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PREFACE

This report on gross fixed capital formation in Kerala (at current
prices) is the second of its kind brought out by the Department of Economics
and Statistics. The first report on fixed capital formation in Kerala for
the period 1980-81 to 1985-86 was published in 1990. This brochure is an
attempt to make a detailed analysis of the gross fixed capital formation
in Kerala from 1985-86 to 1988-89.

Gross fixed capital formation is that part of states total expenditure
which is not consumed but, added to its fixed tangible assets and stock.
[t consists of the acquisition of fixed assets like buildings, civil works, machi-
nery, vehicles etc. and changes in stock of raw material, finished goods
and semi finished goods.

The object of the study is to bringout a clear picture of the growth
of capital formation in boLh private and public sectors. In the State Govern-
ment sector fixed capital formation by 'type of assets' and ‘industry of
use' in respect of Administrative departments and departmental enterprises
are also dealt with separately. In private sector the nature of capital forma-
tion by type of use, and category of industry relating to non departmental
commercial units are also examtned.

This report is brought out by the joint efforts of Smt.Nagamma,
Assistant Director, Smt.Ushakumari, Research Officer, Sri.G.Devadas,
Research Assistant and Sri.Gopakumar, Compiler under the supervision and
guidance of Shri.J.Thomas Sleeba, Additional Director. Valuable information
" provided by the various public bodies for the preparation of this report is
greatfully acknowledged.

Suggestions for improvement of the report are most welcome.

Trntvandrum, Dr.M.Kuttappan
28--4--1994. Director
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GROSS FIXED CAPITAL FORMATION AT STATE LEVEL
Chapter [ - Methodology
1.1 Introduction:

Development of an economy depends up on the factors like capital
accumulation, investment criteria capital absorption capacity, stability and
values and institutions. Out of these capital formation is the first around
which the economic development revolves. It provides the lease through
capacity creation by promisting the activities of savings, credit mechanism
and investment. In shsort the main indicator of economic development is
the percentage of national income that is reinvented in capital goods through
the process of savings.

1.2 The concept, scope and coverage:

Domestic capital formation is defined as that part of the country's
current output and imports which is not consumad or exported during the
accounting year lent is set aside as addition to its stock of capital goods.
Net capital formation is measure after allowances are made for consumption
of fixed capital. Gross capital formation includes fixed capital formation
and change is tock of raw materials and semi finished and furnished goods.

Gross fixed capital formation consists of outlays of industries and
producers;of Government servicees private non profit services to households
in addition to their fixed assets mines their net sales. These included (1)
durable goods (life time of which is one year a more) acquired by produce

(2) Improvement and alternation of durable good which significantly extend

the expected life time or productivity of the asset, (3) new construction
and major improvements which extend its life period (4) reclamation and
extension oftimber, tracts, mines, orchards, plantations and similar other
agricultural o 'holdings: (5) 'breeding 'stoccks, drought, animals, dairy cattle
and the'like. Bl i QiR g

Non . reproducible ' tangible assets like land, mineral deposits, timber
tracts ete, are not'included in capital formation but dealers margins. Service
changes and other transfer costs in regard to transactions in such assets
form part of capital formation. The construction works and durable goods
which are meant primarily for military purposes. are excluded. Outlays on
newly constructed dwellings by household industries and expenditure on major
improvement and alterations of residential buildings form part of fixed capital
formation while the purchase of durable goods by households is not treated

‘as.capital formation. 'Expenditure on intangible assets such as patents, good-

will and on health research, education etc. for improvement of technology
and productivity of working force are excluded from the scope of capital
formation.

Gross/ fixed' | capital~ formation" include expenditure on land clearence,

".-..irrige.tion works, ' plantation 'and _Duitiva;ion of new timber tracts, new fruit
and .sap!  bearingitrees, ' vines ‘ete. 'which 'yield products after a number of

years.  After such plantations and cultivation become productive, further
outlays in respect of the cultivation is considered as intermediate consumption
The clearance and afforestation of timber tracts and forests are considered
land improvement activity and are included in gross fixed capital formation.
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(b) Machinery and equipment

The various items of machinery and equipment are classified into

(i) Capital goods

(ii) Parts of capital goods

(iii) Partly capital goods

(iv) Parts of partly capital goods

The total of (i) and specified percentage of (ii) to (iv) on the basis
of ASI data, are taken as capital formation.

The estimates of gross domestic fixed capital formation in construction
and machinery and equipment are aggregated to arrive at the estimates
of gross domestic fixed capital formation by type of assets.

However, due to paucity of data, estimation of gross fixed capital
formation by Lype of assets is attempted only in the"gﬁubli'c (State Govern-
ment) sector in this report. : :

1.5 Industry of use:

The expenditure approach is primarily followed for estimation of gross
fixed capital formation (GFCF) by industry of use. The whole economy
is classified by user industries broadly in terms of the industrial classifica-
tion 'used for measurement of net domestic product. Each industrial activity
is' further divided into public and private sectors whenever relevant. The
private sector under each activity has been further divided into organised
and unorganised sectors  whenever data are ‘available. The public séctor
is divided 'into administrative departments of Sentral and State Government
and enterprises, both departrental and non~dep§t‘l:’flﬁéﬁt'al’." J

g el o J 1L fane

1.6 Agriculture includidng livestock: ; :
54 %) ! HHES10 1 A

(a) Agriculture proper
W] HiT 1avo (I Ns ]

The ' expenditure "oni GFCF in' State! Governmient' 'Departméntal enter-
prises have 'been’' culled “out “from 'the''state - government ‘budget’ document

'and of the 'non‘departmental 'entérprises from Lhe ‘balance sheet) or annual

reports of the enterprises.!'" e arl

The source of information of G-CF in the hou;setidlﬂ?'_'gﬁéfﬂr‘ of Agri-
culture is based on the expenditure on farm business avilable in AIDIS.

' The base year estimates 'of gross fixed capital fonmation 'of the reporting

households ' in ' ‘respect "of ‘rural and urban sectors are’ Dbfﬁiﬁbd"separatel¥_
from this report. ' U 6o brie t

‘The''latest two' census provide the number of rural and utban’ households

" 'separately 'Usisng'the 'geomelric’ growth rate, thevnumber 'of Households during
' the 'year1985-86/to 1988-89 have been estimated. | BRAIOW T i

: GiLpas
| Thé' per' household gross' fixed' capital formation ‘for the" base year
has - been ''arrived ''at ‘by 'using the total gross fixed c¢apital' 'formation and
the number of households, as estimated from the survey results separately
for rural and urban sectors.
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By making use of the per household gross fixed capital formation,
thus obtained and the: projected number of households from the census results,
gross fixed capital ‘formation in ~arm Business has been estimated both for
rural and urban secitors for the years from 1985-86 to 1988-89 at constant

prices.

The G-CF #t current price has been obtained by using the index of
average daily wages of unskilled labours in construction sector.

The G- CF/ at current price, thus obtained for rural and urban sectors
have been finally aggregated to obtain the GFCF from farm business.

(b) Livestock

For the estimates of Agriculture, proper the value of breeding stock,
draught animals, ‘dairy cattle etc. which farm part of capital formation has
been added. As the annual data on livestock population are not available,
the different categories of livestock as given in the quinquennial livestock
census have been considered and the number of each category estimated
using geometric growth rates.

The data regarding bullocks and bulls over three years not in use,
cows over 3 years not in use, female goats of one year and above not in
milk etc. are excluded from the purview of capital formation. The cattle,
male over three years, cows in milk, buffalows, male over three years, she
buffalows in milk, goats - female of one year and over in milk, males one
year and over (breeding) as provided in the census have been considered
to farm part of capital formation of livestock component. The increment
of each category every year is estimated and then evaluated using the average
price of the category each year. Only 4% of the male goats have been
considered to be the capital formation component of this category.

1.7 Forestry and | ogging:

The Government of Kerala have taken over the private forests of
the state by an Act. Therefore, the capital expenditure on forest preserva-
tion, extension etc. of the state is the contribution of the public sector
only. The capital formation component of this sub-sector is obtained from
the analysis of the State Government Budgets.

1.8 Fishing:

The livestock census of 1982 and 1987 provide information on the
number of different categories of mechanised and K nen-mechanised boats
and other major fishsing equipments like fishing gears and catamarans engaged
im fishing activity. The number of fishing boats and equipments during the
years 1985-86.to 1988-89 has been estimated usisng the geometric growth
irate of ithe 'inter census;years and then. the increment | during -each year,
s worked out. The average price of the/ different! categories of boats and
equipments each year collected from the state department of fisheries have
been used to evaluate the increment of boats each-year..| The gross fixed
- -capital formation in 7 isheries sector is thus abtained at: currentiprices.

figy LN i T e | leq 28 2hlodsauan aelranas s
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1.9 Mining and Quarrying:

There is no departmental enterprises comming under this sub-sector -
in Kerala. : . i

In the case of non-departmental commercial undertakings, the Kerala
Metals and Minerals is considered in public sector. The unorganised sector
is estimated on the basis of NSS 34th round.

1.10 Manufacturing (Registered):

Annual survey of industries provide data on value of stock and addition
to the fixed capital during the accounting years. | The details of capital
stock separately for (i) Land (ii) Improvement to land and other construction
(iii) building (iv) Plant and machinery (v) Transsport equipment (vi) Tools
and other fixed assets and (vii) Assets under construction/installation are
available. Expenditure on land does not form part oi capital formation and
hence excluded from the estimates.

-

1.11 Manufacturing (un-registered):

Those manufacturing enterprises which do not come under the purview
of the Indian Factories Act - 1948, are considered under this subsector.
The 34th round of NSS provides data on fixed assets oi manufacture and
repair services in the un-registered sector. The whole of the un-registered
sector of the manufacturing industry has been brought under the coverage
of the survey. The data contained in the report on NS5 34th round has
been used to estimate the contribution to gross fixed capital formation from
this sub-sector. The addition to fixed assets per enterprise and the estimated
number of enterprises, both rural and urban have been considered and the
cumbmed estlmate of GrCF arrwed at for the base year.

The base year' étlmateé dre moved Lo later years using appropnate
indices. :

1.12 Electricity, Gas and \n}ater supply: [ | A tea

Electricity genefatacn and “distribution in Kerala is mamly the activity
of WKerala State Elecyricity 'Board ecategorised under N.D.C.U.S. Th'e annual
accounts of the K.S. FB. have been analysed and the G~ CF estimated. Since
the private secltors e covered under 'AS], separate estimates have 'not been
prepered under this tead. P80 1t

The Cochin 0il Refineries is engaged in the manufacture L.P.G. This
has been COnSIdBI‘3d to assess the cap:tal forr_nation of this sub-sector -

'1Gas 1 ol ‘J‘_ 101 SUNBMABD ik SN

it i3 follsaldjumme 1o i 1at I bng
205 SThs Tesdtimdes iof! GrF‘F frum water' supply relatmg ‘to' 'publie sector
'is preparzd (6nh'hed basisof ‘State 'Government” Budget upto ' 1987-88. From
198889 owvardg thescheme under this head ‘are’implemented by’ the 'Water
| Authority' of K‘rala and hence no details are 'available' in"the 'Buéfgét Docu-

e tfhlentsn Ny ‘dda “have been’ reoenved from water authonty alsd and hence

not mcorpma’te‘ fin ithis lissue.
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1.13 Construction:

The fixed capit@'i formation in the construction sector comprises of
net addition to machiriery and equipments, tools and implements of constru-
ction enterprises. Tihe annual balance sheets/accounts have been analysed
and estimates of GF/TF obtained. The construction expenditure culled out
from the State Goverl hment Budget has also been taken into account,

The estimate | from private sector is limited to unorganised sector
based on NSS 34th ‘round resuslts due to non-availabaility of data from other
sources.

1.14 Transport S'torzage & Communication:

(a) Raflways

This beirng a supra-regional sector, the Central Statistical Organisation
is to prepare,/ the State-wise estimates of capital formation and supply the
same Lo thef,‘ states *for incorporation in the state level estimates as reco-
mmended by / the Regional Accounts Committee (RAC). The data have been
supplied by fZentral Statistical Organisation,

(b) Ifansport by other means & storage/

The State Government Budget provides information capital expenditure
on mechanised Transport - road and water. ;

In frespect of non-departmental enterprises, the Annual Accounts of
K.5.R.T.C.., the Kerala Inland Navigation Corporation and the Cochin Port
Trust have been analysed. .

The eru‘.erprise survey 1983-84 conducted by Central Statistical Organi-
satior_1 provides information on mechanised and non-mechanised transport
ih private sector. The base year estimates of Gr CF is moved for the latest

years using the growth rate observed in the Gross Domestic Product of the
respective sector. ‘

In the Pgblic Sector, 'there is no departmental enterprises in storage.
The Ware Housing Corperation and Food Corporation of India are the non-
departmental enterprises in this sector. The Arwnual accounts of these enter-

prises have been analysed to obtain the capital formation component of
storage.

() Communicatinn

The Government of India, demands for griants for /the Indian Posts
and Telegraph department and Minisiry of Communication is the main source
of information. = The activities covered under this| sector ‘are Posts & Tele-
graphsz Telecommunications and Overseas Communica'tion swervice., The details
of_ caplt:al e.xpenditure at the national level for posts and ,-‘"teiegraph and Tele-
communlcatnons are presented in the budget relating) to/ Posts & Telegraph
Depart ment. _As per the recommendation of the Re;;vinnﬁfal Accoﬁnts Commi-
t-;ef, Ih? %enl;ral S.tar.lis:cieal Organisation is to prepa re/ the state-wise esti-
mates of fixed capital formation. : tie3li isati
ot o estimafes. The Central Statl‘a?ucal Organisation has



1.15 Trade, Hotels and Restaurants:

The annual accdunts of the non-Departmental Commercial undertakings
engaged in trading activities were analysed to obtain the GFCF of these
enterprises.

The private sector estimates for the base year are prepared on the
basis of data available in NSS 34th Round, Directory Establishment Survey
1985-86 for Trade and Enterprise Survey on Hotels and Restaurants 1983-84.
The base year estimates are moved to later years with the help of gross
value added in the sector.

-~

1.16 Bankind & Insurance:

The state-wise estimates of capital formation in respect of Nationa-
lised banks, Life Insurance Corporation of India, Reserve Bank of India etc.
is to be provided by Central Statistical Organisation as recommended by
the Regional Accounts Committee. The details have been obtained from
the Central Statistical Organisation and incorporated.

1.17 Real Estate, Ownership of Dwellings:

GFCF under residential buildings based on AIDIS' 1981-82 has been
used for preparing the base year estimates under this head. The base year
estimates are moved to later years using the building cost index numbers.

1.18 Public Administration:

This sector consists of the capital expenditure of Central Government
administration in respect of the state, State Government administration
and local bodies-corporations, municipalities and Panchayats.

The estimates of capital expenditure in respect of Central Government
administration at the state level is provided by rentral Statistical Organi-
sation.

The State Government budgets have been analysed to obtain the capital
expenditure of State Government Administration.

The capital outlay of Corporation and Municipalities have not been
covered in this report as its compclete analysis is pending. The construction
expenditure and expenditure on machinery are the components of G CF
considered under this sector.

1.19 Other Services: b

The expenditure of State Government under this sector is taken from
the State Government budget. The non-departmental commercial undertakings
coming under this sector is also considered.

The G-CF in private sector is computed for the base year as sper
the enterprise survey, 1983-84 on service sector. The base year estimates
are moved forward using the indices of GDF in the respective sector.
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Chapter II - Analytical Interpretation

The estimates of gross fixed capital formation for the years from
1985-86 to 88-89 are analysed industry-wise below. Table | presents the
GFCF by industry of use. ; '

The total capital formation estimates show an upward trend during
the entire period starting from 1985-86 to 1988-89. Real estate and owner-
ship of dwellings form major portion of the total GFCF during the entire
period under report ranging from 29.47% to 40.93%. The mam reason for
this higher percentage is due to the inclusion of the estimates of fixed capital
formation of residential buildings under the 'Real Estate and Ownership
of Dwellings'. The contribution of Electricity, Gas and Water supply stand
next to 'Real Estate and ownership of dwellings'. It ranges from 14.42%
Lo 23.92%. The gross fixed capital formation of Electricity, gas and water
supply show downward trend from 23.92% in 85-86 to 14.42% in 88-89.
The contribution of Manufacturing Industries range from 6.82% to 31.28%
while that of Agriculture sector from 7.15% to 10.16% the total Gr CF.

Table II shows the percentage distribution of G~ CF.

Table III presents the gross fixed capital formation both in public
and private sectors. During the period under report the contribution of
private sector forms 59.12% to 72.45% of the total GFCF. The share of
public sector is more in Mining & quarrying, Electricity Gas, Water supply,
Banking, Insurance, Transpsort, Storage and Communication. The contribu-
tion of public sector is nil in fishing sector.

Gross Fixed Capital Formation in State Government Sector.

The State Government Sector consists of Admdinistrative Depariments
and Departmental enterprises. :

Admmistrative Departments

The G-CF of Admdinistrative Departments are obtained from the
State Government Budgets. The 'Expenditure approach' is followed for the
estimation of capital formdtion from Government budgets. For the estimation
of gross capital formation the items such as construction, machinery and

equipments, net purchase of second hand assets and change in stock etc.
were considered.

Departmental Enterprises

Gross capital formation under this sector is estimated by analysing

the annual accounts of the Departmental Enterprises including State Govern-
ment budgets.

Gross Capital Formation by type of assets

The GCF of Administrative Departments and Departmental enterprises
by type of assels is detailed in Table IV.
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The Table IV reveals that the estimate of GCF for the year B85-86
was 22.7 crores. A slight increase can be seen in the estimates of GCF
for R6-87. During the year 87-88 the gross capital formation has decreased
to 195 -crores. Again in BB8-89 a slight increase is noticed in the GCFf of
~Administrative Departments.” The main component under this sector is constru
ction which relates to buildings, roads and bridges and other constru- ctions.

The share of construction sector to gross capital formation is declined from
98% ih 1985 to B1%in 1988-89. '

Gross Capaital Formation - by Industry of use

The GCF of Admdinistrative Departments and Departmental enterprise
is analysed by 'Industry of Use' in Table V.

The expenditure under various heads of the State Government adminis-
trative Departments and Departmental enterprises are classified under Agri-
culture, Forestry, rishing, Manufacturing, Construction, Water supply, other
transpsort other services and public administration. :

Table V- reveals that the contribution of public administration ranks
first jplace with 58% ih 85-86 and 52% in B8-89. The share of Agriculture
sector varies from 38% to 27%.

Gross Capital formation by type of Institution

Administrative Departments and- Departmental enterprises constitute
the State Government sector. The contribution of these sectors is analysed
by type of institution in Table VI.

The Table VI indicates that the major portion of G CF is contributed
by the Administrative Departments during the years of study. It varies
from 67% to 71%. It reveals that the year 86-87 accounts the highes: share
of GF 7 for Administrative Departments,

Conclusion:

The estimation of GFF in the State covered mainly Private & Public
Sector., Eventhough the coverage is greater in public sector, private sector
occupies the major share of the total GCF. E

In State Government sector there is a gradual increase of GCF except
in the year 87-88.

Detailed statements of gross fixed capital formation relating to all
important activities are presented in annexure to this report.
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