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Highlights

T

he international conference "Achieving Accelerated Manufacturing Growth:The Promise
and Challenges", held on Jan 2-3, 2015 in Chennai was jointly organised by the Madras
Institute of Development Studies (MIDS), Chennai and the British Northern Universities India
Forum (BNUIF), United Kingdom. The conference was supported by a grant from the
Government of Tamil Nadu.
Speaking in the inaugural session of the conference, Thiru C.V. Sankar, Additional Chief
Secretary, Department of Industries and Thiru K. Shanmugam, Principal Secretary, Department
of Finance emphasised the need to understand the constraints to the growth of industry in
Tamil Nadu, especially in view of the potential for employment generation in the sector. They
also drew attention to the successes the state has had in developing its manufacturing sector
and the challenges before it. Thiru S. Krishnan, Principal Secretary, Planning & Development
and Special Initiatives and Thiru Kumar Jayant, Secretary, Department of Micro, Small and
Medium Enterprises participated in the conference providing the perspectives of policy makers
to the deliberations.
The academic papers, panel discussion on policies and the presentation of two case
studies, besides the observations by senior officials and the key note address have pointed to
a number of initiatives that are required to be taken by many stakeholders in achieving the
sector's accelerated performance. The suggestions have implications not only for the state of
Tamil Nadu but also to other states in the country.
The key observations from the conference are summarised below.
•

A comparison of experiences of industrialisation in China and India pointed to the
current relevance of Town and Village Enterprises (TVE) for India in many respects.
While not all the strategies of China are replicable, ensuring efficient infrastructure,
especially that of connectivity or transportation is essential for the growth of
manufacturing sector.

•

While private sector enterprise operates on the principle of profitability for survival,
large investments may be adversely affected by uncertainty over rules of exit. In this
regard, well-designed unemployment insurance schemes based on contributions from
the employer, employees and the government are essential.

•

India's manufacturing sector is characterised by absence of 'mid-sized' firms. There
is a need to enable small firms to grow into medium sized ones as benefits to the
economy as a whole would be considerable. The policy support to the small firms
should be more efficient.
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•

Skill development requires urgent attention. Upgrading the capacity of educational
institutions to impart up-to-date and appropriate skills should receive priority
attention of the government and industry.

•

Re-skilling is as important as skill development. Institutions and programs that enable
re-training of skilled labour are needed.

•

Innovations and R&D by the industry is crucial for sustaining the growth of industry.
Competitive pressures would induce innovations. However, access to technology
from a larger pool of such services should be made available by the initiative of the
government.

•

Efficiency in the operation of firms is influenced by both factors internal and external
to the firms. The external factors include infrastructure services, corruption free
efficient administrative services and efficient financial services. Internal factors
include quality of entrepreneurship, skills of labour force and scope for growth.

•

The work of TWIC in bringing technology solutions for conserving water resources
and reducing pollution from textile industry are examples of how technology can
address some of the emerging challenges in accelerating growth of manufacturing.
However, the damage caused by growth of industry to the environment should be a
reminder to have adequate safeguards in place before the damage becomes irreparable.

•

Tamil Nadu's long coast line is its natural advantage. It must be harnessed to provide
access to trade and help in accelerating its economic growth.

•

The state is rightly making efforts to attract global capital to expand and diversify its
industrial base. There is a need to constantly assess the factors that may be holding
back investments- foreign or domestic- and provide a policy environment that enables
investments to take place. Besides the streamlining of procedures and rules affecting
businesses simplification of taxation system is also seen to be essential in improving
climate for new investments.

•

There is a need for regular and systematic dialogue and initiatives to address the
constraints faced by the sector. Monitoring the key factors influencing the
performance of the industry is a crucial requirement for appropriate responses by
the industry and the government.

•

A forum for constant engagement between the industry, government and researchers
is one important need that was identified in the conference, benefits of which would
be far reaching if the feedback to the various agencies leads to appropriate actions.
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International Conference on
"Achieving Accelerated Manufacturing Growth:
The Promise and Challenges"
January 2-3, 2015

A Summary and Key Messages
The Conference
The Madras Institute of Development Studies (MIDS), Chennai and the British Northern
Universities India Forum (BNUIF), United Kingdom jointly organised a two-day
International Conference on "Achieving Accelerated Manufacturing Growth:The Promise
and Challenges", on Jan 2-3, 2015 in Chennai.
The conference focused on issues relating to the potential for expansion of
manufacturing sector in the country, its benefits and challenges before it. The conference
participants included scholars from UK and India, government officials of Tamil Nadu
and industry. The conference included presentation of 14 papers, nine from within India
and five from UK, a panel discussion on policies and presentation of two case studies of
initiatives that aim to address the challenges in accelerating manufacturing growth. In this
note we provide a summary of the proceedings of the conference in terms of the key
messages from the various addresses, papers presented and discussions in various sessions
of the conference.
Inaugural Session
Prof. K.L. Krishna, Chairperson, Madras Institute of Development Studies (MIDS),
welcoming the participants, acknowledged the financial support and encouragement of
the Government of Tamil Nadu to the conference. He also acknowledged the partnership
of BNUIF in organizing the conference as the travel and accommodation cost of the
international participants was borne by the BNUIF. Prof. Krishna mentioned that Prof.
Balasubramanyam, currently Professor Emeritus at the Lancaster University in UK, with
a deep interest in economic and social development of India, has been a driving force for
the conference.
Prof. Krishna extended special welcome to the senior officials of the Government
of Tamil Nadu and appreciated their interest in the theme of the conference. He then
requested Thiru C.V. Sankar, Additional Chief Secretary to Government of Tamil Nadu
and Principal Secretary, Industries Department to preside over the inaugural session of
the conference as the Chief Guest, Thiru K. Shanmugam, Principal Secretary, Finance
Department to share his views with the participants in the inaugural session.

Achieving Accelerated Manufacturing Growth • 5

He noted that Thiru S. Krishnan, Principal Secretary, Planning Department and Thiru
Kumar Jayanth, Secretary, MSME would join the later sessions in the conference and
thanked them for their support and encouragement. He welcomed all the important
officials and industry specialists and representatives.
Prof. V.N. Balasubramanyam in his opening remarks on behalf of BNUIF, thanked
Prof. Krishna and Prof. Shashanka Bhide for the partnership between MIDS and BNUIF
in organizing the conference. He noted that there is a lot to understand and learn from the
changes that have occurred in the manufacturing sector globally over the recent two
decades.
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Highlights of the Address by the Chief Guest
Thiru C.V. Sankar, IAS
Additional Chief Secretary, Department of Finance, Government of Tamil Nadu

Expressing his appreciation that MIDS is organizing this very important conference at a
critical juncture, Thiru Sankar noted that addressing the goal of higher manufacturing
sector growth requires the advice of experienced group of people who have done substantial
work in this area. The present conference was very relevant in this context.
Referring to the recent emphasis on 'Make in India' campaign, Thiru Sankar pointed
out that there is a need to spell out strategies to encourage manufacturing in India. There
are challenges in moving towards this goal. The Reserve Bank of India Governor has
recently talked about the changes in international economy and whether we are investing
in new technologies in our economy as other leading nations do. Various other
developments internationally indicate there is a shift in production to locations closer to
the markets or closer to resources such as, markets of Europe and USA or China, and Africa.
Elaborating on the strategies that may be relevant for accelerating manufacturing
growth in a state like Tamil Nadu, he pointed to some of the strengths and advantages of
the state. Tamil Nadu has along history of manufacturing, architecture, metallurgy and
seafaring. The strong capacity of its people to develop institutions which have survived
several centuries successfully is also a feature we should take into account.
The state took an early start in establishing industrial estates. Tamil Nadu has made
significant contributions to the national politics and policies both before India's
independence and in the post-independence period. The Green Revolution is attributed
to one of the ministers, the late C. Subramanian, who hailed from Tamil Nadu. There has
been a transition from a period of dependence on other states for meeting its food
requirements to self-reliance in the sector.
The state also has a vibrant small scale sector with a growing role of the private sector
in taking up industrial projects. Auto components, textiles, electronic goods, bio-tech and
IT industries have come up in the state. Tamil Nadu always figures among the top three
states in the country on many of the economic development indicators. It ranks first in
the number of factories, in the number of industrial workers, in the number of micro and
small and medium entrepreneurs among India's states. The state also ranks high in social
and other economic indicators such as low infant mortality rate, high literacy levels, number
of educational institutions for professional degrees. The state had an early lead in the
development of health infrastructure. The state experienced a long Dravidian movement
during which power shifted to less privileged social groups. We now have a strong program
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of social safety net which includes services ranging from Old Age Pension, Noon Meal
Programme for school children, Universal PDS, Rural Employment Guarantee and so on.
The state also has a strong media presence and the inputs from various institutions
of research also feed into policy making.
There are, however, challenges as the state is now at the cross roads of moving to the
next phase of industrial development. Regular employment has become stagnant in recent
years while contract labour may be growing which may not be socially desirable. There
are also issues of quality of our skilled work force. Employee attrition rates in some of
the sectors may be high relative to the experience of developed economies.
Underscoring the importance of the state's industrial development, Thiru Sankar
pointed to the number of sector level policies that have been formulated by the state such
as the Auto components policy and biotech policy. Highlighting the importance of having
different strategies for the short, medium and the long run, he pointed to the goals that
the government has set for itself as articulated in the Vision 2023 document of the State
Government.
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Highlights of Address
Thiru. K. Shanmugam, IAS
Principal Secretary, Department of Finance, Government of Tamil Nadu

Thiru K. Shanmugam emphasised the points made by the Chief Guest earlier on the factors
that made Tamil Nadu a leading manufacturing state in the country. He argued that the
state has been an attractive place for manufacturing because of cost advantages it offered.
It is, therefore, necessary to see what is happening to this factor and other factors
influencing growth of manufacturing sector in the state. He urged the conference to
deliberate on what needs to be done to retain Tamil Nadu as an attractive place for
manufacturing.
Service sector has been growing faster than the other sectors. But both manufacturing
and agriculture play a crucial role in supporting the sustained growth of services in the
economy. This has been the case in the case of Tamil Nadu. Balanced growth of different
sectors is required to achieve sustained growth.
The growth performance of the economy in the recent years has been uneven. It is
surprising that growth performance of industrial sector is showing a cyclical pattern. The
fluctuations in output affect the overall economy adversely and a stable growth pattern is
necessary.
He cautioned that continuous monitoring of the factors affecting the industry is
essential so that corrective policy actions are taken to achieve sustained growth of the
sector. He narrated the points made by a textile sector entrepreneur who has been forced
to consider shifting his factory outside the state as labour costs are making his enterprise
uncompetitive. In the beginning, wage rates made commercial sense to locate the firm in
the state but now the situation is changing especially where the markets are very
competitive.
Taking another example, Thiru Shanmugam pointed out that manufacturers in Tamil
Nadu are not benefitting from the emerging demand for manufactured products. The state
is providing consumption subsidies for a number of manufactured products. But most of
these goods are imported. He suggested that the inability of domestic firms to compete
despite such subsidies needs to be probed.
Besides rising wage rates, no other factor can be said to adversely affect location of
industry in the state. Power situation is satisfactory. Large power projects have been
implemented recently and there are projects in the pipeline. There is also huge investment
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in transmission and distribution network. The state also has adequate human resources.
Thiru Shanmugam pointed to a number of areas where research inputs are required
for making better policies:
•

Tamil Nadu also has policies that support the MSME sector. It is recognised that
there is a need for an anchor firm for the growth of the MSMEs. There are a number
of policies to support the sector. It is necessary to analyse the factors that can
help sustain growth of the sector.

•

When there was significant power shortage, government provided subsidy to old
and polluting units to shift from residential areas to contiguous non-residential
areas so that there would be better infrastructure for such industries. But the effort
was not very successful. It is necessary to understand how such requirements can
be met effectively.

•

Agro and/or food industries have a lot of potential in the state. It is necessary to
understand which of our policies are working and what more needs to be done.

•

Manufacturing sector will not succeed if it does not innovate. Innovation is
important in a context where cost of manufacturing is expected to go up.
Manufacturing should move to high value manufacturing, and the mechanism
for this shift needs to be understood.

•

The sunrise sectors today are Nano technology related industries and biotech.
But what is required to ensure growth of these industries?

•

Tamil Nadu has a large sector of windmills generating power. But these windmills
were set up long time back. What is the future potential of this sector?

There are a number of areas like this where interactions with the academic research
will help in policy making. Presently, there has not been adequate level of such interactions.
Systematic information on the constraints and challenges has not been available for policy
making. Conference such as the present one is, therefore, very relevant.
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Key Note Address
Dr. Subir Gokarn
Director of Research, Brookings India and former Deputy Governor, RBI

As a backdrop to his presentation, Dr. Gokarn pointed to some of the key points that are
likely to shape the growth of manufacturing in the country.

Demographic Dividend
• India has the potential advantage of the now well- known demographic dividend. The
share of the young in India's population is high and likely to increase for the next decade
or so. Compared with China this is a particularly sharp differentiating factor. China has
an ageing population now. Wage rates are rising in China. China is racing against time
to accommodate this transition towards a relatively ageing workforce.
Concentration of Global Labour Resources in India and A Few Other Asian
Countries
• There is a concentration of global labour resources in 4-5 countries and will remain so
over the next 20-40 years. India, Bangladesh, Pakistan, Indonesia and Vietnam are some
of the main countries where labour would be available in large volumes. India should
benchmark itself against these countries where labour resources would be concentrated.
For instance, Indonesia and Vietnam are countries where a young workforce is likely
to be a significant factor in making them attractive for manufacturing investments.
India's Anomalous Industry Structure
• India's economic structure has changed with the share of tertiary sector in GDP rising
to close to 60 per cent now and agriculture falling to below 20 per cent, a reversal of
the situation some 50 years back. However, the pattern with respect to employment is
not as sharp. Agriculture continues to accommodate close to 60 per cent of labour force
even today. Will this pattern change? China has a much smaller labour force in
agriculture.
Exchange Rate and Inflation Policies
• Real effective exchange rate has been one of the factors influencing production patterns.
An undervalued exchange rate makes exports possible and imports more expensive to
domestic consumers either in consumption or as inputs in production. But we can't
rely exclusively on an undervalued exchange rate to achieve competitiveness. This only
works if all other policies are also contributing to competitiveness. If we undervalue
the rupee without changing anything else, it will have large inflationary impacts without
necessarily achieving more than a marginal impact on competitiveness.The effort should
also be to keep inflation rate low.
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Dr. Gokarn then spoke about India's hard choices in promoting manufacturing.

Challenges in the Labour Market
• Taking up the challenges in the case of labour, he noted that labour resource is abundant
for us. However, now there are issues relating to rising costs. Wage rates are rising. But
the data on wage rates should be corrected for skill content of labour. Safety nets should
be ensured for labour. Implications of the new set of labour law reforms in Rajasthan
will require to be examined.
• The Industrial Disputes Act is at the core of our industrial labour regulations. As per
this Act, employers bear all the cost of unemployment insurance. This is not a viable
safety net. Globally, the employer, employee and the government bear these costs. We
need to move to this framework. Rajasthan's reforms are in this direction.
• There has been a sharp increase in the wage rates in the country, especially in rural
areas. It is a positive development from the wage earner's perspective, but the
implications for firms in manufacturing are different.

Skills Problem
• Then there is the 'skills problem'. Skills become obsolete over time. There is a need for
continuous re-skilling programs.
Industrial Financing
• Financing of industries is also evolving. How risks are managed in the intermediation
of finance is becoming important. As requirements of capital increase, keeping cost
of capital low is an important consideration. Availability of international capital
becomes linked to macroeconomic considerations such as rate of inflation in the
country.
Land for Manufacturing Activity
• Another challenge for the manufacturing sector or industry in general is the availability
of land. The land bill that is in place has led to overvaluation of land. The land market
is distorted and therefore, the land prices for industry and infrastructure linked to the
market would make land very expensive for the industry. How will this affect rate of
return on investment?
Contract Enforcement
• There is also the issue of security of contracts. Issues relating to contract enforcement
affect investments. The case of Singur land acquisition provides an important experience
to understand how significant are issues of land and contracts.
12 • International Conference

Infrastructure Issues
• Infrastructure constraints have been well articulated before. There are a few distinct
issues relating to infrastructure in the country. First, infrastructure is unevenly
distributed across the country; second there are issues relating to the pricing of
infrastructure services; third, infrastructure is a network, with the efficiency of one
sector depending on the efficiency of another sector.
- The point about 'network' nature of infrastructure is illustrated by the need to have
road or rail connectivity to the ports. In the absence of it, ports will remain disabled.
While thermal power generation capacity may be developed, unless fuel linkages
are adequate, the generation capacity would remain only partially utilized to the
extent that fuel is available. Such disjointed planning has led to spillover effects of
failed infrastructure projects on the banking sector.
- That China has managed to build large infrastructure necessary for a fast growing
economy is a hope and also a worry. Hope because there may be lessons for India.
Worry because, are the lessons not replicable? If we consider roads, ports and
electricity we see a big gap in what China has accomplished and what we have
achieved. In the case of railways we may be close. In the case of air transport, India
may have done better. However, the under-achievement in the power sector is what
is affecting India's performance in manufacturing.

Taxation Related Challenges
• There are taxation related challenges for manufacturing. The GST is the right tax
framework for the economy. It would reduce cost of taxation on the tax payers. Uniform
tax rates across states would provide relief on compliance. He pointed out that EU is
a federation of 27 countries but a common market for all the members. However, India
is a sovereign country with 27 states but a fragmented market for the producers.
- Manufacturing requires adequate scale to be competitive. If the tax system is negative
for scale then manufacturing will not grow. MSMEs cannot be the sole drivers of
manufacturing. They fit into a supply chain. The auto sector is an example: it has
grown remarkably as the manufacturers have achieved scale economies and the auto
parts sector has also managed to grow rapidly.
- Consumer durables production has also grown quickly. Television sets today cost
less than what they did in 1993. They are far more efficient. Scale matters.

Some Aspects of Regulatory Framework
• There are also political consequences as firms take advantage of rules of entry and
exit into sectors. The consequences may help or hinder the growth of the industry.
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Regulatory framework for competitive markets has to be in place to enable growth that
is sustainable in a competitive market.

Some Caveats
• Technological change is irreversible and all technological progress is labour saving in
nature. There may be some indirect benefits of such technological progress, as it
improves productivity and leads to demand for new products. But the manufacturing
sector will need to be responsive to such opportunities.
• There are concerns regarding the political problems faced by the Indian IT firms in the
US market. The challenge of relocation of industry retaining its competitive advantages
will be significant in this scenario.
• The nature of manufacturing today is fundamentally different with high levels of skill
intensity. There is also the challenge of 'jobsolescence' as occupations become obsolete
and reskilling becomes imperative. The need for a new skills-jobs framework to plan
for these developments is critical.
Summarising, Dr. Gokarn emphasized that,
• There is no question that manufacturing should be a vital part of our growth strategy
• There is no magic wand that will make manufacturing grow fast
• Suitable exchange rate policy is needed. East Asia aligned micro policies with its macroeconomic policies. China too has a unitary tax regime across the country.
• The policy of special economic zones in Malaysia and China insulated inefficiencies in
the rest of the economy and triggered exports.
• Importantly, the question as to whether manufacturing can provide more employment
needs to be looked into in this changing context.
The addresses by Thiru C.V. Sankar, Thiru K. Shanmugam and Dr. Subir Gokarn set the
tone for the conference.
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Key messages from the various papers in the
technical sessions, presentations and discussion
We describe below some of the key messages from the various papers, presentations and
discussion.
1. Potential for faster expansion of the manufacturing sector in the country
Share of manufacturing in GDP remains a low of 15-17 per cent in India. The share is
much higher in China and countries in Southeast Asia. The rising share of youth in the
population and projected large share of workforce in the total population over the next
two decades provide a supply side push for g rowth of the economy, including
manufacturing. Experts have noted that about a quarter of the projected increase in the
global population aged 15-64 years between 2010 and 2040 will occur in India. The
working-age ratio in the country is set to rise from about 64 per cent currently to 69 per
cent in 2040, reflecting the addition of over 300 million working-age adults. This would
make India- by an order of magnitude-the largest single positive contributor to the global
workforce over the next three decades.
The ageing population in China and the likely shift there from manufacturing to
services point to opportunities that might open up for India's manufacturing. India's own
domestic demand is expected to remain strong for manufactured goods. The scope for
expansion of manufacturing sector is, thus, significant driven by both domestic and global
demand. However, the expansion will have to come from a more competitive market
environment, requiring rapid adaptation to new technologies and innovations leading to
new products and designs.
Development of the economies of Tamil Nadu and Kerala point to the differences
in development patterns: while Kerala followed essentially a policy of investments in
education and health and benefitted from the remittances of its labour force that migrated
abroad, Tamil Nadu followed a ‘classical model’ of development in which industrialisation
played a major role in transforming its economy from a primarily agrarian to its present
industrial and service sector dominated features. This highlights the need to understand
institutions and policy trajectories in shaping variations in development of the
manufacturing sector and hence the importance of paying attention to regional variations
in the context and strategies in policy design.
2. Enhancement of Employment Potential of Manufacturing
The pattern of manufacturing growth experienced in India, especially since the economic
reforms of the 1990s, has been one of higher capital intensity than greater labour intensity.
Technological changes have also been 'labour saving'. These factors make generation of
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employment by manufacturing growth alone less likely. But at the same time, growth of
modern manufacturing sector would be based on more productive use of labour, raising
income levels and producing both backward and forward employment linkages.
Labour market reforms are also seen as a key to improving employment potential for
manufacturing. The growth of manufacturing seen in the post reforms era of early 1990s
has come from expansion of output in the organised sector of manufacturing and it has
also contributed to generation of employment at a greater pace than the unorganised sector.
The organised manufacturing, typically, is more capital intensive and generates less
employment than the unorganised and small scale firms relative to the value of output.
Even the employment generated in the organised sector is seen to be more of contract
labour rather than regular employment. This raises the question of quality of employment
generated.
The labour market regulations that place rigid restrictions on downsizing their
workforce and exit of firms discourage large firms from investing in labour intensive
technologies or sectors. They also discourage them from investing in skill development
of their labour force. On the other hand, smaller firms are discouraged to expand their
scale and employ more because they would then be subject to more rigid labour laws. This
has given rise to the 'missing middle' phenomenon in Indian manufacturing: with far too
many small scale firms, some large firms but very few medium scale firms unlike the pattern
seen in China or Southeastern economies where the medium sized firms are significant in
the firm size spectrum. Medium sized firms in these countries participate in global supply
chains and generate output growth and employment unlike the situation in India. However,
size alone is not the issue, but the factor intensity of production process which does not
generate employment is the problem in this context. The unveiling labour market reforms
in Rajasthan are to be watched with interest for their implementation and impact.
Development of skills and re-skilling will become far more important in the emerging
competitive and technologically dynamic environment. Old skills will become obsolescent.
We need to have an effective skill development program. Information on skilled human
resources in the country is extremely weak. Information on technical professionals is
necessary to understand the progress on our skill development initiatives.
It was also seen that India's manufacturing sector is highly spatially concentrated.
While this may provide some economies of agglomeration, it may pose problems when
efforts are made to geographically diffuse skills of the labour force. It would, therefore,
be necessary to examine the locational aspects of Indian industry.
More open trade regime, such as the formation of trading blocks, is expected to
encourage growth of more labour intensive sectors in India.
16 • International Conference

Initial, exploratory analysis also suggested that 'High Value Manufacturing' sectors,
or the sectors with high skill- high capital intensity features are not necessarily less labour
intensive. In addition, they also show higher productivity than all manufacturing sectors
put together- in the ASI sector. In other words, the push for 'HVM' sectors in the economy
may not lead to any further deterioration in the 'employment generation potential' of
manufacturing. Given the likely benefits from the spill-over effects of HVM sectors on
the rest of manufacturing in terms of technology, skills and requirement of ancillary
industries, the sector requires more rigorous analysis.
The emergence of global value chains presents an opportunity and a challenge. Entry
into such value chains requires the firms to be internationally competitive. The pre- and
post-manufacturing services play an important role in the effective participation of firms
in the global value chains. Such linkages do generate employment but overall employment
effects will depend on how competitive Indian firms would be internationally. One
suggested strategy was to strengthen value chains in the domestic market so that firms
will achieve greater competitiveness and help them upgrade into global markets.
3. External factors influencing expansion of India's manufacturing sector
The external factors keep changing in terms of policies, technology and mobility of both
capital and labour. At present the global demand conditions are depressed and a strong
recovery would generate higher demand for the sector.
FDI into India has increased significantly in recent years. However, a significant
amount of such inflows may not be in green field projects but in acquisition of equity in
the existing projects. FDI is seen as a source of new technology and access to markets.
Export oriented FDI is, therefore, important for India. The depressed demand conditions
in the North American and European economies, and Japan and low return on financial
investments have raised attractiveness of Indian markets for foreign investors. Indian firms
are also investing abroad to acquire technology and access to resources and markets. Policies
that provide freer access to markets and flow of goods and services are likely to strengthen
as the recovery in global demand takes place.
The emergence of global supply chains is an important factor influencing development
of manufacturing sector across countries. There is a possibility that India may be skipped
by global production networks if its firms are not competitive despite the advantages of
its large pool of labour resources. Improving competitiveness of Indian firms by improving
infrastructure and innovations would be key to bringing Indian firms into global supply
chains and sustain it through a process of upgrading skills, technology and infrastructure.
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4. Constraints in the expansion of the manufacturing sector
There are a number of well- articulated constraints on the expansion of manufacturing
sector in the country. For instance, one of the constraints is infrastructure deficitindicating inadequate supply of power and transportation facilities in the required quantity
and quality, natural resources such as water supply and land needed to set up the plants
and factories, skilled labour, efficient set of regulations and administrative servicescaptured in the phrase- 'ease of doing business'.
The papers presented in the conference emphasise that experience of power supply
constraints by firms varies by size of firms: the larger firms may be able to manage the
power supply shortage better than smaller firms in some situations and may be the other
way round depending on the sector they are engaged with.
An important point made in one of the papers suggests that improved infrastructurepower supply in particular- may have led to output growth of manufacturing industry by
expansion of production, while its impact on technical inefficiency- i.e, how far the firms
operate below their potential- may not have reduced. While the findings may have to be
explored further, they point to the need for awareness on the part of firms to be more open
to opportunities to improve productivity.
Absence of medium sized firms in manufacturing was commented on by a number
of papers in the conference. The implications of this lacuna is felt in the difficulty India's
manufacturing sector to be a part of the global value chains, thus, depriving them of access
to technology, investment and other positive spillover effects. Medium sized firms may
also be able to have greater capacity to innovate, employ more skilled labour and be
effective in establishing more sustainable links with the larger firms than the very small
firms. The experience of China and Korea was particularly cited in this regard.
The reason for the absence of medium sized firms was seen mainly in the regulatory
framework governing the industry. The small firms remain relatively free from labour
regulations, they also get certain benefits in terms of access to industrial infrastructure
and possibility of capital subsidies and such benefits may not be available once the small
firms grow in size. There are, thus, disincentives for the small firms to grow.
Labour regulations were noted as a significant barrier to industrial growth, more
particularly manufacturing growth. While some relaxation in regulations in the form of
freedom to employ labour on contractual terms rather than as regular employees was used
by the industry to expand employment, this route to employment generation has the
disadvantage of unavailability of certain benefits to contract workers which may not be
available to regular workers. The need for unemployment insurance was seen as an
important safety net which should be considered while removing the barriers to employment
implicit in the regulations.
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It was also noted that wage rates are rising fast making a number of industries noncompetitive in terms of their costs as compared to other locations. This was particularly
the case in Tamil Nadu. While attention was drawn by the commentators that we should
be looking at efficiency wage rather than the nominal wage rates, it was clear that when
higher wage rates were a factor in the relocation of factories to other locations, this factor
has to be addressed by the industry and policy makers by encouraging and adopting
innovative practices to improve productivity of labour.
Inadequately skilled labour was cited as another factor inhibiting the growth of
manufacturing. It is seen that small firms tend to employ labour with low level of skills
and unless the firms expand, they will not be able to provide employment to skilled labour
and therefore not able to take up more competitive production techniques. Industry itself
may not invest in the skills of its employees as the skilled employees may have better jobs
available elsewhere. Upgrading of educational institutions imparting technical skills is a
challenge for the sector. In the longer run, without adequate investments in health and
education, the demographic advantage may not turn out to be so.
Land and water are cited as increasingly scarce and expensive. Competing demands
for these scarce natural resources require that choices be made keeping in view these
competing demands and more particularly the externality effects of such choices. For
instance, adverse impact of industrial activity on environmental resources such as rivers,
ground water, air and fertility of soil were extremely worrisome. Adequate planning and
safeguards are needed to protect the natural resources for future generations.
5. Addressing the challenges
Manufacturing has been a critical sector in any economy catering to a variety of needs of
modern human life. The quantum and composition of goods produced in a country are a
result of a large number of factors influenced by resource endowments, regulations
affecting the industr y, infrastr ucture, finance, administration and suppor ting
macroeconomic conditions. An important factor that will drive the economy in the coming
two decades is the demographic dividend or a transition in which the share of workforce
in the population in the country will be at a remarkably high level, thus expanding the
productive capacity of the economy.
An important consideration for policies will also be the more competitive global
environment for trade and investment. Labour, capital and technology are mobile across
national borders and will move to locations where the policies are conducive and
comparative advantages are present.
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Panel Discussion, Case Studies and Key Lessons from the Conference
In the previous sections, we have enumerated a number of constraints to the accelerated
expansion of India's manufacturing sector. The academic papers, panel discussion on
policies and the presentation of two case studies, besides the observations by senior
officials and the key note address have pointed to a number of initiatives that are required
by many stakeholders in the sector's performance. The suggestions have implications not
only for the state of Tamil Nadu but also to other states in the country.
• A lively discussion on a comparison of experiences of industrialisation in China and
India pointed to the current relevance of Town and Village Enterprises (TVE) for
India in many respects. While these enterprises enjoyed a great deal of flexibility in
their operations, they were held accountable for their performance. These enterprises
received subsidies in setting up industrial units but were not supported further when
they failed to perform. The Chinese industrialisation was also helped by two other
critical policies: excellent transportation and other infrastructure for industry and
absence of rigid labour regulations. When the agricultural sector released huge
amounts of labour, migration of this labour to industrial employment was facilitated
by transportation infrastructure and expansion of industries facilitated absorption
of the labour force. While not all this experience is replicable, ensuring efficient
infrastructure, especially that of connectivity or transportation is essential for the
growth of manufacturing sector.
• While private sector enterprise operates on the principle of profitability for survival,
large investments may be adversely affected by uncertainty over rules of exit. In
this regard, well designed unemployment insurance schemes based on contributions
from the employer, employees and the government are essential. Some of the labour
reforms proposed in states like Rajasthan and also at the national level need to be
examined and considered.
• The discussion on labour regulations also has relevance to growth of small firms.
However, labour regulations are not the only barriers to the growth of small firms.
The policy support to the small firms should be more efficient. Delivery of subsidies,
for instance, takes long delays, subverting their original objective. Financing is
another issue faced by the small firms. Although small firms are expected to get credit
under the priority sector lending facility of banks, the cost of credit for small firms
may be higher than for the large firms. Streamlining of policy support to the SMEs
is necessary for dynamising this segment of the industry.
• Skill development requires urgent attention. The presentation by Saint Gobain on
its program of 'Learn while you Earn' points to one model that can be adopted by
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other industries/sectors also. Essentially, upgrading the capacity of educational
institutions to impart up-to-date and appropriate skills should receive priority
attention of the government and industry.
• Re-skilling is as important as skill development. Institutions and programs that
enable re-training of skilled labour are needed.
• Innovations and R&D by the industry is crucial for sustaining the growth of industry.
Competitive pressures should be made to induce innovations. However, access to
technology from a larger pool of such services should be made available by the
initiative of the government.
• Efficiency in the operation of firms needs to improve to make them competitive.
Efficiency is influenced by both factors internal and external to the firms. The
external factors include infrastr ucture ser vices, corr uption free efficient
administrative services and efficient financial services. Internal factors include
quality of entrepreneurship, skills of labour force and scope for growth.
• Initiatives of industry and the government are necessary for sustainable growth of
industry. The work of TWIC in bringing technology solutions for conserving water
resources and reducing pollution from textile industry are examples of how
technology can address some of the emerging challenges in accelerating growth of
manufacturing. However, the damage caused by growth of industry to the
environment should be a reminder to have adequate safeguards in place before the
damage becomes irreparable. It is necessary to have effective common effluent
treatment facilities with adequate last mile safeguards to protect our environment
especially when the industrial units are small. In the case of large plants, necessary
safeguards for environmental protection require regular attention.
• Tamil Nadu's long coast line is its natural advantage. It must be harnessed to provide
access to trade. Andhra Pradesh is moving ahead in exploiting its coastal access.
Tamil Nadu should also examine how to utilize this resource to help in accelerating
its economic growth.
• The state is rightly making efforts to attract global capital to expand and diversify
its industrial base. There was a view that policies should also make the environment
for investments by domestic industry equally attractive. In other words, there is a
need to constantly assess the factors that may be holding back domestic investments
and provide a policy environment that enables investments to take place. The
simplification of taxation system was also seen to be essential in improving climate
for new investments.
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The deliberations of the conference on the many factors and issues influencing the
growth of manufacturing have pointed to the need for regular and systematic dialogue
and initiatives to address the constraints faced by the sector. Decisions would have to be
taken keeping in view the overall implications to the economy and in the context of changing
dynamics of policies within the country and in international markets. The interactions,
therefore, have to be broad-based and also specific to the major sectors. Monitoring the
key factors influencing the performance of the industry is a crucial requirement for
appropriate responses by the industry and the government.
A forum for constant engagement between the industry, government and researchers
is one important need that was identified in the conference, benefits of which would be
far reaching if the feedback to the various agencies leads to appropriate actions.
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