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! POLICIES TO PROMOTE SMALL SCALE ENTERPRISES

Given that the deveiopment of smail - medium enterpnses is desirable on both ailocative
efficiency and equity considerations pariicularly in the new technoiogical and market scenano what are
the major policy instruments avaiiable to governments to promote the smail-medium sector? Policy
instruments need to be developed which do not just protect SSEs indiscnminately but which help then
develop in a dynamic and changing environment This would resuit in more efficient firms which are able to
exploit the opportunities for growth Further these instruments must ensure that firms with different
efficiencies and potential for growth denve differential benefits from the assistance which is available This
implies that such instruments shouid have a general and pervasive in impact rather than be specific to
particular industnes or groups within the SSI sector

The reservation of specified product hines for the small scale sector has been central to indian
policies for development this sector In india policies based on reservation have persisted in the
manufactunng sector over a iong time and India 15 aimost unique in its dependence on and persistence
with such policies A large number of product groups - defined at a fairly detailed level using the Nationai
Industnal Classification Code are reserved for the exclusive production by SSEs which are defined on the
basis of value of fixed investment in plant and machinery Once a product line is reserved those firms with
levels of investment exceeding the SE hmit are restncted to the ievel of production equal to therr instalied
capacity at the time of reservation This method of fostenng the growth of SSEs was first introduced in
1967 and the list of tems has been progressively increased untit ioday it compnses a total of around 830
The value of the imit in plant and machinery has been increased over time in nominal terms but the
increase in value of this hmit after aliowing for inflation has been smaii

This line of approach had #ts vaiue In the nmal stages of encouraging the SSi sector Large
numbers of new SS! units were encouraged to establish themselves and protected from competition from
the large-scale sector But the problem with the continuation of such policies is that it s not sufficiently
discnminatory In favour of smail enterpnses which show potential for growth Industry based policies of
reservation overlook the fact that small enterpnses is not confined to specific product ines and that therr
importance In different product groups are constantly changing In view of this there 1s a need to
implement policies for the development of SSEs which are generally and have a pervasive effect in the
sense that all smail enterpnses no matter in what product groups could potentially take advantage of the
assistance measures available Secondly it 1s important that such poiicies do not discourage the growth of
small into medium enterpnses

11 General and Pervasive Policies to Encourage SSEs

1 In many instances the removal of bias in policies discouraqing the small - medium sector
should help considerably The regulatory framework including elaborate hicensing procedures
affecting outputs nputs and urban land nghts has been widely discussed as severe



constraints on the SSEs in the Latin Amencan iterature (e g, de Soto) and is relevant to
Astan countnes aithough perhaps to a smaller exient A large literature has focused on the
impediments to SE success which come from trade and foreign investment policies which are
implemented It has frequently been concluded that the protective structure has been biased
against SSEs n the sense that effective protection rates are higher for those industnal sectors
where the SE share of output i1s relatively iow (Pitt 1981 for Indonesia von Rabenau 1976 for
Malaysia Anderson and Khambata 1981 for the Phiippines) The era of import substituting
industnalisation with its regime of rationing of foreign exchange for importers of machinery
and matenal inputs and overvalued exchange rates which reduced the effective pnce of
capital equipment has been traditionally viewed as a source of bias against SSEs But in
more recent years when export promotion policies (mport tax drawbacks special credit
faciihes other tax breaks based on the level of exports etc) have been used as a substitute
for lower exchange rates the performance of the SE sector might have been adversely
affected since such assistance Is less accessible to them for more or less the same reasons
that quantiative restnctions are biased agamnst them (Bruch and Heimenz 1984, Marsden
1984) Similarly policies to encourage direct foreign investment would favour large firms
because lumpiness of investment and the high management cost of dispersai are kikely 10
encourage foreign investors to enter the LE sector

Protective macro-economic policies have particutarly hurt SSEs in creating scarcity of good
quality raw matenais for these unis While LEs get access to raw matenals at low reguiated
pnces (in some cases on account of their export potenbal) SSEs have to scramble for
matenals in the open market This is one though not the only reason for SSEs producing at
the lower end of the quaiity scale

In the Indian context in spite of the concems with SSE deveiopment in govemment policies
there are many instances of both reguiatory and macro poiices bemng discnminatory to the
small sector The Committee on Simplification of Procedures for SSis appointed by the
Ministry of industry (the Mahapatra Committee) pomted out that a small scale unit had to deal
with about 20 Departments of govemment -both Central and State - and that an entrepreneur
had to interact with S0 inspectors They ranged from Labour laws to Environmental Excise
and Deveiopmental reguiations -some of them actually meant to provide subsidised services
to SSEs While large unis can assign special staff for the purpose of filing retums to
numerous bodies the burden is quite disproportionate on small entrepreneurs it has been
mentioned above that a major item n the cost structure of SSEs is often the payments to a
targe body of inspectors who need to be induced to took the other way

Of the Asian countnes for which we have information Hong Kong comes ciosest to a free
market model of development !t 1s observed that "within the proclaimed laissez farre
environment in Hong Kong the govemment does not seem to have a poiicy towards
manufactunng not to mention any policy towards the SSIs" (Beng 1988 58) An obvious



hypothesis emerging from the Hong Kong expenence 1s that in the absence of the usual sort
of policy biases which protect both capital and labour in large firms the most successfui
enterpnse size for an export onented economy would be in the SME range (under 100
workers) and the wage and productivity differentials with respect to larger unites wiil be smail
It might be objected that the compact geographical size of the colony i1s unique and does not
allow for generaiisation o other types of countrnies

Industnal units are much more spatially dispersed in Tawan The important role played by
SMEs n this economy needs to be studied more carefully Like Hong Kong the adaptability of
relatively small uniis seems to have been an important contnbutor to overail export success
The rale of financial institutions i helping the SME sector in Tawan 1s an important element
of ther success Tamwan developed a widely disinbuted structure of manufactunng
enterpnses many of which had low start-up capital ike in Hong Kong One study has stressed
the importance of govemment supported financial institutions specialising in  venture capital’
lending in this process (Scitovsky 1985)

The most common and widely used supply side intervention to support the SME sector is the
program of subsidised credit put in place by govemments with or without the help of
muitilateral or bilateral donors The World Bank has championed SME lending projects for
almost a decade Typicaily a central development bank of the borrowing country acts as the
wholesale borrower for these foans and as a lender to commercial banks which retail them
against a guarantee given by the central development bank Aithough these schemes have
had a positive effect on the promotion of enterpnses outside the corporate sector thewr cost-
benefit ratio vanes enormously and 1t 1s not aitogether clear that the potentially most efficient
enterpnses or groups of enterpnses are helped most The conciusion which emerges from the
evaluation of such schemes is that such programmes are generally successful if they are
backed up by associated programmes of technical and marketing assistance A further
relevant pont 1s that the provision of subsidised credit 1Is meant to address the problem of
capital market segmentation which makes the cost of capital relatively high for SSEs
Accordingly its success depends very much on the effectiveness of other policies to help
develop the financiai structure which provides easier access to finance for SSEs In the
absence of such developments in the banking and other lending insttutions govemment
efforts to provide subsidised credit can only have a hmited effect and are likely to get stalled

One of the major ways 1n which economies with a substantial presence of large scaie industry
have successfully developed a small sector component i1s subcontracting Japan 1s of course
the most cited example where in spite of powerful economic and institutional factors
favounng LEs small industnal units have continued to provide a large share of empioyment
and value added n manufactunng (43 percent of the former and 28 percent of the iatter in the
mid-eighties with smail units being defined as those with less than 50 workers) Many of the
large units 1n several branches of industry found it profitable to contract out some parts of the
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production process to smailer firms The economc logic of verical subcontracting lies in the
fact that economies of scale are important in some areas of the production and marketing
process and not in others It 1s significantly heiped by the flexibility which 1s introduced in the
use of labour The Japanese labour system in large factones is that of hifelime employment so
that fixed costs of labour are very much reduced by passing on the burden of der-ind
fluctuations to subcontractors

The last point 1s of relevance to many countnes of Asia which have had to cope with
increasing job secunty of factory workers due to institutional and economic pressures While
subcontracting 1s obviously the most efficient way of increasing greater labour market
flexability its successful development i1s cntically dependent on large firms being abie to
transfer the know-how for quality production to the ancillary units and to buid up a
relationship of healthy co-operation rather than dominance The expenence in several Asian
countnes has not been very satisfactory from this point of view In countnes and sectors iike
gaments in which some elements of producticn are put out to smail often household
enterpnses the labour market system is better descnbed as casualisation to take advantage
of depressed wages and working conditions Skl formation s mimimal among the
subcontractors who have iittle hope of branching out in other activittes led by the parent
company

One country which has successfully developed its sub-contracting in recent years 1s Korea 'In
1880 probably haif of the output of small estabishment was subcontracted The radical
change n industnal size structure wrought between 1975 and the early 1990s was partly a
resuit of the changing composition of industnal output by sector but was aiso directly sought
by policy with a view to spreading the fruts of industnal growth more widely (Berry 1996
basing himseif on Baek 1992 and Cho 1995) The process was helped by the post-1987
changes in labour behaviour with nsing worker militancy and labour costs even as Korean
industry faced increasing competition

An important point to mention in the context of subcontracting 1s that the nature of indirect
taxation might have an important effect on the growth of the subcontracting system f the
revenue system depends on excise taxes based on the gross vaiue or quantity of the final
product firms wili be discouraged from subcontracting out part of their operations A system of
MODVAT / VAT taxation (taxing value added at each stage of production) wouid remove the
disincentive to subcontracting

While subcontracting invoives vertical inter-firm co-operation much interest has ~en
expressed recently on the development of honzontal small-small co-operation The idea .at
networks or clusters” of mainly smail firms interacting themselves through specialisation and
shanng of services have been the key to the success of many industnal areas in deveioped
countnes dominates the discussion of clusters In a well-known work Piore and Sabel (1984)
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argued that the vitality of smali firms in the Third italy lay in the co operative competition
among communities of enterpnses and on the broad skills of the labounng communities

In the Astan context favourapie note has been taken of Tiruppur a distnct in Southem India
wihich became a maijor centre of cotton knitwear for both the export and home market in the
decade after 1975 (Cawthome 1995) In spite of considerable competitive nvairy among the
large number of smail-medwum firms there was dense inter-firm linkages in production signs
of collective activity invoiving shanng of information about markets and design capability and
extemnal economies reaped from the growing market for outputs and inputs including labour
Cawthome however makes the periinent poni that Tiruppur had been an industnal cluster for
a long time before it embarked on its recent dynamic phase This dynamism s to a large
extent a funchion of ts having successiully entered export markets for high voiume / low-to-
medium quality knitwear goods This suggests perhaps a more general point that ¢ is not
clustenng per se which makes for industnal success but clustenng in a propitious
macroeconomic context" (Cawthome p 54) One might add that poiicy help on the demand
side of the market 1s probably more fundamental Governments may provide some assistance
in providing services which help the economcs of clusters but the major effort has to come
from the entrepreneurs’ own iniiatives i Asia as in italy The role of the govemment would
be to make provisions for assistance - financial technical and marketing - which will be
available to all members of the cluster” Furthermore central provision for labour training
controf of poliution and other controf facilities cames important extemal economies and hence
can be provided more economically in “clusters

A major role of institutions like subcontracting and “clusters s to faciitate the provision of
technology support for SSEs it has already been remarked that financial assistance - such as
directed credit faciities ~ have often had only imited effect in india and elsewhere because of
the lack of suitable measures to foilow up on the credit measures with technical help Officials
concemed with banking operations are generatly not the most suttable or knowledgeable n
the prowision of technical help But without active support in this area SSEs even if they get
financial help tend to get mired in low ievels of productivity with little potential for growth It is
not clear that public agencies are the 1deal bodies to camry the brunt of transfemng technical
know-how to SSEs The more successful cases of development in this area n Italy as in
Tawan have come from trade and manufactunng association who are near to changing
market conditions Nevertheless public support 1s needed in the encouragement of such
activities particularly in the early stages Of special interest is the constitution of funds

earmarked to helping the organisation of contacts between potential suppliers and customers
through trade fairs penodic visits and so on

A continuing concem n the hiterature on urbanisation m developing countries has been the
problem of over - expansion of large urban conglomerations and what are called megacities

Even with the spiralling costs of real estate and money wage costs which such developments



entail external economies enjoyed by firms locating in these areas encourage continued
concentration of private capial and investment Enough has been said in the mugration
literature 1o show that excessive rural - urban migration or an uncontrolied migration of people
in search of city hghts s not the basic problem Rather it is the distnbution of public capital -
investment in infrastructure and services like heaith education and utilities - which favours
large conglomerations and this in tum raises the marginal productivity of pnvate capital and
labour in these areas leading to a concentration of both capital and iabour The implication of
this type of urban concentration for poverty alleviation and the development of the smau scale
sector ts profound No doubt the informal sector and smail enterpnses are an important parnt of
the economic landscape of large conglomerations But it can be maintained with some
empincal justification that the type of informal sector activities which develop In these areas
are not of the type that could promote dynamic skill formation and technological progress in
the sector Rather it 1s biased towards small - scale trade and services and even wihin
manufactunng enterpnses providing anciilary or repatir services would predominate The high
costs of land and labour and the relatively low cost of financial services in the large cities
favour production with relatively high capital intensty and economies of scale The type of
decentralised development of a network of small dynamic and flexible manufactunng
enterpnses like we have seen in Germany and Italy in recent years 1s only possible if there
has been widespread distnbution of public capital creating infrastructure faciliies in smalil and
medium towns [n the history of developing countnes the development of manufactunng in
Tamwan approaches this model Ho (1978 1980) contrasts the regional dispersion of industry
in Tawan (with its promunent small-scale sector) with the expenence of Korea with its
dominant iarge firms and high concentration in large cities

The spatial distnbution of public investment can hardly be divorced from the welfare of
specified classes in society whose interests are promoted by such investment and hence
cannot be meaningfully disentangied from income distnbution considerations For example
the weilfare of the middle or upper classes in most developing countnes may be served most
efficiently by concentrating public investment in large urban centres whereas palicies
designed to promote the well being of the mass of low income people might be better served
by a more widely dispersed pattemn of public investment The economic and social costs of
growth of megacities cities cannot then be divorced from the income distnbution goais and the
political economy of the State

India's attempts to help backward areas by offenng subsidies of vanous kinds to
entrepreneurs who locate in these regions Is no substitute for more determined policies to
develop infrastructure According to Vepa (1983) 50 percent of the central subsidy has gone
to developed states and even in the backward areas much of the subsidy finds its way to
larger units who can better access the lmited infrastructure facities The creation of
condiions which would attract SEs 15 a surely a more cost-effective way of promoting
decentralised development than subsidies for dispersion



12 Policy of Reservation for the Smail Scale Sector A Critique

The policy of reservation for the small scale sector has been a central element of govemment
policy for SSE development The impact of this policy on the distnbution of employment between the smail
and the large sectors will be examined elsewhere In a later chapter It will be shown there that india did not
achieve a parhicularly large portion of the modem manufactunng employment in smail enterpnses
compared to many other countnes of Asia At the same time the rather large productivity and wage
differential between SEs and LEs i India probably has made the distnbution of eamings in the urban
labour market more unequal than in some of the East and South East Asian countnes In this chapter we
are concemed more with the general difficulhes of the policy of reservation for achieving economic
efficiency and hence the potential growth of the manufactunng sector and indeed the economy at large

The fundamentai difficulty with reservation as an instrument of policy is that it does not
discnminate between production units on the basis of their efficiency - current or potential We saw at the
end of the last chapter that although there 1s a pnma facie case in most developing economies for
promoting the SSEs so that their share of the economy s greater than what they would have had under
free market conditions the efficiency of the economy 1s iikely to be adverseiy affected even if the capital -
labour ratio 1s pushed towards its sociaily optimal level because of the prevalence of significant economies
of scale in the particular ine of production or a significant degree of “technical inefficiency in the group of
SSEs concemed

Maximising the labour - capital ratio for a unit of production 1s not the objective of promoting
economic weifare in any meaningful way For exampie employing a group of workers to dig up holes In
the ground and filhng them up again adds little to national output although the labour intensity of this
operation 1s close to infinity Product iines have widely different production functions - showing the possible
set of techmiques of production techniques at different capital-labour ratios This distinction 1s not made in
reservation policies as they are being implemented In some products the muimimum capitai - labour ratio
which 1s appropniate even at relatively low implicit (socially optimal) pnce of labour may require investment
in fixed capital which is above the imit prescnbed in the reservation policy if the policy imits production to
enterpnses wiich use a technique with a lower capital - labour ratio than this socially optimai then output is
reduced below its potential While the producers who are protected by this policy wouid enjoy exceptional
rent or profits ( as a group) the consumer surplus or welfare I1s reduced so that the redistnbution 1s the
opposite of what was desired -from consumers who have lower income levels to producers who are ncher

There 1s no evidence to suggest that any detailed information was collected about the spectrum of
production techniques used in the different product lines to determine if the ' optimal” capial-labour ratio in
the reserved product ine was indeed below the declared imit A more fundamental point is that this type of
information 1s impossibie to collect even for an ail-seeing computensed super-machine with access to an
infinite array of reliable input-output data In a changing vibrant economy production techniques are



constantly evoiving often due to small changes made by enterpnsing entrepreneurs to thewr basic blue-
pnnt -and the list of blue pnnts gets ever more complicated and onger

The last point suggests a reason why we have no explanation n official documents anywhere how
the list of reserved items have been seiected and on what basis additional items have been added e
changes over time gives the impression that the choice of products was somewhat arbitrary ' E hty
percent of the reserved tems are concentrated in 11 three-digit NIC categones 2 The remainder are spread
over 90 three-digit categones This heavy concentration of policy incidence together with a long tail
demonstrates, to some extent, successful lobbying for reservation by special interest groups In the
absence of a well defined and rational cntenon for product selection - wiich we have suggested 1s

imposstble In practice - the scope for such action remains large and its potential for weifare loss to the
consumers and the economy increases commensurably

The concentration of reserved tems in a narrow group of three digt industnes suggests that an
attempt might have been made to pick up the most promising sectors There is no evidence of this or if
these sectors are particularly labour intensive But two specific points might be made in this context to
complement the general point made above about the near impossibility of selecting product lines on the
basis of optimal labour intensity These refer to the distinction between labour intensive enterpnses and
labour intensive industnes and the vanations in product quality within the same product line

121 Labour Intensity in Enterpnses and in industnies

Small enterpnses are generally more labour intensive than large ones especially If size i1s defined
in terms of fixed investment rather than empioyment (see Chapter 3} But it does not mean that they are
concentrated in industnes where the mean capital - labour ratio i1s particularly low SSEs are found m most
industnes There 1s no reason that in any economy the number employed (or the proportion of total output
or investment) in SSEs would be targer in those industnes which have a less than average caprtal - labour
ratio than in those in which the ratio is above the average This I1s because there 1s a spectrum of

techniques within each industry and enterpnses of different sizes and capital intensities wiil be found in
most of them

Little Mazumdar and Page analysed the Korean industnal Census of 1971 at the five digit levei
and classified the indusines by the percentage of workers in SSEs defined as those employing iess than 50
workers The distnbution of employment in SSEs among the different industry groups were as given in
Table 1 1 (LMP Table 6-4 p 79)

1At one tinre tabie fans were reserved for smail firms while ceiling and pedestai fans were not This was rectified In March 1988 when table fans
waro deleted from the reserved hist

Theao are Knithng in Mills (260) Manufacture of Plastic Pmducts (303) Manufacture of basic and industrial organic and inorganic chemicais
(310) Paints vamshes and lacguers (312) Photoch d fibres (319) Fabncatad metal products metal boxes cans safes and
vaults (340) Mand tools and general hardware (343) Elecincal appliances d stches and kets (363) Auto parts (374)
Bicycles nckshaws and parts (376) Math: i and m il Instr (380)
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Table 11

Percentage of Number of Percentage of
workers in units of industries employment
less than 100 in SSEs
workers

75% to 100% 114 17
50% to 74% 61 24
25% 10 49% 86 39
1% to 24% 112 20
Total 373 100

The conclusion 1s that the comrect and generaily meaningful way of encouraging SSEs (and fabour
intensity) 1s to adopt policies which will correct bias against such units in all industnes not just in the few
whuch appear at a certan ievel of disaggregation to be labour-intensive

122 Product Quality

A great deal of vanation in the quality of the product 1s possible even when the product line 1s
defined rather narrowly A product has many attnbutes and #t 1s possible to vary the composition of the
attnbutes depending on the pnce at which the product 1s sold What 1s more the technique of production
employed determines {0 some exient the bundle of attnbutes which 1s contained in the particular brand of
product being manufactured

We can discuss the set of 1ssues involved with the example of washing soap The basic attnbute
of washing soap 15 its cleaning power But there are many other atinbutes which are desired by some
consumers These include smoothness of the lather perfume packaging etc In an economy with varying
income levels of the consumers soap with different combinations of these attnbutes will be produced The
brand with cleaning power as s only (or nearly so) attnbute wiil be offered at a low pnce and wil be
consumed by low income groups Richer consumers will demand more of the other atinbutes and wili be
prepared to pay a higher pnce for t Technically speaking non - mechanised methods of production {(with a
low caprtal - labour ratio) are generally able to produce basic soap without too many of the other attnbutes
We need non-mechanised techmques (the Mazzoni process) to produce soap with the additional attnbutes
of smoothness fragrance etc

Consider what will happen if as is the case In India the reservation of the product for the smail -
scale sector resuited in a situation in which only the non - mechanised technique of production could be
used for producing washing soap because the investment required for the non - mechanised process
exceeded the iimit prescnbed Most of the output of washing soap demanded wouid now be produced oniy
by the non-mechamsed technique The enterpnses with mechanised plants would find their capacity
frozen Therr reaction as profit seeking entrepreneurs would be to exaggerate the contents of the extra



attnbutes Iin their brand of product They would try to create a miche for themselves in the market for nch
consumers by wncumng large seiling costs to advertise these brands Thus the gap between different
quality grades of the product i1s exaggerated Consumer weilfare 1s decreased for both poor and nch groups
because the former cannot now afford to buy the soap with the finer' attnbutes and their cost to the latter
1S increased

A second important pont 1s that the SSEs are excluded from the opportunity of technoiogicat
upgrading and have to compete among themseives on a much narrower spectrum of quaiity vanation The
negative impact on technmical progress and quality improvement couid be senous Ultimately 1t has a
detnmental effect on market development and in an export context aillows other countnes (with similar
factor endowments) to deveiop markets abroad in high growth product areas at the expense of
technological laggards We have extensive evidence of this happening in a number of product lines in
India - the most notable examples being diesel engines garment fimshing consumer electronics and
leather products

The fact that in some imnes of production reserved for the small scale sector LEs are permutted to
produce capial - intensive brands for the expont market only does not really provide a senous counter
argument First development of a base and expenence in the more secure and famiiar home market I1s
often a necessary pre - condition for the expansion nto export markets for manufactunng firms Secondly
continuation of low technology perpetuates an industnat sector with low {abour productivity (and hence) low
wages and dampens the expansion of the domestic market by slowing down income growth It shouid be
emphasised that maximisation of empioyment at low wages at a point of time 1s not the ultimate objective
of development policy (Recail the exampie of digging holes and filing them up again) Technological

progress sustains productivity growth and expanding incomes in the long run— which indeed provides more
employment over time

123 Polansation of the industrial Structure

The discussion about the dual structure based on product quaiity 1s only a particular exampie of a
general tendency to a polansation of the industnal structure which has been noticeable in India—- and to
which the policy of reservation has contnbuted significantly A useful study by Guhathakurta (1993) of the
metal manufactunng industry can be usea as an example to elucidate the major points invoived

Guhathakurta found large medium and sr ail units In the rapidly expanding industry in course of his
survey

I The large sector clearly had a market leader who was generally percewved to have a
supenor product and enjoyed a special status among consumers Along with this leading
producer there were about haif a dozen large-scale manufacturers who are now engaged
in production on "carry on business” licenses when the reservation for the small-scale
went into effect In spite of the imitation on their capacities these large scale units have
been able to increase saies by increasing capacity utilisation as we shall scon see The
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demand for thewr products 1s so strong because of the perception of higher quaiities that
they have long waiting iists and are able to charge high pnces bolstered by expensive
sales campaigns The existing reservation policy favours an oligopolistic market structure
for these large producers since no other competitor is able to join their ranks

At the other end of the spectrum are smail artisans and uniis started by small
entrepreneurs who switched from previous jobs in industry and many of them continue to
be nvolved n industnal jobs while managing their business only on a part time basis
There 1s an intensely competitive market faced by these producers in spite of the
expanding demand This 1S because the conditions of production are often dismal
discouraging quality Further these small entrepreneurs are dependent for their profits on
middlemen who are often dealers from middle and large units These small units In many
cases are able survive only because of the subsidies they enjoy from some govemment
policies relating to finance etc and the payment of very low wages use of child labour
(dubbed as apprentices') and matching their use of labour to fluctuations of demand
because of the high tumover rate The small scale sector policies do not all help them
Important costs are imposed by inspectors who have to be paid off reguiarly for iooking
the other way when production and labour conditions are below standard and by their
dependence on the open market for therr raw matenais which are 20 30 percent higher
than the regulated pnice at which mainly the large or medium size units are able to buy

A few of the smaller units started in the decades of the sixties and the seventies have
managed to graduate to medium scaie status often depending on government subsidies
and mandatory govemnment purchases from the small scale sector They were reported to
be growing slowly targeting the lower end of the consumers or niche markets like hospital
furniture They are slow to commit major investments or undertake product improvement
through more mechanised processes because the required capifai investment would
push them over the nviolable investment ceting in sum the reservation policy has
created a small segment of large units with high productivity and a competitive low
productivity sector very few from whose ranks are able to grow sufficiently to challenge
the market dominance of the large scale A second important aspect of the polansation 1s
that wage levels reflect productivity levels and a very farge difference exists in the wage
levels between the large and the small sectors with the medwm uniis paying widely
varying rates

Guhathakurta also analysed trends in productivity capital investment and value added
from a number of secondary sources The ASI sector showed a high rate of growth of 3 1
percent per annum of value added at constant pnces in spite of a 16 percent rate of
dechne of the number of units There was a substantial growth rate of fixed capral per
factory (5 7 percent) employment actually declined (at a rate of 1 4 percent) while wages
per worker increased at a staggenng rate of 98 percent per annum Ewvidently the
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economic forces reacting to the reservation policies have accentuated the polansation in
the industry A select group of workers have benefited from the high increase i
productivity in the farge scale sector The dnving force behind this has been the stnking
growth 1n capital intensity as the large units sought to beat the hmits on expansion of
capacity by upgrading the equipment quality and productivity The loss of jobs in the weil
paid sector has unfortunately been set off with jobs i the low wage sector with adverse
effects on the distnbution of labour eamnings

13 Conclusion

The crux of the argument in this chapter has been that in order to serve the needs of a dynamic
SSE sector much more reliance 1s needed on pervasive measures which help small enterpnses in all
industnes The policy of reservation concentrated on the protection of SSEs in individual industnes which
had not been selected on the critenon of supenor efficiency of SSEs 1n these product iines At its worst this
policy created opportunities for vested interests and at its best it threatened to create a protected SSE
sector with low productivity and iittle opportunity for dynamic growth

In this chapter we have reviewed a vanety of measures which are pervasive in nature From the
discussion In the last chapter it emerged that the central point of intervention 1s the capital market India
along with other countnes have expenmented with financial sector measures to help SSEs including
directed credit at subsidised rates But enough has been said to suggest that while innovative measures
such as equity subsidies are possible to add to the armoury of financial intervention the impact of this type
of assistance wiil continue to be hmited in the absence of other types of needed help in the SSE sector -
particularly transfer of technology and knowledge of markets We have reviewed the importance of
institutions hke subcontracting and clusters which have been successful in manying financial and non-
financial assistance in other countnes

The commendable goal of decentralisation has also been addressed earlier At one level there
might be an apparent conflict between the economies of “clustenng” and dispersion which 1s needed for
decentralised industnalisation But such a confiict couid be reduced f emphasis is placed on infrastructure
investment aiding the formation of “clusters rather than direct subsidies to SSEs wiling to operate In
backward areas
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il THE EXISTING POLICY, INSTITUTIONAL AND LEGAL FRAMEWORK

The policy mstitutional and legal framework governing small industry in india is founded on the
presumption that empioyment generation 1s of paramount importance in a labour surpius economy lts
leitmotif Is an egurtable spread of weifare benefits of industnal growth to the large majority of peopie Small
enterpnses manufactunng labour-intensive products make an economical use of capital and draw on
abundant labour supplies which charactense an underdeveloped economy On the other hand large
capital-intensive enterprises reward a small minonty of theirr promoters and a smail sechion of labour which
1s skilled and urban

The germ of the vision of small industry development was Mahatma Gandhis clanon call for
protection of handicrafts devastated by imports of factory made products It was the touching piight of
hapless craftspeopie overwhelmed by mass manufactured factory products that steeled the resoive to
protect small enterpnses In the years thereafter Gandhi s vision crystallized into an elaborate structure of
institutions to nurture crait enterpnses and smail enterpnses india made the deliberate choice not to wait
for a phase of industnal development propelled by large companies before encouraging the growth of
small enterpnses

Although Mahatma Gandh: had concewved a program for the development of craft enterpnses
smalil industry development was seen as its natural corollary After independence the specific role of smali
industnes was recognised by the Industnal Policy 1948 which stated that cottage and small scale industnes
are particularly suited for better utiisation of local resources and for the achievement of local seif-
sufficiency in respect of certain types of essential goods After the formutation of First Five Year Plan a
Commiitee was appomted by the Planning Commussion with Professor D G Karve as Charman The
Committee recommended that any development programme for small industry should be decentralised
should aim at gradual improvement in techniques without reducing job opportunities should assure
marketing through cooperatives and aim at positive promotional support Later on in the 1950s a structure
for the administration of small industnes was proposed by a Ford Foundation team which recommended a
Small Scale industnes Board Its other suggestions were to establish small industry service units (for
technical assistance and industnal extension) under the Central Small Industnes Organization and a Smail
Industnes Corporation (for marketing)

The culmination of the poiicies initrated iIn the second five year plan was the industnal policy
statement of 1977 It was then decided that the sole cntena for reservation of products in the small scale
sector would be its abiity to physically manufacture them Other measures such as the participation of
state governments 1n small industry development were aiso taken at that time The regime for small
industry development has remained virtually unchanged after that

The key pianks of Indias policy for the development of small industry have been reservations
fiscal concessions by way of lower excise duties extenston of business services by the govemment and
preferential procurement by government Smail industry was sought to be protected from the competition

of big companies by earmarking a large number of products for exclusive manufacture by them Fiscal

-
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concessions are meant to be a subsidy for fostenng nfant enterpnses Extension of business services by
the government was considered necessary in the absence of an equivaient pnivate sector providing such
services The objective of government procurement from the SSI sector was to share the nsk of first entry
into the market by a small entrepreneur

The poiicy, institutional and fegal regime for the govemance of the smail industnes n india is
descnbed below We will begin with the vanous explicit and imphcit definttions of smalil industry in India as
they underpin the policy regime Thereafter we will review the policy regime and incentives instituted for
the development of small scale industry This will be followed by a descnption of the agencies providing
business services to ard small industry development A bnef review of the legal structure surrounding the
small scale sector and its deficiencies conclude this chapter

21 Defintion and Scope of Small Industry

The best known defintion of smali scaie industry in terms of investment cellings has been etched
into the minds of people by frequent use This is understandable since investment hmns are used as a
guide to extend promotional assistance However two other methods of classification by employment and
tumover are implicit in the Factones Act registration requirements and excise duty waivers available to
small scale industry The data on investment imits for a vanety of small industry segments 1s tabulated
below (Table 2 1) and this is followed by a descnption of provisions under the Factory Act and the tax laws
which define small scale industry

Table 2 1 Investment Cellings for Small Scale Industry

Type of small scale Investment imit Remarks
industry
Small scale industry Rs 60 lakh Histoncal costs of plant and machinery
Ancillary Rs 75 lakh At least 50% of s output should go to other
industnal undertakings
Export onented Rs 75 lakh Obligation to export 30 percent of production
Tiny enterpnse Rs 6 lakh No location himits
Service and business Rs 5 lakh No location imits
enterpnse
Women enterpnses Rs 60 lakh 51 percent equity holding by women
Notes.

+  Smed Scele Industry cannot be owned controled or be a subsidiary of another industnal undertakang The poicy framework for af
segments s the same except for some incentves

Il The imrs have been penodicaly revised upwards (see Table 2 2)

Small scaie industnes were recognised as a sector of special importance in the inc  -nes
(Development ana Reguiation) Act 1951 a central Act that provides for the regulation and developr 1t of
industnes The industnes hcensing policies are determined under this Act The important provisions ot the
Act are highlighted below

14



+ Sechon 11-B provides the power to specify the definitton of SSI in consideration of factors

relating to

+ investment of unit in fixed assels
¢ nature of ownership

+ the number of workers employed

+ nature cost and quality of products eic

e Sechion 28 B provides for reservation of products for exclusive production in the small scale

industnes sector

The definion of smail scale ndustnes had undergone changes over the years in terms of
investment imits This is iliustrated by Table 2 2

Table 2 2 Evoiution of investment Limits for Smail Scaie Industries

Year Investment Limits Additional Condition
1950 Upto Rs 5 lakh in fixed assets Less than 50 / 100 persons with
or without power

1960 Upto Rs 5 lakh In fixed assets No condition

1966 Upto Rs 7 5 lakh in plant and machinery No condition

1975 Upto Rs 10 lakh in plant and machinery No condition

1980 Upto Rs 20 lakh in piant and machinery No condition

1985 Upto Rs 35 lakh in plant and machinery No condition

1991 Upto Rs 60 lakh in plant and machinery No condition

The small scale sector is a part of the larger Village and Small Industnes (VSI) Sector which consists of
small scale industnes and tradiionai industnes The admunistrative and developmental framework 1s
constituted along sectorai divisions and i1s shown in Table 2 3 below
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Table 2 3 Admimistrative Structure for Governance of Smail Scale industnes

Industry Agency Administrative Dept. / Mimistry
Large / Medium industnes Dept of Industnal Policy and
Promotion and Dept of industnal
Development
Small Scale industnes Small industnes Development Dept of Small Scale Agro & Rural
Organisation industnes
Powerlooms Textile Commissioner Ministry of Textiles

Traditional Industnes

Khadi and Village industnes  Khadi and Village industnes Dept of Small Scale Agro & Rural
(Kvh Commussion Industnes
Handlooms Development Commissioner Ministry of Texties
(Handiooms)
Sencuiture Central Silk Board Ministry of Textiles
Handicrafis Development Commussioner Ministry of Textiles
(Handicrafis)
Coir Fibre Coir Board Dept of Small Scale Agro & Rural
Industnes

in practice the small scale industnes sector serves as a residuary sector in the sense that all unns
that fall within a prescnbed investment imit and are not recognised in a particuiar subsector are included in
the small scale industnes sector

21 Other Defimtions

The classification of the size of companies by employment levels is impiicit in the registration
requirements of the Factones Act as weil as the labour laws Enterpnses are obliged to register themseives
with the Deparntment of industry of a state government if they employ more than 50 people and use power
or employ 100 workers and don't use power Smail industnes below these levels of employment can
choose to register but they dont have to Other social legisiation such as labour laws social secunty and
medical insurance apply for firms empioying more than 10 workers with power and 20 without power By
implication household enterpnses are defined as ones with less than 10 workers with power and 20 without
power and are not subjected to social legisiation

Finally exemptions from indirect taxes t e excise and sales tax are allowed for firms below the
threshoid le eis of saies turover The tumover cetling 1s set at Rs 30 lakh per year for full exemption and
on a shding scale upto a tummover of Rs 300 akh per year for smali companies
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22 Policy Framework

The foundations of the policy for the small scaie industry were laid in the Second Five Year Plan
In 1956 the govemment announced its second industnai policy which unambiguously chose eguity as the
guiding pnnciple for small industry deveiopment The operative statement says 'small scale industnes
provide immediate arge scale employment offer a method of ensunng a more equrtable distnbution of
national ncome and faciitate an effective mobilisation of resources of capital and skill which might
otherwise remain unutiised

221 1977 Policy Statement

A high watermark m the evolution of the policy for small industry was the industnal Policy
Statement of 1977 It was then that the protection of small industry touched its acme the guarded
iniiatives of earlier years were cast aside by a heightened zeai for an expanded role for this sector In
particular the reservation of products for exclusive manufactured by the small industry begun in 1867

was greatly extended to many more products The important planks of the 1977 industnal policy statement
were

o \Whatever can be produced by small cottage industnes must only be so preduced

¢ The number of products reserved for SSI was increased from 180 to 504 and further to 807
tems

« Specal attention to be given to the Tiny Sector’ defined as enterpnses with investment in
plant and machinery of upto Rs 1 lakh and situated in towns and n viliages with popuiation
less than 50 000

+ Special legislation will be introduced to give due recognition and adequate protection to the
self-employed in coitage and household industnes

e The focal paint of development for smail sector and cottage industnes will be taken away from
big cties and state capitals to the distnct headquarters In each distnct there will be one

agency to deal with all requirements of smail and village industnes This wiil be calied "Distnict
Industnes Centre’

e Special arangements for marketing of the products of Smail Scale Sector will be made by
providing services such as product standardisation quaiity control marketing surveys etc
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222 1980 Policy Statement

The recognition of the importance of ancitary industry found expression in the policy statement of

1980 which laid emphasis on ancillanes Moreover the programme for the development of rurai and

backward areas was accelerated The sallent features of this policy were

Investment limits were raised to Rs 20 lakh for small scale industry as a whole
Investment himits for tiny sector increased from Rs 1 lakh to Rs 2 lakh

Higher imit for capital investment in anciilary units to Rs 35 lakh

223 1985 Industnal Policy Statement

The Industnal Policy Statement of 1985 made incremental changes and took into account the

impact of inflation The investment cetling for SSI was raised to Rs 35 iakh and for ancillanes to Rs 45

lakh

224 Economic Policy Reforms of 1991 and Smail Scale industry

In the wave of economic reform of 1981 the government took cognizance of the insttutional

context and complementary infrastructure impinging on the fortunes of smail scale industry The Statement

on industnal Policy of 1991 was accompanied by a special Policy Statement for Small Scale Industnes
whose salient points are histed below

The poiicy stated that its pnmary objective was to impart greater vitality and growth to the
sector in furtherance of this objective the sector would be deregulated and debureaucratised
to remove all fetters on its growth potential

Modifications in all statements regulations and procedures should be made 1o ensure that
they do not miltate against the interest of small and village enterpnses

A separate package for the promotion of tiny enterpnses and recognition of all industry related
service and business enterpnses as Small Scale industnes

Emphasis to shit from subsidised / cheap credit except for specified target groups to
adequate flow of credit on normative basis to SSI sector

To provide access to caprtal markets to SS! Sector by allowing 24 percent equity particioation
by other industnal undertakings

Legisiation to ensure prompt payment of small industnes bills and legisiation for Limited
Partnership Act
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* Introduction of a new scheme of integrated Infrastructural Development to promote
industnalisation n rural and backward areas

« Significant stress on technology upgradation by setting up of Technology Development Cell
and strengthening the existing faciiies available with SIDO

« Promgotion of marketing of SSI products through institubons other agencies and consortia
approach

« Promotion of ancillansation

s  Strengthening of exports through setting up of Export Development Centre

+ Enforcement of quaity control and support to modemisation and technology upgradation of
S8l sector

« Change in definiton of women enterpnses and support 1o women entrepreneurs
+ Significant expansion in programmes for entrepreneurship development

+ Simphfication of rules and procedures to enable small scale entrepreneurs

23 Incentives for Smalil Scale Enterpnse Development

231 Product Reservations

At present 836 products are reserved for exclusive manufacture by smail scale industnes The
units which are not in the small scale sector can manufacture reserved items only if they undertake to
export 75 percent of thewr production (50 percent in case of garments)

Elements of Reservation Policy

The reservation policy 1s kept under constant review A Statutory Advisory Committee on
Reservation constrituted by the central government under the chairmanship of Secretary (SSI) reviews the
base of items / products reserved for exclusive manufacture in the SSi sector The Advisory Committee on
Reservation constituted under IDR Act makes its recommendations after taking into consideration the
following critena which are listed below

e The nature of any article or class of articles which may be produced economically by the
anciilary or smail scale industnal undertakings

« The level of employment fikely to be generated by the production of such article or class of
articles by the anciilary of SSI undertaking
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« The possibility of encouraging and diffusing entrepreneurship in industry
« The prevention of concentration of economic power to the common detnment
« Such other matters as the Advisary Commiitee may think fit

The situations in which medium or large units can manufacture reserved tems are

1 Existng medium or large unit already manufactunng an item when t is put on reserved hist In
such a case the unit has to obtain Carry on Business (COB) license from the Mmistry of
Industry The capacity of the unit 1s pegged at the highest production level achieved by the
unit in the three years preceding the date of reservation of the product

n  Existing SSI units manufactuning reserved items graduate by their process of growth into the
medium / large scale Such units have to obtain COB license wherein the capacity 1s pegged
with respect to the date when 1t became incumbent on the unit to apply for and obtain a COB
license

m  Medwum / large units undertake to export a mimimum of 75 percent of their production In case
of ready-made garments units are allowed investment upto Rs 3 crore in plant and
machinery provided they export at least 50 percent of their production from the third year (at
least half of the exports to non-quota areas)

There is no restniction on the marketing of products reserved for manufacture in SSI by large units
or big companies

232 TaxIncentives
Indirect Taxes

Excise duty waivers have been available to the small scale industnes since 1986 Registered as
weil as unregistered units can avai of these benefits the ehgibility critena i1s the annuai tumover of the unit
No duty I1s charged upto a sales turnover of 30 lakh a concession of 10 percent of normat duty (subject to a
minimum tax of 5 percent for sales value beiween Rs 30 and Rs 50 lakh) and 5 percent for tumover
between Rs 50 and Rs 75 lakh (subject to a mimimum of 5 percent) is also available These exemptions /
concessions are avaiiable upto an annual tumover celing of Rs 3 crore Recent pudgets have introduced
some modifications in the general scheme for indirect tax benefits

o Excise duty exemption for products manufactured under a brand license for z other
company have been withdrawn since 1993-84

o Notional credit of 10 percent subsequently reduced to 5 percent on purchases of SSI
products by other units has been withdrawn since 1993-94

s Full excise duty exemption on 389 products was withdrawn in 1993-94
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Direct Taxes

At present there i1s no direct tax exemption for SS! units The exemptions that were avaiiable
earher under Section 80 HH and 80 HHA have been withdrawn At present there is a general exemption
available to the industnal sector under Section 80 IA but most SSI units do not qualify since they do not
fulfill the condrtion of employment levels in excess of 10 persons

233 Government Procurement and Marketing

The central government has reserved 409 products that are purchased exclusively from smail
scale units Such buying allows price preference of upto 15 percent to small / tiny units State govemments
have their own lists of products for exclusive purchase from smail scaie units

234  State Policies and Programs

The very size and dispersed nature of the smail scale sector impiies that the onus of promotion
and development of small scale industnes rests mainly on state govemments and state institutions State
govemments have come out with their own policies to promote small scale industnes These policies
provide a vanety of direct and indirect support to SSI Thus the policy framework developed by the central
govemment acts as a guding pnnciple and the efforts of the vanous organs of central and state
govemmenis compiement one another The instiutional arrangement for coordination between central and
state govemments 1s attained by the scheme of registration of small scale units It 1s a voluntary scheme
wherein small scale units are encouraged to register with the Distnict Industnes Centres The registered
units can avail the vanous benefits accruing from the polictes of incentives and faciities and other direct
support programmes put in place by the central and state governments The important aspects of state
pohcies are as follows

« Development and management of mndustnal areas by the industnal development and
investment corporations

» Capital investment subsidy ranging from 15 percent to 25 percent of fixed investment (subject
to an outer ceihing) {0 new uniis

 Exemption / deferment in Sales Tax to units for a fixed penod (ranging from 5 to 10 years)
Quantum of benefit 1s imited by fixed capstal investment as well as tax habiiities

s Incentives / subsidies for using power denved from altemative energy sources

» Special assistance programmes for women and weaker sections

« Seed capital / margin money assistance scheme on soft terms
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e Underwnting costs on feasibility studies / consuitancy for modemisation technology
upgradation

+ Allocation of land / sheds in industnal areas on hire purchase or [ease basis
» Empowered committees at the distnct / state level to accord clearances and settle disputes
e Higher incentives to set up pioneer' units in backward / 'no industry distnicts

+ Equity participation by state corporations in joint / assisted sector projects

24 Institutionai Credit to Small Scale industry Sector

241 Existing Institutional Network

Reserve Bank of india (RBI) has played an important role in building the requisite institutional
structure to meet the credit requirements of the SSI sector by embarking on a multi-agency approach At
the national level the commercial banks provide both working capital and term foan to SSI units At the
state level the main purveyors of credit to the SSi sector are State Financial Corporations (SFCs) and
State industnat Development Corporations (SIDCs) and state co-operative Banks and at the regional and
rural level credit 1s provided through Regionai Rural Banks (RRBs) distnct central co-operative banks and
pnmary co-operative banks At the apex level Smalil Industnes Development Bank of India (SIDBI)
provides refinance and co-ordinates the activities of all these institutions engaged (n providing assistance
to SSis SIDBI reaches a large number of smalii scale industry (SSI) benefictanes in the country by making
use of network of banking and state level institutions numbenng about 887 with over 65000 branches
{including 169 specialised SS! branches) by providing refinance biils rediscounting and resource support to
these pnmary lending institutions (PLIs) In addition to refinance SIDBI aiso extends direct credit
assistance to the sector National Bank for Agnculture and Rural Development (NABARD) provides
refinance assistance to commercial banks / co-operative banks regional rural banks and state land
development banks for extending assistance to farm and non-farm sector NABARD operates a Rural
Infrastructure Development Fund with a corpus of Rs 2000 crore for supporting select infrastructural
projects Recently RBI has announced the policy for establishing local area banks (LAB) to meet the credit
requirement of tiny and SSI units at the micro level The assistance to micro enterpnses Is also extended
by non-government organisations (NGOs) / Voluntary Organisations (VOs) for the benefit of centain target
groups Khadi and Village industries Commussion (KVIC) and Khadi & Viliage industries Board (KVIB) are
providing assistance on soft terms to Khad: & Village Industries located in semi-urban and rural areas

The other services like supply of raw matenals and equipment on iease and hire purchase are
provided by National Small industnes Corporation (NSIC) at the national level and State Smail industnes
Development corporations (SSIDCs) / State Small industnes Corporations (SSICs) at the state level

2
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242 Trend in institutionai Credit - Long Term Credit (LTC)

According to the Nayak Commuiitee Report the total long term credit demand dunng the Eiwghth
Pian penod was placed at Rs 13 700 crore Of this the demand for credit under non-famm sector covered
under NABARD s refinance was estimated at Rs 2 000 crore The balance was to be provided under
SIDBI s refinance scheme which was estimated at Rs 11 700 crore reflecting the demand for SIDBI
refinance at Rs 9 950 crore and balance (Rs 1 750 crore) being provided by SFCs / banks etc Based on
the disbursements made by SIDBI and NABARD dunng the four years of the 8th plan penod [1992-93 to
1995-96] and the expected credit flow from these mstitutions dunng FY 97 the Expert Group Is of the
opinion that the term credit dunng the 8th plan penod at 55 percent of the fixed capital formation in SSI
sector as projected by the Nayak Committee wouid have been by and large met by the Institutions / banks
However looking to the increasing need of the sector it 1s desirable that the ratio goes up o about 75
percent of fixed capital formation until strong equity culture 1s developed in the sector to tap the captai
market for part-financing the long term requirement LTC inciudes vanous instruments such as term credit
leasing / hire purchase deferred credit bills etc Trends in bank and institutional credit to SSI sector dunng
8th plan pencd i1s given in Table 2 4

Table 2 4 Trends in Bank and Institutional Credit In The Small Scale Sector During the Eighth
Plan Period (Rs Crore)

S No 1992-93 1993-94 1994-95 1995.96 1996-97 (Est)
1 Total no of unis (nos takh) 2 24 26 28 29
2 Production 203300 241648 28320 356 060 430000
3 Growth rate in production (%) 17 15 2 21 21
4 bank credit to SSI of total Bank credit 15 15 15 16 16
(%)
5 Net Bank credtt to SSI 19388 21561 25483 29482 33000
6 Share of Working capitat finance (WCF) 15123 16818 20158 22906 25740
(78% of 5)
7 Llong term credit (LTC) from SFC to SSi 1204 1311 1313 1686 1975
8 WOCF from SIiDBI (direct discounting of 289 561 1074 1300 1430
Bills)
9 LTC from SIDBI direct 226 573 916 1168 1 400
10 Total WCF from formal sources (6+8) 15412 1737 21232 24296 27170
11 Total WCF from formal sources / 7 7 7 7 6
production (%)
12  Totat LTC from formal sources (22% of 5655 6627 7914 9430 10635
S+7+9)
13 Total credit to $S1 (10+12) 21107 24006 29 146 33636 37805
14  Total credit to $Si/Production (%) 10 10 10 ] 9
Sources
() SIDBI Annual Report

(4) Report of Sub-Group on finance credit & sickness on SSis for the 9th five year plan

243 Small industries Development Bank of india (SIDBI)

SIDBI 1s the apex bank set up for promotion financing and development of industry in the smail
scaje sector The bank commenced operations on 2nd Apnl 1890 1ts main functions consist of

e Refinance of term loans extended to SSI by banks and State Financial Institutions
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» Equipment refinance to SSI units

« Specai refinance schemes for in-house quality control faciities DG sets pollution control
equipment energy saving systems

e Financial assistance to marketing organisations marketing SSi products

« Loans to organisations / institutions to set up industnal estates for SSI

s Equity type assistance schemes, e g Seed capital scheme National Equity Fund Scheme

« Single Window Scheme (SWS) to provide both term ioan and working capital to SSI through
one agency

+ Special refinance schemes for women entrepreneurs

s Bills Rediscounting scheme for sale / acquisition of machinery on deferred payment terms
o [Direct discounting scheme for equipment and components

e Pre-shipment credt in foreign currency to EOUs

e« \/enture Caprital Fund with a corpus of Rs 20 crore

« Resource support to factonng companies and other institutions promoting SSI

e Direct Project Financing

Since its inception n Apnl 1990 till March 1996, SIDBI has provided assistance of Rs 22 272
crore to 4 91 lakh units in SSi sector the year-wise data on assistance sanctioned and disbursed by SIDBI
isgivenin Table 25

Table 2 5 SIDBI Operation 1991-1996 (Rs Crore)

FY 91 FY 92 FY 93 FY 94 FY 95 FYe6  Cumuiative

Sanction 2409 2 846 2908 3354 4 699 6 056 22272

Disbursement 1839 2027 2146 2671 3385 4796 16 864
Source SIDBI Annual Reports

If the real growth of the sector 1s estimated at 12 percent the total long term credit requirement of
the sector dunng the 9th pian penod (1897-2002) 1s likely to be Rs 36 500 crore as can be seen from
Table 3 6 Refinance avaiment from SIDBI has been about 60 percent of the long term credd (LTC )of
Public Lending institutions Thus the requirement of funds by SIDBI dunng the 9th plan on account of LTC
refinance aione would be around Rs 21900 crore in addition to the requirement for gts direct lending
operations The Expert Group notes that sizable credit out of its refinance portion flows to lower segments
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of the SSI sector at highly concessional rates of interest In view of the proposed change of definition to
SSE and coverage of all service sector activities the requirement of LTC of SSEs is hkely to go up
substantiaily dunng the 9th plan penod and appropnate amrangements would have to be mobilise larger
resources for its refinance and direct operations

Table 2 6A Projections for Working Capital Finance (WCF) from institutional and Bank
Sources to the SS| Sector During the 9th Plan Pertod (Rs Crore)

1996-97 1997-98 1998-99 1999-2000 2001-01 2001-02

Est Production (at 1997-98 521 447 584 021 654 103 732 595 820 507 918 968
Prices) *

Est WCF required at 20% of 116 804 130 821 146 519 164 101 183 794
production vaiue

Est WCF likely at the start of the 41718 46 722

plan (est at 8% of production)

Target WCF outstanding 67 746 86 946 111 586 143 209 183794
Gap in WCF outstanding 49 058 43 875 34 933 20 B93 0
Annuai (additional WCF target 26 031 19 189 24 640 31623 40 585
Shortfail in the annual WCF 49 058 43 875 34 933 20 893 0
provision

* Projecting at a 12% rate of growth and an assumed rate of inflation of 6% from the figure for 1994-95

Table 2 6B Projections for Long Term Credit (LTC) from institutional and Bank Sources to
the SSi Sector During the 9th Plan Period (Rs Crore)

1997-98 1998-99 1999-2000 2001-01 2001-02

Projected requirement of LTC (1997 98 38 660 43 299 48 495 54 315 60 833
prices) @

Gapon LTC 7732 5789 3866 1933 0
Target for outstanding LTC 30928 37 500 44 629 52 382 60 833
Annual disbursement target * 6614 6 572 7 129 7752 8 451
Cumuiative disbursement target 6614 13 186 20 315 28 067 36 518
e

obtained by projecting the March end 1995 figures of total LTC outstanding to the sector adjusting the same for adequacy ( at
75% of the fixed caprtal stocks) and with an assumed (most hkely) growth rate of 10% dunng the ciosing years of the 9th plan and
at an inflation rate of 6%

thrs figure is iikely to go up substantially on account of recommended change in defintion of SS! into SSE including coverage of ail
sefvice activities

Source Report of Sub-group on finance credit & sickness on SSIs for the 9th five year plan

244 National Smali Industnes Corporation (NSIC)

NSIC was established by the central government in 1955 Over the years it has emerged as a
premier institution for SSI which provides technology and marketing support its main functions are

« Machinery hire purchase scheme for small scale units

e Equipment leasing scheme



o Marketing support programmes under consortia marketing
* Single point registration scheme for marketing

¢ Technology assistance

¢ Development and training activities

+ Raw Matenai Assistance

245 State Financial Corporations (SFCs)

Dunng the last four decades SFCs have been mainly responsible for term lending to the SSI
sector However the need for evolving a new approach by SFCs has been underiined by the liberalised
environment While some SFCs have performed weil in terms of growth in sanctions and disbursements
the average recovery rate of all the SFCs put together has been very low at around 37 percent Four SFCs
have almost become defunct and non-functional owing to their inherent weaknesses

It has been recognised that the scope of activities of the SFCs need 1o be widened their resource
base enlarged and thew organisation transformed to ensure operational autonomy A committee
constituted by the finance ministry under the chaimanship of Shn S H Khan Charman and Managing
Director IDB! addressed vanous issues which would substantially effect the operations of SFCs The
suggested changes were in the areas reiating to

1 widening the defintion of industnal concermn and addition of certain business activities to be
undertaken by the SFCs

1 increasing the share capital and changes in share holding pattemn

m  borrowings from other sources and deployment of funds in other securnties
v restructunng of Board of Directors ensunng functional autonomy

v exposure hmit in the borrowing companies and

vi recovery of SFCs dues

246 Trend In Institubonal Credit-Working Capital Finance (WCF)

Smail Scale industnes are entriled to pnonty sector lending from the public sector banks C ~the
years, it has been found that this sector has been getting about 15 percent to 16 percent of totat ks
advances Small loans are available at lower rates but these are not specifically meant for the sma: _cale
industry Loans of amounts upto Rs 25 000 are at present extended at a rate of interest of 12 percent the
interest rate nses to 13 5 percent for loans more than Rs 25 000 but less than Rs 2 lakh For loans higher
than Rs 2 lakh, the interest rate 1s now deregulated
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The percentage of bank credit to SSi total bank credit remained more or less at 15 percent dunng
the initsal 3 years of the 8th plan penod ang is estimated to be around 16 percent dunng the last two years
of the 8th pian Total WCF from formal sources available 10 the sector was around Rs 15 400 crore in
1992-93 which 1s estimated to have increased to around Rs 27 000 crore at the end of the 8th plan penod
(Table 2 4) However the percentage of working capital finance from formal sources (banks / Fis) to the
total production was lower at about 7 percent than the expected level of requirement at 20 percent as
suggested by the Nayak Commiitee As per the estimates of Sub-Group on finance credit and sickness on
Sl for the gth plan penod the likely requirement of WCF at 20 percent of the production 1s estimated at
about Rs 116 800 Crore in 1997-98 which 1s expected to go up to Rs 184 000 crore by the end of the gth
plan penod (Table 2 6) The estimated gap wouid be about Rs 48000 Crore in the instial year of the Sth plan
(1997-98)

247  The Credit Policy of 1992

In recognition of the widespread dissatisfaction with the avaiabiity of credit to small scale
enterpnses In September 1992 the Reserve Bank of india set up a Committee under Deputy Govemnor
Shn P R Nayak to recommend measures to enhance credi to the small scale sector Iis key
recommendations are given below

eSSl units are entrtled to working caprtal of a mimimum of 20 percent of their projected sales
tumover but not exceeding Rs 100 lakh of their fund based needs

e The entire SSI sector ( upto Rs 60 lakh investment in plant and machinery) is entitled to
pnonty sector iending of the banks At least 40 percent of the loans to the SSI have to be
directed towards the cottage KVIC units artisans and tiny industnes or other such units
subject to credit cellings of upto Rs 5 lakh

o State Financial Corporations (SFCs) wiil act as the pnncipal financing agency for SSis in 23
out of the 85 distncts with significantly high industry density (each having more than 2 000
registered SSI units) They will take care of the working capital as weil as the demand for term
loans The commercial banks wiil be the pnncipal financing agency under the Single Window
Scheme (SWS) in the remaining distncts Commercial banks will also open specialised or
dedicated branches in other areas of high small industry density

 An effective gnevance redressal machinery will be established within each bank to take care
of SSI problems

+ Banks would adopt and implement the single window scheme mn full earnest

« Rehabilitation packages for alleviating sickness for potentially viable smail units made more
attractive
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s The government announced a seven point action plan in 1995-86 Budget for the effective
implementation of the Nayak committee report This was done when it was found that the SSI
sector was getting working capital worth 7 8 percent of its tumover in 1985-86 down from 8 1
percent in reported by the Nayak committee The important features of this action plan are as
follows

+ Time bound action for setting up specialised SSI branches in 85 identified distncts and at
least 100 such dedicated branches to be opened before the end of 1995-96

+ Adequate delegation of powers at the branch and regional level

+ Banks to conduct sampie surveys of their perforrmng SSI accounts to find out whether
they are getting adequate credt

+ Steps to be taken to see that as far as possible composite loans (covenng both term loans
and working capital) are sanctioned to SS| entrepreneurs

+ Regular meeting by banks at zonal and regional levels with SSI entrepreneurs
+ Need to sensitize bank managers and reonent them regarding working of the SSi sector

+ Simpiification of procedural formairties by banks for SS! entrepreneurs

25 Institutional Framework for SSI Support

The highest echelon of the administrative hierarchy for the promotion of the smail industry i India
is the Department of Smali Scale Industnes and Agro & Rural Industnes (SS! & ARI) in the central
govemment It i1s responsible for the policy framework for smali scale ndustnes in india

251 Small Industries Development Organisation

A tier below the Department of Small Scale industry i1s the Development Commussioner for Small
Scale Industnes (DCSSI) and the associated Small Industry Development Organisation (SIDO) It
formuiates and monitors the policies and programmes for promotion of smali scale industnes SIDO also
provides a host of business services ranging from quality control to consuitancy delivered by a network of
institutions A descniption of the nature of the services supplied by SIDO follows

+ Enfrepreneurship Development and Training

A vanety of Entrepreneurship Development Programmes (EDPs) familianze ew
entrepreneurs with the dos and do nots of setting up a unit These courses are conductea by
the technical personnei avaiable with the SiSIs and Branch Institutions and the Nationai
Institute for Entrepreneurship and Small Business Development (NIESBUD) New Delhi set

up 11 1983 This body provides traming to EDP trainers and develops training aids and
matenals
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« Extension and Training Services

Another national institute cailed the Nationai Institute for Small industry Extension and
Traiming (NISIET) Hyderbad was established under the aegis of SIDO and its functions are
self-explanatory Another institute called the Integrated Training Centre at Nilokhen provides
technical training to artisans / workers 1t also organises training of extension officers engaged
in vanous developmental organisations

» Skills Development

Training in technical skills development is given to technicians and workers In vanous
workshops attached to the SISIs and institutions such as Testing Centres and Tool Rooms

For example Central Footwear Training Centre (CFTC) provides training to the workers in
foolwear trade

e Assistance to Entrepreneurship Development Institutes (EDls)

A new scheme assists state govemments by way of capttal and revenue grants not
exceeding Rs 50 lakh for each state to strengthen and estabhish Entrepreneurshup
Deveiopment Institutes (EDls) The indian Institute of Entrepreneurship was established at
Guwahati in March 1993

« Preparation of Project Profiles

Technical officers of SIDO at central / state level prepare and update project profiles on
vanous product groups on a regular basis These are disseminated to entrepreneurs around
the country Nearly 1 000 project profiles are prepared / updated by the vanous officers every
year These efforts are supplemented by potentiaily / feasibiity studies on trade-wise basis
and preparation of state / distnct potentiality survey reports Information on markets and
technologies s also coliected assessed and disseminated

*» Plant Modernisation Studies

Detailed in-plant studies are undertaken n particular units located in industry clusters The
studies identify the present uses of processes / technology and prepare programmes for
modemisation of the specified industry group based on the empincal studies This 1s
supplemented by efforts to encourage units to take up projects for modermisation On an
average 10-20 studies are taken up each year in vanous groups

+« Testng Services

Teshng faciities are available through Regional Testing Centres and 18 Field Testing Stations
and the workshops attached to the SISls Besides testing these insttutions provide
certification as well as third party assurance to purchasers who procure goods from SS! units
The centres also organtse traming programmes for sutable people to equip them to handie
tesing work Nearly 50 percent of the expenses incured on these centres are eamed as
revenue through job work
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+ Sub-contracting Exchanges

As many as 16 exchanges have been established for dissemination of information relevant to
anciilanes

*

*

To register idle capacities availiable in SSI units
To dentify the requirements of large units so as {o utilise the idle capacities

Organise vendor development programmes and exhibitions and promotional
programmes

To promoate interaction between small and large units

Eifforts are being made to strengthen the activities of the sub-contract exchanges and to
promote private ventures to setup such exchanges throughout the country

+ Tool Rooms and Product and Process Development Centres

These provide the following services

*

*

*

*

*

Design / manufacture of tools jigs fixtures etc
Service facilities for manufacture of tools etc
Traning to tool makers

Short term / part ttme courses for entrepreneurs

Product-cum-process development work in specific industry groups

The Tool Rooms / PPDCs generate revenue from the job work they undertake on the behalf
of the SSis

e Marketing Support

The schemes being operated by SIDO for promoting market ncluding exports consists of

*

+

Training in packaging

Participation in indian and Intemational Trade Fairs

+ Data Collection

SIDO has a vast programme for collection of statistics through a central scheme by invoiving
both Distnet industnes Centres and Smail Industnes Service institutes SIDO meets the salary

of the state staff engaged mn the task of data collection At present data are collected reguiary
under these programmes
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+ Sampie survey of 2 percent of the registered units This 1s being raised to 5 percent of
registered units by raising the number of units to 28 000 and for 500 tems

+ The data 1s supplied to CSO for the preparation of index of industnal Production (every
month)

+ Collection of quarterly data for preparation of Index of SSI production
+ Anaiysis of regisiration data

It also conducts ad hoc surveys and census So far SIDO had held two Census of Registered
SSi Units for base year 1972-73 and 1987-88 and two diagnostic survey on Sickness of SSls
in 1985 and 1994-95 It 1s also computensing 147 DICs and 25 Director Industnes in Eighth
Plan

s Major schemes of SIDO

The budget of SIDO under vanous functions is given in Table 2 7 below

Table 2 7 Budgetary Provision for SSI Promotion

8th Plan 1996-97
Pnme Minisier's Rozgar Yojana 30550 120 00
Integrated Infrastructure Deveiopment 5000 17 59
Scheme
Tool Rooms 105 05 221
PPDCs 58 00 383
Coliection of Statistics 2900 648
Modermisation and Technology Upgradation 1580 005
Cthers 64 15 48 59
Total SIDO 627 50 218 65

252 Small Indusines Service Institutes (SISIs)

SISIs are associated with SIDO There are 28 SISiIs 30 Branch institutes set up in state capials
and other places all over the country Their main functions are

« Interface between the central and state governments
o Technical support services and consuitancy services
s Entrepreneunai development programmes

s Developmental efforts

¢ Promotionai programmes

e Export promotion Liaison
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253 Tool Room/ Tools Design institutes

The Tool room s at the heart of engineenng industry Due to huge mvestments needed small

scale industnal units cannot afford to have thewr own tooi rooms Therefore the central government

estabhished these centres to help SSI units to obtain quaility toolings

e Functions

*

¢

Assistance n tool design

Manufacture of tools jigs, fixtures mouids etc

Tramning faciiities to tool makers

Common service faciiities

Consuitancy

» Facilities provided by Tool Rooms

+ Tool Production

¢ Manufacture of dies tools moulds jigs and fixtures gauges and tool components

0 Heat treatment of all types of steeis

¢ Quality control and testing

¢ Regurmishing resharpening and maintenance of dies and toois

¢ CAM (Computer Aided Manufactunng)

Tool Design

0 Design of dies tools moulds jgs fixtures gauges for metal and plastic industry as
per intemationai standards

0  Design to the customer requirements

0 CAD (Computer Aided Design)

0  Tool-related innovations for imported product design

Consuitancy

0  Introduction of modem production technology

0 Use and maintenance of precision tools

0 Quality control and testing of tools and products

¢  Selection and use of CNC machines

¢  8election of proper matenals for toois as well as the products manufactured
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¢+ Training
0 Industry based long term training for tool and die makers
¢ Short term training for Managers / Supervisors to upgrade their knowledge and skiils
Y Need-based technical training for skilled workers / toc makers / machinists
0 Training for mspection quality control testing and maintenance
0 CNC technology training
0 Heat treatment training

¢ Certified long duration courses such as post-graduate diploma in tool die and mould
design

Tool Rooms are located at several locations Calcutta Ludhtana Jalandhar Hyderabad Nagore
Ahmedabad Aurangabad Indore Bhuvaneshwar Jamshedpur New Tool Rooms are ikkely to come up in
future at Mysore and Bhopal There are aiso proposals under consideration for new tool rooms at other
places These Tool Rooms are being established with the help of financial assistance from internationai
agencies from Germany and Denmark

254 Product-Cum-Process Development Centres (PPDC)

Certain industnes have a tendency to grow in a concentrated way in certain important centres
Such areas have emerged as important centres for specific type of industnes like sports goods in Meerut
Glass tems in Firozabad Foundry in Agra etc These units have nomally engaged in production of tems
in tradiional manner and do not have much exposure to changing technology designs an manufacturing
process To help meet the above requirements SIDO has a programme of establishing PPDCs at such
centres

s Functions served by PPDCs
To serve as research and development instiiutions in areas of dense industry cluster
Product design and innovation

Product and process improvement and development of improved packaging techniques

Common facility centre

m o o w >

Manpower development / training
s Existing PPDCs are located at

F  PPDC Agra for foundnes PPDC Meerut for spoits goods PPDC Mumbai for household
electncal appliances ESTC Ramnagar (UP) for electromic indusines
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New PPDCs
G CIGl Firozabad (UP) for glass industry (under implementation)
H PPDC Kannau; (UP) for essential olls and perfume industnes (under implementation)

I PPDCs are designed to work basically as R & D institutes to camy out advanced
deveilopmental work and act as centres of exceilence i the concemed fields

J  Steps to establish more PPDCs for pumps and diesel engines food and bakery products
polymer and polymer based products are aiso on the cards

K Financial assistance i1s obtained for PPDCs from intemationai agencies

Till 1995-96 SIDB! has sanctioned an aggregate assistance of Rs 13 795 crore and made
disbursements of Rs 10 960 crore Among the new schemes started / assisted by SIDBI are Factonng
Services for Small Scale Industnes and a Venture Capital Fund

255 Other Autonomous institutions Extending Support to SSi

There are vanous national level institutions which help support the SSI in vanous ways Some of
the important institutions among them are

Entrepreneurship Development Training institute of India Ahmedabad a national resource
nstitution promoting and developing entrepreneurship through education training research
and institution buildings

National Institute of Design, Ahmedabad 1s a premter design school in the country It also
provides specialised courses in product design in areas of fumrnure ceramics textile pnnting
leather plastics and metal forming to SSI

National Productivity Councii (NPC) and s local branches to provide help in improving
productivity in SSI units

Seven product cum process development centres in areas of ceramics foundry sports goods
electncal apphances electronics glass and essential oils

Ten tool rooms focated in different parts of the country

Four Central Footwear Traing Centres for traintng manpower in leather and footwear
products

256 Indusfry Associations

The industry associations provide the SSI with a common platform to voice their needs and to
iniate co-operative efforts 1n promoting SSI Govemment policies In recent years have stressed the



increasing role of the industry associations and the NGOs in setting up common facilities and other
co-operative ventures in areas of technology marketing and other support services Some of the major
national associations are

Federation of Association of Smail Industnes of india (FASH!)
» Indian Councii of Small Industnes

s Indian Federation of Tiny Enterpnses

o  World Association of Small and Medium Enterpnses

s All India Manufactures Organisation

o Federation of India Chamber of Commerce and Industry

* PHD Chamber of Commerce and industry

+ Confederation of Indian industry

257 Small Scale industries Board

The range of development work 1n small scale industnes involves several departments /
ministeries and several organs of the central and state govemments To faciitate co-ordination and inter-
institutional linkages the Small Scale industnes Board was constituted in 1954 It 1s an apex advisory body
constituted to render advice o the govemment on ali 1ssues pertaining to the Small Scale Sector The
Industries Minister in the central govemment 1s the chaimman and the Board compnses among others
state industry ministers some members of parilament secretanes of vanous departments of the central
govemment representatives of financial institutions  public sector undertakings industry associations and
experis

26 State Level institutions

The followang are the state level institutions playing an important role in the development of smail
enterpnses in india

« The State Financial Carporations which provide term loans to small and medium enterpnses

e The State Small industnes Export Corporations which procure and distnbute scarce raw
matenal machinery on hire purchase assist in marketing equity support etc

» The State Industnal Development Corporations which acquire land and offer plots and sheds
to entrepreneurs

+ State Trading Corporations which assist In exports provide market inteligence at national and
international levels and operate show rooms



¢ A few states have regionai development corporations for individual regions
s A few states have set up venture caprtal funds

* A few states have set up instiiutes for Entrepreneurship development

27 Distnict Industnies Centres (DICs)

DICs came nto being as a result of recommendations of industnal Policy Statement of 1977
Their objective 1s to provide an integrated admimstrative machinery at the district level to support cottage
and small industnes which are widely dispersed in rural areas and other smali towns

DICs were designed to provide all the service and support required by small entrepreneurs ranging
from pre-nvestment investment and post-investments stages under a single roof The services include
economic investigation of local resources supply of machinery and equipment provision of raw matenai
amrangement for credit faciiies marketing quality input consuitancy and extension services

About 430 Distnict Industnes Centres have been set up covenng aimost all distncts of the country
leaving out the metropolitan cities This programme was started in May 1978 as a centrally sponsored
scheme with the central govemment providing 50 percent assistance The Distnct Industnes Centres are
envisaged as a singie window interacting agency with the entrepreneur at the distnct levei Service and
support to small entrepreneurs are provided under a singie roof through the DICs They are the
implementing arm of the central and state govemments of the vanous schemes and programmes
Registration of smali industnes 1s done at the Distnct Industnes Centres

Management of the Distnct Industnes Centres is done by the state govemments Beginning from
1993-84 the scheme has been transferred to states and they will also provide funds for running the DICs
The central scheme of Pnme Minister's Rozgar Yojana will also be administered by them The activities of
DiCs include

¢ Regqulatory Functions
+ Regstration of SS! units
+ Activities connected with policy implementation
¢ Administrative work including settlement of disputes
+ Implementation and monitonng of programmes of both central and state gover  1ts
s Recommendatory for assistance from government agencies for
+ Machinery
+ Finance
¢+ Procurement of matenals

+ Registration and licenses



+ Promotional
+ Preparation of Project Reports
+ Distnct Action Pians
+ Entrepreneurship Development
+ Surveys
+ Consuitancy

+ Escort Services

28  Summary

This review has shown the wide array of policies programmes schemes and institutions that have
been developed over the years to provide support to smail scale industnes We have not temised in detail
some of the other schemes for support provided to traditional industnes such as khadi and vilage
industnes handicrafts silk industnes coir industnes and the like each of which have specific institutional
structures to cater to their needs

The design of policies and schemes have two basic charactenstics First many policies have been
designed to protect small scale ndustnes from competition from iarge industnes the premier instrument
being the reservation policy This protective aspect ts buttressed by other measures of credit and fiscai
policies to provide concessions to small scale industnes The second charactenstic 1s to design

programmes and institutions to provide support from the government to selected sectors and directly to
smail scale units

The central govemment supported by the state govermments has therefore clearly recogmised the
need for providing special support to smail scale industnes The support structure has reflected well the
needs of 1950s and 1960s in particular the beginning of industnatisation in india and the controlled
economic regime in particular charactensed by hcenses and quotas Consequently as in other sectors
the government has attempted to intervene directly in its support prograrnmes

In view of the vast growth of smalil scale industnes that has taken place through the years the
existing network of govemment institutions cannot hope to serve well the needs of the all the vast number
of small industnal units throughout the country Second 1t 1s better to provide overall support to smail scale
enterpnses rather than selecting particular sectors or units Third with the general opening of the economy
and the imperatives of industnai growth the continuation of the reservation poiicy becomes increasingiy
questionable Fourth the support structure has focused exclusively on the small scale industnes rather
than smaii scaie enterpnses There 15 immense potential 1n the growth of business and technical support

services-both for entrepreneurship and employment growth The policy framework for the small scale
sector should therefore support all smail scale enterpnses equaily



1] STRUCTURE, GROWTH AND PRODUCTIVITY OF THE SMALL SCALE SECTOR AN
OVERVIEW

This chapter puils together the empincal matenal available on the SSI sector In india We are first
interested in the size of the sector and its importance in the total manufactunng activity i the country both
in terms of employment and output A number of statistical sources have to be utiised for this purpose
Although not entirely consistent the use of the several sources enables us to provide a best estimate of
the SSI sector (more details of the sources used are to be found 1n the Annex to this chapter)

We buiid on the same sources to look successively at other dimensions of the SSI sector is
growth over the last two decades changes in its composition the distnbution by size within SSI and trends
In investment and productivity in the sub sector The issue of regional dispersion of small enterpnses is
also addressed in this discussion

In part Il of this chapter we tum to the empincai evidence of the key economic ratios in small and
large units We want to know if the balance of evidence suggests that small enterpnses are indeed more
labour intensive-and if so at what level of overall economic efficiency

31 Size of the SSI Sector- Empioyment

311  The Population Census and The Annuai Survey Of Industry

An estimate of the total employment in the SSI manufactunng sector can be made for the years of
the decennial population Censuses by using the Census figures together with the numbers given n the
Annual Survey of Industnes (ASI) for the comesponding years The former records employment in
manufactunng for the census years by the household and non-household enterpnses The ASI provides
figures of empioyment in the 'registered’ sector 1 e the establishments covered by the Factones Act By
subtracting this estimate from the Census figure of employment in the non-household sector it Is possible
to estimate three sub-groups of workers in manufactunng those in the household the non-household
unregistered and the non-household registered sectors The results are reported in Table 3 1
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Table 31 Growth And Distribution Of Main Workers 1981-91

Census Census Absolute Rate of Share in Total  Share in Non Househoid
1981 1991 Change Growth (%) (%)
in 000s 1n 000s in 000s (%)
1981 1981 1981 1991
All Manufacturing 25 145 28 671 3528 14 100 100
Household 7713 6804 -809 -118 307 237
Non Household 17 432 21867 4435 254 693 763 1000 1000
ASI* 7715 8163 448 058 307 285 443 373
Non Factory 9717 13704 3987 41 386 47 8 557 627

Household non ASI

Note Population figures exciude Assam and Jammu and Kashmir manufactunng includes efectircity water and gas Census 81
from Paper 2 of 1983 key population statistics based on § percent sample data Census 91 from Pnimary Abstract 1991

ASI summary results for the factory sector 1980-81 & 1990-97

Source Ramaswamy (1994) Table2 p 8

In 1991 while the non-household sector provided employment for 76 3 percent of total
manufactunng employment the unregistered sector accounted for as much as 478 percent The
S8l sector 1s bigger than the 'unregistered’ sector because some of the units covered by the AS| are smalil-
scale according to conventionai definiions whether by employment size (less than 50 workers) or by
capital size In 1990-91 units under 50 workers add another 6 5 percentage points to the SSI- giving a total
of 54 3 percent of empioyment in the sector (17 5 percent of ASI employment was in units of 0-49 size
class It was 18 2 percent if we adopt the capital size definttion prevailing at this date t e those having a
value of plant and machinery of less than Rs 5 lakhs) Adding the household sector of course increases
the importance of smalil scale in total manufactunng enormousiy- to over three quarters of the total

312 The Economic Census

The Central Statistical Organization (CSO) conducts a survey of non-agncultural establishments
the unorganized sector every five years The first one was 1n 1978-79 the second in 1984-85 and the last
in 1989-90 As explained in the annex to the chapter the survey was in two rounds - here we use only the
first round pertaining to manufactunng and repairs services unis The establishments are classified into
three groups

1 Directory Manufactunng Establishments (ODME)
1 Non-Directory Manufactunng Estabishments (NDME) and

i Own Account Enterpnses (OQAE)
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A DME 1s an establishment with six or more workers at least one of whom s hired on a fairly
regular basis An NDME ts one which employs five or less workers at least one of whom i1s hired and an
establishment with no hired worker 1s ciassified as OAE

It should be noted that the OAE sector does not coincide with the household sector as conceived
of in the Population Census although there 1s considerable overlap between the two The Census of
Population considers the household sector to be those estabiishments which carry out their operations from
their own residence

Furthermore the absolute numbers employed in manufactunng are not comparable between the
two sets of statistics There are two conceptuai reasons for this apart from errors in recording First
considerable uncertanty and volatiity exist in the Census of Population because of the problems n
dentifying "main” and "subsidiary” workers employed in manufactunng This 1s why n the figures given in
Table 3 1 only the Census figure of main or prnncipal workers 1s used It i1s not known If the Economic
Census confronted the problem of distinguishing main and subsidiary workers and 1f so how they soived it
But at least on this paint 1t 1s reassunng to find that the Economic Census figure of the total employed in
the non-factory sector is considerably higher than the figure given in Tabie 3 1 - 40 25 million in the 1989-
90 CSO survey results as against 28 67 mullion in the Census of Population suggesting that the former did
include some secondary workers A second reason why the absolute figures of employment In
manufactunng might differ in the two Censuses i1s that the boundary between manufactunng and
repair/services is very hazy in the SSI sector and particularly in the household sector In any event more
interest attaches to the proportions of employment in the different sectors as recorded in the two Censuses

The statistics provided by this source add to our information because 1t is possible to classify small
scale sector by further size categones n particular distinguish the small (> 6 workers) from the tiny sector
(1-5 workers) consisting of the NDME and the own account establishments

The statistics provided by the two more recent survey of DME and NDME & OAE are reproduced
in Table 3 2 Full details (absolute numbers and percentages) are provided in Appendix Table A-1 and A-2
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Table 3 2 Manufacturing Employment in Different Sectors (Percent)

Sector 1984-85 1989-90
| Factory Sector 168 202
(of which SSI) (57) (7 6)
i DME 10 145
fl NME(1-5 Workers) 10 64
IV OAE {Own Account) 632 589
Total 100 100
Total in Number (Lakh) 468 2 402 51

Sources
! ASI 1984-85 & 1985-90 Summary Results for Factory Sectory (CSQ)
Il Directory Manufactunng Estabiishments Survey Results of 1994-85 1989 90 (CSQ)

I Non Directory Manufactunng Estabishments Survey Results of 1984-85 & 1989 90 (NISSO}

It 1s clear that the data are not of the guaiity which can be used to trace detailed changes between
the Censuses It seems very uniikely that the total employment in manufactunng should have fallen
between the two dates by more than 10 percent (the first Census of 1978-9 was not rehiable enough to be
used by the National Accounts Office) Nevertheless the orders of magnitude of proportion of workers in
the different segments are fairly close together at the two dates and could be used for giving rehable
estimates of the distnbution It 1s seen that if the modem small-scale sector 1s assumed to be the sum of
the DME and the SSI in the manufactunng sector (a procedure which makes it comparable with much
intemational data giving information on manufactunng empioyment in enterpnses of more than 5 and less
then 50 workers) #t accounts for around 20 percent of the total but perhaps 50 percent of the modem
manufactunng sector

313 Smali Industry Development Organisation (SIDO) Census

The Office of the Development Commussioner Small Scale Industnes has conducted two
censuses of the small-scale units (CSSU) with reference penod as 1972 and 1887-88 This 1s based on a
scheme of voluntary registration with the State industry Departments (Dls and DICs) Because of the
uncertainty of the cntenon of regtstration and of its continuation over time 1t 1s difficult to be sure where tt
fits into the other sources mentioned above in 1987-88 the estimate of employment in the SIDO units was
7692 milion which compares with the Economic Census estimate of empioyment of 7 348 mullion n
1984-85 in the DME pius the SSI factory sector In 1989-90 estimate of emptoyment in SIDO units was
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8 699 mition which falls short of economic census estimate of 8 919 mullion for 1989-80 (See Appendix
Table A-2)

It 1s apparent that it 1s impossible to obtain a consistent estimate of the total employment in the
smali-scale sector in the absence of coordination among the different agencies responsible for recor ng
statistical counts The comments made on the proportions in each of the segments distinguished abov. is
as far as we can go

32 Size of the SS| Sector Value Added

The vast majonty of enterpnses in the small-scale sector are units of the cottage type with low
productivity or value added per worker The structure of value added would thus differ significantiy from the
structure of employment

Presumably the most reliable source of data on value added wouid be the National Accounts
Statistics For 1989-90 the unregstered sector in manufactunng accounted for 37 7 percent of Gross Value
Added (GVA) The registered sector of course included the SSI part of the factory sector The ASI
estimate for this sector was 11 5 percent of GVA Thus summing them the total smail scale sector
contnbuted 49 2 percent of GVA to the manufactunng sector

it might be of interest to supplement this estimate with the breakdown of different sub-sectors
given in the Economic Census of this date This 1s done in Table 3 3 based on the data in Appendix
Table A-1

Table 3 3 Gross Value Added in Manufacturing In Different Sectors (Percent)

Sector 1984-85 1989-90
| Factory Sector 66 2 733
{of which SSI) (10 4) (115)
Il DME 92 82
Il NME 88 64
IV OAE 159 117
Total 100 0 100 0
Total GVA (Rs Crore) 37,697 70,966

Source Table A 2
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Companng the percentage distnbution of employment in Table 3 2 with that of vajue added In
Table 3 3 we see the enormous differences in iabour productivity The indices of value added per worker
(relative to the average of ali manufactunng) are obtained by dividing the percentages of Table 3 3 with
those of Table 2 These are reproduced for 1984-85 only in Table 3 4

Table 3 4 Indices of Relative Gross Value Added Per Worker

SECTOR 1984-85
| Factory Sector (non SSI) 476 1
Il SSl Factory Sector 161 4
i DME 92
IV NME 88
V OAE 185

Totai 100

Source Tables 32and 33

The data show the dominance of the high productivity large scale units in the productivity ladder
and the remarkably low value of the own-account enterpnses Many of the latter must be providing
supplementary income to workers engaged in multiple occupations Another important point to notice in the
Table 1s the difference in iabour productivity between the SSi units in the Factory sector and the DME units
outside the purview of this sector

33 Growth Rate
331 The Household Sector

As n all countnes the household sector within manufactunng has shown a dechning trend over
several decades Looking at the changes under the Popuiation Census definion employment in this
sector as shown in Table 3 1 above declined from 30 7 to 23 7 percent in the decade of the eighties, if we
confine our attention to main workers only This continues the trend noticed in Littte Mazumdar and Page
(hereafter LMP) of a nearly 20 percent decline in household industry in the 1961-71 penod concentrating
on male workers only (LMP Table 5-2 p 61) The Economic Census adopting a different definition of own-
account units also shows a decline in the proportion of OAE empioyment in the late 1980s (Table 3 2
above) India 1s thus behaving no different from other countnes in which the sector of low productivity
shnnks with economic development This is all to the good as the process of transformation raises overall
productivity and fabour eamings by shifing workers from cottage shops to more productive units
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332 The Registered and the Unregistered Sectors

The National Accounts data presented in Appendix Table A-3 show the changing compasition of
manufactunng output it terms of the registered and the unregistered sectors— the cntencr of
registration being coverage under the Factones Act [t 1s seen that the proportion of value added acccunted
for by the unregistered sector has fallen siowly from a share of just over 41 percent in the early exghties to
Just over 37 percent in the early nineties Evidently the decline in the household sector in manufactunng
was not fully compensated for by the growth of the non-household production in the small-scale sector Of
course the "registered” sector in the National Accounts includes SSt units corming under the Factones Act

But as the figures 1 2 and 3 show the growth rate of the SSI sector fell short of the growth rate of
the non-SSI sector value added over the 1980s and early 1980s Table 3 5 presents figures of annual
growth rates of the smail scale sector (adding together the unregistered sector of the National Accounts
and the SSt sector obtained from the ASI) for the years since 1980-81

Figure 1 TREND GROWTH IN GROSS VALUE ADDED
REGISTERED FACTORY SECTOR
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Figure 2 TREND GROWTH IN GROSS VALUE ADDED
UNREGISTERED FACTORY SECTOR
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Figure 3 TREND GROWTH IN GROSS VALUE ADDED
SMALL SCALE INDUSTRY SECTOR
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1993 94
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Table 3 5 Growth Rates Of Smalil Scale Sector

{Unrreqistered Sector Of The National Accounts
And The SSI Sector From the Annual Survey Of Industries)

Year Gross Value Added Growth Rate
(Rs Crore) (%)
1980-81 11973 -
1981-82 11 477 ()4 14
1982-83 13 319 16 05
1983-84 14 271 715
1984-85 14 469 139
1985-86 15 998 1057
1986-87 16 932 583
1987-88 18 157 723
1688-89 19 402 6 86
1989-90 20,898 771
1980-91 21 440 259
1991-92 22 525 5 06
1992-93 23 370 515

Source
1 Annual Survey of Industry

It National Accounts Statistics

SIDO figures give an estimate of growth rates of the small-scale sectors under their purview which
1s considerably in excess of the estimates presented In the national accounts For example the average
annual growth rate of value added was estimated at 9 22 percent between the two Censuses of 1972 and
1987-88 at 1972-3 constant pnces (NCAER table 310 p 68) Even allowing for the fact that the
household sector has dragged the growth rate down in the National Accounts estimate of the small-scale
sector the difference between the SIDO and the National Accounts estimates is very large However the
methodology of estimating the growth rate in the SIDO data 1s deficient It appears that the SIDO amves at
its figures on a gross basis without allowing for the mortality of previousiy counted units An NCAER study
allowming for a mortalty of around 4 percent per annum showed that over a penod of time the over
estimation of the number of units and hence the inflation of employment and output based on the per unit
data would be considerable (see Appendix Table A-2) It shouid be noted that while the SIDO data cannot
be used for calculating over-all growth rates of the SSI sector the changes in the proportions and ratios of



vanous vanables over the penod of the two Censuses are tikely to be not subject to error uniess there are
big differences in the relevant ratios between surviving and extinct units

34  The industnal composition of SSI and its change over time

We now use vanous sources to trace the more significant changes in the composition of industry
Which are the sectors or industry groups which are most prominent in the growth of the SSEs?

IMn Traditional vs Modern SSi

The Planning Commussion provides the basic compostition of the entire decentralized (small-scaie
or VSI) sector by major types of industnes bnnging together the different areas under the purview of
different government entities The data for different dates are set outin Table 36
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Table 3 6 Composition of Output of Very Small Industries

industry 1973-74 1979-80 1984-85 1989-90 199192

A Traditional industries

Khadi 044 027 026 018 014
Village industnes 090 104 117 096 110
Handlooms 6 20 519 445 295 208
Senculture 046 039 049 043 051
Handicrafts 783 811 541 618 679
Corr 044 0286 015 011 009
Sub Total of A 1610 1326 1145 10 82 10 71

B Modern Smalil industries

Small Scale industries 5294 64 51 7812 8055 8193
Power Looms 14 56 969 993 8 63 736
Sub Total of B 6750 7420 88 05 8918 89 29
C Others 1640 1254 05 0 0
Grand Total (A+B+C) 100 100 100 100 100

Source Flanning Commission

The composition of output in the VSI sector mirrors the long-term change already noticed n the
relative deciine of the household sector in terms of empioyment There has been a significant increase in
the modem smail-scale sector from a share of 67 5 percent in 1973-4 to as much as 89 3 percent in 1991-
2 Furthermore within the modem sector the importance of basic textie production in powerioom units has
also been reduced

342 Composition of the Modern SSI Sector

We can use the data from the Economic Census and the ASI to put together the data for the DME
sector and the SSI part of the ASI The summing of these mutually exclusive types (distinguished he
fact that they are not or are covered by the Factones Act) provide a famly accurate picture he
composition of empioyment and output in the small scale moaem sector By relating these figures . the
ASI data for the non-SSI sector one can also compute the share of the small-scale sector in total output or
employment in the modem manufactunng sector These data are reproduced in Table 37
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Table 37 Role Of SSI In Different Product Categories {Percent Share)

Output Value Added Employment
SSi & DME ssi SS1 & DME Ssl S$S1 8 DME Ssl
1984-85 |1978-79 1984-85 1987-88 |1978 79 1984-85 | 1978-79 1984-85 1987-88| 1978-79 198485 | 1978-79 1984-85 1987-88
Food Products 496 265 263 258 284 209 131 143 142 481 535 149 196 2086
Beverages Tobacco Etc 433 208 197 253 287 247 14 8 138 217 56 6 497 313 283 378
Cotton Textiles 28 4 76 88 95 13 93 14 53 51 385 457 66 86 98
Wool Silk Etc 273 152 15 158 213 278 87 113 9 50 8 507 161 131 119
Jute Textiles 89 31 25 4 13 22 07 11 28 22 27 07 07 12
Textile Products 771 364 379 365 659 628 267 259 301 858 68 8 313 332 30
Wood Furniture Etc 791 524 418 49 4 74 78 39 375 423 842 895 503 509 499
Paper and Painting Etc 30 1 186 174 1856 24 278 138 145 16 2 437 49 4 212 211 233
Leather and Fur Products 47 232 1556 213 339 47 9 16 165 197 46 9 595 237 17 3 189
Rubber and Petroleum 118 7 69 81 144 19 86 109 85 452 492 247 276 297
Chemicals 182 102 92 108 111 10 78 67 67 297 338 138 137 148
Non Metaliic Products 252 103 91 108 289 203 102 82 10 689 657 202 245 273
Basic Metal Industries 81 108 96 17 88 9 63 55 72 20 185 117 117 133
Metal Products 56 6 363 316 327 405 56 6 249 241 24 659 723 387 388 378
Non Electrnical Machinery 298 136 17 162 16 8 23 111 1556 138 339 415 202 226 233
Electrical Machinery 245 112 119 142 107 12 73 71 96 224 307 123 148 16 3
Transport Equipment 147 63 58 67 68 142 38 42 51 117 159 64 75 9
Other Manufacturing 557 282 226 228 60 1 46 9 213 159 19 3 859 847 31 291 297

Source Annual Survey of Industnes and Directory of Manufactunng Estabishments Survey
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Four groups of 2 digit industnes have substantially higher presence of the SSEs In total production
(in terms of value added) of total modern manufactunng In 1984-5 the over-all share of the SSEs was 28
percent The following four groups had considerably higher shares Textile products (62 8) Wood fumiture
etc (78 0) Paper and pnnting (47 9) and Metal products (56 5)

A muscellaneous coflection of ‘other manufactunng' also have a share of 46 9 percent Only 7 of
the other 13 two-digit groups have particularly small shares of SSEs These are cotton textiles jute textiles
rubber and petroleum chemicals basic metal industnies electncal machinery and transport equipment

At this level of aggregation India does not stand out as particuiarly peculiar in terms of the
presence of the smali-scaie sector in modem manufactunng A more formal analysis has found that the
presence of smail-scaie was higher the less vertically integrated the industry the lower the extent of
economies of scale in management (as measured by the proportion of workers to total employees) and
the higher the labour productivity of small firms relative to the total industry sub-sector (Ira N Gang 1990)

343 Changes in the Composition of SSE Output in the Modern Small Scale Sector

Some interest attaches to the change in the composttion of product groups which are under the
purview of the SIDO, and thus represent largely the modem smail scale sector not covered by the
Factones Act Table 3 8 reproduces the data grouping the products into five broad groups

Table 3 8 Growth And Structure of Empioyment By Major Product Groups

Major Product Groups Employment Annuai Average  Share of Total
Growth Rate (%) Empioyment (%)

1972 1987-88 1972  1987-88

Food & Beverages 136,000 555 000 9 87 82 151
Textiles 75000 238000 800 45 65
Metals and 705 000 1 092 000 296 426 298
Electncais

Other Manufactunng 698 000 1 524000 534 422 416
Services 39000 256000 13 36 25 7
Total 1,653,000 3,665,000 545 100 100

Source Census Reports 1972 and 1987 88
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The Table gives the surpnsing result that between the two Censuses there has been a big decline
in the metals and electncal product groups and a marked shift to the more traditional food and beverages
group

344 The Role of "Reserved items"

The number of reserved products manufactured by SSI have increased from 177 to 843 between
the two SIDO censuses but the total value of reserved products in the over-all total of The SIDO sector
increased only marginally from 24 to 29 percent (Ramaswamy Table A-10 reproduced in appendix
Table A-4)

More than 75 percent of reserved tems in 1972 were In three industry groups viz chemical
products metal products and transport equipment But by 1987-8 the share of these groups had come
down to only 50 percent although the number of reserved tems within these groups had been increased
quite substantially (Ramaswamy 1994 p 15)

The point suggests a substantial growth in the SS! sector outside the reserved category According
to the second SIDO Census out of 7 500 products manufactured in the Small Scale Sector 1 075
products were reserved products 200 products considered as "leading products”(each with production
worth over Rs 40 crores dunng 1987-88 but only 48 of these were in the reserved category This implies
that production activity of smail units 1s not dominated by reservation— excepting i hosiery and garments

The fact that production increase in SSi has grown outside the reserved sector n spite of the
huge growth in reserved items calls into question the rationale for this policy stance On the one hand tt
might be suggested that since growth takes place outside the reserved sector the poiicy of reservation i1s of
limted importance On the other hand the policy might still be allowing the creation of a stagnant pool of
inefficient producers who rmight be discouraging the entry of more dynamic units in these product lines in
the absence of full analysis of the micro data available in the Census 1t i1s not possible to test for the
relative efficiency of the units in the reserved sector However Sandesara has drawn attention to one
relevant statistic available in the SIDO report at the aggregate level and in a majonty of the individual
industnes capacity utilization of the SSI units producing the reserved items was lower than those
producing the unreserved tems (Sandesara 1993 pp 28-29)

35 Size Structure within the Smalil Scale Sector

One crtenon of excessive development of inefficient units 1in a sector 1s a stnkingly unequal
development of the distnbution of emterpnses In a dynamic sector one would naturally expect a large
number of very small units which are newly bom and strugghng to make their way upwards But if the
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proportion of such unis 1S excessive then the natural conclusion is that artificial protection or other
measures of subsidy are supporting a host of inefficient units which show iittle ability to grow The unequal
distnbution of unis of smail and large sizes in terms of contnbution to production i1s quite striking in the
SIDO Report In 1987-88 at the upper end of the distnbution(investment in plant & machinery Rs 4C ikh
and above) 0 004 percent of units empioying 0 08 percent of the total employed in the SIDO < or
accounted for 1 43 percent of total production At the lower end(investment in plant & machinery upto s 2
lakh) 83 percent of the units employing 54 percent of the workers, managed to produce only 28 percent of
the output (using figures from Table 14 CCSU-1987-88)

Sandesara also compared the change between the two Censuses There 15 a clear increase in
concentration of output 1n larger units and a more unequal distnbution of enterpnses mn terms of production
leveis within the sector Between 1972 and 1987-8 the group of enterpnses with investment of more than
Rs 3 lakh (at 1972-3 constant pnces) increased s share of production from 21 to 52 percent but the
percentage of unis went up from only 2 to 7 This represents an increase in the ‘concentration ratio” from
10 5 to 13 (using data given by Sandesara 1993 Table 7 p 226) To look at it from the lower end of the
distnbution the relative production per unit 1in the group with less than Rs 3 lakh investment (at 1972-3
pnces) fell from 0 81 to 0 52 (The percentage of units in this group fell only margmnally from 97 to 93)

The NCAER Survey of 657 smali-scale enterpnses in 1992 also commented on the highly skewed
distnbution of the units in terms of their ouiput particularly in some of the indusines In garments 14 units
{17 percent) employing more than 50 persons accounted for no less than 82 percent of production in the
units In electncal components the share of two units employing more than 50 workers was 36 percent

and in detergents four units in the same size group accounted for 37 percent of produchon (NCAER Table
323)

Evidently the market structure within the SSI sector has been showing clear indications of
monopolistic competition, with an excessive number of tiny units crowding In to share in the rent created
through policy of protection and subsidisation while success Is achieved by a mere handful

36 Trends in Empioyment, Investment and Productivity in the SSI Sector

The CSSUs of 1972 and 1987-8 have been compared by Sandesara for assessing the nature of
growth in the SIDO sector some of hus Tables are reported in Appendix Tables A-5 and A-6 Substantial
growth was recorded in production and fixed assets (at constant pnces) but as explained above some of
this growti 1s due to increase in the scope of the industnes sampled at the two dates

More interesting i1s the change n factor ratios over tme The average size of the unit (enterpise)
fell in terms of all factors - but most dramatically in terms of employment- from 12 to 6 - while investment
in plant and machinery (at 1872-3 pnces) feil by 12 percent and net value added by 8 percent The smaller
employment size of the average enterpnse was thus accompanied by an increase in capital intensity (K/L)
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and aiso by an increase in the productivity of both labour and capital To summanze net value vdded/
employment (/L) increased by 73 percent investment in fixed assets/ employment (K/L) by 66 percent
net value added/ Investment in fixed assets (V/K) by 38 percent

The data show increased caprtalization of the average unit together with significant economies of
scale (or total factor productivity growth) They are consistent with a more skewed distnbution of
enterpnses 1n which the more captalized units achieve a high level of productivity, while a large number of
units of low empioyment size crowd the lower part of the distnbution

37  Spatial Distnbution of SSEs

One of the aims of india's SSI policy was the dispersed development of units in rurai areas and In
less developed "backward areas There has been only imited success in attaining this objective

Analysing the data of registered SSEs the Sixth Plan reported that nearly 67 percent of units had
been established in developed States until 1976 (NCAER p 79) The second SIDO Census reported a big
leap in the share of SSEs in backward areas— increasing from 35 percent in 1972 to 62 percent in 1987-8
It has however been pointed out that the degree of dispersion might have been exaggerated

The NCAER Report points out that in the case of rural areas nearly 25 percent of the uniis are in
food products No less than 83 percent of the rural units are in a few industnes each employing only 24
workers The development of artisan type units cannot be considered to be a strong growth of modem
SSEs even if they are registered by the DICs

The SIDO figures suggest that 85 distncts with more than 2 000 units in each account for 51
percent of the total More than 81 percent of SSEs are concentrated in 204 distnets and more than 50
percent of the distncts do not have any significant number of small enterpnses (NCAER 376 p 81)

The objective of dispersal might be in conflict with the dynamic growth of modem and efficient
growth There has been important spatral concentration of SSEs in "clusters” in particular product lines
The external economies which these clusters generate in terms of easy availability of raw matenals skilled
labour markets etc have been known to have been instrumental in the growth of SSEs in many countnes
including ltaly and Gemmany India is proving no exception to this basic economic impulse (See NCAER
p 81 for a hist of the more important “clusters” in India) It 1s appropnate that these trends might be more
emphatically encouraged in official policies and objectives A closer iook needs to be taken at the methods

for fostenng development in "backward” areas" through such methods as tax concessions and special
allotment of scarce matenals
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38 Economic Ratios

Much space has been used up In the lterature on the vanations in key economic ratios by
establishment size The objective of these discussions 1s to search for and perhaps establish the
hypothesis empincally that as the size of firm increases capital intensty(K/L) increases with a fall in caortal
productivity (Y/K) and increase n labour productivity(Y/L) In other words arranging enterpnses in
ascending order of size groups one might be able to discover a fairly smooth production function in which
larger use of capital per worker ieads to diminishing retum to capital If then as explained in the opening
chapters if the prevaiing ratio of prices of capital to labour in the economy is lower than the socially
optimal the empincal case for selective support of the small-scale is established In some ways such
exercises are of secondary interest because even though the expected relationship 1s established it says
nothing about the nature of intervention which 1s desirable— whether it should be by physical control
(reservation for the small-scaie) or through supply side interventions 1n the factor markets (e @ providing
subsidized credit)

Instead of going through a labonous process of reviewing the many studies in this area we
propose to summanze the most persistent findings which stand out from this area of research

1 At the aggregate level looking at all manufactunng industnal groups together the expected
behaviour of the economic ratios 1s observed with much greater regulanty and smoothness
when enterpnses are grouped by capital or fixed investment size than by employment size
This 1s as true of industnal census data in India as in other countnes ike Japan (LMP
Chapter 7) This is also as true of the ASI sector as of the unis surveyed under the SIDO
survey of SSI units (Suresh Narayan) Even smaller surveys confined to a few selected
industnes and a imited number of units produce these results (NCAER Tables 3 17 and 3 18
pp 96-97) A iittle reflection wiil show that thus 1s as it should be Techmiques of production are
distinguished by the degree of mechamzation which 1s reflected in the amount of fixed capital
employed not so much by the number of employees A less mechanized technique of
production would generally require a smail amount of investment in plant and machinery but
because of low iabour productivity (and low wages) could use a lot of labour The systematic
nse in captal-labour ratio with increasing slabs of capital show that more mechanized
techmiques tend to be used by larger enterpnses Furthermore at the aggregate level there 1s
not much evidence of increasing returns to capral so that economic ratios change in the
expected way

n  For gudes to policy, however examination of the aggregate data for all industnat groups put
together serve little purpose The relevant question 1s does this relationship hold at the evel
of individual industnes - and more disaggregated the industnal grouping the more reahstic 1s
the result for policy purposes Unfortunately when we consider individual industnes even at
the 2-digit level the systematic relationship breaks down This 1s because of the very large
vanations in the capital-labour ratio prevalent in different industnes The more disaggregated
the data from industnal Censuses the more pronounced the difference between inter-industry
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vanations in capital-labour ratios and the vanations by size groups within industnes In an
early study of Korean data which were avaiable at the five-digit level of classification Ho
(1980) found that the vanation in capital intensity by size groups within individual industnes
seldom exceeded 1 3 while the inter-industry range was more like one hundred

m A second important point to remember i1s that partial factor productivities like the amount of
capital per unit of output or the amount of labour per unit of output are not sufficient to
measure the true resource use for any size class of firms The small scale units might use less
of capital and more of labour but this does not make it automatically more effictent from a
welfare point of view We need to calculate the value to the economy of the caprtal saved and
weigh 1t against the value of the exira labour used Thus we need to calculate the "total factor

productivity” of different classes of firns wewghting the inputs capital and labour by their
appropnate economic or shadow" pnces

v Industry studies in a systematic way have not been possible in india because we need firm-
level data to perform any meaningful analysis of economic rattos by size within individual
industrnes The major surveys like the ASI and the SSI] have been reluctant to make such
matenal available for detailed analysis We have to depend on the results of small-scale
individual studies of specific industnes for this purpose

LMP studied several industnes in Northem India - shoemaking pnnting, soap
manufactunng machine tool manufactunng and metai casting There was a distinct increase in capial
intensrty, accompanied by the expected increase in labour productivity and fall in capital productivity in
only one of these industnes — shoe making This was so partly because it was possible in this industry to
mix mechanized and non-mechamized techniques in different ways and also the units differed in the
degree of vertical integration in soap making where only non-mechanized units were surveyed capitai
first fell and then rose with firm size while fabour productivity remained virtually constant A sharp increase
in capital intensity above Rs 10 lakh (at 1980 pnices) in machine tool manufactunng was reflected in a nse
in labour productivity but without a cormesponding marked decrease in capital productivity - suggesting that
in this industry larger units in terms of caprtal size were probably more productive

In general the vanations in the economic ratios within each capital size class were large- so that
differences in the mean values of economic ratios between size groups were often not statistically
significant Furthermore, there was surpnsingly less regulanty in the pattem of labour and capial
productivities than in capital intensity which suggested that there were substantial vanations in efficiency in
production as measured by total factor productivity

The wide vanation in total factor productivity was confirmed by our analysis of technical efficiency
Within each of the five industnes technical inefficiency (measured by the difference between actual and
predicted output) was substantial and vanations in total factor productivity (indicated by companson of the
Farrell indexes across firms) were also marked We were able to find relatively iittle evidence of a
systematic bivanate relationship between employment size and technical efficiency The only industry in
which technical efficiency was comrelated with firm employment size was machine tool manufactunng We
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have aiready mentioned our conjecture that this relationship revealed the effect of supenor organization in
production and mastery of technology by large firms

A heroic attempt has been made in the unpublished literature to use the ASI data at the 3-digit
levei of industnes A state-wise breakdown of data from seventeen industnes for the year 1984-5 was
utiized to increase the number of observations These are reproduced in Appendix Table A-7 The resuits
are summanzed as follows

« Inthe first instance relative efficiency was measured by calculating parial productivities

Of the seventeen product groups only four showed that the smalt scale enterpnses (defined
as less than 2 million rupees of capital investment) were comparable or supenor to, the larger
units These product groups were Spinning, Weaving and Textile Finishing Garments
manufactunng, footwear manufactunng, and Structural Metal Products Of these garments
and leatherwear are leading export sectors with a large SSE representation and one wouid
assume that relative efficiency and competitiveness would be high i these sectors in the
Structural Metal Product category Ramaswamy (1990) also found similar results using more
disaggregated data These results give us some confidence about the exercise undertaken
But the most noteworthy result is that in about 75 percent of the product categones SSEs were
found to be less efficient sometimes by a wide margin

e A second step of the analysis with the above data set was the companson across fin size
groups of efficiency relative to the 'best practice’ observed within the data set For this purpose
a determimnistic production frontier econometnc approach was adopted constrained by the
assumption of constant retumns to scale

Of the sixteen product groups analyzed as per Table A-8 only three showed SSEs to be
technically more efficient— Grain Mill Products Sinning, Weaving Finishing of other textiles
and Knitting Mills in all other product groups SSEs were shown o be less efficient— the

difference with larger firms being iarger the higher the measured retums to scale (€g In
metal utensiis)

All this of course Is the resuit based on the perforrnance of the firms actuaily in operation #t
does not say anything about the relative ments of SSEs in a particular lines of production if
more competitive conditions prevailed in Indian manufactunng To sum up our tentative
conclusion 1s that with all the difficulties of drawing finm conclusions from less than ideal data
sets nothing in the several studies cited give one any confidence in the relative efficiency of
SSEs in speaific ines of production With this in view a befter course of action for
encouraging fabour intensive production would seem to be to institute general policies amed
at providing positive help to SSEs in all ines or nroduction We recail the result cited earlier
for Korea n which SSEs were found to be distnbuted over a wide range of product groups

and the number found in groups in which SSEs dominated accounted for only a minonty of
total employment in SSEs
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39 Conclusions

This chapter has surveyed a large number of sources to throw light on different aspects of the
structure growth and economic charactenstics of the SSI sector in india It might be useful to highiight the

more important of the findings

On the size of SSI inspite of the different measures obtained from the different sources the
orders of magnitude of the share of SSI in total manufacturing and of its vanous componenis
are reasonably clear We may distinguish the 'small scale modem' sector - consisting of units
employing 6 or more workers and the ‘tiny' sector including household enterpnises in terms of
employment around 1990 the former accounted for roughly 20 percent of all manufactunng
employment but nearly a half of employment in the modermn manufactunng sector The tiny
and household sector is 25 to 3 times as large depending on whether or not we inciude
secondary workers in the labour force The contnbution of SSI in terms of value added 15 of
course much smailer - only a thurd as for as the modem manufactunng sub-sector Is
concemed and no more than 40 percent of all manufactunng vaiue added The last pont
emphasises the enormous difference in labour productivity between the different sub-sectors
of manufactunng (as the dramatic figures brought together in Table 3 4 show)

As in other countnes the household sub-sector has declined slowly over the last two or three
decades A more surpnsing finding is that inspite of the vigorous policy of protecting the smail
scale this decline has not been fully compensated for by the growth of non-household
production in the small scale sector The SIDO figures of high growth rates of SSI's under their
purview seem to be grossly exaggerated

Inspite of the vast increase in the number of reserved items much of the growth n the SSI
sector seems to have been n product lines outside the reserved hist It i1s possibie that the
policy of reservation might be mereiy protecting mefficient units in stagnant industnes

A finding of some concem is the unequal distnbution of units of smail and farge sizes within
the SSI sector There seems to be an increase n the concentration of output in larger units
over the last two decades A companson of the data from the two SIDO censuses of 1972 and
1987-88 show a sharp fall in the mean employment size but an increase in capital-intensity of
the SIDO unis-which 1s consistent with a more skewed distnbution of enterpnses and
increased contnbution of the more productive units

The claim that there has been substantial dispersai of units to backward and rural areas under
the SSI policy might be exaggerated As for as the modem SS!'s are concemed there Is
constderable evidence of spatial concentration of SSE s in clusters In specific product groups
We have already emphasised in earier chapters that there 1s a need for policies of de-
centralization to come to terms with the economic logic of extemnal economies which clusters
provide
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in section 4 8 the empinical work on relative econormic efficiency of small versus large units in
India was reviewed Nothing in the several studies examined give one any confidence in the
relative efficiency of SSEs as they exist in specfic lines of production Rather some
economically efficient small enterpnses exist in many product groups The cause of SSI
development 1s then best served by encouraging the potentially dynamic units to grow and

prosper in any product group they operate in - rather then by the prejudice the product group
which wiil favour the small units
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ANNEX TO CHAPTER Il STATISTICS ON SMALL SCALE INDUSTRY IN INDIA

INTRODUCTION

1 There are two major sources of information on smail-scale industnes(SSl) in india namely, the Small
Scale industry Organisation (SIDO) and Central Statisticai Organisation{CSO) Each has its own
strengths and weaknesses Although representing a substantial share of the total SSI popuiation SiDO
does not cover all industnes More importantly its data suffer from sampiing problems and are highly
aggregated On the other hand CSO provides better coverage and is less aggregated but its
information 1s scattered among different surveys and 1s not readily available

2 Admunistratively India's SSi s divided into seven industry groups (1) handicrafts (2) handlooms (3)
khad: wvillage and cottage industnes (4) coir (5) senculture (6) poweriooms and (7) small-scale
industnes which are residual Mainly on account of simple tools and production process the first five
subsectors are collechively called the ‘traditional sector whereas the last two - poweriooms and
residual smail-scale industnes - are known as the "modem” sector For coordination of development
programs at the central level each of the subsectors has its own supervisory body or board such as
Khad: and Village industnes Commussion Development Commussioner for Handiooms Development
Commussioner for Handlooms Development Commussioner for Handicrafts Board Central Silk Board
Coarr Board and SIDO The residual "small-scaie ndustnes” subsector 1s overseen by SIDO Because
it accounts for the important share of SSI SIDO 1s often seen as representing the whoie sector in the
present report unless otherwise stated we include in our analysis both the traditional and modem
sectors in ine with CSO's statistical coverage

3 For the purposes of administenng tax and promotional benefits there 1s a unified officiai definrtion of
SS1 which cuts across the different supervisory lines Since 1854 when the Small Industnes
Development Program was introduced the definition has undergone continual change In 1955 SSi
was defined as establishments with fixed investment of less than Rs 5 lakh which empioyed fess than
50 workers when working with power or less than 100 workers when not working with power But the
employment cntenon was dropped in 1960 and SS! has since been officiaily defined solely in terms of
investment in plant and machinery at ongmnal value From time to time the investment celiing s
revised upwards In 1966 1t was raised from Rs 5 lakh to Rs 7 5 lakh (or Rs 10 lakh for ancillary
units) These went up further to Rs 10 lakh and Rs 15 lakh in 1975 Rs 20 lakh and Rs 25 lakh in
1980 and the current leveis of Rs 35 lakh and Rs 45 lakh in 1985 New ceilings of Rs 60 lakh and
Rs 75 lakh were introduced in August 1991
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SIDO DATA

4 First Census The first attempt by SIDO to establish a database was made in 1973/74 when &
undertook an All-india census of the registered small-scale industnal umits Detailed informaticr ~vas
collected from around 140 000 units (out of 258 000 expected) on number of units employment ixed
investment borrowings, nputs output and exports at the four-digit level of the Nationai Industnal
Classification Some of the results were presented mn the Handbook of Statistics 1985

5 Forthe purpose of updating the census data on a year-to-year basis a revised registration procedure
was introduced in 1975 As before registration with SIDO remained voluntary but new provision was
made in the application itself to coilect ali basic information including product manufactured
employment capacity investment etc Also all registrants were requested to supply annual production
retuns to the Directones of Industres in each state

6 To keep track of production tends at the industry-group level production data have been collected on a
quarterly basis since 1976 from establishments registered with SIDO covenng 356 products based on
a 2 percent sample (2400 units) from the 1973/74 Census From this a weighted production index for
the registered smail-scale sector is routinely computed using 1970 as the base year Given the small
sample size the resuits are nesther precise nor representative while the corresponding ndex for
unregistered units is nothing but a very rough approximation

7 Second Census Athough the data collected dunng the first census continued to be penodically
updated it was found that the system was inadequate because 1t did not cover all the 2 400 products
and that almost haif the units sampied were etther untraceable or had been closed down It was
therefore decided that a second All-India census of registered SSI units be conducted so as to obtain a
more reliable frame of SS! units registered with the State/UT Industnes Directorates up to March 31
1988 The main objectives of the census were to

1 Obtain a dependable frame of functioning SSI units registered up to March 31 1988 and falling
under the purview of SIDO s0 as to enable state govemments to identify SSI units to whom
concession/facilities are to be continued

I provide data by product group on capacity, production employment and other important
charactenstics of registered SSI units at All-India as well as State/UT levels

m facities selection of sample units out of live units frame for estimating monthly production of
selected tems/products manufactured in the smali-scale sector for use in construction of the Index
of Industnal Production by the Central Statistical Organization and for buiiding up future estirates
for products industry groups employment investment etc and

Iv estimate the mortality rate of SS! units in vanous industry groups

8 The census was to cover around one million registered SSI uniis but in the event only around 800 000
were enumerated

60



ANNUAL SURVEY OF INDUSTRIES (ASI)

9

10

11

12

13

Since 1959 vanous data collecting agencies sucn as the Census Organization and the CSQ/Nationat
Sample Survey Organization (NSSO) have made conscious etforts to accommodate some of its data
needs of SSIin their data coitection programs The ASI 1s the pnncipal source of industnial statistics in
India it 15 conducted annually under the statutory provisions of the Collection of Statistics Act 1953
except In the state of Jammu & Kashmir where 1t 1s conducted under the State Collection of Statistics
Act 1961 The field work of the survey is camed out by the Field Operations Division (FOD) of the
National Sample Survey Organization (NSSO) through 1ts network of regional and sub-regional offices
located in different parts of the country The processing of data and pubiication of reports are the
responsibility of the Central Statistical Orgamization (CSO) However the overail responsibility for the
choice and collection processing and tabulation lies with the steenng Committee on Industnal
Statistics constituted by the Goveming Councii of the NSSO

The ASI covers the entire country except the states of Nagaland and Sikkim and union temtones of
Arunachal Pradesh Dadra & Nagar Havell and Lakshadweep islands and Mizoram All the elecincity
undertakings engaged in the generation transmission and distnbution of electncity registered with the
Central Electncity Authonty are cavered under ASI irespective of employment size ASI covers all
factones registered under the Factones Act of 1948 which empioyed 10 or more workers and using
power or 20 or more workers and not using power on any day of the preceding 12 months Certain
services and activities like cold storage water supply repair of motor vehicles and other consumer
durables ke watches etc are covered under the survey (In the present report we are concemed
mainty with manufactunng activities and have thus omiited all services except repairs )

The pnmary unit of enumeration 1s a factory in the case of manufactunng a workshop in the case of
repar services an undertaking or a licence mn the case of electncity gas and water supply
undertakings and an establishment in the case of bidi and cigar industnes The owner of two or more
establishments located in the same state and belonging to the same industry group 15 however
permited to fumush a single consolidated retum a common practice among bidi and cigar
establishments electneity and certain public sector undertakings

The ASI frame 1s revised every four years by the Regional Offices of the FOD who laise with the Chief
Inspector of Factones in the states \While names of the de-registered factones are removed from the
ASI frame only once every four years newiy registered units are added every year In enumeration
the units (often small-sized) that have been selected for the survey but are found to be non-existent
are excluded from caiculation

For the purpose of the ASI the factones in the frame are classified into two sectors viz the census
and the non-census (or sample) sectors Until 1987/88 the census sector was operationally defined as
factones employing 50 or more workers and using power or those employing 100 or more workers but
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15

not using power while the remaining factones constitute the non-census sector As from 1987/88 the
census sector ts redefined as units with 100 or more workers regardless of power use Once a factory
1s classified into census/non-census sector s status 1s not altered for a penod of four years 1e until
the frame s revised even though a change in employment might warrant it

All the census units are enumerated while only half (one third since 1987/88) of the sample sector are
enumerated each year with the exceptions of (1) industnes which at the threeffour digit level of NIC
do not total more than 50 factones in the whole country and (2) factones located In relatively less
industnalized states and union temtones OCtherwise individual units In the sampie sector were

enumerated every other year based on a stratified unistage sample design 3 The reference penod for
ASI 1984/85 was the accounting year of the factory ending on any day dunng the fiscal year 1984/85

ASI provides resuits by employment size and investment vaiue at the aggregate level whereby SSI
units may be readily distinguished However at detailed levels of two-or three-digit NIC no such
breakdowns are available which by virtue of their relatively large employment size are registered with
SIDO ) But these represent only the larger units of SSI For information on smaller units 1e those

with less than ten employees and using power or less than twenty without power 4 one has to consult
two other complementary surveys also by CSO namely Directory Manufactunng Establishment (DME)
and Non-Directory manufactunng Establishment (NDME) surveys the latter including Own-Account
Establishments (OAE)

DIRECTORY AND NON-DIRECTORY MANUFACTURING ESTABLISHMENT SURVEYS

16

17

To obtain information on the 'unorganised ' non-agncuitural sectors of the economy, the first economic
census of non-agncuitural establishments was camed out in 1977 by the Central Statistical
Organisation in collaboration with the Department of Economics and Statistics (DES) in the
States/Union temtones In the census establishments were divided nto three groups namely ()
Directory Establishments (DE) which had six employees at least one of whom was hired and
(i) Own -Account Enterpnses (OAE) If there are no hired workers at all

Based on the frame produced from the census two rounds of sample surveys were subsequentiy
conducted involving establishments that were not covered by ASI 1e DE NDE and OAE The first
round which took place in 1978/79 covered units in manufactunng and repair services while the
second round which followed six months later was concemed with trade restaurants anc hotels

3

The strata were formed by grouping factories witiin each stats/union temtory by industry group at the threesfour-digrt level of NIC Thus in each state each

industry group constituted a stratum  Within each stratum the disincts were first amanged in assencing order of therr empioyment siza Thus amanged the
factones wathm sach siratum were then ailotted a running senal number Those with odd senal numbers wene surveyed in the first year and those with even
numbers m the second year of a cycle of two years

4Mnmgsl|etatly establishments that are not registenad under the Factones Act.
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transport and services In the first round (manufactunng and repair services) two separate surveys

were undertaken Non-Directory Manufactunng Estabhishment (NDME) survey which included OAE®
and Directory manufactuning Establishment survey (DME) The joint NDME/CAE survey took place
dunng July 1978 June 1979 as part of the 33rd round of the National Sample Survey (NSS) whiie the
DME was undertaken as a separate survey three months iater by the Central Statistical Organisation In
October 1978 - September 1978

Conducted at the three-digit levei of National Industnal Classification (NIC)6 the surveys covered the
entire country excluding the rural areas of Nagaland and Chandigarh Sikkim Lakshadweep Dadra &
Nagar Haveli some part of Jammu & Kashmir parnt of Madhya Pradesh and Maharashtra Manipur
and Andaman & Nicobar islands in NDME and OAE a combined totai of 178 664 were enumerated
or about 2 2 percent of the estimated total of 8 13 million In the DME a total of 34 878 establishments
were enumerated or 10 4 percent of the estimated total of 334 896

Similar surveys were conducted five years later in 1984/85 based on the frame obtained from the
Second Economic Census (1980) The second NDME survey along with OAE was undertaken dunng
July 1984 to June 1985 as part of the fortieth round of the NSS and was followed three months later by
the second DME dunng October 1984 - September 1985 in these surveys the
outputtumover/receipts cnitenon that was used in the first round was dropped and distinction between
Directory and Non-Directory 1s now based on the number of employees only That 1s units with six or
more employees at least one of whom was hired on a famly regular basis were classified as DE
including establishments manufactunng bidi and cigar other than those covered in the ASI
establishments manufactunng bidi and cigar other than those covered in the ASI irespective of
whether they were registered or not under the Bidi and Cigar Act Likewise NDME is defined as those
with five or less employees at least one of whom Is a hired worker establishments with no hired
worker at all are classified as OAE

In the 1984/85 (along with OAE) survey a total of 135 998 enterpnses were canvased or 0 7 percent
of the estmated total of 19 2 milion Of this 75 percent were n rural areas and 25 percent in urban
areas Own-account enterpnses accounted for 89 percent of the total In the comresponding DME a
total of 31 739 units were interviewed or 6 7 percent of the estimated total of 474 882 Of this 377
percent were i rural areas and 62 3 percent in urban areas The geographic coverage of the second
surveys was essentially the same as in the first

5 defined as enterpnses not empioying hired workers at all

6

except for handicraits handioom and khad! which were classified at the four-digit level for identification purposes
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DATA LIMITATIONS AND ALTERNATIVES

21

23

None of the above data sets separately provide complete coverage of India's SSI To recapituiate
SIDOs data and censuses only cover units under its purview te the residual SSI in the modem
sector and are thus incompiete in their coverage Of those units under its purview only about two
thirds are reportedly registered information on the rest is just a rough estimate

ASl 1s also partial in its coverage as it only covers the larger spectrum of the SSI units that are
registered factones A further compiication is that in the publicity available results these units cannot be
distinguished from the rest of the sample except in the aggregates where the resuits are broken down
by employment and investment size No such distinction 1s made in industry-wise data To get around
this problem some researchers have resorted to the sample portion in 19823/83 Apart from therr
obvious datedness the data from the sampie roster have another senous iimitation in that the SSl s
necessanly defined in terms of employment size (49 or less if using power or 99 or less not using
power) rather than in terms of investment vaiue as 1t officiaily adopted thus making it less useful from
the policy point of view

Another commonly used proxy for SSI'S output 1s the value added of "unregistered/unorganised
sector” at the two-digit levei of NIC as reported 1n the National Accounts Statistics Based on DE NDE

and OAE 7 these represent net output of the unregistered units that are not covered by ASI However
as these establishments cover mainly those with ten or iess employees they represent the smaller
units of the SS! sector It should also be noted that as these surveys are conducted at five-year
intervals the national accounts figures for the unorganised sector for years other than 1978/79 and
1984/85 are essentially extrapoilations based i some cases (e g chemicals) on growth rates of
medium and large-scale enterpnses

7Ad1ubdformeshghtdlﬂmmmrefermpemdsfmmASlbymmmmgtwmmformempfamysedwhbwrfnm

64



Table A-1 Number of Manufacturing Establishments, their Employment, Emoluments, Output and Gross Value Added

1984-86 1989-90
Establishment Noof Units Employment Emoluments Qutput Gross Value Added | Noof Units  Employment  Emoluments Output Gross Value Added
(Million) {Million) (Rs Crore}  (Rs Crore) {Rs Crore) (Milhon) (Milhion) (Rs Crore) (Rs Crore) (Rs Crare)

A All Enterprises 19822 46 82 1202065 134540 37 697 15 606 40 251 2184454 284 972 70 966
| Factory Sector oog7 7872 10660 21 105 566 24942 0108 8143 18 408 88 230 659 52037
1 Non Factory Sector 19725 38948 1360 44 28974 12755 15 498 32108 343566 54313 18929

B Decentralised or VS| 19812 41 598 305278 50 506 16 666 15594 35181 723048 102 784 27121
1 Non Factory Sector 19725 38948 136 44 28974 12 755 15 498 32108 343566 54313 18 929
1 SSlin Factory Sector 0087 265 169234 21532 391 0096 3073 379482 48 471 8192

C Non S8l 1n Factory Sector 0010 5222 896787 84034 21031 0012 5070 1461406 182 188 43845

D Breakup of Non Factory Sector
1 DME 0475 4698 578 48 11574 3455 0567 5846 262100 27159 5840
1 NDE 2160 468 78196 6700 3300 1627 2546 81466 11 664 4816

i OAE 17090 257 10,700 6000 13304 23716 15,590 8273

Source
() Annual Survey of Industnes 1984-85 & 1989 90 Summary Results for Factory Sector (CSO)
@ Dwectory of Manufactunng Estabishments Survey Results of 1984-85 and 1989 90

(& Non Dwrectory Manufactunng Establishment Survey Resutls of 1984-85 and 1989 90
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Table A-2 Estimates of Number of Units, Empioyment and Production and Current Prices

Year Before Adjustinent After Adjustment
No of Unnts Production Empiloyment No of Units Production Employment
{Million) (Rs Crore) (Million) (Milon) (Rs Crore) (Million)

1987-88 158 87300 107 114 62 760 769
1968-89 17 106 400 113 124 77 070 82
198990 182 132320 11 96| 135 97 700 87
1690-91 196 186 340 1283 145 115 790 812
1991-92 208 178 700 1298 159 136 880 947

Source
SIDO and Second SS! Census (1987 88)

Asyusted figures by NCAER (1993) Table 32 P 56
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Table A-3a Gross Value Added in Indian Manufacturing (Rs Crore at 1980-81 prices)

1980-81 1981-82 1982-83 1983-84 1984-85 198586 1986-87 198788 1988-89 198980 1990-91 1991-92 1992-93 199394 1994 95

Total Manufacturing
Registered
Unregistered

% Share Unregistered

Growth Rate
Registered

Growth Rate
Unregistered

22143 24021
12640 13683
9503 10338
42 92% 43 04%
8 25%

8 79%

25643 28166 30004 31289 33555 36144 39253 44023 47186 46256 47797 50102 na
15026 17 197 18627 19125 20345 21888 24157 27689 29648 20559 30222 31741 na
10617 10969 11377 12164 13210 14256 15096 16334 175637 16697 17575 18 361 na
4140% 3894% 37 92% 3888% 3937% 3944% 3846% 37 10% 37 17% 36 10% 36 77% 36 656% na
982% 1445% 832% 267% 638% 758% 1037% 1462% 708% 030% 224% 503% na
270% 332% 372% 692% 860% 792% 6589% 820 737% 479% 526% 447% na

Table A-3b Gross Domestic Investment (Rs Crore at 1980-81 prices)

1980-81 198182 198283 198384 1984856 198586 1986-87 1987 88 198389 198990 199091 1991-82 199293 1993-94 1994-95

Total Manufacturing
Registered

Unregistered

4844 9002 8362 9041 8919 9076

2923 6777 6345 6739 6623 6688

1921 2225 2017 2302 2286 2388

8590 10459 17007 12264 14193 18820 10076 12475 16097
6049 7785 14100 8826 10635 9105 6583 9121 11618
2541 2674 2907 3438 3558 2715 3493 3354 4479

% Share Unregistered 39 66% 24 72% 24 12% 25 46% 2574% 26 31% 28 58% 2557% 17 09% 28 03% 2507% 14 43% 3467% 2689% 27 83%

Source National Accounts Statistics 1990 1994 and 1996 (CSO)
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Table A4 Share of Reserved Products in Total Output

2 Digit Industry Group No of Percentage No of Percentage
NIC Reserved Share min Reserved Share in
Code Products Output of Products Output of
Group Group
198788 1987-88 1972 1972
20821 Food Products 17 3585 0 0
22 Beverages Tobacco and Tobacco 1 020 0 0
Products
23 Cotton Textiles 0 0 0 0
24 Wool Silk and Synthetic Fibre 0 0 0 0
Textiles
25 Jute Hemp and Mesta Textiles 0 0 o] ¢]
26 Hosiery & Garments 31 80 11 0 Q
27 Wood Products 14 56 85 2 20 58
28 Paper Products and Printing 30 2479 0 0
29 Leather Products 17 46 86 2 1206
30 Rubber and Plastic Products 99 3082 7 3243
31 Chemicals and Chemical Products 166 2974 19 2655
32 Non metallic mineral products 39 14 47 8 2875
33 Basic Metal Products 14 418 0 0
34 Metal Products 131 42 62 62 49 08
35 Machinery and Parts except 55 8 83 2 3276
Electrical
36 Electrical Machinery and Parts 59 8 57 22 37 55
37 Transport Equipment ana Parts 102 23 80 48 8 58
38 Miscellaneous Manufacturing 68 3522 5 64 31
97 Repair Services 0 0 0 0
98 Services Not Elsewhere Classified 0 0 0 0
OT Other Services and Products 0 0 0 0
All Industries 843 29 36 177 2371

Source

Reports on Census of 5S! Units 1972 and 1987 88 respectively

Reproduced from Ramaswamy (1994) Table A 10
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Table A-5 Average Size of Smali industry in 1972 and 1987-88

ltem 1972 1987-88 % Change in 1987-88 over 1972
Investment in Fixed Assets (Rs Thousand Book Value 57 50 -12
1972-73 prices
Investment in Plant and Machinery (Rs Thousand 38 30 21
Onginal Value 1972-73 prices)
Gross Production (Rs Thousand 1972 73 Prices) 186 232 25
Net Value Added (Rs Thousand 1972 73 Prices) 60 58 -8
Employment (Number Lakh) 12 6 50
Source

Reports on Census of SSI Units 1972 and 1987 88 respectively

Table A-6 Selected Rahos in Smail Industry in 1972 and 1987-88

Item 1972 1987-88 % Change in 1987-88 over 1972
Production / Investment in Fixed Assets 327 462 4
Net Value Added / investment in Fixed Assets 108 11 38
Output per worker (Rs Thousand) 157 369 135
Net Vaiue Added / Investment in Fixed Assets / Worker 509 8 81 73
Employment/ Rs 1 Lakh investment in fixed assets 208 125 -40
Investment in Fixed Assets / Worker (Rs Thousand) 48 09 78 83 66
Source

Reports on Census of SSI Untts 1972 and 1987 88 respectvely
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Table A-7 Productivity and Relative Efficiency

Product Category & NIC Number Gross Value Added/ Empioyee Gross Value Added/
{Rs 000) Productive Capital

Smait Large Total Smail Large Total
Manufacture of Dairy Products (201) 1382 3038 2768 042 038 038
Gratn Mill Products 7 94 29 39 936 036 033 035
Mfg of Other Edible Oils (211) 15 50 4099 2093 035 040 037
Printing Dyeing /Bleaching
Cotton Textiles (232) 14 14 2089 1710 065 g76 071
Spinning Weaving & Textile Firishing(247) 2147 3848 3576 077 045 047
Manufacture of Knitwear (260} 2263 49981 2713 058 072 062
Mfg of all types of Garments (264) 2027 1714 1967 111 112 111
Pnnting & Publishing (285) 1522 2280 2041 084 06g 072
Manufacture of Footwear (291) 14 07 1327 1366 085 049 0862
Mfg Drugs & Medicines (313) 3077 6087 50 31 080 058 062
Mfg of Structurai Clay Prod (320) 602 2755 1004 070 038 0650
Foundaries for Casting iron & Steel (331) 14 16 2997 2422 057 038 041
Mfg of Fabricated Metai Prod (340) 2107 4756 3241 072 078 075
Mfg of Structural Metal Products (341) 18 66 3685 2446 083 048 062
Mfg of Handtools & Gen Hardware (343) 15 18 3370 2508 055 053 054
Mfg of Metal Utensiis (345) 16 28 4860 *896 048 092 053
Mfg of Electnical/industnal
Apparatus & Parts (360) 20863 6065 5314 052 065 083

Product Category & NIC Number Productive Relative
Capital/ Efficiency
Empioyee Index
{Rs 000)

Small Large Total Smail Large Total
Manufacture of Dairy Products (201) 3187 7964 7108 077 104 100
Grain Mill Products (204) 2202 8776 2638 094 153 100
Mfg of Other Edible Oils (211) 44 91 10272 5724 089 126 100
Pninting Dyeing/Bleaching
Cotton Textiles (232) 2160 2746 2417 087 115 100
Spinning Weaving & Testile Finishing (247) 27 68 8528 7609 110 100 100
Manufacture of Knitwear (260) 38 83 6938 4386 091 132 100
Mfg of all types of Garments (264) 18 29 1524 17 61 101 096 100
Printing & Publishing {285) 18 03 3289 2821 087 106 100
Manufacture of Footwear (291) 16 50 2707 2188 117 088 00
Mfg Drugs & Medicines (313) 38 37 10451 8131 092 106 100
Mfg of Structural clay Prod (320) 8 58 7107 2023 089 153 100
Foundaries for Casting Iron & Steel (331) 24 95 7809 5876 086 109 100
Mfg of Fabricated Metal Prod (340) 29 36 6126 4302 080 121 100
Mfg of Structural Metal Prod (341) 22 51 7640 3969 103 107 100
Mfg of Handtools & Gen Hardware (343) 27 59 6357 4684 076 118 100
Manuiacture of Metal Utensiis (345) 3396 5276 3552 088 200 100
Mfg of Electncal/lndustriai
Apparatus & Parts (360) 38 50 9397 8375 060 107 100
Source

The data ts drawn from the 1984-85 ASI broken down by state Smal is classifed as units with investment in plant and machinerv upto Rs
20 lakh and farge for those units with plant and machinery exceedng Rs 20 lakh
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Table A-8 Estimates of Technical Efficiency

Technical Efficiency Index (All = 10)
NIC CODE (3-digit} Constant Ink Ini Ad} R2 F Stat Return to Scale Large Small All Large Smalil No Obser

201 Manufacturing of datry products 080 022 100 080 3720 121 a72 0e0 Q65 111 092 19
(074 (109) (334)

204 Grain mill products 187 058 024 065 3050 082 052 061 056 093 109 33
(188) (255) (137)

211 Manufacture of other edible oils 278 020 074 047 1143 093 0786 0853 050 152 106 25
(137) (65) (223

232 Printing dyeing & bleaching of cotton textiles 032 066 040 096 21880 105 095 092 093 102 099 20
(55) (490) (286)

247 Spinning weaving firishing of other textiles 056 060 045 0 639 40 105 090 0g8 094 096 104 20
(186) (751) 417)

260 Knithing mills 056 064 056 oAn 63 60 121 065 078 074 088 105 13
( 51) 24) (183)

264 Manufacture of all types of garments 006 057 os8 085 3240 115 071 070 070 101 100 12
( 09 (145) (153)

285 Printing and publishing 139 009 106 097 47720 115 094 092 0e3 101 09 32
(411) (103) (1027)

313 Manufacture of drugs and medicines 030 069 045 091 158 00 114 084 076 079 106 096 29
(49) (515) (2 76)

320 Manufacture of structural clay products 200 066 015 072 3210 082 080 078 079 101 09 25
(180) (6 40) (133

331 Foundries for casting and forging ron/steel 083 045 076 094 25580 120 088 78 082 107 095 34
( 76) (3862 (598)

340 Manufacture of fabricated metal products 058 062 048 090 126 70 117 082 075 077 106 097 28
( 69) (315) (191)

341 Manufacture of structural metal products 098 025 092 095 22580 117 101 oes 091 111 ao7 25
(235) (366) (10 44)

343 Manufacture of handtools and general hardware 037 058 058 096 33720 116 104 087 092 113 095 26
( 70) (550 529

345 Manufacture of metal utensils 072 040 090 086 6520 130 121 oes 074 164 0oz 22
(54 (123 (259)

360 Manufact of electr inds apparatus and parts 035 075 036 097 41800 110 094 ogs 090 104 0c8 25
( B1) (589) (218)

Remarks
() Figures n paranthesis are t statistics

(v) Efficiency index 1s ratio of technical efficiency of ane class of firms over sample average
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Table Total Number of Manufacturing Establishments, Their Employment, Emoluments, Outpur and Gross Value Added

1984-85 1989 90
Establishments Number Employment Emoluments Output GVA Number Employment Emoluments Output GVA
{Lakh) (Lakh) (Rs Crore) (Rs Crore) (Rs Crore) (Lakh) (Lakh) (Rs Crore} (Rs Crore} (Rs Crore)

A All Enterprises 198 22 46820 1202065 134 540 37697 15606 402 51 21844 54 284 972 70,966
1 Factory Sector 097 7872 10660 21 105 566 24 942 108 8143 1840888 230 659 52 037
# Non Factory Sector 197 25 389 48 1360 44 28974 12755 154 98 32108 343566 54 313 18 929

B Decentralised of VSI 198 12 41598 305278 50 506 16666 15594 35181 723048 102784 27121
1 Non Factory Sector 197 25 389 48 136 44 28974 12755 15498 32108 343566 54 313 18 929
n SS!in Factory Sector 087 26 50 169234 21532 3911 096 3073 3794 82 48 471 8192

C Non S8t in Factory Sector 010 52 22 8 967 87 84 034 21031 012 5070 1461406 182 188 43 845

D Break up of Non Factory Sector
1 DME 475 46 98 578 48 11574 3 455 567 58 46 262100 27 159 5840
n NDE 2160 46 80 781 96 6 700 3 300 16 27 2546 814 66 11 564 4816
m OAE 170 90 295 70 10 700 6000 13304 237 16 15 590 8273

Source

(1) Annual Survey of Industries 1984-85 & 1989-90 Summary Resulits for Factory Sector (CSO)
(1) Directory of Manufactoring Establishments Survey Results of 1984 85 & 1989-90

(i) Non Directory Manufactoring Establishment Survey Results of 1984 85 & 1989 90
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