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" Over the past fourAdecades, the number of .
people living ‘in India has more than dou-
'bled = Trom 350 million in_1947 t0 nearly
800 million today. Dpring the same.per}od.
our urban population has been growing al-
most twice as fast, and has in fact quadru-
pled from 50 million in 1947 to over 200
million in 1988. 1In next thifteen years,
“i.e. by 2001, it is expected to reach 350
million n (%) |
Urbanisation and urbanism is an inseparaﬁle aspect
and experience Qf daily life for every city dweller. We
all are beneficiaries of delights of city life and at the
'same time‘are helpless victims of unplanned'and uncontro-
lled urbani;atiqn.' Proliferation of slums and shanty se-
tflemeqts,‘congestion'6ﬂ‘fqads. overcrowding in Central
cities; are all the manifestafions of unchecked city growth.
No doubt that the process of urbanisation, which és Mills
\and Becker (1986) put it, occurs, "because of massive shift
of labdur and capital from predominantly rural to predomi-
nantly urban activities in the course of ecénomic develop-
ment”,(l) is an indication as well as a resultant of the over=
all process of. an advance of economy. But unplanned, uncon-
trolled and uneven urbanisation in many parts of the Third
World has caused an glarming concern among the administra-

tors, city planners, environmentalists and academecians.

(*) Report of the National Commission on Urbani-
sation Vol.I August 1988, P = 1,
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.The designing of appropriate and effective remedial

urban developmedt pqlicies call for an indepth urderstanw- ,
ding of the factors wﬁich cause and govern the process and
pattern of urbanisation. A detailed analysis of vafious
inter-relations among economic, demographic, social and
-political factors whose simultaneous interactions exert
their combined influences on the growth of an urban area,
~1s a necessary prerequisite for effective'policy~formulation
and implementation. The present stud} 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,vit
would be apprspriage to héve a better perspect;ve of the much

broader discipline of Regional Science on the background.

A revival of interest in Regional Science,ras a special
field of study and research, began in late '40s and early '50s.
Regional Scilence 1is essentialiy an interdisciplinary, umbrella
concepts. As Prof. Miernyk (1976) defines it, " Regional
VScience is the study of those social, economic, political
and behavioural phenomena which have a spatial dimeﬁsion“.(Z)
and hence it crosses over the'bOundaries of several disciplines
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 ﬁ.éarnsey
(1§56)(3).

As described by Prof. Garnsey, economics has contributed
in several wayé to Regional Science. As he states it, " many

of the relevant conventional methods of Economics are being
(vi)



consoiidated intova new generalised £§pe of theory of Indﬁs- :
trial Locatioﬁ'particﬁiérl&Iapplicable to :egionél andlysis ",
(Gainsgy 1956)54)_Besideé this he prp¢1;ihs that the general
economic.theo;y has contributed sevérai tools.'éohcépts and
meﬁhods_9f interfe§iohé1 and interhational trade to the deve-
lopment of a branch 6f regional.economié analysis which devo-
tes itself to the study of comparative regional analysis of
income levels, commodity flows.and-balances éf interregional
transactions. This is the arena of what we call now “Regional
'Econoﬁics". Studies in the field of ;egional economics gathe-

(5),

red momentum in mid °50s. According to Prof. Meyer ho

wrote a sﬁfvey article on regional economics in the 1963,

volume of Americén Economic Review, the sub-discipline.bf Re=
gional Economi;s primarily comprises of the following aspect
of analysis. | |

1. The location theory ;

2. The interfegiohal and intérnational Multiplier

analysisi (*) : v ' .

3. Leonﬁief's interinaustry input output analysis; and
4a'Méthematical programming.. ' o
Urban economics, as a separate field of research became
strengthened in early 1960s. As Goldstein and Moses (1973)(7)
point oﬁt in a survey article, a large amount of literature has
grown up in the field of urban economics which can broadly be
cléssified inﬁo 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-
.o dest and simplest" forecasting model in regional
economics. - ‘
(vii)



2. Analysis of problems 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 to
urban growth are demand-driven and are exercises.in compara-
tivg statics rather than dynamics". (Goldstein & Moses 1973)(8).‘
The th'main demand driven urban.grOWth theoretical frameworks
ares

1. The Central Place theory developed by Christaller; and

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

The model developed by Borts and Steir/views urban growth
from the supply side .. ... ..., This was later on modified Sy
R.F.Muth .. ' '

The scénniﬁg of the literature on urban growtﬁ reveals
that, the Economic Base Framework which'emerged in its most
organised form for the first time in mid 1920s, has been éxten-.
sively étudied. reviewed, modified and tested empirically over
the period of last 65 to.70 years. The theory has been in
cdntihuous light for 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 acéount of this.'it was thought 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
aﬁd 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

(viii)



establishment and growth of * Export“ or "Basic" activities of
the region. "The 'ExpOrt' or 'Base‘ activities are defined tof'
be those which primarily cater to the outside. non-local mar-
kets. These actlvities earn a net inflow of money/wealth for
the community, 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' impact on
the entire urban‘area. Thus the concept of *Multiplier® is

‘an integrallpart 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 empld&ment as a unit of Base.

The thesis contains in all six chapters including Intro-
ductory and Concluding chapterst The present chapter.is follow-
ed by a Chapter which provides an overgiew of the urbanization
pr0ceas. (Chapter]lg. 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 emergenceand growth of citiee. '
Section three presents a global view of the urbanisation process:
The last section i.e. section 4 reviews the urbanization experie
enceIOE 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 diecussion-of the fundamental
tenets of the Economic Base framework. This chapter is divided h

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

standing of the basic postulates of the Economic Base theory.

(ix)



The second section summarises £he.discussion about the choice

, various units of
and suitability of/Base identification and measurement. The
last section of the chapter reviews the main techniques of Base
measurements. The éubéequent chaptef (chapter 4) discusses the
coﬁcept of Employhent»Mﬁltiplier.j As hajority of the Base stu-
dles use employmeht asAa'unit of Base due to.its eagy availabi-
lity and the policy implications that the unit has as far as
Urban and:Town Planning 1s concerned, the discussion is prima-
rily about the theoretical concept and the emﬁiriéal usage of
the Employment Multipiiers. ‘This, of course, does‘nbt undermine

the importance and utility of Income Multipliers, but thevfocus

has been set on the Employment unit of Base.

(x)
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CHAPTER: I

URBANIZATION: AN OVERVIEW:

1.1 - BASIC CONCEPTS & DEFINITIONS:

Urbanisation is an indication as well‘as a resultant of
the overall process of economic development. A proportioﬁ of
' Country's totél poprulation residiﬁg-ih urban areas at a point
of time is an emblematic fgature of the process of economlic deve-
lopment, Economic advancement is‘characterized by sevefal struc-
tural changes in the -economy. Thesé.are réflected in the changing
contribu;ions of the threé main éectors‘of the economy viz. agri-
culture, manufacturing and serviées, to the Gfoss Domésgic Product
(GDP), as well as in the sectoral shift of the productive resour-
ces; mainly capital and labour.

It is an established and an accepted proposition that a
close link exists between the leveis of economic devéiopment and
urbaﬁisatidn and that the pace ana pattern of. the forme} shapes
the course of the latter. . As Rakesh Mohan states, "It is found
that as income increases, urbanisation proceeds slowly in the
initial stégés; aécelarates (in thé'stage of countries which are
now known as middle income'cguntries) énd~again slows down at
very high levels of inéome“.l (Mohan Rs 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 for a substantial proportion of the household expenditure.
As income 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, tng rise in demand for these goods is also slow.
1 :



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

items continues to rise, the demarﬂ for such items increases too.
f;;; initiates theAprocess of eectoral transformation of labour

and other factors of prodnction from the agricultural sector to

the non-agricultural sector.

This sectoral shift of productive resources hee a geographiw~
cal dimension also.’ Agriculture is primarily located in rural
areas while the main non-agricultural activities viz. industry
and sérvices are situated in urban arees. At higher levels of
income, as the demand for non-food items\increases, the demand for
labour and other inputs required for £he production of these goods .
increases in. the urban areas. Tne migration of labour from rural
areas to growing urban centfes accelerates with the.increase in
demand for'non-food items, and consequently L eee urbanization gets

PR e

accentuated.

Once we postulate that the processkof economio development
is charasterized by the sectoral shift of the productive resources
which further entails a geographical movement between two areas viz. '
"Rural® and "Urban®, it 1s pertinent at this junctnre 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 accentuatee 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 OF AN ‘URBAN' AREAS

The demarcation of geographical regions as 'Rural' and
'Urban', as well as the classification of population as
tRural Pepulation' and ‘'urban population', is by no means

‘an easy task, but rather it is a complicated issue. As
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Hauser puts 1it, “Although‘ufban pqpulation-is widely
undersfood to include'the population:resident in citles,
the definition of urban is, neverthleless, a complex matter.
The delineation of areas aS"ufﬁan' or 'rural’ is often ‘
related to administrative, political, historical or cultu-
ral considerations as well as demographic criteria'.
(Hauser P.M. 1966)(2). It is, therefore almost impqssible
~ to have unique definition of the temm 'Urb;n' universally
applicable at all times. Not only that the defiﬁition
of an ‘'urban' area vafies greatiy 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 rurél area could be
broadly classified on qugntitative and Qualitative basis(*)
.The most widely used quantitative measures of differentia-
tion are ; (1) A certaiﬁ mihimum‘population (ii) Density ‘
of the population; and (111) fhe importance of nbn-égricul-
tural activities'in a region.
The qualitative attributes Qf}urban‘life emerge primarily
out of a specific economic-demographic-social mileu of an
urbah area, This mileu is nurtured on a distinct and defi-
nite size and type éf economic activities and rélationships

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 assocliated with urban
way of life l.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.



facto description of the urban way of life which has its
roots in the type‘of economic and commeréial activities
which generally concentrate in urban areas. So it is the
quantitétive measures of differentiation which feflect the
distinctly different economic. and the resulting demégraphic
features‘and foundations of an area labelied as 'Urban',
are widely used for demarcation and comparison purposes
across space and time. .

. The importance of’quantitative meaéﬁres_of differentiation
has been expounded by Prof. Rakesh Mohan in.a systematic
fashion (Mohan R: 1984). He states,,“Conceptuélly, disre=-
garding details and practical p}oblems charaqteristigally
encouniered in the classificatioﬁ 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 predominange of nop-égricultural activities“(s).
The predominance of non-agricultufal activities is actually

a éonsequence'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 exiétence and inter=-
play of all thesé 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'ecénomically*(Schreiber et.al,

1971)(5). In such activities demand which is sufficient for

profitable production exists, when the market is above the



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

and above the threshold, the enterprises enjoy the econo-

mies of scale, Agricqlture is a land intensive activity.

This makes difficult the concentration of peopleée engaged

in agriculture at one place. On the other hand, the non-
agricultu:al activities use 1§nd as one of the inputs in

‘the process of productidn, 'Thesé activities requireiland

as a mere site to conduct an activity._ As Rékesh Mohan‘puts
it, 'This is another way of saying that the eiasticity of |
substitution between land and non-laﬁd inputs in agricul-

ture is limited, while in industry and services it is high. o
As a result, industry and service activitiés.gend to be capital
intensive and are fherefore, concentrated in space which.leads

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

This interplay of fhese three factors‘viz. size of the
poprlation, density and the4predominance of non-agriculfural
activities 1s somewhat like this: 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 lécation 6f'a firm
would dépend 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)(7)
- 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 Power,

iv) Proximity to skilled man power.

v) Availability of efficient transportation network.

vi) Natural advantages as good climate, abundant water
'supbly and land.

vii) Avallability of investible resources like capital and
SO On. .

The establishment of a manufacturing firm/s gives an initial

impetus to furtﬁer 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

;xﬁibiting scale economies implies plants of certain optimal
sizesg, which induces concentration". The empldyment'and
incsme generated by these newly establisheq activities give
rise to further rounds of economic activitieé. This chain

-could be described as followss:

a) Employees of these units and their families require
certain consumer goods and services. Emergence of this
demand attracts firms and individuals who cater to this
demand . ) |

b) The large manufacturing units require seyeral anclllary
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.



c) Enlarged population and activity:canvas then requires
certain specialised 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
of creation of new production capacities and development
of civic infrastructdre. This gives birth to the next
spiral of concentration. The complementary manufacturing
and service units which supply theirlinputs and services
to the manufacturing firms and population find it profi-
table to iocate near such plants to ‘inimise the trans-
portation costs. Competition for th 'available spa%e in-
duces the optinal'utilisation~of ever piece of 1and. This
leads to the rise in the density of iﬁe region. So,fit is

a simultaneous interaction of all these forces which‘Pives
a location the face of an 'urban' centre. Ae Rakesh ﬁohan

i

describes it, "Hence, it is the combined operation of |scale
\ ' : ’

economies, agglomeration economies; the existence of‘trans-
.port costs, and the comparatively high" non land -~ lénd
substitution elasticities in industry and services whfph'
make their location desirabl'e in urban a\reae" (Mohan R\§19é4)(9)

URBANIZATION

mum size., Loglcally, it then follows that, the process of

urbanisation is that process which xesults in the emergence



and growth of population concentration. ‘One of the most
unambiguous ana compréhenéive 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 wayse. The muitiplication of

points of concentration and the increase in the size of

individual concentrations".

)(11)

As Hauser (1966 postulates, the term "Urb;n.Populafion“
is widely understood to include the pbpulation resident in
“cities"., The formation of cities is an integral part of the

process of urbanization. In féct, Hope Tisdale Eldridge
proclaims, "Consistent with the definition of urbanization[
cities may be defined as ﬁoints'of concentration®™ (Hope
Tisdale Eldridgé: 1956)(12). It becomes clear from his dis-

cussion that urban centres are the poipts of population cone

centration, while concentrations beyond certain level are

designated as cities, He.states. "There is no need at this
Juncture to f£ix lower limits to the size and dénsity‘which
qﬁalify a concentration as a city. There is no clear-cut
level of concentration at which a city suddenly sbrings 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 AND GROWTH OF CITIES:
The emergence and growth of cities is an impqrtant manifes=

tation of the process of urbanization. Hope Tisdale Eldridge

)(14)

(1956 . in fact claims that "Just as long as-cities grow in



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" (Hirécﬁ'w: 1973)(15), is
shared by authors like Eric Lampard also. He states "Under a
demographic fgrmulation, cities are viewed as points of popula-
tion concentration, they are the product or outcome of urbahiza-
tioq. Thus urbanization is a societal process that necessarily
precedes and accompanies the formation of cities". (Lampa:d E.E.
1966) (167 |

Urbanization ;s a dyhamic phendm%23,  Being a concomitant
of the process of overall economiq development, tﬁe factors amd
the forces which;shape the pattern df developmenf'at different
levels, héve a close beéring on the associated levels of urbaniza-
tion and the forces which gévern its pattern. The process of
economic development is characﬁerizéd by‘important structural
changes, The process of urbanizétion too, feceives an impetus
for growth from‘the development of several sectors closely asso=
clated with different levels of economic development. Even though
the féctors which'shape the pattern of urbanization at its diff-
erent levels undergo a change which is concurrent with overall
economic development, there are certain basic fagfors which are
necessary for urbanizaﬁion atvall levels. As H&Ee Tisdale Eldridge

)(17)

(1955 puts it, "Two conditions appear to.be.neceSSary fér
urbanization. One is‘people and the’other is technblogy. Pépula-
tion increase amd surplus feed the process:; tecnnology gilves it
form and focus. All threé of them, ﬁopulation increase, technology
. and urbanization, work aloné together. The whole £hing is a spiral
arrangement wheréby 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’
variéble, introduces one more 'Social' variable namely the orga-
nization. Cities Seing the result of urbanization, the same four
factors are instrumental in the formation and growth of them.
While explaining this,‘Hausef (1966)(19) states, "It seems clear
that’ the emergence and<iéve10pment of the city was necessariiy a
function of four factors; (1) the size of the total bopulation;-

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

ment, and (4) developments in social organisation".
’ \

i

1.2.1 HISTORICAL ACCOUNT OF CITY GROWTH:S

One of the comprehensive accounts of the historical growth
of urban centres and the emergence and devglopmeht of éarly
citlies is found in antarticie by Kingly Davis titled,"The
origin and growth of urbanisation inéf;e world" (Davis K3

1959)(20)

. Cities are the points of population concentra-
tion. An urge for permanent‘sett1ement is basic to this
éhenomqu; Therefore tran§ition from hunting and fishing
to agriculture, which occured in thé Neolithic Age was the
first majorllandmark in the history of the fo;mulation and
organisation of humap 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 fise 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 of food gathe=
ring peoples, it was nevertheless chiefly engaged in an
occupation - agriculture ~ which requires a 1afge aﬁount.
of land per person. The Neolithic Population density was

thereforé not a matter of town concentration but rather
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a matter of tiny villages scattered over the land" (ﬁavis Ks
1959)(21). The hisﬁorical accouht 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.cC.
facilitated a more intensive and‘a more productive use'of
the Neolithic.elements. When these impfoved techniques were !
put to use in regions with favourable natural - climatic con-
ditions, as Davis puts it, "The result was a sufficiontly
productive economy to make possible the sine qua non of urban
oxistence, the concentration in one place of people who do
not grow their own food" (Dav1s Ks 1959)(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;gahisation, again to use
Lampard;s terminology, also plays a vital role in this pro-
cess., Commenting on this aspect ahd expiaining the vital

role of social organisation in the b‘rocess.‘Davis states,

"The rise of towns and citiles theréfore required, in addition‘
to highly favourable agricultural conditions, a form of social
organisation in which certain strata could appropriate for
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 poWér over goods

did not depend on thelr presence on the land as such. They
could thus realise the adﬁantageo of town living, which gave
them additional power over the cultivators". (Davis K:1959)(232

Population concentration, which could be termed as first

/ A
‘cities! appeared sometime between 6000 to 5000 B.C. These
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larger agglomerations seemed to have givén rise to certain
superior inventions, both technological and social organisa;
tional, which facilitated the emergence of, what Davis'des-
cribes -as 'true’ eities in Egypt, Mesapotamia and India

- (Davis Ks 1959)(24). The incidence and advancement of the
early urbanisation and the size of thé cities was greatly
detefmined by the thenAprevailing technology of agricultural
production, transport and other political limitations. While
'h;ghlighting this fact Davis writes, ”Agriculﬁure was so ‘
cumbersome, static, and labour intensive that it took many
cultivators to support ane man in the citv. The technology

of transporf Qas as labour - intensive as ghat of agriculture
eseee long = distance tranSport was reserved largely for
goods which-hadfhigh value and small bulk - i.e. goods for

. the elite -~ which could not maintain a large urban popula-
tion. The size of the early cities was therefore limifed
~by the amount of food, fibres and other bulky matefials
that -could be obtéined from the immediate hinterland by
labour intensive methods ee. " (D&vis K=1959)(25). The éace
and péttern of technological develobment shapes tﬁe ove;all‘.
course of economic development;‘ bifferent levels of economic
development are associated with various staées of technolo-
gical advancenent. Itlis a spiral process. Certain level
of technological knowhow designs the process of devélopment-
~-in near future and the aftainment of ah higher level of
economic development sows thé seeds éf further advancement
of technology. Different stages of urbanization and the
changing forms of the cities too, depiet the same processe.

The evolution of a region_  from small villagé community to
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a gigantic metroboly and the intermediate stages of settle-
ment are closely associated with a staged developmenﬁ of
technology in agriculture, industry, traﬁsport and communie
cation at the succeésivé levels of econoﬁic development.
N.S,Bf Gras, has outlined the relationship between economic
develbpment and settlement or habitation patterns in his
analysis of evolutidnary_process. He delineates.fiye stages
as: (1) the collecﬁional eéonomy. (11) the cultural-nomadic
economy; (iii) the settled village economy; (iv) the town
economy; and (v)_ the metropolitan_economy-(Gras N.S.B:

1926) 267 |

THE EVOLUTION OF MODERN CITY:

The early settled village economy of smail‘groups was the
outcome of the invention of the art of cultivation. Ag:i-
gultufe was the dominent way of making a living. Further
advanceménts in the tecﬁniques of agricultural.production
which raised the productivity . of land and labour, produced
larger surplus which could feed even a larger number of
perséné who were engaged in other non-agricultural activi-
ties. Further proliferation of cfafts, 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 deVeldpment of still larger agglomerations in terms of
population size and the geographical spread wés a function
of further advanced-and efficient technology. Evolution |
of larger concentrations required a different érganisational
set up.‘ This was necessary for managiﬁg 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._vbiversity of accupations gave rise to speciali=
sation. Coordination and integration of such é plathora of
heterogenous activ;ties required still efficient forms of
social, legal and political institutions.

The emergence of larger towns and cities was an outcome of
technological developments both in the agricultural and non-
agricultural sectors. A critical factor which played a
Qvital role in the enhancement 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‘fueis and electricity.
Expanded activities, scales of production, ;pecialisatiQn was
paralled by concohitant 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 local, regional, na-
tional and international mérkéts.v ~‘

The speedy development and éxpansion_of_the non-agricultural
sectors énd especially industries, marks a further stage of
overall economic*devélbpment. Industrialisation is then a
coterminus of economic development. The industrial revolu-
éion of the 18th century which first emerged in Great Britain
added a new dimension to the overall process of'urbanisaﬁion.
Industrialisation and the growth of cerfain urban centres

due tao the centralisation of industries at those boints,

gave an altogether.é different look and form to the cities

of the late 18th and early 19th century.' The industriél

city of the 18th and the 19th century was qualitatively
different in éeveral aspects as compared to the pre-indus-

trial city.
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The developmental phase of urbénisation 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 central place.

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

the central places it would require" (Lampard E;1966)(27).
%nder this system the 'Céntrality' of a place would depend
upon the variety of the services that‘it would provide to

its service area or the hinterland. The existénce of such
services, their diversity and number determined the hierarchy
of settlements in the entire system. As La&pat@ puts it,
"Only the largest, wealthiest, and mbst 'Céntfél'_agglomera-
tion would normally serve the entire system with the whole
range of highly specialised goods and services, whereas the
least specialiséd items were available locally throught the
sfstem on the basis of comparative acceséibiiity or compe-
tition" (Lampard Eé 1966)(28). The emergence of cities of
different sizes and the hierarchy amongvthem'was on fhe ,
agrarian background. Cities performed:the function of collec~
tion and distribution of farm ahd non;férm products. Those
services which reéuifed.certain "Threshold" demand for their
production would be located in the cities, So.‘basically.

the City's primary function wés to serve as a "service centre”
for its hinterland. The scope for diversification and spe=-
cialisation was limited. While describing the nature of
cities under classic urban?ystem; Lampard remarks, "This
notably 'Static' order of classic urban systems - from

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

the constraints of a largely undifferentiated\agraf%on base.
Apart from relatively minor f£lows of interregional trade and
tribute, productivelactivity remained local and unspeciali=-
sed" (Lampard E: 1966) ‘290 -

The Industrial city of the 18th century wés a qualitatively
new and a distinct phenomena. It was a produét of advance-
ment in ag;icultural pfoductivity and accéle;ation-in'the
developmenﬁvof industrial téchnoiogy. The advent of machine
and the increasing use Qf non-human sources of energy namely
power, fuels, coal etc. changed'the process of.production.
Production was no morela‘simple process. Eéctory was an out-
come of the précess. This marked the sepérétioh of tﬁe piace
of work from the plaée of residence. The factory and the
changing work culfure gave rise to improved'fbrms of orgénisa-
tiqp and management. The industriél city was no more a 'ser-
- vice' centre of its hinterland. It was a centre of sophisti:
cated industrial activity charaéterized by ecoﬁomies of scale,
and having national markets; Incréasing Compiexity of the
production process and the ﬁigh rate of technological deve-
lopment fostered specialisation. Greater specialisation and
larger division of laboﬁr made the entire productién process
hiéhly interdependent. Rapid growth of the industrial activity
fostered the growth of specialised services such as finance,
consultancy, banking, inéurance,.communicafionrand so on. The
industrial city then was a dynamic complex phenomena. It was
distinctly different from the pre-industrial city in all res-

pectse. .
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1.2,3 THE " METROPOLITAN" CITY:

The "Metropolitan City" of the 20th century is an outcome of
an extensive application of science‘to industry and the advenﬁ
of automobile. The médern development of mechanised transport
and means of instant lopg-distance communications gave the
modern metropolitan city an altogetherAa new imprint. The
emergence of a metropoly owes its existenée to several for-
ces as:
i) Migration: As the process of centralisation of manufactu-
-ring and ébmmercial activity in the Central city began,

. the expanded job market attracted hoards of job seekers
from the surrounding region, thereby incféasing the density
in the Central city. High congestion and the co-existencé
of residential complexes and‘cqmmercial/industrial dwellings

~ would invariably lower thé operational efficiency of the
system.

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

the Central industrial - residential -~ commercial belt,
the large, growing manufacturing firms encounter severe
restrictions on ‘their physical expansion from the 1oca;
authgrities. 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'voiume of activities in-
the Central city leads to the appreciaﬁion 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 Céntral city. Increasing prices of land, and

especially the prices of land for residential purposes,
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p{o§ide an incentive to both low and middle income earners

to shift their fesidence to nearby subﬁrbaﬁ areas. This
tendency is strong, provided that thére.exists an efficient,
easy and economic transportation network between the Central
,city and the suburban areas. Interaction of all such and other

factors precede the emefgence and growth of a modern meﬁropoly.

1.3 URBANISATION: A GLOBAL VIEW:

Urbanisat;on has now become:a global phenomena. It is pro=-
jected that by 2025 A.D;. 62.5 percent of the total world p6pulation
would reside in urban areas (30). At all times the level and/or
Degree of ﬁrbanisationv(i.e..the proportion of population living
in urban areas) in £he more deveioped regions of tﬁe 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 Devefoping regions. The less_developed regiOASfare rapldly
becoming urban. In 1970 25.2 perceht 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 of
" urbanisation that the more developed regidhs Would attain by that
time. As agalnst this the rate of urbanisation i.e. the Fate of
growth of the proportion urban for the entire group of less deve-
loped regions is signlficantly higher than ﬁhat 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

1
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base historically in a way inflates the growth rates, the crux of
the matter does not change much.

Table 1.1(a): Proportion of population living in urban
areas by major regions: 1970 - 2025 (percentage).

4
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Region: Proportion of Urban Population.
g * 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 8l.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 1.1 (b): Rate of Urbanisation by Major Regions,
- 1970-2025 (Annual Percentage Change).

Regions Rate of Urbanisation,
g o 1970~ 1975- 1980~ 1985~ 1990~ 1995- 2000- 2010~
75. 80. 85. 90. 95. 2000. 2010 2025,

1, World Total 0.72 0.81 0.84 0.93 0.98 1.03 1.10 1,00

2. More deve-

loped re- : o

glons. 0.69 0453 0,50 0.49 0.48 0.46 0.43 0,34
3. Less deve=-

loped re- ' .

gions. 1.43 1.58 1.56 1.61 1.62 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 fegions is quite
high ae compared to the Developed nations. But they are not devas-
tatingly high per se. In fact, from Table 1;1(b), we can see that
the projections for the period after 1995 dépict a consieggptly 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-

ficantly high, the rate of growth of Urban Populations is substan-
gial;ilgigﬁ'in these countries. This becomes clear from Table 1.2.

IS

‘Table 1.2: Average Annual Growth Rate of Urban Population
by Major ’Regions.

. s A D G G M, Uy B S T S W (e e T Y D Tt G " e S S - . - A b -

Region: : ' Annual Grogth Rate (Percenta e)i

- - - O h S G S D S SR S WAL ERS D M Syt Gl e Tt S T S S A Dt B PR v W T W S

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 N 0.8 0.7
3. Less Deve=~ N

loped Re~ A ' ,

gions. 3.9 3.7 3.6 3.5 3.5 3.4 3.1 2.5

e

While pinpointing this peculiarity of the urbanisation pro-
cess in the Third Worid, the United Nétions Monitoring Report of
1983 remarks, "The more detailed data for the various world regiops 
show that some of them, such as large parts of Africa and Sou@h
Agia, which still present low levels of urbanisation; will féce a

dramatic growth of their urban population".(sl).

1.4 URBA&ISATION: THE INDIAN EXPERIENCE:$

fhe discussion in the earlier section, then.implies that in
the Developing nations of the.Third WOrld; the spreaa 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
place. in a polarized manner. The growth is concentratéd in few
size classes of urban centres. The Monito;ing Report of 1983
makes a very pértinent observation in this regard stating that

"Urbanisation of the world population has continued at a very rapid



21

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 overéll deveiopmental pfocess of the Deﬁeloping coun-
tries is doncerned,. While highlighting this issue, the report
makeé a suécinct ‘remark as, "Even a moderate fate of urbanisation
can, nevertheless, have negative consequences for individual cities
if urban growth is concentrated in one or in a few urban placeé.
In fact, many developing countries are characterised by a strong
éoncentration of urban popﬁlation growth in a primate city, which
is usually substantially ia;ger than the next smaller cities. Such
a éoncentration of the_urban population not onli produce enormous
problems for the primafe city but tends to perpetuate the regional
dispafities in social and economic opportunities of which it is a
reflection, and it is widely viewed as a major obstacle to deve=-
o (33)

.

lopment

1.4.1 URBANISATION PROCESS IN INDIA:

The urbanisation process in India is in conformity with the

- © peculiar characteristic'features Of_the.urbanisation process
in the Developing'nation; of the Third World. The Indian Census |
-(1987) defines and declares a settlement to be an ‘urban‘if"it
-has a municipélity,Vcorporation, cantonment board or noti-
-fied town area COmmitteé. etc. Other places are also termed
-aé ‘Urban' if they have’(a) a minimum population of 5,000,
(b) at least 75 percent of male Qorking population engaged
in non-~agricultural peréuits: and (e¢) a dené@ty of population

n(34) . This

of at least 400 persons per square kilometer'
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
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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

A

census epumeration 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 censﬁs, for operational
purpbses is 3949, India depicts a steady growth in the degree
of urbanisation which is generally measufed in terms of abso=
lute or relative number of people living ip urban areas. This
is presented in Tabie 1.3, | .

Table ¢ 1.3: Degree of Urbanisation: India (%)

1951 - 81.
Years: Per cent urban '
population.
1951 17,59
1961 18,24
1971 = 20.21
1981 23,70

' - (*) Excludes Assam.

Source: Urban Growth in India 1951-81: A Statistical
Analysiss Census Monograph No., 1 = P = 7,

Over the period 6f last 30 years, as the number of towns has
gone up from 3036 in 1951 to 3949 in 1981, the average popu=-
lation éize of an urban unit also has almost doubled during

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

unite.

Years: No. of Units: Urban Population Average

’ size of an

urban Unite.

1951 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.l - P = 3,

1.4.2 UNEVEN INCIDENCE OF URBANISATIONS:

The imbalance in the incidence of urbanisation is visible

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

At the National ievel 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 fagt that, almbst 76% of the country's

total population was residing in these nine States.
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Table: 1.5: Degree of urbanisation and the urban

population of 9 highly urbanised States
of Indias 1981,

Urban . Popula-

T G > - S " =, - > == 4P - -

% of Urban popu- % of urban

State: tion 1981 (Nos). lation to total population to
population of total urban
the State. 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

- 6o Andhra Pra- )
desh. 1,24,87,576 23,32 7.93

7. Madhya Pra-
desh. . 1,05,86,459 20,29 6.72
8, 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

2., Urban Growth in India 1951 - 1981 \
A Statistical Analysis, Census Monograph No.l

F =

38.

Source: 1. Report of the National Commission on Urba-
nisation Vol. 2 - Aug. 1988 - P = 9,

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

tralised L at few centres.

SR

This is visible frdm the fact that,

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 hai/e 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 urbaﬁ population during the
decade 1971-81 without much_gignificént changes 'in their levels
of urbanisation (see Table 1.6). Incidentally, a high‘fate of
R o

overall population growth was one of the impo;tant factors con-
tributing to speedy urbanisation in the case of these States.
While pointihg out this fact, the National Commissioh‘on Urba-
'hisation remarks; "It may be noted that the overall rate of
population growth in Uttar Pradesh, Bihar;’Madhya Pradesh and
Andhra P;ade;h is high and the shéer increase in‘the number of
pet¢ple in these\States.itself generates urbanisation“(36)}

" Tables l,gQ Level of urbanisation and Decadal.'annuai

growth rates of Urban Population of Five large
States of Indla.

State: Level of Urbani- Decadal Urban Annual Growth Rate
: sation ( % ). Growth rate(%). (%) (Simple).
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 \

= mm e

Source: Urban Growth in India: 1951 - 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 1s again concentrated in urban areas of cer=

, e
tain size. The data compiled by the National Commission on
b
Urbanisation reveals that, among the six size classes of
the towhs,‘the class I towns with a population of 1,00,000
and above, which are designated as "cities" in the Indian
Census are swelling. ‘Both, at the National as well as at
the State level, the class 1 towns account for the largest

. ¢hunk of the urban populaflon. The corresponding statistics
is presented in Table:l.7.

Table: 1.7: Distribution of Urban population into

different sizes of Towns (1981).

State: Urban Population Percentage of Urban population ‘in
1981. towns belonging to_size class. ** - .
. "I""“II'""III""IV""V"‘"VI" -
India 15,97,27,357 * 60.5 11.5 14.3 9.5 3.6 0.5
. 1. Andhra v . \
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
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
5. Jammu & -
Kashmir 12,60,403 65.8 0.0 11.7 6.1 10.9 5.5
6. Karna- : '
taka 1,07,29,606 58.7 6.4 17,7 13.7 2,9 0.6
7. Madhya 7 '
" Pradesh 1,05,86,459 46.8 18.0 12,2 15.1 7.7 0.1
8. Kerala 47,771,275 . _53.1' 9,5 31,9 4.8 - 0.7 0.0
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 0.4
11. Punjab 46,47,757 46.4 14.4 20,2 11.3 6.5 1.2
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Table= -]i.'] 2 Contd (X R B RE)

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. 1,98,99,115 51.4 12.4 12.6 13.5 8.6 1.4

15, West
. Ben= ' ' » i )
gal. 1,44,46,721 77.0 10,7 7.5 3.6 1.0 0,2

Source: Compiled from the Report of the National Commi-
.ssion on Urbanisation Vol. 2 - P = 20,

n

* Including projected population of Assam.
** Class I towns have population more than 1,00,000.

Class II 50,000 = 99,999
Class III 20,000 to 49,999
Class IV 10,000 to 19,999

" classv 5,000 to 9,999
Class VI Less than 5,000.

As the statistics presented in Table 1.8 reveals, the‘ten-
dency of the urban population to concentrate in cities has
strengthened over the years.

Table: 1.8: Percentage share of cities '(Class I towns) '
r in Urban Population 1961, 1971, 1981.

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

1. Andhra Pradesh 43.3 48.4 ' 53.8

2. Bihar 39.4 . 45.4 S4f2

3. Gujarat 44.4 . 49.0 58,0

4. Haryana 08.1 12.8 56.7

‘5, Jammu & Kash= 67.4 - 68.5 65.8
mir. :
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Table: 1.8: contd eceeee

6. Karnataka 39.7 51.1  58.7
7. Kerala 27.0 42,3 5341
8. Madhya Pradesh ‘ 39.1 45.1 46.8
9. Maharashtra 65.8 . 70.8 75.3
10. Orissa 13.2 38.3 4.6

11. Punjab ' 38.6 40,6 - 46.4

12. Rajasthan | 38.5 41.9 . 46.8
13. Tamil Nadu 47.5 | 57.7 622
14. Uttar Pradesh. 54.4 . 57.1 - 51.4
15. West Bengal 72.1 71.0 . 77.0
* INDIA 48.4 | Ss.g | 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

been described as “top heavy" by Rakesh Mohan (371

e« 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.:

hThe lack of addition of towné at the bottém end, according

{to him, is primarily'duelto the sluggish growth of agricul-
;ture in many regioﬁs of the céuntry. While stéting this
clearly, Prof. Mohan observes, " To the extent that urbani-
sation is related to economic develOpmen£ and the distribu=-

Ation of lower settlements is well explained by>Centra1 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 rural areas to lérger cities in search of—
employment is an important factor contributing to the pro-
cess oflconcentraﬁion of population in large and growing
arban cenﬁres. In the States like Andhra Pradesh, Madhfa
Pradesh, Uttar Pradesh, Orissa, Bihar' and Rajasthan where
the rﬁral sector is prominent, and in general in a country
like India, where large urban‘seﬁtlements‘coexist vis-a-vis
lafge rural settlements and further where the non-agricultu-
ral employment opportunities are concentrat?d in few larger
ﬁrban centres, onelwould expect the migratory flows to be
heading towards large cities from the rural areas. But
interestingly énough, the data on migration streams compi-
led by the National Commissioh on Urbanisation throws light
' on a distinct tendency of urban to urban migration. especia-
1lly in the States ha?ing'a broad urban sectors. The two
types of migration flows and their fesﬁective magnitudeé are
preseqted in Tables 1.9 (a) and 1.9 (b)+- In the highly
urbanised States of Maharashtra, Tamil Nadu and West Bengél,
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’la;ge towns
and cities in search of a better job opening. In the tech-
nical terms these are "éctive“ migranfs. On the other hand,
predominantly rural States of Uttar Fradesh, Bihar and Rajas-

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

minant. All the "Push®" factors instrumental in the rural
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the exodus of rural dwellers, can be. said
\../

to be associated with these migratory streams.

Table: 1.9 (a): Migration Streams: 1971 - 81,

States:

1. Maharashtra

2. Tamil Nadu

3. West Bengal

4. Uttar Pradesh
5. Bihar

6. Réjasthan

7 .Karnataka

8. Gujarat

9. Andhra Pradesh
10. Madhya Pradesh

e o e o e 4 e S0 S

Rural Urban mi- - VUrban-Urban
grants in ..('000). migrants in
(*000).
145 _ ' 313 -
148 ¢ 27
71 . ‘ 217
1,170 - 688
464 217
240 ~ 184
199 g 232
152 ' 162
172 | 184
162 ‘ 179

S ource: Report of the National Commissidn on Urbani-
sation Vol. 2 - Aug., 1988 - P = 4,

Table: 1.9 (b): India:- Rural-Urban and Urban-Urban

. Types of Migrants:

1. Rural - Urban

2. Urban - Urban

~

migrants among Internal Mi-
grants: 1971 and 1981,

Migrants in Million.

1971 "1981.
23,95 34.20

13.98 21.83

TOTAL: 37.93 56.03
Smmmme= S|

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 ard 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 number of urban. to urban ’
migrants registered a marked increase of 56.15
per cent.)

The foregone discussion reveals that Urbanisation process
in India présents a mixed picture és far as the incidence and
growth of urbanisation is concerﬁed. While commenting on the’
vaerall pattern of'urbahisation in the COun#ry, the National
Commission on ﬁrbanisation states, "Thus urban India is a
mixed bags We have *high urban' (in the Indian Context) sStates
like Maharashtra, Tamil Nadu and West Bengal, dominated by ci-
ties like Bombay, Madras and Calcutta, and 'low urban' States
like Uttar éradesh, Madhya Fradesh and Andhra Pradesh with a
large agricultura1>$ector but neVertheless having a largé urban

population by virtue of their large total population" (39).
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CHAPTER: II :
e e ~

URBAN GROWTH$ NETWORQ)QE THEORIES
J

] o

2.1 INTRODUCTION: . ,

‘The process of urbanization is associated with the trané~'»
formation of ptoductive resources , (viz. labour and capital
mainly) as well as the overall socio-economic epvironment‘of
a "Rural" economy intd an "Urban" economy. &As a matter of fact,
we use the terms “tgral“ and "urban®" in order to distinguish
between tﬁo tyées of‘fregions“. which are qualitatively differ-
ent from each other in séveral aspects such as the size of the
population./the density of population, the oécupational struc-
ture, the pattern of factoral payments, the.diﬁersity and hete-
rogenity of the economic and commercial'activities, the degree
of specialisatién and Interdependence and so on. But in essence,
.what we are dealing with is,va process of "Regional Change®.

The phenomenonof change has two aspects:

a) The factors associated with the process of chaﬁge} 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 égg;egation, the causes
of urban change can be thought of as originating primarily within
the urban area or outside the area", (Hirsch: 1973)(1). ﬁow
depending upon the place of origin of the cause of change, three
perspectives on urban change could be thought of viz: - |

i) External |

ii) Internal

iii) Mixed i.e. External and internal.
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The three types of theoretical framéwqus which attempt
to explain the process of urban change by using each-one of the
above three perspectives are as follows:

a) External: The Central Place Theory and the Economic
or Export Base Theory.

ﬁ' b) Internal: The Resource Base Theory.
[ \E) Mixed: Theories using the Input-Output framework.
The phenomena of urban change can‘also be viewed f;om
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 categorizatioh the Centfal Place théory and the Econo-
mic Base theory fall under the demand category.'.Thg Resource
Base théory falls under the supply category: whiie both of these
approaches can be integ;ated in the Input-Qutput framework.
While the threefold categorization of the phenomenan of
urban growth is given above it is thé'External/Demand based
framework that seems to be the dominant one in explaining.urban
growth., The literature on urbaﬁ growth mainly pertains to fhis_
framéework. 1In the following we concentrate our attention on

this framework.

2.2 NETWORK OF THEORIES:

The'second half of the present century observed a marked
upsurge'in the literature concerning the phenomenon of urban
growth,. Thé Central Place Theory developed by Walter Christa-
ller deals primarily with the emergence and geographical dis-
tfibution of townsvof different sizes and their number. 7The
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 om other  -theoretical framewbrks
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dealing with thg'growth aspect of urban areas is also given in

the following pages.

2.2.1 TI:IE CENTRAL PLACE THEORY:
As Goléstein and Méses (1973) observe "Most approaches to
urban growth are demand-driven and are exeréises in compa=-
- rative statics rather than dynamics. Models on Central
Plécé theory argue that a city grows to meet the demand
of its hinterlandiregion". (). Basicglly, the Cent;al
Place theory deals with the emergence and spatial_distri-
bution of towns i.e. thé Central Places of various sizes.
But lts focus per se is not on the growth of an indiv{dual

Central Place, Still, we find some discussion about fhe

factors which influence the growth of ah_individual Central

Place in a bpok by W.Christaller. ‘3)According to him the

factors affgcting the development df a Central'Place ares

1. Geographical/spatial distribution of the population in
the hinterland?! Besides this other factors like the
costs of transportation between the Central Place and
the binterland or the service arga: the opportunity
cost of time spent in travelling: availab;lity of
transportation facilities, are also instrumental in
determining the growth of the Central Place.

2. The size, density and the struéture of the population
in the complementary region{ Since the demand for
goods and services, whigh are produced at the Central
Place, by the hinterland is c:uciai 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 different
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regions or sections of the service area are of crucial
importance for the growth of the Central Place. - |

3. The natural.endowménts of the Central Place: The supply.
conditions as weil as the prices of the goods or/and
services produced and/or supplied froﬁ the_Centre. would
also determine the growth pattern of that Central Place(f)
The towns or the Cenﬁr&l Placeé, the gfowth of which is
explained by the Central Place theory of w.Christallér,

- have a lot of similarity with what Lampard ;1966)(4)cal1s
as the "Claséic Urbanisation", The primary function of
these Central Places was to serve their\hinterlands or
what Christaller calls them as their "Service afeas“.
with those services which can be prqduced oply centra-
lly. These towns emergéd and’developed on the agrarian
background. With the éxception of the discussion of
few>factors which 1n£luenc¢ the development of an indi-
vidual CentralvPlace, the primary focus of the theory
1s on explaining the emergence and spatial distribution
of towns or Central Places of different sizes and other

- factors which determine and establish an hierarchy émonﬂ
Central Places of different sizes.“The theofy mainly
deals with the first parf of the Hope Tisdale Eldridge's

(5) i.e. it

definit;on of the process of urbanization
deals with the ‘multiblication of points of concentra=-
tion', and that too on an agrarian'backgfound. Expre-
ssing a similar viéw, sises e s+ . Goldstein 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.



38
Christaller to explain the size, number and spatial dis-

tribution of towns, but not their growth" (6).

2,2.2, THE ECONOMIC BASE 'i‘HEORY:
The other prominent demand driven throry of urban growth
is the Export Base or Economic Base theory, which empha-
sizes the role of external demand for the goodé and ser-
vices of an urban area in shaping the.growth pattern of
-that urban centre. A lot of primacy is conferred on to
all those activities of the area; which primarily'cater
to the external demand. The theory propbses a classifi-.
catlon of the region's activi£ieé into t&o classes; as
(1) all those activifies which primarily cater tovthen
markets located outside the geographicai bouhdariés of
the region and, (ii) the activities which cater to the
regioh's 1local population. The exporting:activities
are considered to be the,;prime movers' of the local i .e.
region's economy. These are collectiVély‘tétmed as the
activities forming the *Economic Base® of the region.

' fhe growth énd development of the regioﬁ's Loca; 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!’ aéti-

vities, while the local activities which emerge out of

the impetus provided by these 'Basic'_activities are
termed as 'Non-Basic' activities. It is proposed that
an 1initial change in thé '‘Basic' activities, exert a
‘Multiple' impact on the local economy. While explaining
the mein 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 epentf
~on additional purchases of locally produced goods ‘and
eervices and thereby generate 5till more employment,
income and production Qithin the area. This procees
can be enmmariéed 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 (7.

_THE STAGES THEORY OF URBAN GROWTH: ~

A very similar theoretical framework is provided by Wilbur
Thompson (1965)(8) which too uses the primacy of the

'Export Sector' as’ the central theme.  His analysis postu_
lates. that the process of urban growth passes through'five

stages. These are as. followss

* 1) Stage of Export _pecialization. In this stage the local

economy is the *lengthened shadow' of a single dominant
industry‘or even a single.firmV(which is of course ex-

port oriented).

ii) Stage gglthe Export Complexs: Thevlocal_sector expands
via production,linkages by *adding local suppliers and/

or consumers oﬁ intermediate products".

iii) Stage of EconomiciMaturation:'The local sector expands

to such an extent that it starts replacing the *imports'
of both, manufacturing and services.

iv) Stage‘of gional Metropolis. In this particular stageo

the local economy becomes, "a‘mode,connecting and-con-
trolling neighbouring cities... " In this particular

- phase the export of services becomes a major economic
\__‘(/'—_".—‘ ’ ’
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activity of the region .(*)

v) Stage of Technical ProfessiBnal Virtuosity: The location

achieves national eminance in some specialised skill or
economic functione. (Even though‘thé configuration of the
‘export sector' activities undergg a change, and gradually
the local sector too acquires importance at various stages,
‘the basic idea of the framework is analogous to that of the

Economic Base~Theory{)

2.2 4 BORTS AND STEIN MODEL OF URBAN GROWTH:

As cited by Goldstein and Moses (1973)(102 G.H.Borts and

J.L.Stein (1964) have devised a supply dominated model of urban

S S
Nt

growth (11). 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 employmént 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 Goldsteln and

o

Moses (1973)(12) point out, as the model did not deal with the
simultaneity of higration and employment growth, the resulté of
the model were "questionable". Prof. R.F.Muth, made -

an attempt to take a cogni?ggce'of this simultaneity of migration
and employment growth in his model by using the simultaneous equa-

*k
tion estimation technique. (**)

(*) In an article entitled "Location Theory and 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. :

q (**) As the original text of the model developed by Prof.
., &—_ Muth could not be obtained, we ara relied upon the details
"of 1t 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, implicigg%y.
The Economic Base theory, on the other hand, explaihs the causality
and the actual process of employment generation in an urban area,
which in the subsequent time periods attracts capital and labour
from outside locations.

2.2.5 THE 'LAYER' THEORY OF URBANIZATION:

In the earlier sections we made an attempt to enlist the
various theoretical formulations 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-

a8, o

cal frameworks in his "Layer". theory of urbanization
demand for non-food goods and services by the agricultural sector
glves rise to the emergence and development of lower order urban
settlements. 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 “Centrél.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 “exﬁort“oriented (1.e. exporting/
selling their goods in non-local markets mainly) units have their
own multipllers which determine the resulting urban population of

thaﬁ particular location. These are the second and third layers

of the Koichl Mera's Layer theory.

9 (*) We could not obtain the original piece of work of
QgL'. Koichi Mera, )
\—/__"
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2.3 "LAYER" THEORY AND INDIAN URBANIZATION:

Rakesh Mohan (1984) then examines whether the process of
Indian Urbanization fits into the Layer Theory postulated by
Koichi Mera. With the use of appropriate statistical tools and

Census‘data Prof. Mohan has tried to theoretisize the Indian
’ R — )

 urbanization experience. He concludes that "The distribution
bgtween lafge, medium and small fownS'is therefore determined
by the distribution of various economic activities. ' The number
and distribution of small towns is particﬁlarly linked tightly
with the level and distribution of agricultural activity. The
hierarchy of economies of scale found in the manﬁfaqture‘of '
different products, along with the agglomefation\economies as
revealed by manufacfuring employment multipliérs. presumably,
- then determines thé'hierarchy of the size of settlements. Layers
of urbanisation are cumulatively added on by the different basic
activitiesv, (14) |
"It then becomes clear ffom the foregoing discussion that,
the growth of smaller towns which is élésely related to the deve-
lopment of the agricultﬁral activity in the surrounding areas,
can be explained by the Central Place Theory. The growth and
devélopment of large. modern induétriai - commercial cities, whict
have the inertia of growth inbuilt in their structure and functio-

—_—— e
ning, has little relationship with the agricultural activipyvin

AR P AT

‘Q331255££l§nd: These big citlies, where large chunk of the urban
population in 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 dhapters present a detailed review and discussion

of the main aspects of the Economic Base framework.'

[
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CHAPTER3: IIT :

THE ECONOMIC BASE FRAMEWORK:

" 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 undergtanding
of the economic forces which repfesent the
foundation of urban grbwth and change., The
concept of the urban economic base is one of
the cornerstones of the panher's'economic un=
derstanding ".

= Richard B. Andrews ™

3.1 INTRODUCTION:

The formatidn and growth of cities is a complex phenomena,,
The expansion of activiﬁies in terms of variety and volume, there-
by, creéting more job opportﬁnities.and increasing the amount of
income and~employment generated at thaﬁ location, carve out the
path'of future expansion of fhat urban area.t Increaéing agricul-
tural pr?duction, expansion of transportation and ¢ommunicétion
v networﬁ, growing manufacturing and tfading activity and several'
such factors which exert theifvsimultaneous influence, give rise
to a system of cities which are highly specialised and closely
interrelated. In such a system of'interdependenﬁ locations, the
growth of a city and its*hinterland is closely interrelated, A
cify & 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 Ratlos" 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 tﬁe surrounding regions. play a
significant role in shaping the pattern of development of the
city. The "Export or Economic Base" framework of urban growth
emphasises the primacy of extefnal demand 1n shaping the growth

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

jdea of dichotomisihg the region's economic activities into

two sectors viz "Base" and "Service". The QBase“'activities
earn a net,inflﬁw of money for the region and thereby form the
éackbone of that urban area. The growth of the "Service" acti-
vities is functionally reléted 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'. For this the accuracy in the identification
and estimation of the. 'Base’ is of utmost importance. The
exeréise of Base es;imation consists of two important aspects
viz. the Unit of Base and the Method/s of Base estimation.

A brief review of iiterature concerning the choice and suitabi-
lity of different units of Base, their virtues and weaknesses,
is presented in Section 3. _The laét 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 Baée measurement and Direct techniques of

Base measuremente.

3.2 EVOLUTION OF THE 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 ;n series of artie

cles under the broad title "Mechanics of the’Urban Economic Base"
which appeared in the journal LAND ECONOMICS during May 1953 and

(%) : : :
February 1956 o

3.2.1 MAIN CONCEPTS AND DEFINITIONS:

The theory bifurcates the total economic activities of
an urban area into two sectors éccording-to their market
orientations. As Prof. Pfouts puts it, "This theory may
be.chéracterised brieflj by saying that.it divides ﬁrban
economic activity into two categories: exporting-industry‘
that brings'money in the community from_the outside world
and hon-exéorting industries whose goods and services are
" sold within the community" (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 corﬁmunity 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"
{"are définitely 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 -'juriédictioﬁal
and/or fiscal boundaries of the region., Whiléfgzgzzzgzgg
the other counterpart of the Base, préf.:Andréws writes,
“"That economié section of the community which the base
directly éupports is often refefred t6 as "service actie
vity". Service activities include enterprises whose prin-
ccipal'function is that of providing for thé nééds of per-
séns within the commUnityfs economic limits. They are
Aalso distinguished from the base in the fact £hat they
are, Principélly, importers, or, if they do not import,

do not export their finished goods or services“(S).

The theory postulates that the exporting activities are

the prime movers of the region's econohy; These enter=-

prisés provide the initial impetus fof growth, As Frof,

Pfouts puts it, "It is also contended in discussioné of

the theory that the exporting or basic industries pro-

vide the sources of ufban growth; they are "City building"
(4)

industries" e The literature reveais 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", “External",
"Urban growth", “Suppérting“ and so on.‘ The termindlogies
used to denote the non-exporting or local activities are,
“"Service", "Locai“, "Non-Basic", "Auxillary", "Secondary®.
*Internal", "Town fillers" and so on,.
The fundamental postulate of the Economic Base theor& and

the primacy of the exports in stimulatihgvthe growth could

well be compared and equated to the familiar circular flow.
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of income model of macroeconomic analysis. (See figures.Il
"In the circular flow model, the “Expofts" are consideredc
to be an "injection"” into the economy. Theoretically, an
injection is, "an addition to the income of domestic firms
that does.not arise from the expenditure-of domestic house=-
holds or an éddition to the income of domestic households
that does not arise from the spending of domestic £irms"
(Lipsey., R.G.: 1979)(5). In the case of an urban area too,
as Prof. Andrews puté it, "From a tradeaflow'viewpoint
these base enterprises through their export function earn
a dollar inflow for the community £rom the'surrouoding re-
gion, the nation at large, and even from other nations“(s).
So in the framework of the Economic Base concept, these
Export enterprises which are "income earners" of,tho commu-'
‘nity determine the economic health of that urban region.
Déscribing this important role of the Base Enterprises, P;of.
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 eérning 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 localitye.
Recognising the significance of Export enterprises amd their
. earnings, Prof. C.M.Tiebout describes these activities to
be the "prime mover of the local economy“. (Tiebout. Dec.1962f8)
The income earned by the Base enterprises ard 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



49 FIGURE: 1.

EXPORT EARNINGS AS AN "INJECTION"

IN AN URBAN AREA'S INCOME FLOW:

Source: Pfouts, R.W. and Curtis, E.T.: “"Limitations of the
Economic Base Analysis" in Pfouts, R.W. (ed.) "The Techniques
of Urban Economic Analysis",.Cha.ndler ~ 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 asv“Non-Basic") come into exise-
tence following the establishment and growth of the Base .
enterprises. The "Bage" acthltieS support these “"Local

' (* ) '

enterprises"

MECHANICS OF 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 oould broadly

be listed as follows‘- (alsolsee Figure-2).

a) ,All those firms and other enterprises whicn cater to the
manufacturing needs of the Base enterprises, e.g. spare
parts, semi finished and tabricated 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 whiéh:are.classified

as (a) above.

c)’ Enterprises and activities which cater to other service
needs of Base enterprises as well as enterprises of type
(a) and (b). These are like transportation, communication,
insurance,.banking, consultanCy, gesearch and-Development
institutions, laboratories etc.

d) Firms 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" (Tiebouto»
Dec. 1962) (9)
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> FIGURE: 2 &
A SCHEMATIC PRESENTATION OF THE EMERGENCE AND
GRUWTH OF LOCAL ACTIVITIES FOLLOWING THE DEVE-
LOPMENT OF BASE ENTERPRISES.
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articles, bakeries and other consumables.

e) Other service enterprises'providing services_euch as
retail trade, hotels, hospitals, entertainment,'travel,
laundries to.the local pqpulation.

All such and several other activities which fall in the

local sector are supported-by the Base; The local acti-

v1ty sector, is, therefore, closely related and dependent
on the Export sector. Any changes in the Base have reper-
cussions on the local sector. Descrlbing this relationship

-and the nature of interdependence, Prof. Andreﬁs remarks

“The'dependency of service activity upon'baSe activity is

evident in the fact that employment ani profitability‘in

¢

service act1v1t1es is highly sensitive to changes in the
base, rising ‘and falling w1th ie® (19). Through.the succe-.
ssive rounds of interaction between the Base and the chal
sector, the initial change in the Export sector exhibits a
"Multiple® impact on the region'sneconcmy. This is how the

(%)

mechanics of a region's growth operates.

(*) While. Tiebout (1962)(11)exp1ains the process of
growth with the help of an hypothetical example of
a 'Minetown'®, Prof. Douglass C.North cites a real
example of the Pacific Northwest region whose deve- )
lopment, according to him "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
deve10ped around one or two exportable commodities,
Prof. North unhesitatingly proclaims that a region's
growth "is closely tied to the success of 1ts 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 same article we find an illuminating discussion
of how a fine blending of some other related theore-
‘tical frameworks like the Location _Theory and the
Theory of Comparative Cost Advantage have helped the
emergence of Economic Pase 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. The local income:and employment'expands

in several successive rounds originating from the initial

impetus provided by the Base.’ The process could'eiabora-

tely be described as followss:

A.

The first round of ineome expansion in the region
comes via the export earnlngs of the Base enterprises.
A part of these earnings is distributed in the form of

wages and salaries to the employees of these Base en-

——

~ terprises.

A nart of the'inCOme of Base enterberises is epent on
the local purchases of raw materials, semi'finished
products, spare parts ‘and such other 1nputs 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. These imports then represent the

leakages through which the region's money flows out;
The employees of the Base enterprises who receive
their incomes then spend it-on the purohéses of goods'
and services of their dailyfrequirements. which are

produced locally.

These demands from the Base enterprises as well as their

employees provide the‘neoessary impetus to the 'emergence

and growth of further local activities which are required

for catering to the varlous needs.of the local 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 OF EXPORT EARNINGS:

The foregoing discussion reveals that the money earned by
the Base enterpfises, 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 of the area, outgide the boundaries of that particu.
lar region represent one of the major sources of export
earnings. But this 1s’ not all. Prof. C.L.Leven classifies
export activities into five broad categories. (Leven C.L.
1958)(14). while defining exports, which he terms as
“Export Production®, he clubs together all those activities
which are engaged in the production of commodities which
ares - ) '
i) shipped directly outside the area,
ii) sold to other producers within the area for further
processing before being shipped directly out of
the area, .
1i1) 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
activi;ies in categories (ii), (iv) and (v) need further
elaboration as these activity groups add a fufther dimens;on
to the concept of "Export or Base" enterprises. Thig

dimension assumes a lot of significance in the process of

segregation and Base estimation.
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3.2.4 DIRECT AND INDIRECT "EXPORT" ACTIVITIES:.

As stated earlier, all those'activities,in:tﬁe:region, whieh

cater to the productlon and service requirements of the
'area s Base enterprlses are the part of the “Local“ activity

sector. . These activities are descrlbed as- “linked“.activif

)(15). (Isard¢ 1960)(16).l These

ties (Tiebouts Dec.1962
enterprises_prbvide spare parts, semi finiehed componenfs.
semi assembled'items-and othef inputs which are purehaeed

and processed further by the’ Base enterprises for uszng them .
in the production of the. final good which is sold in the
outside markets (1.e.4Expo;t production: category (ii) as
_postulated by Prof.Leven). |

At this juncfure.'the theory introduces affufther_bifuréa_
tion in the *'iExport Sector®. The final good:which is shibeed
out direétly. ie termed as aA“Difect'Eiport", and the resbee—
tive ehterpriee is classifiedbae a “Direct Expoft'Activityg.
Whiie, a new term is now coined to deseribe the export libked
activities'which are ciaséified under the name of 'Indirect
Export Activities". So, the .initial broed export sector ie,
‘now further broken-into two sectors viz, {Direct.EXporps'

and ‘Indirect Exports'. The demand for_ietter is a derived
demand which ultimafely depends upon ‘the demand for%he final .
goods and services which are exported to out31de regions 1 .e.
the Direct Exports. (See Chart. 1.

An.exact and a complete identificetion‘and segregatien.of

all the iinked activitiessis avhighly complicated task, and
more so in the larger urban areas. The‘complexitylof the
exercise increases as the size of the urban‘feéiom'as well as

the number and diversity of the Base activities increases.
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CHART: 1

FUNCTIONAL DICHOTOMY AND INTERSECTORAL

LINKAGES AMONG ECONOMIC ACTIVITIES OF

AN URBAN AREA3

MANUFACTURING ACTIVITIES _

BASIC NON-BASIC

‘e

SERVICE ACTIVITIES

|
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5

L . U
DIRECT
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]
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i

LOCAL CONSUMPTION

COMMODITY / SERVICES FLOW

- SOURCE: Adapted from, Kulkarni, A.P., " 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 Basic sector. '

IDENTIFICATION OF OTHER TYPES OF BASE ACTIVITIES:

As we have seen, the non-local sales of the region‘s goods
and services is one of the 1mportant ways in which an urban .

area can. earn net earnings from the outside world, but there

"are other sources also through whlch a region can enjoy an

inflow- of money. The two’major sources of money inflow for

" >

an urban area ares

1.a: Purchases of the area's goods and services within the

boundaries of the area by non-res1dents e.g. tourists.

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

above) . '

1.b; Purchases of the region;s goods and services by custo_

| mers who are temporary'residents of the area‘and get
money from outside sources €.g. students residing in
University hostels aﬁd getting money ffom their peéents.
(Export pfoductioo‘category (5) as given by Prof. C.L.
Leven) . - - _ IR | ‘

2. All those residents ofvthe afeafﬁho’receive money from
non-local.sources in one or more of the following ways
such ass e | |

‘2.1 éensions‘énd other transfer béyments,
2.2 Rental income'ﬁrom non-local propefty,‘
2.3 Dividents and intérests, and;
2.4 Remittances from abroad.
While krof.tTiebout describes these as "less obvious" items’

y (17)

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

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

“special Problems of Base Identification"'(ley.v Even though
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in the cése of Universities, the bifurcation of their acti-

vities into two components could be done on thevbasis 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 éxtent. The same

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

penditures and the purchases made by non-local residents.

The complexity 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 région, who

are employed in enterpriges located outside the boundaries

of the locali?y. So, the income that they earn is, there;

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

and hehce represents another form of “Export eammings"

‘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 suéh as coun-

ting the monthly commutafion tickets, or via the Industry

pay-roll data which would 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 froh the technical

‘difficulty of the lack of necessary tools to make the pro-

ﬂ\vision for the “nggifizs/gllgggnce“. One has to make the
required adjustments in the region's Base estimations to

- take an account of all those commuters who come from other

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

activities pose several such technical and conceptual issues,

which have yet not found any completely satisfactory and

implementable solution.

THE CONCEPT OF BASE AND CITY PLANNING:

The functional dependence_of'the "Local or Service" activity.

sector on the “Export or Base" sectcr assumes a lot of'signi-

. ficance in the city planning pr7tessf' As the changes in the

‘ Baslic seéctor bring about compuﬁable changes in the Non-Basic
Lo "/'~—~»4._,~_ e e e T e

sector of an urban area, the future‘vdlume of the Non-Basic
Sector could well be projected once we are able to estimate
future Basic activity. It ié’then of'vital importance that.
the area's Base (current as well as fﬁtufe) is estimated accu-
rately, so_thatiadeéuate civic'andkurban amenities could be
planned for the expanded future canvas of total (Basic and
Non-Basic) activities. The estimatioa procedure involves ,
two things viz. (i) the choice of the Unit of Base: and

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

two secticns deal with these two aspects of,Base‘estimation

- respectively.

THE CHOICE OF THE UNIT OF 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| Leyen (1954%:22)and (1959 23) 4na 1sara (1960

)(24)

have devoted their attention/this important facet of the theory.

3.3.1 SOME MAIN UNITS OF THE BASE:

Some of the main units of Base measurement which have often

been cited'and discussed in the literature ares
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1. Jobs i.e. Employmenﬁ.

2. Fay Rolls.

3. Value added

4. Value Of-Prqductioﬁ’

Se Physiéal production,

6 Iﬁcome and expenditure Accoﬁnts.

Te Incomé

8., Sales.

As Prof. Andrews observes, the units like Value of Production
and Physidal:Produc;ion'have not found g:eat_favbuf“among

those who were involved in condugting.aétual'basé’studies

(35)
The main reason for this 1s that both these units fail to |
take a due account of those activities of the Base which.
produée non-bhysical output. In addition to this, the Value
“of Produe:I;;f;;;:~;;E:;;es an additional adjustméntlwhile
making any ihference,of that of pricé movement. HBut'bbth

. - PR |
these units have a virtue of rendering a valuable qualita-
tive informaﬁion'regarding manufacturing activities of the
Base - like impact of teéhnology on labour prodictivity,
'capacity_utilisation and so on. These eieménts assgme'a
lot of significance in‘thé léng run'analysis of the impact
of increased productivity.iprofitability;'on'the growth.of,
the area especially when these factors furﬁhef aftract neyer
manufacturing and other ac£ivities to that area.
Net inflow and outflow Of.money into the area and its circu-
lation represent all the monetary transactions of the areae
When this Income and Expendiﬁure 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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link es and channels throhgh which any external stimulus is
transmitted td the various seétors_of the urban area's eco-
nomy. But such a-study,inclusive of all types of Mgaéure-
hents,ié almost impossible for ver& lafge cities and metro-

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

‘VALUE ADDED' AS A UNIT OF BASE:

Among other ﬁnits'of‘méasure. Value éddedjand Employmeht
are the two ﬁnifs which'havé offenvbeen used in empirical
studies. Prof. C.L.Leven had used value added as a unit of

7 . e ke At oy @S ——c
measurement in the study of Sioux City. The distinguishing-

——
factor which classifies the urban area's total activities
either as-“Export or Basic" .or “Loéal Qr Non-Basic" is the
location of the sales of the products of‘these activities-
So, tdtal.Value of Sales; as a unit of,measd:eq has.also
been sﬁggested in the l;térature{ But; saléé as a unit of
Base suffers from the common problem of double counting.
The‘parﬁicﬁlar unit ‘valué addea'-avoids the probiem of
doublé'cognting. So, whi%e cdmmenting on the suitabiliﬁy

of this particular unit of measure, Prof. Leven remarks

"By sub~tracting the value of these inputs frbm'total.export
sales, a more pertinent_measurg of export_eérnings can.be
obtained, namely, value édded by'manufactgre'of goods and
services sold outside tﬂelgrea"(zs). | ’
Prof. Leven proposes that, *Value added in the area"} which
he defines as tﬁe sum total 6fkvalue added of the directly
exporting activities,plus‘the value,added‘genératéd ih each -

of the vertically integrated production activities, is an

"entirely adequate measure of the size.of the base and its
(27)
"

components « This is similar to the parallel con¢epts

of 'Direct Basic Employment' and ‘Indirect Basic Employment®,
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when employment is used as the unit of Basie‘measurement'
which collectivelylform the total “Export" emplbyment.
Since Base activities.are by‘definition those aceivities-
which earn a net money inflow féf'the ;bmmhﬂity the value
edded by the export activities appropriately catches the
true meaning of the term ‘Base'., As value added by an.
industry is distributed as faeter payments Qithin the area(‘
‘total Value added also gives a measﬁre of income in a
community, (28). While highlighting the same aspect.'P;of.
Leven writes, "The sum of the value added in eech'bf'the
§arious stages of production will aecount for ell of the
earnings arisiﬁg from each particular basic activity“(gg)
'Even though Prof. Leven describes the ‘'value added in the
area'as an 'entifely adequate measure® he is fully aware of
some of the main limitations of tbis:unit. According to him,
the rquigi;eﬁagiggggeEE§ those will have to be carried out
if value aaded has to be used as a unit of Base are - |
i) Adjustments for unearned incomes likéltransﬁer
payments, and |
ii) Adjustments for the difference between‘inte;est and
dividend payments for -:‘
a) Pdayments made by area firms to indi&iduals euﬁ—
side the area, and o
b) Payments made by firms outside the area to'ihdi;
viduals within the area. |
Recogn151ng the fact that direct informatlon pertaining to
this adjustment will be practically difficult to obtain in
most of the cases, Prof. Leven presumes that, "Fortunatelyl

" (30)

these items tend to offset each other . Besides these,
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necessary adjustments are also requiréd in the face of
price fluctuations. |

'EMPLOYMENT ' AS A UNIT OF BASE:

Among all the units discussed so far, *'Employment® is by

‘far the most commonly used uﬁitxof Base measurement. Some

of the main advanéages that this unit possesses are -(31)

1. The employment or the job unit is a universally
experlenced thing.

2, Employment in a general sense is one of thé major
concerns'of any economic system; and,

3. Information regarding this unit is genérally easily
available at the regional level, N

Among the three factors listed above, the last, i.e. rela-

tively easy(availability'of data, is the most important

factor for its choice as a unit of Base measuremeht‘in.

several studies.

The availability of data, at the sﬁb-natidnal/regional level

is the major constraint encountered by the planners conduc-

ting the Economic Bése stﬁdy. Even if units like Income

and 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 £he‘suitabiiity

of employment as the unit 6f Baée measurement vis-a-vis Income

and Value added Prof. Mattila and Prof;Thompson observe,

® However, in passing, it might be mentioned that the best

theoretical 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 aQailable on a local basis but it gene-
rally'measures the - productive centribution of local labonf
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
uselef employment data does not pose as serious a-preblem
in the studj of thellarge metropolitan area, where mo:e
refined techniques add so little te accurac} that thebaddi-
tional cost in time and money is usually unjustified“(az).
Even though employment is the mpst cemmonlx used unit of
measurement, in‘the Base etudies, as Prof. Andrews puts it,
it is, 'not,aq@evice of perfection' (33).- Some of the 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 activitlies are concerned. Technoiogical progre-
's$ may enhance the 1abonr produetivity over a period of
time. Then as pointed out by Prof. Andrews’"A rise in pro=-
ductivity may, moreover, be associated with an inerease
in.the rate and total wage assigned to the individual job‘§4)
Higher exports, higher net earnings fron 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 heevier spending for service acti=-
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-vities and the necessity for expansion of service acti-~
vities simply to handle the increased physical produc tion
moving out of the community"(BS). Prof. Isard decribes

the similar phenomena as an 'income induced' Local Employ=

“ment Generation: (Isard: 1960)(36). Employment as a

. ) . 4 .
unit of measure fails to reflect these crucial factors.

Another difficulty is encountered while taking a due cog-
nizance'of either part-time employment and/or seasonal
employment.' In recent years, this factor assumesa lot

of significance_when‘a.general tendency is.observed'on

the partiof 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 organdsed labour market;

.and,(ii)... increasing strengths ‘of Trade Unions. .

: In this case one has to adopt measures like taking into

account the ”Average 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 a

more neutral term such as "hours worked“(37)

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.
)(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 "Fay rolls", instead of job,

(39)

is employed as a unit of Base measurement « But like
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other units of Base, such as, Sales, Value of production,

Value added, this measure is also prone to price fluctua-

" tions. Even ... - this factor could well be overcome by

But again,
u51ng an appropriate price deflatoro[ . individual retail
~ may not be .
price index / available' for many c1ties.

PAY~ROLL AS A UNIT OF BASE:

Total péy rolls as.a unit of measure does refleCt wage differ-
entials among various Base activities: But again it:fails

to reflect the local impact of other non-labcur,earnlggs.
—_— T

. -
The payroll as a unit of Base measurement has‘still'further

v

a serious shortcoming. The total payrcll cf a pa:ticular

ABéSiC activity does not per se say anything about thevactualf

number of jops created by that particular enterprise. Prof.

Andrews succintly points out this crucial issue'by saying

' that, "For can the planner properly say thét ten positions .

in the community each paylng $ 50,000 are the economic equi-

valent of one hundred $ 5, 000 positions ?“(40).l The actual

number of jobs created, and the resulting distributicn cf

income, has important planning and conceptual 1mplicatiohs

such as = A |

1. The number of job opportunities ih an area is ah indi-

| cator of economic opportunity. Fu;ther, it‘i; inva way
a meesure of the future population that is to be suppor=-
ted., As far asvthe planning exercise to provide primary
urban amenities for projected pepulatioh is. concerned,
employmeht as a unit has concrete plannicg relevance.

2. The distribution of the total payroll of a Basic enter-.
prise among its emplgyees has a ciose’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 1ncome(41).

3+3.5 SIMULTANEOUS USE OF DIFFERENT UNITS OF BASE:

The foregoing discussion reveals that there is no single
“ideal® unit of Base meadlirement 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 argumeﬁt common to both of them is that,
the main task of Base identification and delineation of total
acti vities as "Basic"™ and"Non-Basic" 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 re;ationships. 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).

I1f one adheres to the view expressed by Prof. Andrews that

one unit sﬁould be employed for the purposes of Base ldenti-

fication and other units should subsequently be employed to

understand the structure of the urban economy better, the

task of screening becomes relatively easy. Even 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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sales, employment and value added, évgg_gﬁg&gz;fggggg_from_
technical difficulties, ﬂave conceptual advantages. Thé
classification of the area's‘activities into “Base" and

_ “Service”‘primarily;depends upon thé market orientation of
the activities. From thié point of view, .-. Sales unit of
ﬁhe,measure has anvinheren; advantage of idéntifyingﬂﬁnd
classifying a particular éétiyity as either ‘Basic! or *Non-
Basic'. The'only crucial question that remains then to be
answered is where to draW‘the;demarcation line regarding»phe
level of sales within the-area and outside the area in order
to éualify the enterprise as either "Base" or a “Serviée“.
 The ratio of 'Export or Non-Local Sales® to 'Local_Sa1eéf~
wouid automatically assign a dégree of ‘Basicness' to a

particular activity.

As is genefally done in éctual.Base studiés,ratio of Non-
.loéal Sales to Local sales isvthen applied’fo-either the
agtual value added or/and employment of the area‘s-enterpri-
ses. This practice brings about én interesting theoretical

issue. As far as the definition of the ‘'Base’ activities is

lo-eo . .
-concerned, (those activities which earn money inflow.fo; the

urban area/region under-consideration,Afrom rest of the WOfld)
both the units, *‘value added' and/or ‘income’ afe the most
appropriate units which cgtch and convey the,preéise 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 pthef
units. As stated earlier, employment is in a way an indirect
measure of the total population thét would be residing in

that particular urban area. The city and town planners
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are primarily interested in'estimating the future projec=-
ted . population as they have to make the requisite provi-
sions for housing, drinking water, drainage. sanitation
and other such.facilities. »

So, the measures like value added and/or income contain in
them the central theoretical idea of the ‘Base' concept.-
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 ynit of Base measurement is consi-
dered to be most suitable for conducting the ‘actual 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 OF BASE MEASUREMENT:

The selection of the measurement tecnnique and the‘preh'
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. Because, it is ultimately the
Base,which determines the future population .of the
region.

The methods éf Base measureméntfare broadiy classified

into two categories viz,., (i) Direct Techniqués 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 redicn. As the direct

techniquesbf estimation are costly and time consuming,

generally planners and researchers take recourse to rela-

tively quick, easy and inexpehsive indirecﬁ techniques

of the Base measurement.

INDIRECT TECHNIQUES OF BASE MEASUREMENT:

There are ‘ln all three main indirect £échniques of;B§s¢
measurement.~_Thesé are as follows —:
1) The Assumption Approach,
i;) The Location Quotient Approach, and
1ii) The Minimum Requiremeqt Approach.
As P:of. Tiebout»puts‘it, "Most ;ndirect measufes use.
employment as a ﬁnit_“ (Tiebout: 1962)(43).. We will

briefly study these threé techniques one by one,

3¢4el.1s The Assumption Approach:

Among all the indirect techniques of measurement, the
most crudest and the simplest is the 'Assumption App-
roach'., This approach iﬁvolves an arbitrary classi-

fication of area's activities into Base'g Service

components <++--
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which is based on certain assumptions which are usually
intuitional. - As Prof. TiebOut observes,~“An arbitrary

assumption is made as to what is export and what is local

' employment. The 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

simplicity" (Tiebout:.Dec.1962)(44); But this intuitional

technique of bifurcation»suffers from several serious
shortéomipgs. Severa}_manufacturing.units 6f‘thébafea
such as Bakeries, Printing, Brick manuﬁactufing'are
primarily ‘Local’ in chafactér. Under such a generali-

sed classification, such manufacturing units would erro-

nously be classified as 'Basic', Same is the case with

'certaindservices.' Service units such as branch offices

of Natiopal xnsurancé Companies,.Bénks, State Government -
Offices, ﬁniverSiﬁies. Big Hospitals, wﬁich have a large
‘Export or Base' éompqnént in them, would be classified
as ‘Local' sector urfits. 1In therinitial years of the
development of the Bése'concept, this approach was used.
But with the develdpment of more refined tedhpiqﬁés, it

was 'not much used in empirical studies in the subsequent

years.

The Location Quotient Approach:

One of the most widely used indirect Eechniques-ih empi-
rical Base studies i; the ‘Loc#tion_Quotient' (LQ) tech-
n;qué of Base measurement. As Prof. Mattila and Thompson
put it this "aggregative - comparative - inferential®

macro-cosmic method, “"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)(45).
A thorough & exhaustive apalytical presentation'of the |
basic concept of -the Location (uotient ls provided by‘
Prof, J.M.Mattila and W.R.Tnompson. It seems that the
concept of Location Quotlent asvan *Index of Local>Specia-
}lisation“ was first devised by‘Prof. P\Sargent Flofence

in 1939. The index which is most commonly used to iden-
tify the Base component of an urban area 1is a 31mple
ratio_of an industry s sha:e of local employment ;elatiye
to the industry's share of the national_employment. or
alternatively; ap10cality's share of industry employment
relative to the locaf&ty's shere of'national employment.
The concept presented in the form of a methematical for=-
mulation is.as follows - o

l _ Industry's share of local employment.,
el)felt) - Lelative to the industry's share of
E(1)/E(t) :
national employment.

. ) oR :

eli) E (1) ‘Locality! s share of ‘industry employment
e(tifEft’ - relative to the locallty s share of

national employment
where e(i) = Local {(i.e. the "subject" economy's)

employment in industry (i) .
E(1) = Total national (i.e. the “Benchmark"
. economy) employment industryli)
e(t) = Total employment of the local region
E (t) = Total national employment.
The classification 6f 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 fhat particular urban area’employs
equal proportion of ies total work-force in a particu—
lar activity as'that of the nation; and therefore,ithe
area neither exporté nor imports thaﬁ particular commo;
dity. In other words, when the value of the index is
equal to unity, the area is seif,sufficient,as'far_aé

the production of that particular commodity is concerned.
The indgx’value above unity(which indicates a 16cality's
labour force specialisation in that‘particulapleconomic
actiQity), implies that'tge_region\is'producing,thét
particular commodity/serQice in excess of its own_internai
need; and therefore exports fhe "surplus" préduétioh to
Other regions. On thevothérAhanthhe_value of the indéx
below unity indicates that the region under considefation
even fails to meet its own internal demand with interﬁal
production. Therefore, the region has fo.'import' that
'partiéular cqmmodity'froﬁ'the other regions. Here in the
entire analysis underlieé the assumption of equal lébou:
Productivities in the two ecoﬁomieé} vié, Subject and
Benchmark. |

S0 the numerical size of the quotient/iﬁdex;'in\the
fi;st_instance, isvan indicatibn of the industry speciaf
lisation of the region's labouf forcg. Even if we assume
average or more prbductivity per worker for.the region
under consideration i1.e. the 'subject* econbmx,it implies
that, the production.of that locality iS»mqre spéciali-
-sed in that particﬁlar'good or serVice;. But hod'wbuld
then one has to reach a conclusion that the extra or

the sufplus produCtion;.bver armd above, the local needs
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is necessarily exported out.of the region ?..?he logical
transition from the'locality's.productionvspecialisﬁtion'
to the exportation of this §surplus‘ production requires
that the above assumption be supplemented by the further

assumption that the per'capita consuhption §f locality.

is equal to that of the nation on the average. An illu=
minating elaboration of the various as%ﬁ&mptions‘associa-
ted with Location Quotiehtgl(LQ)‘and tﬁeir_impliéations

are discussed by David Greytak (Greytaks: 1969)(46)§ ).’

S0, ultimately, the Location. Quotient or the Index of

Local’Specialisation'is an indicative measure of £he
locality's Iabour_forqe specialisaﬁion.f With theééssﬁmpf_
tion of equality of per capita consumption in the‘subject
economy’and the‘beﬁéhmark economf i.e;ﬁhe nation. fhe
index could be uséé to infer about the markeﬁ orienta-
tion of the‘regioﬁ‘é'product..'While pointing out this,
Prof. Méttila and Thpmp56§Z::§cin£ly ”Stric£ly inter-
preted, the index of Local SpeCialisation is really a
measure of labour force specialisgtion per se, and oﬁly

by successively more'tenuous inferences may it be exten-

ded to the role of an index of product specialisation

a,

and, ultimately, product-market ofieﬁtétion of local
(48)

industry" (Mattila & Thompsén, 1955)

Assumptions uhderlyinq the construction gg.Logatioh

Quotient,

In the derivation of the Index of Local specialisation

r

(*)

Prof, Mattila and Thompson- recognise the observable
possibility of the region's per capita consumption

" deviating from the national average on account of

the factors such as differences in the income levels
and its distribution, the taste patterns and the re-
lative price 'structure (47).



75

and the Index of surplus workers, Prof. Mattila and

Prof. Thompson have made a reference to the two under-
\lying assumptions viz.-(l) the product;vitf of workers,
“in the region oeing studied‘is equal to the productivity.
of workers in the‘pepchmark_economf 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 the assumption of identical pattern
of consumption, Prof. Leven observes, “Moreover, simi-
: larity of consumption is assumed not only for consumer
goods, but also. for capltal goods ‘and even for 1nterme-
diate raw materials. . In treating all areas:as having
thebsame consumption of raw material,consumption it
goes a Yong way toward assuming away the’other half of
vthe problem by imoiyino»equivalent‘produetion functiohs
everywhere“(Leven:'1956)(50). '

while commenting on the assumption that the proportion
.0of local actrvity.for(local use is equal to that of the
benohmark economyz Prof.Greytak remarks, "The implica=
tion of this assumption is that the propensity to con-
sume and the average income (or‘some combioation of
the two) are equal in‘the.two economies. In additioo;
community preference patterns for individual consumer
commodities must be the same in the two areas" -
(Greytak' 1969)(51)
One of the assumptions implicit in the construction of
Location quotients is that.‘thefbenchmark economy: which

is in general the nation, is closed economy. The word
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"closed" 1in this context means no gross exports or imports
of any kind.wWhile pointing out the widely prevailent
incorrect interpretation of the term “closed econoﬁy“
Prof. Isserman wfites,“ eeee implicit in»this.appréach
is the assumption that there are not net exports (i.e.
exports minus imports), either poéitive or negative, by .
any industry in_the'nation. Since a region with, for
examp;e;-lo percenﬁ-of ;he nation's_ﬁotalfemploymgnﬁ is
assumed to'consumé 10 pefcent of'éhe nation's productiod
of each industry; the entire nétion muét be assumed to
consume an amount exactly equal to the natioﬁ‘s entire

production. (This assumption is often stateéd incorrectly

.as the nation's economy must be closed, which implies no

gross experts or imports of any commodity" (Issermans:

1977) (527,

-The value of more than unityvof'the ipdéx, notionally

" implies that the region's labour forCevis speclalised in the

production of that particular good or'sefvice,-and tha;
with the assumption of average 6r more labour productivify
and equal per éapita.coﬁsumpﬁion (as that of the bench
mark economy), we infer that the 'surplus' production is
exported to the outside térritories. Since byvour defi="

nition, that part of the labour force engaéed in catering

' to the outside world, forms the part of tﬁe Economic'Basé

of the région; the ‘surplus workers' i.é.»those.associated‘
, ’ 4 . )

with the production of 'surplus' which is sold outside the

region, are the ‘*Export' or 'Basic! workers. Prof. Mattiia

and Thompson further provide a device to estimate directly
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the 'surplus' workers'in each of the region®s activities,
This»partlcular index 1is germed as the *'Index of Surplus
workers'. | a

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)(53). Using the mathematical
notation used earlier, the Index of Surplug workers,could
be given asi 0 ‘

S = e(i) 'g(t) x E(1)

i.e. actual employment in industry (i) in the “Subjeet
economy minus its prorata employment.
Where = .

S = The absolute number of 'surplus' workers in

industry (1) .

e(1) Number of workers employed in the industry (1)
in thefsubject.economyl
E(i) = Number of workers employed in the industry (i)

- in the‘benchmark economyvi.e. the nation.
E(t) = Total employment in the‘benchmark economy:_

’ é
e(t) = Total employment in the subject economy .
As, the authors argue, theoretically'the'value of *'s!

would lie between the two limits of:

(-)%8-, E(i) £ s ¢ eld)

e

e

i.e. at one extreme the locality's employment 1n industry

(1) is zero, while at the other extreme, the entire employ-

ment of the region in industry (i) is " Export Employment®,

T
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C. Dual concepts of Basicness:
Prof. Mattila and-Thompson have at ﬁhis juncture, intro-
duced an iﬁterestidg as well as important‘disfinction
in the concept of basicness. 'These dual-concepts of
basicness are named-és (1) The_dégree.of industry
basicness; and (ii) the dégree of Locél basicness. The
former concept exhibits the'extent to wﬁich the industry
itself is "Basic" or “?prrt“ industry by nature;:while
the latter denotésfthe extent to which the industfy is

'v"Baéié" or vital to its locality. Inborder to get a

bétter idea of thess closelyzrelated concepts, letlus

--takevan<hYpothetical example.

- City "A' (i.e. the o Nation (i.e. the
4Subject' economy) ‘benchmark economy) «
e(i) = 20 o E(1) = 50"
e(j) = 40  E(§) = 200
e(t) = 100 - _E(t) .= 1000
Where: ‘
e(i) = employment in industry 'i' in City A

e(j) = employment in Industry *j' in City A

E(i) = E(j) = employment in industries *i* & 'j'
respectively in the ‘benchmark 'economy.

e(t) = Total employment of the City A

E(t) Total employment of the . 'benchmark’

. : Vi .

economy .

Now, let us calculate both, the Index of Local specia-
lisation, and, the Index of Surplus workers for the

two industries 'i*' and 'j' of the region A.
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Location Quotient (LQ).

LQ.

for industry ‘i’ = i

Location Qudtient-(LQ)
for industry *j'= LQ:j

_ e(i)/e(t) oy - eli)/e(t)
LQ(1) = —-(—;-é—z—“ Y75 Te LQ(j) = —-(J-,-é—-(—)-g N 7E e
,205100 . . 407100
50/1000 200/1000
= 4 \ | = 2
So, the city A appears to be more specialised in the

production of ¢ommodity'i'thanfj: Now, . let us look at

the 'S'values i.e. the size of the absolute number of

surplus workers in the two industries.

Si = surplus workers in Sj = Surplus workers in
-industry ‘i’ _'industry ‘3.
. tw E(i . . .
81 =e(l) - E—E-a)-'(x). e(t) Sj = e(J) —(-1-5- (x) e(r)
si = 20 - (50 / 1000)x 100  Sj = 40 (200 / 1000) x 100
si = 20 - (5) 'sj = 40 - 20
si = 15 _ . o sj = 20

" i.e. Si 4 Sj
Therefore, it appears that, even though the City A
appears to be more specialised in the production of
industry 'i’, the industry 'j* has a larger absolute.

size of surplus workers. This means that,  the industry

*j!' numerically contributes more to the city's Economic
Base, which is measured in terms of tﬁe,number of Export’
workers.

Now, let us look at the proportion of surplus workers

to total workers in the respective industries of the City.

20
a0

é"(%‘ = 23 ‘75%&38(]'7"' = 50%

i.'eb
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Here according to the authors, the industry °*i‘ with

a greater propé/tion of ‘surplus’ workers “exhiblts

theAgreater degree gg industry basicness" i.e. the

degree to which the industry itself is a  Basic" or

"Export" industry while, the industgz 'j' with a greater

number of ‘surplus’ workers "exhibits the greater degree

of local basicness", i.e. the degree to which the

industry is ‘'basic' (vital) to its locality. -(Mattila
& Thompsqn:1955)(54).

The anal sector of an urban'area exnands due to the
successite rounds of spendings of the employees of;the
Base sector. So, naturally. the actual absolute number
of surplus workers in various Base act1v1ties of an
_urban area assume a lot of sxgnlficance. Nhile explo-
ring this issue, the authors write, "Since an absolute
measure of the numbér of surplus workers automaticélly
reflects relative industry sizg, the index of surplus
wO:kersiis a better measnre of the net income generating
capacity of a local indnstfy and, therefore, it would
seem that thisfindex exnibits a clear advantége err

the index of local -specialisation as a meaSure.of the
‘basicness' of nn industry to its locality. In that

it is this latter concept of ‘basicness’ that is usually
at issue in the typical urban base study, investigétors
would do well to place primary reliance on the index
' of surplus workers" (Mattila & Thompsons: Aug." 1955)(55)
Even though a vital distingetion has been introduced
betweeébasicness according'to‘industry (i,e.4a larger

proportion of surplus workers to region's total industry

employment) and basicness according to locality (i.e. a
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laréer absolute size of fhe surplus workers) and it
has been argued/that;-it is‘tﬂe index of surplus workers
which is more relquntuin the Economic Basé_studies,
one has to give a due consideraéion to couple of issﬁes
Whiph ﬁave'a close béaring on the implication of the
index., The locai impéct df the 'Base‘ in terms of employ-
ﬁent ahd income, operates through two diStinct levers. -
a) The growth of a particﬁlar Base enterprise (in terms:
of employmeﬁt and/or income) gives rise tO'thé gene-
ration of secondary rounds of emplofment and income
«e oo o in ihe local economy via the process of |
. ,ancillarization. The development of these ancilla-
ries. both manufacturing’and seffiéés, depends'on
several fhctdrs such as _
| i) the nature of the finai'produét being manu-
factufed by the parent Base_enterpriées
ii) the type of téﬁhnology of production of the
parent Base unit.‘
iii) thé policy of the government and the labour
laws. h
iv) the natire of the labour market i.e. the
relative shaf:esi of organised and unorganiséd
llabouf marketsin the locality.

v) dverall-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 locaiity's enterprise/s is n§£ that vital é

issue; but the secondary employment and income generation
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impacts would depend upon the local manufacﬁuring and

service linkages of fhe-Béée-enterpfisés.

b) The second channel of.iocal employment and ;ncome
generatién is via Keynésian income multiplier '
efféctAi.e. through the spendings of the emplayees
of the Base enterprises, In such a case, the fac-
tors like average income level, the income elasti-
cities of demand and the tasteé of employees. bécéhe
relevant factors in the determination of total incéme
level geheratéd in the locality. This fact couid
'be'ekplainéd with the help of simple é:ithmatic.
Consider an hypothetical région A. There are two

enterprises 'i' and ‘'j‘': 'Now let us visualise two

scenerios.,
=
Cases A 3
Industry 'i‘*' B Industry ‘j°
Numbe r of surplus .
workers L SLi = 200 .- SLj = 200 .
The average income
of these surplus - L , .
workers,. Ayl =Rs1000 Ayj = Rs 500/~

Total income gene_
rated & available .
for local spending ‘

Tyl = Rs. 1000 x 200 = Rs 2,00,000 Tyj = 200x500=10000(¢

Case: B
Industry °'i* » Industry *'j'

Number of surplus
workers . SLi = 200 SLj = 500

The average income
of these surplus

workers., . Ayi =Rs 4,000 Ayj Rs 1,200/~

Total income gene- =ps8. 00, 000 =‘B 6.00, 000,
rated & available Tyi e Ty] (Al .

for local spending.
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In the above examples, in the former case (CasesA) even
though the absolute numher of surplus workers in the two
industries of the region is same, the level of average
income in two industries is different. NiggggllgL the
tastes patterns and the ptopensities 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 neﬁ investment which would be
ﬁpstered by thé new demand created by the surplus 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' is signifi-
cantly higher than that of *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 employé;; spend their income on locally
manufactured goods or imported commodities. In the early
stage of the region's development, when the local activity
sector is in its infancy, the residentg of the area

would rely to a greater extent upon importation 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‘fdster further

investment in the local activity sector. So, this.

tendency in itself would_depend upon the overall level

of economic development of the area.

Relaxation of the assumption of Equal Average Incomé:

1 In 1975, Prof. Wblfgang Mayer émﬂ Prof. Saul Pleeter,

constructed a two region and three commodity géneral

equilibrium trade model to demonstrate that "the common

'assumption that éve:age income of each region must be

the same is inconsistent". While describing such a
: L nconsistent” ‘
stringent assumption as "unnecessary" the authors fur-

amtcan

v o,

ther argue that even alléwing for differences in~average
income the Location Quotient is still a correct indica-
tion of an industry's trade orientation as long as there
are no diffefenées in tastes and in production techni-

y (56)

ques". (Mayer and Pleeter: 1975 .- The basic premise

of the argument 1s,in a nutsheil)aS'fOIIOWS:

" 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 Chotient

is other than unity, the average income of the people
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living in these reoions must'be different from that

.of the national averege. In this SLtuatlon. the assump;
tion of equal average incomes among reglons and between

- a partlcular‘region i.e. the- vsubject economy' and the
'benchmark eConomy.is‘irrelevent. The authors argue
that, "Whenever the locatioo quotient of a given ihduétrf
is not equal to one javerage income of the people living
in this region must be different from that of. the natio-
nal average. Therefore. it is not possible to work Qith
location quotients and at the same tlme assume that
average income dlfferences between reglons are zero.
.This assumption is inconsistent ®. (Mayer‘& Pleeter;

| 1975)‘57) |
.While maintainingethe agsumption of eimiler taste pa;
tterns in the‘eubject'economj and the-nation (i.e. the'
‘benchmark* economy), the authors drive agtention to

a very important £aetor which_wae missinglin the litera-
ture developed earlier. The‘diffe;ehces in tastes for
the given commodity will.no doubt affectiitS'exports;
but, the authorsvproclaim,‘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 oood can be-satisfied oely
';through a corresponding adjustment in local production
of this commodity, sincevexporte or imports are by
definition excluded. But with a given'stoek of factor
resources the production adjustﬁent of one indﬁstry will
also affect production of all other industries.f ﬁence.

, 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)(58).

.Location Quotients for Tertiary Activities,

We have seen that ;He Economic Base of anturban afea
consists of enterprises which primarily caﬁer‘tq the
‘external’ demand. The énterprises are of both the
typés viz. manufacturing and_servicés} As seen éo far,
the literature on . estimation of Location Quotiehts'for
the manufacturing industries is'qui£e rich and diversi-
fied., But relatiyely little seéms to havé~beeh done
about the Localisation Coefficient for service enter-.

o
prises.( ). Prof. S.R.Kell and Prof. R.S.Mack made an

attempt to devise a tool which “jdentifies those service

sector industries that are actual or potentiai exportéré“.

(Keil & Mdcks 1986)(59)."According to these scholars,

M..ee.. it is the variance in location qudtients across
' regions that gives rise to the possibility of using

this methodology to identify exports. and imports for a

particular region® (Keil & Mack: 1986)(60). ‘But as per
the observations of both the authors..the_variancé in’

the kocation Quotients for service industries across

regions is not high'enough to warrant any inference

about .exports or impoxts of that service from that par-
ticular region. This has led to, as. they state, "The

general designation of service industries as non-basic

(%)

Here the term ‘Service enterprises' implies all those
economic acétivities 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 concepte.



87

is partly explained by the fact that the service sector
location quotients. vary eubstantially less than manufac-
turing quotients“ (Keilland Macke 19861(61);’ So, while ‘
explaining the difficulty in using this technique for the
identification of export enterprises in the service SeCe

" tor, the authors state, *The primary problem in. identi-
fying exportable services is finding those serv1ce indus--
- tries that have a high variance .in location quotients when
this variance is measured'across an appropriate set of
regjions" (Keil & Mack: 1986)(62)'

in order to develop a methodology to identify export ser-
vices, the authors hyp;;heSize a situation in which a
large economy consistehof'sereval regions having‘uar§ing
degrees of -urbanized sub-regions or areas. There would,
definitely be some services which are purely of'residen-
tiary or local nature and are consuned locally. 'The ,
Location Quotient for such industries would be exact or
near unity. regardless of the region selected;‘rNow, the
authors propoee that eVen‘if‘the~ruraliareas‘are Sliced-
Off the estimated Location Quotients for such services

in the urban sub-regions would not be affected. vThere‘-~
are certain agglomerative services whichvagglomerate.in'v
urban areas, but, serve’both the'regions i.e. the‘surroun-
ding rural hinterland and other urban centers. At this"
juncture, the authors argue, the inciusion or exclusion

of these hinteriands in the Base analysis would ultimately
decide the nature of the service as whether Local or
Export, .which wiil be reflected in the value of the Loca-
tion Quotient. They observe, "if'these“hinterlands are

included in the base, agglomerative services will have
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elevated location gquotients that are not necessarily !
indicative of exports; Service seeter industries that
are potential free-standing exporters can be iéentified
at low'cost by examining“what happens to botn location
quotienﬁs and their variances across urban areas when
the rural hinterlands are dropped from the base. If a
particular urban area's location quotient from the ith
'service industry remains.above ene after droppinq the
rural areas from the base, then that urban area is likely
to be exportxng that. service to other urban areas" (Keil
and Mack, 1986) 637, ' | |

In order to prove’this'point, a new versmen of Locatlon
Quotient has been devised whlch does not include the rural

area of thé Base region. The new Iocatlon Quotlent, then

looks llke somewhat as glVen below.

Llie = %ji)u/e(o)u
E{i)o - e(ifr/ETO)o - e(O)r )
where:
Lfiu = Location Quotient of the i™ industry
for the u! urban area (included in the
Base$ nct of the rural hinteflend/region.
eiu = Employment in the ith industry in the uth
urban'area of the Base.
eou = Total employnent of the uth urban region,
Eio = Total employment of the ith'industry in
the Basevregion. .
eir = Employmenﬂ in the ith industry in the rth
rufal area which has been omitted from the
‘Base. ‘
Eoo = Total enployment of the Base region..
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e(o)r = Total employment of rthrurgl area_beiqé‘
ohitted_ftom the Base,
The Ipcatiop Quotient for the ithindustry ih a pdrely“
urbanised région’(LQiu) would be slightly different'
from the one whose Base region consists.of some rural
areas. The difference would be ALQiu. This is

represented as:

ALQiu = LQiu - Ldiu.
_ e()u/e(o)u (=) e(i)u/e(o)u
4 LQiu = 7T§Tra D o/E(o)a TEWo - e(i)r)/(sto)o-ezom

when ALQiu = 0, then

’ - e(L)u/e(o)u (= ) e(i)u/e(o)u
7‘)‘%"{")"5: T)o/El{o)o TETDo- e(i)r)/(E(o)o -e1o¥r)

i.e., the authors proclaim “Shedding the rural areas

from the bése leaves a base that is'essent;ally u;bah§
Thérefore, the Separate urban entitiés are now being
compared against a base which is more homogenous® -
(Keil & Macks 1986)(64) _

The methonIOgy devised to identify the export‘pofenﬁiai'
of sérvice enterprises by Pfof._Keil and Mack is avdis-,.
tinct improvement invthe.methbdology‘of the construction
) ovf LocationQuotient. 4ut the exercise as a whole-appears
to be adoptiﬁg a particulaf definition or criterian for
*idenﬁification of "Exports". According to the conventio
-nal framework of the Economic Base theéry. any sales |
beyond the geographical boundaries of a given region

or an urban area afe considered as “Exportgh. If, the:
- geographical unit of the ﬁrban area thét is béing stu=
died is a "City", any sales outside the~boundaries of

the city are export sales. This may include the imme=-
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-diate rural hinterland, the other comparable city
aﬁd/Or the entire outside area. But, on the oﬁher
hand, if the geographical uni£ of the urban area which
is being chosen for étudy is a “Metfopolitan“ afea
which is composed of one or more'centrél cities, other-
urban centres and several semi-u;ban and rural areas, -
then according to the aﬁthors. the service ehterprises
which agglomerate in urban areas and serve the shrfoun—
ding hinterland and other urban areas.will have an
elevated Location Quotient. They further argue, that,
these elevated quotiehts "are not neécessarily indica-

tive of exports”(65)

+ While defining the objective of
the article, the authors proclaim that the methodology
devised byithem is useful for " ....‘identifying those
service industries that export beyond‘the corresponding
rural hinterland of the ufban piéée'in which they are .

located to cities of similar sizes" (66)

. ‘Tﬁe ciassi—
- fication of activities as éither "export“ or "local" |
élways has a specific reference to tﬁe geographica1
area chosen for the Economic Base study; As we change
the unit of the area from city to a metropoly, several.
activities classified eériier as 'exports!' ﬁow'become.
“”residentiary“. But tﬁis pﬁenomendn 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‘specificatién that

has been introduced to the term “export" as has been

used conventionally in the Base Studies.
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Limitations of the Location Quotient Technigue.

Tﬁe foregoing d;scussion so far, was devoted to the
understanding of the theoretical contents of the1tech-
nique. Here it is intended to look at the performance
of the éechnique. 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-
expehsively, it is the most widely used indirect measure
of export employment in actual Base studies. Even though
it 1s the most popular and commonly used technique, it
does havé-some serious shortcomings, both technical and
conceptual.

The major limitations of the technique, are the strin-
gent aséumptiéns made regarding the'structurél 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 associaﬁed withvthese res=
trictive-assumptions in themselves, make the empirical
applicability of this technique difficult. Prof. C.L.
Leven, makes a succint but a blunt remarkhin this context,
saying that, "In my opinion the shortcomings of this
technique render it hseless'asJa quantitative measﬁre of

basic activity in an area" (LeVen:'1956)(67).
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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

2]

two areas:

Prof. J.M.Matﬁila 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 d;awn about the exportation
and importation of a commodity by looking at the
values of the Location Uuotients, without having a
recourse to the underlying structural variations in
the two fegional economies. They were aware that,
the value of coefficient greater than one for any
commodity need not necessarily imply exporﬁation-of
tﬁat commodity from that particular region and vice-
versa. If the consumption pattern is more favourably
tilted in the consumption of a particular commodity
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 iﬁply exportation of that industry's produc£
from that region. Similarly, if the labour produc-
tivity is considerably higher than the national
average‘éhd/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 commoditye.

(Mattila & Thompson: 1955) (68) o

Downward bias of the Technique.

The technique suffers from another shortcoming which
is of a techh;cal nature. The basic assumption of
the approach is that, the proportion of local acti=-
vity for local use is equal to that of the‘benéhmérk

economy: which is genérally the nation at large. Here,

the regional fatios are compared ﬁith that of the

national averagé’fatio. The use of an average ratio
in themselves introduce a downwagd bias in the esti-
mation of- the‘B;asic or Export aééivity of the region.
Even though Prof. David Greytak, cited this as a
serxous shortcoming in appllcatlon in 1969 (Greytak,
D: 1969)(69) Prof.Mattila 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)(70)'

The adjusted form of the Index of Local specialisa-

tion is given below:

a e(i) e(t)
LQi: = EEiS-e(iﬁE(tS-'elt)

where,

LSI Adjusted Location Quotient for‘industry

| '1i*s (other notations carry similar mea-
ning as given earlier).

The rationale for this adjustment, as provided by

the authors is, "The national ("benchmark") quan:i-i
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ties are adjusted by subtracting the local economy
from’the national ebonomy to eliminate the vaerlap",
(Mattila & Thpmpson: 19§5)(71). The subwtraction is
necessary to preveﬂt the downward bids in the case
of specialised industries. While explaining the im-
pact of.this édjﬁstment on £he 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
fhan one, the adjusted index will be the larger be-
‘cause the " numerator of the denominator will be redu-
ced more (proportionately) than the deﬂominator of
,\the denominator of the index. Similariy, if the un-.
adjusted index 1s less than one, the adjusted index
will be the smalier" (Mat;ila & Thompsons 1955)(72).
Prof. David Greytak (1969) further argues that,
the correction introduced by Mattila and Thompson,
of eliminating the ‘'subject' economy from the 'Bench-~
mark' economy to avoid the cverlap, only ‘'partially’
corrects the downward bias(73). The downward bias
in the estimate gets corrected only in those cases
in which the‘locaf ratio is,greéter than .the ‘bench-
mark’ratio. Prof. Greytak further proclaims that, .
this downward bias and even the adjusted form of the
quotienp have reparcussions.on the ‘'‘export estimates'
of the region (74).

The correction introduced by Mattila and Thompson,
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does alter the values of the quotientg,but unlike
Prof. Greytak'qbriticism,'it does not alter the

"export estimates". Even though the-quotients'

are sensitive to the overlap of the fegions..ana )

the correction to this as suggested;by Mattiia and

Thompson, at least partially rectifies’ the‘bias,

these theoretical ihﬁricaqies doeé not have much

empirical significance in'the-practical usage of

the technique. This is so on account of the follow-

‘ing factors: - | |

a)  The technique ofILocation(lnotient/conSistS of
two.related conéepts of Index-of local 5peciali-
sation and the Index of surplus workerse. The .
former is an index of regibn‘s labour force
specialisation, while the latter gives an esti-
mate of the regioh‘é actual “surplus or Export"

- workers. The corrective adjustmént only.élters

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 s}rplgs worke;s. So, as argged
by Prof. Greytak, the adjustment procedufe only
alters the n umerical value of the Index’of

Local specialisation and not the estimates of

export employment.'

b) The downward tendency of the ratio is mot ~ .
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 numeridal valde of the quotient
gets reduced further. For those economic actiti=
ties which have an unadjusted quotient equal to
unity, the édjusted quotient too eqﬁals unity;

While, in the case of activities having an un-

‘adjusted quotient abave unity, the adjusted qqu

tient gets inflated further.,

The Index of Loéal specialisation is used for.

on a priori:classification‘of lqcality's activif
ties in thé two sectors. - Only the'activities/
enterprises having quotient value above uhity’,(‘

are relevant and important as far as the dicho-

ment procedure techrique does not alter the naturé
and therefore the claséification-of the activities.’

The activities which have the unadjusted quotient

" value below one continue to be non-exporting acti-

vities. As the Location Quotient technique is

employed to‘ideﬁfify and estimate the BaSe»enterQ
prises of the region, what happens to the value
of the quotient for aétivities once éiassified~
as non-exporting is of no feleVance in_the‘aétﬁal
exercise. - | _
The adjustment procedure affects iny the Index
of Local specialisation and not the Index of
Surplus workers. It is the latter which haé a
close bearihg on_tﬁe value of Base ratio/s. amd
subsequenﬁly on the size of the Employment Multi-

plier (EM) so, what happens to the value of
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Index of Local Speclalisation, which performs
only'aAcIassificatofy function, does'not-mattet
at all as far as the construction of EM and

the projection exercise is concerned,

‘Another study by Prof, Réger Leigh, too, confirms thé-:,
downward bias.in the estimétions of export employment
.by;usiﬁé Lécation Quotients, when compare§.with~the .
estimates ar:ivea'at by applying the outsideiregion

sales brOportions to the total’émployment‘of the 'res-
pective industrieé'.‘*)‘ﬁe uéed the data used by Prof.
P.D. McGovern in his papér, which provided a cémprehen-
*sive deécription of‘the industfial eéohomy‘of.metropo—
‘litan Vancouver, Briﬁish Columbia. While,he compiled

the other éaft of the data from the Canadian Cénsus of
Industry. The data«regarding Vancouver metrqppiitan

'aréa contained information about the market destination
léf the products of several important manufacturing indué-‘
tries of the Vancouver area. From this data, it was
. possible to calculate the proportion of'each'industry's-
sales that were made'butsidé the local metropolitan

area. vaof; Leigh compared the Export employment esti-
mates arrived at b"y the application of the Ex;;o;-t. sales
proportions to the reépecﬁive indus;fy‘s total employ=-

ment and the 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 has been devoted to the dlscussion of
the Direct technique of Base measurement.
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form reveals that, the total gxport employment esti@ates .
arrived at with the use of Location Quotients tecﬁnique'
could. cover only 57 per cent of'thevExpoft employmént
actually estimateé by applying the outside the region
" sales proportioﬁs. So,‘the extent 6f.underestimation
due to the usagé of an indirect method was found.té be
s;gﬁificant (Leigh:iR: 1970)(75). _ |
The fiﬂdihés of his study show that, the Lopaiioh ngf:
tients always underestihatéd the‘Bésiélém§IOYment as -
against the estimates based on non;loéal proportion of
sales, even in individual industry groﬁps alsé. Not
,oﬁly thét..but the.relationshiplbetween the n umerical
valug of the Location Quotients and the peréeﬂtage”of
sales outsilde the Vancouver Area did not,re#eél~ahy
stable and consiétent rélationshib and behavioural pa-
ttern as proposed by the technique. The size/or the
n.umerical value of thg Locétion Quotiept and the market
6rientation of the industry's.broducts dep;cted'an V

approp:iate relationship with each other, as postulated

by the technique, only in certain ranges of the values

of the Location Quotients. High Location Quotients i.e.

above three, were found to be associated with industries
having 75 percent of the total'saies outsidé the Vancou-
ver urban area. But in the case of 12 middle to low
rankihg industries, where‘the Location Quotients ranged
hefween 0.27.to‘1.68, the éutside market shares varied
between 12 to 84‘percent. while in the case of 1ndﬁs—_-
tries with Location Quotients below unity, the oﬁtéide
market sales shares Qere between 35 percent gnd 84 percent.

While referring to this, Prof. Leigh observes, "there

’
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is no suppott here for the idea that such low location
quot%ent industries are exclusively city serving, making
no contribution to the urban economi€ base* (Leigh,R:
1970) (767,

With such a mixed picture emerging out of the empirical
analysis, Prof. Leigh concludes, * In short, high loca-
tion quotients seem to successfully identify industries
with large proportions of sales made outside the urban
area that undoubtedly are 1mportabt.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 basé. This su-~-
ggests that, in the identification of urban base compo-
nents from location quoﬁients. we shou;d‘be most suspi-
cious of the apparent meaning of the lower quotients*
(Leigh,R:1970)(77); ﬁltimately, even though Prof. Leigh
warrants that the utility of this technique must hea-

vily be qualified, he discards the technique by descri-

"bing the estimates of the basic-non-basic employment
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ratio arrived at by using . this tool as "misleading“(*).

iii) Sensitivity of the LQs to-the level of AgQregation:;

We have seen sq far, that the Locétiqﬁ Quotients under-
estimate the volume of Export employment when cbmﬁared ,
with the other direct estima;es. The ihhe;ent éendency

'to underestimate the volumé‘of‘Equrt.employment contie-
‘nugs £o_prgvail‘also due to, as Praf; C.M.?iebdut des; _

" cribes it, the "Problem of froduct Mix* (Tiebout{19§2)(28)'
Ore of the?ssumptions underlying the construction and
use of the Location buotient#, is;that, the products
manufactured in the two regionél economies ére completely.
pomogeqous. ‘But in reaiitf it rarely‘happens s0. Even

' though,~thé products of a particular industry, when cla-
ssified at a broader level of aggregation; appeaf to be
‘Export' items from a‘paftipular region, it 15 Very‘likely.

'_that; in practice other.bkands.of the same product are
imported in the same region. Elaborating on this fine;‘
issue, Prof. Isserman cOmmepts that a région“may bdth
export and. import the same good because of brand pre~
ferences. To thebextent that a region imports products -
from a category which it also exports, the ldca;ion.

quotient will under estimate exports, thereby overesti=-

(*) The tendency to underestimate the Bxport 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" employment associa=-
ted with "Direct-Basic" enterprises, relatively more
thoroughand complete. With the use of Location RQuoti-
ents, this 1s not always possible and guaranteed., So,
when compareds with the direct technique of Base mea~
surement, the Location Cuotientf tend to give a lower
.estimate of "Export" employment, on account of the
underestimation of "Indirect-Export" employment mostly.
(Total "Export" employment consists of both the 'Direct’
as well as 'Indirect' export employment)
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)(79)

-mating the multipiier“ (Isserman: 1977 . 'Prof.-

C.M. Tiebout. too, discusses the same point at length( )

(Tiebout: 1962) (80}

This sensitivity of the Export'estimates to the level
"of disaggregation, even though(yae)c1ted by Prof. C.M.
Tiebout in 1962, was pointed out by Prof. C.L, Leven,
way back in 1956. .He writes, "Besides these conceptual
Ashortcomings the use of localisation coafflcients is
partlcularly susceptible to the deficxencles of the

e

Standard Industrial C;assiflcatlon. Its method of cal-

culation inevitably assumes eomplete product homogeneity

within each category. Thus, the proportion of "exports"

to "local" activity in any area would depend on'the
particular breakdown used to compute'the-coefficients“

(Leyen: 1956)(81)

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 "actual" Export employméent 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 sexrvices of
the region. In the case of those activities,

where the problem of ProductMlx exists, the Loca-
tion Quotient technique fails to take an account
of those workers who are engaged in the produc-
tion of those goods and services, which have to
be exported in order to pay for the 1mports of.

a particular brand of the same commodity, which
‘48 classified as an "Export"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" 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'quopea‘so
.fér as an evidence'of the inacéuracy ofvthé Locétién
Quotients in the?stimation of Exporﬁ.employﬁent.Thé$é

are the three studies conducted by Tiebouf (1962), .
.Grgyték:(1969) and Leigh-(1970). Helfﬁrther argues

th;t, héd these studies used the Standard Industrial
Classification data at a 'still lower 1eVel of - aggfe~
gatiqn;,their findings would have been different. so,
" while supportihg'the usé 6f Location Quotients and pro-
yiding a_fationale,for its use, Prof. Isserman'makeéi
a'pointéd’remark that." .... the coﬁﬁonly cited‘”evidénce“l
.of the inacéuracy of the 1ocation.quotient appfogch is
itself questiqnabie beééuse of the ievel‘of aggregation
at which the “tests" wefe carried'out“V(Issermén=1977)(8%)

- In order to improve the accuracy of the Export'employ-
ment estimates by uging the Location.Quotienﬁs approach,
Prof. Isserman suggests two operational modifications;
Thoge ares |

1. Disagéregatiod'of the data base; and
2. Anja priori specification of'certain sectors
as exogenous. o '

He then ardues that, both these modifications to the
LQOs improved the estimates of E xport employment énd~
reflected themselves in the values of Multipliers, which
were more or less closely comparable with the Mulﬁiplier
-estimates arrived at by using'othér techniques like

Input-Output (Iséerman:1977)(83).
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Prof..Isserman furthef suggests several procedural
modifications te 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). 6bviously, the testing of these suggestions '’
would call for a still more empirical data which may

not be available or coﬁld not be generated easily and
inexpensively all the time at all places.

Besides these modifications, rtrof. Isserman suggests an
impbrtent conceptual modifieation of selecting a "non
érbitrary value other than one as an indication of export
activity" (Isserman: 1977)(85). In essence he is advoca-
ting a selection of, what he describes as, an “optimal"
location Qhotienﬁ of value less than'one. to represent
'the region's self sufficiency. He proposes that, "A com-
perison between iocation quotient multipliers and survey
basea multipliers for areas where the latter exist, or -
a comparison between location quotient estimates of
exports and availablevexport data could determine the
nature and severity of the bias of the location quotient.
multiplier. If the bias is consistently toward over-
estimation, as expected, it would be pessible to select
an “optimal" location quotient, less than one, represen-
ting self sufficiency. That optimal level would be se-
lected to minimiee estimation errors; it would be empi-
rically{ rather than thepretically, defined%.... However,
such fine tuning of the locatioﬁ quotient requires
sufficient benchmark data both to define selfesufficie

ency levels & to test their accuracy“(Isserman:1977)(8§)
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The discussion so far centered afouhd the coﬁceptual and
technical shortcomings of the technique of IocationQ%uotienta.
Scholars like Prof.A.M. Isserman advocate thé use of this tech-
nique with certain modifications whlch, as he argues, enhances
the accuracy of the Export emplow#rent estimates. But Prof. C.L.
Leven at one place poiuts out a fundamental methodological as
well as an 1deQlogical shortcoming of this‘technique,_which
even chanlienges the relevance -and ‘'utility of such a tool in
the»regionalcstudies.' Prof. Leven asserts, ALl 0o frequently
attempts to implement these sﬁudies.empirically rely on assumpe
tions of the universal applicability of structural ratios. It
is iﬁportant to kecp.in mind that the entire puroose of ipdi;i—
dual area studies is to uncover regional variation. With this
end in mind, the practice of quantitatively ‘describing the struc-~
ture of an individual area by making use of techniques which
assume that the area's structure is much like that of all other
areas seems largely self-defeating o Léven: 1956)(87)

iv) Advantaqes of the LQOs in actual empirlcal Base Studies.

Despite several conceptual and technlcal limitations of
the concept, the tool of Location Quocients, still conti=-
nues to be the most widely used indirect measuré 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'e#ports. It is,
therefore advisable to supplement the estimates“of EXPort"
employment arrived at by using';he Location Quotienc tecﬁ-
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 regard
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and proposes that because of the tendency of this tech-
nigque to underestimate, the estimates of export empld&é
ment given by the other techniques should be used .when
they are larger than the estlmates given by Location '

Quotlents.(ss)

3.4.1.3 Minimum RequirementsTechnique of BaseAMeasurement.

. The Minimum Requirements technique is'yet anotner ‘
important technique of Base measurement whichvhaS‘beenl
used in.empirical Base studies quite often. 'Th;s par-
ticular method of Base estimation, whicn is a slight‘
variant on the Location Quotient was applied to a

group of cities in the United States by Edward L.Ullman
and Mlchel F. Dacey (1960)(89)( )' » ‘
Thls‘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 pereentage of a -labour force required in various

sectors of its economy to maintain the viability of an
E 4 . N

(*) 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 of the Regional Science Association,
It 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 '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 Mosslssett which was published
in 1958. (Ullman: Dacey: 1960) {90), But as Ullman
and Dacey put it, to their ‘sorrow’ they found a men-
tion of three Dutch scholars viz. Klassen, Torman
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)(91). This minimum
approximates the employment needed for saﬁisfying‘the
local needs. If any urban area happehs to ehpldy'worf
kers in a particular acﬁyvity'which ére in excess of
this minimuam that érea is -said to be having an “"excess
employment", While estébiishing the correspondence of
this method of urbéﬁ labour- force classification with 
" the dichdiémy of the standard.Economic,ﬁase»frémework,
the authors write, “"The min;mum réquirémént closely -
approximates the service or intefnal_needs‘of-a city,
and the éx¢ess émploymént approximatés the export or 

basic employment®. (Ullman & Dacey: 1960)(92),. This

" technique was then used to compute the figufes of in-
térnal'empléyment for a group of U.S.ciﬁiesJ

' Ullman and Dacey (1960) applied this particular tech-
‘nique to a groﬁp of American cities. There were in

all six size classes Of the clties. The lowest size
class contained cities haviﬁg-popuiagion between 2500

to 3,000, while the biggest size class consisted of

the cities having'population above'l0,00.dOO. lEach city
size group éxcept theilast,;(i.e.“city population'equal
£o or more thanllo;O0,000) contained a.sémple of 38.
cities which were selected randomly. Only the biggest
size class was composed of.the sample of 14 cities ha-
ving population equal to o} above 10.00.600. For.éll
these ciﬁies. the percentage of the labour force emplo-
vyed in each of 14 census categorieé.was calculéted.

In order tb arrive at tﬁe 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 Linegr Regression equations were constructed With'the
" minimum Employment qupirément in percentages as a Depen=
dent variable; and the population of the city as an Inde-

pendent variable. (93)

These were all independent cities. The suburbs were not
considered in thefeétiﬁation as they were havingla_“diff-
erent structure”. It was found that, the aggregate mini-
mum employment in vérious sectors of theAeconomy that
waé necessary to maintain the viability of that paiticu;
lar'éity was closely related to the size of the city.
Whilke stating this, the authors write, “Pérhapsgfhe most
interesting fiﬂéing, therefore, is the variatiéﬁ in the
minimum requiremént'in relation to the size of the city:‘
eee This finding is consistent with-thebry, since the larger
the city the larger the number of specialities that can be
supported and the more self contained the city can be".
(Ullman and Dacey: 1960) (°4), |
Ullman and Dacey, furthgr»compared the estimates of'Export
and Locai employment components arrived at by us;ng the _
Minimum Reguirements technagﬁe with the Basic and‘Non-Basic
employment estimates arrived at by using direct and more
close and intensive area accounting systems in other stu-
~ dies, and confirmed that a close, if not exact, correspon-
dence exlisted in both the estimates. ‘Hence Ullhan amd
Dacey opine that, "These few .comparisons are not conclusive.

evidence of the correctness of the minimum requirements
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method, because of limitation in number, different methods

of classification and/or different dates, as well as possible

error in the other estimates. Nevertheless the& do appear
to confirm that the main’ function measured by the minimum  ,
'method‘is the local compone?t‘and its remainder, export
activity, and that the measure is reasonably reliable".

(Ullman & bacey: 1960)(951

a) Assumptions and Limitations of the'Minimum‘Requirementg
Techniques
This particular technique also rests upon the same set

ofassumptions regarding the equallty of tastes, ‘income

levels and the distribution of income,per. capita consump.

tion, labour productiVLties.and SO onh‘among different
urban areas,_as that in the case of Location Quotient

)(962 argues that, as the

" technique., Prof. Pratt (1968
same set of assumptions as that of Location Quotient te-
chnique is required in order to “"produce valid results",

the Location Quotient technique would identify the Base

“ard the Service components of an urban area more correctly

as it uses “average" proportions, rather than “mininum"
'proportions for the apportionment-exercise. Prof. Pratt
further argues that, the Minimum Reduirements technique
is even “more.vuinerable to the problem of aggregation
than is the location quotient or index of surplus ‘wor-
kers“ (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 percentage of
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employment in a giveh category of an ‘economic‘ectivity
is considered to be the minimum required percehtage_of
employmeht that a city of a certain pdpuLetion shoulae
_have for its self-sufficient and viable existence. All
otﬁer cities in fhat pophlakion size group, which have
empldyment propoftions in that particelar category of
economic activ;ty, over~enﬁ above'the.minimum‘percentage,
are considered to be Self,sﬂfficieﬁt andlexporting'the'
"surplus" productioe.f In;&his'ceée, Pratt argues that.
ﬁhis,teChniqueeleeds_to a situation‘in which;'“each city
exports and none 1mportsﬁ.- So ultimately Prof. Pratt
opines that, the device of Minimum Requirements'is,

‘not superior' in any way to that of ‘the technlque ef
Location Quotient (Prattz 1968)(98) _

But , in an.empirleal study which was:underteked by Daﬁid
Greytak (1969) tofevaluate'and combare the hagnitude’and,
source of error assoc1ated with various indirect technln
ques of Export employment estlmatiOn, the Minimum Requl—
rements ‘“technique was found to be better as against the
Loceﬁion'Quotient teehnigue. As measured by the Root..
Mean Séuare errbr, Prof. Greytak observed that “the
errors of eetimetioniassoeiated with the minimum requi-
rements techniqﬁes were smaller than those of the loca-

tion quotient techniques", (Gre?tak:'1969)(99)

b) Suitabllitz of Minimum Requirements Technique for

Developing Countriess:

Researchers like C.LuMoere (1975), H.Brodsky 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 particulaﬁtechnique for the three main viftues-that
it possessiwhich are very important in actual Base Stu=-
dies. According to him, the Minimum Reéuirements'tech-
niéue is (15 Inexpensive , (ii) qhick to coﬁstruct:

and (iii) reasonably accurate (Mooreu1975)(1002

Harold Brodsky:ahd David Sarfaty (1977), further argue 
that as an indirebt technique of Base‘meésurement, the
Minimum Regquirements technique has “severaivadvahtages
err the locatioh quotient, particulariy whep aﬁpliéd in
a developihg country". . (®rodsky and Sarfaty: 1977)(101)5'
They have ;éed this pértiéular‘techpiqﬁe for’meésurin§
the Ecdndﬁic Bése of Nicaragua. Both of them advocate

the use of this technique vis-a-vis the Location Quotient

\

.technique, particularly in the case of Developing coun-
tries for the following reasons.‘loz). L
i)'In ;be case of 1arger'cohntries, as that of United
States, which are more or less self sufficient and
' hence, as the proportion of Intérhatiohal $r§de réla-A
tive +to the total economy is\s&ali, the national
eméloyment in any'industrial'category can be uéed as
.an approximate measure of naﬁional c0psump;ion of
that particular industry‘'s products. But in‘the_case
of a Developing small'country’whgre the Internatidnal
Trade is of "OVershadowing significance", the Locatio:
Quotient derived from the'nationalvemployﬁent, then
onuld ﬁave 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 Requifement techpiqué measures. "Gross"
' rather»than *Net" Basic édtivity; |

iii) This particular technique uses an_aggregaté indus~

frial classification and hence the requ;red data

could be generated quickly, easily and inexpensively.

3.4.1.4. Homer Hoyt Technique of Base Measurement.,

Anothef method of estimating Bésé indirectly was devi;‘
. sed by Prof., Homer Hoyt in 19665. The basic account;né
‘p;incipa; of inter-regional trade thaﬁ._“In thg_long #un,
however, the value of exports is equal ﬁo thé Qalue:of

impbrts‘or vice-versa" is fundamental to thisg exercise:‘
undertaken by ¥rof, Hoyt; While describing the basié

ideology behind this method, he writes, "The value of

the féod and\manufactured products deliyered to é city

representé the amount that mﬁst.be pgid'for;by exports

in one form or another. So it occured to me that’it ,
would be easier, in the case of many urban cbmmunitiés,
to measure the'Wholesale’value of goods shipped ﬁr@m 6utf

side the urban regioh to its borders thah’£o calcu1ate

the exact ﬁalue of_the bfoducté of all industries gnd_

services that are e#pdrted“ (HOytzl961)(103l
With several assumptions and Qenerélisations Prof.Hoyt
carried out this exercise for two metropélitan areas =
Deﬁrbit and Washington, D.C. with the use of secondary
data. He‘estimated the. Basic to Non-basic raﬁios_in
dollar terms, and then compared these with the Basic to
Non~basic ratios e;timatedtwith employment as a unit.
Even though, both the ratios did not match exactly, they

did not differ widely either.
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The estimation of total volume cf 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~similar'resu1ts. when the -estima-
tes of Basic and Non-Basic activities are aone with any
unit of measurement other than employment. Prof. Hoyt
learly states, "“The foregoing calculations do not show
-the number of basic workers emp10yed.in any Gounty but
‘the dollar volume'in the form of wages, rents, interest
and profits necessary to paY'for the imports*, (qutkiésf¥°4:
In this method Prof. Hoyt uses income as the unit of mea-
surement. We have discussed the utility of 'employment as
a‘unit of measurement in Base studies in the earlier sec-
tion. 'The limitations associated with *income' as a unit
:of measure are then relevant here too. Further, the me-
thod requires data regarding -retail sales by_tYpe of

stores at the city or a metrcpolitan area level, which

may not be available everyﬁhere easily. A still detailed
.critique of this method has been provided by Pr&f. John
Mu;dcck in the 1962 Vol. of Land Economics, (Murdock,J:
1962)(105).

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 Techniques of Base Measurement:
- Prof. C.M.Tiebout (1962)(106élassifies the Direct methods of
Base measurements broadly in the following two groups.

a) Direct measurement of commodity and money flows

from various sources of data:

This par-t.igular 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 transportation industry. As the data

" compiled so would automatically be regarding both the

physical volume of the goods traneported, as well as,

their values this would give a detail account of all

K the goods and serv1ces exported from the region by all

b)

'the modes of transportation. Prof. Hoyt, on the other

hand relies on the retail seles date of the region.vBut‘
as Prof. Tiebout himself admits, this metho& requitee

a lot of data. Further, there are severel.flows of
money and funds which afe not related to- the exchange of
goods and services.‘Taking into cohsideration ail.these
factors, researchers often Opt for the other alternative

of Sample Surveys of consumers and firms. Tiebout (1962*107‘

also has expressed his preferenge for Survey method,

Surveys of Consumers and 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-

~tigques of indirect measurement techniquesfprof; C.L.Leven

states unhesitantly, "Essentially the only way to find

out who exports from an area and what orodﬁcts they export

B
' .

is simply to ask the firms in the area. This obviouely
involves a lot more work than the application of some

. . {
generalised formula. Nevertheless, I do not believe
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that there is an easy shortcut*. (Leven:'1956)€108).'.
Prof. Leven compared the,Exbort employmehtlestimates
‘bésed upon the cha;ion Coefficients and the sample sur-
veys. After examining,thp‘differenee'in the estimates,
he concludes, “The differencesare quite strikind and
ére‘cértainly not syétehatic. 1 hOpé these comparisions
drive home the message that, the only way to find'out'

how much‘fi;ms fexpdrt’ is to ask them® (Leven}1956)(109).'

A similar viéy_has been expressed by Greyéak_(1969)(110),,
In an article, “"Mechanics of the Urban Economic Base;
Historical Development of the Base Concept", Prof. R.B.
Andrews makeé a reference to a Study undértaken.ﬁy Prof.
John Alexander, in which he had used the technique of
'diréct survef fof Segregating the Basic and Non-Basic
‘éomponents of the community's tofal-work force. 'Prof;'
Andrews writes, “A very recent contribution in the field
of'teChnique has been'ﬁade'by‘Prof. John Ale#adder. 1He2‘
has devised a systgm of base and'sgrvice activity iden-
tification which Qorkskhrough a questionh#ire issued to.
individual enterprises of the communitye. Théir 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
.dan into ité base and service componeﬁts“ (111)..
,Because of the more diréct approach of the field surveys,
‘and since the data that is generated out of such field
work is relatively fresh, this technique of direct.estif
"mation is preferred to other indirect methods. But,

these surveys are rather costly, both in terms of time

and money. Prof. Andrews describes them as “The questio-
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-nnaire approach is simple in concept but often complex
in execution". Instead of usmng any other indirect tech-
nique of Base measurement whlch relies more on genera}isa-,
tions and uses some'average ratios,‘the direct;field sur-
veys are elways.preferable for their-accuracy and inhereht'
ability'to-uncover'the strﬁctural and sectorai interrelaf
tions of the urbah area. But resources, both tlme and
-finance, may not always permit such an exhaustive and a
complete survey, While pointing out this, Prof. Roger.
Leighlstates; "pPerhaps the best kind of ecohomic base,
study is one.that sﬁrveys eﬁery‘industrial and'commerciai
epterprise in a defined urban area'and_identifies the locus
of their seles end incomes; .HOWerer; suchhsurveys are ob=-
viously difficult and expensive to carry out, especially

)(112);, Brddsky and'Sarfaty

‘for a large city”.(Leigh-1970
(1977) (113), have suggested a solution to. thls problem.
‘In ‘their view, "Critical sectors of an urban economy may

- be surveyed while other sectors are. separated into basic'
and non-basic components by allocatlve procedures" Re-
searchers like Prof. 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)

Utility of the Base Estimatess:

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 upon factors like scope and objective of the study,

the availability of relevant data, ‘'and, the resources (both,
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time'as well as money) those are at the disposal of the
researcﬁer/planner. The estimation of an a#ea's Base.and
the Subséquent bifu:catidn'of region‘s tbtal employment

lin its two components viz. Base and Service, is then used
further to'der;ve and cpnssfuct the two.méin tools.viz.

Base ratio/s and the Employment Multiplief'(EM).which are-
used ih the,actuai process of projection and uzban‘Planﬂing.‘
The derivation of thesevtwo toois of plaﬁning and prbjection

~1s 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, Ffom;the Base;. the Base ratio/s
can‘be devised which'is'ad‘analytical tool for p;ojecﬁion §f
the future employment'énd peﬁuletion £hat ﬁave a bearing on
the urban growth. The other impoftent tool of projeCﬁion-is-ﬁA
the Employmeht Multiplier (EM) which is an extension ofiehe
Base ratio., In this chapﬁer we discuss the-deriVation andAuse
of!the Base ratio/s ahd the Employment Multiplier (EM) . The
'siee and.fhe dynamics of these‘two tools have an importaht

b;aring-on the predictive vower of the Economic Base theorye.

A

4.1 Base Ratilos and the Exerc1se of Populatlon Projectlon.

3The Economic Base concept as a tool of forecastlng was .
used for the first time by Prof. Hoyt for the Federal
Housing Administration in 1936.( )In this exercise, this
concept was used for projecting the total future popula-
tion of a particular city or an urban aifea with the use.
of a fatio named as the "Basic-to-Nen-Besic»Empioyment
Ratio", While commenting on the‘role of thisvanalytical

~ tool in the Base studies, Prof., Leven remarks, "The notion
»éf the economic base, eseentieiiy borrowed f:om the New
York Regional Study of 1928, reduced the problem of eStie

mating total future popuaetion to estimating future,-

(*) 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 provided 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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“town building“employment, with an assumed fixed ratio

‘of

“town filling", to "“town building" employment and a

fixed number of inhabitants per employed worker" (Leven:

1964) (2 .

Hoyt involved the following steps

1.

3.

4.
5.

6.

- The actual exercise of projection, -as conceived by Prof.

(3)

Ehlisting the major sources of employment and income
in the urban area under consideration.

Ascerﬁaining the number gf 'urbén grdwth'.o: ‘Basic’
employees in each industry‘or trade,

The total number of “Basic" employees in each of the
méjor‘activities would then be subtracted from thé‘actualx
numbe r ofwemployeés-employed in these gnterpfises. The
result would giVevﬁs an’estimate_bf FNon—Basic' Sf;‘ser-_

vice' employees in thése activities.

Estimation of the ratio between Bés;C'and.Non—Basic

,émployment.

Calculation of the ratio of total employment to the total
population. of the urban area,

Projection of the size of the future "Basic" employment.

This could ke done either'by,

8.

a) taking into account the past tfends'ihl?ar?ousltypes
of Bésic employments; and/or |

b) direct survey and inte?ﬁiews with the area's Base
activities, their 6fficers,and sO on.

Tﬁe estimation of future total employmenﬁ.from Baéie

to Non-Basic ratio (or with the help of a 'Multiplier®,

which is a logical extension of the same raﬁid).

Estimation of the fuﬁure popuiatidn 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 vii. (1) Total population to -
total employment; (ii) Total employment to total Basic
employment; aﬁd, (1ii) Non-Basic employment to Basic employ-

AN

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 gives,
us the other tool of Employment Multiplier. Z“he derivation

of the Employment Multiplier and the relation of it to the

. Base ratio is presented in the following passages..

Base Ratio and Employmént Multiplier (EM).

The primacy of the Basic (or Base) activities isvfundamental
to the Economic Base theory. The rise in'demand for the ‘
region‘s eiports leads to an increase in' the employment of
the Base enterprises. As the employment creation in the
Basmc 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 use; This is how income and employment are

' generated in the other local sectors of the region's eco=

nomy. So, the initial changevin.the Basic sector is said

‘to have a '*MULTIPLE' impact on.the region's eCohomy. The

functional relationship implicit among the three main varia-

bles of the region viz. (i) total Basic employment, (ii)

-total Non-Basic employment; and (iii) totai population‘is

as follows 3

EN(A) =B. EB(A) c-ooo-n-ooco...-a-oo‘--(l)
i.e. the Non~Basic employment (bN) of the region A is some
multiple (B) of the region's Basic employment (EB).

TE(A) = M, EB(A)

...roooo.tooto.o,ootl(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) = D.TE(A) .oo‘.ooo-o-vﬁool(s)

i.e. Total pppulation (TP) of the region A is some
multiple (D) of the reglon § total employment (TE){
The mathematica1formulation of the above mentioned functional
relationship is presented below in the form of -linear equa—v
eions.

‘TE(A) = EB(A). + EN(A) e e aala)

Since, EN( = B EB

(A)* .
TE(A) = EB(A) + Boﬁ(A) ee oo 00'100(15)

A)

TE(A) = EB(A) (1 +B) ‘ oo se oo 00(6)
TE(A) = M.EB(A) . .-o .e ;.o oo»(?)‘

Where M = (1 + B) is called as the “EMPLOYMENT
. MULTIPLIER". This M is defined as:

TE (a)

cea(8)
EB (a)

M = Employment Multiplier =

as TE(y) = EB () * )

M = EB + EN ' |
. ;A) EA) . ,.‘;. e (9) .
. .EB(A) |
M= 1 4+ EN .
(A)
I & o))
EB(A) :

‘Comparing equation (10) and equation (6) it gets

confirmed that
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B = EN(A) which is in fact given by

equation (3) i.e. 'EN(A)' = B. ‘EBV(A)’
TEa) T BBy

EN(
EB (a) (1 +

(A) )
B(a)

‘In the above equatlon, the ratio of area's total Non-bas1c

es oo .; (11)

Il,

TE( ).

employment to total Basic employment [EN(A)/ EB(AJ is the
‘Bsse Ratio' mentioned above. The ratlo indlcates the o
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 1mply that,'..x every one person in the':egion'5'>
Base, supports, two persons in the Local sector,  On the.'

similar llnes, the relatlonship between the Base ratio

and the Base Multiplier could be described as follows.

According to equation (7) above:s
M=14+B8B

_further as per equation (3)

- . EN
5 = M
EB (a)
so, ‘
EN
ML)
E?(A)

i.e. when the Base ratio is 1:2,'the value of the Employ-

ment Multiplier is_3. This is so because,

1+ 2

M

e « M

0.0M= 3e. ) .
So, when we say that the Employment Multiplier for a parti.

cular region is say_6_, what it implies is, that, every
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one employeg in £he Basiq séétor. suppqrts addition§l_§_
employees in the Non-Basic sec;or'bf.the rggion‘s economy .
In the static analysis, the géncepté of Base ratios and/or
Employment Multiplier explain the structure of the‘régioh's‘

employment. Sb, the size of the average aggregate regional

‘Multiplier at a point of time does not.say much about. either

the nature of sectoral linkages or the relative importance

of different sectors in:the region's growth. :The construce~

vtion of disaggregated multipliers‘would then cast some light .

upon the relative respdhsiVeneSs and importance of.various
Non-Basic sectors vis-a-vis the region's Base in the total
employment creation. ‘

Kahn's Conception of a “Multiplier”.

- The concept of Employment Multiplier, is pfimarily used as

a. toolof projection in the.Economic Base framework. The idea

and derivation of multipliers, -b®th employment, as well as

_Vincome;is an adaptation and application‘of'the'concept of

'Multiplier' in the éeneral economic theory. to the regional

analysis. As stated by Wright (1956) in a review article
which tracés the eérly genesis of the multiplier theory,

the . "origin of the term as an economic concept is difficult

)(4)

to discover",  (Wright: 1956 .« But as we learn from him,

‘the origin of this cancépt is attributed to Prof, R;F.Kéhn-

The reading of Prof. Kahn's'original piece of writing

‘reveals that, even though Prof. Kahn spells out. the basic

idea of the tool and the mechanics of iﬁs‘functioning in
its most crudest form, the particular term 'Multiplier® was
not coined by him. This article of frof, Kahn's appeared

in the Economic Journal of June 1931. This is one 6f the

early years of the great depression of 1930s. In this
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a:ticle, Ptof, Kahn "argues out a case for Public works,
by calling an-attention'of the readers to tﬁe “beneficial
repurcussions“ of the ‘home investment. (Kahn. 1931)(5)

In this regard he states, “The argument will apply to the

effects of any net increase in the rate of home investment.

The inc;eased employment that is requireo iﬁ conpectioo-
actually with the increased‘investment will’be@ieSéribed
" as the ‘primary! employment. It lndludes ‘indirect' em-,
ployment that is set up in the.production and'trahsport
of the raw materials required for making the new 1nvest-
mente. To meet: the increased’ expendlture of .wages and |
profits that is associated with the primary employmentf
the productiof of consumption-goods is increased. Here
again wages and profits are incfeased, and the>effect will
be passed on, though w1th dlmlnlshed intenslty. And.so
| on aq;nfinitum. 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 “peneiioial
repurcussions“, that -are so often referred to” (Kahn:1931§6)
Now one can see the dlrect concurrence between the
ideas behind the construction and derivation of the Employ-
ment Multipliers in the Economic Baselframework. today,
and the same formulation presented by‘Pfof.vKahn in diff-
erent words. The increased employment associated with the
increased investment, both Direct and Indirect, which Kahn
collectiyely describes as "Primafy“ employment. is later

on described as “Direct Basic® and “Ihdirect-Basic“ in
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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
"secondary employment” is now termed as_? Non-Basic or
.Service" employment. The ratio of secondary to nrimary ;
emnloyment, which Kahn'calls as the "measure of>heneficial
repurcussions" is what is now defined as the “Base ratio“
i.e. the ratio of" Non-basmc to Basmc employment. The

Multiplier is a modified Ver51on of this Base ratio as des-

cribed in the beginning.

y:N large amount of literature (both empirical and theoretical)

s available regarding the usage of this tool 1n the reglonal

analysise 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), McNulty (1977{9

.Gerking and Isserman (1981)(10), and Bender and Parcels

(1983)(11).. A brief summary-and review Of some ofjthese'has
been presented in the follow1ng section. -

Stabllity-of the'Base Ratlo and the-EM.

The Economic Base framework and the Base ratios were -summoned
to project the future population of the reglon by Prof.Homer
Hoyt. The future population of the region would be estima—
ted from the projected total employment of'the region. This
process could be explained with the use of the functional

relationship described above.

P(t*) = D(.)TE(t*) _‘--: eo oo oo (12)
TE = M x EB , oo o8 ese e (13)
(&%) (t1) (e%) .

Where (t*) represents some future time period/Year for which
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the projection 1s undertaken.
In fact TE(t*) represents the changed total employment. In'
effect the changed employment figure is arrived at by the
following formula.
=

] (t*) (tl) (x) EB(t*) Py oo. e 14.

According to equation‘(lz)l‘the projected“pgpulation.TP(é;)
is arrived at by multiplying the projected Basic employment
B(t*)_of time period (t*)iby the“émployment Multiplier of
the current year M(tl)' o '

The entire predictive ability of the Economic Base frame-

_'work and its use as a forecasting tool is primarily, there-f
fore. based on two fundamental hypotheseses.

1. The Non—Basic employment of the region is directly de-

pendent upon the region's Basic employment. and, \

2. The nature of this dependence is reasonably stable over
.,the years.'. - l

So, in essence the presumed stability of the Base ratic has
a fundamental.bearing on the stability of the Employment .
Multiplier. | . |

In the earlier usage of‘the Baae‘ratiO-in the‘planning and

projection exercises, it was presumed that the‘stability

of the Base ratio, and theretore 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—
fying assumption that the ratio of Basic to Non-Basic workers
is 1:1, while he was carrying out the population projections
for the Federal Housing Authority. But later on, Hoyt him-

self asserted that, "It 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... " (Hoyt ‘954)(12)l A brief account of

some of the main factors which cause changes in the Base

. ratio and -thus in the EM is presented below.

Factors affecting the Base Ratig[s.

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.

[

Factors affecting the Base ratio Across regions at

point of Time:

The Base ratlo across various regions could be different
at a p01nt of time on account oﬁ one or more of the follow-
‘'ng factors.
1) The size of the area, -
ii) The population of the area.
iii) The level of income and its distribution in. the area.
iv);The tastes pattern, consumption habits, income
elasticities, and prOpensities to consume various
commodities of the inhabitants of the region. |
.Vv) The extent of. diver51fication of the Base.
vi) The level and nature of technology of the Base
enterprises.
vii) The wage levels of Base employees.
viii) The overall stage of ‘economic development of
‘different regions.
ix) The existence of economies of‘agélomeration and’
economies of scale which again depend upon (viii).

x) Technique used in the estimation of Bases
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As proved by Gerking and Isserman (1981)(13)as well as by
' Isserman(14)the methods used for estimating the size of the
‘region's Base is one of the important factors which cause a -

variation in the Base to Service ratio & thus thevalue of EM.

4.5.2 Factors affectlng the Base ratio. of an urban area

over a period of times

The factors wh ich cause change in the Base ratio and thus in
the value of EM in the case of a particular region over a
-period of‘time, could broadly be class;fied into two catego-
ries‘according to their source of emergence; such'ass

A. Factors originating out of gualitative as well as

guantitative chanﬁesrinsthe Base gf the regions:

Some of the factors which fome under this category are:

v

i) The expansion of the Base of a region: Thls can happen
in either of the- following wayss$ - A
"a) Expan31on of. the ex1sting Base enterprises.

b) Additlon of never enterprises both, manufacturing
and service-to.the region s Base. .
: fhe additionfto the Base of{a region, ‘again, Canf
take place in either of the following mannerss
_bl) The establishment of an altogether.new‘unit,
either manufacturing orvservioe, catering prie-
marily to the external demand .
- 2) EVolution of an existing unit from the status .
 of a Non-Basxc locally orlented unit to an .export

oriented Basic enterprise.
ii) The nature of expansion of the Base: As we have seen

the income generated bvaase enterprises which is avai-
‘lable for local spendings, provide the primary boost

to the expansion of Non-Basic local activities. The
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wages.and salaries‘received by the“Base employees is“
one of the most important constltuents of the Base —
Local 1ntersectoral circular flows The size of the
total purchasing power generated hitherto by'the‘Base
is governed by two factors viz: the size of the direct
employment of thevBase enterprises; and.the size of the;
wage blll 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 observed.that the rate.of growth of origa-
nized sector employment in the. large cities and metro-'
pOllS of~the Developing Countries_has slowed down. The
firms in ‘the organized sector are trying to restrict
the size of their direct employment on: account of one
or more of the following factors:
" a) Ris1ng labour costs in the organised labour market_
of the cities. .
b) Strong Trade unionism andﬁthe likelihood.ofllabour‘_
disputes. | . |
¢) The emergence and existence of'economies ofiagglo-
meration, which erfable the larger firms to farm.out
some Of 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 restricting own employment is becoming

stronger on the part of larger organised sector units., But
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at the same time the.producpivity of these large units ie
growing, and subsequently their pay SEelesvere being revised
every year. ‘As a consequence the etheripart of hhis.g;owfh.
viz. the total wage bill comes to play an important role in
‘the development of the local activity'séetor. Thislprecisely
is'the'second type of Multiplier ae_discussed;hy Frof. Isafd'j
(Isard: 1960)(15)° Solﬁor‘a particular industfiél.unit; the
‘Base ratio may change oﬁer the years debenéing upon the nature

and the phase of development ‘of that unit.

iii) The level of technology and the nature of final products

manufactured‘gz the Base enterprlses. These'factors also '

have a discernable impact on the eize  of the Base ratio
via the poﬁential‘for'the.development of llnked'acti;
vities.

iv) The overall poliey of the Base enterprises: The poli-

cies of the Basic Units'regardingfexpansidn. diverei-
fication, ancillarization, modernlzatlon and so on -
also affect the growth of ancillary unlts which in turmn-

affect‘phe Base ratio.

P
|

B. Other factors having no direct concurrence to the

chanqes in the. Basé.

The factors which do not have.a close and direct correspon-
dance to the changes in the Base, but which still affect

the Base ratio and EM ares

a) The stage of overall 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.regardfng

licensing, incentives, taxation, (both personal and
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corporate) location and so,also affect the Base
ratio.

c¢) Income diétribhtion of the region. S

d) Other non-export_soufces g;_iﬁcome_fof the reqidné

As we know the export earnings of the Base enﬁer—

4 prises is one of the sources of’exterﬁal earnings for
a region. The sources-éther‘than this which bring

‘ mbney into thevregion's ecdnomy7éuch as penSioné,
rents; interest, dividends. remittahces and changes‘7
therein too,have an important influence bg thé
development of local'activities and therefore.onf'

the size of the Employment Multiplier.

4.6 EM and the Lags +4n the realisation of its Full Impact

A vast amount of literature, both theoreticalland‘empiriéal;

is

available about the Economic Base theory and the concept

of Employment Multiplier. The estimates of the Employment

Multipiier and/or the Base ratio is generally arrived at by

. using either of the following methods:

A.

The use of linear regfession technique with eifher total

employmént or Non—Bésic émpLoyméht as a'dependent,Variable
and the Basic employment as the independent v#riable.
Construction of the ratio directly by estimatiné thé. 
region's total Basic employment-either witﬁ‘direct me£h6d

or indirect methods, and then subtracting it from thé‘

region's total employment to arrive at the estimate of

' L

the Non-Basic employment of the région.

Several studies which have tested the Economic Base thebry

have some common features such as:

, estimation
i) Most studies have used Linear L east SQuareaftechnique.
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ii) Some version of the Location Quotient techn;que_has been
‘used for the purpbee of bifurcation of region's total ‘
emplexment intovifs tn? components_viz. Basic and>NOn-T

_ “pasic. ' |
'1i1) Mostly employment has been used aa the unit of Base.
‘ The ch01ce of unlt as’ well as the technlque of Base

measurement, has been influenced to a large extent by

the consideratlons of data availability. - o :’  o
As we have seen so far, the factors-which bring abou£ chan-
ges in the Baeetratio and thereby alter the size of the EM
are multifaceted. Some\of them have a close bearing on the
changes in the Base, while others are cverall, general eco-'
anom1C'factorsr~-Changes in the region's economy come into
being as. a reséonse to the initial disturbance_intrddueed_ .
by-the'Base.enterprisee. -éegional’change;is a cumulative
process. This has given rise to a closely.related'céntro;i
versyeregarding the extent of‘time-lag or timing of the full 
impact of the initial change'in.the Export sector on the
Loeal economy « In-other words the issue is, how muenntime.
does it take fer'the_multiplier 1mpac£ of the initial ehange'
'to be realised fﬁlly‘? The'relevant.literature'addresses.
this issue in the formfof a question as to wﬁether the Eco-
nomic Base framework and -the EM analysis is a theory of
' short run regienal income/employmen£ determination or is 1£
a theory of long run regional growth ?
The literature that is available about this important issue
is rather vague and inconclusive. The Economic Base theor?
has been applred and tes;ed empiricaily at severai places

since 1940s, but as Prof, Mclulty observes (McNulﬁy: 1977)(16)0
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a relatively less attention has;been.paid to this impottant
issue of tbe.dﬁration.of the lag‘in'the'respone of the
Non-basic sector tO»the'initial changes in the Basic sectof.
In an article, publlshed in November 1981. Prof.S.D. Gerking
and Prof. Andrew Isserman ‘have attempted te resolve some of
" the disagreements by taking a ;eyxew of all the-earlier.stu-
dies, with a special emphasis om;three'studies.‘vThese three

studiesmare the one conducted by Prof. Sasaki in 1963(17)

(18)

Moody and Puffer in 1970 ~and by Prof. McNulty in 1977._

Regarding the treatment of the question of time lag»of impact
in some of the earlier studies, Gerking & Issermanrcategori-
cally;observe that, numerous regression studies such as.those

' conducted by, Hildebrand and Mace (1950)(19)

20)

Gerald Thompson

(1959) ¢ 21)

se s+ ee oo ee o 5nd Weiss and Gooding (1968)(
"do .not consider the question of lags explicitly". Not only
'thish but the§ state, that these studies'"eXamine the reiation—'
ship between baslc and non-ba51c activity in the same time
period ¥ (Gerking & Isserman: 1981)(22) .
.There is no general agreement or a consensus among the scho=-
iars regarding the usefuimess of the;concept of Employment
Multiplier, whether as a tool of short ruh regionalemploymente
and income'determinationvor an equipment of.explaining long
term regional economic develepment.' The three review articles
written by researchers liké-Prof. Lane in 1966, .- Prof.
Williamson in 1975 and Prof. Gerking and Issermap in 1981, :
reinforce the conventional sho;trﬁn,efientatien 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
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accepted as an'undisputed yerdict’against the usefulness of .
the theory as a tool for explaining the long-term regional'
development. This. is so because all these studies differ '
from each other in severalvimportant-aspects such asz
| i) Even though most of the studies have used employment
as the unit of Base, the studies’ conducted by e oo
oo °°.?9 *+ s Prof. Ghali (1973)( 3 and Prof.James
McNulty (1977)..use income as a unit of Base measure-
ment. '
- 11) The technique of Base measurement is not uniform.in'v
all the'studies; _' | l |
iii).Even though mostly linear least squares estimation
techniqde has been used,-the definitions and thefcon-
stitutents of dependent Variable and independent va;
‘riable are again not uniform #£n all the studies,
iv).Allbthe studies have not'incorporated the‘notion'of‘
Alag conSCiously in their analysis.
The two empirical studies conducted by Moody and Puffer(1970)
and the other by McNulty (1977{ assert that_the.Economic
Base theory can very well explain theflong run developmentv
of the region. Not only tnis,'but Prof. MCNulty s;rdﬁg1y7
Proboses, that, "the economic base tneory of‘regional growth
was found to fit: the facts_yery well in the long run, but
to provide a very poor explanation of short—rnn regionaly
economic development". (McNulty='1977)(24)Q'_While’snowingy
that this conclusion of Prof. McNulty is invalid, Gerking
and Isserman remark, " seee. the reseanch.design”actuallyf
does not test for the existence of a laggedlimpact of basic
activity on non-basic aotivity, so that conclusion is |

invalid", (Gerking and Isserman: 1981)‘25). ‘They further
' RN
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. : L
argue that there ‘is a‘methodologicalvflaw in the construction
of the test. In order to test~the hYpothesis that the chanm -
ges in the Basic activity affect Non-Basic activity after |
four years, the changes in the Non-BaSic activity in a parti—
cular period will have to be regressed upon “the changes in
g-the Basic activity-in the.earliervfou; years of that period.
.But; Prof..McNulty regressed;the changes,in the NonlBasic -
actiuity in a particular period of time.on thezchangeS'in‘f
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)(26). ~This obser-
- vation is 'in dire contrast to the. study conducted by Prof.
‘sasaki in 1963, ‘which concluded that, the multiplier effectc
of a change in.Expoft employment would be felt almost within
a period of a year{ Gerkinggand Isserman,argueethat, these‘
-diametfically.opposite’conclusions of thertwo'studies could.
be attributed to either of the following factors: | |

i) leferences in the selection of dependent variables in

the two studiess Prof.,Sasaki used region's total employ-

ment as a dependent variable; while‘Moody and‘Puffer,.
used the Non-Basic employment»asva dependent variable.
éince‘Basic employment is a_paft of the total»employmalt,
which is a dependent variable, Prof. Gerking and;Isserman
v afgue that the lag length estimates would‘beushorter than
when Non—Basic employment is the'dependent variable, So}
as they state, "This factor thenvcould contfibute to.
making Basaki lag length estimates,shorterkthan.those

found by Moody &nd Puffer" (Gerking & Isserman=1981)(27),
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ii) The techn_gues uséd for estimatinq the Basic’ employment.

Prof.Moody and Puffer relied upon the. assumptions method
of bifurcation of region s total employment into Basic
and Non-Basic componentse. While,.Prof. Sasaki used the,
actual outside region sales proportions of Hawail's enter-
prises to ascertain their Basic employment. Commenting
‘on this distinction as a'potential.source of difference:-
in the findings, Prof. Gerking and Isserman state," they'
different bifurcation methods used by Moody and Puffer '
and,by Sasaki may have oontributed to their_conflicting
estimates of,tne‘timing of impacts‘as,’theeisSignment»
method 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 1mpact would depend upon several factors

“such ass:
~l. Ine regionle-productive capacity vis-a-ﬁie its demania
2. The composition of the Basic enterprises and the changes
therein ' | |
3. The direction and magnitude of ‘changes in.the Basic
'activity. o
4. The responsiveness of.migration and labour force partici-
‘pation to employment opportunities and wage cnanges in
the region. . : e - |
5« The institutional infrastructure of the region and SO- on.

Therefore, a still modified basket of analytical tools is

needed to accommodate all such factors mentioned 'above to

assess the exact length of time lag,
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CONCL

UsIoN:

In the earlier chapters we have examined in details the
‘fundamental tenets of the Economic Base theory, the choice and
suitability of different units of Base identification, the tech-
niques of measnrement and the problems of prOJection,and the ‘
-stability of Ease ratio. 'Thé major works having bearing on this
" area have beeh reViewed. In, the foregoing;we'have eXamined how
the Economic Base theory has‘evolved. We do not propose tobre-'
_ peat‘in the form\of arsummarv-here. A review of the literature
jshows that: he”concepts have‘heen Qell developed‘and the impli-

cations of/ different assumptions have been'thoroughly analysed.

There’Wer a number.ofvempirical'studies based on thisftheory‘in
the West rn countries. Wethave'not reviewed these empirical stue
'dies pa’ ly for reason of space but mainly due to the reason that»
vthe natiire and effect qf structural parameters who haVe a sensie
.tive e fect on Multipliers is different in Developing countries

]

from that of the Developed countries.‘ Hardly there is any work
in the Indian Context» Thé only study-that»is‘availahle is that;
' of A, E.Kulkarni for the city of Pune.

‘The focus of theastudy was on the exploratron of the manu-
facturing linkages between the large Export Oriented (Basic) ma-
‘nufacturing units of Pune ‘and their manufacturlng anCillaries.
In all 11 large Basmc units were selected from different sectors
such as Automobiles, Chemicals and sngineering and with the direct
samplelsurvey method the hmployment Multipliers were estimated
for each of the 11 large, Basic Units. .

The study postulates that, even though the role of Base en=

terprises is crucial in the expansion of local activity sector.:
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the growth and actual size of employment in somqg sections of Local
enterorises bears no direct relation with the size of employwment
in the Basic sector. The actual employment and its growth in
Nan-2asic local units (both manufacturing as well as services)

is determiined by f;ctors such as population, tastes and habits

of residents of the area and the amount of income earned and
srent iccally by the employees of the Base enterprises.(*)
wWhile this is a pioneering study the impact of Employment

on Income and its consequential impacts have not been explorede

Even then this is of help for policy makers in projecting the

e

population growth and provision of urban infrastructure.

THe theory,if empirically applied to different regions,
the nature of the growth pattern of th® Indian Urban centres
can be understood. This has important policy implications for

urban ﬁlanning.

(*) A much more elaborate exploration of this (1
important issue i3 contained in Czemanski (1964) 1)
and Kulkarmni (1991) (2).
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