Decoding manufacturing competitiveness

India needs state-specific approaches to consolidate and attract investment
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ndia and China are the future drivers

of the world economy, though the two

economies look very different in

terms of their development patterns
and economic structure. China has
emerged as the manufacturing power-
houseinthelast20years whileIndiahasbe-
come the major player in services.

China’s share in world manufacturing
has witnessed tremendous elevation from
2.9% in1991t013.7% in2011. The increment
in the Chinese economy’s contribution to
world manufacturing has come at the cost
of the European Union, whose share had
declined t020.9% in2010from 33 % in1991.1t
becomes much more pronounced when we
look at the fact that per capita manufactur-
ing GDP of China has increased by 8 times
compared to 1991, reaching $806 in 2010
while India’s is just $122 (see figure). The
share of India in world manufacturingis a
mere 1.8% and has increased by just 1%
over the past 20 years.

At the same time, the US contribution
hasremainednearly stagnant, which isdue
totheirspecialisation in capitalgoodsman-
ufacturing, while Chinese manufacturing
is dominated by consumer goods. China
may have succeeded in capturing a bigger
chunk of world manufacturing, but its per
capitamanufacturing GDPisstill far below
that of the US, which was $6,147 as of 2010.

India’s growth is presumed to be driven
by the services sector, which contributes a
maximum 65.2% to its GDP. However, the
role of manufacturing in India’s develop-
ment can’t be discounted considering the
fact that it contributed 16 % to the country’s
total GDPin 2010. Total workforceemployed
in the manufacturing sector is estimated to
be more than 40 million, which amounts to
9% of thetotal workingpopulation of India.
It is interesting to note that the share of
manufacturing to GDP in India hasn’t
changed much over the past 20 years, due to
boththeincreaseintheshareof theservices
sector and the decrease in the share of agri-
culture, which has declined to just 14.6% in
2010from 31.4% in1991.Indiahasmore than
142,000 factories operating in the manufac-
turing sector and needs to redefine its man-
ufacturing strategy to drive its future
growth and to create more employment.

Manufacturing growth has a multiplier
effect on the economy. The development of
many other dependent sectors, like logis-
tics, insurance and raw-material produc-
tion, is driven by the growth of manufac-
turingas it is one of the biggest consumers
forthesesectors. In stateslike Goa, Gujarat
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and Jharkhand, manufacturing con-
tributes nearly 27% of the total GDP, which
makes it extremely important for these
states to focus on developing policies to fos-
ter the development of this sector. It is in-
teresting to note that the manufacturing
sector in Orissa and Chhattisgarh has
grown by more than 16% against India’s
overall manufacturing growth rate of 9.3%
over the pastfive years, and itisdriving the
future growth of these states (seefigure).
The two states of Maharashtra and Gu-
jarat together form 34% of the total gross
output of India’s manufacturing sector,
which makes them the manufacturing gi-
ants of the country. It is very important to

map the manufacturing sector’s perfor-
mance at both the state and firm levels to
improve overall manufacturing competi-
tivenessinIndia. Atthestatelevel, theman-
ufacturing sectors of Uttar Pradesh, West
Bengal and Kerala are found to be the least
productive, having a ratio of total out-
puts/inputs of nearly 1.2 and requiring ur-
gent attention from the government. The
firms in Himachal Pradesh and Uttarak-
hand have the highest labour productivity,
where the net value added by employees on
anaverageismorethan31lakh(seefigure).
In states like Bihar, firms are found to be
very efficient in using their capital and are
producinggrossoutput thatismorethan 10

times their fixed investments.

Today, manufacturing in India requires
urgent attention from policymakers, to ad-
dress the challenges at both the macro and
micro levels. There is a need to reduce the
tax burden to improve profitability, and to
provide for the upgradation of workers’
skills and technology. Costs of production
havereached extremelyhighlevelsbecause
of rising land prices; this needs to be
checked. High power costs,lower efficiency
anddecliningavailability of qualitylabour
arealsoaffectingcompetitiveness. The gov-
ernment should adopt a cluster-based de-
velopment strategy to push high growth in
the manufacturing sector. It needs to devel-

op a strategic policy framework to identify
and develop innovative clusters thathave a
great potential in exports and can generate
more employment. There is a need to
develop investment mechanisms to foster
public-private partnershipsthat can invest
in sick clusters and focus on improving the
latter’s productivity.

There is a need for state-specific ap-
proaches. After all, each state is at a differ-
ent stage of development in the manufac-
turing industry and, therefore, needs
differentstrategiestoimproveitsmanufac-
turing competitiveness.

m Strong manufacturing states (Gujarat,
Maharashtra, Tamil Nadu, Karnataka,
AndhraPradesh, Goa, Haryana and Jhark-
hand) need an innovation-driven strategy.
These states need to move towards more
technological advancement to improve
their production efficiency. These states
should invest in developing advanced skill-
sets for manufacturing and become more
exportcompetitive.

m Weaker manufacturing states (Tripura,
Sikkim, Nagaland, Kerala, Jammu and
Kashmir, Delhi, Bihar, Assam, and West-
Bengal)need an investments-driven strate-
gy. They need to give more incentives to in-
dustry in terms of taxes, power costs and
logistics, and try to facilitate more private
investmentsin the sector.

mMedium manufacturing states (Chhattis-
garh, Himachal Pradesh, MadhyaPradesh,
Orissa, Punjab, Rajasthan, Uttar Pradesh
and Uttarakhand) need a factors-driven
strategy. These states need to focus in low-
ering the costs of inputs of production, de-
veloping the right set of skills and talent,
and removing the barriers to doing busi-
ness. These states should initiate public-
private partnership mechanismsto attract
investments and improve productivity.

Before devising policies for cluster devel-
opment, it should be understood that manu-
facturingclustersneedtobemoreintegrated
and deeper than service clusters. How clus-
ters that are not export-oriented fit into the
global value chain of manufacturing needs
tobeanalysed. Indiahasabigpotential of be-
coming a good manufacturing-outsourcing
base for manufacturing clusters due to the
presence of raw materials and cheaplabour.
But our clusters will need more marketing
and brand-building assistance to improve
their export competitiveness against the
likes of China. Indian manufacturing play-
ersneed to pitch up product quality for west-
ern markets rather than focusing too much
onprice competition from China.
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