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MEASURING LABOUR AND CAPITAL PRODUCTIVITY IN
ORGANIZED TEXTILE SECTOR OF INDIA IN POST-
REFORM PERIOD

Rajesh V. Shetgaokar
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ABSTRACT

The paper examines the issue related to the measurement of labour productivity in the organized
textile sector of India. The study using ASI data between 1991- 92 to 2014-15. estimated the trends
in labour productivity. capital productivity. The paper also explores the relationship between capital
intensity and labour productivity. Analysis reveals that in the post-reform period. there is substantial
acceleration in labour productivity in the post-reform period. The results also reveal that capital
productivity has shown dwindling trends in the organized textile sector of India. Moreover. capital
intensity has been fonnd as a significant factor influencing labour productivity. The relationship
between capital intensity and capital productivity was found negative. The growing capital intensity
in the textile sector, suggests that the sector is getting modemize.

Key words: Textile. Reforms. Productivity. Labour. Capital, Capital intensity
JEL Codes: JO1, JO8, J21
INTRODUCTION

In a labour-abundant counry like India. the productivity issue has received significant deliberation
from the economic and political communities. It is largely due 10 positive contribution of labour
productivity in economic growth and development. particularly in underdeveloped countries. There
is enormous substantiation in theory and empirical literature about the nexus between productivity
and economic growth. Eminent studies have shown that economic growth accomplished through a
sustained increase in labour productivity can raise per capita income (Bandophadhya, 2008). Hi;hex-
productivity is considered as a conceivable route to support competitiveness and place the covrnn'y
on a strong growth path. Labour productivity - wage rate link stimulates workers to be productive
by influencing their willingness and ability 1o work.

Although labour productivity play a multidimensional role. empirical literature shows that no
concrete attempt was made to estimate labour productivity in India. Most of the studies.preferred
T’otal factor productivity concept over labour productivity. Several arguments were put forward for
justifying the estimation of total factor productivity rather than la{)our productivity Reg; . 101.
z'xrgued that the labour productivity measured by partial productivity index does not h\:-' Sotllr::q'al-c 1161
mﬂuex;ccs of productivity in its respective capacity. but assimil?;tes the cmﬁulativélinﬂ e of
other inputs. Again. an aggregation of all mputs does not bring a direct effect of the :lee:;]iic(;i
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Abstract
The paper aims at identifying the major determinants of labour productivity in the
organised textile sector of India using unit-level panel data drawn from AS| for the
period 2007-08 to 2018-19. Based on the Hausman test results, the fixed effect
model was more consistent, efficient and reliable than the random effect model for
interpretation of results. The results obtained were consistent with economic theories
and empirical literature. The skill, capital intensity, wages and capacity utilisation were
the most significant determinants of labour productivity in the organised textile sector
of India. This further substantiates the significance of all these variables in
accelerating labour productivity. The conclusive relationship between wages and
labour productivity recommends that textile firms should set up a productivity-based
wages policy. Also, comprehensive skill development programs have to be developed
for the entire value chain of the textile industry supported with technological

advancement.

Key Words: Labour Productivity, Textile Sector, Panel Data, Skill, Capital Intensity, Wages,

Capacity Utilisation

1. Introduction

A sustained increase in productivity is a
prime factor in economic growth. There is
mounting  theoretical  and empirical
evidence that productivity growth can
accelerate  economic growth  and
development. A developing country like
India with surplus labour and a scarcity of
capital is required to increase labour
productivity for its rapid economic growth
and development. However. developing
countries have experienced negative growth
in productivity for several decades due to
inefficient utilisation of resources and poor
labour productivity performance (Barik,
2009; Bhatia; 2018). Notwithstanding, an
" economy's ability to grow and develop is
influenced by several factors that contribute
to economic growth and development in the
long run. Labour productivity deserves
particular attention among these factors.
One can attribute this to several reasons.
Firstly, the percentage of labour input that

© 2021 JPPW. All rights reserved

makes up the labour cost of production is
relatively high. Secondly, it provides a
comparative analysis of the contribution of
labour and capital in production. Thirdly,
labour productivity is highly correlated with
social welfare and standard of living.
Fourthly, statistics on labour, including the
number of people employed and hours
worked are mostly available for conducting
the research and analysis (Heshmati, 2009).
Fifthly. per capita income in the economy is
also determined by the rate of growth in
labour  productivity.  Higher  labour
productivity also indicates better capital
utilisation in the economy. Sixthly, the
productivity of the labour force is a
significant ~ factor ~ for  determining
competitiveness and  providing  better
support for bargaining wage rates for
workers.

Although labour productivity plays a
multidimensional role, empirical literature
shows that no concrete attempt was made to
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DETERMINANTS OF LABOUR PRODUCTIVITY IN THE ORGANISED
TEXTILE SECTOR OF INDIA: DYNAMIC PANEL DATA EVIDENCE

Rajesh V. Shetgaokar
Assistant Professor M.E.S College of Arts and Commerce, Zuarinagar-Goa

Abstract:

The paper aims at identifying the major determinants of labour productivity in the
organised textile sector of India using the panel data methodology. The study utilized
plant level panel data drawn from ASI for organised textile firms for the period 1998-
99- 2018-19. Based on the Hausman test results, fixed effect model was
consistently more efficient and reliable than random effect models. The results
obtained are consistent with economic theories and empirical literature. As evident
from the result, skill, capital intensity, wages, capacity utilization were the most
significant determinants of labour productivity in the organized textile sector. This
indeed further substantiates the significance of all these variables in boosting
productivity. The finding will supplement the existing literature as mostly the
determinants of labour productivity are neglected topics in India. The conclusive
relationship between wages and labour productivity recommends that textile firms
should carry out the productivity-based set up of wages policy. Also, comprehensive
skill development program have to be developed for the entire value chain of the
textile industry supported with technology advancement.

Key Words: Labour Productivity, Panel data, Skill, Capital Intensity, Wages

Introduction

Labour Productivity is a decisive driver of economic performance and precisely
influences the welfare of people in the economy. The divergence in output in the
economy across time is due to the difference in the contribution of labour productivity
Romer (1996). According to ODEC (2011), the increment in labour productivity
facilitates the country to boost its competitive position and keep the nation at the
leading edge in global performance. Further, labour productivity is recognized as an
indicator that demonstrates the efficiency of the workforce. The upsurge in labour
productivity is indispensable for enlarging the standard of living. The growth in labour
productivity leads to increment in wages due to increased output per labour. Also, it
is a better measure of scrutinizing the trends in long run economic growth due to
given biases in obtaining the capital stock. Further, higher labour productivity reveals
a better utilization of capital. The empirical literature states that per capita income
over the long term revolves around growth in labour productivity. It also contributes
significantly to captivate investment in the different sectors of the economy as it
regulates the profitability. Higher labour productivity also contributes to the
expansion in exports as its lowers the per-unit cost and helps the firms to exports the

good and services at competitive price in the international market.

The issue of labour productivity is of extraordinary interest especially in developed
countries as it mirrors the welfare and developmental level. Surprisingly, Indian being
a labour-intensive country, these issues is not accorded considerable attention. The
scant attention to labour productivity is the cause of apprehension because it is
estimated that the productivity of labour is noticeably low in India. For instance, for
the period 2003-04 to 2008-09, India’s labour productivity advanced by over average
14 percent every year. This period was a phase of a high growth rate in India.

Copyright © Authors 47
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ANALYSIS OF THE REAL WAGE- PRODUCTIVITY RELATIONSHIP IN THE ORGANIZED
TEXTILE SECTOR OF INDIA USING THE VECM APPROACH

RAJESH V. SHETGAOKAR
ABSTRACT

The paper examines the wage-productivity relationship between the real wage rate and labour productivity in
the organised manufacturing sector of India for the period of 1980-81 to 2018-19 using the Annual Survey of
Industries data. The study aims to establish causality between the two variables in the short run and the long
run. Analysis suggests that the organized textile sector of India has experienced a substantial wage productivity
gap, where labour productivity have shown the accelerating trends but at the same time the real wage rate have
remain stagnant during the study period. Further, the pair-wise Garner Causality test shows that in the
organised textile sector of India, the causality runs in a unidirectional way from real wage to labour
productivity. Further, to understand the real wage rate and labour productivity causality in short-run and long-
run, the study applied the Vector Error Correction Model (VECM). The VECM results also reveal
unidirectional causality from real wages to labour productivity operates in the long-term and the short-term.
Moreover, any deviation in the long-run equilibrium will be corrected by 13 percent each year as per error

correction term estimates. Thus, considering the positive influence of real wages on labour productivity, it
would be appropriate to link wages to labour productivity in organised textile sector of India.

INTRODUCTION

Families and wage earners need wages to sustain their living standards. Economic progress and social justice
are also closely associated with wages and labour productivity. The studies have shown that higher wages
increase productivity since it improves workers' health and physical capabilities. In addition, a wage increase
stimulates employees to carry out more intensive work (Yusof, 2007). According to Erumban et al. (2016), a
real wage is a tool by which productivity is deciphered into welfare. Further, living standard depends critically
on real wages (Katovich and Maria, 2018). A close relationship between wages and productivity helps the
country to achieve international competitiveness and deplete wage-price spiral risks. Also, the most common
reason for industrial disputes is wage issues. Collective bargaining is centered on them. Higher productivity
facilitates higher wages and an increase in wages induces an increase in productivity (Patra, 2012). When
labour productivity rises, it provides a ground for labours to demand higher wages. The real wages of workers
must rise significantly in order to benefit from the gains in labour productivity.

Economic growth is inextricably linked with real wages and both of these factors contribute to welfare.
Considering neoliberal reforms taking place in developing countries, the relationship between wages and
productivity has become increasingly relevant (Das et al., 2017). According to theory, labour productivity
should increase together with real wages, but recently, there has been a growing disparity between them (
Erumban and Vries, 2016). In reality, wage distribution tends to diverge depending on economic and
institutional factors ( Katovich and Maria, 2018). Although real wages, employment and productivity are
correlated, the evidence is contradictory about their relationship. For instance, according to Bhattacharya and
Mitra (1994), wages in the organized manufacturing sector of India are growing more slowly than productivity,
Based on the methodology, the data and perhaps the deflator used, there is varying support for the wage-
productivity relationship. Policies in the area of wages must be understood and implemented by policymakers to
establish comprehensive and continuous growth.

Considering the significant nexus between real wage rate and labour productivity, we attempt to explore the
nexus between labour productivity and wages in organized textile industry of India. We found previous studies
on real wage rates and labour productivity is mainly aggregate-based. There have been no studies specifically
dealing with the issue of causality between the real wage rate and labour productivity. Receiving cognizance of
this, we offer to fill this void by estimating labour productivity in the textile industry of India. Our study is
precisely industry specific as we recognise that, Indian industries have a formidable degree of intra-industry
diversity. Policy measures based on the macro level will fail to transmit a rewarding outcome due to significant
contradiction in policies of each state, the sectors and deviation in the performance of each industry (Kathuria,
2010). The in-depth study of this issue will be of enormous value to validate the implication of real wage-
productivity relation particularly in labour-intensive industry like textile. Thus, this paper will be a potentially
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