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TABLE 2-1

CONTRIBUTION OF FACTORS OF PRODUCTION, 1991-2005

6MP 7MP 8MP

% of % of % of % of % of % of
Contribution Total Contribution Total Contribution Total

GDP 9.5 100.0 4.7 100.0 7.5 100.0

Labour 2.3 23.9 1.2 25.0 1.6 21.5

Capital 4.7 50.2 2.3 50.2 3.1 41.3

TFP1 2.5 25.9 1.2 24.8 2.8 37.2

Note: 1Total factor productivity (TFP) is estimated using the Cobb-Douglas production function by subtracting from output growth,
the portion of growth which is accounted for by increases in labour and capital.

2.06 During the Seventh Plan period, the incremental capital output ratio
(ICOR)2 increased to an average of 8.8 compared with 4.2 during the Sixth Plan
period. Substantial capital-intensive investments with long gestation period,
especially in infrastructure and utilities projects, were made to upgrade the
productive capacity of the economy. The capacity utilization, however, was
negatively affected by the economic downturn, which was an important factor
accounting for the increase in the ICOR.

Aggregate Demand

2.07 Private investment registered a negative growth rate of 11.6 per cent per
annum during the Plan period, as shown in Table 2-2. This was attributed to the
drastic contraction in 1998 and 1999, compared with an average growth rate of
10.4 per cent per annum in the 1996-1997 period. The share of real private
investment to Gross National Product (GNP) declined sharply from 39.2 per cent
in 1997 to 18.5 per cent in 1998, while the share of private investment to total
investment also declined from 73.8 per cent to 57.9 per cent. This was due to
the lack of investor confidence and increased excess capacity due to declining
demand.

2 ICOR is the ratio between the increment of capital stock to that of output. It measures the productivity of additional
capital input.


