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ABSTRACT

The Indian pharmaceutical industry is considered to be a life-line industry 

because of its importance in providing health security to the country. In its 

incipient stages the industry was dependent on imports and foreign technical 

know-how. But with active intervention by the government, it has transformed 

into a mature industry with export surplus and heightened focus on reverse 

engineering and new drug discovery. With the passage of product patent 

regime the industry is at the beginning of a new era. With this background, the 

present study is mainly concerned with the efficiency and productivity 

performance in the Indian pharmaceutical industry from 1990-91 to 2004-05.

The study applies the methodology of data envelopment analysis to 

estimate efficiency and productivity change on a panel of 35 firms between 

1990-91 and 2004-05. Our analysis reveals that the average technical 

efficiency of the industry is moderately high, but declines over 1990-91 to 

2004-05. The scale efficiency, however, shows an improvement over the 

same period. A distinct relation between size of firms and their technical and 

scale efficiency is observed; while the relatively larger firms experienced 

higher levels of technical efficiency in the majority of years the smaller firms 

excelled in scale efficiency over the larger firms during the period of study.

A Malmquist index analysis of TFP change shows that TFP in the Indian 

pharmaceutical industry has declined by 0.9 per cent over 1990-91 to 2004- 

05. This has been due to a decline in two of the three components of TFP 

change, viz. technical change and technical efficiency change. The third 

component i.e., scale efficiency has shown an improvement of 0.1 per cent 

during the study period. Small firms have a smaller value of not only TFP 

change index but also of all its components. The differential between small 

and large firms is the highest in the case of technical change index. The 

technical efficiency estimates obtained in our study are found to be quite 

robust under different model assumptions.
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