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Abstract

This paper examines the growth of employment and gross value added (GVA) in the
unorganised manufacturing sector of India across different states and union territories (UTs)
using four rounds of National Sample Survey Office (NSSO) data from 2000 to 2016. The
paper matches the data according to the National Industrial Classification of 2008 to ensure
comparability. The paper finds that most of the states/UTs experienced job-loss growth, while
only five states experienced job-less growth. It also finds a positive and significant relationship
between the growth of employment and GVA, supporting Kaldor’s hypothesis. It suggests
some policy measures to enhance the growth of GVA and employment in this sector, such as
linking the entrepreneurs with various markets, identifying clusters of skill sets, and
encouraging subcontracting from big firms.
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Productivity.
JEL Classification: D24, L26, L60, R10, J21, J24,

1. Introduction

Small and medium sized enterprises (SMESs) account for the majority of the world's business
activity (OECD, 2019). India has a large number of Micro, Small and Medium enterprises
(MSMEs) as well. Many of these enterprises are not registered under the relevant laws and
regulations, such as the Factories Act, 1948 and Beedi & cigar workers Act, 1966 (NSSO,
2017). These enterprises are often referred to as informal or unorganised manufacturing
enterprises in India (Sakthivel and Joddar, 2006; Das & Dandapat, 2021). According to
Mehrotra (2022), India has a higher proportion of informal workers than other BRICS
countries. These enterprises play a vital role in the Indian economy for their ability to create
employment opportunities for a large number of people (Dandapat et al., 2021; Ganguly, 2020;
Goldar & Mitra, 2013). Therefore, it is essential to promote the growth of these enterprises and
their employment potential. The 'Make in India’ initiative launched by the Government of India
aims to increase the share of the manufacturing sector to 25 percent of GDP by 2025 (NITI
Aayog, 2021). This initiative is expected to enhance the productivity and employment
generation capacity of both organised and unorganised manufacturing sectors. It also helps to
reduce the gender gap in employment. However, the COVID-19 pandemic has worsened the
situation of poverty and unemployment in South Asia in 2020 (World Employment and Social
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Outlook, 2022). The small enterprises were severely affected by the disruption of supply chains
due to the nationwide lockdown and many of them had to close down (Unni, 2020; Shaikh,
2020). Hence, it is important to analyse the growth patterns of employment and GVA of the
unorganised manufacturing enterprises across states/UTs in order to formulate appropriate
policies for them.

2.Literature Review

The structural transformation of the Indian economy has been marked by a gradual shift of
labour from the agricultural sector to the non-agricultural sector, as observed by Unni (1998).
Within the non-agricultural sector, the service sector has emerged as the dominant contributor
to the GDP, accounting for 53.3 percent in 2015-16. The construction and service sectors have
also witnessed significant increases in their employment shares during 1980-81 to 2015-16,
while the manufacturing sector has experienced a modest rise and the agricultural sector has
seen a sharp decline (Anupama, 2016; Aggarwal and Goldar, 2019). Cornia and Stewart (2014)
argued that this pattern of service-led growth is common among developing countries. Ganguly
(2020) examined the growth rates of unincorporated manufacturing industries in India and
found that capital-intensive industries such as transport equipment, metal products and
machinery, electrical machinery and basic metals had higher output growth rates than the GDP
growth rate during 2001 to 2013. Das (2022) contrasted the low growth rate of the Indian
economy in the pre-reform period with the high growth rate in the post-reform period, and
concluded that India had witnessed jobless growth. Goldar (2000) reported a meagre 0.53
percent per annum growth of employment in the organised manufacturing sector between
1980-81 and 1990-91, which increased to 4.03 percent per annum after the economic reforms
were initiated. Unni and Rani (2004) corroborated the finding of jobless growth in the Indian
manufacturing industry during the post-reform years. Thomas (2023) highlighted the regional
disparities in demographic trends, noting that most of the eastern and northern states had young
populations who were seeking jobs, whereas states such as Kerala and Tamil Nadu had an
aging population.

The unorganised manufacturing sector in India faces many challenges in terms of growth,
productivity and employment. Despite its significant contribution to the economy, this sector
remains largely informal and dispersed across different regions and industries. Some of the
factors that hinder the development of this sector are: lack of formal finance, power shortage,
volatility of exchange rates and raw material prices, and low skill levels of workers. Several
studies have analysed these issues from various perspectives and suggested possible policy
interventions. For instance, Saikia and Das (2012) and Saikia (2015) examined the spatial
distribution of unorganised manufacturing enterprises and found that they were concentrated
in a few advanced states, while the backward states lagged behind. They also observed that
high technology industries had a high degree of spatial concentration. Nagraj (2018), Rakshit
(2019) and Ghosh and Abraham (2021) explored the phenomenon of 'missing middle’, which
refers to the dominance of own account enterprises that do not hire any workers from outside.
They argued that the transition of these very small enterprises into larger ones is crucial for
increasing employment and productivity in the unorganised manufacturing sector. Raj and Sen
(2015) identified non-availability of formal finance as the major barrier for this transition.
Bhavani and Bhanumurthy (2014) investigated the characteristics that affect the financial
access of unorganised manufacturing enterprises, such as size, age, location, ownership,
industry type and legal status. Dandapat and Das (2022) reported that only a small percentage
of unorganised manufacturing enterprises had taken loans, and that money lenders were the
dominant source of credit. Vidyarani and Maheshkumar (2022) compared the regional
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variations in access to formal credit and found that the Southern region had better access than
the Northeast, Central and North regions. Thomas (2013) highlighted the impact of power
shortage, exchange rate fluctuations, raw material price changes and contract labour on the
growth of Indian manufacturing industries. Dandapat et al. (2021) estimated the labour and
capital productivity of unorganised manufacturing enterprises and found that labour
productivity was higher than capital productivity, indicating the scope for increasing
employment in these enterprises.

The existing literature fails to capture the recent trend of Indian unorganised manufacturing
enterprises (UMES) which is vital to take proper policy to foster the growth rate of employment
and GVA across states/UTs. To fill this research gap this study sets the following objectives:

a) to examine the variation of growth of employment and GVA of UMEs across major
states/UTs

b) to analyse the nature of growth of employment in respect to output across major
states/UTs

C) to examine the determinants of growth of employment across states/UTs

The remaining part of the paper is divided into four sections. In Section 3 we have
described the database, theoretical background and econometric model for the study. Section
4 shows the results. The structure of employment and GV A across broad activities are analysed
in this section. The percentage distribution of organised vis-a-vis unorganised manufacturing
sector is shown here. The growth trajectories of employment, GVA and employment elasticity
are analysed. The result of analysis of econometric model is presented to show the determinants
of growth of employment across major states/UTs. In section 5 we have done a detail
discussion. Finally, Section 6 concludes the observations with policy suggestions.

3. Database and Methodology

3.1 Database

We have used National Sample Survey Organisation’s (NSSO) Unit Level data on Unorganised
Manufacturing sector to conduct this study. We have considered the following four rounds:
56™ (2000-01), 62" (2005-06), 67™ (2010-11) and 73" (2015-16) rounds. In the 56" and 62"
rounds the survey was conducted under the title ‘Unorganised Manufacturing Enterprises’
which covered only the manufacturing enterprises in India. In the 67 and 73" rounds the title
was ‘Unincorporated Non-Agricultural Enterprises (Excluding Construction) in India’. This
survey covered manufacturing, trading and other services enterprises. The sample number of
manufacturing enterprises in the 56" round was about 1 lakh 52 thousand which estimated
about 1 crore 70 lakh and 24 thousand manufacturing enterprises in India (NSSO, 2002). The
sample number of manufacturing enterprises in the 62" round was about 82 thousand which
estimated about 1 crore 70 lakh and 70 thousand manufacturing enterprises in India. We have
added both the list frame and area frame of this round to get the full sample survey (NSSO,
2007). The sample number of manufacturing enterprises in the 67" round was about 99
thousand which estimated about 1 crore 72 lakh and 10 thousand manufacturing enterprises in
India. This estimated number is about 29.84 percent of total unorganised non-agricultural
enterprises (NSSO, 2012). In the 73" round the sample number of manufacturing enterprises
was about 82 thousand which estimated about 1 crore 96 lakh and 64 thousand manufacturing
enterprises. In this round the share of unorganised manufacturing enterprises out of total
unorganised non-agricultural enterprises is about 31 percent (NSSO, 2017). However, these
four study rounds are not fully comparable. The 56" round survey was based on National
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Industrial Classification (NIC) 1998, 62" round survey was based on NIC 2004 while NIC
2008 was followed for 67" and 73™ round surveys. All unit level data are matched based on
NIC 2008 only. To match three NICs we have used concordance tables given in different NICs.

3.2 Theoretical background
In every economy growth is a major concern. In case of developed countries it is observed that
growth of manufacturing sector ( G,,.) significantly influenced the growth of output ( Gy;) of
the country. Thus, in functional form it can be written as

Gyt = f(Guye), [ >0 (1)
This is Kaldor’s first hypothesis. This hypothesis is also known as ‘manufacturing as the engine
of growth’ hypothesis. The second hypothesis is that there has a positive relation between
growth of output and growth labour productivity (Kaldor, 1966; Das, 2014). More precisely,
this second hypothesis proposed two different relations: (a) relation between growth rate of
productivity (G, p; ) and growth rate of output (Gy,) ; and (b) relation between growth rate of
employment (Gg,) and growth rate of output (Gy,). These relations can be written as:

GEL’ = GYt - GLPt = —a+ (1 - b)GYt Pee wen ws mms wes wes nes mas wes s (lll)

Moreover, in Kaldor growth models technological progress is considered as an endogenous
factor which other neo-classical models are not considered. Technological progress is the
outcome of growth of gross fixed assets and growth of labour productivity (Kaldor, 1957; Das,
2014).

3.3 Measurement of employment elasticity

The employment elasticity is an important indicator of measurement of growth of employment
with respect to growth of output. But the selection of the method to measure the employment
elasticity depends on the availability of data. If the time series data is available then point
elasticity method is more appropriate otherwise arc elasticity measurement is used. Therefore,
our quinguennial data allow us to measure employment elasticity by applying arc elasticity
method that is the ratio of proportionate change in employment to proportionate change in
output during a period (Das, 2014; Kumar and Pattanaik, 2020). It is defined as

% Change in Employment (E)

°= % Change in Output (Q)
22 % 100
or, € =0o2-01 . __
L% % 100
Q1
AE
or, e = %
_AE o Q
or, e = 20X E

Where, E represent employment and Q represent output (GVA). It indicates the change in
employment of each industry for every one percent change in output. The following decisions
about growth of employment can be made from the above expression:

a) If e>1 then the growth will be called as job-creating growth

b) If 0<e<1 then the growth will be called as job-less growth

c) Ife<0 then the growth will be called as job-loss growth
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3.4 Econometric model
The theoretical relationship explained in section 2.3 clearly identifies manufacturing as an
engine of growth. Our study focuses on only unorganised manufacturing sector of India and
tried to examine Kaldor’s employment and output relationship statistically across states. We
have estimated the growth for three sub periods: 2000-01 to 2005-06, 2005-06 to 2010-11 and
2010-11 to 2015-16. To examine the relation econometrically we have set two models i.e.
Model 1 and Model 2. In Model 1 we have shown the impact of growth rate of output (JGVA)
and growth rate of labour productivity (QLBOP) on growth rate of employment (JEMP). But
in Model 2 we have considered some other explanatory variables which can be considered as
control variables. These are growth of fixed assets (gFIXA), growth of rural
enterprises(QRUE), growth of contract enterprises (JQCONE) and growth rate of expanding
enterprises (JEXPE). Thus, the regression equation can be specified as:
gEMP, = B, + B,gGVA; +ﬁszBOP + ,[)’3gFIXA + ,84gRUE + BsgCONE; + B¢gEXPE;
+ Uj oo e e .. (iv)

Where subscript i indicates twenty-five two digit level industries according to NIC 2008. We
have considered GVA in place of output as it is suggested by other researchers like Dholakia
& Dholakia,1994; Bagchi & Sahu 2020; Ganguly, 2020. All value figures are deflated by
Wholesale Price Index (WPI) where 2005-06 is the base year. Das (2014) has taken all broad
activities and analysed the empirical relation between gGVA and gLBOP with geMP. Das
(2007) shown the relation between gEMP and gGVA of organised manufacturing sector of
India. Kumar & Pattanaik (2020) has analysed Annual Survey of Industries (ASI) time series
data and found significant relation between gEMP and gGVA. In Kaldor model the role of
assets is considered as important variable in determining the gEMP. In our regression we have
considered the growth of fixed assets (gFIXA) as explanatory variable of gEMP. Moreover,
the rural small scale enterprises generate non-farm employment opportunity in the rural India.
Thus, we have considered gRUE as explanatory variable of gMP. It is hypothesized that the
growth contracting and growth expanding enterprises negatively influence the gEMP. The
reason behind this hypothesis is that contracting (QCONE) and expanding (QEXPE) enterprises
use more technology as compared to non-contracting and non-expanding enterprises.

4. Results

4.1 Growth of employment and output of organised vis-a-vis unorganised sector

In this section we briefly discuss the growth trajectories across broad activities as well as across
organised and unorganised manufacturing industries. The percentage share of employment and
GVA across broad category are presented in Table 1. In the agriculture sector 42.8 percent
workers were employed in 2019-20 as compared to 59.3 percent in 2000-01. We observed the
maximum increase in employment in the construction sector of India. In the year 2000-01 the
share of this sector was only 4.5 percent which significantly increased to 11.7 percent in the
year 2019-20. The share of service sector in terms of employment increased from 24.3 percent
in 2000-01 to 34.2 percent in 2019-20. But the share of manufacturing sector in terms of total
employment generation increased marginally from 2000-01 to 2015-16 and then decreased
marginally to 10.5 percent in the year 2019-20. However, the share in GV A of broad activities
are not similar to share in employment. The share of agriculture & allied sector in GVA is
reduced from 26.1 percent in 2000-01 to 15 percent in 2019-20. The share of construction
sector in GVA increased marginally from 6.9 percent in 2000-01 to 7.9 percent in 2019-20.
The share of manufacturing sector in GVA increased marginally from 15.5 percent in 2000-01
to 17.1 percent in 2019-20 whereas the share of service sector increased significantly to 55.3
percent in 2019-20 as compared to 44.5 percent in 2000-01. Moreover, the annual average
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growth rates of GVA and employment are shown in Table 2. The annual growth rate of
manufacturing sector in GVA was 7.3 percent during the first sub-period and it is reduced to
4.7 percent during the last sub-period. The annual growth rate of employment in manufacturing
sector was 3.4 percent during the first sub-period which drastically reduced to 0.3 percent
during the last sub-period. In the construction sector the annual growth rate of GVA shown a
decreasing trend from the first sub-period to last sub-period. Agriculture & allied, mining &
quarrying sector have shown negative growth in employment in the second and third sub-
periods. In India as a whole the annual growth rate of GVA is more or less flat and it is less
than 8 percent for all sub-periods. The growth rate of employment in India as a whole was 2.3
percent during the first sub-period which further reduced to less than 1 percent during the
second and third sub-periods. Then the annual growth rate slightly increased to 2.8 percent
during the last period.

Table 1: Percentage distribution of GVA and employment across broad activities from
2000-01 to 2019-20

GVA Employment
2000- 2005- 2010- 2015- 2019-  2000- 2005-2010-2015-2019-
Broad activity 01 06 11 16 20 01 06 11 16 20

Agriculture &allied 551 219 183 154 15 503 557 493 44 428

Mining and Quarrying 4.7 45 41 3 2.4 06 06 06 05 03

Manufacturing 155 156 17.7 181 17.1 109 114 11.7 116 105
Electricity, Gas & Water 24 22 22 21 23 0.3 03 03 04 04
Construction 69 84 89 82 79 45 6.1 95 112 117
Service 445 47.3 48.7 53 553 243 26 28.7 323 34.2
Total 100 100 100 100 100 100 100 100 100 100

Source: Authors’ calculation based on India KLEMS database (2022)
The contribution of unorganised manufacturing sector in total manufacturing sector of India
shown in figure 1. Our analysis reveals that the unorganised manufacturing enterprises (UMES)
in total manufacturing sector has generated about 71.6 percent employment in the year 2015-
16 which clearly shows the importance of this sector in context of Indian manufacturing sector.
Although, the share decreased by about 11% from the year 2000-01 (Figure 1). The aggregate
level growth analysis shows more interesting picture about this sector of India. In our study we
found negative employment growth for the period 2000-01 to 2005-06 and for the period 2005-
06 to 2010-11 while we found positive growth for the last sub period which is 2010-11 to 2015-
16 (Figure 2). We have found that the share of GVA (at constant prices) of unorganised
manufacturing enterprises decreased from 25.2 per cent in 2000-01 to 17.4 per cent in 2015-16
(Figure 1). The growth of GVA of unorganised manufacturing sector has increased from 2000-
01 to 2015-16 (Figure 2).
Table 2: Average annual growth rate of GVA and employment across broad activities
2000-01 to 2005-06 to 2010-11to 2015-16 to
2005-06 2010-11 2015-16 2019-20

GVA Employment GVA Employment GVA Employment GVA Employment

Agriculture & allied
2.7 1 3.4 -1.9 2.9 -2 5.7 2

Mining and Quarrying 6 0.1 5.7 -0.3 0.1 -3.2 0.3 -6.2
Manufacturing 7.3 3.4 11.7 0.9 7.9 -0.2 4.7 0.3
Electricity, Gas & Water 5.6 3.1 7.9 3.4 6.1 4.8 8.5 5.2
Construction 13.2 10 9.6 11.8 5.2 3.8 5 4.1
Service 8.7 3.8 8.8 2.5 9.7 2.7 7.9 4.4
Total 7 2.3 8 0.4 7.2 0.1 6.5 2.8
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Source: Asin Table 1
Figure 1: Contribution of unorganised manufacturing enterprises in total manufacturing
sector
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Source: Authors’ calculation based on Annual Survey of Industries (ASI) data for organised
manufacturing sector and NSSO data for unorganised manufacturing sector
Figure 2: Growth of organised and unorganised manufacturing enterprises in India

Growth of Organised Part Growth of Unorganised Part
14 10
12 8 _--A
-
8 -
6 4
4 2
2
0 0 rp——
2000-01to  2005-06t0  2010-11to - 2000-01to 200596 to  2010-11to
2005-06 2010-11 2015-16 2005-06 2010-11 2015-16
—O— Number =0 - Employment =—O— Number =0 = Employment
=-A=: GVA =A=-:GVA

Source: As in Figure 1

4.2 Growth of employment and GVA of UMEs across major states/UTs

In this section we have shown the relative share of employment, GVA of unorganised
manufacturing enterprises (UMES). The growth trajectories of employment and GVA across
major states/UTs are measured for three sub-periods namely 2000-01 to 2005-06, 2005-06 to
2010-11 and 2010-11 to 2015-16 and for the period 2000-01 to 2015-16. Similarly, we have
measured the trajectories of employment elasticity across major states/UTs for the above-
mentioned time periods. The relative share of employment and GVA across major states/UTs
are shown in Figure 3. In terms of employment generation, we have found that the percentage
share of West Bengal, Uttar Pradesh, Andhra Pradesh, Tamil Nadu, Gujarat, Maharashtra,
Karnataka was more than 70 percent in the year 2015-16. In terms of GVA, the percentage
share of these same seven major states/UTs was about 68.73 percent in the year 2015-16.
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Table 3: Growth rates of number of employment and GVA of unorganised
manufacturing enterprises across major states/UTs
Employment GVA
State/UTs 2000to 2005to 2010to 2000to 2000to 2005to 2010to 2000 to
2005 2010 2015 2015 2005 2010 2015 2015
Andhra Pradesh -2.18 1.13 2.17 0.29 -0.53 20.1 7.4 11.61

Assam 5.36 -6.64 -1.81 -1.53 798 541 3.68 7.37
Bihar -0.63 -9.67 123 -1.28 -3.87 379 3114 9.69
Chhattisgarh -142 -461 395 -0.96 1193 0.76 12.06 11.04
Delhi -10.08 1258 -09 -1.53 -9.89 2578 1139 544
Gujarat 4.9 1472 -354 519 532 26.32 1144 24.07
Haryana 5.91 -28 -211 -0.02 21.06 -0.7 4.63 9.6

Himachal Pradesh 1.36 -1.35 -1.81 -0.63 7.32 25 5.47 6.38
Jammu & Kashmir -6.5 1.22 0 -1.89 0.78 4.88 6.83 4.9

Jharkhand 0.67 -7.31  5.01 -1.2 399 -197 1396  5.57
Karnataka -058 -471 885 047 1165 131 23.62 17.85
Kerala 5.94 -5.92 0.7 -0.37 7.88  9.79 7.22 1218
Madhya Pradesh 4.15 -2.39  -1.02 0.06 6.25 347 11.69 9.6

Maharashtra -0.44 219 -451 -1.06 11.14 257 2.58 6.56
Orissa -164 -745 -6.63 -4.10 7.01 231 -054 3.1

Punjab -3.88 579 -224 -0.52 -298 1033 7.81 5.29
Rajasthan 2.6 -1.18  1.98 1.13 7.04 8.7 9.83 12.62
Tamil Nadu -0.45 0.88 -0.63 -0.08 263 1717 548 11.2
Uttar Pradesh -042 -022 -197 -0.85 315 486 941 7.44
Uttaranchal -6.03 3.44 -53  -2.65 -1.36 1946 4.35 8.26
West Bengal -1.29 -1.77 71.78 1.23 -096 592 1429 744
Total -0.34 -084 066 -0.18 3.63  8.57 9.33 9.84

Source: Authors’ calculation based on NSSO Unit Level Data of 73", 67", 62" and 56
Rounds

The annual average growth rate of employment is shown in Table 3. During the period 2000-
01 to 2005-06 there were eight states/UTs which had shown positive employment growth.
These are Assam, Gujarat, Haryana, Himachal Pradesh, Jharkhand, Kerala, Madhya Pradesh
and Rajasthan. Andhra Pradesh, Delhi, Gujarat, Jammu & Kashmir, Maharashtra, Punjab,
Tamil Nadu and Uttaranchal had shown positive employment growth during the period 2005-
06 to 2010-11. Again, the positive employment growth was observed in Andhra Pradesh, Bihar,
Chhattisgarh, Jharkhand, Karnataka, Kerala, Tamil Nadu and West Bengal during the period
2010-11 to 2015-16. If we consider the period 2000-01 to 2015-16 then we can observe that
there are six states/UTs which had shown positive employment growth. These states/UTs are
Andhra Pradesh, Gujarat, Karnataka, Madhya Pradesh, Rajasthan and West Bengal. There were
no states/UTs that have experienced continuous positive growth of employment. Although, two
states namely Orissa and Uttar Pradesh had shown negative employment growth in all the sub-
periods. In the case of GVA, Bihar and Delhi had experienced negative growth of GVA during
the first sub-period. During the sub-period 2005-06 to 2010-11 the negative growth rate in
GVA was observed in Haryana and Jharkhand while the negative growth rate GVA was
observed in Orissa during the period 2010-11 to 2015-6. If we consider the period 2000-01 to
2015-16 then we can observe that all major states/UTs had experienced positive growth of
GVA.
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Figure 3: Relative share of employment and GVA in unorganised manufacturing
enterprises across major state/UTs

West Bengal Gujarat

Uttar Pradesh Tamil Nadu

Andhra Pradesh West Bengal

Tamil Nadu Maharashtra

Gujarat Uttar Pradesh

Maharashtra Andhra Pradesh

Karnataka Karnataka

Madhya Pradesh Delhi

Rajasthan Rajasthan

= Bihar e Kerala
2 ) .

> Kerala o) Bihar

g Orissa g Punjab

Jharkhand Madhya Pradesh

Delhi Haryana

Punjab Orissa

Chattigarh Jharkhand

Haryana Assam

Assam Jammu & Kashmir

Jammu & Kashmir Chattigarh

Himachal Pradesh Uttaranchal

Uttaranchal Himachal Pradesh

0 10 20 30 0 5 10 15 20
| Relative share of employment (%) | | Relative share of GVA (%) |
| m2015-16 = 2010-11 = 2005-06 l2000-01| | m2015-16 ®=2010-11 =2005-06 = 2000-01|

Source: Asin Table 3

Table 4: Employment elasticity of output of unorganised manufacturing enterprises
across major states/UTs

2000to 2005 2005102010 2010to2015 2000 to 2015

Andhra Pradesh -4.11 0.06 0.29 0.02
Assam 0.67 -1.23 -0.49 -0.21
Bihar -0.16 -2.55 0.39 -0.13
Chhattisgarh -0.12 -6.07 0.33 -0.09
Delhi -1.02 0.49 -0.08 -0.28
Gujarat 0.92 0.56 -0.31 0.22
Haryana 0.28 -4 -0.46 0

Himachal Pradesh 0.19 -0.54 -0.33 -0.1
Jammu & Kashmir -8.33 0.25 0 -0.39
Jharkhand 0.17 -3.71 0.36 -0.22
Karnataka -0.05 -3.6 0.37 0.03
Kerala 0.75 -0.6 0.1 -0.03
Madhya Pradesh 0.66 -0.69 -0.09 0.01
Maharashtra -0.04 0.85 -1.75 -0.16
Orissa -0.23 -3.23 -12.28 -1.32
Punjab -1.3 0.56 -0.29 -0.1
Rajasthan 0.37 -0.14 0.2 0.09
Tamil Nadu -0.17 0.05 -0.11 -0.01
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Uttar Pradesh -0.13 -0.05 -0.21 -0.11
Uttaranchal -4.43 0.18 -1.22 -0.32
West Bengal -1.34 -0.3 0.54 0.17
India -0.09 -0.1 0.07 -0.02

Source: As in Table 3

We have estimated the employment elasticity of unorganised manufacturing enterprises
across states/UTs for all three sub-periods: 2000-01 to 2005-06, 2005-06 to 2010-11, 2010-11
to 2015-16. The employment elasticities of UMEs are shown in Table 4. We have observed the
job-loss growth in UMEs in India during the period 2000-01 to 2015-16. None of the states/UTs
has shown continuous job-creating growth during three sub-periods. Only Orissa and Uttar
Pradesh have shown continuous job loss growth during three sub-periods. During the period
2000-01 to 2005-06, eight states/UTs have shown job-less growth. These states/UTs are
Assam, Gujarat, Haryana, Himachal Pradesh, Jharkhand, Karnataka, Madhya Pradesh and
Rajasthan. During the period 2005-06 to 2010-11 Andhra Pradesh, Delhi, Gujarat, Jammu &
Kashmir, Maharashtra, Punjab, Tamil Nadu and Uttaranchal have shown job-less growth. We
have observed job-less growth in Andhra Pradesh, Bihar, Chhattisgarh, Jharkhand, Karnataka,
Kerala, Rajasthan and West Bengal during the period 2010-11 to 2015-16. If we consider the
period 2000-01 to 2015-16 then job-less growth was observed in six states/UTs namely Andhra
Pradesh, Gujarat, Karnataka, Madhya Pradesh, Rajasthan and West Bengal. All other
states/UTs have experienced job-loss growth.
Table 5: Polled OLS regression of growth of employment

Model 1 Model 2
Coefficient t Coefficient t

Growth of 0.6765 0.1211
GVA (gGVA) (0.0263)  25.65***  (0.0388) 3.12%**
Growth of -0.5978
Labour productivity (QLBOP) (0.0481)  -12.42*%**
Growth of - 0.0042
fixed assets (gFIXA) (0.0041) -1.03
Growth of 0.7100
rural enterprises (JRUE) (0.0632) 11.23***
Growth of -0.0003
contract enterprises (JCONE) (0.0001) -2.59**
Growth of -0.0353
expanding status (JEXPE) (0.0112) -3.14***

-0.3831 -1.2848
Constant

(0.3036) -1.26 (0.3462) -3.71***
N 63 63
F (2,60) 339.51***
F (6,56) 277.05***
R square 0.9644 0.9161

Note: Robust standard error is mentioned in parentheses
Source: Asin Table 3
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4.3 Determinants of growth of employment of UMEs

Table 5 presents the estimated results of the polled OLS regression model as specified in
equation (iv). It is done by polling the data of twenty-one major states/UTs for three sub-
periods. In Model 1 and Model 2, we found that the growth of GVA positively and significantly
affects the growth of employment in unorganised manufacturing enterprises. Thus, our
estimated result confirms Kaldor’s second hypothesis of a significant relationship between the
growth of employment and the growth of GVA. We observed the inverse and significant
relationship between the growth of labour productivity and the growth of employment in both
models. In Model 2 we observed that the growth of fixed assets, growth of contract enterprises
and growth of expanding enterprises are inversely and significantly affecting the growth of
employment. The growth of GVA and the growth of rural enterprises positively and
significantly affect the growth of employment in unorganised manufacturing enterprises.

5. Discussion

Across broad activities, the share of the manufacturing sector in employment and GVA
increased marginally during the period from 2000-01 to 2015-16. The growth of the
manufacturing sector with respect to employment is positive but it is reduced to about less than
one percent during the period 2010-11 to 2015-16 and the growth of GVA remains less than
eight percent in all the sub-periods. Some studies conducted by Unni et al. (2001) and Rani and
Unni (2004) observed negative growth of employment in the unorganised manufacturing sector
from 1985 to 1995 while the studies found positive growth of employment during 1994-95 to
2000-01. In contrast, Sakthivel & Joddar (2006), Majumdar & Sengupta (2010) and Goldar &
Mitra (2013) found positive growth in employment in the unorganised manufacturing sector.
This means that the growth in employment in this sector is positive but the growth rate is very
less. The low wage rate in the unorganised manufacturing sector may be a cause of slow
employment growth in this sector. The unskilled or semi-skilled workers are more interested
to engage in the construction sector and thus employment in this sector has been increasing
during last few decades (Aggarwal and Goldar, 2019). Thomas (2013) mentioned that many
workers engaged themselves in the construction sector to get steady employment opportunities.
However, Chaudhuri et al. (2006) mentioned that liberalisation decreased the hidden economy
of India. Less mechanisation of the manufacturing sector and high competition for quality
products from other countries made this sector less attractive to small entrepreneurs. The
significant change in laws related to labour and taxation during the course of time may be the
cause of slow expansion of small industries (Panagariya, 2008; World Bank, 2010; Thomas,
2013).

Seven states/UTs namely West Bengal, Uttar Pradesh, Andhra Pradesh, Tamil Nadu, Gujarat,
Maharashtra, and Karnataka had captured about 70 percent share in total employment and GVA
in the unorganised manufacturing sector in the year 2015-16. Goldar (2011) found that these
states/lUTs occupied about 67 percent share in total employment in the organised
manufacturing sector. Kumar and Pattanaik (2020) showed that the percentage share of these
states/UT increased to about 73 percent in the year 2013-14 in total employment in the
organised manufacturing sector. In the case of organised manufacturing enterprises the
percentage share in GVA of these states/UTs was about 72 percent for the year 2013-14. The
average annual growth of employment in the unorganised manufacturing sector was positive
in six states/UTs namely Andhra Pradesh, Gujarat, Karnataka, Madhya Pradesh, Rajasthan and
West Bengal during the period 2000-01 to 2015-16. None of the states/UTs has experienced
continuous positive growth in employment in all sub-periods. Orissa and Uttar Pradesh have
experienced continuous positive growth in employment in all sub-periods. But in the case of
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GVA all the major states/UTs have experienced positive growth. Goldar (2011) found positive
growth of employment in the organised manufacturing sector in all states/UTs during the period
2003-04 to 2008-09. Sharma (2017) observed positive growth rate of employment in the
organised manufacturing sector in all states/UTs except Delhi during the period 2001-02 to
2013-14.

In India the unorganised manufacturing sector has shown job-loss growth during the period
2000-01 to 2015-16. Out of twenty-one states/UTs only six states have shown job-less growth
during the same period. These states/UTs are namely Andhra Pradesh, Gujarat, Karnataka,
Madhya Pradesh, Rajasthan and West Bengal. All other states/UTs have shown job-loss growth
during the period. Das (2014) observed job-loss growth in the manufacturing sector during the
period 2004-05 to 2007-08 and 2007-08 to 2009-10. Aggarwal and Goldar (2019) found job-
less growth in the total manufacturing sector of India during the period from 2003 to 2015.
Moreover, various studies found that organised manufacturing industries use more contract
workers than earlier for production operations (Thomas, 2013).

Our regression estimated result confirms Kaldor’s second hypothesis. We found the inverse
and significant relationship between the growth of labour productivity and the growth of
employment. In our regression analysis we found a positive and significant relationship
between the growth of employment and the growth of GVA. Das (2014) found a negative and
significant relationship between the growth rate of employment and the growth rate of labour
productivity in the manufacturing sector. The study also showed a positive and significant
relation between the growth rate of employment and the growth rate of output. Kumar and
Pattanik (2020) showed significant and positive relationship between growth of industrial
employment and growth of output for majority of the states except Uttar Pradesh, Madhya
Pradesh and West Bengal. But Aggarwal and Goldar (2019) did not find any significant
relationship between the growth rate of employment and the growth rate of GVA for the
organised manufacturing sector. The growth of fixed assets, growth of contract enterprises and
growth of expanding enterprises are inversely and significantly affecting the growth of
employment. The possible reason for the negative relation between the growth of contract
enterprises and the growth of employment is that contract enterprises use more machines for
production. The possible reason behind the negative relation between the growth of expanding
enterprises and the growth of employment is the higher rate of technological progress.
Aggarwal and Goldar (2019) found significant and negative relationship between the growth
rate of employment and the growth rate of the capital-labour ratio for the organised
manufacturing sector. The growth of rural enterprises positively and significantly affected the
growth of employment. The growth of rural enterprises generates more employment in the
unorganised manufacturing enterprises may be since these rural enterprises are more labour-
intensive as compared to urban areas.

6. Conclusions

The unorganised manufacturing sector in India is a vital source of employment and income for
millions of people, especially in rural areas. However, this sector has faced many challenges in
the past two decades, such as low productivity, poor quality, lack of access to markets and
finance, and competition from organised and foreign firms. Our study has revealed that most
of the states and union territories in India have witnessed job-loss growth in this sector,
meaning that the growth of gross value added (GVA) has not been accompanied by a
corresponding increase in employment. Only five states, namely Andhra Pradesh, Gujarat,
Karnataka, Tamil Nadu and West Bengal, have shown job-full or job-less growth, indicating
that they have been able to maintain or increase their share of employment and GVA in this
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sector. These states have also performed better than others in terms of technological
upgradation, subcontracting, and infrastructural development. Therefore, we suggest that the
government should adopt a more proactive and supportive role in promoting the unorganised
manufacturing sector in India, by providing incentives, linkages, training, and infrastructure to
the entrepreneurs and workers in this sector.
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