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1. THE CONCEPT

INTRODUCTION

The small-scale industrial sector has emerged as a dynamic and
vibrant sector of the economy during the eighties. At the end of the Seventh
Plan period, it accounted for 35 per cent of the gross value of output in
the manufacturing sector and over 40 per cent of the total exports from
the country. It also provided employment opportunities to around 12.6
million people.

The small-scale industries have acquired a unique and important
place in the Indian economy. More importantly, in the pre-industrial
revolution era, they thrived and contributed significantly to the economy
of the country. Then the next question arises: What are these industries?

Types of Small-scale Industries

In the post-independence era, the government began to encourage
small-scale industries since 1954. The government set up six statutory
boards to promote the following groups of industries:

(1) Khadi and Village Industries;

(2) Handlooms;

(3) Handicrafts;

(4) Silk;

(5) Coir; and

(6) Modern small-scale industries.

Although each of these categories is small in size, organization, all
are not included in the concept of small-scale industries. Yet, the planners
consider all of them as one group as a Village and Small Industries (VSI)
sector. Table 1.1 gives their contribution to the economy. The aggregate
production of the VSI sector has been placed at Rs. 2,14,882 crores.

They provided employment to 458.7 lakhs people and the value of exports
is estimated at Rs. 27,183 crores in 1992-93.

SMALL ENTERPRISES

A formal definition of small enterprises has a wide range, a
widely accepted norm is that firms employing 10 to 93 workers is a
small enterprise. This definition, however, ,does not fit easily into the
definitions adopted by the Government of India.

Modern industries are also grouped into two – SSI units



The second SSI Census reveals that only 43,858 units (7.53 per
cent of units) were registered under the Factories Act and shared 14
per cent of employment. While per unit employment in factory units
was 25 persons, it was only 5 persons in non-factory units. Similarly,
output per unit of investment, output per person employed, gross value
added per unit of fixed assets and net value added per unit of investment
were nearly double in units registered under the Factories Act than
other unregistered units. In fact, factory units are viable and as such
units have to be encouraged in the small sector.

The small-scale industries are now defined in terms of investment
in plant and machinery.

Categories of Small-scale Units

The small-scale industrial units have been categorised as under:

(1) Small-Scale Industrial Units: Undertaking having
investment in fixed assets in plant and machinery not exceeding Rs.
60 lakhs. In the case of units which undertake to export at least 30
per cent of the annual production by the end of the third year of its
existence, the investment limit is Rs. 75 lakhs.

(2) Ancillary Units: Under takings having an investment in
fixed assets in plant and machinery not    exceeding Rs. 75
lakhs and engaged in:

(a) The manufacture of parts, components, sub-assemblies, toolings
or intermediates;

(b)  the rendering of services and supplying or rendering or propose
to supply or render at least 30 per cent of their production or the
total servicing, as the case may be, to other units for production
of their articles.

Provided that no such undertaking referred to (1) and
above shall be a subsidiary of or owned or controlled by any
other undertak-ing. The investment in fixed assets in plant and
machinery may be held on ownership basis, lease or by hire-
purchase.

    (3)  Tiny Enterprises: With investment in fixed assets in plant
and machinery of Rs. 5 lakhs, irrespective of the location of the unit.

 (4) Small Service Establishment: Personal or household
service oriented enterprises in urban, semi-urban or rural areas for
which in-vestment in fixed assets in plant and machinery does not
exceed Rs. 5 lakhs.

Here, investment is the only criterion. That, too, only plant and
machinery. As such, a good number of medium industries with leased

machinery have registered themselves as small-scale industries. The
concept of labour or energy is not given weightage.

Again, the investment criterion varies from a few thousand to Rs.
75 lakhs.

According to the level of investment in fixed assets, investment in
plant and machinery, 82.8 per cent of the units covered had investment in
plant and machinery of less than Rs. 1 lakhs (original value) (The Second
551 Census). Investment in plant and machinery formed 37.7 per cent of
the total fixed investment. Investment in land and building accounted for
62.3 per cent and 83.6 per cent of the units are having investment in fixed
assets of less than Rs. 2 1akhs.

It defies logic that in a sector where 90 per cent of the units have
investments below Rs. 5 lakhs, the investment limit has been raised
continuously. On whose behalf is that done? Obviously, for one or two
per cent of the top large units in the small sector. Moreover, there is no
enforceable penalty on the large-scale units poaching into areas reserved
for small sector, which makes reservation redundant.

The reason given for raising investment limit is that the small-scale
units should grow to exploit the economies of scale. But in reality, SO per
cent of the small-scale units have remained  below Rs. 2 lakh-level because
they are funded out of the internal resources of the owner.

Units with less than Rs. 2 lakh investment get less than one per cent
of their resource needs funded through institutional credit.

For units between an investment level of Rs. 2 lakh and Rs. 5 lakh,
30 per cent of the credit needs come from the institutional credit. But the
top five per cent of the units command most of the institutional credit
reserved for the small sector.

A study by S.K.Goel shows that large units have set up small units
to poach on the resources of the small-scale sector to get guaranteed
credit.



Many units with less than Rs. 2 lakh investment actually meet the
local demand of low-priced items for low-income group. .

What is more intriguing is that the small-scale industry concept also
includes activities like servicing, repairing, etc. They, in fact ac-count for
over 14.3 per cent of the total units, contributing a fraction towards
production. The main activities of 55I units are:

       (a) Manufacturing/Assembling: In manufacturing activity, the basic
raw materials  are subjected to undergo a series of different
opera-tions/processes using the plant and machinery and/or
manpower available and end products (at finished or semi-finished
stage) are

obtained, whereas in assembling the various parts and accessories,
sub-assemblies, components etc. brought from outside are as-sembled to
get the end products. Broadly, in manufacturing, products are manufactured
entirely in the same premises. .

    (b) Processing: Processing activity is the same as that of
manufactur-ing/assembling, excepting that in processing activity,
manufac-turing or assembling is undertaken by a unit on behalf
of other parties on payment. But then major raw materials are
supplied by the parties themselves.

       (c) Job Work: Job work means a part of manufacturing process
like milling, grinding, polishing, shaping, electroplating,
galvanising, heat-treatment etc., undertaken by a unit on behalf
of another unit on payment basis. .

(d) Servicing: Servicing means to maintain or improve the working
condition of any machine, equipment, appliances etc. (service
oriented activities like cold storage, data processing, scientific
ser-vices etc. have also been classified under this activity).

        (e)  Repairing: Repairing means the process of restoring something
defective to good working condition.

The unregistered sector on an average, contributes about 39 per
cent to the GDP. Yet, there is no system of regular collection of data.



The term “industry” connotes manufacturing, assembling and
processing. As such, all manufacturing activities, both modern and
traditional, will be brought under the single concept of “small-scale
industries.” This integration is vital for its growth. The real small-scale
entrepreneur is the owner of a tiny unit, well within its investment ceiling
of Rs. 5 lakhs in plant and machinery. Such entrepreneurs com-prise a
massive 95 per cent of the population of the sector. Yet, the government
has continued to display an unabashed bias in favour of the minuscule
five per cent of the population. How else can one view the upward revision
of investment ceiling every now and then?

It is, therefore, suggested to split the present unwieldy small-scale
sector into two: creation of a craft sector for cottage and tiny units with
a fixed investment in plant and machinery up to Rs. 5 lakhs, and a merger
of the larger of the small-scale units with the medium scale to be desig-nated
as small and medium scale sector.

In fact, the correct and logical thing that the government should
have done a long time back was to have drastically reduced the upper
investment limit for small-scale industry in its definition. Instead, the
government, obviously under pressure from powerful vested interests,
has been raising this ceiling. The concept should also include the labour
component.

CONCLUSIONS

The concept of small-scale enterprises as it is prevailing in the country
today is ambiguous and far from relativity. It needs reorienta-tion and
proper direction for its healthy development. To make the concept of
small-scale industries pragmatic and practical, it may be grouped into
three categories:

(i)    Ancillaries: Investment up to Rs. 150 lakhs in P&L, employing
up to 100 to 150 people.

(ii)  Small Medium Sector: Investment up to Rs. 100 lakhs in
P & L, Employing between 50 and 100 People.

(iii)  Small Industry: Investment up to Rs. 5 lakhs, employing less
than 50 people.

All these industries should be compulsorily registered with the
Director of Industries and accountable for their activities. This is suggested
so that they are organised on

a sound basis to meet the global as well as domestic competition and
emerge successful.

ENTREPRENEURIAL CULTURE

The entrepreneurial culture is broadly described as collective skills,
shared values, and beliefs. It is evidenced by organisational policies,
performance, established norms, and limits of behaviour. Entrepreneurial
culture often appears static, since it sometimes chan-ges slowly.

The culture may be strong or weak relative to its influence on
performance. Undue emphasis is often placed on conformance to
established norms, rather than innovation. Norm-based, rather than criteria-
referenced or performance-based, strategies are probably the most insidious
concept ever fostered. Witness the effect this has had on basic education,
where emphasis on the norm has produced increasingly less suitable
product.

Continuous improvement requires the instant upgrade of pre-viously
accepted minimal performance standards. Meaningful as-sessments of
performance are therefore a vital part of this improvement cycle.

The entrepreneurial culture must first recognise this need for and
then encourage continuous improvement. Performance assess-ments are
necessary to measure and evaluate progress towards goals and objectives.
The entrepreneurial culture that emphasises conform-ity, hinders
innovation, discourages bad news, or fails to recognise problems is a
poor medium for the growth of an effective quality and productivity
improvement programme. Yet it is these organisations that need it the
most.


