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SENIneiEsstarted! liberalizing its econemy. It generall and its: industrial sector in
PEluICHIEROVErtWOe, dEecadesiados One ol the ebjectives el liberalization Was
to rrake Indizn dndusires pore giflcians, alealy comastitiva clalel il ggoys
IEIRCOMPELItVERESS 1Nl globall market. Tloward this end the government of
IEIERPUISUEd thiree setsi of reforms broadly: one, disbanding the complex
HERVeIeeIRindustrial licensing and industrial controls and permit system.
Ivepiberalizing the foreign trade and currency transaction. Third, initiating
SuepsE e encourage the FDI inflows ?Siddharthan 2003). These measures
Werertaken in 1991 and the process of liberalization is still continuing. Many

ENEsctons! like licensing, permits are withdrawn, foreign trade was eased

SOl ad list off negative products have been considerably trimmed. It was
== expected that once the Indian industries were exposed to global
= competition; they will be compelled to produce more in an efficient manner.
= 50 based on our expectation we framed one hypothesis that liberalization is
: contributing to growth and productivity of industrial sector. These measures
were taken in 1991 and the process of liberalization is still continuing. It

was expected that once the Indian industries were exposed to global

competition they will be compelled to produce more in an efficient manner.




IR —

PENole trade pollcy N determining the growth: and
Urgelt ct|V|ty N Industrial sector has been widely
WiBelissed in literature of ‘trade theories and growth'.
NOWEVERthEre IS a big controversy between two schools
—-9 tought regarding the Impact of trade policy on

rowth and productivity.

=
P
_...—*_-'F_
il =
— m—
g -

% Neoclassicall School led by Little, scot and Scitovsky
(1970), Bhagwati (1978), Krueger (1978).

**Revisionist School led by Roderick (1989), Stewart and
Ghani (1989) and Pack and Helleiner (1989).
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Trie preser, SiUEYAISEEESIARECRIORVETIA e BVPOLHESISH-EWhEetherliberalization
dogs rave. IMPACToN"growth) EfifiCiEncyand productivity” of industrial sector and
rmvs A -mparlson among three states l.e. Orissa, Andhra Pradesh and Tamil Nadu
i sthENElevance of two schools of thought.




To zrlel e thE trends in the growth' lates of labox, capital and output in' three states

DoUtr) ;re-liberalization and post-liberalization period.

To a__r_i;é‘ e trends) in factor productivities and efficiencies in both pre-liberalized
eliuNieralized eraiin the three states.

T o_._i;r? "_pare the productivity performance of three states in terms of TFP so as to

ISHeW the effiects of liberalization.
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SENIISESHICYAIES taken a time Jaeriod of twenty’ five years: staﬁiﬁﬁrom 1980-81 to
ZE=05 and the entire periodtistdividedt inte two, sub-periods!like pre liberalization
PENEENEYB0=61 to 1989-90) and the J)ost liberalization period (1991-92 to) 2004-05).
IRUIISESLGY, - Wer consider: the period up) te) 2004-05, the maximum, fieasible’ at: the
WIERYHERNYEREMbEIKEd PRI IO EASITENHEN GO PERGRMENCE Ol Valiables,
WIEREIENETOWHINEALES aVe EEn calcllated by takingl the semi-logarithmic eguation

25 4

= Log Y = a +bt

WHErENE concerned variable, a - constant, b - growth rate and t- time.
EISERUESSulidy Investigates the growth performance of the industrial sector of two
Stabesmoy estimating the trend growth rates of growth indicating variables like gross
Valllesadded (GVA), capital stock, labor force, investment level in both periods[1]. It
SNEHikely: that all” the variables will have a positive growth performance after
e iberalization. Secondly, the study undertakes the productivity and efficiency aspect.
= iie trend growth rates of labor productivity, capital productivity, factor intensity
= (KI5, capital output ratio, and profit share. It is anticipated that labor productivity
= and capital intensity will experience a positive growth while the capital groductivity
— Will_ have just reverse trend because as liberalization is likely to increase both capital
stock and value added along with labor force. Thirdly, the study looks into a more
comprehensive measure of productivity i.e. total factor productivity (TFP). It is a neo-
classical’ concept and takes into account all factors of production. It is a ratio of
output to weighted sum of inputs or it is the residual between growth rate of output
and weighted sum of growth rates of inﬁuts. It is a measure of technical progress
and efficiency. So finally the study uses the translog index method of TFP estimation
to s_hgw the impact of liberalization on industrial productivity of three states and both

periods.
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Trlis Inleeie dSSUIMIES, GEOMEIC, PIOgIEssIon in Valiables anditis compound growth
forsmulation ir te fo IMH

AIEEEE=IAA /A = AlnY— {wt Alnl; + rAlnk:}
> Wriere v =i~ r,

2 And Y= altieradded in time period't’

> Angd A}r "t =AY/ Yi= InY+1 — In Y,
J
J
2

ARIE= Al /li= Inl+1 - InIt
Aln'f- Akt/k = Ink+1 — Ink;
=+ w2
‘E- g o N )

== 0="'Where W and r; are being shares of factor input. The Translog index of TFP is obtained
~ Dy using the folltowmg identity (taking Ao as unity)

s A+l = A(1+ AAJA).

e Since the study deals with the impact of liberalization, a regression has been carried out
by taking some of the liberalization measuring variables along with liberalization
dummy. A legarithmic transformation of the C-D production function yields an equation
that is linear in the logarithms of output and inputs and in time. It is written as:
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LY = 2 o Jhe R e

-"fY’-VaIue added
~ [-Labor
- K-Capital
A-'Measure of TEP.
t="Time
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SINIENAST data on: value; added: and! wage; payments; etc.
WEIENGETiateaMBIG e el eYeRt Wholesalerprices ihdices
GBREENIZLONS I ebtaining the value of output and value
erJrlea "2t constant prices. The detailed categories for
WIICSUAES wholesale: price datar are available are

colle ted and the values are obtained by deflating. Thus

;1» bheldata on value added is obtained by aggregating the
‘-‘=data on constant prices to get the data for total
= manufacturing sector. The capital series is deflated by
wholesale price index of capital and machines. Similarly,
the consumer price index has been used to deflate the

total emoluments.
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' statlstlcal 70]0)| WhICh S used to shift the base
Pl this study since we are taking a long period of:
/J ears e. 1980 to 2005, we have normally 3 base
pﬂ: 3ds under which the values of all industrial indices
Naier available. But to make the series comparable we

_#' jould have one base period. This is done by method of

—sphcmg The techniqgue is given in any standard
Statistical text book.
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/rrei fiem  restrictive assumptlons I|ke perfect
SOMpPELition. and. constant returns to scale Thus it is
(IO ose to reality.

Thle 23 roductlon function approach does not assume the
ec ologlcal progress to be Hick's neutral.

gree off homogeneity or the returns to scale can be
= tlmated by using the production function approach.

_' > Econometric problems can be taken care of effectively
by running different tests.

» The production function is relatively easy to calculate
and it is more approximation of reality.
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Laor- J\Jo '-employees
Capitel- ;—)L' IVEethed is Used to get capital index. The detail procedure is given as follows:

_.L
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(z1) Trig ir el (base) year's capital stock has been obtained by doubling the fixed capital figures as
SIOVIGE eaNRtherAST. This is denoted by KO.

(D) rJr-J" %/ear the addition to gross capital stock has been computed by subtractlng the fixed

= capital 0
B atded to) it to arrive at an estimate of net addition to capital stock. A

== Wholesale price index of machinery and capital goods.
ﬁ:’fﬂbw-ne’c addition to capital stock in year 't’ is given by It.
— _/'t (FCt — FCt -1 +Dt) 100
: WPICt

Where FCt —fixed capital in year t (ASI)

FCt-1 —fixed capital in year t-1 (ASI)

Dt — depreciation in year t (ASI)

WPICt- wholesale price index of capital and machinery in year t.

Then for year't” the estimate of capital stock (Kt) is obtained by using the following equation
Kt = Kt-1 — 0.02Kt-1+ It

This means that Ki= K0 + I1 —0.02 KO
K2 =K1 + 1I? — 0.02K1 and so on.

preceding year friom the fixed capital of current year. Each ?/ear ﬁ deprec?tﬁan hc??:) been
ter that, it is deflated by




Stettlofie ry test ol the Varlables

Jrovvr Rate o Laboeur, Capital and Value Added

Grdy\:' \Rate of Partial Factor Productivities
;_\m‘e Intensity
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Table-1: The estimated ‘1’ statistiessvalues from Unit Root test (Level)

Intercept alone Intercept+ trend
amil Nadu
-0.0024
-1.6077
-1.3571

~ Orissa

GVA

" Labour Force

K Stock

Andhra Pradesh

GVA 0.9587 0.9587 0.8447 -1.59109 -2.59349 -1.78858
Labour Force -0.0366 -0.0366 -0.1218 -1.66627 -1.66627 -1.92927
K Stock -2.0995 -1.3442 -1.9801 -2.56146 -1.29429 -2.56544

Note: Critical values for Unit Root test (DF, ADF, and PP) are -3.7204, -2.9850 and -2.6318 for intercept.
In addition, -4.3738,-3.6038 and -3.2367 for intercept + trend respectively at 1%, 5% and 10% level of significance.
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Table-2: The estimated ‘1’ statistics values from Unit Root test (First difference)
Intercegt Intercept + Trend
.| —
*Www ADF

Tamil Nadu

-5.1389" -4.5456" -5.1826" -5.2016" -4.7851" -5.3123"

-3.8875" -4.8892°  -3.9168™  -3.8212™  -4.8295" -3.8575™

-3.0431™ = -5.3217*  -2.9722""  -3.7259™  -5.2030" -3.7490™

Orissa

-2.9129™ -4.2889" -2.9251" -3.30477"  -4.44417 -3.3202
Labour -3.3742™" -4.1740" -3.4610™ -9.3120" -4.2715™ -3.3264™"
Capital -3.9061°  -2.7248™"  -3.9195°  -3.8691™  -2.7317 -3.8747""

Andhra Pradesh

(EAV/.N -4.3211* -4.3211™ -4.3997" -4.6641" -4.6641" -4.7083"

Labour -4.0466™" -4.0466™  -4.07617  -3.9365™  -3.9365™ -3.9701™"

Capital -7.9087* -7.9087* -7.7178" -7.8023" -7.8023" -7.7904*

Note: All values are statistically significant at 1%, 5% and 10% level of significance
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PRE-REFORM  POST-REFORM
~ PERIOD PERIOD
14.21 20.77 ki
7.61 7.98 4.42

FULL PERIOD

6.23 8.90 6.37

PRE-REFORM POST-REFORM
PERIOD PERIOD

ORISSA -0.27 1.73 -3.70

ANDHRA 0.57 1.02 -0.54
PRADESH

STATES FULL PERIOD

TAMILNADU

STATES

ORISSA

ANDHRA
PRADESH

TAMILNADU

1:9

FULL PERIOD

8.83
9.08

9.2

0.75

PRE-REFORM
PERIOD

15.63
12.45

12.72

1.74

POST-REFORM
PERIOD

Sl
3.69

6.24




STATES FULL PERIOD PRE-REFORM POST-REFORM
PERIOD PERIOD

634
ANDHRA . : 9.97
PRADESH

TAMILNADU : ; 21

STATES FULL PERIOD PRE-REFORM POST-REFORM
PERIOD PERIOD

ORISSA -0.68 -1.72 -2.05

ANDHRA 5.53 239 5.48
PRADESH

TAMILNADU 2.58 vzl 3.39

STATES FULL PERIOD PRE-REFORM POST-REFORM
PERIOD PERIOD

ORISSA 9.13 13.66 7.08

ANDHRA 7.39 11.32 4.25
PRADESH

TAMILNADU 7.15 10.79 5.44




Trends in K/L, LP and CP of Andhra Pradesh
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Years

Trends in K/L, LP and CP of Orissa
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FR ANDHRA PRADESH  ORISSA TAMILNADU

- [ 1980810200405  -087 1.01 0.69
|1 1980-81 t0 1990-91 1,53 1.32 0.26

-0.53 0.67 1.06




EAndhra Pradesh Orissa Tamil Nadu

'#__“-Mo&d-i— ~ Model-II

-4.85 SerrT -9.66" -10.74* -6.29* -9.06*
(-1.75) (-1.61) &¥) (-3.10) (3.10) &XX)

1.01* 1.06" 1.00** 1.13* 0.78* 0.97+
(3.94) (3.74) (2.33) (2.28) (4.10) (4.87)

0.19 0.22 0.64™* 0.60** 0.59* 0.60*
(1.20) (1.25) (2.38) (2.09) (5.80) (6.31)

0.04* 0.04* 0.08* 0.08* 0.01 0.004
(3.17) (3.13) (3.31) (3.02) (0.69) (0.63)

0.05 -0.08 0.09**

(0.42) (-0.05) (2.09)
R? 0.92 0.87 0.91
D.F. 25 24 25 24 24
D.W. 1.72 1.68 1.84 1.84

Note: 1) * implies significant at 1 %6 level
2) ** implies significant at 5% level

3) ***implies significant at 10% level.

4) Figures in bracket are t-values.
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WHEGhEr We look at the totall factepproductivity (TFP)T.e. the'overall efficiency’ with
WhIchHNEEU and capital are combineditergenerate value added or the partial factor
preduetvities liker labour productivity: and" capital preductivity: and other growth
NeEanENRdustialindices) the: stomateld by.alliis ymorer o5 1ess; same. fiof Orissas. It
looks vary goos line sosi o sl e
IIBERGIeWE rate oft valuer added falls sor sharply in' the post reform period that it
SOESIAS tiee times less than that of pre reform period. The similar trend is noticed
IDIRGEERVariables. Only: the capital productivity shows a positive trend. Therefore, it
[SEStUICkELOr e "Revisionist School of thought'”.
HOWEVENIN case of Andhra Pradesh the situation is somewhat different. It looks poor
IRthESanalysis growth 1J:)roﬁle during post reform period, but it experiences an
ENfiprovement: in; terms of TFPG in the post reform period though the magnitude is
S TIEGauVE thiroughout the entire study period.
e jewever, Tamil Nadu shows a better performance in line with the theoretical
B prediction oft neoclassical school of thought as far as the technological progress in
——— “manufacturing is concerned. Nevertheless, the study concludes that neither the ‘Neo-
— Classical School” of thought nor the ‘Revisionist School” of thought are valid. Because
. poth theories are irrelevant unless we consider their respective premises, i.e. the
Neo-classical school of thought is valid if the region is having a strong industrial base
earlier. Then it can take the advantage of reform and performs better. However, if
the region is industrially backward then reforms could not bestow desirable results.
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SENIISPRGHIE stUdy concludes that both' theories are’ valid but they should

SPPECINONE aiilel anOther in the sense that one economy: should become fit
iiseEralisation before adhering tor it. An economy could not become
elswiglised iollowing liberalisation rather it should become industrialised
I/IGWING Itst ewn set of efforts i.e. learning by doing, setting up different
ElBHIES Hased oni the local resources. It might be agro based or forest
Wased o mines based or else. Development of higher infrastructural

= acilities in the form of power, roads, and telecommunication facilities has
g 0OIDE a tep priority for the policy makers to raise the efficiency of factor use
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= dhd capacity use. state economies should develop indigenous technological

— capabilities. of their own and technical education to workers etc. is
Important. steps to be taken care of. For this, it is suggested that firms
should be encouraged to invest more in research and development. Further
policy measures are needed to encourage the firms to provide the technical
training programmes to not only workers but also the managers so that
they could learn computer aided designs and decision-making processes.
Then it can become efficient on both cost and production fronts following
reforms. However, it is very bold to have a conclusion like this as we do not
have data measuring the openness of state economy exactly.







