urban and rural areas. First, as may be
expected, the structure of rural manufactur-
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ing employment is heavily weighted towards
the agro based industries, and is therefore
quite different from the structure of urban
employment, which is well distributed
among all sectors (see Tables 4B and C).
(The only non-agrd based sector of any consequence in the rural areas is 'non-metallic
minerals' referring mainly to brick kilns.)
What is notable, however, is that the intersectoral record of growth is very similar
between the rural and urban areas—highest
growth being recorded in the chemical
related sectors and electrical machinery
which are sectors with low employment
weight. The growth in each sector is generally higher in urban areas; industrial growth
has clearly been more oriented towards

urban areas, and this orientation has been
increasing over time. The proportion of male
manufacturing employment in urban areas
has risen from about 49 per cent in 1961 to
53 per cent in 1971 and 57 per cent in 1981.
How does this record of growth in
manufacturing employment compare with
that of the fast industrialising east Asian
economies? First, as might be expected,
growth there was uniformly high in all
sectors, but the most notable feature of their
growth was a significant increase in the share
of metal products. In the case of South
Korea, the share of metal products (corresponding to our sectors 34, 35, 36, 37 in
Table 4) increased from 12.5 per cent in 1961
to 28 per cent in 1980, and in Taiwan, it
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increased from 20 per cent to 33 per cent
over the same period. In India, this share
has remained roughly constant at about 12.5
to 13 per cent. Clearly, their engineering
industry has expanded very fast and has
been significanty labour using. In our case,
the growth rate in value added in machinery
has been high but the weight of employment
has barely risen. Part of their success in this
sub-sector is explained by the rapid growth
in consumer electronics industries in those
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countries—industries which have been very
labour intensive.
The data examined above are for all
manufacturing employment including both
household and non-household industry. Are
there specific features of note if the record
of manufacturing employment is decomposed into household and non-household
industry? I examine household industry for
males first. As might be expected (see
Tables 7 A, B, C), two-thirds of household
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industry is in rural areas but employment is
decreasing in absolute terms in most sectors.
Excluding 'repairs' there would probably be
almost no growth in household industry
overall, and it would be negative in rural
areas. What growth there is may be attributed to higher growth in urban areas, but
even this would be small without repairs. In
manufacturing activity emphasis on the low
end of the informal sector as a generator of
jobs is clearly misplaced. In rural areas,
however, over 40 per cent of all manufacturing employment is in household industry,
compared with about 27 per cent in urban
areas.
According to census data, in rural areas,
only a little over 1.1 million males may be
described as working in textiles and textile
products in household industry of which
about 630 thousand are in textiles. The data
usually quoted on the number of operating
handlooms and powerlooms in rural areas
couldn't possibly be correct. Even if the data
on women workers is included, the total
number of workers, in household industry
working in textiles is a little over 1.1 million
people, (and including non-household industry it comes to about 2 million). Similarly, the total number of workers in textile products is about 1.5 million. This compares
with planning commission estimates of
about 9 million people engaged in khadi and
handloom, which includes about 7.5 million
in handlooms alone. It is quite likely that
the census estimate of 2 million in textiles
(which would cover handlooms and khadi)
is low—but it is difficult to believe that the
error of omission is as much as 7 million.
The indication is that the emphasis on the
magnitude of traditional village industries
is quite misplaced: the importance of
household industry in rural areas is declining
across all sectors.
I now examine the record of nonhousehold industry (see Tables 8A, B, C for
males). The overall growth rate of 4.9 per
cent per year for males clearly swamps that
of household industry (1.2 per cent) during
the 1970s. The growth rate for rural areas
(5.8 per cent) is much higher than that for
urban areas (4.4 per cent), but the weights
are now reversed: urban areas account for
two-thirds of all non-household manufacturing employment for males. The sectoral
growth record in rural areas is somewhat different from that in the urban areas. Nonhousehold textile products register a high
growth rate of over 6 per cent in rural
areas—compared with 3.3 per cent in urban
areas—but total non-household employment
in this sector is only about 0.5 million in
rural areas as compared with 1.6 million in
urban area. High rates of growth are recorded in textile products in both urban and rural
areas—presumably some reflection of the
rapid expansion in exports of garments. In
both rural and urban areas, the weight of
textiles and textile products remains at 25-30
per cent in total non-household manufacturing employment. It is important to note
that even small increases in growth rates in
2487
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these sectors would have a large impact on
the absolute magnitude of employment
generated. The falling share of textiles in
urban areas is partly balanced by the rising
share of textile products; in rural areas. the
share of both is rising. These data indicate
the threat posed to the health of the urban
economy from the sickness in the textile
industry. Closing textile mills would have a
significant impact on the urban economy
unless the jobs displaced are relocated in
other industries, or in a rejuvenated textile
industry.
We may note from the data on nonhousehold industry in urban areas (Table 8B)
that the significantly stagnating sectors are
only beverages and tobacco, jute textiles, and
leather and fur--a situation which is common to the rural areas. Each of these industries is agro based. The diversified nature
of Indian urban based industry may also be
noted from the rather even distribution of
employment between sectors (excluding
textiles and products). The growth record has
been modest in the 1970s—but significantly
bdtter than in the 1960s. One may expect the
definitional changes to matter least for nonhousehold manufacturing employment for
males. Increase in non-household manufacturing employment for males was just under
4 million in urban areas and a little over 2.2
million in rural areas during the 1870s.
MANUFACTURING EMPLOYMENTIN
FACTORIES (CENSUS SECTOR)

Working up the scale, 1 now examine the
record for the census sector within the factory sector as defined by the annual survey
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of industries It would be better to examine
the factory sector as a whole but, prior to
1971-72, it is difficult (though not impossible) to amalgamate the sample and census
Sectors [See Ahluwalia, 1985 for details on
this issue]. Hence the consistent series of the
census sector has been chosen. Unlike all the
other data examined which indicate that
there was a quickening of the pace of growth
in manufacturing employment during the
1970s, these data imply that growth was
similar during the two periods at about 4 per
cent per annum (see Table 9).
The highest annual growth (9 per cent) is
exhibited by the food products sector, which
is surprising in view of the fact that growth
in value added (in registered manufacturing,
which include all of the factory sector) is
negative (-0.82 per cent per year) in this
sector over the same period (see Appendix
Table 6). A re-examination of earlier tables
reveals that employment growth in this
sector is much higher in the non-household
sector relative to the household sector and
is evenly divided between rural and urban
areas. Somewhat surprisingly, employment
growth has been more concentrated in large
enterprises in this sector—yet producing little
growth in value added. This would seem to
be an anomaly in need of resolution—in a
sector which employs about 2.3 million
people in all, of whom as many as a million
are in large enterprises. Similarly, high
employment growth is recorded in the
beverages and tobacco industry despite low
growth in value added.
Among the other sectors, as might be
expected, the only others showing high
growth are the chemical related sectors of
rubber, plastic, petroleum and coal products
and other chemicals (sectors 30 and 31). The
rest of the record presents a picture of
stagnation. In particular, the engineering
industries record a significant downturn in
the 1970s relative to the previous decade.
Thus, the high growth rates observed earlier
in employment in electrical machinery must
be concentrated much more in small and
medium industry.
Overall, employment in large industry is
still concentrated in the traditional industries
which are largely the agro based ones.
Whereas there was significant growth in the
engineering industries in the 1960s, this was
modest during the 1970s. The only part of
the industry sharing sustained employment
growth, though still comprising less than 10
per cent of factory employment in 1981, were
the chemical related industries.
Table 10 brings together some of the data
(for 1981) in order to get a composite picture
of manufacturing employment. The weight
of the factory sector is high in food products,
textile sectors, chemicals, basic metals, electrical machinery and transport equipment.
As discussed earlier, of these, only chemicals
and electrical machinery were dynamic
growth sectors during both the 1960s and
1970s, but comprising only about 12 per cent
of census sector factory employment.
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Overall, much greater employment growth
occurred in the non-household, non-large
factory sector; both household industry and
the factory sector showed negligible or slow
growth. This non-household, non-large
factory sector grew at about 5.7 per cent per
year in terms of employment during the
1970s: The employment elasticity of value
added in this sector must be near unity, since
the overall annual growth rate in value added
in manufacturing was about 5 per cent per
year. About two-thirds of non-household
manufacturing employment is based in
urban areas: it is presumably this growth
which has led to the acceleration of urbanisation during the 1970s despite relative
stagnation in growth of value added. Different policies encouraging the expansion of
the traditional labour using agro based and
metal based sectors would have resulted in

much greater growth in both value added
and employment.
The next section reviews the growth of
urbanisation since 1951 and demonstrates
the significant acceleration during the 1970s.

Ill
Urbanisation in India
Table 11 presents the record of urban
growth in India since 1901. This record has
been discussed and analysed in considerable
detail elesewhere [Mohan and Pant, 1982],
therefore, only the salient features are mentioned here. India has experienced steady,
though slow, urban growth since 1921, with
the level of urbanisation inching up from
11.3 per cent to 23.7 per cent in 60 years. Different definitions of urban areas in terms of
settlement size yield different absolute levels

of urbanisation, but the broad trend remains
similar. The number of settlements increased
by only about 80 per cent over this period,
while the urban population increased about
six-fold. Thus most of the growth can be
attributed to the growth of existing towns
at every level—through rural-urban migration and natural increase rather than to the
addition of new towns.
This pattern implies a highly stable structure of settlements: the great majority of urban settlements now classified as such have
exhibited urban characteristics for a very
long time. According to one study [Moonis
Raza, 1982] there were 3,200 towns and 120
cities in India as early as 1586, quite close
to the present numbers. Because population
growth was slow until this century, most settlements remained at the same size for centuries. Most small towns historically functioned as market and service centres for the
surrounding rural areas. The hierarchy of
settlements in each region and sub-region
appears to have remained relatively stable,
with small towns appearing and disappearing over time. Despite this long settlement
history, vast areas in the country have a few
urban settlements of any size: levels of urbanisation as low as 5-10 per cent are found
in these regions. In such areas, a large
number of new towns can be expected to appear in the next two decades.
The belief is widespread that large towns
and cities have been growing faster than
smaller ones in India. This is not so; rather,
the proportion of total urban population
that lives in cities and towns above any cutoff
point continues to increase because of the
relatively stable structure of the Indian settlement pattern. The impression of faster
growth of larger cities persists because
tabulations are usually based not on individual cities but on size classes, without
taking into account intercensal movement of
towns from one size class to another. As a
result, the number of cities in the highest size
class increases continually and hence the
total population in this class increases faster
than in the smaller size classes, in which
changes in population reflect both entry and
exit of towns,
In Table 12 growth rates are computed by
comparing the total population of towns in
each class in the initial census year with the
total population of the same towns in the
subsequent census year, irrespective of their
classification in that census. The average
growth rate of different-sized cities and
towns shows little variation between 1971
and 1981. This is consistent with the tabulations but M K Jain [1977] for 1951-61 and
1961-71. The idea that larger cities have
grown considerably faster than smaller
towns in India has had a strong influence
on urbanisation policy. It is interesting that
even the largest of the cities, those above a
million in population, have not grown
perceptibly faster than others. In this respect
India's experience is not different from those
of most other regions in this decade, as
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documented by Samuel H Preston [1979].
However, Preston also identified a general
slow-down in urbanisation toward the end
of the 1970s, particularly in Latin American
countries, after continuing acceleration in
earlier periods. As shown in Table 11 the
experience of India is different, in that the
acceleration is particularly marked in the
1971-81 decade; moreover, this acceleration
is evident for all sizes of towns and cities and
for most of the regions in India.
REGIONAL PATTERN OF URBAN G R O W T H
AND ECONOMIC DEVELOPMENT

Fable 13 presents the growth rates of
urban and rural populations by state
between 1951 and 1981. Among the slower
growing urban populations are those of the
early industrialised states of Maharashtra,
West Bengal, and Tamil Nadu. These states,
however, all have urbanisation levels of over
30 per cent, comparable to the levels in
middle-income countries with a per capita
income of about US $400. At the other end
of the scale are some of the least urbanised
states—Orissa (11.8 per cent), Bihar (12.5 per
cent), and Uttar Pradesh (18.0 per cent)—
but these are states with some of the highest
rates of urban population growth between
1971 and 1981. Only ten countries in the
world (including Bangladesh, Bhutan, and
Nepal within the Indian subcontinent) have
levels of urbanisation below 12 per cent, and
they are at the lowest levels of per capita
incomes. Thus, in terms of urbanisation
levels, india's states span the range of the 50
or so countries with annual per capita
incomes from US $100-1400. However, variation in levels of urbanisation between states
has declined in the last decade: while all the
poor states have experienced accelerated
rates of urban population growth, only
Haryana, among'the richer states, experienced comparable growth. In some of the
poorer areas—-Orissa, parts of Bihar, eastern
Uttar Pradesh, and eastern Madhya Pradesh,
where current urbanisation levels are low and
towns are far apart—there has been a great
tendency for reclassification of large villages
and towns, and the potential for the
emergence of new towns is greater
An examination of rural population
growth rates helps explain the emerging
urbanisation pattern in Indian states. The
rate of growth of rural population has
declined significantly in the high agricultural
productivity states of Haryana and Punjab,
while small increases have taken place in the
low productivity states of Bihar, Rajasthan,
and Uttar Pradesh. Other poor states such
as Orissa and Madhya Pradesh have experienced declines. As mentioned earlier
there is also evidence, now conclusive
[Krishnamurthy, 1984] that for the first time
since the turn of the century there was a
perceptible decline in the proportion of
labour force engaged in agriculture during
1971-81, For males, the share of cultivators
and agricultural labourers in the total labour
force declined from 67.4 per cent in 1971 to
2494

63 J per cent in 1981. This is at least consistent with the decline in the overall rate of
rural population growth, from 2.0 per cent
a year from 1961-1971 to 1.75 per cent during
the following decade. This may be indicative
of the declining capacity of agriculture to
absorb continued increases in population
and labour force.
The distribution of both rural and urban
population growth rates has become progressively more uniform since 1951. Between
1951 and 1961 there were as many as five
states whose rural population growth rates
were higher than their urban rates; between
1971 and 1981, there were none. Over the
past two decades urbanisation has become
pervasive in all the states of India.

IV
Regional Spread of Manufacturing
Employment: T h e Record
since 1961
The last section showed that the spread
of urbanisation was pervasive during the
1970s. One distinctive feature was that the
older industrialised states of Tamil Nadu,
West Bengal and Maharashtra, though still
have the highest levels of urbanisation, had
slowed down their rate of urbanisation while
the less urbanised states had accelerated.
How does this square with the record of
manufacturing employment growth during
the 1970s? This section presents the statewise
distribution of employment in manufactur-
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ing according to the different data sources.
Because of data limitations, the focus once
again is on male employment.
Looking at the spread of household industry first (Tables 14 A, B) it is clear that,
among males overall, it is only in West
Bengal that there was growth of any consequence: The growth in urban areas is much
higher, with Punjab and Haryana showing
the largest rates of growth, followed by Uttar
Pradesh. These are the green revolution
states (western part of UP) and it is quite
likely that this observed rate of growth in
household industry is related to the overall
growth in incomes related to the green
revolution. However, the data at hand are not
detailed enough to confirm this conjecture.
There is not much shift in the structure of
household industry employment except for
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a significant increase in weight of West
Bengal through both the 1960s and 1970s.
Looking at the growth in non-household
manufacturing employment in different
states (Tables 15 A, B) is of greater interest
since the growth rates are much higher. It
is remarkable that the highest rates of growth
in urban non-manufacturing employment
are in Haryana, Orissa, and Rajasthan; these
are also the states exhibiting the highest rates
of urban papulation growth. Similarly, there
is direct correspondence at the other end: the
states of Maharashtra, Tamil Nadu and West
Bengal, Kerala show the slowest growth in
both urban population and non- household
manufacturing. Indeed, all the states increase their shares at the expense of these
older industrialised states. These data confirm the dispersal of industry as documented
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carefully by Uday Sekhar [1983], Among the
traditionally industrialised states it is only
Gujarat that is exhibiting fast growth in both
manufacturing employment and urban
population. The fall in share is the highest
for West Bengal—it also has a very low rate
of urban growth, a clear indication of the
decay of Calcutta. Note that this is in contrast to its record in household industry.
The data on factory employment
(Tables 16 A, B) present a similar picture
showing the greater spread of manufacturing employment away from the older industrialised states. The decline of West
Bengal emerges in even sharper focus in
these data. The share of West Bengal,
Maharashtra and Tamil Nadu falls from just
over 50 per cent in 1961, to 47 per cent in
1971 and just over 40 per cent in 1981. The
gains of the other states are relatively well
distributed: most of the dispersal appears to
have taken place during the 1970s. The data
from the Annual Survey of Industries (Fable
16 A) are largely consistent with those from
the Labour Bureau (Fable 16 B).
It is now interesting to look at the
distribution of 'unorganised' employment
(Tables 17 A, B); this may be defined as the
residual resulting from the subtraction of
factory sector employment from nonhousehold manufacturing employment.
Although, the highest growth states are still
Haryana, Rajasthan and Orissa, the fall in
share of the old industrialised states is less
obvious. The share of Maharashtra, Tamil
Nadu and West Bengal barely falls from
about 40 per cent in 1961. to 39 per cent in
1971 and 38 per cent in 1981. There is only
a clear fall in the share of West Bengal. Thus,
the dispersal of industrial employment is
mostly in the factory sector: the distribution
of unorganised manufacturing employment
has remained relatively stable.
It is therefore interesting to examine the
statewise growth in manufacturing value
added (Table 18), Most states gain at the
expense of West Bengal which suffers a
drastic fall in share of manufacturing value
added from 18 per cent in 1961 to 13 per cent
in 1971 to just under 10 per cent in 1981.
Both Maharashtra and Gujarat increase
their share during these two decades. The
highest growth is recorded by the green
revolution states—Haryana and Punjab. The
one anomaly relative to the record of
employment growth is Rajasthan: growth in
value added during the 1970s is only 2.4 per
cent a year, less than half of the national
average of 5 per cent a year, despite the
extremely high rates of growth in manufacturing employment. Except for the fall of
West Bengal, and the rise of Haryana and
Punjab, there is little redistribution of
manufacturing activity in terms of value
added. One must conclude that much of the
dispersal of manufacturing employment
must be of low productivity.
To summarise, the evidence indicates a
close link between the spread of manufacturing employment and the spread of urbanisation. It is organised sector factory
2495

employment that has dispersed the most,
unorganised sector employment exhibiting
little change in its statewise distribution. But
this dispersal seems to have been infructuous
in terms of value added, where the older industrialised states have maintained their
shares except for West Bengal, The most
dynamic states have been Haryana and
Punjab which may be attributed to both the
demand effects of the green revolution and
the proximity to Delhi. Indeed, their growth
is manifested in the high population growth
of Delhi through the 1960s and 1970s. The
differential record of urban growth seems to
be more directly related to manufacturing
employment growth rather than value
added. These conclusions need to be tested
more systematically, but that will form the
subject of another paper.

V

that the growth of employment in agriculture was abysmally low, and surprisingly,
that in the tertiary sector it was lower than
in manufacturing. On those counts, the performance of manufacturing employment
was quite good. But such an assessment
should be made in relation to the relative
rates of capital formation. Investment in
manufacturing ranged from being 20 per
cent to 100 per cent higher than in
agriculture throughout the 1960s and 1970s,
even though value added in manufacturing
is less than 60 per cent that in agriculture
through most of the period. Could employment generation have been higher with
similar levels of capital formation? With the
same composition of investment within
manufacturing? Given the overall levels of
capital formation in manufacturing,
experience in other countries suggests that
it should have brought a higher rate of

employment generation. What were the
reasons for this relatively slow growth? To
what extent was the policy environment
responsible for these results? In this concluding section we attempt, to bring together
some of the main concerns about stagnation
in manufacturing—both in value added and
in employment. The aim is to give some
pointers to possible future policy directions
in view of the rapid employment generation
that is necessary in urban areas over the next
couple of decades.
There is widespread agreement that Indian
industrialisation has been very capital intensive during the 1960s and 1970s. In the factory sector, the number of employees per
lakh of fixed capital (constant 1970-71
prices) fell from about 16-17 in 1960 to about
4 in 1978-79 [Lucas, 1983]. It is also found
that with the same composition of capital
formation, if the original K / L ratios were

Can Manufacturing Employment
a n d U r b a n i s a t i o n B e Accelerated?
The record then is a mixed one There appears to have been some step up in the
growth of manufacturing employment
during the 1970s as compared with the
1960s, although the evidence is far from conclusive because of definitional changes between censuses. Where there is no definitional
problem, that is in the factory census sector,
there is no evidence of accelerated employment growth in the 1970s—employment
grew slowly in both the decades. The main
indicator of acceleration is from the data on
male employment in non-household manufacturing, a category which should not be
too affected by the definitional changes between 1961 and 1971. A feature of this acceleration was that it was more evident in
the hitherto less industrialised states.
Moreover there appears to be a strong
association, though not tested statistically,
between the acceleration in this segment of
manufacturing employment and in the
growth of urbanisation in these states. The
t r a d i t i o n a l industrialised states of
Maharashtra, West Bengal and Tamil Nadu
exhibited slow growth in both manufacturing employment and in urbanisation.
Indeed, the data strongly indicate the 'deindustrialisation' of West Bengal. The gains
in employment shares in manufacturing in
other states were largely at the expense of
this one state. Despite relatively slow growth,
the weight of manufacturing value added
and employment remained high in these
states. Thus, although, an acceleration in
manufacturing employment seems to have
occurred in other states, overall growth in
manufacturing remained slow. Thus,
although the step up in urbanisation during
the 1970s was closely associated with industrialisation, the differential experience of
states explains how this could happen despite
the overall industrial stagnation which has
been so widely remarked upon.
Was this record of employment generation
in manufacturing adequate? It was shown
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maintained in each sector, the fall in
employees per lakh of fixed capital would
have been to only about 13. In other words,
there has been capital deepening in each
sector. In addition, however, there has been
a shift toward the more capital intensive
ones. It seems, however, that we have overdone these shifts and that we might have
attempted this shift too fast.
The evidence for such a view is scattered
in many descriptions of Indian industry. Two
perceptive accounts arc in Desai [1984] and
Arun Ghosh [1984]. Desai claims that the
slow rate of Indian industrialisation may be
attributed in part to 'technological incapacity'. The poor quality and lack of training of
our labour leads to highly inefficient use of
equipment, bach new plant is subject to construction delays and cost overruns. In a
detailed analysis of the performance of large
borrowers of the main industrial banks ( I D B l , ICTCI, IFCI), Mehta and Sekhar [1987]
find that average construction delay was 9
months in the private sector and 2 years in
the public sector; and cost overruns were
about 20 per cent in the private sector. Desai
finds major inadequacies in the use and
maintenance of equipment. Despite a major thrust toward indigenisation [about 85
per cent of capital goods are now supplied
indigenously according to Jayati Ghosh,
1986], we have a high degree of dependence
on import of technology—adaptation,
design and development of technology has
been singularly lacking. This has also led to
often poor quality of machinery installed
which exacerbates the maintenance problem.
Similarly, Arun Ghosh points out that we
have seen steeply rising variable costs with
high capital costs: this can only arise from
wrong technological choices or the lack of
absorption of technology. We thus have the
unusual result of cost rising with modern
technology, while other countries usually install modern equipment with a view to
reducing costs.
Thus part of the observed stagnation in
manufacturing value added and employment
can be laid to technological incapacity. The
relative low skill base of labour results in the
kind of problems alluded to above: perversely, the incentive is to use even more capital
intensive techniques to minimise the use of
labour. A private industrialist is happier to
invest in a more automated machine rather
than in imparting training to his workers
since the latter would be a long-term affair,
the low skill base of the labour force is really an indictment of the education policy
followed since independence which has not
given adequate attention to basic education.
The most capital intensive sectors
(petrochemicals, fertiliser, iron and steel) are
largely in the public sector. Not only may
our leap into these sectors have been
premature, but wrong technological choices
may have been made because of the kind of
decision-making procedures followed in
government. Ghosh argues that decisionmaking in the public sector suffered from
inadequate technical inputs.
Economic and Political Weekly

These conjectures arc borne out by the
various sector-wise estimates available on
growth in total factor productivity [see Table
19, taken from Ahluwalia, 1985]. Positive
TFP growth is observed only in the traditional sectors of textiles, footwear and apparel, furniture and paper while the most
highly negative changes are observed in rubber products, petrochemicals, wood and
cork and metal products. Broadly, the
chemical based sectors perform the worst,
followed by agro based and metal based sectors. It is notable that the wage share (see
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Table 20) is highest in the sectors with
positive TFP change (textiles, apparel* paper
and printing and transport). The wage share
in these sectors is about 60 per cent, while
it is about 50 per cent in the engineering industries. As might be expected, it is less than
30 per cent in the chemical based industries.
Yet, in our quest toward rapid modernisation in a labour abundant country we seem
to have invested most highly in the capital
intensive industries and least in the labour
using industries. The picture observed from
the various cuts into the employment data
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is quite consistent with the other available
evidence.
Why has this happened? Apart from the
policy induced rush toward modernisation,
interesting evidence is provided on the trends
in manufacturing sector wages by Sen [1985),
Nagraj [1985] and Fallon [1986]. T h r growth
in earnings is highest in the chemical related
sectors; the variance in wages is much fe$s
than the variance in productivity between,
sectors; actual wages are almost always
higher than minimum wages. Even unskilled wages are observed to be much higher
than minimum wages. Thus minimum wage
legislation cannot be said to have much impact on organised manufacturing sector activity. Fallon also finds that the other labour
benefits (employee state insurance, provident
fund* gratuity, etc) seldom add up to much
more than 20 per cent of gross salary: these
are on the low side compared to other countries. Thus increasing labour costs can
scarcely be laid to governmental action.
Restrictions on laying off and retrenchment
are, however, much more important and
could lead to capital intensive technological
choices. Similarly, the observation on the
low variance in wages (see Table 21) relative
to productivity is probably more important.
If there is a sector like chemicals which leads
in wage setting its ratchet effect on other
labour using industries could lead to inappropriately high wages in these sectors
resulting in overall capital deepening and
lower employment growth in these industries
and economy wide.
A premature rush toward inappropriate
industries could therefore have economy
wide effects—particularly in a country with
relatively strong unions in the organised
sector. It is therefore not surprising that the
organised sector behaved in the way it did
during the 1960s and 1970s—leading to industrial stagnation in both value added and
employment growth.
What were the counter balancing factors
which led to greater growth in employment
in the non-household, non-factory sector
during the 1970s? There was a succession of
important policy measures towards the end
of the 1960s. The MRTP Act was introduced; investment in 'backward areas' was
given high incentives; small and medium industry was promoted through both fiscal
concessions as well as product reservations.
The observation of dispersal in manufacturing employment toward the less industrialised states is consistent with the intended effects of these measures. But the data on
value added in manufacturing by states
shows little increase in spatial diversification.
Thus, the small gains observed in employment in the non-factory sector might have
been bought at a very high cost. The Mehta
and Sekhar [1987] analysis also shows that
MRTP firms, being larger and more experienced, generally perform better; and that
new firms have generally lower performance
indicators. Although it is essential in a
developing country to encourage and spawn
new entrepreneurs, our restrictions on exit
2498
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may have exhibited industrial growth. The
average size of firms has clearly fallen
[Nagaraj, 1984] but this may not have been
due to an increase in sub-contracting
[J Ghosh, 1986], which would otherwise
have been an efficient way to increase
employment through small and medium
industries.
The evidence then indicates that we may
have advanced too fast toward the technologically sophisticated and capital intensive
industries to the detriment of industries
which are not only labour using but which
would also be more competitive internationally. Were there any other constraints?
A relevant issue is whether there was adequate demand for these goods—essentially
agro and metal based wage goods? The slow
growth in agriculture in most regions (barring only Haryana, Punjab, western UP and
parts of Rajasthan and Gujarat) implies not
only sluggish demand for wage goods but
also sluggish supply for the agro based sectors. The metal based sectors have probably
suffered from the high steel prices and from
the decline of the eastern region, essentially West Bengal, where the engineering industry had its base. Thus, the agro and metal
based sectors may have suffered from both
supply and demand side constraints. The
comparison with the fast growing cast Asian
countries suggests that at our stage of
development, it is the engineering sectors
and textile related industries which give the
best potential for expansion. From the supply side, the data on wage share and productivity. From the supply side, the data on
wage share and productivity change support

2502

this contention for India as well.
How would demand have increased? Part
of the answer would have to lie in greater
attention to exports of these goods. The
multiplier effect of greater value added and

employment generation resulting would
itself ease the domestic demand problem.
But, in a country of India's size, this would
not be as significant as it has been in the successful exporters. Some gains would also be

Economic and Political Weekly

November 4-11. 1989

made by fiscal actions reducing the tax
burden (Ahmad, 1987] and prices of these
goods—textiles, garments, and light
engineering goods, including simple consumer electronics. But the most important
answer, and the most difficult one is greater
spread of agricultural prosperity. Paradoxically, accelerating manufacturing
employment—and urbanisation—will depend on higher growth in agriculture.
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