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Preface

The Index of Industrial Production (IIP) has been the most well-known and well used
indicator to compare the industrial performance of economy in two different time periods. IIP
measures volume changes in production of an economy and therefore provides a measurement
that is free of influences of price changes. To measure the growth in the general level of
industrial activity in the Kerala economy, Department of Economics and Statistics (DES)
regularly collects production data from selected industrial units in Kerala and compiles ITP. This
report deals with the annual and monthly indices of Kerala for the years 2005 — 06, 2006-07,
2007-08 and 2008-09 with base year 2004-05.

The IIP of State measures the industrial performance in the State with reference to a
comparable base year. The base year of the current series of Kerala IIP is 2004-05. It covers
Mining and Quarrying, Manufacturing and Electricity sectors in Kerala. The latest series with
2004-05 as base year contains a-total of 336 items of manufacturing sector together with 7 items
from mining & Quarrying and one for electricity. This report contains two chapters and one
Appendix. The fundamental concepts needed to compile IIP and features of Kerala state level
IIP are discussed in Chapter 1. Annual and monthly indices at different levels of aggregation are
given in chapter 2. Detailed tables are available in the Appendix.

The technical assistance provided by Central Statistical Office, Ministry of Statistics and
Programme Implementation, Government of India, and the co-operation extended by the
industrial units is acknowledged. The work done by field staff in the district offices, the report
writers and all other staff in the directorate who have contributed in diverse way to the
preparation of this report are duly acknowledged.
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Highlights

The annual IIP for the year 2005-06 with base 2004-05 was 83.3, this increased to 97.6
during 2006-07 and then to 115.1 and 120.1 during 2007-08 and 2008-09 respectively.

The annual Index of industrial production in Kerala registered a significant decrease from

100 in 2004-05 (base year) to 83.3 in 2005-06 and 97.6 in 2006-07, again it showed an
increasing trend after 2006-07.

The industry sector recorded an annual growth of 4.3 percent in 2008-09 over the
previous year as the Index of Industrial Production increased from 115.1 in 2007-08 to
120 in 2008-09.

In manufacturing sector index registered a growth of 28.64% in 2006-07 over 2005-06,
18.8% in 2007-08 over 2006-07 and 17.77% in 2008-09 over 2007-08.
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List of Abbreviations Used in this Report

Index of Industrial Production

Central Statistical Office

Department of Economics and Statistics
Union Territories

Technical Advisory Committee

Statisticél Office of the United Nations

International Standard of Industrial Classification
Annual Survey of Industries

Indian Bureau of Mines

National Industrial Classification

Gross value added

Gross Value Qutput
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Chapter 1

Introduction

1.1 Introduction

The Department of Economics and Statistics has been compiling the IIP for
Kerala, in accordance with the guidelines of CSO. This chapter details the fundamental
concepts needed to compile IIP. Historical background of IIP in India and in Kerala is
discussed in the section 1.2 and section 1.3 respectively. Having outlined the scope and
coverage of IIP in section 1.4, concepts of base year and selection of item basket were
discussed in subsequent two sections. In addition, data sources and weighting diagram
of IIP were discussed in section 1.7 and section 1.8 respectively. This chapter concludes
with a discussion on compilation procedure of IIP.

1.2 Historical Background in India

Comparison of economic performance over time is a key factor in economic analysis
and a fundamental requirement for policy-making. Short-term indicators play an
important role in this context by providing such comparison indicators. Among these
short-term indicators, the Index of Industrial Production (IIP) has historically been one of
the most well known and well-used indicators.

In India, the Office of the Economic Advisor, Ministry of Commerce and Industry
made the first attempt of compilation and release of Index of Industrial Production, with
base year 1937. With the establishment of the Central Statistical Office (CSO) in 1951,
the responsibility for compilation and publication of the Index of Industrial Production
(1IP) was vested with CSO. Since then the all India IIP is being released by the CSO as
monthly series.

1.3 State Participation in Construction of Index of Industrial Production

The all-India IIP compiled by CSO measures only the macro-level industrial changes.
As the structure of industry and its development is unique, the indices compiled at ail-
India level do not fulfil the requirements of individual states. Hence the need for indices
at the state level was keenly felt. In September 1975, a unit of Index of Industrial
Production started functioning in DES with the collection of production details for the
quarter ending July 1975. Since then the DES has been compiling the Kerala state level
IIP, in accordance with the guidelines of CSO.
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However, the Indices compiled by State/UTs Governments prior to the series with
base year 1993-94 lacked comparability due to differences in the choice of base year,
item basket, periodicity for releasing indices, methodology, data sources used etc. The
need for compilation of comparable State level IIPs has been felt for quite sometime to
facilitate comparative studies on performance of various States/UTs in the industrial
sector. With above objective in view, a Technical Advisory Committee (TAC) was
constituted by the Government which recommended compilation of State level IIPs with
common methodology for selection of item basket and preparation of weighting diagram,
etc. To begin with, the TAC recommended to adopt 1993-94 as the base year for
compilation of comparable State level IIPs. Accordingly, as like other states Kerala has
shifted its base year from 1980-81 to 1993-1994 and from, 1993-1994 to 2004-05 by
dropping obsolete items and including the new items in the basket.

1.4 Scope and Coverage

The IIP compiled in India is an adaptation of the recommendations of the Statistical
Office of the United Nations (UNSO). The UNSO recommends that among the major
divisions of the International Standard of Industrial Classification (ISIC), ‘mining &
quarrying’, and ‘manufacturing’, and within the public utilities division, the major groups
of ‘electricity and gas’ be included. :

Compilation of IIP in India has been confined to the ‘mining & quarrying’,
‘manufacturing’, and ‘electricity and gas’ sectors. Gas production is included, but
distribution of gas & water is not covered in IIP. As there is no production _of gas in

hgﬁ- Gl
Keralg, the State level comparable IIP with base 2004-05 cover the three major industrial

sectors, viz., ‘mining &.quasying’, Jmanufacturing’ (registered) and ‘electricity’

Diagram 1.4.1: Break up of components comprising IIP sector wise
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1.5 Base Year

IIP is a summary measure that measures the changes in the volume of industrial
production of a representative basket of industrial products during a particular period
with respect to a chosen base period. The IIP for the base period is 100 and that for the
study period shows the percentage increase or decrease over the base period. In order to
Capture the structural changes taking place in the industrial sector in a more meaningful
way, the base year of IIP is periodically revised by updating the item basket and revising
the \Le;iéhting diagram. When the index was commenced in India, the base year adopted
was 1937 and this was revised successively to 1946, 1951, 1956, 1960, 1970, 1980-81,
1993-94 and 2004-05.

To maintain synchronization and comparability of Kerala state IIP, it has generally
been the practice to revise the base year of Kerala state level [IP, whenever CSO revise
the base year of all-India level series, Accordingly, the base year of Kerala state level-
IIP is now being revised to the year 2004-05.

1.6 Selection of Item Basket

It is generally not practicable to include all the economic activities that contribute to
industrial production, because data for some activities may not be readily and
economically available and some economic activities may not warrant inclusion due to
their insignificant contribution. Hence, the items basket means representative basket of
items selected by applying judgment and on the basis of their relative importance for
compilation of the index. Generally, individual items are included in the index basket
according to some minimum contribution of individual item to national product.

< )
‘x' Gn case of ‘manufacturing’ sector, the base used for selection of items in the item

(Y

basket for IIP is the item-wise production data of ASI 2004-05 provided by CSO. The
item basket for manufacturing sector with base year 2004-05 was identified in such a

manner that all the items havin§ at least 0.20% contribution in t utput of
respective 2-digit categories is selected. A total of 22 NIC 2 digit level item groups were

selected for manufacturing sector. Since the number of items in ‘mining & quarrying’

sector in Kerala is very few, all the mining items jp the item basket were covered. The

Electricity sector consists of single item, i.e. total electricity eenerated in Kerala;)

1.7 Source of Data

The monthly production data of ‘mining & quarrying’ and ‘electricity’ for compiling
State level IIP are collected from Indian Bureau of Mines (IBM), Nagpur and Central
Electricity Authority respectively. In case of ‘manufacturing’ sector, after finalisation of
item basket (containing selected item groups and items with in the group), item wise list
of factories along with their production in the base year has been prepared from out of
the list of factories surveyed as part of ASI 2004-05. A total of 644 registered

5
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manufacturing units were selected for data collection and the department collects
monthly production data directly form these units through District Statistical Offices.

1.7.1 Data Gaps

In the current series of I[P with base 2004-03, it is observed that many industrial units
producing selected items in manufacturing sector have been closed and thus badly
affecting the IIP. Number of manufacturing units selected and number of manufacturing
units from which production data received during 2005-06, 2006-07, 2007-08 and 2008-
09 in each 2 digit NIC group is given in Table 1.7.1.1.

Table 1.7.1.1 Details of Data Collected from Manufacturing Sector

No. of No. of Manufacturing units from which production
NIC - i data received
2 dgt Factories
selected 2005-06 2006-07 2007-08 2008-09

15 121 48 56 64 72
16 4 2 1 2 2
17 51 13 15 19 21
18 4 Nil Nil Nil Nil
19 12 6 6 7 7
20 52 18 19 21 22
21 18 6 7 8 8
22 16 4 5 5 4
23 18 14 14 15 13
24 43 30 28 30 29
25 38 19 20 21 21
26 90 17 18 29 22
27 19 10 g 13 13
28 28 14 14 15 15
29 34 10 12 12 12
30 8 Nil Nil 4 4
31 33 5 7 11 10
32 19 6 6 7 9
33 10 1 1 2 2
34 6 3 4 4 4
35 5 2 2 2 2
36 15 4 6 6 6

Total 644 232 250 297 208

No data were obtained from the 2 digit NIC group 18 during 2005-06, 2006-07, 2007-
08 and 2008-09. In case of NIC 2 digit group 30, none of selected manufacturing units
reported production data during 2005-06 and 2006-07. Thus some industries were
unrepresentative due to non-reporting of selected units. The index in this report is,
therefore compiled on a low response rate in respect of production data from
manufacturing units.




-

[Repon‘ on Index of Industrial Production of Kerala - 2005-06, 2006-07, 2007-08 & 2008-09] {Base: 2004-05f

1.8 Weighting Diagram

The relative importance of various economic activities is different and these
differentials need to be reflected while measuring the performance of the entire industrial
sector. With a view to achieving this, each item included in the item basket is given
appropriate weight. Weight is generally determined on the basis of the gross value added
(GVA) from that industrial activity.

Total weight, which is taken as 1000, was apportioned first to three industrial sectors,
ie, Manufacturing, Mining& Quarrying and Electricity. The sectoral weight of
manufacturing sector was then allocated to its 2, 3 & 4 digit industry groups in
proportion to their GVA figures. Finally the weight allocation at item level has been
done in proportion to item-wise GVO. In case of mining & quarrying sector the total
weight of the sector was apportioned to the items included in the item basket in
proportion to their value of out put furnished by IBM. ‘

1.9 Compilation Procedure

IIP is genefally computed as the weighted average of production relatives of all the
industrial activities. Here, Laspeyre’s fixed-base formula is used for the calculation of
the index, which can be expressed mathematically as follows:

I= 2WiR i=12,..N

A

Where [ is the index, R; is the production relative of the i" item and Wi is the weight
allotted to it.

1.9.1 Building IIP from the Lowest Stage

The compilation of IIP commences with the collection of basic production data
relating to the items. The basic production data are then combined using weights to
produce data for the 4-digit class (NIC). The subsequent upper levels, above the 4-digit
class, of IIP are constructed by combining the lower levels using weights. Following
diagram demonstrate the working steps of IIP compilation.

Diagram 1.9.1: Different steps in compilation of IIP
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