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ABSTRACT

Creating productive jobs is crucial for sustainable growth, especially in developing economies.

Against this background, the importance of organised manufacturing in India is manifold as
the facilitator of employment creation and productivity growth. Thus the thesis provides a
detailed understanding of three crucial aspects of organised manufacturing in India, focusing

on the employment and productivity dynamics.

First, the thesis analyses the dynamics of job reallocation in India’s organised manufac-
turing using establishment-level longitudinal data of the Annual Survey of Industries (ASI)
from 2004-05 to 2014-15 and the methodology stated in Davis and Haltiwanger (1992). The
study finds that during the expansionary periods, job creation and job destruction were
rising. While during the contractionary period from 2008-09 onwards, job creation declined,
whereas job destruction was constant. The reallocations of jobs varied substantially across
the narrow heterogeneous sectors defined by observable plant characteristics. The rate of
these simultaneous job creation and destruction processes is high for a large number of es-
tablishments and accounts for a significant portion of worker reallocation. However, the
persistence of these newly created and destroyed jobs is low. Theories like ‘passive learning’
and ‘between sector employment shifts’ partially explain this phenomenon of high job real-
location. The study provides useful insights into labour demand, worker reallocations, and

establishment heterogeneity, especially in a catching-up country like India.

Second, the study examines the micro-components of aggregate productivity growth from
within the plants, re-allocation between plants, and net entry effects over the business cycle,
using plant-level data of the organised manufacturing sector in India. The pro-cyclicality
of the aggregate productivity growth is explained by the pro-cyclical contributions from
scale economies, capacity utilization, technological progress from within the plants, and re-
allocation of inputs pertaining to plants. This pro-cyclicality is dampened by the counter-
cyclical contributions from capital deepening and net entry that cleanse the economy during
the contractionary period. At the micro-level, economic contraction stimulates the exodus
of inefficient plants and the entry of productive plants, thereby re-affirming the counter-

cyclical net entry effect.
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Third, we examine the impact of labour reforms on plant employment and performance.
After several years, in 2014, Rajasthan became the first Indian state to introduce deregu-
lations in labour laws by amending the Industrial Disputes Act (1947), the Factories Act
(1948), the Contract Labour (Regulation and Abolition) Act (1970), and the Apprentices
Act (1961). This was done keeping in mind the concept of ‘perversity trope’, indicating that
the laws created to help workers often end up hurting them in developing countries. Exploit-
ing the unique quasi-natural experiment, we examine the impact of labour law deregulations
on plant employment and performance. We apply a difference-in-difference framework us-
ing the longitudinal data of India’s organised manufacturing establishments from the ASI
dataset. Our results show that the deregulations in the labour laws had an unintended con-
sequence of the decline in labour use. The reforms caused a disproportionate decline in the
number of directly employed workers and increased the use of contractual workers. Evidence
suggests that the reforms positively impacted capital, gross value added, and emoluments,
whereas they decreased inputs, productivity, and profits. The efficacy of these effects varies
depending on the underlying industry and reform structures. The findings prove robust to

a set of specifications.

KEYWORDS: Employment; Productivity; Business cycle;
Labour law reforms; Manufacturing; Emerging

countries
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