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Productivity growth, technical progress and efficiency change

in Indian unorganized manufacturing sector: Did reforms deliver?
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2 Total factor productivity

It is widely believed that total factor productivity (TFP) is either measured by an index of outputs divided
by an index of inputs, or as the shift in the production function. Technological change is also defined and
measured as the shift in the production function and is thus often synonymous with TFP. However, when
production is allowed to be inefficient, TFP change also includes technical efficiency change. In the
empirical exercise attempted in this paper, we report Malmquist total factor productivity growth, which is
estimated using a non-parametric method namely, Data Envelopment Analysis (DEA) method. Since we
know little about the market structure for the products from the sector in different states, and since price

information is weak, the Malmquist index is well justified. The main advantage of a non-parametric
technology is that we do not have to specify a specific functional form.
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