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Abstract

Since the 9" prime minister of India, Rao carried out the market-oriented econom
p y

reform in the early 1990s, the Indian economy has gone through a different

development path from traditional industrialization with the emerging software,

information technology and other service industries as the main source of growth.

However, the long-term competitiveness and economic growth of India's

manufacturing sector are less optimistic than the innovative potential of its services

sector. As of 2012, about 90 per cent of India's workers were still working in the

informal sector that can refer to production activities carried out by non-state labor and

units arranged by the personal sector or smaller units with only a few individuals,

represented by the garment industry. As evidenced by the 2013 Rana Plaza building

collapse in Bangladesh, most garment workers are informal labor, and even basic labor

rights cannot be guaranteed. This is not the only case and not only happening in

Bangladesh, with a similar manufacturing industrial environment, India even has a

longer history of informal labor. Cases such as Moti Nagar building collapse and

Shahdara factory wall collapse has the same ending as Rana Plaza building collapse



that basic labor rights for those dead or injured from the accidents cannot be guaranteed.

Between 2017 to 2018, around 50 thousand child workers at the age of 5 to 14-years-

old been rescued, however, there are still 33 million child workers in the same year

according to Census data. And for those children that been rescued, what are they going

to do after that? While the services-oriented industrial structure has been set since 1990s,

how can the manufacturing sector be reformed and integrated into the formal economy

will be the key to solving the problems in India’s manufacturing industry. The

significance of this research paper concerns the problems appears with the slow growth

of India’s manufacturing sector within the services-oriented industrial structure since

the Rao’s economic reforms in 1991, as India strive to fill the structural gap in

manufacturing sector to achieve truly balanced, healthy and rapid growth.

Key words: Informal Economy, India’s Manufacturing sector, India’s Services

sector, India’s Garment Industry, Economic Structure, etc.



Industrial structure is an important aspect of a country’s economic development.

To a certain extent, it has a bearing on the rate of economic growth and sustainable

economic development' of the country, as well as on the employment of the country's

labor force, poverty eradication and social development. Since India's economic

reforms in the 1990s, the service sector has continued to account for a disproportionate

share of the economy. As a developing country® with a large population, India has

formed a service-oriented industrial structure model without significant development

of its manufacturing sector’. The rapid growth of the service sector slow down the

development of the manufacturing sector’. At the same time, it also closely related to

many problems existing in India's social and economic development. As of 2018, about

81 per cent of India's workers were still working in the informal sector, represented by

! Sustainable Economic Development: Based on the modern concept that derived from the 1987
Brundtland Report, sustainable economic development refers to the coordinated development of
economy, society, resources and environmental protection. Sustainable Development and
environmental protection are not the same as each other. Environmental protection is an important
aspect of sustainable development. The core of sustainable development is development, but it
requires economic and social development on the premise of strict population control, improvement
of population quality, protection of Environment and sustainable utilization of resources.

? Developing Country: According to the economist Arthur O' Sullivan’ s book, Economics: Principles in
Action, a developing country refers to a country where the economy, technology and people's living
standards are relatively low.

Patibandla Murali, Deepak Kapur, and Bent Petersen. "Import Substitution with Free Trade: Case of India's
Software Industry,” Economic and Political Weekly 35, no. 15 (2000): 1263-1270.
http://www.jstor.org/stable/4409147.

Nayyar, Gaurav. "Inside the Black Box of Services: Evidence from India." Cambridge Journal of
Economics 37, no. 1 (2013): 143-70. http://www.jstor.org/stable/23601927.
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the garment industry’. As evidenced by the 2013 Rana Plaza building collapse (Image

3), because most garment workers are informal labor, and even basic labor rights cannot

be guaranteed. This is not the only case and not only happening in Bangladesh, with a

similar manufacturing industrial environment, India even has a longer history of

informal labor. Cases such as Moti Nagar building collapse (Image 4) and Shahdara

factory wall collapse has the same ending as Rana Plaza building collapse that basic

labor rights for those dead or injured from the accidents cannot be guaranteed. Between

2017 to 2018, around 50 thousand child workers at the age of 5 to 14-years-old been

rescued, however, there are still 33 million child workers in the same year according to

Census data®. And for those children that been rescued, what are they going to do after

that? With such problems in the manufacturing sector, India needs to speed up the

development of its manufacturing industries and adjust its industrial structure to make

° Lee, Sangheon, Philippe Marcadent, and Rafael Diez De Medina. Women and Men in the Informal
Economy: A Statistical Picture.Report no. Third Edition. International Labour Office, Geneva,
International Labour Organization. April 30, 2018. Accessed April 02, 2019.
https.//www.ilo.org/wcmsp5/groups/public/---dgreports/---
dcomm/documents/publication/wcms_626831.pdf.

® Source: Census database.



up for the drawbacks of the service-oriented industrial structure.

One of the manufacturing factory, The MIDC Industrial Park in Mumbai, India. Personal photograph by
author. June 17, 2019.

Image 1

I argue that solutions to many of the problems in India’s manufacturing sector today,

including the informal economy’, mass poverty, inefficiency, and environmental

pollution, etc., can be found by developing the formal economic structure of the

manufacturing industry. It is important to emphasize that it is not enough for India, as

one of the BRICS countries®, to explain its present and future economic development

paths by only a few factors, which is not the purpose of this paper. Within the service-

" Informal Economy: According to the economist W. Arthur Lewis' economic development model, the
informal economy refers to illegal enterprises and illegal and unprotected employment relationships.

® BRICS Countries: Refers to Jim O’ Neill' s publication Building Better Global Economic BRICs, BRIC is
Brazil (B), Russia (R), India (I) and China (C), which are the countries with emerging economic growths.
South Africa (S) joined the BRIC group in 2010, then it becomes BRICS.



oriented industrial structure model represented by the software outsourcing industry,

this paper tries to find a way forward for Indian manufacturing industries.

e n

Zaman, Munir Uz. BANGLADESH-BUILDING-DISASTER-TEXTILE. April 25, 2013. AFP, Getty Images,
BANGLADESH.

Image 3



Khanna, Sanchit. The-explosion-levelled-the-three-storey-factory-where-paint-coating-for-ceiling-fans-
was-being-constructed. April 21, 2015. HT Photo, Delhi.

Image 4

The characteristics of the service industry itself determines that the service-

oriented industrial structure has a lot of beneficial effects on the economic development

of a country. For example, it can promote export trade of tech-services, the demand for

resources and so on. For India, however, the service-oriented industrial structure poses

more problems than benefits in today.

First, lack of development in the manufacturing sector limits the increase in

employment of the labor force, as it is difficult to eliminate mass poverty as the poverty

population in India remains 124 million in 2016°. The rapid development of the service

° Source: World Poverty Clock



industry in India since 1990s is mainly due to the rapid development of software

industries. However, those who are engaged in service industries such as software

require well-educated and well-trained professional skills. The labor demand created

by these service industries is not big enough for the Indian population. At present, the

employment rate in such services industries is only about 30% while their contribution

to GDP is about 70%'°. Therefore, the service-oriented industrial structure, especially

the development of high-tech services, to a certain extent, is not conducive to the

transfer of India's large number of rural surplus labor that still takes comprise 66.4% of

India’s overall labor force population by 2017"", but also cannot really help India to

eradicate mass poverty.

Finland information technology enterprise, Valmet., The MIDC Industrial Park in Mumbai, India.

* Source: Labour Bureau Chandigarh, Ministry of Labour and Employment
" Source: Worldbank



Personal photograph by author. June 17, 2019.

Image 5

Second, the service industry does not have a solid foundation for sustainable

development. After independence in 1947, India's manufacturing industries developed

to a certain extent, but because of its large population and the great needs for

manufactured products, the base of India's manufacturing sector that constructed in a

short time remained fragile. Therefore, the service-oriented industrial structure is

formed on the basis of no strong industry'?, and the foundation for development is not

firm and it is difficult to develop continuously.

Third, the lack of incentives for infrastructure construction, affects the growth of

the real economy. Since India deregulated its economy in the early 1980s and began

formal economic reforms in 1991, one of the important factors for the rapid

development of the software outsourcing industry in India is precisely because the

demand for infrastructure in the service sector is low due to the software industry

having lower requirements for other social sectors than mass manufacturing, which

means its stimulus effect on infrastructure is small, too. From an infrastructure point of

¥ Tenhunen, Sirpa, and Minna Saavala. An Introduction to Changing India: Culture, Politics and
Development. LONDON; NEW YORK; DELHI: Anthem Press, 2012.
http://www.jstor.org.libproxy.newschool.edu/stable/j.cttlgxpcs5m.
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view, the software industry is viable as long as it solves network and power supply

problems. However, manufacturing industries, on the other hand, is a huge system.

There are not only network and power requirements, but also roads, bridges, railways,

freight terminals, container loading and a series of requirements. And all of this demand

needs the government and private capitals to carry out continuous inspection, repair

. . . . 13 . .
and improvement in order to achieve sustainable development °. Thus, service-oriented

industrial structure affects India's infrastructure construction and, to a certain extent,

the development of the real economy'® such as manufacturing. As a result, it is difficult

to drive India's economic growth in a high speed.

Re-advanced of the Manufacturing Sector

In September 2014, India’s prime minister Narendra Modi launched the "Make in

India"" initiative, announcing plans to turn India into a global manufacturing hub,

focusing on promoting India's industrialization, improving its domestic industrial

¥ Torvekar, Gaurang. "Interview with Gaurang Torvekar." Telephone interview by author. March 15, 2019.

¥ Real Economy: Based on the Longman Business English Dictionary, real economy can refers to the
industry (including industry and agriculture) is the basic industry that directly produces food, clothing,
housing and transportation, and the economy that directly produces food, clothing, housing,
transportation and transportation is the real economy, which is the basis of the survival and
development of human society.

* "PM Narendra Modi Invites Global Entrepreneurs to Invest in India." The Economic Times. November 28,
2017. Accessed April 02, 2019. https://economictimes.indiatimes.com/small-
biz/startups/newsbuzz/pm-narendra-modi-invites-global-entrepreneurs-to-invest-in-
india/articleshow/61837214.cms.
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structure and comprehensively raising its socio-economic development level. (Image 6

and 7) "Make in India" carries the key function of filling the gap in India's economic

structure'®. Since the founding of India, the evolution of India's industrial structure has

been different from that of conventional industrialization, and the ratio of secondary

sector of the economy to GDP has not been high for a long time'”. Since the market-

oriented reform began in the 1990s, the service industry, represented by computers,

software services and other information technologies, has grown rapidly and accounted

for a relatively high proportion of the total economic volume'®. In 2016, its output value

accounted for 61.9 percent of GDP'". In contrast, the manufacturing sector's share of

GDP has been growing at 15% to 17% over the years and has been rising slowly”’. India

needs to fill the structural gap in manufacturing to achieve truly balanced, healthy and

rapid economic growth.

* "PM Narendra Modi Invites Global Entrepreneurs to Invest in India." The Economic Times. November 28,

2017. Accessed April 02, 2019. https://economictimes.indiatimes.com/small-
biz/startups/newsbuzz/pm-narendra-modi-invites-global-entrepreneurs-to-invest-in-
india/articleshow/61837214.cms.

" Ghosh, Anupam. "PHYSICAL INFRASTRUCTURE AND DEVELOPMENT OF SECONDARY SECTOR: AN
ECONOMETRIC ANALYSIS FOR SIX STATES IN INDIA." The Journal of Developing Areas 44, no. 2
(2011): 207-16. http://www.jstor.org/stable/23215248.

Patibandla Murali, Deepak Kapur, and Bent Petersen. "Import Substitution with Free Trade: Case of India's
Software Industry," Economic and Political Weekly 35, no. 15 (2000): 1263-1270.
http://www.jstor.org/stable/4409147.

Source: Electronics and Information Technology, Annual Report: (2016-17), Ministry of Communications
&IT.

Source: Reserve Bank of India,  “Annual Report of the RBI: Growth Rates and Composition of Real Gross
Do- mestic Product ( At 2011 - 2012 Prices) " , 29th Aug 2016.
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Raveendran. India-Economy-Manufacturing. September 25, 2014. AFP, Getty Image, New Delhi.

Image 6

The "Make in India" lion statue on the entrance of the industrial park, The MIDC Industrial Park in
Mumbai, India. Personal photograph by author. June 15, 2019.

Image 7

In addition to boosting GDP growth, developing India's manufacturing sector has

a key economic and social function -- creating jobs and absorbing surplus agricultural

labor. India will overtake China as the world's most populous country by 2020,

13



according to the UN?'. In India, about 1 million people enter into the labor market every

month; and the labor supply is abundant. However, the potential demographic dividend

can be fully released or not depending on whether the economy can provide sufficient

jobs for the labor force, thereby increasing the income of the people and stimulating

further development of domestic demand. Otherwise, India's economy and society will

face more problems once such a large youth population faces unemployment or

employment difficulties.

However, the reality of India's employment isn’t optimistic. First, India's

employment rate is on a downward trend. By 2014, the employment rate had fallen

from 58% to 52% in 2015, (Graph 1) India's unemployment rate between 2015 and

2016 was the highest in nearly five years®. (Graph 1) Second, there is a clear

dislocation distribution of India's labor force employment structure and industrial

structure. As noted above, India's industrial structure has developed a post-industrial

characteristic, with a high share of GDP in services, but its employment structure is still

# "India's Population to Surpass That of China's around 2024: UN." The Economic Times. June 21, 2017.
Accessed April 15, 2019. https://economictimes.indiatimes.com/news/politics-and-nation/indias-
population-to-surpass-that-of-chinas-around-2024-un/articleshow/59257232.cms.

# Source: World Bank Database

® Source: World Bank Database
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under-developed: The contribution of primary industry to GDP fell to 15.4% in 2016

while nearly half of the working population still relies on traditional agriculture because

the high costs of mechanized agriculture, the uncertainty natural conditions limits the

production of agriculture and also raises unemployment ratios. The phenomenon of

unemployment and those potential unemployment is serious. The proportion of the

population entering the industrial sector in the total labor force from 2007 to 2017 only

grew from 20.62% to 23.79%*. (Graph 2) Nearly 70% of the working age population

in India has only received primary education”, while the tertiary sector of the economy,

such as finance and software, have seen rapid growth in GDP but have limited jobs and

high knowledge and ability requirements for the workforce. There is not enough space

for these semi-literate and less skilled people to work, and employment in the service

sector as a share of the workforce grew by only 7.78% between 2007 and 2017.

* Source: Statista Database
® "More than a Lick of Paint Needed." The Economist. February 19, 2015. Accessed April 15, 2019.
https.//www.economist.com/asia/2015/02/19/more-than-a-lick-of-paint-needed.
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India employment to population ratio, 15+, total (%)
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Graph 1

Methodology: The author uses data of India employment to population ratio in percent (15+) from 1991
to 2018 collected from World Bank Database, represent the downward trend of India employment ratio

by point chart.

India: Distribution of the workforce across economic
sectors from 2007 to 2017
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Graph 2

Methodology: The author uses data of India distribution of the workforce across economic sectors from
2007 to 2017 collected from Statista Database, represent the slow growing trend of services and industry

sector by point chart.
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According to the traditional theory of development economics, the process of

industrialization in developing countries will absorb a large number of rural surplus

labor, realize the clearing of the rural labor market, push up the real wage, and complete

the integration of urban and rural dual economic structure due to the developing needs

of manufacturing sector’®. Industrialization and the development of the manufacturing

sector also play a transitional and catalytic role in the process of labor transition from

low-skilled jobs to high value-added jobs>’. At the same time, the developing needs of

manufacturing sector, create jobs, and also reflected in its raising needs to effectively

drive employment in the relevant sectors. According to the Singh Administration's

National Strategy for manufacturing, every additional manufacturing job created in

India is associated with two to three new jobs in the economy®®. For example, a T-shirt

production will be divided into jobs of cutting, sewing for different parts, dying and

packing after developed in order to achieve a more efficient progress. Therefore, to

address the employment problem of the rural population, the government needs to

* BEHRMAN, JERE R. "Development Economics." In Modern Economic Thought, edited by WEINTRAUB
SIDNEY, 537-58. University of Pennsylvania Press, 1977. http://www.jstor.org/stable/j.ctv4rfr3n.38.

7 Brandenburger, Adam. "Porter's Added Value: High Indeed!" The Academy of Management Executive
(1993-2005) 16, no. 2 (2002): 58-60. http://www.jstor.org/stable/4165841.

® Roles of Manufacturing in Employment Generation in India. Report. India Brand Equity Foundation.
October 2015. Accessed April 11, 2019. https://www.ibef.org/download/Role-of-Manufacturing-in-
Employment-Generation-in-India.pdf.
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promote the rapid expansion of manufacturing and accelerate the transfer of labor from

the agricultural sector.

Since the 9" prime minister of India Rao's economic reforms in the early 1990,

India has abandoned the 1% prime minster Nehru's "socialist economy" and embarked

on a path of liberalization and marketization, a theme that has been embraced by

successive governments since then. Prime Minister Modi’s "Make in India" deal

inherited the policies and goals of the "National Manufacturing Plan"*’

of the previous
Singh administration’, and both generations of Indian leaders realized that the
traditional economic model of relying only on the tertiary sector of the economy had
reached its limits. The services sector cannot support India to realize the rise of a real
power. In contrast to the Singh era, a growing middle class and a domestic market, with

low import costs, low fiscal deficits and low inflation from low priced international

commodities®', as well as the United States and Japan’s strong pull and supports on

® Goals of the “National Manufacturing Plan” : The development of labor-intensive manufacturing over
the next two decades will allow millions of Indians to leave the low-growth agricultural sector and
become beneficiaries of the country's economic growth. (Based on India Transformed: Twenty-Five
Years of Economic Reforms)

* Wolf, Martin. "India’ s Entry into the Global Economy." In India Transformed: Twenty-Five Years of
Economic Reforms, edited by MOHAN RAKESH, 91-109. Washington, D.C.: Brookings Institution Press,
2018. http://www.jstor.org/stable/10.7864/.ctt20d8754.9.

* Fernandes, Leela. "Social Capital, Labor Market Restructuring, and India’ s New Economy." In /ndia’ s
New Middle Class: Democratic Politics in an Era of Economic Reform, 88-136. University of Minnesota
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India for economic and geopolitical benefits, provides India an opportunity to rapidly

developing their economy’”.

Challenges to Developing India’s Manufacturing Sector

Despite the above, India's manufacturing development also faces a lot of challenges.

At the international level, the serious imbalance between supply and demand in the

global economy hinder the expansion of Indian manufacturing industry in the

international market. The mechanization and automation of the manufacturing industry

will inevitably replace the manpower, and its ability to create jobs, especially the low-

end jobs, will be reduced. Especially in industries such as garment and textile that has

a big ratio of small enterprises constructed by mostly low-end jobs, and there are

already machines been invented such as Sewbot for more efficient sewing, knitting,

pattern making and packing, even transportation in the earlier 2000s. To achieve

widespread adoption of automatic mechanization, it needs only few more decades.

Therefore, it is urgent to develops the manufacturing sector for higher employment ratio.

Press, 2006. http://www.jstor.org/stable/10.5749/].ctttsjgt.7.
* Gupta, Amit. Report. Strategic Studies Institute, US Army War College, 2005.
http://www.jstor.org/stable/resrep11879.
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"Make in India" is an economic reform plan and development program in a narrow

sense, but it contains political, social and other important meanings. It is unrealistic to

expect large-scale manufacturing growth in the short term. In the long run, taking

“Make in India” as a starting point, whether the Modi administration can really boost

domestic manufacturing expansion and inject sufficient momentum into India's

economic rise depends on whether it can achieve unity from the central government to

the local government and put the various plans into practice as soon as possible to form

a coherent macro-economic reform picture. At the regional level, if India's

manufacturing sector develops smoothly, Asia is expected to see the emergence of a

large regional manufacturing cluster that will accommodate East Asia, South-East Asia

(Association of Southeast Asian Nations, ASEAN) and South Asia, regardless of the

orderly transfer of manufacturing capacity or regional comprehensive economic

partnership (RCEP)* and other multilateral institutional arrangements, will play a

positive role in promoting.

* Regional Comprehensive Economic Partnership: According to ASEAN’ s report in 2012, the Regional
Comprehensive Economic Partnership (RCEP) was initiated by the ten ASEAN countries, inviting China,
Japan, the Republic of Korea, Australia, New Zealand and India to join the RCEP ("10 + 6" ) by cutting
tariffs and non-tariff barriers to trade free trade agreement establishing a 16-nation single market.

20



While developing the formal economy, it is also essential to solve the existing

informal economic problems in the manufacturing industries. The key to addressing the

problem of informality lies in the voice of workers in the high informal economy and

in strengthening norms to reduce vulnerability and provide access to key services for

all, strengthen proper supervision, labor supervision and environmental supervision,

approval and taxation. Considering the long-term negative impacts of informal

economic activities on workers and their families, the environment and governance, the

integration of the informal economy into the formal economy is required as soon as

possible. The pursuit of formalization should be pursued in a manner that ensures that

livelihood opportunities are not destroyed and that they are recognized and expanded.

The aim of formalization is to bring work, workers and enterprises into the framework

of formal arrangements. Whether it is manufacturing-oriented or service-oriented

industrial structures, to a certain extent, are both the product of institutional innovation.

But in the post-take-off phase of sustainable development, achieving a pro-national

industrial structure requires that government, the rule of law and democracy go hand in

hand to ensure a balance between economic growth, social distribution and incentives

21



for innovation.
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