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PREFACE

Y

This Report on “Gross Fixed Capital Formation in
Kerala (at current prices)” is the first of its kind
brought out by the Department of Economics and
Statistics. The data given in the report relate to the
years 1980-81 to 1985-86. The main object of ‘the study
is to bring together and present the data regarding the
growth ot capital formation 1n various sectors. The
nature of capital formation in both public and private
gectors is also examined. The State Government sector
by "Type of Assets" and "By industry of Use” in respect
of administrative departments and departmental
enterprises are also considered in this volume.

It 1is hoped that the plahners, ‘economists,
administrators and Research scholars would f£ind the
jnformation contained in this report quite useful to
them.,

I would iike to record my sincere appreciation to
Shri. K, Samvarghese who initlated this work and made
valuahle contributions while he was Assistant Director
in this Division. This report is prepared by Shri. K.
Radhakrishnan, Research Officer with the assistance of
Shri. K. Karunakaran, Research Assistant and Shri. K.K.
Thomas, Compiler under the supervision and guidance of
Smt. K. Radhamma, Assistant Director. The help rendered

by all those who are involved in the preparation of this
report, especlally the various public bodies who
provided the requisite information, 1s gratefully

acknowledged.

Suggestions for further improvement of the report
are most welcome.

P.L. SREEDEVI AMMA,
Director of Economics & Statistics.

Trivandrum,
S L | 2 o 1 990 -
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GROSS FIXED CAPITAL FORMATION AT STATE LEVEL
Chapter 1 -~ Methodology

1ql._Intraduction

The concept, scope and coverage of gross fixed capital formation
at State Level, along with the apprcach and method of estimation have

been brieflv described below.
1.2 The concept, scope and coverage

vomestic capital formation is defined as ' that part of the
country's current output and imports which is not consumed or exported
during the accounting period, but 1s set aslde as addition to its stock
-0t capital goods'., 'Net capital formation' 1s measured after allowances
are made for consumption of flixed capital. Total cagital forzation
congistz of fixed capital formation and change in stocks of raw

materials, 6 scemi finished and finished goods.

Grese fixed capital forration consists of the outlays of
indvstrine  and  producers of govermment services and of private
rnon-rrefit services +o t-uszkolds on addition to their fixed assets,
reduced by toeir net sales.; These include (1) durable gocds {the 1ife
time of which J1& ore year or wmore) acquired by producers. (i1)
improvement and alteration of the durable goods which significantly
extend the expected life time or productivity of assets (111) new
construction and major improvements which extend its 1ife period. (iv)
reclamation and improvement of land and the development and extension of
timber,tracts, mines, orchards, plantations and simllar other
agricultural holdings (v) breeding stocks, draught, animals, dairy

cattle and the like.

'Non~reproducible’ tangible assets, like land, mineral deposits,
timber tracts etc. are not included in capital formation, but dealers
margin, service charges and other transfer costs 1n regard to
transactions 1In sguch 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,
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by households and industries, and expendituré on major improvements and
alterations of residential buildings form part of fixed capital
formation, while the purchase of durable goods by households 1is not
treated as capital formation. Expenditure on intangible assets such as

patents, goadwill, 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, irrigation works, plantation and cultivation of new timber
tracts, new fruit and sap bearing trees, vines, etc. which yield
products after a number of years. After such plantations and
cultivation become productive, further outlays in respect of the
cultivation is cﬁnsidered as intermediate consumption. The clearance
and afforestation of timber tracts and forests are considered land

improvement activity and are included in gross fixed capital formationm.

The capital expenditure on soil conservation activity by the
public sector for conservation of forests 1s Included under capital
formation. S5Similar soil conservation activity in the private sector 1is

considered as own account construction which is classified under the

construction industry.

Expenditure on current repairs and maintenance incurred for
keeping the fixed assets in proper working order does not form part of
capital formation. Expenditure on alternations and additions to or
replacements of the narts of fixed assets which have an expected life
time or use of one year or more dand involve substantial outlays and also

extend the life of fixed assets or lIncrease their productivity is

ronsfdered as capital expenditure,.
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1.3 The significance of capital formation

The ’'Capital formation' of a country 1s considered as a major

determinant of its economic growth. The growth of capital formation is

- thus an index of economic development. It 1s the capital formation that

leads to the fuller utilisation of avallable resources which leads tn
increase in the size of national output, income and employment and
thereby increase the standard of living of the people. It is capital
formation that leads to proper exploitation of the natural resources
and establishment of different types' ﬁf industries resulting in
increased levels of income of the people. This enables increase in the
economic. welfare of the society. Thus capital formation can rightly be

considered as the key to economic development 'of an underdeveloped or

developing country/region.

1.4 Estimation: the approach

The commodities which enter fixed capital formatlion is valued at
purchasers price which covers all costs connected with the acquisition
and 1nstallation of the 1tems of assets. Indirect outlays for
acquisition of the assets in the form of advertising etc. are excluded.
In the case of fixed assets produced on, 'own account, these are valued
at production cost including any imputation 1in respect of own account
labour employed. Estimates of gross fixed capital formation can be

prepared (1) by type of assets, (1i) by industry of use.

1. Type of assets

Type of assets consists of construction, machinery and equilpment
and change in stock. The estimates are prepared separately for these
three type of assets. The commodity flow approach is followed for

congtruction works undertsken with the use of specified construction

materials and also for machinery and equipment.
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The wvalue at site 'in the accounting vyear of flve Dbasic
construction input materials, viz., cement, iron and steel products,

timber and round wood, bricks and tiles and permanent fixtures and

fittings are considered under 'Construction’.

The various items of machinery and equipﬁent are classified into
1) Capital goods
11) Parts of capital guﬂds
ii1) 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 grﬂsé 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 type of asset 1is attempted only in the Public

(State Government) sector in this report.

ii. Industry of use

The methology adopted is generally on the lines suggested in the
"Report of the sub group on State Gross Domestlc Product and Expenditure

Account”™ September 1984 published by Central Statistical Organisation.

The expenditure approach 1s primarily followed for estimation of

gross fixed capital formation (GFCF) by industry of use. The whole

economy 1s classified by user 1ndustries broadly 1in terms of the
Industrial classification used for measurement of net domestic product.
Each industrial activity 1is further divided 1into public and private

sectors wherever relevant. The private sector under each activity has



been further divided into organised and unorganised sectors if the data
are available. The public sector 1s divided into administrative
departments of Central and State Governments and enterprises, both

departmental and non-depdartmental.

1.6 Agricultural including livestock
(a) Agriculture proper

The expenditure on GFCF in State Government Departmental
enterprises have been culled out from the state government bhudget

document and of the Non-Departmental enterprises from the balance sheet

or annual reports of the enterprises.

The source of information of GFCF in the household sector of
Agriculture is based on the expenditure on farm business available in
AIDIS 1981~82. The base year estimates of gross fixed capital formation

of the reporting households in respect of rural and urban sectors are

obtained separately from this report.

The two decineal censuses of 1971 and 1981 provide the number of
rural and urban households separately. Using the geometric growth rate,

the number of households during the vears from 1980-81 to 1985-86 have

been estimated.

The per household grosss fixed capital formation for the base
year has been arrived at by using the total gorss fixed capital

formation and the number of households, as estimated from the survey

results separately for rural and urban sectors.

By making use of the per household gross fixed capital formation,
thus obtalned and the projected number of households from the Census
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results, gross fixed capital f{ormation 1n Farm Business has been

estimated both for rural and urban sectors for the years from 1930-81 to

1985-86 at constant prices.

The GFCF at current price has been obtained by using the Index of

average daily woges of unskiiled workers in construction sector.

The GFCF at currear price, thus obtained for rural and urban
sectors " have been finally apgregared to ohatain the GFCF from farm

business.

(b) Iive stock

To the esrtimates of Agricultare, proepr the value of breeding
stock, dra*-.!ghf animale, dairy cattls ete. which form part of capital
formation has been added. As the anrunal data on livestock population
are not available, the differont categories of live stock as given in
the quinguennlal live stock rensus have been considered and the number

of each category estimsted using georetric srowth rate.

The data regarding bullocks and bulls over three years not in
use, cows over three years not in use?, female goats of one year and
above not in mrilk etc. are excluded from the purview of capital
formation. The cattle., male over thres years cows In milk, buffalows,
male over 3 years, she buffaloes in milk, gﬁata - female of one year and
ovar 1in milk males one vear =nd over (breeding) as provided in the
cnesuses have been consdiered to forw part of capital formation of
livestcck component. The incrameats of e ° category every vyear is
estimated and then evaluated uging the average price of the category
each year. Only 4% of the male goats have bezn considered to be the

capital formation component of this catesory.



1.7 Forestry and Logging

The Government of Kerala have taken over the ﬁrivate forests of
the state by an Act (No.26/71) on 23.8.1971. Therefore, the capital
expenditure on forest preservation, extension etc. of the state is the

contribution of the Public sector only. The capital~fﬂrmatiun component

of this sub-sector is obtained from the analysis of the state government

budgets.
1.8 Fishing | | ]

‘The Live Stock Censuses of 1977 and 1982 provide I1nformation on
the number of different categories of mechanised and non-mechanised -
boats and other major fishing, equipments like fishing gears and

catamarans engaged in fishing activity. The number of fishing boats and
equipments during the years 1981-82 to 1985-86 has been estimated using

the geometric growth rate of the inter census years and then the
increment during each year_,,' is worked out. The average price of the
different categorles 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 capital formation in fisheries

sector is thus obtained at current prices.

1.9 Mining and Quarrying

There is no departmental enterprises coming under this sub se¢tor

in Kerala.

In the case of non-departmental commercial undertakings, the

Kerala Metals and Minerals 1s considered in public sector. The

unorganised sector is estimated on the basis of NG5S 29th round.
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1.10 Pianufaeturing (Registered)

Annual Survey efl Industries provides data on value of stock and

‘addition to the fixed capital during the eeeeuﬁting years. The details

of capital stock separately for (i) land (i1) improvement to land and
other construction (1ii) building (iv) plant and machinery (v) transport

equipment. (vi) tools and other fixed assets and (vii) assets under

construction/installation ares available. Expenditure on land does not

~ form part of capital formation and hence excluded from the estimates.

1.11 Manufacturing (Un-registered)

Those menufeeturing enterpricses which do not c¢ome under the
purview of the Indian Factories Act - 1948, are considered under thie
subsector. The 29th round of NSS provides data on fixed assets of
manufacture and Repair services 1n the unreglistered sector. The whole
of the un-registered sector of the manufacturing 1industry has been
brought under the coverage of the survey. The data contained in the.
report.on NSS 29th round has been used to estimate the contribution to
gross fixed capital formation from thie sub-sector. The additions to
fixed assets per enterprise and the estimated number of enterprises,

both rurel and ureen have been eensidred and the combined estimate of

GFCF arrived at for the base year.

The base year ¢stimates are moved to latest years using

appropriate indices.

1.12 Electricity, gas and watersupply

| Electricity generation and distribution in Kerala is mainly the
activity of 'The Kerala State Electricity Board', categorised under
N.D.C.Us. The annual accounts of the K.S.E.B. have been analysed and

the GFCF estimated. Since the private séctors are covered under A.S.I,
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separate estimates have not been prepared under this head.

The estimates of GFCF from 'water supply' relating to Public
Sector 1s prepared on the Easis of State Government Budget upto 1984-85.
From 1985-86 onwards the schemes under this head are implemented by the
'Water' Authority' of Kerala and hence no detalls are available in the
Budget Documents. No data have been received from water authority also

and hecne not incorporated in thié issue.

The Cochin 01l Refineries is engaged in the manufacture of L.P.G.

This has been considered to assess the capital formation of the sub

sector - gas,

1.13 Construction

The fixed capital formation in the construction sector comprises
6f net addition to machinery and equipments , ‘tools and implements of
construction enterprises. The annual balan&e sheets/accounts have been:
analysed and estimates of GFCF obtained. The construction expenditure
culled out from the State Government Budget has also been taken into

accour.t.

The estlimate from private sector is limited to unorganised sector

based on N.S.S. 29th round results, due to non-availability of data from

other sources.

1.14 Transport, storage and communication

(a) Raillways

This being a supra - reglonal sector, the Central Statistical
Organisation 1s to prepare the state-wise estimates of capital formation
and supply the same to the states for incorporation in the state level

estimates as recommended by the Regional Accounts Committee (R.A.C).
The data have been supplied by Central Statistical Organisation.
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(b) Transport by other means and storage

The State Government Budget provides information capital -

expenditure on mechanised transport - road and water.

In respect of non-departmental enterprises, the Annual Accounts

of K.S.R.T.C., the Rerala Inland Navigation Corporation and the Cochin

Port Trust have been analysed.

The enterprise survey 1983-84 conducted by Central Statistical
Organisation provides information on mechanised and non—-mechanised
transport in private sector. The base year estimates of GFCF 1s moved

for the latest vyears using the growth rate observed in the Gross

Domestic Product of the respective sector.

In the Public Sector, there is no departmental enterprises in
storage. The Ware Housing Corporation and Food Corporation of India are
the Non-departmental enterprises of this sector. The annual accounts of

these enterprises have been analysed to obtain the capital formation

comnonent of storage.

(¢) Communication

The Government of India, demands for gfants for the Indian Posts
and Telegraph department and Ministry of Communication is the main
source of information. The activities covered under this sector are
Posts and Telegraphs, Telecommunications and overseas communication
service. The detalls of capital expenditure ct the national level for
posts and Telegraphs and Telecommunicatlions are presented in the budget
relating to Posts and Telegraphs Department. As ﬁer the recommendation
of the Regional Accounts Committee, the Central Statistical Organisation
1s to prepare the state-wlse estimates of fixed caplital formation. The
Central Statistical Organisation has supplied the estimates.
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1.15 Trade, Hotels and Restaurants

The annual accounts of the Non-Departmental Commercial

undertakings engaged in trading activities were analysed to obtain the

GFCF of these enterprises.

The private section estimates for the base year are prepared on
the basis of data avallable in N.S.S 29th 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 Banking and Insurance

The state-wise estimates of capital formation in respect of
Nationalised 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 detalls 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 buillding cost index

nunbers.

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 Iin respect of central
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government administration at the state level is provided by Central

Statistical Organisation.

The state government budgets have been analysed to obtain the

capital expenditure of state government administrarion.

The capital outlay of coporation and municipalities have not been
covered In this report as 1its complete analysis 1s pending. The

construction expenditure znd expenditure on machinery are the components

of GFCF considered under this sector.

1.19'0ther services

The expenditure of state government under this sector is taken
from the state governemtn budget. The non~departmental commercial

undertakings coming under this sector is also considered.

The GFCF in private sector is computed for the base year as per
the "enterprise survey, 1983-84 on service sector. The base year

estimates are moved forward using the indices of GDF in the respective

sectors.

Chapter II

2. Analytical Interpretation
2.1 Industry-wise classification of Gross Fixed Capital Fermation

The Estimates of Gross Fixed Capital formation for the years from
- 1980~81 to 1985-86 are analysed Industry-wise. Table 1 gives the GFCF

by industry of use.

On the whole, the total capital formation estimates have shown an
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upward trend during all years starting from R.744 crores in 1980-81 to
Rs.2123 crores in 1985-86.' Major portion of the estimates was occupled
by 'Real Estate andhpwnersﬁip of dwellings' during all the years ranging
from 34 to 44% of the total estimates. This is because of the fact that
the estimates of fixed capital formation in residential buildings have
been included under this item. The contribution of Agriculture sector
stands between 9 t{} 14% while that of manufacturing industrles range
from 14 to 25%. The percentage distribution of gross fixed capital

formation is given in table 1I.

Table III given the breakup of gross fixed capital formation both
in private and public sectors. This table reveals that the private
sector contribution ranges from 63 to 68% of the total estimates during

the period under study. The public sector contributes more in the case

of Mining and Quarrying, Electricity, Gas and Water 'supply,
Construction, Transvort, Storage and Communications, Banking and

Insurance, Forestry and Logging, etc.

2.2 Grorss Capital Formation in State Government Sector.
' | -

The state government sector consists of Administrative

Departments and Departmental Enterprises.

i) Administrative Departments

' The estimates of Gross Capital Formation under this head are
obtained from the budget documents the of State Government for the years
1980-81 to 1985-86. The expenditure approach is followed in the
estimation of capital formation from Gavernméﬁé Budject. The items such
as construction, machinery and equipments, net purchase of second hand

physical assets and change in stock were considered for the estimation

of Gross Capital Formation.
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(1i) Departmental Enterprises

The annual accounts of the Departmental Enterprises included in

the State Government Budeet were subjected to detailed analysis for the

egtimation of GCF under this sector.

(2) Gross capital formation by type of assets

'l.\‘.

The GCF of State Government Administrative Departments and
Departmental Enterprises in Kerala by type of assets for the years

1980-81 to 1985-86 are analysed in table 1V.

It 1s observed that the estimat;es of GCF has increzsed from

Rs. 108 crores in 1980-81ft0 Re, 221 crores in 1985-86. The maln component

under this sector 1s construction which consists of buildings, rcads and
bridges and other constructions. The percentage contributicn of

construction component under GFCF works out to 94% and 93%2 during

1980-81 and 1985-86 respectively.
(b) Gross capital formatioo by, industry of use

An attempt is made to analyse the GCF in respect of State
Government Administrative Departments and Departmental Enterprises ’'By
industry of Use' in Table V. According to the nature of industries the
expenditure under various heads of the stéte government administrative
departments and departmental enterprises - are <classified under
Agriculture, Forestry, Fishing, Manufacturing, Construction,

Watersupply, other transport, other services and public administration.

| This observed that Agriculture and public administration occﬁpy
the major share of capital formation during all the years from 1980-81
to 1985~-86. For example, while Agriculture constituted 44% and 31%
during 1980-81 and 1985-86 resﬁectively, the contribution o¢f public
administration worked out to 36% and 57% during the period.



15
(c) Gross capital formation by type of institutions

The classification of state Government sector by :type of
institutions comprises of government administrative departments and

departmental enterprises. These are analysed in Table VI.

The above table indicates that the contribution of administrative
department 1s more than the departmental enterprises all ove the period
under estimation. There 1s gradual increase of GCF in the case of
administrative departments except in the year 1984-85. The percentage
contribution of administrative department ranges from 53 to 66%, while

that of departmental enterprises from 47Z to 34%.

| It is observed that 1in the case of government administrative
department the year 1985-86 accounts the highest share of GCF, 1le.
66.40%. The share of departmental enterprises is highest during 1980-81

(46.98%) when compared to other years.

2.3 Conclusion

The estimation of GFCF in the State covered mainly private and
public sectors. In the public sector almost all the major industries

are covered. Eventhough the coverage 1s greater in public sector,
private sector occupies the major share of the total GCF. There 1s an
increase of about 285% in the GCF during 1985-86 over 1980-81 (ie. from

744 crores to 2123 crores).

The GCF has increased from PRs.108 crores in 1980-81 to Rk.221

crores in 1985~-86 in the case of state government sector,

Detailed statement on the Gross Fixed Capital Formation in

respect of all the important activities are given in annexure to this

report.
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