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11 Over t~E: past four decades, the number of . 

people liv~ng in India has more than dou­

bled - ~rom 350 million in 1947 to nearly 

800 million today. During the same period, 

our urban population has been growing al~ 

most twice as fast, and has in fact quadru­

pled from so million .in .1947 to over 200 

million in 1988. In next thirteen years, 

·.i.e. by 2001, it· is expected to reach 350 

million •• (*) 

Urbanisation and urbanism is an inseparable aspect 

and experience of daily life for every city dweller. We 

all are ben~ficiaries of delights of city life and at the 

same time are helpless victims of unplanned and uncontrO­

lled urbanisation. Proliferation of slums and shanty se­

ttlements, congestion ·on roads, overcrowding in Central 

cities, are all the manifestations of unchecked city growth. 

No doubt that the process of urbanisation, which as Mills 

and Becker (1986) put it, occurs, "because of massive shift 

of labour and capital from· predominantly rural to predomi­

nantly urban activities in the course of economic develop­

ment", (1) is. an indication as well as a resultant of the over-

all proces~ of.an advance of economy. But unplanned, uncon­

trolled and uneven urbanisation in many parts of the Third 

World has caused an alarming concern among the administra-
' 

tors, city planners, environmentalists and a.cademecians. 

{*) Report of the National Commission on Urbani­
sation Vol.I August 1988. P = 1. 

(v) 



_The designing of appropriate and effective remedial 

urban development p~licies call for ~n indepth understan­

ding o~ the factors which cause and govern the process and 

pattern of urbanisation. A detailed analysis of various 

inter-relations among economic, demographic, social and 

political factors whose simultaneous interactions exert 

their combined influences on the growth of. an urban area, 

. is a necessary prerequisite for effective policy formulation 

and implementation. The present study makes an _attempt to 

review one of the basic theoretical formulations of urban 

growth viz. the Economic Base Framework. Before we high­

light the basic postulates of this theoretical framework, it 
. 

would be appropriate to have a better perspective of the much . . -

broader discipline of Regional Science_· on the background. 

A revival of interest in Regional Science, as a special 

field of study and research, began in late 1 4Qs and early '50s. 

Regional Science is essentially an interdisciplinary, umbrella 

concept. As Prof. Miernyk (1976) defines it, 11 Regional 

Science is the study of those social, economic, political 

and behavioural phenomena which have a spatial dime~sion", (2) 

and hence it crosses over the boundaries of several disc;plines 

such as Economics, Sociology, Geography, Anthropology, Ecology, 

Politics and so on. The contribution of'these various scien-

ces to this much broader area of analysis has been neatly iden­

tified and presented in an article by Prof. Morris E.Garnsey 

(1956) (J). 

As described by Prof. Garnsey, economics has contributed 

in several ways to Regional Science. As he states it, 11 many 

of the relevant conventional methods of Economics are being 
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consolidated into a ne~ generalised type of theory of Indus­

.trial Location particularly applicable to regional analysis "• 

(Garnsey 1956)~ 4 ) Besides this he proclai~s that the general 
. . . ' . 

economic theory has contributed several tools, concepts and 

methods of interregional and international trade to the deve­

lopment of a branch of regional economic analysis which devo­

tes itself .to the study of comparative regional analysis of 

income levels, commodity flows and balances of interregional 

transactions. This is the arena of what we call now "Regional 

Economics". Studies in the field of regional economics gathe­

red momentum in mid '50s. According to Prof •. Meyer(S)who 

wrote a su'.-:vey article on regional economics in the 1963, 

volume of American Economic Revie~, the sub-discipline. of Re­

gional Economics primarily comprises of the following aspect 

of analysis. 

1. The location theory ; 

2. The interregional and international Multiplier 
analysis; (*) 

3. Leontief' s interindustry input output· analysis; and 

4• Mathematical programming. 

Urban economics, as a separate field of research became 

strengthened in early l960s. As Goldstein and Mo·ses (1973) (7 ) 

point out in a survey article, a large amount of literature has 

grown up in the field of urban economics which can broadly be 

classified into the following branches viz. 

1. Studies of composition, growth and spatial form of 

urban areas; and 

(*) In another survey article on Regional Economics, 
by Richardson (1978) (6) the Economic Base framework 
and the Multiplier analysis is described as the "Ol­
dest and simplest" forecasting model in regional 
economics. 
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2. Analysis of probiems of urban areas such as conges-

tion, growth and spatial form of urban areas; and 

employment and so on. 

As Goldstein and Moses describe, "Most approaches ~o 

urban growth are demand-driven and are exercises in compara-

tive statics rather than dynamics". (Goldstein & Moses 1973) (B).· 

The two main demand driven urban growth theoretical frameworks 

are: 

1. The Central Place theory developed by Christaller; and 

2. The Economic Base theory. 
(1964) ( 9 ) 

The model developed by Borts .and Stei~views urban growth 

from the supply side . • . . • • • • This was later on modified by 

R.F.Muth •. 

The scanning of the literature on urban growth reveals 

that, the Economic Base Framework which emerged in it!=J most 

organised form for the first time in mid 1920s, has been exten-. 

sively studied, reviewed, modified and tested empirically over 

the period of last 65 to 70 years. The theory has been in 

continuous light fo~ all these years. It has been reviewed and 

updated from time to time in concurrence with the changing reali-

ties of urban growth in the Developed as well as Developing na­

tions. On account of this, it was tnought that a review of 

emergence and subsequent developments of the basic tenets of 

the theory would be of help in understanding and analysing the 

process of urban growth. Incidentally, the theory was applied 

and tested in the case of Pune recently; and the ·study has been 

published in February 1991. 

The present study has been devoted to the review of the 

Economic Base theory of urban growth. The growth of an urban 

area, according to this framework, is triggered off ·by the 
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establishment and growth of " Export'' or "Basic" activitie~ of 

th~·rli!gi~n •. , The 1 Exp6rt 1 o~ iBase'''activities are defin~d to .. 

be those which primarily cater to the outside, non-local ma·r­

kets. These activities earn a net inflow of money/wealth for 

the conunun~ty, which provides the necessary impetus for the 

growth of the web of local activities. Therefore, the theory 

postulates that the initial or original change/disturbance in 

the 'Basic' sector of the region exerts a 'Multiple' ~mpact on 

the entire urban area. Thus the concept of 'Multiplier• is 

an integral part of the Economic Base theory. The Multipliers 

are mainly of two types viz. the Employment Multiplier and the 

Income Multiplier. As data regarding employment is generally 

easily available/at the sub-national level, most of the Base 

studies use employment as a unit of Base. 

The thesis contains in all six chapters including Intro­

ductory and Concluding chapters. The present chapter is follow­

ed by a Chapter which prQvides an overview of the urbanization 
I /,·. 

process. (Chapter 1 ) • This chapter consists of in all four 

sections. The first section deals with the basic concepts and 

definitions of various terminologies. The second section pre­

sents an elaborate account of the emergenc~and growth of cities. 

Section three presents a global view of the urbanisation process.· 

The last section i.e. section 4 reviews the urbanization experi­

ence of India. Chapter 2 provides a concise account of some of 

the main theoretical formulations of urban growth. Chapter 3 is 

devoted to the presentation and discussion of the fundamental 

tenets of the Economic Base framework. This chapter is divided 

into three sections. The first section is devoted to the under­

standing of the basic postulates of the Economic Base theory. 
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The second section summarises the discussion about the choice 
various units of 

and suitability o~Base identification and _measurement. The 

last section of·the chapter reviews the main techniques of Base 

measurement. The subsequent chapter (chapter 4) discusses the 

concept of Employment Multiplier. · As majority of the Base· stu­

dies use employment as a unit of Base due to its easy availabi-

lity and the policy implications that the unit has as far as 

Urban and·ToWn Planning is concerned, the discussion is prima­

rily about the theoretical concept and the empirical usage of 

the Employment Multipliers. This, of course, does not undermine 

the importance and utility of Income Multipliers, but the focus 

has been set on the Employment unitof Base. 

(x) 
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CHAPTER:.,! s 

URBANIZATIONs ~ OVERVIEWs 

1.1 BASIC CONCEPTS ~ DEFINITIONS: 

·urbanisation is an indication as well as a resultant of 

the overall process of economic development. A pro~ortion of 

Country's total population residing in urban areas at a point 

of time is an emblematic feature of the process of economic deve-

lopment. Economic advancement is characterized by several struc-

tural changes in the economy. These are reflected in the changing 

contributions of the three main sectors of the economy viz. agri­

culture, manufacturing and services, to ;the Gross Domestic Product 

(GDP), as well as' in the sectoral shift of the productive resour-

ces; mainly capital and labour. 

It is an estabiished and an accepted proposition that a· 

close link exists between the levels of economic development and 

urbanisation and that the pace and pattern of the former shapes 

the course of the latter. As Rakesh Mohan states, "It is found 

that as income increases, urbanisation proceeds slowly in the 

initial stages, accelarates (in the· stage of countries which are 

now known as middle income.countries) and again slows down at 

very high levels of income". (Mohan R:. 1984). (1). 

In the initial stages of economic development the. pastoral 

activities are predominant. The level of per capita income is low. 

Agriculture being the prominent source of livelihood, a large chunk 

of labour force is engaged in the primary activities. Food items 

account fbr a substantial proportion of the househol~ expenditure. 

As inc0me rises, the proportion of the increased income spent on 

food items gradually declines. In the initial stages of economic 

advancement, when the rate of growth of expenditure on non-food 

items is slow, th~ rise in demand for these goods is also slow. 

1 
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But as the proportion of increased income spent on non-food 

items continues to rise, the demand for such items increases too. 

This initiates the process of sectoral transformation of labour 

and other factors of production from the agricultural sector to 

the non-agricultural sector. 

This sectoral shift of productiv~ resources has a geographi­

cal dimension also. Agriculture is primarily located in rural 

areas while the main non-agricultural activities viz. industry 

and services are situated in urban areas. At higher levels of 

income, as the demand for non-food items increases, the demand for 

labour and other inputs required for the production of these goods 

increases in. the urban areas. The migration of labour from rural 

areas to growing urban centres accelerates with the increase in 

demand for non-food items, and consequently urbanization gets -accentuated. 

Once we postulate that the process of economic development 

is charaster~zed by the sectoral shift of the productive ~esources 

which further entails a geographical movement between two areas viz. · 

"Rural." and "Urban", it is pertinent at this juncture to define 

the two related terms "Urban" and "Urbanization". When we observe 

that, the non-agricultural activities concentrate in urban areas 

and the growth of these sectors accentuates the· process of migra-

tion from rural areas to urban areas, we have to tackle a closely 

related issue of why these non-agricultural activities are located 

in the urban areas. 

1.1.1 ATTRIBUTES Q! ,!lli 'URBAN' AREA: 

The demarcation of geographical regions as 'Rural' and 

'Urban•, as well as the classification of population as 

1 Rural P~pulation • and •urban population', is by no means 

a~ easy task, but rather it is a complicated issue. As 
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Hauser puts it, "Although urban population·is widely 

understood to include the population resident in cities, 
0 

the definition of urban is, nevertheless, a complex matter. 

The delineation of areas as· •urban • or • rural' is often 

related to administrative, political, historical or cultu-

ral considerations as well as demographic criteria'. 

(Hauser P.N. 1966) (2). It is, therefore almost impossible 

to have unique definition of the term 'Urban• universally 

applicable at all times. No.t only that the definition 

of an •urban• area varies greatly from country to country, 

it undergoes·changes over the period of time in' the case 

of a single country too. 

The several criteria that are generally used to differen-

tiate between. an urban locality and a rural area could be 

broadly classified on quantitative and qualitative basis(*) 

. ~e most wide.ly used quantitative measures of differentia­

tion .are ; {i) A certain minimum.popuiation (ii) Density 

of the popula.tion; and (iii) The importance of non-agricul-

tural activities in a region. 

,The qualitative attributes of urban life emerge primarily 

out of a specific economic-demographic-social mileu of an 

urban area. T~is mileu is nurtured on a distinct and defi­

nite size and type of economic activities and relationships 

among them which further determine the demographic features 

-of that area too. The word "Urbanism" is in·fact a post-

{*) The qualitative criteria or attributes refer to all 
those characteristic features associated with urban 
way of life i.e. urbanism. This encompasses a whole 
gamut of attitudes, behavioural patterns, institutions, 
the nature of interpersonal contacts, the forms of orga­
nisation, the legal system, the role of the market mecha­
nism, the modes of transport and communication and so on. 



4 

facto description of the urban way of life which has its 

roots in the type of economic and commercial activities 

which generally concentrate in urban·areas. So it is the 

quantitative measures of differentiation which reflect the 

distinctly different economic-and the resulting demographic 

features and foundations of an area labelled as 'Urban•, 

are widely used for demarcation and comparison purposes 

across space and time. 

The importance of quantitative measures of differentiation 

has been expounded by Prof. Rakesh Mohan in a systematic 

fashion (Mohan· R: 1984). He states, "Conceptually, disre­

garding details and practical problems characteristically 

encountered in t~e classification of urban areas by census 

authorities, .. the essence of urban areas lies in (i) the 

size of settlements, _(ii) the density of these settlements, 

and (iii) the predominance of no_n-agricultural activities" (J). 

The predominance of non-agricultural activities is actually 

a consequence of factors such as size and density of a 

settlement<4>. The emergence of an urban centre then appears 

to be an outcome of the simultaneous existence and inter-

play of all these three factors. 

Population concentration of certain minimum size is a 

necessary pre-requisite for the location of some manufactu­

ring and other activities which require a 'threshold size 

of market• below which the production of that particular 

good or service is not feasible economically -(Schreiber et.al, 

1971) (S). In such activities demand which is sufficient for 

profitable production exists, when the_market is above the 



5 

threshold size. As the size of the market expands, over 

and above the threshold, the enterprises enjoy the econo­

mies of scale. Agriculture is a land intensive activity. 

This makes difficult the .concentration of people engaged 

in agriculture at one place. On the other hand, the non-

agricultural activities use land as·one of the inputs in 

the process of production. These activities require land 

as a mere site to conduct an activity. As Rakesh Mohan puts 

it, 'This is another way of saying that the elasticity of 

substitution between land and non-land inputs in agricul­

ture is limited, while in industry and services it is high. 

As a result, fndustry and service activitiestend to be capital 

intensive and are therefore, concentrated in space which leads 

to concentration of human population as well' (Mohan R 1984) (6 )• 

This interplay of these three factors viz. size of the 

pop~lation, density and the predominance of non-agricultural 

activities i~ somewhat like thiss In a virgin land (i.e. an 

area having certain amount of population concentration but 

devoid of non-agricultural activities) a manufacturing firm 

is set up. Selection of an area for the location of a firm 

would depend upon the locational decisions of the firm. The 

entire branch of economics viz. The Economics of Location 

deals with this aspect of location of economic activities 

at a particular point over the space. As Thomlinson (1969) (?) 

suggests, the centralization of manufacturing and/or service 

activities at a particular location may be on account of 

one or more of the following factors: 
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i) Proximity to market: Especially those industries which 

enjoy economies of scale and therefore require certain 

threshold size of the market. This also includes firms 

producing bulky.and perishable products. 

ii) Proximity to raw materials. 

iii) Proximity to ~ower. 

iv) Proximity to skilled man power. 

v) Availability of efficient transportation network. 

vi) Natural advantages as good climate, abundant water 

supply and land. 

vii) Availability of investible resources like capital and 

so on. 

The establishment of a manufacturing fi~s gives an initial 

impetus to f~rther concentration. This is specially so in 

the case of industries exhibiting economies of scale. As 

Rakesh Mohan (1984) (8 ) puts it, "The existence of industries 

exhibiting scale economies implies plants of certain optimal 

sizes, which induces concentration 11
• The employment·and 

income generated by these newly established activities give 

rise to further rounds of economic activities. This chain 

could be described as follows: 

a) Employees of these units and their families require 

certain consumer goods and services. Emergence of this 

demand attracts firms and individuals who cat~r to this 

demand. 

b) The large manufacturing units require several ancillary 

manufacturing services. This gives rise to the agglome­

ration of several ancillary units around the larger parent 

units. These backward linkages become stronger over the 

time and further accentuate the local concentration. 
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c) Enlarged population and activity ·canvas then requires 

certain speciafised services such as banking,finance, 

marketing, insurance, consultancy, printing and so on. 

d) The pre-existence .of such agglomeration economies attract 

further private as well as public investment in the forms 
I 

of creation of new production capacities,and development 

of civic infrastructure. This gives; birth to the next 
I 

. I 

spiral of concentration. The complementary manufacturing 
i. 

and service units which supply their\inputs and services 

to the manufacturing finns and popul&tion find it profi-
1 • I 

table to. locate near such plants to ~inimise the tr~ns-

portation costs. Competition for thJI ava~lable space in-
·. \ 

duces the optimal utilisation of evei· piece of land',• This 
. I 

leads to the rise in the density of t e region. So, \it is 
I I 

a simultane"ous interaction Qf all thEise forces which \gives 

a location the face of an 'urban·• ce,~re. As Rakesh Mohan 

describes it, "Hence, it is the combi~d operation of1scale 

economies, agglomeration economies, t e exis.tence of trans-
/ ·I 

. port costs, and the comparatively high\; no~. land - l~n. d · 

substitution elasticities in industry a d srrvices whi~h 
I ' 

1 
• .rgf 

make their location desirable in urban areas" (Mohan R:1984T 
i ' \ 
I ' 

URBANIZATION: 

The foregoing analysis highlights the. f t that, the demo­

graphic process of population concentra ·on :is fundamental 

in the emergence of an 1 urban 1 centre. .- he ~ther two cha­

racteristic features namely density and rim~cy of non-
\ 

agricultural activities emanate from t.hi basic characte-
.·, 

ristic feat~re of Population concentrati n of 1certain mini-

mum size. Logically, it then follows t t, the process of 

urbanisation is that process which ~esu ts in the emergence 
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and growth of population concentration. One of the most 

unambiguous and comprehensive definitions of Urbanization 

is provided by Hope Tisdale Eldridge (1956) (10) • According 

to him "Urbanization is a process of population concentra-

tion. It proceeds in two ways. The multiplication of 

points of concentration and the increase in the size of 

indivi~ual concentrations11
• 

As Hauser (1966) (l1)postulates, the tepn 11 Urban Population11 

is widely understood to include the population resident in 

"cities". The formation of cities is an integral part of the 

process of urb~nization. In fact, Hope Tisdale Eldridge 

proclaims. "Consistent with the definition t>f urbanization, 

cities may be defined as points of concentration" (Hope 

Tisdale Eldridge: 1956) (12). It becomes clear from his dis-

cussion that urban centres are the points of population con­

centration. while concentrations beyond certain level ~ 
' 

designated ~ cities. He states, "There is no need at this 

juncture to fix lower limits to the size and density which 

qualify a concentration as a city. Ther~ is no clear-cut. 

level of concentration at which a city suddenly springs into 

being. It is convenient from time to time arbitrarily to 

name certain levels beyond which concentrations are designa­

ted as cities. This is necessary in analysing data and iden­

-tifying characteristics of various size groups, but it does 

not alter the validity of the original concept" (Hope Tisdale 

Eldridge 1956) (13). 

1.2 EMERGENCE ~ GROWTH Q! CITIES& 

The emergence and growth of cities is an important manifes­

tation of the process of urbanization. Hope Tisdale Eldridge 

(1956) (14), in fact claims that "Just as long as.cities grow in 
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size or multiply in number, urbanization is taking place". The 

view that urbanisation is "the societal process that creates the 

dynam!c system that we call a city" (Hirsch ·w: 1973) US), is 
' . 

shared by authors like Eric Lampard also. He states "Under a 

demographic formulation, cities are viewed as points of popula-

tion concentration, they are the product or outcome of urbaniza­

tio~. Thus urbanization is a societal process that necessarily 

precedes and accompanies the formation of cit;es". (Lampard E.E. 

1966) (16). 

Urbanization is a dynamic phenomena. Being a concomitant .,.,...., 
of the process of overall economic development, the factors and 

. ~ 

the forces which shape the pattern of development at different 

levels, have a close bearing on the associated levels of urbaniza­

tion and the forc~s which govern its pattern. The process of 

economic development is characterized by important structural 

changes. The process of urbanization too, receives an impetus 

for growth from the development of several sectors closely asso-

ciated with different levels of economic development. Even though 

the factors which shape the pattern of urbanization at its diff­

erent levels Undergo a change which is concurrent with overall 

economic de~elopment, there are certain basic facrors which are 

nec~ssacy for urbanization at all leve'Is. As Hope Tisdale Eldridge 

(195G) (1?) puts it, "Two conditions appear to be.necessary for 
I 

urbanization. One is people and the other is technology. Popula-

tion increase arrl ·surplus feed the process: tecnnology gives it 

form and focus. All three of them, population increase, technology 

and urbanization, work along together. The whole thing is a spiral 

arrangement whereby technology produces production surplus and 

encourages population increase, population surplus and increase 

encourage further technology, and the upshot is urbanisation" -
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Eric Lampard (1966) (18) while calling technology as a 'cultural' 

variable, introduces one more •social' variable namely the orga-

nization. Cities being the result of urbanization, the same four 

factors are instrument~! in the formation and growth of them. 

While explaining this, Hause~ {1966) (19) states, "It seems clear 

that" the emergence and development of the. city was necessarily a 

function of four factors; (1) the size of the total Population; . 

(2) the conttol of natural environment; (3) technological develop-

ment, and (4) developments in social organisation''• 

1.2.1 HISTORICAL ACCOUNT Q! £!!! GROWTH: 

One of the comprehensive accounts of the historical growth 

of urban centres and the emergence and de~elopment of early 

cities is found in anarticle by Kingly Davis titled,"The 
~ 

origi.n and growth of urbanisation in the world" (Davis K: 

1959) (20). · Cities are the points of population concentra­

tion. An urge for permanent settlement is basic to this 

phenomena. Therefore tran~ition from hunting and fishing 
-= 

to agriculture, which occured in the. Neolithic Age was the 

first major landmark in the history of the formulation and 

organisation of human Settlements. Several technological 

innovations, which began some 8 to 10 thousand years ago 

were associated with this Neolithic culture. But these were 

not adequate to give rise to larger settlements which could 

be classified as towns. While describing this transition, 

Davis states, " Even though the Neolithic Population was 

more densly settled than the purely hunting or food gathe• 

ring peoples, it was nevertheless chiefly engaged in an 

occupation - agriculture - which requires a large amount 

of land per person. The Neolithic Population density was 

therefore not a matter of town concentration but rather 
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a matter of tiny villages scattered over the land" (Davis Ks 

1959) (21 ). The historical account of the- process of urbaniza­

tion presented by Davis reveals that certain inventions like 

the Ox-drawn plough, the wheeled cart, irrigation, the sail­

boat, and such other, which· appeared during 6000 ani 4000 B.c. 

facilitated a more intensive and_a more productive use of 

the Neolithic elements. When these improved techniques were 

put to use ~n regions with favourable natural - climatic con­

ditions, as Da•vis puts it, 11 The result was a sufficiently 

prod~ctive economy to make possible the sine qua non of urban 

existence, the concentration in one place of people who do 

not grow their own food" (Davis K:195~) (22>: 
This highlights the role of technology, which Eric Lampard 

.calls a 'Cultural' variable in the process of growth of urba­

nization. The ~Social' variable of o~ganisation, again to use 

Lampard'·s terminology, also plays a vital role in this pro­

cess. Commenting on this aspect and explaining the vital 

role of social organisation in the process, Davis states, 

"The rise of towns and cities therefore required, in addition 

to highly favourable agricultural conditions, a form of.sociai 

organisation in which certain strata could appropriate for 
. I 

themselves part of the produce grown by the cultivators. Such 

strata - religious and governing officials, traders and arti­

sans - could live in towns. because their power over goods 

did not depend on their presence on the land as such. They 

could thus realise the advantages of town living, which gave 
- (23) 

them additional power over the cultivators 11
• (Davis K:1959) -. 

Population concentration, which could be termed as first 
I 

'cities' appeared sometime between 6000 to 5000 B.c. These 
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larger agglomerations seemed to have given rise to certain 

superior inventions, both technological and social organisa­

tional, which facilitated the emergence of, what Davis des-

~ribes as •true' cities in Egypt, Mesapotamia and India 

(Davis K: 1959) (24 ). The incidence and advancement of the 

early urbanisation and the size of the cities was greatly 

determined by the then prevailing technology of agricultural 

production, transport and other political limitations. While 

h.ighlighting this fact Davis writes, "Agriculture was so 

cumbersome, static, and labour intensive that it took many 

cult~vators to support one man in the citv. The technology 

" of transport was as labour - intensive as that of agriculture 

••••• long -distance transport was reserved largely for 
. 

goods which·had high value and small bulk- i.e. goods for 

the elite - which couid not maintain a large urban popula­

tion. The size_ of the early cities was th.erefore limited 

-by the amount of food, fibres and other bulky materials 

that could 1::e obtained from the immediate hinterland by 

labour intensive methods ••• 11 (Dl.vis K: 1959) (25 ). The pace 

and pattern of technological development shapes the overail . 

course of economic development. Different levels of economic 

development are associated with various stages of technolo-

gical advancement. It is a spiral process. Certain level 

of technological knowhow designs the process of development 

rin near future and the attainment of an higher level of 

economic development sows the seeds of furthe.r advancement 

of technology. Different stages of urbanization and the 

changing forms of the cities too, depict the same process. 

The evolution of a region.from small village community to 
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a gigq.ntic metropoly and the intermediate· stages of settle­

ment are closely associated with a staged development of 

technology in agriculture, industry, transport and communi­

cation at the successive levels of economic development. 

N.S.B. Gras, has outlined the relationship between economic 

development and settlement or habitation patterns in his 

analysis of evolutionary process. He delineates five stages 

as: (i) the collectional economy, (ii) the cultural-nomadic 

economy; (iii) the settled village economy7 (iv) the town 

economy; and (v) the metropolitan economy (Gras N.S.B: 

1926) ( 26 ). 

1.2.2 THE. EVOLUTION Q! MODERN CITY: 

The early settled village economy of small groups was the 

outcome of t~~ invention of the art of cultivation. Agri­

culture was the do~nent way of making a living. Further 
r, 

advancements in the techniques of agricultural production 

which raised the productivity.of land and labour,produced 

larger surplus which could feed even a larger number of 

persons who were engaged in other non-agricultural activi­

ties. Further proliferation of crafts, artisans and petty 

traders and manufacturers was necessarily a function of the 

larger size of agricultural surplus which was made possible 

by technological innovations in agriculture. 

The development of still larger agglomerations in tepms of 

population size and the geographical spread was a function 

of further advanced·and efficient technology. Evolution 

of larger concentrations required a different organisational 

set up. This was necessary for managing newer and more com­

plex social, functional and economic interrelations within 

the agglomeration and between the hinterland and the agglo-
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meration. Diversity o£ occupations gave rise to speciali­

sation. Coordination and integration of such a plathora of 

heterogenous activities -required still efficient forms of 

social, legal and political institutions. 

The emergence of l~rger towns and cities was an outcome of 

technological developments. both in the agricultural and non­

agricultural sectors. A critical factor which played a 

vital role in the enhanc~ment of productivity·was the increa-

sing use of non-human sources of energy in the production 

process •.. The invention of a machine,, was powered first by 

water or wind, then by steam and now by fuels and electricity. 

' Expanded activities, scales of pr9duction, specialisation was 

paralled by concomitant evolutions in the social and economic 

institutions· of government and .markets. Technologically 

improved and efficient means of. transport and communication 

further facilitated the development of loc'al, regional, na­

tional and international markets. 

The speedy development and expansion of the n~n-agricultural 

sectors and especially industries, marks a further stage of 

overall economic ·development. Industrialisatio.n is then a 

coterminus of economic development. The industrial revolu­

tion of the 18th century which first emerged in Great Britain 

added a new dimension to the overall process of urbanisation. 

Industrialisation and the growth of certain urban centres 

due tq the centralisation of indu~tries at those points, 

gave an altogether a different look and form to the cities 

of the late 18th and early 19th century.· The industrial 

city of the 18th and the 19th century was qualitatively 

different in several aspects as compared to the pre-indus-

trial city. 
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The developmental phase of urbanisation prior to the indus-

trial revolution is termed as "classic urbanization" by 

Eric Lampard. According to him ••• "The most ubiquitous 

form of specialisation for a city was at all times in its 

historically definitive role as a general centrai place. 

The larger a system's population area, the more numerous 

the central places it would require" (Lampard Ea1966) (2?). 
c, 

Under this system the •centrality' of a place would depend 

upon the variety of the services that it would provide to 

its service area or the hinterland. The existence of such 

services~ their diversity and number determined the hierarchy 

of settlements in the entire system. As Lampar~ puts it, 

"Only the largest, wealthiest, and most •central' agglomera­

tion would normally serve the entire system with the whole 

range of highly specialised goods and services, whereas the 

least specialised items were available locally throught the 

system on the basis of comparative accessibility or compe­

tition" (Lampard E: 1966) (2B). The emergence of cities of 

different sizes and the hierarchy among them was on the 

agrarian background. Cities performed the function of collec­

tion and distribution of farm and non-farm products. Those 

service.s which required certain "Threshold" demand for their 

production would be located in the cities. So,· basically 

the City's primary function was to serve as a "service centre" 

for i~s hinterland. The scope for diversification and spe­

cialisation was limited. While describing the nature of 

cities under classic urban'system~ Lampard remarks, "This 
• 

notably •static' order of classic urban systems - from 

antiquity through the medieval efflorescences of China, 
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Europe and Africa into early modern times - was rooted in 

the constraints of a largely undifferentiated agrarion base. 
' 

Apart from relatively minor flows of interregional trade and 

tribute, productive activity remained local and unspeciali­

sed11 (Lampard E: 1966) (Z9 ). 

The industrial city of the 18th century was a qualitatively 

new and a distinct phenomena. It was a product of advance­

ment in agricultural productivity and acceleration in the 

development.of industrial technology. The advent of machine 

and the increasing use of non~human sources of energy namely 

power, fuels, coal etc. changed the process of production. 

Productioq was no more a simple process. ~actory was an out­

come of the process. This marked the separation of the place 

of work fromthe place of residence. The factory and the 

changing work culture gave rise to improved forms of organisa­

ti~n and management. The industrial city was no more a •ser­

vice• centre of its hinterland. It was a centre of sophist!~ 

cated industrial activity characterized by economies of scale, 

and having national markets. Increasing Complexity of the 

production process and the high rate of technological deve­

lopment fostered specialisation. Greater specialisation and 

larger division of labour made the entire production process 

highly interdependent. Rapid growth of the industrial activity 

fostered the growth of specialised services such as finance, 

consultancy, banking, insurance, communication and so on. The 

industrial city then was a dynamic complex phenomena. It was 

distinctly different from the pre-industrial city in all res-

pects. , 
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1. 2 • 3 !!::!! 11 METROPOLITAN 11 £!!X: 

The "Metropolitan City 11 of the 20th century is an outcome of 

an extensive applicqtion of science to industrY and the advent 

of automobile. The modern development of mechanised transport 

and means of instant long-distance communications gave the 

modern metropolitan city an altogether a new imprint. The 

emergence of a metropoly owes its existence to several for-

ces as: 

i) Migration: As the process of centralisation of manufactu­

ring and commercial activity in the Central city began, 

the expanded job market attracted hoards of job seekers 

" from the surrounding region, thereby increasing the density 

in the Central city. High congestion and the co-existence 

of residential complexes and commercial/industrial dwellings 

would invariably lower the operational efficiency of the 

system. 

ii) Expansion and Spread of Activities: Due tq congestion in 

the Central industrial - residential - commercial belt, 

the large, growing manufacturing firms encounter severe 

restrictions on •their physical expansion from the local 

authorities. These firms then prefer to either relocate. 

·or open a new branch on the fringe of the Central town. 

Efficient transportation network facilitates such an out-

ward movement. Increase in the volume of activities in 

the Central city leads to the appreciation of the land 

values. · This further accentuates the tendency of outward 

movement on the part of business and manufacturing enter­

prises to exploit cheap land and labour on the outskirts 

of the Central city. Increasing prices of land, and 

especially the prices of land for residential purposes, 
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provide an incentive to both low and middle income earners 

to shift their residence to nearby suburban areas. This 

tendency is strong, prov~ded that there exists an efficient, 

easy and economic transportation network be~ween the Central 

,city and .the suburban areas. Interaction of all such and other 

factors precede the emergence and growth of a modern metropoly. 

1.3 URBANISATION: ~ GLOBAL VIEW: 

Urbanisation has now become a global phenomena. It is pro-

jected that by 2025 A.D., 62.5 percent of the total world p~pulation 

would reside in urban areas ( 3 0) • At all times the level and/or 

Degree of Urbanisation (i.e. the proportion of population living 

' in urban areas) in the more developed regions of the world has been 

higher than the less developed regions. 

It is projected that the Developed .regions would 

attain the level of urbanisation as high as 85 percent by 2025 A.D. 

The trend of world urbanisation however shades light on few impor­

tant differences in the urbanization experience of the Developed 

and the Developing regions. The less developed regions are rapidly 

becoming urban. In 1970 25.2 percent of the population in these 

countries was living in urban areas. In the span of mere 55 years 

i.e. by 2025 A.D., this proportion is projected to be around 58 per 

cent. But still this level is well below the projected level o£ 

urbanisation that the more developed regions would attain by that 

time. As against this the rate of urbanisation i.e. the rate of 
I 

growth of the proportion urban for the entire group of less deve­

loped regions is significantly higher than that of the more deve­

loped regions. This is clear from table 1.1(a) and 1.1(b). Even 

though the fact that these Developing countries had a smaller urban 
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base historically in a,way inflates the growth rates, the crux of 

the matter does not change much. 

Table !•.!(_2): Proportion of population living in urban 
areas by major regions: 1970 -·2025 (percentage). 

--------~-------------------------------------~---------------------
Region: ProEortion of Urban PoEulation. 

1970 1975 1980 1985 1990 1995 2000 2010 2025 

--------------------------------------------------------------------
1. World Total 36.9 38.3 39.9 41.6 43.6 45.8 48.2 53.8 62.5 

2. More develo-
ped•regions 66.4 68.7 70.6 72.4 74.2 76.0 77.8 81.2 85.4 

3. Less develo-
ped regions 25.2 27.1 29.4 31.7 34.4 37.3 40.4 47.3 57.7 

==================================================================== 
Table!·! <a>: Rate of Urbanisation by Major Regions, 

1970-2025 (Annual Percentage Change). 

Region: Rate of Urbanisation. 
1970- 1975- 1980- 1985- 1990- 1995- 2000- 2010-
75. 80. as. 90. 95. 2ooo. 2010 202s. 

--------------------------------------------------------------------
1. World Total 0.72 0.81 0.84 0.93 0.98 

2. More deve­
loped re-
gions. 0.69 0.53 o.so 0.49 0.48 

3. Less deve­
loped re-
gions. 1.43 1.58 1.56 1.61 1.62 

1.03 1.10 1.00 

0.46 0.43 0.34 

1.60 1.59 1.32 

==================================================================== 
Source: Compiled from the United Nations' Population 

Studies, No.93, 1983 Monitoring Report, Volume I 

pp. 182 - 183. 

The rate of urbanisation in the Developing regions is quite 

high as compared to the Developed nations. But they a~e not devas­

tatingly high per se. In fact, from Table 1:1(b), we can see that 

the projections for the period after 1995 depict a consistantly de-
~ 

clining trend in this rate from 1.62 per cent in 1990-95 to 1.32 per 

cent in 2010-2025 A.D. But this is not all. The urbanisation pro-
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cess in the Developing countries is characterised by an interesting 

phenomena that. even though the rate of urbanisation is not signi-

fiGantly high, the rate of growth of Urban Populations is substan­

tial.J.¥-higlf in these countries. --- ~ 

This becomes clear from Table 1.2. 

Table !•£: Average Annual Growth Rate of Urban Population 
by Major Regions. 

----------~---------------------------~---------------------------
Region: t97o 

Annual Growth Rate (Percenta~e). 
1975 1980 1985 1990 1995 ·200 2010 

-75. -so. -85. -90. -95. 2000 2010 2025 

------------------------------------------------------------------
1. World Total 2.7 2.6 2.5 2.5 2.6 2.5 ·2.4 2.0 

2. More Deve-
loped Re-
gions. 1.6 1.3 1.1 1.1 1.0 1~0 o.a 0.7 

" 
3. Less Deve- " loped Re-

gions. 3.9 3.7 3.6 3.5 3.5 3.4 3.1 2.5 

================================================================== 
While pinpointing thi.s peculiar! ty of the urbanisation pro­

cess in the Third World, the United Nations Monitoring Report of 

1983 remarks, "The more detailed data for the various world regions. 

show that some of them, such as large parts of Africa and South 

Asia, which still present low levels of ~rbanisation, will face a 
. (31) 

dramatic growth of their urban population''. . • 

1.4 URBANISATION: 1ti! INDIAN EXPERIENCE: 

The discussion in the earlier section, then implies that in 

the Developing nations of the Third World, the spread of the inci-

dence of urbanisation is not even over space and over urban settle­

ments of different sizes. .The process of urbanisation is taking 

placerin a polarized manner. The growth is concentrated in few 

size classes of urban centres. The Monitoring Report of 1983 

makes a very pertinent observation in this regard stating that 

"Urbanisation of the world population has continued at a very rapid· 
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pace, with an increasingly marked trend in the developing countries 

towards concentration in very large metroPolises" (32>. This pecu­

liarity of the urbanisation process has several ramifications as 

far as the overall developmental process of the Developing coun­

tries is dbncerned. While highlighting this issue, the ~eport 

makes a succinct remark as, "Even a moderate rate of urbanisation 

can, nevertheless, have negative consequences for individual cities 

if urban growth is concentrated in one or in a few urban places. 

In fact, many developing countries are characterised by a strong 

concentra·tion of urban population growth in a primate city, which 

is usually substantially larger than the next smaller cities. SuCh 

" a concentration of the urban population not only produce enormous 

problems for the primate city but·tends to perpetuate the regional 

disparities in social and economic opportunities of which it is a 

reflection, and it is widely viewed as a major obstacle to deve­

lopment" (33 ). 

1.4.1·URBANISATION PROCESS IN INDIA: 

The urbanisation process in India is in conformity with the 

r, peculiar characteristic features of the urbanisation process. 

in the Developing nations of the Third World. The Indian Census! 

-(1987) defines and declares a settlement to be an •urban'if"it 

-has a municipal! ty, corporation, cantonment board or noti-

-fied town area committee; etc. Other places are also termed 

as 'Urban• if they have (a) a minimum population of 5,000, 

(b) at least 75 percent of male working population engaged 

in non-agricultural persuits; and (c). a dens~ty of population 

of at least 400 persons per square kilometer"(34). This 

means that there are two types of urban areas; as those having 

some type of statutarily notified area agency and those other 

which satisfy the demographic and .economic criteria mentioned 



22 

above. The second type of urban units are generally termed 

as 'Census Towns' (35 ). 

There were in all 4029 urban units or towns in India as· per 

the 1981 census. These include 80 towns in Assam where the 

census enumeration could not take place due to disturbed con­

ditions. The Census Monograph referred here therefore does 

not include these 80 towns in the analysis. So the number 

of urban units, according to the 1981 census, for operational 

purposes is, 3949. India depicts a steady growth in the degree 

of urbanisation which is generally measured in terms of abso­

lute or relative number of people living in urban areas. This 

is presented in Table 1.3. 
' 

Table : !·l= Degree of Urbanisation: 'India (*) 

1951 - 81. 

Year: 

1951 

1961 

1971 

1981 

Per cent urban 
population. 

17.59 

18.24 

20.21 

23.70 

=================================== 
<*> Excludes Assam. 

Source: Urban Growth in India 1951-81: A Statistical 

Analysis: Census Monograph No. 1 - P = 7. 

Over the period of last 30 years, as the number of towns has 

gone up from 3036 in 1951 to 3949 .in 1981, the average popu­

lation size of an urban unit also-has almost doubled during 

the same period. This is shown in Table 1.4. , 
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Table : !·!= Urban Units, their population 
and average, size of an urban 

unit. 

Year: No. of Units: Urban Population Average 
size of an 
urban Unit. 

---------------------------------------------------~-----
~51 3036 6,20,98,878 20,454 

1961 2647 7,81,55,315 29,526 

1971 3054 10,78,24,755 35,306 . 

1981 3949 15,76,80,171 39,929 

========================================================= 

Source: Urban Growth in India 1951-81, 
A Statistical Analysis: Census 

Monograph No.1 - P = 3. 

1.4.2 UNEVEN INCIDENCE Q! URBANISATION: 

The imbalance in the incidence of urbanisation is visible 

at two levels viz. at national and at regional level. 

At the National level the tempo of urbanisation is con­

centrated in a few States. The 9 States listed in 

Table 1.5 accounted for almost 80 per cent of the urban 

population of India in 1981.· But this ·was Largely on 

account "of the fa~t that, almost 76%. of tine count·ry•s 

total pppulat1on was ~esiding in these nine States. 
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Table: 1.!..2.:. Degree of urbanisation and the urban 

population of 9 highly urbanis~d States 

of India: 1981. 

r -------------------------------------------------------------
State: Urban. Popula­

tion 1981(Nos). 
% of Urban popu­
lation to total 
population of 
the State. 

% of urban 
population to 
total urban 
population of 
India. 

----------------~----~---------------------------------~-----
1. Maharashtra 2,19,93,594 35.03 13.95 

2. Tamil Nadu 1,59,51,875 32 .. 95 10.15 

3. Gujarat 1,06,01,653 31.10 6.72 

4. Karnataka 1,07,29,606 28.89 6.79 

5. West Bengal 1,44,46,721 26.46 9.13 

. 6. Andhra Pra- " 
desh. 1,24,87,576 23.32 7.93 

7. Madhya Pra-
desh. 1,05,86,459 20.29 6.72 

a. Uttar Pra-
desh. 1,98,99,115 17.95 12.62 

9. Bihar 87,18,990 12.47 5.52 

------------TOTAL: 12,54,15,589 79.52 
============ ===== 

===========~================================================= 

Sour~e: 1. Report of the National Commission on Urba• 
' . nisation Vol. 2 - Aug. 1988 - P = 9. 

2. Urban Growth in India 1951 - 1981 

A Statistical Analysis, Census Monograph No.1 

p = 38. 

At the State level too, the process of urbanisation is cen-.__ 

tralised at few centres. This is visible from the fact that, 
-------.-----~ ···-··-u·--·-·r••~--

in some States, even though the rate of urbanisation (i.e. 

the rate of growth of proportion. urban or the rate of growth 

of level of urbanisation) is not that high, the rate of 
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growth of urban population is quite significant. This is 

vividly seen in the case of larger States like Uttar Pradesh, 

Rajasthan, Madhya Pradesh, Bihar and Andhra Pradesh. Despite. 

the fact that these' five States have a large rural population 

and rural settlements, 43 per cent of the total urban centres 

are located in these States. All the five States have expe-

rienced very high growth rates of urban population during the 

decade 1971-81 without much significant changes in their levels 

of urban~sation (see Table 1.6). In~identally, a high rate of 

overall population growth was one of the important factors con­

tributing to speedy urbanisation in the case of these Stateso 

While pointing out this fact, the National Commission on Urba­

rnisation remarks, "It may be noted that the overall rate of 

population growth in »ttar Pradesh, Bihar, Madhya Pradesh and 

Andhra Pradesh is high and the sheer increase in the number of 

pecbple in these States itself generates urbanisation" (36 >·. 
' Table: .1·.2.= Level of urbanisation and Decadal, annual 

growth rates of Urban Population of Five Large 
States of India. 

------------------------------------~-------------------------------
State: Level of Urbani- Decadal Urban Annual Growth Rate 

sation ( % ) . Growth 'rate(%). (%) (Simele) • 
1961 1971 1981. 1961-71 1971-81 1961-71 1971 ... 81. 

' . 

-----------------------~--------------------------------------------
1. Uttar 12•85 14.02 17.95 30.4 61.1 3.04 6.11. 

Pradesh 

2. Rajas- 16.28 17.63 21.04 38.3 59.2 3.83 5.92 
than. 

3. Madhya 14.29 16.29 20.29 46.4 56.5 4.64 5.52 
Pradesh 

4. Bihar 08.43 10.00 12.47 43.6 55.2 4.36 5.52 

5. Andhra 17.44 19.31 23.32 66.2 49.0 6•62. 4.90 
Pradesh 

======================~============================================= 

Source: Urban Growth in India: i951 - 81. 

A Statistical Analysis • Census Monograph' No.1 

pp = 38,39,47. 
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Among the areas designated as urban, the phenomena of urban 

population growth is again concentrated in urban areas of cer­-------tain size. The data compiled by the Nat~onal Commission on 

Urbanisation reveals that, among· the six size classes of 

the towns, the class I towns with a population of 1,00,000 

and above, which are designated as "cities" in the Indian 

Census are swellin9. Both, at the National as well·as at 

the State level, the class 1 towns. account for the largest 

. chunk of the urban population. The corresponding statistics 

is presented in Table:1.7. 

Table: 1.·1= Dist.ribution of Urban population into 
different sizes of Towns {1981) ... 

-----------------------------------------------------------------
State: Urban Population Percentage of Urban population· in 

1981. towns belonging to size class. ** --r----rr----rrr----rv----v----vr-----
----------------------------------~------------~-----------------
India 15,97,27,357 * 60.5 u.s 14.3 9.5 3.6 o.s 

1. Andhra 
Pradesh 1,24,87,576 53.8 16.2 20.8 7.4 1.7 0.1 

2. Bihar 87,18,990 54.2 14.4 19.2-10.0 2.0 0.2 
r 

3. Gujarat 1,06,01,653 58.0 14.5 13.3 10.2 3.7 9.2 

4. Haryana 28,27,387 56.7 10.8 14.8 11.6 5.8 0.3 

s. Jammu & 
Kashmir 12,60,403 65.8 o.o 11.7 6.1 10.9 s.s 

6. I<q,rna-
taka 1, 071 24:f ,606 58.7 6.4 17.7 13.7 2.9 0.6 

7. Madhya 
Pradesh 1,05,86,459 46.8 18~0 12.2 15.1 7.7 0.1 

a. I<eiala 47,71,275 53.:1. 9.5 31.9 4.8 0.7 o.o 

9. Mahara-
shtra 2,19,93,594 75.3 5.9 11.0 6.1 1.5 0.2 ........ ____ 

10. Orissa 31,10,287 41.6 12.8 21.8 17.0 6.3 Oo4 

11. Punjab 46,47,757 46.4 14.4 20.2 11.3 6.5 1.2 
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Table: .L1.!. contd ...... 
12. Rajas- 72,10,508 46.8 10.0 21.9 18.6 2.6 0.1 

than 

13. Tamil 
Nadu 1,59,51,875 62.2 16.0 12.5 7.4 1.8 0.1 

14. Uttar 
Prade-
sh. 1,98,~9,115 51.4 12.4 12.6 13.5 8.6 1.4 

15. West 
Ben-
gal. 1,44,46,721 77.0 10.7 7.5 3.6 1.0 .Q.2 

=================================================================== 
Source: Compiled from the Report of the National Commi­

.ssion on Urbanisation Vol. 2 - P = 20. 

* Including projected population of Assam. 

** Class I towns have population more than 1)00,000. 

Class II so, 000 - 99, 999' 

Class III 20,000 to 49,999 

.Class IV 10,000 to 19,999 

Class v 5,000 to 9,999 

Class VI Less than s,ooo. 

As the statistics presented in Table 1.8 reveals, the ten­

dency of the urban population to concentrate in cities has 

streng~ened over the years. 

Table:~ Percentage share of cities '(Class I towns) • 
1 · in Urban :population 1961, 1971, 1981. 

------------------------------------------------------------I 

India*/State: Percentage share of cities in Urban Popula­
tion in --------------------------------------------1961 1971 1981. 

-------·----------------------------------------------------
1. Andhra Pradesh 43.2 48.4 53.8 

2. Bihar 39.4 45.4 54.2 

3. Gujarat 44.4 49.0 58.0 

4. Ha.t;Yana 08.1 12.8 56.7 

. 5. Jamnu & Kash- 67.4 68.5 65.8 
mir. 
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Table: !..&!. contd ...... 
6. Karnataka 39.7 51.1 58.7 

7. Ke~ala 27.0 42.3 53.1 

a. Madhya Pradesh 39.1 45.1 46.8 

9. Maharashtra 65.8 70.8 75.3 

10. Orissa 13.2 38.3· 4 :1..6 

11. Punjab 38.6 40.6 46.4 

12. Rajasthan 38.5 41.9 46.8 

13. Tamil Nadu 47.5 '57 .7 62.2 

14. Uttar Pradesh, 54.4 57.1 51.4 

15. West Bengal 72.1 71.0 77.0 

* INDIA 48.4 ss.a 60.5 
" ========================================================== 

* Excluding Assam. 

Source: Compiled from the Report of the National· 

Commission on Urbanisation, Vol.2 - P = 21. 

This particular pattern of Indian Settlement Structure has 

b~en described as "top heavy" by Rakesh Mohan (3?} • Accor­

ding to him, the growth of urbanisation in India over the 

years was mostly due to enlargement of existing towns at 

all levels and not mainly because of addition of new towns. 

I /l'he lack of addition of towns at the bottom end, according 
I' 
; to him, is primarily due to the sluggish growth of agricul-

'ture in many regions of the country. While stating this 

clearly, Prof. Mohan observes, " To the extent that urbani-

sation is related to economic development and the distribu­

tion of lower settlements is well explained by Central Place 

Theory, the dearth of new urban settlements must be related 

to the relatively slow growth of agriculture in many regions 

of the country, coupled with the fact that settled cultivation 

has existed in India for a very long time". (38} . ' 
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1.4.3 MIGRATION: 

Besides the higher rate of natural increase, migration of 

population from rur~l areas to larger cities in search of 

employment is an important factor contributing to the pro-

cess of concentration of population in large and growing 

urban centres. In the States like Andhra Pradesh, Madhya 

Pradesh, Uttar Pradesh, Orissa, Bihar and Rajasthan where 

the rural sector is prominent, and in general in a country 

like India, where large urban settlements coexist vis-a-vis 

large ~ral settlements and further where the non-agricultu-

ral employment opportunities are concentrated in few larger 
" 

urban centres, one would expect the migratory flows to be 

heading towards large cities from the rural areas. But 

interesting!~ enough, the data on migration streams compi­

led by the National Commission on Urbanisation. throws light 

on a distinct tendency of urban to urban migration.especia­

lly in the States having a broad urban sector. The two 

types of migration flows and their respective magnitude~ are 

presented in Tables 1.9 (a) and 1.9 (b~--.- In the highly 

urbanised States of Maharashtra, Tamil Nadu and West Bengal, 

and in the industrially developed States like Gujarat, Kar­

nataka the extent of urban to urban migration supercedes 

the tempo of rural to urban migration. This indicates the 

tendency on the part of the migrants to move to'large towns 

and cities in search of a better job opening. In the tech-

nical terms these are 11 active•• migrants. On 1<he other hand, 

predominantly rural States of Uttar ~radesh, Bihar and Rajas­

than, the rural to urban type of migratory flows are predo-

minant. All the 11 Push •• factors instrumental in the rural 
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areas which cause the exodus of rural dwellers, can be._said 

to be associated with these migratory streams. 

Table: 1•2 (~): Migration Streams: 1971- 81. 

------------------------------------------------------
States: Rural Urban mi- · Urban-Urban 

grants in •• ( 1 000). migrants in 
('000). 

------------------------------------------------------
1. Maharashtra 145 313 

2. Tamil Nadu 148 271 

3. West Bengal 71 217 

4. Uttar Pradesh 1~170 688 

5. Bihar 464 217 

6. Rajasthan .240 .. 184 

7.Karnataka 199 232 

8. Gujarat 152 162 

9. Andhra Pradesh 172 184 

10. Madhya Pradesh 162 179 

=====~====~=========================================== 

Source: Report of the National Commission on Urbani­

sation Vol. 2 - Aug. 1988 - P = 4. 

Table: 1•2 (E): India:- Rural-Urban and Urban-Urban 

migrants among Internal Mi­

grants: 1971 and 1981. 

------------------------------------------------------
Types of_Migrants: Migrants in Million. 

1971 .1981. 

------------------------------------------------------
1. Rural - Urban 23.95 34.20 

2. Urban - Urban 13.98 21.83 
------- -------

TOTAL: 37.93 56.03 
======= =======. 

====================================================== 
Source: Report of the National Commission on Urbani­

sation Volume 2, Aug. 1988 - P = 17 
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(NOTE: It can be seen from the table that during the 

decade 1971 and 1981, the absolute number of 
rural to urban migrants went up by 41.8 per 

cent. On the·other hand, during the same pe­

riod the absolute numb~r of urba~-to urban 

migrants registered a marked increase of 56.15 

per cent.) 

The foregone discussion reveals that Urbanisation process 

in India presents a mixed picture as far as the incidence and 

growth of urbanisation is concerned. While commenting on the 

overall pattern of· urbanisation in the coun~ry, the National 

Commission on Urbanisation states, "Thus urban India is a 

mixed bag1 We have 'high urban• (in the Indian C~ntext) States 

like Maharashtra, Tamil Nadu and West Bengal, dominated by ci-

ties like_Bombay, Madras and Calcutta, and 'low urban• States 

like Uttar Pradesh, Madhya Pradesh and Andhra Pradesh.with a 

large agricultural sector but nevertheless having a large urban 

population by virtue of their large total population 11 
(
39) • 
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CHAPTER: II : 

URBAN 

.... -.·------........ 

GROWTH: (;:WO'Q! THEORIES 

2.1 INTRODUCTION: 

The process of urbanization is a_ssociated with the trans­

formation of productive resources , (viz. labour and capital 

mainly) as well as the overall socio-economic environment of 

a 11 Rural" eco.nomy into an "Urban" economy. ·As a mat·ter of fact, 

we use the terms "rural" and "urban" in order to distinguish 

between two types of "regions", which are qualitatively differ­

ent from each other in several aspects such as the size of the 

population, the density of population, the occupational struc-

ture, the pattern of factoral payments, the diversity and hete-

rogenity of the economic and commercial activities, the degree 

of specialisation and interdependence and so on. But in essence, 

what we are dealing with is, a process of "Regional Change 11
• 

The phenomenonof change has two aspects: 

a) The factors associated with the process of change; and 

b) The process of change per se. 

A change into any system is caused by certain factor/s 

which could be internal or external to the system. As Prof. 

Hirsch puts it, "At a broad level of agg~egation, the causes 

of urban change can be thought of as 

the urban area or outside the area". 

depending upon the place of origin of 

originating primarily within 

(Hirsch: 1973) (l). Now 
( 

the cause of change, thme 

perspectives on urban change could be thought of vizs 

i) External 

ii) Internal 

iii) Mixed i.e. ~xternal and internal. 
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The three types of theoretical frameworks which attempt 

to explain the process of urban change by using each~ne of the 

above three ~erspectives are as follows: 

a) External: The Central J?lace Theory and the Economic 
or Export Base Theory. 

4 b) Internal: The Resource Base Theory. 
' 

\ c) Mixed: Theories using the Input-Output framework. 

The phenomena of urban phange can also be viewed from 

Demand and Supply analysis. The basic stimulus for the growth 

may be from the demand side or from the supply side. In this 

type of categorization the Central Place theory and the Econo­

mic Base theory fall under the demand category. ~e Resource 

Base theory falls under the supply category; while both of these 

approaches can be integrated in the Input-Output framework. 

While the threefold categorization of .the phenomenon of 

urban growth is gtven above it is the External/Demand based 

framework that seems tQ be the dominant one in explaining urban 

growth. The literature on urban growth mainly pertains to this 

framework. In the following we concentrate our attention on 

this framework. 

2.2 NETWORK Q! THEORIES: 

The second half of the present century Observed a marked 

upsurge in the literature concerning the phenomenon of urban 

growth. The Central Place Theory developed by Walter Christa­

ller deals p~imarily with the emergence and geographical dis­

tribution of towns of different sizes and their number.. 'l'he 

emphasis of the Economic Base theory is on the growth of an 

individual urban area. A concise account of these two theories 

is presented below. A brief note o~ other.theoretical frameworks 
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dealing with th~ growth aspect of urban areas is also given in 

the following pages. 

2. 2 .1 ,!!:!! CENTRAL PLACE THEORY: 

As Goldstein and Moses (1973) observe "Most approaches to 

urban growth are demand-driven and are exercises in compa-

rative statics rather than dynamics. Models on Central 
-

Plac~ theory argue that a city.grows to meet the demand 

of its hinterland region". (2). Basically, the Central 

Place theory dea;Ls with the emergence and spatial distri­

bution of towns i.e. the Central Places of various- sizes~ 

But its focus per se is not on the growth of an individual 

Central Place. Still, we find some discussion about the .. 
factors which influence the growth of an individual Central 

Pl~ce in a bpok by W.Christaller. (3)According to him the 

factors affecting the development of a Central Place are& 

1. Geographical/spatial distribution of the population in 

the hinterland: Besides this other factors like the 

costs of transportation between the Central Place and 
I 

the hinterl,and or the service ar~a1 the opportunity 

cost of time spent in travelling; availability of 

transportation facilities, are also instrumental in 

determining the growth of the· Central Place. 

2. The size, density and the structure of the population 

in the complementary region: Since the demand for 

goods and services, which are produced at the Central 

Place, by the hinterland is crucial to the growth of 

a Central Place, the factors such as the net incomes 

of the inhabitants of the service area, the income 

distribution among the people residing in d~fferent 
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regions or sections of the service area are of crucial 

importance for the growth of tne-Central Place. 

3. The natural endowments of the Central Place: The supply 

conditions as well as the prices of the goods or/and 

services produced and/or supplied fvom the Centre, would 

also determine.the growth pattern of that Central Place(!) 

The towns or the Central Places, the growth of which is 

explained by the Central Place theory of W.Christall~r, 

have a lot of similarity with what Larnpard (1966) <4.> cal~s 
as the "Classic Urbanisation". The primary function of 

these Central Places was to serve their hinterlands or 

what Christaller calls them as their ••service areas", 

with those services Which can be produced only centra-
I 

lly. These towns emerged and developed on the agrarian 

bac~ground. With the exception of the discussion of 

few factors which influence .the development of an indi­

vidual Central Place, the primary focus of the theory 

is on explaining the emergence and spatial distribution 

of towns or Central Places of different sizes and other 

factors which determine and establish an hierarchy amon9 

Central Places of different sizes. The theory mainly 

deals with the first part of the Hope Tisdale Eldridge's 

definition of the process of urbanization (S) i.e. it 

deals with the 'multiplication of points of concentra­

tion•, and that too on an agrarian· background. Expre­

ssing a similar view, • . • • • . • • • • Goldst,ein and Moses 

(1973) state, "Central Place theory was developed by 

(*) While Christaller includes the supply factors also in 
the Central Place theory, in our view its role is se­
condary to the Demand factors. 
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Christaller to explain the size, number and spatial dis­
(6) tribution of towns, but not their growth" • 

2.2.2. ~ ECONOMIC ~ THEORYa 

The other promi~ent demand driven throry of urban growth 

is the Export Base or Economic Base theory, which·empha­

sizes the role of external demand for the goods and ser­

vices of an urban area in shaping the growth pattern of 

that urban centre. A lot of primacy is conferr~d on to 

all those activities of the area, which primarily cater 

to the external demand. The theory proposes a c.lassifi­

cation of the region's activities into two classes; as 

(i) all those activities which primarily cater to the 

markets located outside the geographical boundaries of 

the region and, (ii) the activities which cater to the 

region's local population. The exporting activities 

are considered to be tha 'prime movers• of the local i.e. 

region's economy. These are collectively termed as the 

activities forming the 'Economic Base' of the region. 

The growth and development of the region's Local activity 

sector is a function of the development of the 'Export'. 

sector. Being the main sources of income and employment, 

the exporting activities are denoted as 'Basic' acti­

vities, while the local activities which emerge out of 

the impetus provided by these 'Basic' activities are 

teemed as 'Non-Basic' activities. It is proposed that 

an 'initial change in the 'Basic' activities, exert a 

1 Multiple ,. impact on the local economy. While explaining 

the main logic inherent in the Economic or Export Base 

framework, Werner Hirsch (1975) states, "The economic 

process.implicit in the underlying export-base frame 
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work is that sales to buyers outside the area generate 

labour and business earnings. some of which are spent 

on additional pur~hases of locally produced goods and 

services and thereby generate still'rnore employment, 

income and production within the area. This process 

can be summarized in the form of a functional relation­

ship called a •multiplier' that relates the level of 

the urban area's total activity to its export activity."(?) • 
~ STAGES THEORY Q! URBAN GROWTH:. 

A very similar theo.retical framework is provided by Wilbur 

Thompson (1965) (S) which too uses the primacy of th~ 
'Export Sector' as'the central theme. His analysis postu_. 

lates.that the process of urban gro~th passes through five 

stages. These are as follows: 

i) Stage 2£ Export Specialization: In this. stage the ·local 

economy is the 'lengthened shadow • o,f a single dominant 

industry or even a single .firm·· (which is of course ex­

port oriented). 

ii) Stage of ~ Export Complex: The local ·sector expands 

via production ,linkages by· 'adding local . suppliers and/ 

or consumers of intermediate productsu. 

iii) Stage 2.£ Economic Maturations The local sector expands 

to such an extent that it starts replacing the • impo ~ts ' 

o£ both, manufacturing and services. 

iv) Stage ·.2£ Regional Metropolis: In this particular stage, 

the local economy becomes, "a mode connecting and con-
I . 

trolling neighbouring cities ••• 11 In this particular 

phase the export of services becomes a major economic 
_____,.-----
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activity of the region • (*) 

v) Stage 2£ Technical Professi6nal Virtuosity: The location 

achieves national eminance in some specialised skill or 

economic function. (Even though the configuration of the 

•export sector' activities under~ a change, and gradually 

the local sector too acquires importance at various stages, 

rthe basic idea of the framework is analogous to that of the 

Economic Base Theory.) 

2.~.4 BORTS ~ STEIN MODEL QE URBAN GROWTH: 

As cited by Goldstein and Mos~s (1973) ( 10 ~ G.H.Borts and 

J.L.Stein (1964) have devised a supply dominated model of urban 
(11) ------··------~ 

growth • The formation of this model is a. part of their much 

broader study which attempted to develop and test a theory of 

inter-state difference in the manufacturing employment in the 

United States• The authors postulate that, the growth of employ­

ment in different states, is a function of two factors viz.(i) the 

existence of a large pool of labour in the non-manufacturing sec­

tor and (ii) ·the extent of net migration. But as Goldstein and 

Moses (1973) (l2) point out, as the model did not deal with the 

simultaneity of migration and employment growth, the results ~f 

the model were "questionable". Prof. R.F.Muth, made -

an attempt to take a cognizance of this simultaneity of migration 
.;:::::-

and employment growth in his model by using the simultaneous equa-

tion estimation technique. (**) 

(*) In an article entitled "Location Theory an4 Regional 
Economic Growth" Prof. Douglass C.North also gives a 
reference of the typical sequence of stages through 
which regions move in the course of their development, 
as postulated by the Theory of Regional Economic Growth 
(9). According to this theory, the final stage of re­
gional growth is attained when the region specialises 
in tertiary industries which are primarily "Export" 
oriented. 

~ (**) As the original text of the model developed by Prof. , 
(.}~-{, , ~<'---- Muth could not be obtained, we are relie~ upon the details 
~ IOr'it provided by Goldstein & Moses in their article. 
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These two models emphasize the role of migration in urban 

growth. As per them the region grows due to the :simultaneity 

of migration and employment growth. But, then it seems that, these 

models treat the pre-existence of demand factors giving rise to 

growth of area•s· employment and the resulting migration, implici~. 

The Economic Base theory, on the other hand, explains the causality 

and the actuai process of employment generation in an urban area, 

which in the subsequent time periods attracts capital and labour 

from outside locations. 

2.2.5 ~ 'LAYER' THEORY Q[ URBANIZATION: 

In the earlier sections we made an attempt to enlist the 

various theoretical foi:mulations dealing with the ~phenomenon of 

urban growth. We learn from Prof. Rakesh Mohan (1984) that Koichi 
(*} -

Mera has made an attempt to synthesize the different theoreti-

cal frameworks in his "Layer'' theory· of urbanization (l4 ) • The 

demand for non-food goods and services by the agricultural sector 

gives rise to the emergence and development of lower order urban 

settl'ements. This is Mera • s first layer. A similar explanation 

of the establishment and growth of towns, which function as ser­

vice centres, is forwarded by Christaller• s "Central Place Theory". 

The establishment of large manufacturing and service units shape 

the growth pattern of larger cities and metropolises. These large 

enterprises which are mostly "export"oriented (i.e. exporting/ 

selling their goods in non-local markets mainly) units have their 

own multipliers which determine the resulting urban population of 

that particular location. These are the second and third layers 

of the Koichi Mera's Layer theory. 

(*) We could not obtain the original piece of work of 
Ko~.Mera:----------
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2.3 "LAYER11 THEORY ~ INDIAN URBANIZATION: 

Rakesh Mohan (1984) then examines whether the process of 

Indian Urbanization fits ~nto the Layer Theory postulated by 

Koichi Mera. With the use of appropriate statistical~ols and 

census data Prof. Mohan has tried to theoretisize the Indian . .c:: :h. :.., • ;G~~ 

urbanization experience. He concludes that *'The distribution 

between large, medium and small towns is therefore determined 

by the distribution of various economic activities. · The number 

and distribution of small towns is particularly linked tightly 

with the level and distribution of agricultural activity. The 

hierarchy of economias of scale found in the manufacture of 

different products, along with the agglomeration'economies as 

revealed by manufacturing employment multipliers, presumably, 

then determines the-hierarchy of the size of settlements. Layers 

of urbanisation are cumulatively added on by the different basic 

activities 11 • (l4 ) 

~It then becomes clear from the foregoing discussion that, 

the growth of smaller towns which is closely related to the deve­

lopment of the agricultural activity in the surrounding areas, 

can be explained by the Central Place Theory. The growth and 

development of large, modern industrial - commercial cities, w.hict 

have the inertia of growth inbuilt in their structure and functio· 

ning, has little relationship with the agricultural activity in 

[ 

....__ ______ ,, _ _..~_.....,,.,..__,,__n~ ..... _._.._ . ..., •-------, .. ___ ...,.,.___.,,~,_.,.,,...,,.,,....~~· 

t~ hinterlS~..ruL These big cities, where large chunk of the urban 

population.i.n the Third World, is concentrated are the centres of 

industrial-and-commercial activities. It is the 'Economic Base• 

theory which explains the growth of the large cities most aptly. 

The following chapters present a detailed review and discussion 

of the main aspects of the Economic Base framework.' 
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CHAPTERs III 1 

THE ECONOMIC ~ FRAMEWORKs 

" Intensified urbanisation throughout many parts 

of the modern world has brought city planners 

and social scientists to a .greater realisation 

of the need for a more complete understanding 

of the economic forces which represent the 

foundation of urban growth and change. The 

concept of the urban economic base.is one of 

the cornerstones of the panner's economic un-

derstanding "• 
(*) - Richard B. Andrews, 

3.1 INTRODUCTION: 

The formatiOn and growth of cities is a complex phenomena •. 
' . ~ The expansion of activities in terms of variety arxi volume, there-

by, creating more job opportunities and increasing the amount of 

income and employment generated at that location, carve out the 

path of f~ture expansion of that urban area. Increasing agricul­

tural production, expansion of transportation and communication 

network, growing manufacturing and trading activity and several 
I 

such factors· which exert their simultaneous influence, give rise 

to a system of cities which are highly specialised and closely 

interrelated. In such a system of interdependent locations, the 

growth of a city and its- hinterland is closely interrelated. A 

city & its surrounding regions function in the framework of re­

gional specialisation & spatial division of labour• Under these cir-

(*) Andrews, R.B. "Mechanics of the Urban Economic 
. Base: The concept of Base Ratios" in 

"The Techniques of Urban Economic Analysis" 
edited by Ralph w.Pfouts,·chandler-Davis 
Publishing Company, 1960, P = 140. · 
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cumstances. the external demand for the goods and services. 

manufactured in the city~from the surrounding regions. play a 

significant role in shaping the pat~ern of development of the 

city. The "Export or Economic Base" framework of urban growth 

emphasises the primacy of external demand in shaping the growth 

of an urban area. This particular framework is founded on the 

idea of dichotomising the region's econo~c activities into 

two sectors viz "Base" and "Service". The "Base" activities 

earn a net.inflow of money for the region and thereby form the 

backbone of that urban area. The growth of the "Service" acti-

vities is functionally related to the growth and expansion of 

the "Base". Section 2 contains a concise account of the origin 

and evolution of the theory. The future growth of a region. 

according to this framework. could be projected with the help 

of 'Base-ratio/s 1 • For this the accuracy in the identification 

and estimation of the 'Base' is of utmost importance. The 

exercise of Base estimation consists of two important aspects 

viz. the Unit of Base and the Method/s of Base estimation • . 
A brief review of literature concerning the choice and suitabi­

lity of different units of Base. their virtues and weaknesses, 

is presented in Section 3. The last section of the Chapter 

contains a concise account of various techniques of Base measure-

ment. which are broadly classified into two categories viz. 

Indirect methods of Base measurement and Direct techniques of 

Base measurement. 

3.2 EVOLUTION£! ~THEORY 

The Economic Base theory of urban growth came into exis­

tence sometimes in late 1920s. · A systematic and exhaustive -
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account of the origin, evolution and development of the Economic 

Base is presented by Prof. Richard B.Andrews in series of artis 

cles under the broad tit-le "Mechanics of the Urban Economic Base 11 

which appeared in the journal ~ ECONOMICS during May 1953 and 

February 1956(*). 

3.2.1 ~ CONCEPTS ~ DEFINITIONS: 

The theory bifurcates the total economic activities of 

an urban area into two sectors according to their market 

orientations. As Prof. Pfouts puts it, 11 This theory may 

be .cHaracterised briefly by saying that it divides urban 

economic activity into two categories: exporting industry 

that brings money in the community from th~ outside world 

and non-exporting industries whose goods and services are 

, sold within 'the corrmunity" (Pfouts: 1960) (1). 

While giving a concise definition of the Economic Base con-

cept, Prof. Andrews states, ·~ •••• the economic base refers 

to those activities of an urban community which export . 

goods and services to points outside the economic confines 

of the community or which market their goods and services 

to persons who come from outside the community's economic 

boundaries" (2) 
• But nowhere in the article, the author 

defines the term "economic boundaries or confines". Even 

\ though he gives the hint that the "economic boundaries" 

Jare definitely different from the geographical boundaries 

! of the.region, he does not specify whether the term 

(*) The same articles have been reprinted in a book 
entitled "The Techniques of Urban Economic Ana­
lysis" edited by Ralph W.Pfouts, Chandler - Davis 
Publishing Company, New Jersey, 1960. 
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"economic confines'' imply administrative - jurisdictional 

and/or fiscal boundaries of the region •. While describing 

the other counterpart of the Base, Prof. Andrews writes, 

"That economic section of the community which the base 

directly supports is often referred to as "service acti-

vity". Service activities include enterprises whose prin-

r.cipal function is that of provid1ng for the ne~ds of per­

sons within the community's economic limits. They are 

also distinguished from the base in the fact that they 

are, Principally, importers, or, if they do not import, 

do not export their finished goods or services" (3). 
~ 

The theory postulates that the ~xporting activities are 

the prime mo~~rs of the region's economy. These enter• 

prises provide the initial impetus for growth. As Prof. 

Pfouts· puts it, "It is also contended in discussions of 

the theory that the exporting or basic industries pro­

vide the sources of urban growth; they are "City building" 
' 

industries" (4 ). The literature reveals that the expor• 

ting activities which form the .Base of the urban region 

are described with a varied nomenclature such as, "Export", 

"Base", "Primary", "Town-builders", "Basic" 1 "External" 1 

"Urban growth", "Supporting" and so on. The terminolo9ies 

used to denote the non-exporting or local activities are, 

"Serv;Lce", "Local", "Non-Basic", "Auxillary", "Secondary", 

"Internal", "Town fillers" and so on. 

The fundamental postulate of the Economic Base theory and 

the primacy of·the exports in stimulating the growth could 

well be compared and equated to the familiar circular flow 
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of income model of macroeconomic analysis. (See figure& Il 

·In the circular flow model, the "Exports" are considered 

to be an "injection". into the_ economy. Theoretically, an 

injection is, "an a,ddition to the income of domestic firms 

that does.not arise from' the expenditure of domestic house-

holds or an addition to the income of domestic households 
' 

that does not arise from the spending of domestic firms" 

(Lipsey, R.G.: 1979) (S). In the case of an urban area too, 

as Prof. Andrews puts it, "From a trade..;flow viewpoint 

these base enterprises through their export function earn 

a dollar inflow for the community from the surrounding re-
~ . 

gion, the nation at large, and even from other nations"(G). 

So in the framework.of the Economic Base concept, these 

&cport enterprises which are "income earners" of the commu­

nity determine the economic health of that urban region. 

Descr.:l,.bing this important role of the Base Enterprises, Prof. 

( 

Andrews states, "In yet another sense the base activities 

can be considered the wage earners of the community family. 

Without them, or if they decline in earning power, the eco-

nomic health of the community suffers accordingly" 
(7) 

• 

The export earnings, and the activities which earn them, there• 

fore, assume a pivotal role in the growth of that locality. 

Recognising the significance of Export e.nterprises ani their 

earnings, Pr9f. c.M.Tiebout describes these activities to 
. . f8) 

be the "prime mover of the local economy". (Tiebout: Dec .1962 • 

The income earned by the Base enterprises and their employees, 

when spent locally, create demand for several goods and 

services in :the region. This demand warrants investment 

in these "Local" enterprises which cater to the needs of the 
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EXPORT EARNINGS AS AN "INJECTION" 

!!:! ~ URBAN AREA'S INCOME FLOW: 

FIGURE: .! • 

Sourcez Pfouts, R.W. and Curtis;, E.T.z "Limitations of the 

Economic Base Analysis" in Pfouts, .R.w. (ed.) "The Techniques 

of Urban Economic Analysis", Chandler Davis Publishing Com­

pany, New Jersey, 1960, P =319.- · 
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Base enterprises and their employees. This is how several 

'local enterprises (termed as "Non-Basic .. } come into exis­

tence following the .establishment and growth of the Base 

enterprises. The 11 Base" activities support these "Local 

enterprises"(*). 

3~2.2 MECHANICS .QE. GROWTH: 

The export earnings introduce an "injection" in the region's 

circular flow and disturb the equilibrium. The total gamut 

of activities which comes into existence due to the local 

spendings of Base enterprises and their employees 6ould broadly 

be listed as follows- (also. see Figure-2). 

a) ,All those firms and other enterprises which cater to the 

manufacturing needs of the Base enterprises, e.g. spare 

parts, semi-finished and fabricated items and so on. 

b) Activities providing the required manufacturing services 

like repairs, maintenance, servicing and so on to Base 

activities as well as enterprises which.are classified 

as (a) above. 

c)· Enterprises and activities which cate·r to other service 

needs of Base enterprises as well as enterprises of type 

(a) and (b). These are like transportation, communication, 

insurance, banking, cons~ltancy, Research and Development . ~ 

institutions, laboratories etc. 

d) Fi.rms and enterprises engaged in the manufacturing of 

commodities of daily use demanded by the local population· 

like household•utensils, garments, stationery, food 

(*) An elaborate and a lucid description of this 
process is given by Prof. C.M. Tiebout (T'iebout, 
Dec. 1962) (9) 
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FIGURE: 2 

a SCHEMATIC PRESENTATION Q! ~·EMERGENCE AND 

GRUWTH Q! LOCAL ACTIVITIES FOLLOWING THE ~­

LOPMENT Q! ~ ENTERPRISES. 
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articles, bakeries and other consumables. 

e) Other service enterprises providing services such as 

retail trade, hotels, hospitals, entertainment, travel, 

laundries to the local population. 

All such and sever?l other activities which fall in the 

iocal sector are supported by the Base. The local acti-

vity sector, is, therefo.re, closely related and dependent 

on the E.xport sector. Any changes in the Base have reper­

cussions on the local sector. Describing this rela~ionship 

and the nature of interdependence, Prof. Andrews .remarks 

11 The 'dependency of service activity upon base activity is 

evident in the fact that employment. ani profitability in 

service activities is highly sensitive to changes in the 

base, rising 'cmd falling with it" ( 10). Through. the succe­

ssive rounds of interaction between the Base and the Local 

sector, the initial change in the Export sector exhibits a 

11Multiple.11 impact on the region's economy. This is how the 

( *) 
mechanics of a region's growth operates. 

(*) While, Tiebout (1962) (U)explains the proces·s of 
growth with the help of an )1ypothetical example of 
a 'Minetown•, Prof. Douglass· C.North cites a real 
example of the Pacific Northwest region whose deve- . 
lopment, according to him 11 from the beginning was depen­
dent on its success in producing exportable commodi-
ties" (12). With an additional concrete empirical 
evidence of several new regions in·America, which 
developed around one or two exportable commodities, 
Prof. North unhesitatingly proclaims that a regiqn • s 
growth "is closely tied to the success of its exports 
and may take place either as a result of the impro-
ved position of existing exports relative .to competing 
areas or as a result of the development of new exports"(13) 
In the s·ame article we· find an illuminating discussion 
of how a fine blending of some other related theore-
·tical frameworks like the Locatio~heory and the 
Theory of Co~rative Cost_~dvgnt~e have helped the 
emergence of Economic ~ase concept as an independent and 
a coherent theory of urban growth. 
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Primarily the impact of the export earnings is. felt, and, 

passed on to the local economy via two levers viz. income 

and employment. 'fhe local income. and employment expands 

in several successive rounds originating from the.initial 

impetus provided by the Base.· The process could ·elabora­

tely be described as follows: 

A. The first round of income expansion in the region 

comes via the export earnings of· the Base enterprises. 

B. A part of these earnings is distributed in the form of 

wages and salaries to the employees of these ·Base en-

terprises. 

9• A part of the income of Base enterperises is spent on 

the local purchases of raw materials, semi-finished 
' .. 
products, spare parts and such other inputs required 

for the manufacturing of final goods and services to 

be exported. Initially, when the local activity sec-

tor is yet to emerge, the exporting industries are 

forced to rely on the imports of these items from the 

outside regions. 'fhese imports then represent the 

leakages through which the region • s money flows out. 

D. The employees of the Base enterprises who receive 

their incomes then spend it· on the purchases of goods 

and services of their daily requirements, which are 

produced locally. 

These demands from the Base enterprises as well as their 

employees provide the necessary impetus to the 'emergence 

and growth of further local activities which are required 

for catering to the various needs of the locai population. 

This is how further rounds of employment and income are 

created and the urban area grows. 
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3.2.3 SOURCES Q! EXPORT eARNINGS; 

The foregoing discussion reveals that the money earned by 

the Base enterprises, which we describe as "Export earnings" 

play a pivotal role in the development of the local sector 

and consequently the growth of that particular urban area. 

The sale of goods and services produced by the Basic acti-

vities 9f the area, out~ide the boundaries of that particu­

lar region represent one of the major sources of export 
I earnings. But this is not all. Prof. C.L.Leven classifies 

export activities into five broad categories. (Leven C.L. 

1958) (l 4) • While defining exports, which he terms as 

~Export Production", he clubs together all those activities 

which are engaged in the production of commodities which 

area · 

i) shipped directly outside the area, 

ii) sold to other producers within the area £or further 

P,rocessing before being shipped directly out of 

the. area, 

iii) sold to installations of non-local government loca-

ted within the area, 

iv) sold to non-residents who come into the area to 

purchase them, 

v) sold to persons residing in institutions within 

the area. 

Among the five categories of exports listed above, the 

activities in categories (ii), (iv) and (v) need ~urther 

elaboration as these activity groups add a further dimensi_on 

to the concept of "l::xport or Base" enterprises. This 

dimension assumes a lot of 'significance in the process of 

segregation and Base estimation. 
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3.2.4 DIRECT~ INDIRECT "EXPOR'l' 1
' AC'l'IVITIES: 

As stated earlier, all those act·ivitie s. in ° the region, which 

cater to the production and service requirements of the 

' 
area's Base enterprises are the part of the "Local" activity 

sector. 'I'hese activities are described_ as "linked" activi­
. I -

ties ('l'iebout: Dec.1962) ( 1S)- (Isard-: 1960) (16 ). These 

enterprises prov.i,de spare parts, semi finished components, 

semi assembled items and otj1er inputs which are purchased 

and processed further by the' Base enterpr:i$es for using_ them 

in the production of the final good which is sold in the 

outside markets (i.e. Export prbductioncategory (ii) as 

postulated by Prof.Leven). 

At thi.s juncture, the:: theory· introduces a .·further bifurca­

tion in the ·~xport Sector•. The final good .which is shipped 

out directly, is termed as a "Direct Export", and the respec­

ti-ve enterprise is classified as a ''Direct Export Activity". 

While, a new term is now coined to describe the export linked 

activities which are classified under the name of 'Indirect 

Export Ac'tivities" ~ So, the .initial broad export sector is 

now further broken-into two sectors viz. 'Direct Exports' . ' •. 

and 'Indirect Exports•. The demand for latter is- a d-erived 
. I 

demand which_ ultimately depends upon the demand for,the final 

9oods and services which are exported to outside regions_ i.e. 

the Direct Exports. (See Chart: .!>. 
An-exact and a complete identification and segregation of 

all the linked activitiesJis a highly complicated task, and 

nore so in the- larger urban areas. The co-mplexity of the 

exercise increases as the size of the urban region as well as 

the number _and diversity of the Base activities increases. 
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FUNCTIONAL DICHOTOMY ~ INTERSECTORAL 

LINKAGES AMONG ECONOMIC ACTIVITIES QE 
AN URBAN AREA i 

CHARTs .!, s 

MANUFACTURING ACTIVITIES SERVICE ACTIVITIES 

CONSUMPTION CONSUMPTION 

COMMODITY I SEFNICES FLOW 

SOURCE: Adapted from, Kulkarni, A.P., 11 Employment 

Multiplier in Pune: Industrial and Employ­

ment Growth of an Indian City since 1950, 

Centre ·of Studies in Social Sciences, .Pune, 

February, 1991, P = 10. 
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It is also intimately related to the rate of technological 

development in the Ba~ic sector. 

3.2.5 IDENTIFICATION 2f OTHER TYPES Q! ~ACTIVITIES: 

As we have seen, the non-l?cal sales Of the region's goods 

and services is one of the important ways in which an urban 

area can earn net earnings from the outside world, but the·re 

are other sources also through whi.ch a region can enjoy an 

inflow·of money. The two major sources of money inflow for 

·an urban area are: 

l.a: Purchases of the area•s goods and services within the 

boundaries of the area by non-residents e.g. tourists_ 

(Category (4) of C.L.Leven's "export production" given 

above). 

l.b: Purch~ses of the region's goods and services by custo_ 

mers who are temporary residents of the a~ea and get 

money from outside sources e .• g. students residing in 

University hostels and getting money from their parents. 

(Export production category (5) as given by Prof. c.L. 

Leven). 

2. All those residents of the area who receive mon~y from 

non-local sources in one or more of the following ways 

such ass 

2.1 Pensions and other transfer payments, 

2.2 Rental income from non-local property, 

2.3 Dividents and interests, and; 

2.4 Remittances fro~ abroad. 

While !-rof .' Tiebout describes these as "less obvious" i terns· 

of "Private" exports, (Tiebout: Dec.1962) (17 >, according to 

Prof. Andrews such items pose, what he describes-them as 

"Special Problems of Base Identification" (lB). Even though 
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in the case of Universities, the bifurcation of their act!-

vities into two components could be done on the basis of 

the ratio of local students to "External or Foreign" students, 

the impact on the local economy of the money spent by these 

students remains unidentified to a large extent. The same 

technical difficulty-persists in the case of tourists• ex-

penditures and the purchases made by non-local residents. 

'l'he complex! ty of the identification procedure gets aggre­

vated with the size of the area. Prof. Andrews makes a 

reference to another important section of export activities, 

which consists of all those residents of·the region, who 

are employed in enterprises located outside the boundaries 

of the locality. So, the income that they earn is, there-

fore, available for "Local purchases" within the region, 

and hence represents another form of "Export earnings" 

as the residents "export" their labour services' to non-local 

regions/enterprises. 

As Prof. Andrews suggests, the total number of such commu­

ters could well be estimated by various methods such as ·coun-_ 

ting the monthly commutation tickets, or via the Industry 

pay-roll data which~ould have the record of the location 

of the employees •. residence or the Tax records which would 

be helpful in identifying the place of the employment and 

so on. But this exercise again suffers from the technical 

difficulty of the lack of necessary tools to make the pro­
' 
'.\vision for the "ne~ati~ allowance•. One has to make the 

required adjustments in the region's Base estimations to 

take an _account of all t)lose corrcnuters who come from other 

regions, for jobs located in the region and take the money 
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. (19) 
away in the form of their wages and salaries • All such 

activities pose several.such technical and conceptual issues,_ 

which have yet not foun~ any completely satisfactOrY and 

implementable solution. 

THE CONCEPT 2! ~ ~ .£!:!.::! PLAII.~ING: 

The functional dependence of the ''Local or Service" activity 

sec;tor on the "Export or Base" sector assumes a lot of ·signi-
' 

· ficance in the city planning pro·cess. As the changes in the 
I . . . ······ ----------------

. Basic sector bring about compu;iable changes in the Non-Basic 
··"(··------. . 

sector of an urban area, the !uture volume of the Non-Basic 

Sector could well be projected once we are able to estimate 

" futur~ Basic activity. It is then of vital importance .that. 

the area's Base (current as well as future) is estimated accu-

rately, so that adequate civic and~urban amenities could be 

planned for the expanded future canvas of total {Basic and 
I 

Non-Basic) activities. ~he es~imation procedure involves 

two things viz. (i) the choice of the Unit of Base; and 

(ii) the actual method of Base estimation. The following 

two sections deal with these two aspects of Base esti-mation. 

respectively. 

3.3 ~.CHOICE Q! ~UNIT Q! BASE: 
' The literature concerning the choice and suitability of 

different units of Base is quite substantial in volume and rich 

in contents. Several scholars such as Andrews (1954) ( 20 ~. Tiebout 

(Dec.1962) (21 ), Leven (1954) (22 ) and (1956') (23 ) and Isard (19~0) C.
24 ) 

to 
have devoted their attentionLthis important facet of the theory. 

3.3.1 ~-~UNITS Q! ~BASE: 

Some of the main units of Base measurement which have often 

been cited and discussed in the literature are; 
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1. Jobs i.e. Employment. 

2. l-ay Rolls. 

3. Value Added 

4. Value of-Production 

5. Physical production. 

6. Income and expenditure Accounts. 

1. Income 

8. Sales. 

As Prof. Andrews observes, the units like Value of Production 

and Physic~! Production'have not found great favo~.r·· among 

those who were involved in conducting actual base studies (~S) 

The main reason·for this is that both·these units.fail to 

take a due account of those activities of the Base which. 

produce non-physical output. In addition to this, the Value 

of Production ·unit reqtlires an additional adjustment while 

making any inference,of that of price movement. But both 

these units have a virtue of rendering a valuable qualita­

tive information.regarding manufacturing activities of the 

Base - like impact of te&nology on labour productivity, 

capacity utilisation and so on. These elements assume a 

lot of significance in the long run analysis of the impact 

of increased productivity, profitability; on the growth of 

the area especially when these factors further attract newer 

manufacturing and other activities to that area. 

Net inflow and outflow of money into the area and its circu­

lation represent all the monetary transactions of. the area. 

When this Income. and Expenditure Accounts data is supple­

mented ·by other units such as employment, this would provide 

a complete understanding of intra urban structural and money 
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li~ and channels throUg~ which any external stimulus is 

transmitted to the various sectors of the urban area • s eco-

nomy. But such a study,inclusive of all types of Measure­

ments,.is almost impossible for very large cit.ies and metro­

politan areas for want of time, money and data availability. 

3.3.2 'VALUE ADDED' ~ ~ ~ Q! BASE: 

Among other units of measure, Value added and Employment 

are the two units which· have often been used in empirical 

studies. .Prof. C.L.Leven had used value added as a unit of ----···· -·-·-····--····----~-. ---
measurement in. the study of Sioux City. The distinguishing 
~ 

factor which classifies the urban area 1 s to.tal activities 

either as "Export C?r Basic" ,or "Local or Non-Basic" is the 

location of the sales of the products of these activities. 

So, total Value of Sales, as a unit of measure, has. also 

been suggested in th3 literature. But, sales as a unit of 

Base suffers from the common problem of double counting. 

The particular unit 'value added' avoids the problem of 

double counting. so, while commenting on the suitability 
J 

of this particular unit of measure, Prof. Leven remarks 

"By sub.-tracting the value of these inputs ~rom total. export 

sales, a more pertinent measure of export earnings can be 

obtained, namely, value added by manufacture .of goods and 
. . .· . . (26) 

services sold outsi9-e the area" • 

Prof. Leven proposes that, "Value added in the area"·, which 

he defines as the sum total of value added of the directly 

exporting activities. plus the value,added generated in each 

of the vertically integrated production activities, is an 

·"entirely adequate measure of the size of the base and its 

c-omponents" (2?). This ~s similar to the parallel con<;:epts 

of 'Direct Basic Employment' and 'Indirect Basic Employment', 
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wren employment is used as the unit of Basic ·measureiJlent 

which collectively form the total '"Export" employment. 

Since Base activities·are by definition those activities 

which earn a net money inflow for the community the value 

added by the export ·activities appropriately catches the 

~meaning of the term 'Base•. As value added by an 

industry is distributed as factor payments within the. area,· 

total Value added also gives a measure of income in a 

community. ( 2 B) • While highlighting the same aspect, Prof. 

Leven. writes,· "The sum of the value added in each· of the 

various stages of production will account for all of the 

earnings arisin<;J from each particular basic activity11 (~g) 

Even though Prof. Leven describeS' the •value added in the 

area•as an •entirely adequate measure• he is fully aware of 

some of the main limitations of this· unit. ~ccording to him, 

the re~isi~e aQjustment~ t~se will have to be carried out 

if value aaded has to be used as a unit of Base are -

i) Adjustments for unearned incomes like transfer 

payments, and 

ii) Adjustments for the difference between interest and 

dividend payments for-.· 

a) Payment.s made by area firms to individuals out-

side the area, and 

b) Payments made by firms outside the area to indi-

viduals within the area. 

Recognising the fact that direct information pertaining to 

this adjustment will be practically difficult to obtain.in 

most of the cases, Prof. Leven presumes that, "Fortunately 

these items tend to offset each o~her" (JO). Besides these, 
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necessary adjustments are also required in the face of 

price fluctuations. 

3.3.3 'EMPLOYMENT' ~~~OF BASE: 

Among all the units discussed so far, 'Employment• is by 

far the most commonly used unit of Base measurement. Some 

(31) 
of the main advantages that this unit possesses are -

1. The employment or the job unit is a universally 

experienced thing. 

2. Employment in a general sense is one of the major 

concerns of any economic systemr and, 

3. Information regarding this unit is generally easily 

available at the regional level. ' 

Among the three factors listed above, the last, i.e. rela­

tively easy ~vailability' of data, is the most important 

factor.for its choice as a unit of Base measurement ·in 

several studies. 

The availability of data, at the sub-national/regional level 

is the major constraint encountered by the planners conduc­

ting the Economic Base study. Even if units like Income 

a~d Value added are conceptually most appropriate and accu­

rate as far as the central idea of the Economic Base is 

concerned~the relevant data regarding these aspects is not 

always easily available. While commenting on the suitability 

of employment as the unit of Base measurement vis-a-vis Income 

and Value added Prof. Mattila and Prof.Thompson observe, 

" However, in passing, it might be mentioned that the best 

theo+etical alternatives to employment as indices of econo­

mic activity are empirically impracticable. Data on income 

generated, classified by industrial origin, is unattainable 
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at less than the State level of areal subdivision. Firm 

value added data is available on a local basis but it gene­

rally' measures the·productive contribution of local labour 

and 'foreign' capital, whereas, what is needed is a measure 

of Local value added, i.e., the productive contribution of 

local labour and local capital, if any ••• However, the 

use of employment data does not pose as serious a problem 

in the study of the large metropolitan area, where more 

refined techniques add so little to accuracy that the addi­

tional cost in time and money is usually unjustified11
(
32). 

Even though employment is the most commonly qsed unit of 
~ 

measurement, in the Base studies, as PIOf. Andrews puts it, 

it is, 'not a device of perfection' (33 ). Some of thP- main 

shortcomings of this measure are 

1. This unit of measure does not reflect productivity (espe­

cially labour productivity) and wage differentials among 

different Base activities. These factors assume a lot 

of significance as far as the local impact of the changes 

in the Base activities are concerned. Technoiogical progre­

ss may enhance the labour productivity over a period of 

time. Then as pointed out by Prof. Andrews 11 A rise in pro-

ductivity may, moreover, be associated with an incre~se 

in the rate and total wage assigned to the individual job~~ 4 ) 
Higher exports, higher net earnings from the rest of the 

world, and then higher wages exert a multiple impact on 

the local economy's income and employment. Prof. Andrews 

observes succintly, "Specifically, higher wage rates, over 

time work, greater productivity, and heavier profits in 

the base would lead to heavier spending for service acti-
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-vities and the necessity for expansion of service acti-

vities simply to handle the increased physical produ:tion 

moving out of the communi~y"( 3 S). Prof. Isard decribes 

the similar phenomena as an 'income induced' Local Employ­

~ Generation; (Isard: 1960) (36 ). Employment as a 
~ 

unit of measure fails to reflect th~se crucial factors. 

2. Another difficulty is encountered while taking adue cog­

nizance of either part-time employment and/or seasonal 

employment.· In recent yearf?, this factor assume..ra lot 

of significance when a.general tendency is observed o~ 

the part of the large enterprises to hire-in the services 

of 'Contract labour• as and when need arises. Enterprises 

resort to this option basically on two accounts - (i) 

rising labour, costs in the orgafllised labour market; 

.and, (ii) ••• increasing strengths of Trade Unions. 

In this case one has to adopt measures like taking into 

account the "Average'1 employment of the Base enterprises 

and so on. In the case of a part-time' job· or over-time 

as Prof. Tiebout suggests, the unit employment will then 

have to be adjusted appropriately by defining it in • 

more neutral term such as "hours worked" ( 3?) •. 
....____.,._...--..... 

3. Employment,when used as a unit of measure again fails to 

reflect the local income and employment impacts of ear­

nings of factors of production other than labour (Leven: 

1954) '
38

). 

The conceptual shortcoming of the employment unit of measure,· 

of not reflecting the inter-industry wage differentials, 

could well be taken care of if "I-ay rolls", instead of job, 

is employed as a unit of Base measurement( 39). But like 
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other units of Base, such as, Sales, Value of prodl,lction, 

Value added, this measure ·is also prone to price fluctua­

tions. Even · · •• -· this factor could well be overoome by 
. . But again, 

using an appropriate price deflator•L··· individual retail 
may not be 

price index L available' for many cities. 

3.3.4 ~-~ AS ~ ~ OF BASE: 

Total pay rolls as a ~nit of measure does reflect ~age differ­

entials among various Base activities.; But again it fails 

to reflect the local impact of other non-labour_e~s. 
------------··~ ~-

The payroll as a unit of Base measurement has, still further 

a serious shortcoming. The total payroll of a particular 

B~sic activity does not per se say anything about the_actual 

number of jo?s created by that particular enterprise. Prof. 

Andrews. succintly points out this crucial iss,ue by saying 

tha~, "For can the planner properly say that ten positio~s 

in the community each paying $ 50,000 are the economic equi­

valent of one hundred $ 5, 000 positions ?" (40). The actual 

number of jobs created, and the resulting distribution of 

income, has important planning and conceptual implications 

such as -

1. The number of job opportunities in an area is an indi-
. . 

cator of economic opportunity. Further, it is in a way 

a measure of the future population that is to be suppor­

ted. As-far as the plan9ing exercise to provide_ primary 

urban amenities for projected population is. concerned, 

employment as a unit has concrete planning relevance. 

2. The distribution of the total payroll of a Basic enter-. 

prise among its empl~yees has a close relevance to the 

demand for various types of local goods and services, 
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which in turn would shape the pattern of local invest­

ment, employment and income(4l). 

3.3.5 SIMULTANEOUS USE OF DIFFERENT UNITS OF BASE: 
-- - .::;..;..;=.:. 

The foregoing discussion reveals that there is no single 

"ideal .. unit of Base mea.&'Lrement as such, which can find a 

universal applicability regardless of location, time and 

purpose. As a solution to this problem, scholars like Prof. 

Leven and Prof. Andrews advocate a simultaneous use of more 

than one unit of measurement in studying the urban Economic 

Base. The thread of argument common to both of them is that, 

the main task of Base identification and delineation of total 

activities as 11 Basic" and 11 Non-Basic11 should be carried out 

with one single unit of measure. several other units should 

then be employed to gain a further understanding of the urban 

economy's structural relationships. Prof. Leven who advocates 

the use of value added for Base measurement opines that once 

value added is chosen as a unit of measurement, other measu-

res, such as employment and payrolls, can provide valuable 

supplementary information about the qualitative nature of 

the Base (42). 

If one adheres to the view expressed by Prof. Andrews that 

one unit should be employed for the purposes of Base identi­

fication and other units should subsequently be employed to 

understand the structure of the urban economy better, the 

task of screening becomes relatively easy. ~~en though the -
foregoing discussion has elaborately dwelled upon the virtues 

and shortcomings of several alternative units of Base, such 

as sales, income, value added, payrolls, employment and so on, 

it can be argued that the three units of measurement viz. 
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sale·s, employment and value added, even though suffer from 

technical difficulties, ~ave conceptual advantages. The 

classification of the area 1 s activities into "Base•• and 

11 Service" primarily depends upon the market orientation of 

the activities. From this point of view, ·~·Sales unit of 

the measure has an_inherent advantage of identifying ·and 

classifying a particular activity as either 'Basic' or 'Non­

Basic'. The only crucial question that remains then·to be 

answered is where to draw ~he.demarcation line regarding the 

level of sales within the ar~a and outside the area in order 

to qualify the enterprise as either ... Base" or a "Service". 

·Tpe ratio of •Export or Non-Local Sales• to 1 Local Sales'. 

would automatically assign a degree of 'Basicness' to a 

part~cular activity. 

As is generally done in actual Base studies,ratio of Non­

.local Sales to Local sales is then applied to either the 

actual value added or/and employment of the area's enterpri-

ses. This practice brings about an interesting theoretical 

issue. As far as the definition of the •aase' activities is 
i.e. 

concerned, (those activities which earn money inflow for the 

urban area/region under consideration, from rest of the world) 

.both the units, •value added• and/or iincome' are the most 
l 

appropriate units which catch and ~onvey the precise meaning 

and the central idea of the 'Base' concept. But if one looks 

at the Base studies as an analytical tool of ·planning, then 

•employment' seems to be a unit having an edge over other 

units. As stated earlier, employment is in a way an indirect 

measure of the total population that wo~ld be residing in 

that particular urban area. The city and town planners 
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are primarily int~rested in estim~ting the future prqjec­

ted.population as they have to make the requisite provi­

sions for housing, drinking water, drainage, sanitation 

and other such-facilities. 

so, the measure~ like value added and/or income contain in 

them the central the.oretical idea of the • Base 1 · conc~pt. 

While, as far as Base studies are looked at as a tool of 

planning, the employment,unit of measure has an inherent 

and distinct advantage over other units of measurement. 

Hence, the employment l,lllit of Base measureme.nt is. consi­

dered to be most'suitable for conducting the actua~ Base 

studies. 

After reviewing the merits and demerits of· some of the 

main units of Base measurement, now we proceed to the 

other important aspect.of Base estimation procedure i.e. 

the methods of Base estimation. The following .section is 

devoted to the discussion and review of main techniques 

of Base measurement. 

METHODS Q! ~ MEASUREMENT: 

The selection of the measurement technique and the pre• 

cision of the Base estimation exercise have significant 

bearing on Planning implications. The emergence and 

growth of the Non-Basic activities and their employment 

are functionally related to the development of the Base. 

As the actual size and growth of the Non-Basic employ­

ment is closely related to the employment in the Base, 

accuracy in the estimation of Basic employment presumes 
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a lot of significance. Because1 it is ultimately the 

Base,which determines .the future population of the 

region. 

The methods of Base measurement are broadly classified 

into two categories~viz. (i) Direct Techniques of Base 

Measurement; and (ii) Indirect Techniques of Base Measu­

rement. The direct technique of Measurement, as the name 

suggests, .involves the. direct measurement of the commo­

dity and money flows in the urban area and the surveys 

of the consumers and firms of the region. As the direct 

techniquesof estimation are costly and time consuming, 
,. I . 

generally planners arrl resear.chers tak.e recourse to rela­

tively quick, easy and inexpensive indirect techniques 

of the Ba.se measurement. 

3 .4.1 INDIRECT TECHNIQUES Q! ~ MEASUREMENT: 

There are ·in all three main indirect techniques of ·Bas~ 

measurement. Thes~ are as follows 

i) ·The Assumption Approach, 

ii) The Location Quotient Approach, and 

iii) The Minimum Requirement Approac~. 

As Prof. Tiebout .puts it, 11Most ind:j.rect measures use. 

employment as a unit. n (Tiebouta 19o2) (43 ). We will 

briefly study these three' techniques one by one. 

3.4.1.1. ~Assumption Approach: 

Among all the.indirect techniques of measurement, the 

most crudest and the simplest is the 'Assumption App~ 

roach'. This approach involves an arbitrary classi-

fication of area's acti vi.ties into Base & Service 

components •••• 
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. 
which. is based on certain assumptions' which are usually 

intuitional. As Prof. T~ebout observes, · 11 An arbitrary 

assumption is made as to what ls export and what .is local 

em~loyment. Tne usual assumption is that all manufactu­

ring and agriculture is export and the rest is local. 

~This has been done, and it is attractive because of its 

simp~icity 11 (Tiebout: Dec.1962) (44 ). But this intuitional 

technique of bifurcation suffers from several serious 

shortcomings. Several manufacturing units of the area 

such as Bakeries, Printing, Brick manu~acturing are 

primarily 'Local' in character. Under such a generali-

sed classific-ation, such manufac·turing units would erro­

nously be classified as 'Basic'. Same is the case with 

certain.services. · service units such as branch offices 

of National Insurance Companies, Banks, State Government 

Offices, Universities, Big Hospitals, which have a large 

'Export or Base' component in them, would be classified 

as 'Local' sector urlits. In the initial years of the 

development of the Base ·concept, this approach was used. 

But with the development of more refined techniques, it 

was··not much used in empirical studies in the subsequent 

years• 

3.4.1.2. The Location Quotient Approach: 

One of the most widely used indirect techniques in empi­

rical Base studies is the 'Location Quotien~• (LQ) tech­

nique of·Base measurement. As Prof. Mattila and Thompson 

put it 'this 11 aggregative - comparative - inferential 11 

macr()-cosmic method, 11 essentially rely on inferences 

drawn from a comparison of national and local patterns 
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of economic activity" (Mattila and Thompson: Aug.1955) (4S) ~ 
A thorough & ~xhaustive analytical presentation of the 

basic concept of ·the I.Pcation Qllotient i,s provided by 

Prof. J.M.Mattila and w.R.Thompson. It seems that the 

concept of LOCation ouotient as an • Index of Local Specia­

lisation~• was first devised by Prof. P.Sargent Florence 

in 1939. The index which is most co~only used to iden­

tify the Base component of an urban area is a simple 

ratio of an industry's sha~e of local employment relative 

to the industry's share of the national employment, or 

alternatively, a locality's share of industry employment 
~ 

relative to the 1 ocality•s share of national employment. 

The concept presented in the form of a mathematica~ for-

mulation is.as follows-

e(i)(e(t) 

E(i)/E(t) 

e(i)~E(i} 
e(t) E(t) 

where e{i) 

Industry 1 s share of local employment,. 

relative ~o the industry's share of 

national employment. 

OR 

Locality's share of·industry employment 

relative to the locality's share of 

national employment 

= Local (i.e. the "s\,\bject" economy's) 

employment in industry (i) • 

E (i} = Total national (i.e. the "Benchmark'' 

economy) employment industry (i) 

e (t) = Total employment of the local region. 

E(t) = Total national employment. 

The classification of the regional activities is based on 

values of these quotients. If the value of the index is 
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equal to one then that particularurban area employs 

eqUal- proportion of ~s total work-force in a particu-

lar activity as that of the nation; and therefore, the 

area neither exports nor imports that particular commo-

dity. In other words, ·when the value of the index is 

equal to unity, the area is self-sufficient as far as 

the production of that particular commodity is concerned. 

The index' value above unity(which indicates a locality's 

labour force specialisation in that. particular economic 

activity), implies that the region is producing_ that 

particular commodity/service in excess of its own internal 

need; ,and therefore exports ~e "surplus" production to 

other regions. On the other. hand_, the. value of the index 

below un1ty indicates that the region under conside~ation 

even fails to meet its own internal demand with internal 

production. Therefore, the region has to 'import' th.at 

·particular commodity from the other regions. Here in the 

entire analysis under!'ies the assumption of equal labour 

Productivities in the two economies; viz. Subject and 

Benchmark. 

So the numerical size of the quotient/index, in_ the 

first instance, is an indication of the industry specia-

lisation of the region • s labour force. Even if we assume 

average or more productivity per worker for the region 

under consideration i.e. the 'subject• economy it implies 
> 

that, the production.of that locality is -more speciali-

-sed in that particular good or service. But how'would 

then one has to reach a conclusion that the extra or 

the surplus production, .over arrl above. the local needs 
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is necessarily exported out of the region ? . The logical 

transition from the locality's production specialiE;ation 

to the exportation of this 'surplus• production requires 

that the above as~umption be supplemented by the further 

assumption that the per·capita consumption of locality 

is equal to that of the nation on the' average. Ail illu­

minating elaboration of 1;-he various assfumptions _associa­

ted with Location Quotien~s (LQ) and their implications 

are .discussed by David Greytak (Greytak: 1969} (46 ) (*). 

so, ultimately, the Location Quotient or the Index of 

Local' Specialisation is an indicative measure of the 

locali,ty' s labour forse specialisation. 
.... 

With the assump-

• tion of equality. of per capita consumption in the 'subject 
, ' - . , . . 

economy and the benchmark economy i.e-. the nation, the 

index coul'ci be used to infer about .the market orienta­

tion of the' region's' product. While pointing out this• 
· · . state 

Prof. Mattila and Thomps'onLsuccintly "Strictly inter-, . 

preted, the index of Local Specialisation is really a 

measure of labour force specialisa-cion per se, and only 

by successively more tenuous inferences may it be exten­

ded to the role of an index of product specialisation 

and, ultimately, product-market orientation of local . . 
. ' ( ·. (48} 

industry" Mattila & Thompson, 19~5) • 

A. AssumEtions underlying the construction of Location 

Quotient. 

In the derivation of the Index.of Local specialisation 

(*) Prof •. Mattila and Thompson recognise the observable 
possibility of the region's per capita consumption 
deviating from the national average on ac;:count of 
the factors such as differences in the income levels 
and its distribution, the taste patterns and the re­
lative price structure (47). 
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and the Index of surplus workers, Prof. Mattila and 

Prof. Thompson have made a reference to·the two under­

lying assumptions viz. (1) the productivi.ty of workers. 

·in the region being studied is equal to the productivity. 

of worke~s in the'benchmark economy i.e. the nation; and 

(2) the per capita consumption of the commodities is 

same in the two regional economies,being compared 
(49) 

• 

While elaborating on tha assumption of identical pattern 

of consumption, Prof. Leven observes, 11Moreover, simi-

larity of consumption is assumed not only for consumer 

goods, but also for capital goods and even for interme-

diate raw materials •. In treating all areas as having 

the same consumption of raw material. consumption it 

goes a rong way toward assuming away the other half of 

the problem by implyin'g equivalent. produ.ction functions 

everywhere 11 (Leven: 1956) {50 >. 
. 

While commenting on the assumption that the .Proportion 

.of local activity for local use is equa~ to that of the 
' , . 
benchmark economy, Prof .Greytak remarks, 11 'l'he implica-

tion of this asswnption is that. the propensity to con-

sume and the av,:r;1ge income (or some combination of 

the two) are.equal in the.two economies. In addition, 

community preference patterns for individual consumer 

conmodities must be the same in the two areas 11 
-

(Greytak: 1969) ( 5 l) o 

One of the assumptions implicit in the qonstruction of 
' ( , 

Location quotients is that, the.benchmark economy, which 

is in general· the nation, is closed economy. The word 
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11 closed 11 in this context means no gross exports or imports 

of any kind.While pointing out the widely.prevailent 

incorrect interpretation of the term 11 closed economy 11 

Prof. Isserman Writes, 11 
•••• implicit in this approach 

is the assumption that there are not net exports (i.e. 

exports minus. imports), either positive or negative, by 

any industry in the nation. Since a region with, for · 

example, 10 percent of the nation's total employment is 

assumed to consume 10 percent of the nation's production 

of each industry, the entire nation must be ass\uned to 

consume an amount exactly equal to ·the nation 1 s entire 

production. (Thi·s assumption is often stated incorrectly 

.as the nation's economy must be closed, which implies no 
·'· 

gross experts or imports of any commodity 11 (Isserman: 

1977) (S 2). 

B-.. Index 2£ Surplus workers: 

.The value of more than unity of the index, notionally 

implies that the region's labour force is specialised· in the 

production of that particuiar good or ~ervice, and tha~ 

with the assumption of average or more· labour productivity 

and equal per capita con.sumption (as that of the pe~ch 

mark economy), we infer that the •surplus• production is 

exported to the outside territories. Since by our defi-

nition, that part. of the labour force engaged in catering 

to the outside world, forms the part of the Economic Base 

of the region, the •surplus workers' i.e •. those. associated 

' ~ 
with the production of 'surplus' which is sold outside the 

region, are the 'Export• or 'Basic' workers. Prof. Mattila 

and Thompson further provide a device to estimate directly 
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the 'surplus• workers in each of tre region's activities. 

This particular index is )ermed as the 'Index of Surplus 

workers'. 

The index of • surplus • workers which directly measures 

the absolute number of • surplus workers • is the ·"differ­

ence between actual local industry employment and the 

locality's prorata share of·national industry employment" 

(Mattila & Thompson: 1955) (S3). Using the mathematical 

notation used earlier, the Index of Surplu~ workers could 

be given as& 

5 = e(i) e(t) x E(i) 
. Em" 

i.e. actual employment in industry (i) in the "Subject 
• 

eeonomy~ minus its prorata employment. 

Where 

S =The absolute number of 'surplus• workers -in 

industry (i). 

e(i) = Number of workers employed in the industry (i) 

. h ' j ' 1n t e sub ect economy. 

E(i) = NuffiQer of workers employed in the industry (i) 
~ , -, 

in the benchmark economy i.e. the nation. 
' , E(t) = Total employment in the benchmark economy •. 

e (t) ' , = Total ~ployment in the subject economy. 

As, the authors argue, theoretically the value of •s• 

would lie betwee,n the two .limits of& 

(-) e (t) 
E (t) 

i.e. at one extreme the locality's employment in industry 

(i) is zero, while at the other extreme, the entire employ-

ment of the region in industry (i) is •• Export Employment". 
,....-------- ---
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c. ~ concepts 2£ Basicness: 

Prof. Mattila and Thompson have at this juncture, intro-

duced an interesting as well as important distinction 

in the concept of basicness. These dual -concepts of 

basicness are named as (i) The. degree. of industry 

basicness: and (ii) the degree of Local basicness. The 

former concept exhibits the extent to which the industry 

itself is "Basic'' or "~xport" industry by nature; • while 

the latter denotes· the extent to which the industry is 

"Basic" or vi tal to. its locality. In order to get a 

better idea of thPs~ clo~ely related concepts, let us 

· • take an hypothetical example. 

City ·':A' (i.e. the 

. !Subject' economy) 

Nation (i.e. the 

'benchmark economy) • 

Where: 

e (i) 

e (j) 

e (t) 

e (i) 

e (j) 

E(i) • E(j) 

e (t) 

E (t) 

= 20 

= 40 

= 100 

= employment 

= employment 

·= employment 

in 

in 

in 

E(i) = 50 

E(j) = 200 

E(t) 1000 

industry IiI in City 

Industry I j I in City 

industries 'i' & I j I 

A 

A 

respectively in the 'benchmark 'economy. 

= Total employment of the City A 

= Total employment of the 'benchmark' 
~ 

economy. 

Now, let us calculate both, th.e Index of Local specia-

lis.ation, and, the Index of Surplus workers for the 

two industries 'i' and 'j' of the region A. 
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Location Quotient (LQ). 

for industry 'i' = LQ. 
.l. 

Location Qu~tient · (LQ) 

for industry 'j': LQj 

LQ(i) ( ) e(j)7e(t) 
LQ j ·= E(j) E(t) 

- 20 100 40/100 
50 1000 - 200/'1000 

= 4 = 2 
i.e. LQ(i)?LQ(j) 

So, the city A appears to be more·specialised in the 

production of commodity'i'than'j! Now,.let us look at 

the •s•values i.e. the.size of the absolute number· of. 

surp}us workers in the two industries. 

Si = Surplus workers in Sj = Surplus workers 

· industry ·1 i • industry • j 1
• 

,. ~ (i) sj ffit Si = e (i) - ETfr. (x) e (t) = e (j) - (x) 

Si = 20 - (50 I 1000)x 100 Sj Jill 40 (200 ·I 10oo> 

Si = 20 (5) Sj = 40 - 20 

Si = ],5 Sj = 20 

i.e. Si L.. Sj 

II 
Therefore, it appears that, even though the City A 

in 

e (t) 

X 100 

appears to be more specialised in the production of 

industry 1 i •, the industry 1 j' has a larger absolute. 

size of surplus worke.ts. This means that, . the industry 

1 j 1 numerically contributes~ to the city's Economic 

~' which is measured in terms of the.number of Export 

workers. 

Now, let us look at the proportion of surplus workers 

.to total workers in the respective industries of the City. 

. s 
i.e• e (1) 

15 .. ~ = 75% & e ~j) = fg- • 50% 
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Here according to the autho~s, the industry '!' with' 

'a greater prorftion 2f 'surplus' workers "exhibits 

~-greater degree £! industry basicness 11 i.e. the 

degree to _which the industry itself is a Basic" ·or 

"Export" industry while, the industry 1 j 1 with a greater 

number£.! 'surplus• workers 11 exhibits ~greater degree 

of local basicness", i.e .• the degree to which the 

industry is 'basic' (vital) to its locality •. (Mattila 

& Thompson:1955) ( 54 ). 

The Local sector of an urban•area expands due to the 

successive rounds of s_pendings of the employees of the 

Base sector. So, nat"~,trally, the actual absolute number . 
of surplus workers in various Base activities· of an 

.urban area assume a lot of significance. While explo­

ri.ng this issue, the authors write, "Since an absolute 

measure of the number of surplus workers automatically 

ref~ects relative industry size, the index of surplus 

workers is a better measure of the net income generating 

capacity of a local industry and, therefore, it would 
t 

seem that this index exhibits a clear advantage over 

the index of local -specialisation as a measure of the 

'basicness' of an industry to its locality. In that 

it is this latter ooncept of 'basicness • that is. usually 

at issue in the typical urban base study, investigators 

would do well to place primary reliance on the index 

of surplus workers" (Mattila & Thompson: Aug. '1955) (55). 

Even though a vital disti~tion has been introduced 

betweenbasicness according· to industry {i.e •. a larger 
I 

proportion of surplus workers to regions total industrY 

employment) and basicness according to locality (i.e. a 
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larger absolute size of the surplus workers) and it 

has been argued that,' it is the index of surplus workers 

which is more relevant in the Economic Base studies, 

one has to give a due consideration to couple of issues 

which have a close bearing on the implication of the 

index. The local impact of the 'Ba.se • in tenns of employ­

ment and income, operates through two distinct levers. 

a) The growth of a particular Base enterprise (in terms· 

of employment anqfor income) gives rise to the gene-

ration of secondary rounds of employment and income 

• • • • • • in the local economy via the process of 

• ancillarization. The development of these ancilla­

( ries, bot~ manufacturing and services, depends o~ 
~several factors such as 

i) the nature of the final product being manu-

factured by the parent Base enterprises 

ii) the type of 
J 

technology of production of the 

parent Base unit. 

iii) the policy of the government and the 1 abour 

laws. 

iv) the nature of the labour ma.rket i.e. the 

relative shares of organised and unorganised 

labou~ markets'in the locality • . 
v) Overall industrial and commercial infrastruc-

ture existing at that location at that point 

of time. 

In such.case then, the absolute number of surplus wor­

kers of a locality • s enterprise/s is not that vital a 

issuet but the secondary empl9yment and income _generation 
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impacts would depend upon the local manufacturing and 

service linkages of the Base enterprises. 

b) The second channel of local employment and income 

generation is via KBynesian income multiplier 
\ 

effect i.e. through the spendings of the employees 

of the Base enterprises. In such a case, the fac­

tors like average income level, the income elasti-

cities of demand and the tastes of employees, become 

relevant factors in the determination of total income 

level generated in the locality. This fact could 

be explained with the help of simple arithmatic. 
~ 

Consider an hypothetical region A. There are two 

enterp~~ses 'i' and 1 j 1
: Now let us visualise two 

sceneriOs. 
~ 

Industry 'i' 

Number of surplus 
workers 

Industry 'j 1 

SLi· = 200 SLj = 200 

The average income. 
of these surplus 
worker~. Ayi =~1000 Ayj = ~ 500/-

Total income gene_ 
rated & available 
for local spending 

Tyi = Rs. 1000 X 200 = ~ 2,00,000 Tyj = 200x500=10000( 

Industry 1 i 1 

Number of surplus 
workers 

Case: B : 

SLi = 200 

Industry 1 j' 

SLj = 500 

The average income 
of these surplus 
workers. Ayi =~ 4,000 Ayj = ~ 1,200/-

Total income gene- Tyi =~8,00,000 Tyj = ~ 6,00,000. 
rated & available 
for local spending. 
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In the above examples, in the former case (Case:A) even 

though the absolute num~r of surplus workers in the two 

industries of the region is same, the level of average 

income in two industries is different. Natural~~ the ----- -
tastes patterns and the propensities to consume of the 

two groups of surplus workers would be different. Their 

different elasticities of demand, tastes would give rise 

to a different pattern of investment and production in 

the local sector. Obviously. the employment generation 

potential and pattern would be different. (i.e. employ-

ment associated with the new investment which would be 

fostered by the new demand created by the su~lus emplo: 
• 

yees of Base enterprises). In the second Case, (case:B), 

even though the industry'j'has a larger absolute number 

of surplus workers, the total income available for local 

spending is more in the case of industry 'i', as the 

average income of employees of industry 'i 1 is signifi­

cantly higher than that of 1 j'. These differences in 

the absolute number of surplus workers and their average 

incomes in the two industries would have differential 

impacts on the local sector. so, it turns out that the 

mere absolute size of the surplus workers is not the 

only determining factor. 

The generation of local income and the broadening of 

the local activity canvas would further depend upon 

whether the Base employees spend their income on locally 

manufactured goods or im~orted commodities. In the early 

stage of the region's development, when the local activity 

sector is in 1 ts infancy, ttae residents 9f the area 

would rely to a greater extent upon i~yortation of goods 
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and services from other areas. But as the local acti-

vities start growing with the expansion of the Base 

enterprises, the'proportion of income spent on local 

purchases, ·would rise, which, in turn foster further 

investment in the local activity sector. So, this 

tendency in itself would depend upon the overall level 

of economic development of the area. 

D. Relaxation of ~.assumption £! Equal Average Income: 

In 1975, Prof. Wolfgang Mayer and Prpf. Saul Pleeter, 

constructed a. two region and three commodity general 

equilibrium trade model to demonstrate that "the conunon 

assumption that average income of each region must be 

the same is inconsistent". While describing such a 

\ 

stringent. as;umption-:· nunnecess~11 the au :thors fur­

ther argue that even allowing for differences in average 

income the Location Ouotient is still a correct ind,ica- . 

tion of an industry's trade orientation as long as there 

are no differences in tastes and in production techni-

ques". (Mayer and Pleeter: 1975) (SG). · The basic premise 

of the argument is
1
in a nutshellJas·follows: 

If the resource endowments or the endowment ratio of 

a particular region is different than the whole economy, 

'(or the 'benchmark' economy) there will be differences 

in the fraction of the labour employed in the given. 

industry as well as in per worker earnings. This, then 

implies that whenever the value·of the Location CUotient 

is other than unity, the average income of the people 
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living in these regions must be different from that 

.of the national average. ·In this situation, the assump- 4 

tion of equal av·erage. incomes among regions and between 

a particular region i.e. the 'subject economy' and the· 
I I 

benchmark economy is irrelevent. The authors argue 

that, "Whenever the locatio~ quotient of a given industry 

is not equal to one ,average income. of the }?eople living 

in this region must be different from that of the natio­

nal average.· Therefore, it is not possible to work with 

location quotients and at the same time assume that 

average income differences between· reg~ons are zero • 

. This assumption is inconsistent ". (Mayer & Pleeter& 
• 
1975) (S?~ . 

. While maintaining the a~sumption of similar taste pa­

tterns in the'subject'economy and the nation (i.e. the 

'benchmark' economy) , the authors drive attention 'to 
f 

a.very important factor which was missing in the litera­

ture developed. earlier. The differences in ta.stes for 

the gLven commodity will-no .doubt affect its·exports, 

but, the authors proclaim, that even, "differences in 

tastes for local, non-traded, commodities affect the 
. . . . 

trade orientation of traded, goods as_ well. A· change 

in demand for a non-traded good can pe satis'fied only. 

through a corresponding adjustment in local production 

of this commodity, since exports or imports are oy · . . . ' . 

definition excluded. But with a given sto'ck of factor 

resources the production adjustment of one industry will 

also affect production of all other industries. Hence, 

difference in tastes for non-traded ·commodities have an 

impact on exports of a traded good through the supply 
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side". (Mayer & Pleeter: 1975} (SB). 

E •. Location Quotients !2£ Tertiary Activities. 

We have seen that the Economic Base of an ·urban area 

consists of enterprises which· prima~ily cater to the 

'external' demand~ The enterprises are' of both the 

types viz. manufacturing and services. As seen so far. 

the literature on.estimation of Location Quotients for 

the manufacturing industries is ·quite rich and diversi­

fied. But relatively little seems to have·been done 

about the Localisation Coefficient for service enter­

prises.(*). Prof. s.R.Keil and Prof. R.S.Mack made an 

attempt to devise a tool which "identifies those service 

sector industries that are actual or potent.ial exporte.rs". 

(Keil & Mack.: 1986) (Sg) ·• According to these scholars. 

...... it is the variance in location quotients across II 

regions that gives rise to the possibility of using 

.this methodology to identify exports. and imports for a 

particular region" (Keil & Mack: 1986) (GO) • But as per 

the observations of both the authors, .the. variance in· 

the Location Quotients for service industries across 

regions is not high enough to warrant any inference 

about.exports or impo~s of that service from that par-

ticular region. This has led to, as they state, "The 

general designation of service industries a~ non-basic 

(*) Here the te'rm • service enterprises • implies all those 
economic activities which are classified as ••Tertiary" 
sector activities, in the conventional economic analy-· 
sis. This should not be confused with the 'service' 
activities of the Economic Base theory,which repre­
sent the counterpart of the Base concept. 
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is partly explained by the fact that the service sector 

location· quotients vary substantially less than manufac­

turing quotients" (Keil ·and Mack: 1986)
1 

(
61 ) •· So, while 

explaining the difficulty in using this technique. for the_ 

identification of export ente.rprises in the service sec-

. tor, the authors state, "The pri~ary problem in. identi­

fying exportable services is finding those service indus­

tries that have a high variance.in location quoti~nts when/ 

this variance is measured across an appropriate set of 

regions" (Ke'ii & Mack: 1986) (62 ) ~ 

In order to develop a methodology to identify export ser­
J 

vices, the authors hypothesize a situation in which a 

large economy consists of sereval regions having varying 

degrees of··u:cbanized sub:-regions or areas. There would, 

definitely be some services which are purely of residen­

tiary or local nature and are consumed locally. The 

~ocation Quotient for such industries would be exact or 

near unity, regardless of the region selected •. Now, the 
I 

authors propos.e that even if the· rural areas. are Sliced-

Off the estimated Location· Quotients for such services 

in the ur.ban sub-regions would not be 'aff'ected. There 

are certain agglomerat'ive services which agglomerate .in· 

urban areas, but, serve both the regions i.e. the su·rroun-.. 
diD;1 rural hinterland and other urban centers. At this 

juncture, the authors argue, the inciusion or exclusion 

of these hinterlands in the Base analysis would ultimately 

decide the nature of the service as whether Local or 

Export, .which will be reflected in the value of the Loca-

tion Quotient. They observe, 11 1£ these 'hinterlands are 

included in the base, agglomerative services will have 
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elevate~ location quotients that are not necessarily 

indicative of exports. Service sector industries that 

are potential free-standing exporters can be identified 

at low cost by examining what happens to both location 

quotients and their variances across urban areas when 

the rural .hinterlands are dropped from the base. .I f. a 

particular urban area's location quotient from the ith 

service industry remains above one after dropping the 

' 
rural areas from the base, then that urban area is likely 

to be ·exporting that service to· other urban. areas" (Keil 

and Mack, 1986) (63 ). 

In order to prove this point, .a new version of Location 

Quotient has been devised which does not include the rural 

area of the Base region. The new location Quotient, then 

looks like somewhat as given below: 

= 
e(i)u/e(o)u 
(E{l)o- e(i)r/E(o)o e(o)r . 

where: 

LCiu = Location Q.lotient of the i th industry 

for the: u th urban area (included in the 

Base) net of ttie rural hinterland/region. 

eiu = Employment in the ith industry in the uth 

eou 

Eio 

urban area of the Base. 

= Total employment of the uth urban region, 

th = Total employment of the i industry in 

the Base region. 

eir = Employment' in the i th industry in the rth 

rural area which has been omitted from the 

Base.· 

Eoo = Total employment of the Base region. 
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e(o)r = Total employment of rthrural area bei~g 

omitted from the Base. 

The tocation Quot~ent for the ithindustry in a purely 

urbanised region (LQiu) would be slightly different 

from the one whose Base region consists.of some rural 

areas. The difference would )::>e A LQiu. This is 

represented as: 

LlLQiu = LQiu - Ldiu. 

.A LQiu = (-) e(i)u/e(o)u · . · 
• (E(i)o- e(i)r)/(E(o)o-e(o)r) 

when A LQiu 
e (i)u/e (o) u • 
(E (i) o- e (i) r)/(E (o) o -e (o) r) 

i.e., the ~uthors proclaim "Shedding the rural areas 

from the base leaves a base that is essentially urban.; 

Therefore, the separate urban entities are now being 

compared against a base which is more homogenous 11 

CKeil & Mack: 1986) <64 ). 

The methodology devisedto identify the export potential 

of service enterprises by Prof.Keil and Mack is a dis­

tinct improvement in the methodology.of the construction 

of ~.ocation 0 :u.otient. -tlut the exercise as a whole appears 

to be adopting a particular definition or criterian for 

·identification of "Exports". According to the conven:tio 

-llal framework· of the Ec9nomic B~se theory, any sales 

beyond the geographical boundaries of a given region 

or an urban area are considered as "Exports••. If, the· 

geographical unit of the urban area that is being stu-

died is a "City", any sales outside the boundar,ies of_ 

the city are export sales. This may include the imme-
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-diate rural hinterland, the other comparable city 

and/or the entire outside area. But, on the other 

hand, if the geographical unit of the urban area which 

is being chosen for study is a "Metropolitan" area 

which is composed of one or more central cities, other 

urban centrE;!s and several semi-urban and rural areas, 

then according to the authors, the service enterprises 

which agglomerate in urban areas and serve the surroun-

ding hinterland and other urban areas will have an 

elevated Location Quotient. They further argue, th<rt, 

these elevated quotients "are· not necessarily indica-

• tive of exports" (6S). While defining .the objective of 

the article, the authors proclaim that the methodology 

devised by_thern is useful for" •••• identifying those 

service industries that export beyond the corresponding 

rural hinterland of the ~rban place in which they are 

located to cities of similar sizes" (66 ) •. The classi-

fication of activi~ies as either 11 export'1 or "local" 

always has a specific reference to the geographical 

area chosen for the Economic Base study. As we chang.e 

the unit of the area from city to a metropoly, several. 

activities clas~ii;ied earlier as •exports• now become 

"residentiary". But this phenomen~n is inherent in 

the Economic Base studies. In the present article 

''export Sales" are defined to be sales from a urban 

area or a city, strictly to other urban areas or cities, 

of similar sizes. This is a further specification that 

~s been introduced to the term "export" as has been 

used conventionally in the Base Studies. 
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F. Limitations £! ~ Location Quotient Technique. 

The foregoing discussion so far, was devoted to th~ 

understanding of the theoretical contents of the tech­

nique. Here it is intended to look at the performance 

of the technique, when applied in actual empirical Base 

studies. 

As the construction of the Location Quotients requires 

little data, which is mostly available and could easily 

be compiled from the secondary sources quickly and in­

expensively, it is the most widely used indirect measure 

of export employment in actual Base studieso Even though 

it is the most popular and commonly used technique, it 

does have some serious shortcomings, both technical and 

conceptual. 

The major limitations of the technique, are the strin­

gent assumptions made regarding the structural parame-

ters like consumption, production patterns, the pattern 

of tastes, the levels and distribution of the income in 

the two economies, i.e. the urban region under study and 

the 'benchmark' economy and the assumption of complete 

product homogeneity · within each industry in two areas. 

The conceptual shortcomings associated with these res­

trictive assumptions in the~selves, make the empirical 

applicability of this technique difficult. Prof. C.L. 

Leven, makes a succint but a blunt remark in this context, 

saying that, "In my opinion the shortcomings of this 

technique render it useless as a quantitative measure of 

basic activity in an area 11 (Leven: 1956) (6?). 
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We will consider some of the main shortcomings of this 

particular technique one by one. 

i) Differences in the structural Parameters of the --- ---
~areas: 

Prof. J.M.Mattila and w.p.Thompson (1955), who pro-

vided an exhaustive theoretical account of the tech-

nique and suggested the conceptual bifurcation between 

the Index of Local Labour Force specialisation and 

the Index of Surplus workers, had recognised the 
... 

fallacy of the inference drawn about the exportation 

and importation of a commodity by looking at the 

values of the Location Quotients, without having a 

recourse to the underlying structural variations in 

the two regional economies. They were aware that, 

the value of coefficient greater than one for any 

commodity need not necessarily imply exportation of 

that commodity from that particular region and vice­

versa. If the consumption pattern is more favourably 

tilted in the consumption of a particular commodity 
t 

than the average per capita consumption in the bench-
, 

mark economy, or if the regional economy is diversi-

fied to a lesser extent and characterised with lower 

wage rates and lower labour productivity, the index 

value above unity, in such a case, may not necessa-

rily imply exportation of that industry's product 

from that region. Similarly, if the labour produc­

tivity is considerably higher than the national 

average and/or if the per capita consumption of that 

particular good is much lower than the national ave­

rage, it is possible, that even though the numerical 
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value of the quotient is less than unity, the region 

may be an exporter of that particular commodity. 

(Mattila & Thompson: 1955) (6S). 

ii) Downward ~ £! ~ Technique. 

The technique suffers· from ano~her shortcoming which 

is of a technical nature. The basic assumption of 

the approach is that, the proportion of local acti­

vity for local use is equal to that of thecbenchmark 

economy! which is generally the nation at large. Here, 

the regional ratios are compared with that of the 

national average ratio. The use of an average ratio 

in themselves intnoduce a downward bias in the esti-

mation of·thea,asic or Export activity of the region. 

Even though Prof. David Greytak, cited this as a 

serious shortcoming in application in 1969 (Greytak, 

(69) , 1
· 

D: 1969) ,~Prof.Matt1la and Thompson,. had recog-

nised it, way back, in 1955 and had provided an 

'Adjusted'form of the Index of Local. Specialisation 

to rectify, at least partially, this downward bias. 

(Mattila & Thompson: 1955) (?O). 

The adjusted form of the Index of Local specialisa-

tion is given below: 
A e(i)/e(t) 

LQi = E(i)-e(i)/E(t)-e(t) 

where, 
A 

LQI = Adjusted Location Quotient for industry 

'i'; (other notations carry similar mea­

ning as given earlier). 

The rationale for this adjustment, as provided by 

the authors is, "The national ("benchmark") quanti~ 
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ties are adjusted by subtracting the local economy 

from the national economy to eliminate the "Overlap", 

{Mattila & ~~mpson: 1955) (7 l). The su~traction is 

' necessary to prevent the downward bias in the case 

of specialised industries. While explaining the im­

pact of this adjustment on the value of the Location 

Quotients, the authors write, "When the unadjusted 

index is equal to one, the adjusted index will also 

.equal one because the numerator and the denominator 

of the denominator of the index are each proportio­

nately reduced. If the unadjusted index is greater 

than one, the adjusteq index will be the larger be­

cause the"numerator of the denominator will be redu-

\

ced more (proportionately) than the denominator of 

_ the denominator of the index. Similarly, if ~ un- · 

adjusted index is less than one, the adjusted index 

will be the smaller" (Mattila & Thompson: 1955) <72>. 
Prof. David Qreytak (1969) further argues that, 

the correction introduced by Mattila and Thompson, 

of eliminating the 'subject.' economy from the 'Bench­

mark' economy to avoid the overlap, only 'partially' 

corrects the downward bias<73 ). The downward bias 

in the estimate gets corrected only in those cases 

' ' • t in which the local rat~o is .greater than.the bench-

mark'ratio. Prof. Greytak further proclaims that, 

this downward bias and even the adjusted form of the 

quotient have repercussions on the 'export estimates' 

(74) 
of the region • 

The correction introduced by Mattila and Thompson, 
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does alter the values of the quotients,but unlike 

Prof. Greytak'scriticism, it does not alter the 
I . 

"export estimates". Even though the quotients 

are sensitive'to the overlap of the regions, and 

the correction to this as suggested;by Mattila and 

Thompson, at least partially rectifies the bias, 
.. 

these theoretical intricacies does not have much 

empiricai significance in the practical usage of 

the technique. This is so on account of the follow-

· ing factors: 

a) The technique of I,;.ocation Q.:uotient -consists of 

two related concepts of Index of local specia,li-

sation and the Index of surplus workers. The . 

fopmer is an index of region's labour force 

specialisation, while the latter gives an esti­

mate of_ the region's actual "Surplus. or Export" 

workers. The corrective a~justment only alters 

the numerical value of the Index of Local Spe~ 

cialisation which plays only a limited role of 

an indicator of the locality's labour· force 

specialisation, which is totally_different from 

the Index of surplus workers. so, as argued 
~ .· . . 

by Prof. Greytak, the adjustment procedure only 

alters the n umerical value of the Index of 

Local specialisa,tion ~ ~ ~ estimates of 

export employment. 

b) The downward tendency of the ratio· is not 

universal. Even after the correction technique 

is employed, in the case of only those economic 

activities which have an unadjusted quotient 
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below unity, the numerical value of the quotient 

gets reduced further. For those economic actiti­

ties which h.ave an unadjusted quotient equal to 

unity, the adjusted quotient too equals unity. 

While, in the case 9f activities having an un­

adjusted quotient above unity, the adjusted quo­

tient gets inflated further. 

c) The Index of Local specialisation is used for 

on a priori classification of locality's activi­

ties in the two sectors •. Only the activities/ 

enterprises having quotient value above unity 

are relevant and important as far,as the dicho-. 

timization exercise is concerned. The adjust-

ment procedure technique does not alter the nature 

and therefore tre classification of the activities.· 

The activiti~s which have the unadjusted quotient 

· value below one continue to be non-exporting acti­

vities. As the Location Quotient technique is 

employed to ide~tify and estimate the Base enter­

prises of the region,·what happens to the value 

of the quotient for activiti~s once classified· 

as non-exporting is of no relevance in the .actual· 

exercise. 

d) The adjustment procedure affects only the Index 

of Local specialisation·and not the Index of 

surplus workers. It is the latter which has a 

close bearing on the value of Base ratio/s. ard 

subsequently on the size of the Employment Multi­

plier (EM) so, what happens to the value of 



97 

Index of Local Specialisation, which performs 

only· a classificato~ function, doe~ not matter 

at all as far as the construction of EM and 

the projection exercise is _concerned. 

Another study by Prof. Roger Leigh, too, confirms the 

downward bias in the estimations of export employment 

by using X..ocation O·uotients, when compared with the 

estimates arr:ived at by applying the outside_ region 

sales proportions to the total employment of the 'res-
. (*) . 

pective industries'. _He used the data used by Prof~ 

P.D. McGovern in his paper, which provided a comprehen­

•sive description of the industrial economy of metropo-

litan Vancouver, British Columbia. While,he compiled 

the other part of the data from the Canadian Census of 

Industry. The data regarding Vancouver metropolitan 

arJa contained information about the market destination 

of the products of several important manufacturing indus-

tries of the Vancouver area. From this data, it was 

.possible to calculate the proportion of each industry's 

sales that were made· outside the local met~opolitan 

area. Prof. Leigh compared the Export employment esti­

mates arrived at by the application of the :axpo;rt. sales 

proportions to the respective industry's total employ­

ment and tre estimates made with the use of Location 

Quotients. The findings presented by him in a tabular 

(*) This particular technique of direct estimation 
is discussed in details in the following sub-sec­
tion, which bas been devoted to the discussion of 
the Direct technique of Base measurement. 
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form reveals that, the total EXPOrt employment estimates 

arrived at with the use of Location Quotients technique 

could. cover only 57 per cent of the Export employment 

actually estimated by applying the outside the region 

sales proportions. So, the extent of underestimation 

due to the usage of a:n indirect method was found to be 

significant (Leigh: R: 1970) (?S). 

The findings of his study show that, the Location Ouo-· 

tients always underestimated the aasic' employment as 

against the estimates based on non-local proportion of 

sales, even in individual industry groups also. Nqt 

,only that, but the relationship between the n umerical 

value of the Location Quotients and the percentage_of 

sales outside_ the Vancouver Area did not reveal ·any 

stable and consistent relat~onship and behavioural pa­

ttern as proposed by the technique. The size/or the 

n· .. umerical value of thl Location Quotient and the market 

orientation of the industry's products depicted an 

appropriate relationship with each other, as postulated 

by the technique, only~ certain"ranges Q! the values 

of~ Location Quotients •. High Location Ouotients i.e. 

above three, were found"to be associated with industries 

having 75 percent of the total sales outside the Vancou­

ver urban area. But in the case of 12 middle to low 

ranking industries, where the Location Quotients ranged 

between 0.27 to 1.68, the outside market shares varied 

between 12 to 84 percent. While in th~ case of indus­

tries with Location Quotients below unity, the outside 

market sales shares were between 35 percent and 84 percent. 

While referring to this, Prof. Leigh observes, 11 there 
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is no support here for the idea that such low location 

quot~ent industries are exclusively city serving, making 

no contribution to the urban economiC baseM (Leigh,R: 

1970) (76>. 
With such a mixed picture emerging out of the empirical 

analysis, Prof. Leigh concludes, u In short, high loca­

tion quotients seem to successfully identi~y industries 

with large proportions of sales made outside the urban 

area that undoubtedly are important .components of the 

urban economic base. But the majority of industries 

have low to medium location quotients, while their 

.out-of-town sales proportions cluster in the 30 percent 

to 60 percent range in a manner unrelated to the magni­

tude of· the location quotient, and this does not permit 

clear identification of the basic-non basic status of 

the industry from the location quotient alone. Even 

where location quotients are below unity, out-of-town 

sales proportions can be significant and industries can 

claim to be part of the urban economic base. This su-

ggests that, in the identification of urban base compo­

nents from location quotients, we should be most suspi­

cious of the apparent meaning of the lower quotientsM 

(Leigh,R:l970) (7?) ~ Ultimately, even though Prof. Leigh 

warrants that the utility of this technique must hea-

vily ~ qualified, he discards the technique by descri­

bing the estimates of the basic-n9n-basic employment 
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ratio arrived at by using.thi.s tool as "misleading"(*). 

iii) Sensitivity 2f ~ ~ t?· ~ level 2! Aggregation:.· 

We have seen so far, that the Locat~on Quotients under­

estimate the volume of Export employment when compared 

with the other direct estimates. The inhe,rent tendency 

to underestimate the volume of Export employment conti­

nues to prevail also due to, as Prof.; c.M.Tiebout des­

cribes it, the "Problem of Froduct Mix'' (Tiebout: 19~2) (?S) 

Ore of the'assumptions underlying the construction and 
' 

use of the Location Quotients, is that, the products 

manufactured in the two regional economies are completely 

homogen,ous. But in reality it rarely happens so. Even 

though, the products of a particular industry, when cla­

ssified at a broader level of aggregation~ appear to be 

•E.xport• items from a· particular region, it is very likely, 

that, in practice other brands of the same product are 

imported in the same region. Elaborating on this finer 

issue, Prof. Isserman comments that a region"may both 

export and import the same go9d because of brand' pre­

ferences. To the extent that a region imports products 

from a category which it also exports,· the location. 
' . 

quotient will under estimate exports, thereby overesti-

(*) The tendency to underestimate .the ~xport employment 
in this particular case primarily arises·due to the 
fact, that in actual and direct area studies, the 
vertical production linkages of Base enterprises can 
be traced out to a much finer level. This then makes 
the estimation of "Indirect-Export 11 employment associa­
ted with "Direct-Basic" enterprises, relatively more 
th~rou.ghand complete. With the use of Location Ouoti­
ents, this is not always possible and guaranteed. So, 
when compared1 with the direct technique of Base mea­
surement, the Location ~uotien~ tend to give a lower 

.estimate of "Export" employment, on account of the 
underestimation of "Indirect-Export" employment rrostly. 
(Total 11 Export" employment consists of both the 1 Direct' 
as well as • Indirect 1 export employment) 
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-mating the multiplier 11 (Is~erman: 1977) (79). Prof. 

(*) C.M. Tiebout, too, discusses the same point at length • 

(Tiebout: 1962) (SO)• 

This sensitivity of the Export· estimates to the level 

of disaggregation, even though/~~~) cited by Prof. C.M. 
\.:_7 

Tiebout in 1962, was pointed out by Prof. C.L.Leven, 

way back in 1956. He writes, 11Besides these conceptual 

shortcomings the use of localisation coefficients is 

particularly susceptible .to the deficiencies of the ------Standard Industrial Classification. Its method of cal-

culation inevitably assumes complete product homogeneity 

within each category~ Thus, the proportion of 11exports .. 

to "local 11 activity in any area would depend on the 

particular breakdown used to compute the coefficients•• 

(Leven: 1956) (~l) 

(*) In the case of commodities/enterprises of the 
Base region, where the problem of Product Mix 
exists, the tendency of the LQ technique to-un­
derestimate the 11 actual .. Export employment asso­
ciated with·those enterprises can.be explained 
with the help of the fundamental tenets of the 
International Trade Theory~ All the imports of 
·goods and services of the region have to be 
paid for by exporting the goods and services of 
the region. In the case of those activities, 

' . where the problem of Produc\M~x exists, the Loca-
tion. Quotient technique fails to take an account . 
of those workers who are engaged in the produc­
tion ot those goods and services, which. have to 
be exported in order to pay for the imports of 
a particular brand of the same commodity, which 
·is classified as an "Export 11 activity/commodity 
at a broader level of aggregation. The 'total' 
or 'gross • export employment of the region, . 
therefore, is then underestimated to the extent 
of those many workers, who are "Export 11 workers 
by nature. ' 
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At this juncture, then Prof. Isserman castes, what 
~ 

he describes as "considerable doubt" on the three 

empirical studies that we ·have cited and quot,ed.' so 

far as an evidence of the inaccuracy of the Location 

Quotients in the;estimation of Export employment.The~ 

are the three studies conducted by Tiebout (1962), 

Greytak · (1969) and Leigh (1970). He ,further argues 

that, had these studies used the .Standard Industrial 

Classification data at a still lower level of ~. ag~~e­

gation, .their findings would have been different. So, 

while supporting the use of Location Quotients a1;1d pro-

yiding a. rationale for its use, Prof. Isserman makes 

a pointed remark that. 11 
•••• the commonly cited "evidence" 

of the inaccuracy of the location quotient appro~ch is 

itself questionable because of the level of aggregation 

at which the •tests 11 were carried out" (Isserman:1977) ( 8 ~) 
In order to improve the accuracy of the Export-employ­

ment estimates by using the Location.Quotients approach, 

Prof. I sserman suggests two operat;i.onal, modificatio.ns. 

Those are: 

1. Disaggregatiorr of the data base; and 

2. An. a priori specification of certain sectors 

as exogenous • 

. He then argues that, both these modifications to the 

LOs improved the estimates of Export employment and· 

reflected themselves in the values of Multipliers, which 

we.re more or less c~osely comparable with the Multiplier 

estimates arrived at by using other techniques like 

Input-Output (Isserman:1977) (83). 
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Prof •. Isserman further suggests several procedural 

modifications to this technique so as to take an 

account of the underlying rigid assumptions and to 

make the Export estimates more accurate as well as at 

the same time to make the tool more realistic (Isserman: 

1977) (
84

). Obviously, the testing of these suggestions 

would call for a still more empirical data which may 

not be available or could not be generated easily and 

inexpensively all the time at all places. 

Besides these modifications, ~rof. Isserman suggests an 

important conceptual modification of selecting a "non 

arbitrary value other than one as an indication of export 

activity" (Iss~rman: 1977) (8S). In essence he is advoca-

ting a selection of, what he describes as, an "optimal" 

location 9-.totient of value less than one, to represent · 

the region's self sufficiency. He proposes that, "A com­

parison between location quotient multipliers and survey 

baseu multipliers for areas where the latter exist, or 

a comparison between location quotient estimates of 

exports and available export data could determine the 

nature and sever~ty of the bias of the location quotient 

multiplier. If the bias is consistently toward over­

estimation, as expected, it would be possible to select 

an •optimal" location quotient, less than one, represen­

ting self sufficiency. That optimal level would be se-
A 

lected to minimise estimation errors; it would be empi-

rically, rather than theoretically, defined"•••· However, . ~ 

such fine tuning of the location quotient requires 

sufficient benchmark data both to define self-suffici­

ency levels & to test their accuracy"(Issermana1977)(8~) 
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The discussion so far centered around the conceptual and 

technical shortcomings of the technique of location~otients. 

Scholars like Prof.A.M.Isserman advocate the use of this tech-. 
nique with certain modifications which, as he argues, enhances 

the accuracy of the Fxport employ~ent estimates. But Prof. C~L. 

Leven at .one place points out a fundamental methodological as 

well as an ideOlogical shortcoming of this technique, which 

even chanllenges the relevance·and'utility of such a tool in 
. . 

the regional studies. Prof. Leven asserts, ''All too frequently 

attemP,ts t9 implement these studies empirically rely on assump-

tions of the universal applicability of structural ratios. It 

.is important to keep in mind that the entire purpose of indivi­

dual area studies is to uncover regional variation. With this 

end in mind, the prac.tice of quantitatively describing the struc-· 

ture of an individual area by making use of techniques which 

assume _that. the area 1 s s-tructure is much like that of all oth'er 

areas seems· largely self-defeating ... _ ( Leven: 1956) (B?). 

iv) Advantages of ~ ~ in actual empirical ~ Studies. 

Despite several conceptual and technical !_imitations of 

the concept, the tool of Location Quotients, still conti­

nues to be. t;he most widely used _indirect measure of Base 

identification and estimation. Its main advantages are 

that;it firstly takes care of both direct and indirect 

exports and secondly,it is an inexpensive way, both time 

and moneywise, of estimating region•s exports. It is, 

therefore advisable to supplement the estimates· of ~port 

employment arrived at by using the Location Quotient tech-

nique, with the Export employment estimates carried out 

with the use of other direct and/or indirect techniques. 

Prof. Isserman, in fact, goes a step ahead in this reqard 
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and proposes that because of the tendency of this tech-

nique to underestimate, the estimates of export employ-

' ment given by the other techniques should be used.when 

they are larger than the estimates given by Location 

Quotients;(BB). 

~.4.1.3 Minimum RequirementsTechnigue 2i, ~Measurement. 

The Minimum Requirements technique is ·yet another 

important technique of Base measurement which has been 

used in empirical Base studies quite often. This par-

ticular method of Base estimation, which is a slight 

variant on the Location Quotient was applied to a 

• group of cities in the United States py Edward L.Ullman 

and Mi_chel F. Dacey (1960) (B9 ) (*) • 

This ·particular method of classifying the total employ­

ment of an urban area into the two components viz. Base 

and Service, as Prof. Ullman and Dacey describe, "yields 

a quantitative statement which closely approximates the 

minimum percentage of a -labour force required in various 

sectors of its economy to maintain the viability of an 

(*) Even though a complete ·statement of the concept and 
the results of its application to a group of Ameri­
can cities appeared in the 1960 Volume of the Papers 
and Proceedings 2f ~ Regional Science Association, 
~appears that Ullman and Dacey conceived this te­
chnique sometimes in the early 1950s. Because in the 
text of the article a reference of two studies have 
been given, which appeared in late 1 50s and had used 
the similar concepts.· One of these was by Prof. ' 
Gunnar Alexandersson,published in 1956, and the other 
was by Prof. Irving Mossissett which was published 
in 1958. (Ullman; Daceya 1960) l90). But as Ullman 
and Dacey put it, to their •sorrow• they found a men­
tion of three Dutch scholars viz. Klassen, Tarman 
and Koyck, in the article by Prof. Alexandersson, 
who had used the same technique in 1949 for the first 
time. 
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urban area" (Ullman & Dacey; 1960) (9l). This minimum 

approximates the employment needed for satisfying the 

local needs. If a~y urban area happens to employ wor­

kers in a particular activity which are in excess of 

this minimum that area is·said to be having an "excess 

employment". While establishing the correspondence of 

this method of urbari labour force classification with. 

~e dichotomy of the standard Economic a ase framework, 

the authors write, "The minimum requirement closely · 

approximates the service or internal needs of· a city, 

and the excess employment approximates the export or 
. (92) 

~asic employment". (Ullman & Dacey; 1960) . • This 

technique was then used to compute the figures of in­

ternal employment for a group of u.s.cities~ 

Ullman and.Dacey (1960) applied this particular tech-

riique to a group of American cities. There were in 

ail six size classes of the cities. The lowest size 

class contained cities having population between 2500 

to 3,000, while the biggest size class consisted of 

the cities having population above 10,00,000. Each city 

size group except the last,. (i.e. city population equal 

to or more than 10, 00, 000) contained a. sample of 38 

cities which were selected randomly. Only the biggest 

size class wa·s composed of the sample of 14 cities ha-. 
ving population equal to or above 10,00,000. For all 

these cities, the percentage of the labour force emplo­

yed in each of 14 census categories was calculated. 

In. ord.er to arrive at the Minimum Employment Requirements 

associated with population of a city for the 14 industry 
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groups, the technique of Linear Regression was employed. 

The Linear Regression equations were constructed with the 

· minimum Employment R~quirement in percentages as a Oepen­

dent vari.able; and the popu~ation of the city as an Inde­

.pendent variable• (93 ) 

These were all independent cities. The suburbs were not 

considered in the estimation as they· were having a "diff­

erent struc1lure". It was found that,· the aggregate mini-

mum employment in various sectors of the economy that 

was necessary to maintain the viability of that particu­

lar•city was closely related to the size of the city. 

While stating this, the authors write, "~erhaps the most 

interesting finding 1 therefore 1 iS the Varia ti0n in the 

minimum requirement in relation to the size of the city: 

••• This finding is consistent with theory, since the larger 

the city the larger the number of specialities that can be 

supported and the more self contained the city can·be 11 • 

(Ullman and Dacey; 1960) <94 ). 

Ullman and Dacey, further compared the estimates of Export 

and Local employment components arrived at by using the 

Minimum Requirements technigue with the Basic and Non-Basic 
J 

employment estimates arrived at by using di~ct and more 

close and intensive area accounting systems in other stu­

dies, and confirmed that a close, if not exact, correspon­

dence existed in both the estimates. Hence Ullman and 

Dacey opine that, "'l!hese few .comparisons are not conclusive. 

evidence of the correctness of the minimum requirements 
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method, because of limitation in numbe~, different methods 

of classification and/or different dat~s, .as well as po$sible 

error in the other esti~tes. Neverthe+ess they do appear 

to confirm that the. main' function measured by the minimum 

method is the local component'and its remainder, export 
~ 

activity, and that the measure is reasonably reliable". 

(Ullman & Dacey: 1960) < 95 ~ 

a) Assumptions ~ Limitations 2£ ~ Minimum Requirements 

Technigue: 

This particular technique also rests upon the same set 

of assumptions regarding the, equality of tastes, income 

levels and the distribution of income ,per capita consump_ 

tion, labou.r productivities and so on,. among different 

urban areas,_ as that in the :case of Location Quotient 

technique. Prof. Pratt (1968) ( 96 ~ argues that, as the 

same set of assumptions as that of Location Quotien~ te­

ch~ique is required in order to "produce valid. results'', 

the Location Quotient technique woul<J: identify· the Base 

aw the Service components of an urban area more correctly 

as it uses "average" proportions, rather than "minimwn" 

proportions for .the ap~ortiorunent-exercise. Prof. Pratt 

further argues that, the Minimum Requirements technique 

is even "more vulnerable to the problem of aggregation 

than is. the location quotient or indellC. of surplus wor­

k~rs" (Pratt: 1968) (97 ) • 

Besides these shortcomings, Prof. Pratt comes out with 

a more fundamental paradox inherent in the Minimum Re­

quirements technique, which is of a conceptual nature. 

According to this technique, the smallest perc~ntage of 



109 

employment in a given category of an economic activity 

is considered t6 be th~minirnum required percentage of 

employment that a city of a certain population should 

have for its self-suf.ficient and· viable existence. All 

other cities in that population size group, which have 

employment proportions in that particular category of 

economic activity, over·and above the minimum percentag~, 

are considered to be self. sufficient and exporting the 

"surplus" production.. In ,1ithis. case, Pratt. arg~es that, 

this technique .leads to a situation in which, "each city_ 

exports and none imports 11
• so ultimately Prof. Pratt 

, opines that, the device of Minirn~m Requirements is, 

•not superior• in any way to that .of the technique·of 

Location Quotient (Pratt: , 1968} < 98 ~ 

But , in an.empirical study which was undertaken by David 

Greytak (1969) to evaluate and compare the magnitude and . 

source of error associated with various indirect techni­

ques of Export employment estimation, the Minimum Requi­

rements ·technique was found to be better as against the 

Location Quotient technique. As measured by the Root 

~ean Square error, Prof. Greytak observe.d that 11 the 

.errors of e'stimation. associated with the minimum requi­

rements techniques were smaller than those of the loca­

tion qUOtient techniques 11 • (Greytak: 1969} (99 ) • 

b) Suitability£! Minimum.Reguirements Technique!£! 

Developing Countries: 

Researchers like C .L·.Moore {1975), H .Brods~y and D. Sarfaty 

(1977) too advocate the use of Minimum Requirements tech-
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nique in empirical Base.studies. Moore (1975) prefers 

·this particula~technique for the three main virtues·that 

it posses~;which a;re very important in actual.Base Stu­

dies. According to him, the Minimum Requirements· tech­

nique is (i) .Inexpensive ., (ii) quick to construct; 

and (iii) reasonably accurate (Moors 1975) < 100 ~ 

Harold Brodsky, and David Sarfaty (1977), further argue 

that as an indirect technique of Base measurement, the 

Minimum Requiremen'ts technique has "several advantages 

over the location quotient, particularly when applied in 

a developing country" •. (0rodsky and sarfaty: 1977) ( 10l). 

They have used this particular technique for· measuring 

the Economic Base of Nicaragua. Both of· them adv9cate 

the use of this technique v'is-a-vis the Location Ouotient 

technique, particularly in the case of Developing coun-

tries for the following (102) reasons. • 

i) In the case of larger countries, as that of United 

States, which arP. rnore or less self. sufficient and 

hence~as the proportion of International Trade rela­

tive to the total economy is small, the national· 

employment in any industrial category can be used as 

. an approximate measure of national cxmsumpt.ion of 

that particular industry•s products. But in the case 

of a Developing small country where the International 
;J . 

Trade is of 110vershadowing significance 11
, the. LocatioJ 

Quotient derived fro'm the. national employment, then 

. would have to be adjusted accordingly. The Minimum 

Requirements technique does not need any such spe­

cial adjustment for foreign 'trade. 
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ii) The Minimum Requirement te~hnique measures 11Gross" 

rather than "Net" Basic activity. 

iii) This particular technique uses an aggregate indus ... 

trial classification and hence the required data 

could be generated quickly, easily and inexpensively. 

3.4.1.4. Homer Hoyt ~echnique £!~Measurement. 

Another method of estimating Base indirectly was devi-· 

. sed by Prof. Hom_er Hoyt in 1960s. The basic accounting 

principal of inter-regional trade that, 11In the long run, 
. -~ 

however, the value of exports is equal to the value of 

imports or v~ce-.versa 11 is fundamental to thi$ exercise . 

}lndertaken by rrof. Hoyt. While describing. the basic 

ideology behind this method, he writes, 11 The value of 

the food and manufactured products delivered to a city 

represents the amount that must be p~id for by exports 

in one form or another. So it occured to me that it 

would be easier, in the case of many urban communities, 

to measure the wholesale'value of goods shipped from out~ 

side the urban region to its borders than to calculate 

the exact value of the p-roducts of all industries and 

services that are e~pc)rted 11 (Hoyt: 1961) (l03t 
With ·several assumptions and generalisations rrof.Hoyt 

carried out this exercise"for two metropolitan areas·-

Detroit and Washington, D.c. with the use of secondary 

data. He estimated the-Basic to Non-basic ratios in 

dollar terms, and then compared these with the Basic to 

Non-basic ratios estimated-with employment as a unit. 

Even though, both the ratios did not match exactly, they 

did n~t differ widely either. 
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The estimation of total volume of exports indirectly via 

estimating the volume of region's imports is the main 

feature of this method proposed by Prof. Hoyt.- Except 

this, the method earns sif!lilar resuits, when the estima-

tes of Basic and Non-Basic activities are done with any 

unit of measurement other than employment. Pro.·£. Hoyt 

clearly states, "The foregoing calculations do not· show 

-the nm:nber of basic workers employed in any CountY but 

the dollar volume in the ~orm of wages, rents, inte'rest 

and profits· necessary to pay for the imports". (Hoyt.H96{t04 : 

In this method Prof. Hoyt uses income as the unit of mea­

surement. We have discussed the utility of 1 employment•as 

a unit of measurement in Base studies in the earlier sec-

tion. -The l;i.mitations ·associated with • income • as a unit 

of measure are then relevant here too. Further, the me-

thod requires data regarding-retail sales by typ~ of 

stores at the city or a metropolitan area level, which 

may not be available everywhere easily. A still detailed 

critique of this method has been provided by. P r<!if. ---.;fohn 

Murdock in the 1962 Vol.· of .l&!lll Economics 1 (Murdock,J: 

1962) (10S). 

We have-discussed the main Indirect techniques of Base 

measurement so far. Now, what follows is a brief account 
·, 

of the Direct Techniques of Base estimation. 

3.4.1 Direct !echnigues of ~ Measurement: 

- Prof. C.M.Tiebout (1962) (l066l,assifies the D~rect me-thods of 

Base measurements broadly in the following two groups. 

a) Direc~ measurement 2f commodity and money flows 

i£2!!! various sources £! data: 

~is p a r.~ t. 1 c;: u 1 a r method is similar to the one 
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suggested by_ Prof. Hoyt. We have presented a brief 

account of the exercise.in the previous section. The 

only difference in the version suggested by Prof. Tie­

bout is that, the study primarily focuses its attention 

on the :region • s transport,ation industry. As the data 

compiled so would automatically be regarding bo~h the 

physical volume of the goods transported, as well as, 

their value. t.'his would give a detail account of all 

the 9oods and services exported from the region by all 

the modes of transportation. Prof. Hoyt, on the ~ther· 

hand relies on the ·retail sales data of the region. But 

' as Prof. Tiebout himself admits, this method requires 

a lo.t of data. Further, there are several flows of , 

money and funds which are not related to· the exchan]e of 

goods and services. Takin9 into_consideratio~ all_these 

factors, researchers·. oft~n. opt for the other alternative 

of Sample surveys of consumers and firms. T~ebout (l96~f 107 ; 
also has expressed his preferen~e for Survey method. 

b) Survexs 2£. Consumers ~ Firms: 

While expressing a ·clear preference for a direct method 

of Base measurement like field surveys by using questio-

nnaires and personal interviews, one of the staunch cri­

tiques of indirect measurement techniques 'Prof. C.L.Leven 

states unhesitantly, 11 Essentially the only way to find 

out who exports from an area and what products they export .. 
. is simply to ask the firms in the area. This obviously 

involves a lot more work than the application of some 
I 

generalised formuia. Nevertheless, I' do not believe . 
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that there is an easy shortcut 11
• (Leven: '1956) <_

108) • · 

Prof. Leven compared the.Export ~mployment,estimates 

·based upon the Lqcat;ion Coefficients and the sample sur­

veys. A~ter examining th.r· difference ;l..n the estimates, 

he concludes, 11 The differences 'are quite striking and 
. I . 

are'certainly not systematic. I hope these comparisions 

drive home the message that., the only way to find out 
' ' . (109) 

how much firms iexport• is to ask them" (Leven:1956) · • 

A similar view has been expressed by Greytak (1969) <110) •· 

In an article, •Mechanics of the Urban Economic Base; 

Historical Development of the Base Concept", Prof. R.B. 

Andrews makes a reference to a study undertaken by Prof. 

John Alexander, in which he had used the technique of 
. 

· direct survey for segregating the Basic arid Non-Basic 

·components of the community's total work force. Pro;. 

Andrews writes, ... A very recent contribution in the field 

of 'technique has been made by Prof. John Alexarider.· He 

has devised a syst~m of base and ·s~rvice activity iden­

tification which works:through a questionnaire .issued t9 

individual enterprises of ~he community. Their reported 

proportions of export activity· are then applied (particu­

larly in the case of retail establishments) to their 

total employment figure in order that it can be broken 

down into its base and service component s 11 <111 ) • 

. Because of the more direct approach of the field surveys, 

and since the data that is generated out of such field 

work is relatively fresh, this technique of direct.esti-

mation is preferred to other indirect methods. But, 

these sur'\ieys are rather costly, both in te.rms of time 

and money. Prof. Andrews describes them as 11 The questio-
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-nnaire approach is simple in concept but often complex . 
in execution 11

• Instead of using any other indirect tech-

nique of Base measurement which relies more on generalisa­

tions and uses some average ratios, the direct field sur­

veys_are always preferable for thei~ accuracy and inherent 

ability to uncover the structural and sectoral interrela-

tions of the urban area. But resources, both time and 

-finance, may not always permit such an exhaustive and a 

complete survey. While pointing out this, Ji:lrof. Roger 

Leigh states, 11Perhaps th~ best kind of economic base 

study is one that surveys every1 industrial and commercial 

e9terprise in a defined urban area and identifies the locus 

of their sales and incomes. However, such surveys are ob-, ' 

viously difficult and expensive to carrY out, especially 

·for a large city" (Lelgh:1970) (112) ~. Brodsky arx:l ··sarfaty 

(1977) · <113 ), have suggested a solution to this :problem. 

In ·their view, 11Critical sectors of an urban economy may 

be surveyed while other sectors are. separated ~nto basic 

and non-basic· components~by all?ca.tive prqce~ures 11 • Re-
·,. 

searchers like Pt"of. Tiebout (1962) and R.B .• Andrews have 

also discussed the short-cut techniques to the complete 

survey methods and other important issues associated with 

it (114). 

3.5 Utility 2! ~ ~ Estimates: 

We have reviewed the Indirect as well as the Direct techni­

ques of Base measurement till· now. ·The choice of any parti-

cular technique in an actual empirical Base study would 

depend upo·n factors like scope and objective .of the study, 

tre availability of relevant data, ·and, the resources (both, 
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time as well as ·money) those are at the disposal of the 

researcher/planner. The estimation of an area's Base and 

the subsequent bifurcation of region's total employment 

. in its two components. viz. Base and Service, is then used 

further to derive and construct the two main tools viz. 
~ . 

Base ratio/s and the Employment Multiplier (EM) which are 

used in the. actual process of projection and urban Planning. 

The derivation of these two tools of planning and projection 

is the subject matter of the next chapter. 
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CHAPTER - IV: -
CONCEPT AND USE OF EMPLOYMENT MULTIPLIER: --- --- -- _.----~~ --~~~~--

In the previous chapter we discussed the various methods 

of measurement of the Base. From the Baser the Base ratio/s 

can be d,evised which i~. an analytical tool for projection of 

the future employment and population that have a·bearing on 

the urban growth. The other important tool of projection is· . . 
the Employment Multiplier (EM) which is an extension of the 

Base ratio. In this chapter we discuss the derivation and use 

of!lt-he Base ratio/sand the Employment Multiplier (EM). The 

size and. the ~ynamics of these two tools h,ave an important 

b+aring .on the predictive IJOwer of the Economic Base theory. 

I 41.1 
-

~ Ratios ~ ~ Exercise 2i_ Population Projection: 

The Economic Base concept as a tool of forecasting was 

used for the. first time by Prof. Hoyt for the Federal ' 

Ho~sing Administration in 'l936.(*)In this exercise, this 

concept was used fbr projecting the total future popula­

tion of a particu~ar city or an urban atea with the use 

of a ratio named as the "Basic-to-Non-Basic Employment 

Ratio''. While commenting on the role of this analytical 

tool in the Base studies, Prof. Leven remarks, "The notion 

of ~he economic base, essentially borrowed from the New 

York Regional St~dy of 1928, reduced tre problem of esti­

mating total future population to estimating future,-
J . 

' (*) An elaborate. account of the early development of the 
Economic Base concept and its use in the actual empi~ 
rical exercises of city planning and population pro­
jections, has been proyided by Homer Hoyt in an arti­
cle entitled "Homer Hoyt on Development of Economic 
Base Concept". (Hoyt: 1954) (1). This article has 
been followed by an extensive. Bibliography on the 
Economic Base. 
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11 town building"employment, with an assumed fixed ratio. 

of 11 town filling", to "town building 11 employment and a 

fixed number of inh4bitants per employed worker 11 (Leven: 

1964) ( 2). 

·The actual exercise of proJection, ·as conceived by Prof·. 

Hoyt involved the following steps (3) 
• 

1. Enlisting the major sources of employment and income 

in the urban area under consideration. 

2. Ascertaining tre number of •urban growth • or 'Basic • 

employees in each industry or trade. 

3.· The total number o;!: "Basic" employees in each of the 

major· activities would .then be subtracted from the actual. 

number of employees employed in these enterprises. The 

result would give us an estimate of 'Non-Basic' or •ser-
. . 

vice 1 -employees in th4se activities. 

4. Estimation of the ratio between Basic and Non-Basic 
/' 

. employment. 

5. Calculation of the rati'o of total employment to the total 

population. ot the urb.an area. 

6. Projection of the size of the future "Basic" employme'nt. 

This could be dorie either by, 

a) taking into account the past trends iri various types 

'of Basic employments; and/or 

b) direct survey and interviews w~th the area's Base 

activities, thei·r officers and so on. 

7. The estimation of future total employment from Basic 

to Non-Basic ratio (or with the help of a 'Multiplier•, 

which is a logical extensiol'l of the same ratio). 

a. Estimation of the future population of the urban area 

with the help of the ratio of total employment to total 
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population. 

Then the three 'Base ratios viz. (i) Total population to · 

total employment; (if) Total employment to total Basic 

employment; arid, (iii) Non-Bas.ic employment to Bas;ic employ-

ment assume a key role in the process of estimation of 

population. The last of the three ratios·i.e. the ratio of 

Non-Basic employment to the Basic employment, further gi.ves. 

us the other tool of Employment Multiplier. 'lne derivation 

of the Employment Multiplier and the relation of it to the 

Base ratio is presented in the following passages. 

4.2 ~Ratio and Employment Multiplier(~). 

T~~ primacy of the Basic (or Base) activities is fundamental 

to ~e Economic Base theory. 'l'he rise in demand for the 

region's exports leads to an i'ncrease in' the employment of 

the B&se enterprises. As the employment creation in the 
. ! . 

B.asic sector rises, the income of . the persons engaged in 

the ·Base activities also rises. These workers and their 

dependents spend this money on the goods and services of 

their daily useo This is how income anCJ.employrnent are 

generated in the other local sectors of the region 1 s eco.;. 

nomy. So, the initial change in the Basic sector is said 

to have a 'MULTIPLE 1 impact on .the region·• s eeonomy. The 

functional relationship implicit among the three main varia­

bles of the region viz. (i) tlotal Basic emp~oyment, (ii) 

.total Non-Basic employ.ment; and (iii) total population is 

as follows : 

EN (A) = B. .EB (A) •••••••• · •••••••••••••• (l) 

i.e. the Non-Basic employment (EN) of the region A is some 

mu_ltiple (B) of the region 1 s Basic employment (BB). 

TE (A) = M. EB(A) • • • • • • • •• •. • • •. • • • • • •. (2) 
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i.e. total employment (TE) of the region A is some 

multiple (M) of the region's Basic employment (EB), 

and • 
TP (A) = ............. (3) 

i.e. Total pppulatio~ (TP) of the region A is some 

multiple (D) of the ~egion•s t6tal employment (TE). 

The mathematicat'formulation of the above mentioned functional 
. I 

relationship is presented below in the form of ·linear equa-

tions. 

TE(A) = EB (A) + EN (A) ..... . . • • (4) / 

Since, EN(A) = B.EB(A)• 

TE(A) = EB (A) + B.EB(Al . . •• • • • • (S) 

TE(A) = EB (A) (1 + B) • • •• • • ... {6) 

TE (A) = M.EB (A) •• • • . .. • • (7) 

Where M = (1 + B) is called as the "EMPLOYMENT 

MULTIPLIER";. This M is defined as: 

TE (A) 
M =Employment Multiplier= ••• (8) 

EB (A) 

M = . EB(A) + EN(A) 

. EB (A) 

M = 1 + EN (A} 

EB (A) 

Comparing equation (10) 

confirmed that 

• • • • • • • • (9) 

' .. ' . . . . • (10) 

and equation (6) it gets 
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B = EN (A) 

EB (A) 

which is in fact given by 

equation (3) i•e• EN(A) = B. EB(A) 

EN (A) 
TE(A) = EB(A) ( 1 + ) •• •• (11) 

. EB (A) 

·In the above equation, the ratio of area's total Non-Basic 

employme~t to totql .Basic employment'[ EN (A)/ EB(A}J .is the 

'Base Ratio' mentioned above. The ratio indicates the 

number of people employed in the region's.Non-Basic sectors 

for every person employed in the Base. The Base ratio of 

1:2 would imply that~ •• , every one person in the region's 

Base, supports, two persons in the Local sector. On the 

similar lines, the relationship between the ~ ratio 

and the ~ Multiplier. could be described as follows: 

According to equation (7) above: 

M = 1 + B 

. , further as per equation (3) 

·B = 
EN (A) 

EB(A) 

. so, 
EN(A) 

M= 1+-..:.;.::~ 

EB(A) 

i.e. w~en the Base ratio is 1:2, the value of the Employ­

ment Multiplier is~ This is so because, 

M = 1 ~ ( 2 ) m 
.·.M= 1+2· 

• • • M = 3 •. 

So, when we say that the Employment Multiplier for a parti· 

cular region is say_£_, what it implies is, that, every 
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~ employee in the Basic sector, supports additional_§_ 

employees in the Non-Basic sector of .the region 1 s economy. 

In the static analysis, the concepts of Base ratios a:1;1d/or 

Employment Multiplier explain the structure of the region's 

employment. so, the size of the average aggregate regional 

Multiplier at a.point of time does not.say much about either 

th~ nature of sectoral linkages or the relative importance 

of different sectors in. the region 1 s growth~ ·The construc­

tion of disaggregated multipliers would then cast some light 

upon the relative responsiveness and importance of.various 

Non-Basic sectors vis-a-vis the region's Base in the total 

empl~yment creation. 

4 .3. Kahn 1 s Conception of a "Multiplier". 

The concept of tmployment Multiplier, is primarily used as 
' . 

a. tool of projection in the. Economic Base framework. The idea 

and derivation of multipliers,· bO.th employment, as well as 

income;· is an adaptation .and application of the concept of 

,'Multiplier' in the general economic theory. to the regional 

analysis. As stated by Wright (1956) in a review article 

which traces the early genesis of· the multiplier theory, 

the."origin of the term as an economic concept. is difficult 

to discover". (Wright: 1956) (4). · But as .we learn from him, 

·the origin of this cx:>ncept is attributed to Prof~ R.F.Kahn · 

The reading of Prof. Kahn's o·riginal piece of writing 

reveals that, even though Prof • • Kahn spells out. the basic 

idea of the·tool and the mechanics of its functioning in 

its ~ost crudest form, the pdrticular term 1,1VIultiplier• was 

not coined by him. This article of ~rof. Kahn's appeared 

in the Economic Journal of June 1931. This is one of the 

early years of the great depression of 1930s. In this 
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article, Prof. Kahn argues out a case for Public works, 

by calling an attention of the reade·rs to tbe. "beneficial 

~epurcussions n of the home investment. (Kahn: 1931) (S) ~· 

In this regard he states, "The argument will apply' to the 

effects of any net increase in the rate of home investment. 

The increased employment that is require~ in connection 

act1.1ally with the increase.d investment will bed es'cribed 

as the 'primary' employment. It includes 'indirect• em-. 

ployment that is set up in the production and·transport 

of the raw·materials_required for making the new·invest­

ment. To meet·the increased'expenditure o£.wages and 

profits that is associated with th~ primary employment, 

the production of consumption-goods is increased~ Her~ 

again wages and profits are increased, and the effect will 

be passed on, though with diminished intensity. And so 

on adinfinitum. The total employment that is set up in . 
this way in the production of consumption-goods·will be 

termed the •secondary• employment. The ratio of secondary 

to. primary employment is a measure of these "beneficial 

repurcussions", that·are so often referred to"• (Kahn;1931f6 > 

Now one can see the direct concurrenc~ between the 

ideas behind the construction and derivation of the Employ­

ment Multipliers in the Economic Base. framework. today, 

and the same formulation presented by Prof. Kahn in diff­

erent words. ~he increased employment associated with the 

increased investment, both Direct and Indirect, which Kahn 

collectively describes as "Primary" employment, i~ later 

on described as "Direct B~sic" and "Indirect-Basic" in 



129 

the nomenclature employed. by the Economic Base framework 

today. The total employment· that is set up in the produc­

tion of goods for consumption, _which Kahn classifies to be 

11:Seoondary employment 11 is now termed as 11 Non-Basic or 

Service 11 employment. The ratio of secondary to primary 

employment, wljlich Kahn calls as the 11measure of beneficial 

repurcussions 11 is what is now defined as the 11Base ratio", 

i.e. the ratio of·Non-basic to Basic employment. The 

Multiplier is a modified version of this Base ratio as des-

cribed in the beginning. 

A large amount of literature (both empirical and theoretical) 

is'available.regarding the usage of this tool in the regional 

analysis. A fine summary .of some of the main empirical stu-

-dies and conceptual advancements in this area have been 
' 

presented in some of the review articles written by scholars 

such as, Lane (1966) (7 ), Williamson (1975) (8 ) 1 Mcr-iulty (1977f 9: 

Gerking and Isserman (~981) (1o), and Bender and P~rcels 
(1983) (~l). A brief summary·and review of some of these has 

been presented in the following section. 

4.4 Stability ·2! ~·Base Ratio ~ ~ ~ 

The Economic Base framework and the Base ratios were ·SUIT111lOned 

to project the ·future population of the region by Prof .Homer 

Hoyt. The future population of the region wo·uld be estima-

t~d from the projected total employme~t of the region. This 

process could be explained with the use of the functional 

relationship described above. 

TP(t*) = D(.)TE(t*) .. . . . . • • (12) 

. TE{t*) = M· X EB (t~) .. . .. . . ( 13) . 
(tl) 

/ 

Where (t*) represents some future time period/year for which 
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the projection is undertaken. 

In fact TE {t*) represents the changed total employment. ,In · 

effect the changed employment figure is arrived at by the 

following formula. 

TE(t*) •· M(tl) (x) EB(t*) ... •• •• 14• 

According to equation (12) I the projected -p9pulation TP (t*) 

is arrived at by multiplying the· projected Basic employment 

EB (t*) of time period (t*)' by the_ Employment Multiplier of 

the current year M(tl)• 

The entire predictive ability of· the Economic Base. frame;!-
. .. ' 
work and its use as a forecasting tool is primarily, there-

fore, based on two fundamental hypotheseses. 

1. The_ Non-Basic employment of the region is direct~y de­

pendent upon the region's Basic employmentJ and, 

2. The nature of this dependence is reasonably stable over 

. the years. 

So, in essence the presumed stability of the Base ratio has 

a fundamental bearing on the. stability 'of the Employment 

Multiplier. 

In the earlier usage of the Base ratio in the planning and 

pr?jection exercises, it was presumed that the stability 

of the Base ratio, and therefore the stability of the Employ_ 

ment Multiplier, has spatial as well as temporal parameters. 

Not only that, but Prof. Hoyt had .made an additional simpli­

f~ing assumption that the ratio of Basic to Non-Basic wor~ers 

is 111, while he was carrying out the population projections 

for the Federal Housing Authority. But later on, Hoyt him­

self asserted that, 11It seems to me that the ratio between 
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basic and service employment not only varies between urban 

regions but that. it will change in the same region over a 

period of time ••• II (Hoyt: l954) (l 2). A brief accqunt of 

some of the main factors which cause changes in the Base 

ratio and _thus in .the. EM is presented below. 

4.5 Factors affecting~~ Ratio/~. 

We shall first discuss some of the main factors which can. 

cause variation in the Base ratio among various regions at 

a point of' time • 

4 .5.1 Factors affecting. the .~ ratio Across regions at a 

point £f Time: 

The Base ratio across various regions could be different 

at a point of time on account of, one or more of the follow­

. ng· factors: 

i) The size of the area. 

ii~ The population of the area. 
~ 

iii) The level of income and its distribution .in the area. 

iv) The ta·stes pattern, consumption habits, income 

elasticities, .and P.ropen.sities to consume various 

comrnoq..ities,of .the inhabitants of the region • 

. v) The extent of diversification of the Base. 

vi) The level and nature of technology of the Base 

enterprises. 

vii) The wage levels of Base employees. 

viii) The ove~all stage of ·economic development of 

different regions. 

ix) .The existence of economies of ·agglomeration and: 

economies of scale·which again depend upon (viii). 

x) Technique used in the estimation of Base: 
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.As proved by Gerking and Is.serman (1981) (13 ) as well as by. 

Isse~an:U4 ) the method,s used for estimating the size of t~e 
region's Base is one of the important factors which cause a 

variation in the Base to Service .ratio & thus· th~valU:.e of EM •. 

4.5.2 Factors affecting ~ ~ ratio £i .2-.ll urban ~ 

~ ~ period 2£ time: 

The factors which cause change in the Base ratio and thus in 

the value of EM·in the case of a particular region over a 

pe.iiod of time, could broadly b~ classified into two catego ... 

ries according to their source of emergence, such ass 

A. Factors originating ~ 2£ qualitative ~ well ~ 

guantitative chanSies _!n.· the ~ .2£ ~ region: . . . 

Some of the factors which come under this category are: . J . . 

i) !.!:!!; expansion 2.f ~ ~ of ~ region: This can happen 

in .either of the.~ following waysa 

a) Expansion of.the exis~ing Ba.se enterprises. 

b) 'Addition ofnewer enterprises both; manufacturing 

and service· to the region 1 s Base.· 

The addition to the Base of .a region, ·again, can 

take place in either of the following manners: 

b1) The establishment of an altogether new unit, 

either manufacturing or service, catering pri-

marily to the external demand. 

· b2) EyolutiOri· of an. existing unit from the status 

of a Non-Basic locally oriented unit to an .export 

oriented Basic enterprise. 

ii) ~nature of expansion of.!h.£ Base: As we have seen 

the income generated by Base enterprises which is avai­

·lable for local spendings- provide the primary boost 

to the expansion of Non-Basic local acti.vities. The 
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wages and salaries received by the·Base employe~s is 

one o·f the most important constituents of the Base-

Local intersectoral circular·flow. The size of the 

total. purchasing power generated hitherto by the Base 

is governed by two fact~rs ·viz: the ~ize of the direct 

employment of the Base enterprises.; and the size of the, 

wage bill of the·Base employees. 

These two factors· exhibit differential impact on· the 

process of growth of an urban area at its various sta-

ges of development. 

It has been ol;>served that the rate of growth of origa­

nized sector employment in .the large c~ties and metro­

·polis of-the Devel:oping Countries has slowed down. The 

firms in the organized sector are trying to res'tric:t 

the size of their direct employment on account of one 

or more of the foll,owing factors: 

a) Rising labour costs in the organised labour ~arket 

of the cities. 

b) Strong 'l'rade unionism and the likelihood of labour 

disputes. 

c) The emergence and existence of economies of agglo­

meration, which erlable the larger firms to farm ou~ 

some Qf their less sophisticated operations to other 

local small scale units. 

d) The policy of the Government, which in many cases 

put restrictions on the physical expansion of larger 

units in the large 'cities and metropolitan areas. 

Due to such and several other reasons the tendency to promote 

ancillarisation by restricti.ng own employment is bocoming 

stronger on the part of larger organis.ed sector units.· But 
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at.the same time the productivity of these large units is 

growing; and subsequently their pay scales 'are being revised 

every year. As a con~equence the other part of this growth, 

viz. the total wage bill comes to play an important role in 

.the development of the local activity sector. This· precisely 

;i.s'the second type of Multiplier as discussed·by f.rof. Isard 

(Isard: 196Q) (lS) o So ~or a particular in.dustrial unitl the 

•Base 'ratio may change over the years depending upon the nature 

and the phase of development·of that unit. 

iii) ·~ level 2£ technology and the nature of final products 

manufactured £l ~ ~ enterprises: These factors also 

have a discernable impact on the size of the Base ratio 

via the potential for.the .deyelopment of linked acti;.. 

vi ties. 

iv) ~ overall policy 2£ ~ Base enterprises: The poli­

cies of the Basic Units regarding expansion, diversi-

fication, ancillarization, modernization and so.on .. 
also affect the growth of ancillary units which in turn 

affect .the Base ratio. 

B. Other· factors having no direct concurrence to the 

changes in the Base. 

The factors which d.::J n6t have a close and direct correspon-

dance to the changes in the BaseJ but which still affect 

the. Base ratio and EH are: 

a) The stage £! overali economic development of the 

region: This has a bearing on the establishment of 

newer units, the potential for the development of. 

economies of urbanisation. and so on. ·, 

b) Government policy: Especially the policies regardi'ng 

licensing, incen'tives, taxation, (both personal and 
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corporate) location and so, also affect the Base 

ratio·. 

c) Income distribution o;!: the region. 

d) Other !!£!!-export sources .2! income 12£ ~ region: 

As we know the e_xport earnings of. the. Base enter-

' prises is one of. the sources of external earnings for 

a region. The sources -other than this whibh b~ing· 

l'!loney into the region • s economy ··such as pensions, 

rents, interest, dividends, remittances and changes· 

therein too,have an important influence on the 

development of local activities and therefore on 
' the size of the Employment Multiplier. 

4.6 §!':! ~-~ Lags 1£ ~- realisation £! ill ~ Iinp:tct 

A vast amount of literature, both theoretical and empirical, 

is available about the Economic Base theory and the co.ncept .· 

of Emploiment Multiplier. The estimates of the Employment 

Multipiier and/or the Base ratio is generally arrived at by; 

using either of the following methods: 

~· The use of linear regression technique with either total 

employment or Non-Basic employment as a dependent variable 

and the Basic employment as the independent variable. 

~· Construction of the ratio directly by estimating the .' 

region's total Basic employment either with direct method 

or indirect methods, and then subtrac;::t.ing it from the 

region's total employment to arrive at the estimate of 

the Non-Basic employment of the reg.ion. 

Several studies which have tested the ~conomic Base theory 

have some common features such as: 
estimation 

i) Most studies have used Linear Least Square~technique. 
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ii) Some version of the Location Quotient technique has been 

used for the purpose of bifurcation of region's total 

employment into its two components viz. Basic and Non-
~ 

basic. 

'iii) Mostly employment has been used as the unit of Base. 

The choice of unit as·well as the technique of Base 

measuremept, has been influenced to a Large extent by 

the: considerations of da·ta: availability • 

As we have seen so far, the factors-which bring about chan­

ges in the Base ·ratio and thereby alter the size of the ·EM 

are multifaceted. Some of them have a close bearing on the 
I 

changes in ·the Base, while others are overall, general eco-
1 • •.• .. 

nomic factors. Changes in the region's economy come into . .. . 

~eing as. a response to the initial disturbance introduced 

by. the Base enterprises. Regional change is a cumulative 

process. This has given rise to a closely relate·d centro_ 

versy· regarding the_extent of time lag or 'timing of the full 

impact of the initial change in the Export sector_on· the 

Local economy. In other words the issue is, how much time 
I . . 

does it take for the multiplier impact of the· initial change 

. 'to be realised fully ? The relevant literature addresses 

this issue in the form·of a·question as to whether the Eco­

nomic Base framework antl the EM. analysis is a theory of 

short run regional income/employment determination or is it 

a theory of long run regional growth ? 

The literature that is available about this important issue 

is rather vague and inconclusive. The Economic Base theOrY 

has been applied and tested empiricaily at several places 

since 1940s, but as Prof. McHul ty observes (McNulty: 1977) (1G), 
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a relatively less attention has been paid to this important 
.• . 

issue of the duration of the lag in the response of .the 

Non-basic sector to the'initial changes in the Basic sector. 

In an article, published in 'November 1981, Prof.s.D.Gerkin<] 

and' Prof. Andrew Isserman have attempted to resolve some of 

the disagreements by taking a review ·of all the earl~er stu­

dies, with a special emphasis on three studies. These three 

studies are the one conducted by ·Prof. sasak·i in 1963 ' 17), . 

Moody and P.uffer in 1970 ( 1B) and by Prof. McNulty in l977;, 

Regarding the treatment of the question of time lag of impact 

in some of the earlier s.tudies, Gerking & Isserman categori-
. . . 
cally,observe that, numerous regression studies such as.those 

conducted by, Hildebrand an:i Mace (1950) ( 19) Gerald Thomps.on 

(1959) (20) • • •" • • • • •" • • and Weiss and Gooding (1968) (21 ~ . ' 

"do .not consider the question of lags explicitly". Not only 

tl;tis,. but they state, that these studies "examine the relation­

ship between basic and non-basic activity in the same time 

per~od." (Gerking & Isserman: 1981) ( 22 ). v 

There is no general agreement or. a consensus among the scho-

lars regarding the usefulness of the,concept of Employment 

Multiplier, whether as a tool of short run regional Employment. 

and income·determination or an equipment of explaining long 

term regional economic development. The three review articles 

written ,by researchers like Prof. Lane in 1966 1 . · Pro.£. 

-Williamson in 1975 and .Prof •. Gerking and I sserm_a!l in 1981, 

reinforce the conventional shortrun orientation of the 

Economic Base study. 

Despite the fact that most of the empirical studies· emphasize 

the short-run orientation of the theory, this could not be· 



138 

accepted as an undisputed verdict ag~inst the usefulness of 

the theory as a tool for explaining the ·long-term regio~al" 

development. This. is so because all.these studies differ 

from each other in several important aspects such.a~a 

i) Even though most of the studies have used employment 

as the unit of Base, the studies conducted by ••. :. 
- 23 . • . 

•• ••. ·~ •• •• Prof. Ghali (1973) ( · ) and Prof.James 

McNu~ty (1977), use income as a unit of Base measure-

ment. 

ii) The technique Of Base ·measurement is not uniform in 

all the studies. 

iii) Even though mostly linear le.ast squares estimation 
• ... 

technique has been used, the definitions ard the con-

stitutents of dependent variable and independent va­

riable are again not uniform in all the studies~ 

iv) All the studies have not incorporated the notion of 

lag consciously in their analysis. 

The two empirical studies conducted by MoodY, and I'uffer(1970) 

and the other by McNulty (1977)_ assert tha't the. Economic 

Base theory can very well explain the long run development 

of the region. Not only this, but Prof. McNulty strongly 

proposes, that, "the economic base th~ory of regional growth 

was found to fit. thP facts very well in the long run, but 

to provide a very poor explan<ltion of short-run regional 

economic development". (McNulty: .1977) <24 ). While showing 

that this conclusion of Prof. McNulty is invalid, Gerking 

and Isserman remark, 11 
•••• the research design actually. 

does not test for the existence of a lagged impact of basic 

activity on non-basic activity, so that conclusion is 

invalid". (Gerking· and Isserman: 1981) (2$). They'furthe·r 
I 
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argue that there is a methodological flaw in the·construction 

of 't;.he test. In order to test ·the hypothesis that the chan- · 

ges in the Basic activity affect Non-Basic. activity after 

four years, the changes. in the Non-Basic activity in a parti­

c_ular period will have to be re·gressed upon the changes in 

the Basic activity in the earlier four years of that per.±od • 

. But; Prof. McNulty regressed .the changes in the Non-Basic 

activity in a particular period of time .. on the chan9es in . 

the Basic activity during the same time period~ 

In a study conducted by Moody and Puffer in 1970, they found· 

out that the ·full multiplier effect, ''would not be felt for . . . 
. . . (~) 

several decades" (Moody _and Puffer: 1970) • This obser-

·vation is in dire .contrast to the study conducted by Prof. 

'Sasaki in 1963, which concluded that, the multipli.er effect 

of ·a change in. Export employment would be felt almost withit:l 

a period of a year. Gerking and Isserman.argue that, these. 

· di~~etrically opposite· conclusions of the two studies could 

be attributed to either of the following factors: 

i); Differences !£ ~ selection 2! dependent variables ill 
~ ~ studies: Prof. Sasaki used region's total employ­

ment as a dependent variable; while Moody and Puffer, 

used the Non-Basic employment·as a dependent var~able. 

Since Basic employment is a part of the total employment, 

which is a dependent variable, Prof. Gerking an:i. Isserman 

argue that the lag length estimates would be. shorter than 

when Non-Basic employment is the dependent variable. So, 

as they· state, ''This· factor th~n could mntribute to 

making Sasaki lag length estimates .short~r than those 
. . . (2 7) 

found by lvloody and Puffer" (Gerking & Isserman:198l) ~ 
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ii) The techniques ~ £2£ estimating ~ Basic· employment: 

Prof.Moody and Puffer reli'ed upon the assumptions method 

of pifurcation of region's total employment into Basic 

and Non-Basic components. While, ,Prof. Sasaki used the. 

actual outside region sales proportions of Hawaii's enter­

_pr~ses to ascertain their Basic employment. Commenting ,. 
on this distinction as a potential source of difference. 

in the findings, Prof. Gerking and Isserman state, •• the·· 

different bifurcation methods used by Moody and. Puffer · 

and PY Sasaki may have contriPuted to their conflicting 

estimates of the timing of impacts· as, the a ssignment 

m~thod of bifurcation may tend to produce larger lag 

estimates than methods such as the location quotient and 

minimum requirement method'' (Gerking- Isserman:1981) <28 ). 

The actual timing of impact would depend upon several factors 

such as: 

1. The region•.s productive capacity vis-a-vis its demard • 

2. The composition of the Basic .enterprises and the changes 

therein 

3. The direction and magnitude of. changes in the Basic 

activity. 

4. The responsiveness of migration and labour for·ce' partici­

pation to employment opportunities and wage changes in 

the region. 

5. The institutional infrastructure of the region and SO· on. 

Therefore, a still modified basket of analytical tools is 

needed to a~commodate all such factors mentioned ·above to 

assess the exact length of time lag. 
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In the earlier chapters we have examined.in details the 

fundamental tenets of th~ Economic Base theory, the choice a~ 

suit~bility of different units of Base identification, the tech­

niqu~s of measurement· and the problems o·f projection and the 

stability of J?ase ratio. 'l'he major works having bearing on this 
' 

area have be_lh reviewed. In: the fo-regoing we have examined .how 

the Economic Base theory has ev()lved. We do not propose to re-
-

peat_ in the form of a surrunacy here. A review of. the literature 
' . ' 

shows that he· concepts have been well developed· and the impli..: 

cations of different assumptions [?.ave been· thoroughly .analysed. 

tive 

from 

a numbe,r .of e~pirical studies based on t}:lis 'tcheoiy in 

rn· count.ri~s.. We have: not reviewed these empirical stu­

ly for reason of space but mainly.due to the reason that 

effect .qf structural parameters who have a sensi-
1 . . _______.,.--

Multipl~ers is different in Develo'ping · coun~ries 

at of the Developed countries. Hardly there is any work 

in th Indian Context~~ 'l'he only study that. is available is that.· 

of A.~.Ku'lkarni for 'th~ city of Purie. 
\ 

': 'l'he focus of the\ study was on the explorati-on e>f the manu-

facturing linkages betwe~n the large Export Oriented (Basic) rna..; 
\. ' . .· . . 

nufacturing units of Pu.ne ·az:ld t~eir manufacturing .ancillaries. 

In all il large Baslc units were sele~ted from different .sectors. 

~uch as .Automobiles, Chemicals. and Enc:)ineering and. with the direct 

·sample( s.urvey method th~: Employmentt. Multipliers were estimated 

for each of the 11 large; Basic Units. 
\ 

: 'l'he study postulates that, even though the role of Base en­

terprises is crucial in the expansion of local activity sector, · 



t...~e qrowth and actual siz~ of employm~nt in som~ sections of Local 

enterprises bear::. no dir~ct relation with the size of employment 

in the Sasic sector. 'l:he actual emiiloyment and its growth in 

Non-3asic local units (both manufacturing as well as services) 

is determine-.1 by factors such as population. ta.stes a!l\..'l habits. 

of residents of the area anl..i the acaount of income earned and 

sJ;ent locally by the employees of the Base enterprises.(*) 

While this is a pioneering study the impact of Employment 

on Income and its consequential impacts have not been explored •. 

~ven then this is of help for policy makers in projecting the 

population growth and provision of urban infrastructure. 

Tne theory if empirically applied to different regions. 
~ . 

t...l-Je nature of the g~wth pattern of the Indian Urban centres 

can be understood. This has important policy implications for 

urban planning. 

(*) A much more elaborate exploration of this 
important issue is contained in Czemanski (1964) (l) 
and Kulkarni (1991) (2). 
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