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“Learn from the past, be prepared for the future, and live in the present”
As we move from modernity to cybernity, the dawn of a new age is on the horizon. In the

new age, established theories, frameworks and concepts are under challenge and a fresh breeze of
discourse is blowing. In the developing economy like ours, the importance to Computerized
accounting has been acknowledged by all, specially when optimum utilization of resources like
time, is the crying need of the day.

It gives me great pleasure to present this first edition of “E-Business and Accounting” book
which has been presented reader-friendly manner. This is the first book available on the subject
covering the syllabus as prescribed by the Bangalore University for the fourth semester B.Com
degree course.

A distinct feature of this book is that, it provides a penetrating and comprehensive analysis
of the concepts, methods, steps and techniques in a simple and lucid style. The book covers the
theoretical, practical and applied aspects of Accounting on Tally as far as possible in a clear and
simple manner. Every effort has been made to give illustrations for the lucidity

Being student friendly, is the unique feature of this book. The subject matter has been presented
systematically which can enable the reader to master the topics covered, without any additional
guidance. Authoer

Complete care has been taken to make the book error free. However, mistakes might have
crept in advertently. Readers finding any error with regard to accounting treatment or calculations
are requested to bring it to our notice for enabling us to rectify them in our future editions.

I am grateful to Sri.Niraj Pandey and Sri.Vijay Pandey of Himalaya Publishing House,
for providing me this opportunity of sharing my knowledge with you.

I also owe my gratitude to Mr.S.Madhu of Sri Siddhi Softtek, for his excellent DTP work.
My acknowledgements are also due to Mrs.Chitra Mariyappa, without whose support and

sacrifice, this work wouldn’t have been completed by the deadline.
Finally, my acknowledgement are due to the Almighty who has blessed me with the

knowledge, required for writing this book.
Mariyappa. B

PREFACE

Significant feature of the Indian economy since independence is the the rapid growth of the
small industry sector. The Industrial Policy Resolution of 1956 states that “small-scale industries
provide immediate large-scale employment; they offer a method of ensuring a more equitable
distribution of national income and they facilitate an effective mobilization of resources of capital
and skill which might otherwise remain unutilized. Some of the problems that unplanned urbanization
tends to create will be avoided by the establishment of small centre of industrial productions all over
the country”.

In many developing countries, manpower is relatively abundant. It is, therefore imperative that
their full and effective utilization should become a focal point of socio-economic policies Emphasis
has to be laid on small-scale industry to absorb the surplus manpower in these countries.

This book covers the impact of new economic policy, viz., LPG on small-scale industries,s the
problems which are faced by SSI and measures to overcome the problems of SSI.

        Author
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2 Impact of Globlisation on Small-scale Industry

1.1  INTRODUCTION

The Industrial Policy Resolution of 1956 states that “Small-scale Industries provide
immediate large-scale employment; they offer a method of ensuring a more equitable distribution
of the national income and they facilitate an effective mobilization of resources of capital and
skill, which might otherwise remain  unutilized.  Some of the problems that unplanned urbanization
tends to create will be avoided by the establishment of small center of industrial productions all
over the country.”

Significant feature of the Indian economy since independence is the rapid growth of the
small industry sector.

India is often described as developing country. The term developing (underdeveloped)
implies that the resources – human and material – of the country have not been properly
harnessed with the result that the people have to live in a vicious circle of poverty. They are
under-fed and physically weak and their working capacity is low. “Underdevelopment” implies
that the level of real income and capital per head of population is low as judged by the standards
in developed countries of North America and Western Europe. In underdeveloped countries,
there is no large-scale application of the fruits of scientific and technological advances to
agriculture and industry. Subsistence production is generally important for the people, the markets
are comparatively and manufacturing industry is usually unimportant.

In many developing countries, manpower is relatively abundant.  It is, therefore, imperative
that their full and effective utilization should become a focal point of socio-economic policies
Emphasis has to be laid on small-scale industry to absorb the surplus manpower in these countries.

The concept, ‘small-scale industry’ covers a wide range of activities; and its definition
changed from time to time. The latest definition of small-scale industries is quite broad-based.
All industries with a capital investment of ` 1 crore in plant and machinery are classified as
small-scale industries. The smaller units with a capital investment of ` 75 lakhs in plant and
machinery are classified as tiny units. Units with a capital investment in plant and machinery
varying between ` 20 lakhs and ` 25 lakhs are classified as ancillary industries.

1.2  IMPORTANCE OF SMALL-SCALE INDUSTRIES

Apart from their inherent usefulness in terms of numerical superiority, Small-scale industries
play a vital role in the economic growth of developing countries as discussed below:

(i) Utilization of Resources

Small-scale industries facilitate the tapping of resources, which otherwise, would remain
unused. These resources include entrepreneurship, capital which may otherwise remain idle,
or which may be spent on luxuries or channeled into non-productive ventures.
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(ii) Employment Generation

Since they are fairly labour-intensive, small-scale industries create employment opportunities
at a relatively low capital cost. In India, there is basic problem of absorbing the surplus manpower
in non-agriculture and providing additional employment opportunities for the growing population.

(iii) Generation of Foreign Exchange

Small-scale industries facilitate substantial foreign savings and earning.  A wide range of
consumer and simple producer goods, now being imported, can be economically produced
domestically on a small-scale basis as long as adequate facilities are provided.  Besides, the
SSI sector now produces more than 5000 products and has emerged as major supplier of a
large number mass consumption items making significant contribution in saving precious foreign
exchange.1

(iv) Diversification of Industrial Structure

Small-scale industries contribute significantly to the strengthening of the industrial structure
and many more articles can be produced economically by the small-scale than that of
large-scale industries.

(v)   Entrepreneurial Development

Small-scale industries serve as seedbeds of entrepreneurship. They serve the developing
economy not only by their output of goods but also by functioning as a nursery of entrepreneurial
and managerial talent. This role of Small-scale Industries is of decisive importance in any
economy, where the industrial structure consists of a few large-scale and medium-sized ones
on the one hand, and of large numbers of traditional industries such as artisan units, handicrafts
and cottage industries on the other.

(vi) Regional Development and Industrial Dispersal

The concentration of industrial and other activities had given birth to the phenomenon of
the so-called pockets of development where economic and social change is achieved at much
faster rate than in the outlying rural districts.

This trend, although predominant, can be checked and corrected through the establishment
of Small-scale Industries. For one thing, such industries lead to the creation of employment
opportunities on a dispersed basis not only in large cities and towns but also in smaller towns
and far-flung regions.  The establishment of Small-scale Industries would, therefore, make it
possible for us to reverse the current trend of the migration of the people from rural to urban
areas.

Development of Small-scale Industries during Plan Period

Till independence, only cottage industries, village industries, rural industries or agro-based
industries were considered to be small industries. The National Planning Committee, set up in
1938 under the chairmanship of Pandit Jawaharlal Nehru, constituted a panel to study this
problem. With the dawn of the planned era in the country, the Government has been following
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a policy of promotion as well as protection of the small industries sector but the protection
would be gradually reduced as and when promotional activities begin to produce results.

First Five Year Plan (1951-56)

In the First Plan, a major step taken for the development of village and small-scale industries
was the establishment of All India Boards to advise and assist in the formulation of the programme
of development of Small-scale Industries, including sericulture and coir. Although during the
Second World, small industries were set up throughout the country to meet the defense
requirements, a number of these disappeared totally or partially at the end of the war.
The first plan attempted to indicate some of the problems which were involved in formulating
substantial development programmes for small industries and handicrafts, and divided small
industries into three groups, viz., those which exist independently; those integrated, stores,
purchase and replacement of imports were mentioned as the two directions in which the demand
for products of small-scale production, establishment of new township as in the river valley
projects, and training research and finance – these were the issues is that were stressed.

Second Five Year Plan (1956-61)

The total outlay on Small-scale Industries in the Second Plan was ` 180 crores as against
` 43 crores in the First Plan. A number of new programmes were organized and steps were
taken to provide a more assured market for the products of some of the industries. Reservation
of the production of certain varieties of cloth and certain types of implements, prohibition of
further expansion in certain large-scale industries like vegetable oils, rice milling, leather
footwear, match etc. and the laying down of separate targets of production for the small-scale
and the large sectors of certain industries like bicycle and sewing machines were some of the
steps taken.

In the period of the Second Plan, marketing conditions for some of the Small-scale Industries
improved following the intensification of import restrictions. Programmes for Village and Small
Scale Industries and problems connected with their implementation were reviewed by the Karve
Committee on the Village and Small-scale Industries (Second Five Year Plan) that was appointed
by the Planning Commission in June 1955. The programme evolution organization made a study
of rural industries in selected community development blocks. In spite of shortages of certain
basic raw materials, many small industries – notably machine tools, sewing machines, electric
fans and motors, bicycle, builder’s hardware and hand tools – expanded considerably at the
rate of 25 per cent to 50 per cent per annum. The number of registered companies, with
authorized capital of less than ` 5 lakhs each and engaged in processing and manufacturing,
increased by 1,160 during 1957-1961. Sixty industrial  estates were completed, and the
programme for Small-scale Industries as a wide provided full-time employment to 3 lakh persons.
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Third Five Year Plan (1961-1966)

The main objectives of the Third Plan in regard to the programmes for village and
small-scale industries were:

(i) To improve the productivity of the worker and reduce production costs by placing a
relatively greater emphasis on positive forms of assistance, such as improvement in
skill, supply to technical advice, better equipment and credit, etc.

(ii) To reduce progressively the role of subsidies, sales, rebates and sheltered market,
(iii) To promote the growth of industries in rural areas and in small towns,
(iv) To promote the development of small-scale industries as ancillary to large industries,

and,
(v) To organize artisans and craftsmen on co-operative lines.
In the Third Plan (1961-66), a total outlay of ` 264 crores was proposed for programmes

of village and small industries, made up to ` 141 crores for schemes of the States and Union
territories and ` 123 crores for the Centre and centrally sponsored programmes and schemes.
In addition, ` 273 crores were expected to be invested from private sources, including banking
institutions, and ` 20 crores on the programmes of community development, rehabilitation of
displaced persons, social welfare and welfare backward classes.  Part-time and fuller employment
was envisaged for 8 million persons and additional full-time employment for 6.3 lakh persons
during the Third Plan.

Fourth Five Year Plan (1969-1974)

The Fourth Plan (1969-1974) proposed a total outlay of ` 370 crores in the public sector
for the development of village and small  industries, exclusive of the outlays on the development
of these industries in the programmes for community development, rehabilitation of displaced
persons and development of special areas.  About ` 400 crores were expected to be invested
from private sources, including banking institutions. Thus, a total outlay of nearly ` 800 crores
was expected to be available for Smal-lscale Industries under the Fourth Plan.

The main programmes during the Fourth Plan were to entrust the work of administration
of credit facilities under the State Aid to Industries Act, training and common service facilities,
quality marketing and consolidation of the Industrial Estates Programmes to the States.  The
Central Government continued to implement schemes related to industrial research, industrial
extension services, and supply to machines on hire-purchase terms etc.

Fifth Five Year Plan (1974-79)

A significant large number of persons, dependent on traditional industries like handloom,
sericulture, coir, khadi and village industries, living below the poverty line, live mostly concentrated
in rural and backward areas, some of them belong to the backward classes.  Therefore, the
principal objectives of the programme for the development of different small industries in the
Fifth Plan were to facilitate the attainment of some of the major tasks for the removal of
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poverty and inequality in the consumption standards of these persons through the creation of
large-scale opportunities for fuller and additional productive employment and improvement in
their skills so as to increase their level of earnings. Furthermore, the programme was reoriented
to set up the production of some of the basic and essential articles for the masses and of the
products, which have a larger potential for exports. Taking into account the shortcomings in the
implementation of the programmes during the Fourth Plan period and the recommendations of
the Task Forces set up in connection with the formulation of the programmes for these industries,
the broad strategy of the programme was to:

(a) Develop and promote entrepreneurship and provide a “package of consultancy
services” so as to generate the maximum opportunities for employment, particularly
self-employment;

(b) Facilities a fuller utilization of the skills and equipment of the persons already engaged
in different small industries;

(c) Progressively improve the production techniques of these industries so as to bring
them to a viable level;

(d)   Promote these industries in selected growth centers in semi-urban and  rural areas,
including backward areas.

Sixth Five Year Plan (1980-85)
The Sixth Plan marks a significant stage in the development of small-scale industry. The

promotion of Village and Small-scale Industries will continue to be an important element in the
national development strategy because of its very favourable capital-output ratio and high
employment intensity. During the Sixth Five-Year Plan, the programmes for the village and
small industries sector were framed with the following objectives:

(i) Improvement in the levels of production and earnings, particularly in the earnings of
artisans, by upgrading skills and technologies and producer-oriented marketing.

(ii) Creation of additional employment opportunities on a dispersed and decentralized
basis.

(iii) Ensuring a significant contribution to growth  in the manufacturing sector  through,
inter alia,  a  fuller  utilization  of existing installed capacities.

(iv) The establishment of a wider entrepreneurship base by providing appropriate training
and a package of incentives.

(v) Creation of a viable structure of the village and small industries sector so as to
progressively reduce the role of subsidies.

(vi) Expanded efforts in export promotion.

In the light of the above objectives, the policy support for the development programmes
relating to village and small industries during the Five Year Plan would be along the following
lines:
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(i) Integration of the promotional programmes in the sector with other area development
programmes and the adoption of a cluster approach, particularly for the traditional
industries.

(ii) Restructuring of the organizational base at the district level to make it more effective
and result-oriented.

(iii) Development of appropriate technologies and skills, their effective extension and
transmission.

(iv) Increased availability of raw materials, including the creation of buffer stocks,
particularly of critical raw materials.

(v) Accelerated flow of institutional funds, especially in favour of artisans, village
industries and tiny units, and the rationalization of the interest rate structure.

(vi) Organization of producer-oriented marketing both within and outside the country.

(vii) Selective reservation of items for exclusive production in and purchase from the
collage and small industries,

(viii) Effective promotion of ancillary.

(ix) Strengthening and extension of the co-operative form of organization, particularly
for the cottage and tiny units.

(x) Building up of sound database to facilitate proper policy formulation and evaluation.

As a major contributor to the planned growth of employment, the small-scale sector will
receive a very high priority. The development effort will be mounted on many fronts. If necessary,
certain products will be reserved for manufacture exclusively in the small-scale sector, and
excise duty differentials will ensure that the products of the small-scale sector are cheaper for
the public than similar products manufactured by the small-scale sector.

To ensure a co-ordinated growth and minimize the number of contact points, District
Industries Centers will be set up. The transfer of research and technology to this sector will be
given much greater impetus. As for credit, the possibility of extending the margin money scheme
will be considered. In the marketing of products, a major effort will be mounted to remove the
middleman and to provide, through the co-operative sector, a remunerative outlet for the products
of cottage industries. Steps will be taken to enhance the provision for training, technical
assistance and other facilities.

The outlay on Village and Small-scale Industries was stepped up from ` 535.03 crores in
the Fifth Plan to ` 1,780.45 crores in the Sixth Plan. Production targets for this sector have
also been stepped up from ` 33,510 crores to ` 49,235 crores. Moreover, this sector is expected
to create additional employment of 90 lakhs, raising the total to 326 lakhs. Exports are expected
to increase from ` 2,225 crores in 1979-80 to ` 3.685 crores. It has been estimated that the
total exports during the Sixth Plan would be of the order of about ` 15,500 crores.
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The outlays for the development of Small-scale Industries in the successive FiveYear
plans are shown in the table.

Table 1.1

The Outlays for the Development of Small Scale Industries in the
Successive Five Year Plans

(` in crores)

* Includes industrial estates also
Source: Development of SSI, M. Laxmi Narasaiah, p. 14.

A glance at the reveals that the total outlay of ` 616.10 crores for the development of
Small-scale Industries during the Sixth Plan is significantly high

1.3  SMALL-SCALE INDUSTRY AND INDUSTRIAL POLICY RESOLUTIONS

A study of the industrial policy documents reveals that Small-scale Industry has been
assigned an important role throughout the period since Indian political independence. Thus, for
example, protection and promotion of Small-scale Industry has all of the industrial policy
documents. The policy statements also indicate the lines on which the Government has been
taking or contemplating concrete steps.

Referring to the Industrial Policy Resolutions may highlight the point.

1. Industrial Policy Resolution, 1948: The Industrial Policy Resolution 1948 aimed at
balanced growth of different manufacturing sectors and envisaged co-existance of large, small
and cottage industries. An emphasis was laid on the development on cottage and small-scale
industries.2 This policy resolution recognized the fact that cottage and small-scale industries
have a very important role in the national economy, offering as they do give scope for individual,
village or co-operative enterprise, and means for the rehabilitation of displaced persons. These

Plan Period Small-scale Industrial Total
Industries Estates

First Plan 1951-56 5.20 NA 5.20

Second Plan 1956-61 44.40 11.60 56.00

Third Plan 1961-66 90.91 22.15 113.06

Annual Plan 1966-69 45.90 7.58 53.48

Fourth Plan 1969-74 80.46 15.73 96.19

Fifth Plan 1974-79 221.74

Annual Plan 1979-80 104.81
Sixth Plan 1980-85 Financial break-up not available 616.10
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industries are particularly suited for the better utilization of local resources and for the
achievement of local self-sufficiency in respect of certain types of essential consumer goods
like food, cloth and agricultural implements. The healthy expansion of cottage and small scale
industries depends upon a number of factors like the provision of their produce, and where
necessary, safeguards against intensive competition by large-scale manufacturing as well as
on the education of the workers in the use of the best available technique.

Table 1.2

Performance of SSI in India

 Source:  Development Commissioner (SSI), Ministry of Small-scale Industries, Government of India.

In the above table for 12 years (from 1991-2003), the small-scale units have grown from
19.48 lakhs to 35.72 lakhs. The investment has shown a growth upto ` 90.450 billion, while
employment increased from 12.53 million to 19.965 million. Exports have grown from 96.64
billion to 860.12 billion. The strong argument in favour of small-scale industries is that of
absorption of surplus labour.

The rate of growth of small-scale sector during 7th Five Year Plan (1985-90) shows
tremendous growth potential.

Year No. of units Fixed    Production Employment  Export
(millions) investment       (at current prices Nos.in million   (` billion)

(at current prices ` billion)
` billion)

1990-91 1.948 N.A. 1553.4 12.53   96.64

1991-92 2.082 N.A. 1786.99 12.98     138.83

1992-93 2.246 N.A. 2093.0 13.406 177.84

1993-94 2.388 35.376 2416.48 13.938 253.07

1994-95 2.571 40.799 2988.86 14.656 290.68

1995-96 2.658 49.620 3626.56 15.261 364.7

1996-97 2.803 54.698 5206.5 17.158 489.79

1999-00 3.212 72.633 5728.87 17.85 542.00

2000-01 3.312 79.703 6390.24 18.564 697.97

2001-02 3.442 84.329 6903.16 19.223 712.44

2002-03 3.572 90.450 7420.21 19.965 860.12
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Table 1.3
Role of Growth of SSI

Source: Compiled from Data in 8th Five Year Plan (1992-97).

A number of policy statements on industrial development have been made by the Government
of India after independence, starting with the Industrial Policy of 1948. The first two industrial
policy (policy resolution l948 and 1956), the small sector was given special role for creating
additional employment with low capital investment. A new thrust was given in favour of small
units by the industrial policy statement of 1977.

Although the Industrial Policy Resolution of 1948 laid stress on the importance of small
enterprises, especially cottage and village industries, the Industrial Resolution of 1956 laid down
the role to be assigned to and approach of the government towards small-scale industries in the
country.

Among other things, the Industrial Policy Resolution of 1956 assigns the following tasks to
the small-scale industries.

1. To create on a big scale employment opportunities for people with a relatively low
capital investment per head;

2. To make an attempt to meet substantial part of domestic demands for consumer
goods and even part of capital;

3. To bring about mobilization of capital and entrepreneurial skills in the vast areas of
the country, especially in rural areas which otherwise would be lying unused;

4. To provide assistance to a large number of entrepreneurs, artisans and craftsmen in
getting employment income and reasonable standard of living;

5. To make available foreign markets for the products of small-scale industries by taking
measures to make them export-oriented; and

6. To remove disparities in regional industrial development in areas where such services
do not exist or are thoroughly inadequate so that small-scale industries may develop
there, providing employment and income to people in the area.

The Industrial Policy Resolution of 1956 has also entrusted the following role to small-
scale industries:

“...Heavy industries in public sector may obtain some of their requirements of the lighter
components form the private sector, while the private sector in turn would rely for many of its

Particulars Modern Traditional                  Total

Production 2.40 9.90 12.10

Employment 6.10 3.20 4.40

Exports 26.5 0 26.60 26.60
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need on the public sector.” The same principle would apply with even greater force to the
relationship between large-scale and small-scale industries.

“The Government of India would, in this context, stress the role of cottage, village and
small-scale industries in the development of the national economy. In relation to some of the
problems that need urgent solutions, they offer some distinct advantages. They provide immediate
employment opportunities to a large number of people; they offer a method of ensuring equitable
distribution of national income and they facilitate an effective mobilization of resources of
capital and skill, which might otherwise remain unutilized. Some of the problems that unplanned
urbanization tends to create will be avoided by the establishment of small industrial production
all over the country.”

In the subsequent policy statements, the State followed a policy of supporting small
enterprises in the country.

1.4   NEW ECONOMIC POLICY FOR SSI

The Government of India and various State governments have introduced various policy
measures for the small-scale industries. The Government of India declared policy measures
related with small enterprise called as New Small Enterprises Policy (NSEP). The title ‘Policy
Measures for Promoting and Strengthening Small, Tiny and Village Enterprises’, NSEP was
tabled in parliament on 6th Aug 1991,3 the policy presented under the major heads of (a) Small
and Tiny enterprises and (b) Village industries. Since the emphasis  on objectives in NSEP, this
two group is not the same. Therefore, measures proposed for them are substantially different.
The primary objective of NSEP is to impart “more vitality and growth impetus”, i.e., to increase
efficiency, output, employment and exports. NSEP proposed number of changes such as
redefining the tiny unit (increasing investment from 2 lakhs to 5 lakhs) and location in bigger
towns (with population 50,000 plus). Other definitional  change is more basic. Earlier, industry
meant, by and large, manufacturing industry. NSEP widened the scope to include related services
and business enterprises within the definition of SSI, but their investment ceiling corresponds to
that of tiny enterprises. Among other changes are allowing equity participation by other industrial
units (not exceeding 24 per cent of total shareholding), and introduction of new type such as
limited partnership (with limited liability of at least one partner).

The small enterprises have emerged as a dynamic and vibrant sector of the economy.4 At
present, it accounts for 55 per cent of manufacturing production, 40 per cent of exports and
above 88 per cent of manufacturing employment. Though their relative importance tends to
vary inversely with the level of development, their contribution remains significant in the country.
The small-scale enterprises have also been playing a more significant role in creating balances
economic and social development in the country. Over the years, small recognition of their
significance and stature, the new government announced policy measures for promoting and
strengthening of small-scale industries. The new policy on tiny, small and village enterprises
envisages almost a U-turn in policy and structure of micro and small enterprises in the country.
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1.5   OBJECTIVES OF NEW ECONOMIC POLICY 1991 FOR SSI

The primary objective of the Small-scale industrial policy during the nineties would be to
impart more vitality and growth impetus to the sector so that the sector could contribute in
terms of growth of output, employment and export. The other objectives are:

(i) To decentralize and delicense the sector;

(ii) To deregulate and de-bureaucratize the sector;

(iii) To  review  all  status,  regulations  and  procedures  and  effect suitable modifications
where necessary;

(iv) To promote small enterprises especially industries in tiny sector;

(v) To motivate small and sound entrepreneurs to set up new green enterprises in the
country;

(vi) To involve traditional and reputed voluntary organization in the intensive development
of KVI through area approach;

(vii) To maintain the sustained growth in productivity and attain competitiveness in the
market economy, especially in the international markets;

(viii) To industrialize backward area of the country;

(ix) To accelerate the process of development of modern small-scale industries, tiny
enterprises   and   village   industries   through appropriate   incentives, institutional
support and infrastructure investments.

The total approach of the new economy policy is towards creating an atmosphere conducive
to the development of entrepreneurship and technological progress.

1.6  OBJECTIVES OF THE ECONOMIC POLICY FOR SMES IN SELECTED
       COUNTRIES

Policy interventions for promotion of SMEs are a feature of both developed and developing
countries, though the specific areas of focus vary from country to country, and, over time,
within the same country. The broad objectives of policies for SME development are stated in
the Laws for SMEs enacted in several countries and are summarized below:

Japan

The policy for SMEs has two major thrusts: to correct disadvantage and to give incentives.

Article 1 of SME Basic Law (Law No. July 20, 1963) gives the Target of Policy

“To promote the growth and development of SMEs and at the same time to contribute to
the elevation of the economic and social status of employees of SMEs by aiming at the
improvement of productivity and trading conditions...... to meet with the growth and development
of the national economy and to correct disadvantage due to economic and social condition of
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SMEs as well as to encourage voluntary effort of SMEs...... and to correct disparities of
productivity among enterprises.”

Article 3: enumerates all the policies for SMEs for enforcement by the State (Local
public entity is the enforcement agency). Eight objectives are listed as follows:

• To stimulate modernization of facilities of SMEs.
• To elevate technology of SMEs by promoting study and development of technology,

training of technicians and skilled workmen.
• To promote rationalization of management and administration  of SMEs.
• To stimulate furtherance of appropriateness of enterprises scale of SMEs.
• To prevent excessive competition and to further appropriateness of subcontract so

as to revise disadvantages relating to trading conditions of SMEs.
• To promote exportation of commodities produced by SMEs.
• To provide for furtherance of appropriateness of labour relation and for elevation of

welfare of employees in SMEs, as well as to secure, at the same time, necessary
labour force for SMEs.

The Republic of Philippines

The policies for SMEs are contained in the SME Act Republic Act No. 6977 (as amended
by RA 8289)

Section 1: states that the Act shall be known as “the Magna Carta for Small Enterprises”.

Section 2: Elaborates the Declaration of Policy and lists 10 major objectives.

“...Policy of the State to promote, support, strengthen and encourage the growth and
development of SMEs in all productive sectors of the economy, particularly rural/agri-based
enterprises.”

• Adequate support structure, transfer of appropriate technology
• Entrepreneurial training and labour skills development
• Access to sources of funds
• Fair share of Government contracts
• Doing away with collateral requirements
• Safeguards for credit delivery system
• Government assistance to SMEs
• Linkages between Large and Small Industries
• Involving the private sector
• Monitoring and Evaluation mechanisms (especially for environment effects of SME)
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The Republic of Korea

The Constitution of the Republic of Korea expressly states that small business must be
protected and supported.

The Small and Medium Industries Fundamental Act (1996)

Defines the scope of SMI and emphasizes the importance for balanced economic
development. It provides the Government with the mandate “to research and formulate policies
in order to improve international competitiveness, systematization with large business, financial
assistance managerial and technical guidance etc.”

In addition, there are several other Acts, which protect the interests of SMEs and promote
their development:

• SMI  Co-operative Act  (1996):  to  provide  entrepreneurs  with  the necessary
organization to carry out co-operative  enterprises...thereby equalizing business
opportunities and encouraging self-reliant economic activities.

• SMI Transaction Coordination Act (1996): to prevent excessive competition
among SMI business and prohibit large-scale enterprises from participating in certain
areas of industrial activity specifically designated by this law.

• SMI Sub-contracting System Promotion Act (1975): to protect the interests
and rights of SMI that act as sub-contractors with large-scale enterprises. It mandates
that the Government can act to prevent a delay in payment by a large-scale firm to
its sub-contracted SMI enterprise.

• SMI Promotion Act (1998): to promote the procurement of SMI products by
Government,    local    autonomous    bodies,    public organization and government-
run agencies.

• SMI Start-up Promotion Act (1986)

• Act on Fair Transaction in Sub-contracting (1984)

• SMI Bank Act (1961): provides for establishment of the SMI Bank for domestic
financing, equity investment and foreign loans for SMI.

• Citizen’s National Bank Act (1962):  to give priority to the needs of SMI when it
receives application for loans from business enterprises.

• Credit Guarantee Fund Act (194) to extend credit guarantees for liabilities of
those SMI lacking sufficient collateral security to obtain bank loans.

USA

The US Small Business Act (Public Law 85-536 as amended)

Section 2(a) states the Declared Policy as follows:
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“Government should aid, assist and protect, insofar as is possible, the interests of small
business concerns in order to preserve free competition enterprise.”

“to ensure that a fair proportion of the total purchases and contracts or subcontracts for
property and services for the Government (including but not limited to contracts for maintenance,
repair and construction) be placed with small business enterprises.”

“Ensure that a fair proportion of the total sales of Government property be made to such
enterprises to maintain and strengthen the overall economy of the nation.”

In addition, the US has a number of laws and regulations pertaining to small business
(these have been referred to in the main text of the Chapter).

Germany

This Act has identified 147 categories of enterprises/industries requiring registration by
the Chamber of Small Business (an official organ of the Government). It lays down the criteria
for registration. The entrepreneurs must be trained and certified to engage himself/herself in
the listed 147 trades. The products of these enterprises are subject to discretionary purchases
by the Government enterprise etc.

1.7  SALIENT FEATURES OF NEW ECONOMIC POLICY FOR SSI IN INDIA

Equity participation up to 24 per cent other industrial undertaking including foreign
companies).

1. Legislation to limit financial liability of new and non-active partners/entrepreneurs to
the capital invested.

2. Hike in investment limit for tiny sector up from ` 2 lakhs to ` 5 lakhs.

3. Service sector to be recognized as tiny sector.

4. Support from national equity fund for projects up to ` 10 lakhs.

5. Single Window Loans to cover projects up to ` 20 lakhs. Banks to be involved.

6. Relaxation of certain provisions of labour laws.

7. Sub-contracting Exchange to be set up by industry association.

8. Easier access to institutional finance.

9. Factoring services through SIDB1 to overcome the problem of delayed payments.
Also, legislation to ensure payment of bills.

10. Women enterprises redefined.

11. Marketing of mass consumption items by National  Small  Industry Corporation under
common brand name.

12. Composite loans under the single window scheme also to be given by banks.
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13. Tiny sector to be accorded priority in government purchase programme.

14. Priority to SSIs and tiny units in allocation of indigenous raw materials.

15. Promise to deregulate and de-bureaucratize small tiny sector.

16. PSUs and NSIC to help market products through consortia approach both domestically
and internationally.

17. Janata cloth scheme to be replaced by a new scheme, which will provide funds for
loom modernization.

18. Compulsory quality control for products that pose risk to health and life.

19. Legislation to ensure payment of Small-scale industries bills.

20. A special monetary agency to be set up for the Small-scale sector credit needs.

21. A new scheme of integrated infrastructure development to be implemented.

22. A technology development sale to be set up.

23. Incentives and services package to be delivered at the district level.

24. An export development center to be set up.

25. Khadi and Village Industries Commission (KV1C) and boards to be expanded.

26. Investment limit of ancillary units and export-oriented units raised to ` 75 lakhs.

27. Traditional village industries would be given greater thrust.

1.6.1 Features of New Economic Policy

(A) Globalization of the Economy

‘Globe’ refers to earth, therefore, logically the term global is an adjective, meaning
‘worldwide' or ‘involving’ the world. Globalization a new keyword of the 21st century refers to
an economic event, an unifying process of bringing the entire world into single fold.

In economics, Harris (1993) defines Globalization as “the increasing internationalization
of the production, distribution and marketing of goods and services.”

McGrew and Lewis define Globalization as “a set of processes which embrace most of
the globe or which operate worldwide; the concept therefore has spatial connotation ... on the
other hand, it also implies an intensification, in the levels of interaction, interconnectedness or
interdependence between the State and societies which constitute the world community”.

The term Globalization as such denotes:

(i) Integration of the national economy with that of a global economy.

(ii) The conversion of a national market into an international one which facilitates the
international  mobility of factors like production or commodities.

(iii) An economic as well as a political, social and cultural process.
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Globalization is best understood,  in terms of developing  markets, deregulating business
activities, privatizing state enterprises, lowering national barriers and expanding world trade
and investment, all creating a world community. Globalization of the economy refers to its free
interaction to nations economies of the rest of the world in the field of production, trade and
finance. Its purpose is to encourage foreign trade and private foreign investment by removing
all restriction. The following provisions have been recommended by the New Economic Policy
in this regard.

(a)  Foreign Investment

The equity participation limit has been raised from 40 per cent to 50 per cent.

(b)  Devaluation of Rupee

The rupee was devalued by 20% in July, 1991 for international competition in order to
stimulate exports, discourage imports and increase inflow of foreign capital.

(c)  Full Convertibility

In order to increase exports, the budget of 1992-93 offered partial convertibility and budget
1993-94 offered full convertibility. This means conversion of export earnings into rupee at the
existing market rate by the exporter.

(d)  Long-term Fiscal Policy

Long-term foreign trade policy for five years was announced in 1991. The main
characteristics of this policy were liberalization. Further open competition was encouraged.
Under this policy, administrative checks are considerably minimized.

(e)  Customs and Tariff

The two major changes, firstly physical restrictions on the import and exports of goods are
completely prohibited under WTO. Secondly, India also had to bring down tariff considerably.
They have been modified from time to time to bring Indian economy within the ambit of
international competition.

Features of Economic Globalization

Post Industrialism: According David Harvey, there has been a shift from ‘fordist’ or
‘fixed’ industrial system to regime of flexible “accumulation” characterized by flexibility in
products and patterns of consumption, increased mobility of capital and labour. It has resulted
into emergence of sub-contracting, outsourcing etc. The Post Industrialism system is
characterized by increasing centralization of capital in the hands of big corporations at one end
and flourishing of small business at the other with former dominating the latter. Growth  of
information technology and reorganization of global financial system are the other features.
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World Trade: With the advent of GATT and reduced tariff and free trade, there will be
growth of world trade and decrease in relative share of major industrial power like USA.

Multinational Corporations (MNCs): The integration of global economy gave birth to
MNCs which are not only economically powerful but politically as well. Largest 100 MNCs
accounted for $3.1 trillion worldwide assets with 16% of world’s productive assets.

New International Division of Labour: Economic restructuring of developed countries
in terms of deindustrialization and shift to tertiary (service) sector activities such as banking,
finance, insurance, specialized administrative services, while the manufacturing and assembly
operation are exported to less developed countries (LDCs). Their labour is cheap and laws are
lax. Due to automation and computerization, major shift will be on TQM and timely delivery.
Development of variety of negotiated arrangements, cross licensing of technology among
different corporations, joint ventures, marketing agreements, sub-contracting etc. MNCs look
LDCs not at the source of cheap material and labour but as expanding local market and potential
industrial partners.

Financial Markets: Global financial institutions have enormous control over domestic
policy for the members of globe. IMF has started controlling the finance aspect by imposing
devaluation of currency. SAP (Structural Adjustment Programme) and other conditions such
as liberalization, privatization etc. International finance has shifted from banking to security
markets. MNCs have demanded free capital movement, opening of capital and other markets.

Libera1ization: As a part of the process of globalization, a country has to open its doors
to the outsiders. Liberalization means removal of controls to facilitate the existence of free
market economy.

Under new economic reform measures, control have been replaced by liberalization. It
means liberating the trade and industries from unnecessary restriction with a view to making
the industries more competitive. Till now, private sector was under rigorous control of licensing
system. The new economic reform liberates private sector from licensing system.

Therefore, what liberalization generally suggest is:

(a) Control of all kinds to be dismantled – deregulation.
(b) Freedom of entry and exit with free flows of foreign funds to be ensured.
(c) Free market regime for the building up of State strength.
(d) Transparency and accountability of the various sectors of the economy.
In Indian context, liberalization also means:

(i) Liberalization of industrial policy that includes:

• Delicensing of industries and removal of restriction on foreign investment.

• Relaxation of Foreign Exchange Regulation (FERA) presently called Foreign
Exchange Management Act (FEMA) and Monopolies and Restrictive Trade
Practices Act (MRTP).
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• Curtailment of the role of public sector and application of commercial principles
to the public sector industries.

(ii) Liberalization of trade policies:

• Liberalization of imports.

• Linking of imports to exports.

• Lowering of tariffs.

• Introduction of new exchange rate system.

• Encouragement of exports and foreign investment.

(iii) Structural Adjustment:

• Controlling subsidies

• Market economy

• Restructuring the public sector

• Exit policy

Privatization and Public Sector Reforms

The private sector entrepreneurs have been invited for the ownership or management of
public sector enterprises. From the very inception of economic planning in India, public sector
was given more importance than private sector. But New Economic Policy seeks to give priority
rule to the private sector.

Modernization

Economic Policy accord top priority to modern techniques. The Government decided to
clear all foreign collaborations related with import of high technology to facilitate import of
technology to the Indian industries.

New Public Sector Policy

The New Industrial Policy, 1991 has reduced the list of industries reserved for public
sector to only 8. Further, the government has dereserved to more industries.6 The New Economic
reforms are trying to shift the emphasis from the public to private sector and accordingly
following steps have been initiated.

• Number of reserved industries for public sector have been reduced from 17 to 8.
• Public sector investment will flow only to defense and infrastructural development

of the country.
• Closure of sick industries, however, National Renewal Fund has been established to

protect interest of workers. The cases of sick industries shall be referred to BIFR
(Board for Industrial Finance and Reconstruction).
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• Selling of shares of public enterprises: 49  per cent  of these shares will be sold to
financial institutions, workers and general public.

• Nationalization: The Government will refrain from nationalizing the industries.
• Autonomy: The autonomy will be accorded to the working of public enterprises.

Fiscal Reforms

It is one parameter of the stabilization policy of the governments It is implemented to bring
down fiscal deficit of the country which was 8.5 per cent of GDP in 1990-91 to 5 per cent  within
couple of years.

On the recommendations of Challia Committee report-government declared long-term
fiscal policy. The main characteristics being:

• Rationalization of taxation system: Tax rate reduced from 50 per cent  to 30 per
cent.

• Reduction of tax on profit of foreign companies.
• Reduction in customs duty from 250 per cent  to 50 per cent .
• Reduction in Excise duty on several items.
• Elimination of subsidies.
• Reduction in public expenditure.
• State Government is directed to expand industrialization in their States.

Financial Reforms

On the recommendations of Narasimhan Committee appointed on financial sector, the
number of significant financial reforms have been introduced. SSIs were first defined in 1950
on the basis of twin criteria of gross investment in fixed assets and workforce. The workforce
criterion was changed from per day basis to per shift basis in 1958, and finally dropped from
the definition of SSIs in 1960. Since 1966, the original value of the plant has been the sole
criterion for defining SSI in India. The ceiling on original value of plant and machinery has been
revised periodically since 1956.

Salient Features of New Economic Policy for SSI

  1. Single window scheme.
  2. Inclusion of service sector.
  3. Establishment of special financial institution for providing credit.
  4. Limited partnership act.
  5. Delayed payment act.
  6. Providing infrastructure for development of SSI.
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  7. Technology upgradation cell.
  8. Supply of raw material.
  9. Establishment of DIC.
10. Export and marketing assistance programme.
I1. Sale of SSI product under single brand name.
12. Integration small, medium and large scale industry.
13. Export Development Cell.
14. Upgradation of quality standards.
15. Entrepreneurship development programmes.
16. Women entrepreneur.
17. Streamlining the procedures.
18. Handicraft sector.
19. Craft sector.
20. Industrial estates.

1.8  THRUST AREAS OF THE NEW ECONOMIC POLICY FOR SSI IN INDIA

The new policy for small enterprises has several welcome features and indicates a
reorientation of policy on crucial issues like speedy modernization, upgradation of technology,
availability of cheap adequate and timely credit and quality control.

In the old policy, the main emphasis was on fostering unstructured growth through incentives
and concession. Whereas principal thrust of New Industrial Policy for SSI was to speed up the
modernization and bring them in mainstream. The integration of Indian economy with global
economy will call for greater exposure of small-scale industry to international and domestic
competition and require development of managerial capabilities and skills. Following are the
thrust areas of new policy:

(i)  Payment Mechanism

New Policy seeks to improve the payment mechanism and introduce legislation to enforce
payment on time. The shift from cheap credit to prompt payment would give immense relief to
SSI. The new policy assigns industry associations a key role in quality counseling and establishing
common testing facilities to ensure standardized production by SSI.

(ii)  Factoring Service

Factoring has recently been introduced by State Bank of India in western India in
collaboration with SIDBI (Small Industries Development Bank of India). Canara Bank will set
up similar services shortly in the South in collaboration with SIDBI. This measure will be able
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to solve problems of delayed payment to SSI. At present, factoring services accept only
receivables against “first rate large and medium enterprises”. The promised legislation to ensure
prompt payment of bills will meet acutely felt need of small suppliers of goods and services to
public and private sector enterprises.

(iii)  Resources of SSI

New Policy brought most important change for modern small-scale sector by permitting
limited liability partnership and permitting equity investment up to 24 per cent by other industrial
undertaking. However, this could encourage indirect ownership of small units by larger corporate
entities. There is practice as companies trying to cut cost, farm out production to SSI without
breaking the reservation policy with regards to SSI units. The new policy will legitimize this
kind of activity. It will also encourage ancilliarisation and promotes greater use of labour-
intensive technique of production. However, it would lead to nominal small-scale unit operated
as part of large industrial conglomerates and enjoys all the benefits meant for SSI units.

(iv)  Timely and Adequate Credit

The encouraging feature of the new economic policy is that it recognizes the fact that
small units get timely credit and financing arrangement through commercial banks. The scope
of the single window clearance has been enlarged to cover the project cost up to ` 20 lakhs
and working capital upto ` 10 lakhs make things easier at the entry point.

(v)  Nodal Agency

SIDO (Small Industry Development Organization) has been recognizing as the nodal agency
to support the SSI in export promotion. An “export development center” would be set up to
further augment export activity of SSI. A technology development cell also is set up in SIDO to
provide technology inputs for improving productivity and competitiveness of SSI products.

Limited Partnership Act will be introduced to increase supply of the risk capital to small-
scale sector. Regulatory provision regarding management of private limited company are being
liberalised to facilitate industries in backward areas and to promote stronger linkages between
agriculture and industry, new scheme of integrated infrastructure. The development of small-
scale industries would be implemented with the active participation of State Government and
Financial Institutions.

(vi)  Marketing

Marketing promotion would be undertaken through co-operatives, public sector institution
and other professional marketing agency. The National Small Industries Corporation (NSIC)
would concentrate on marketing of mass consumption items under common brand name. An
export development center would be set up in SI DO to serve the small-scale industries through
its network of field offices to promote exports.
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(vi) Raw Material

Based on capacity needs, tiny/small-scale units would be given priority in the allocation of
indigenous raw materials. In addition to this, equitable and adequate distribution of important
raw material would also be ensured for this sector.

(vii) Quality

Improve the quality of goods and services of small-scale industry. The Industry Association
would be encouraged and supported to establish quality counseling and other testing facilities.
Compulsory quality control would be enforced. Technology information centers to provide up-
to-date knowledge on technology and market would also be established. Training of multi-
disciplinary manager to suit the special of small-scale sector would be done. Indian Institute of
Technology and selected regional/other engineering colleges would serve as technological, design
and development center for SSI. Rules and procedures related to establishment and functioning
of SSI will be simplified. Any complaint regarding submission of returns etc. would be attended
within specified time limit of three months.

At present, more than 7,500 items are manufactured in SSI with 837 reserved for SSI.
Survey of SSI conducted in 1978 revealed that there were 1.4 lakhs of modern SSI consisting:

(i) Sole proprietary concerns (61 per cent of total SSI).

(ii) Partnership (35 per cent).

(iii) Co-operative societies (4 per cent).

The modern SSI accounted for 74 per cent of total production and 33 per cent of total
employment generated in SSI sector. To maintain good quality of the product adopt modern
methods of production.

1.9   REVIEW OF LITERATURE – EARLIER STUDIES

The major findings of the following studies were included in SIDBI Report on Small scale
Industries Sector 2000.

• NCAER Study on “Impact of Economic Liberalization” in the Organized and
Unorganized Sector (1966-97).

• CII Survey on “International Competitiveness of SSIs” (1999).

• FICCI Study on “Financing to SSI Sector” (1999).

• PHD Chamber of Commerce and Industry Study on “Foreign Direct Investment in
India - Impact of Liberalization” (1999).

• PHD Chamber of Commerce and Industry Survey on “Business Environment in
Northern Region” (1999)
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Highlights

Findings of the studies carried out by a few other agencies in the context of policy and
allied aspects on small enterprises are appended below.

WASME Study – 2000

World Association for Small and Medium Enterprises (WSAME) has conducted a study
on the impact of globalization on enhancing international competitiveness of Indian small-scale
industries. The final report of this study was submitted in March 2000 to the Government of
India. Ministry of SSI  had sponsored it. The objectives of this study were to assess the impact
of globalization on the following sub-sectors of SSIs, namely

(i) Automotive Components,

(ii) Electronic Components,

(iii) Leather Footwear and Goods,

(iv) Readymade Garments, and

(v) Processed Food and Vegetables.

To suggest measures to make these sub-sectors globally competitive and to stimulate their
growth.  In addition, three industries, viz.,

(a) Bicycle Components,
(b) Electric Mixers and Grinders and
(c) Hand Tools
Cover the focus to suggest ways to improve their product quality, cost competitiveness

and management competence. The responses from 602 units covered at 13 identified centers
in nine states in the country were processed for analysis. The coverage units for all product
groups was spread over to Delhi (90 units), Maharashtra (117 units), West Bengal (151 units),
Punjab (64 units), Uttar Pradesh (87 units), Tamil Nadu (63 units), Haryana (20 units), and
Andhra Pradesh (10 units).

In addition to collection of qualitative and quantitative information from units, the perception
of 65 agencies/organizations was also recorded for a better understanding of the problems
emerging out of globalization and the suggestions to improve the competitiveness of units in
these industry segments. Important observations and suggestions for respective product groups
are given as under:

Automotive Components

Observations/Perception (based on responses from 94 units):

• MNCs prefer vendors to supply components thus making SSls, second or third tier
suppliers.
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• SSIs with investment up to ` 2.5 million were not equipped technologically to meet
emerging challenges.

• Sixty per cent of the units experienced an adverse impact on their production and
sale.

• Inherent weaknesses of SSIs limit their scope to act as vendors.
• SSIs face the problems relating to lack of demand, non-competitive prices, high local

taxes, high overhead costs, non-availability of adequate inputs and obsolete technology.
• Infrastructure bottlenecks, inadequate institutional credit, inadequate market support,

etc.  were the major constraints for improving competitive strength.
• Changing complexion of the market has put SSls in difficulty – MNCs setting up

their own ancillary units, depending on non-SSI units for supplies or taking over
control of after-sales or replacement market by linking components under their own
brand name through direct outlets/stores.

Suggestions/Recommendations

• Investment ceiling for SSIs  is  raised  to  enable  them   to  diversity production and
for economies of scale.

• Creation of a dedicated modernization fund.
• MOUs signed by foreign manufacturers to have a clause making it obligatory for

them to transfer technologies to SSIs.
• SISIs to have Auto Components Divisions and Officers at clusters for technical

guidance.
• Modernization of units needs to be supported through provision of information on

sources and cost of new or alternative technologies and adequate financial support.

Electronic Components:

Observations Perception (based on responses from 102 units):

• Foreign brands competing with the domestic brand have their own arrangements to
source components.

• Units in export trade experience an adverse impact due to competition.
• Inadequate   infrastructure such  as, electric power, lack of market information etc.

are major impediments for competitiveness.
• In the high volume segment, i.e., consumer electronics, SSls cannot get technical

know-how from MNCs or other foreign companies as these do not part with such
knowledge for fear of loosing their market hold.
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Suggestions/Recommendations

• Creation of a dedicated modernization fund.
• MOUs signed by foreign manufacturers to have a clause for transferring technologies

to SSIs.
• Encourage forward and backward linkages. Product-oriented export-training

programmes to be organized.
• Modernization of units needs to be supported through provision of information on

sources and cost of new or alternative technologies and financial support.

Leather Footwear and Goods

Observation/Perception (based on responses from 103 units):
• Fifty per cent of the units upgraded their technologies but were not at par with

international standards.
• Reduced local demand, high overhead expenditure, local taxes, etc. are irritants in

the domestic market.
• Global recession, competition, infrastructure bottlenecks, cumbersome procedures

were adversely affecting competitive strength of exporting units.
• Hand-made leather products are skill-based. In this sector, a higher unit production

cost has been due to low efficiency.

Suggestions/Recommendations

• Investment ceiling for SSIs should be raised to enable them to diversify production
and have economies of scale.

• To set up Leather Footwear Components Parks at Agra and Chennai.
• Central Leather Footwear Institution and UP Government  Leather Institute to organize

skill upgradation programmes in clusters to meet demand for skilled labourers.  State
Leather Development Corporations to disseminate market/technological information
among SSI units.

• For modernization of units, provision of information on sources and cost of new or
alternative technologies and financial support should be made.

Readymade Garments

Observations/Perception (based on responses from 101 units):
• Units face increased competition from foreign brands in the domestic market as

well.
• Fifty per cent of the sample units have added new machines replacing old ones.
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• International recessions and foreign competition have adversely affected the
performance of the industry.

• Inadequate power supply, lack of market information were found to be the other
factors limiting competitiveness.

• Low productivity as compared to industrialized countries.

Suggestions/Recommendations

• Modernization   of   units   needs   to   be   supported   by   information availability on
sources and cost of new or alternative technologies and financial support.

• Modernize Powerloom sector to ensure supply of quality fabric to the Readymade
Garments Industry.

• A separate Garments Industry Fund be established for easy access to finance for
start-ups, working capital and also modernization needs.

• NIFT/ DICs to collect and disseminate information on trends in fashion and  designs,
so  as  to  widen  export  base  through  marketing and technological assistance.

Preserved Fruits and Vegetables

Observations/Perception (based on responses from 90 units):
• Only a few units had upgraded their technologies.
• Non-competitive prices, high overhead costs, local taxes, sluggish demand were major

problems in domestic market.
• Lack of information about markets and inappropriate packaging were limiting the

exports.
• Most of the SSls have an investment less than ` 0.5 million, employ traditional

processes, lack laboratory and quality control facilities, and thus meet demand of the
low-end segment of market.

• Financial constraints restricted SSls from publicizing their products and creation of
brands.

Suggestions/Recommendations

• The establishment of storage facilities in major centers of production  should be
encouraged, so as to ensure availability of fruits and  vegetables over extended period.

• Modernization of unit needs to be supported through provision of information on
sources and cost of new or alternative technologies and financial support.



28 Impact of Globlisation on Small-scale Industry

Bicycle Components

Observations/Perception (based on responses from 45 units):
• Only 30 per cent of the units reported that they have upgraded their technologies in

the post-reform period.
• Conventional products dominated domestic market.
• Exporting units faced competition both in price and quality, particularly from China

and Korea.
• Shortage of power, funds and delayed payments hampered smooth production.

Suggestions/Recommendations

• Creation of a dedicated modernization fund.
• Modernization of units to be supported through provision of information on sources

and cost of new or alternative technologies and financial support.
• Industry associations to be involved in management of bicycle R&D centers for

product development.

Electric Mixers and Grinders

Observations/Perception (based on responses from 20 units):
• Entry of foreign brands into Indian markets has impeded the products of SSIs.
• Units perceive competition in the long run on account of better quality and technology

of foreign brands.
• Units face competition from major domestic players producing branded items.
• Lack of co-ordination between DICs and electricity departments affected production.

Suggestions/Recommendations

• Modernization of units needs to be supported through provision of information on
sources and the cost of new or alternative technologies, besides financial support.

• Limitation and duplication of popular brands needs to be checked to have quality
testing/R&D facilities and for improving the product quality.

Hand Tools

Observations/Perception (based on responses from 47 units):

• Units with an investment above ` 5 million were found in export trade.
• Globalization did not seem to have effected production or export. Access to input

and technology remained unchanged.
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• High cost of raw materials, i.e., brass and steel (primarily imported) affected
production of quality and price competitive products.

• Cost of upgrading the technology is prohibitive.

Suggestions/Recommendations

• Modernization of units needs to be supported through provision of information on
sources and cost of new or alternative technologies and financial support.

• To exempt samples of hand tools imported for product development from customs
duty.

• To encourage increased industry participation in the Central Institute of Hand Tools.
• Creation of a dedicated Modernization Fund for the hand tools industry.4

World Trade Centre Study  2001

World Trade Centre, Mumbai conducted a study on Impact of Liberalization and Globalization
on SMEs in the Bulk Drugs and Dyestuffs Sector. The report of the study was finalized in
February 2001. The broad objectives of the study have been to understand the effects of various
policy changes and environment changes on SMEs in bulk drugs and dyestuffs sectors.

The other objective was to study effects of the other significant changes such as competition
from imports, availability of raw material at competitive prices, incentive structure, availability
of finance, etc. The study also covered major changes expected in the future and the structure
of the units planning to adopt and support measures expected to improve the industry
performances.

Observations

An opportunity to upgraded technology and consolidated R&D base using Government
and institutional support presently existed.

• Availability of imported raw material at a cheaper rate would lead to a decrease in
the cost of production and would improve the quality, so as to help in becoming the
Indian industry more competitive in terms of price and quality.

• Tariff reduction by all WTO member countries would result into opening up of new
markets for SMEs exports.

• WTO patent law would provide opportunities in terms of contract research, contract
manufacturing, marketing tie-ups with MNCs and purchasing Exclusive Marketing
Rights for Indian bulk drug producers.

• Price undercutting due to overcapacity in the industry.
• Small firms with limited funds find it very difficult to go for international marketing

on their own or undertake a market study of overseas market and prices.
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• Cumulative indirect taxation was making the Indian products non-competitive for
exports.

• Reduction in import tariffs on finished product was adversely affecting the domestic
industry.

• Infrastructure bottlenecks in transportation, shipping, added to the cost as well as
delays in delivery. The procedural delay harms delivery commitments.

• Due to incentives given to SSIs, many units do not grow internationally, as they fear
that loss of incentives will limit their profitability.

• Apart from patent law, other non-tariff trade measures like environment, healthy
and safety standards are likely to affect SMEs in a major way.

• Product patent would end reverse engineering, a practice, that was well established
by SMEs to produce low-cost drugs.

• Bulk drug producing SMEs would have opportunities to undertake joint ventures and
contract manufacturing.

• ISO certification would be an almost mandatory requirement in post-WTO era.

Findings of the Survey

The World Trade Centre had also devised a questionnaire with responses through mail
from the bulk drugs and dyestuffs units. The analysis based on the filled-in questionnaires
reflected the following key issues:

• Majority of the respondents felt that the availability of skilled and low-cost manpower,
ability to produce quality drugs and lower cost of production are the most important
factors that make the Indian SMEs competitive.

• Price undertaking, inability to market internationally and a lack of professionalism
are the three major weaknesses of SMEs.

• Import from China at very low prices has been creating direct competition for the
local SMEs in bulk drugs as well as in the dyestuffs industry. Competition was also
stiff from large domestic firms apart from MNCs.

• Depressed global market demand, slowdown in textile industry, changes in
consumption pattern and inconsistent quality were major reasons for decline in
dyestuffs industry.

• Majority of the respondents felt that the new patent regime would seriously affect
the SMEs.

• International quality, global reach, increased R&D spending, customers’ relationship
and awareness of changes taking place in the market are the base to enhance the
competitiveness.

• In order to survive, SMEs may need alliances and mergers, grow in clusters and
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undertake contract manufacturing.
• Major expectations from the Government include infrastructure for clusters, support

in R&D and international marketing, enhanced financial support, enhanced investment
limit for SSI and launching of awareness campaigns for new technology and market
development.

• Indian bulk drugs would need to collaborate in the manufacturing and marketing of
patented drugs; exploit market for generic products where patents have expired
undertake R&D activities.

• Adoption of pollution control measures for dyestuff industry  was essential.
• The dyestuff-manufacturing units should formulate own model code of conduct and

norms for global perspective; diversify from heavy dependence on the textile sector
to industrial paint, printing ink, plastic, paper and  leather  industry quality,   R&D and
professionalism in management.

Confederation of Indian Industry (C1I) Survey — 2000

Confederation of Indian Industry carried out a survey on the usage of information technology
amongst the Indian SMEs. Survey questionnaires were sent to 2250 Small and Medium
Enterprises who are members of CII. Out of these, 475 SMEs responded.

Major Findings of the Survey are presented below

• Twenty eight per cent of the respondents described the degree of IT usage in their
units as Good; the other 28 per cent described it as Adequate; while 33 per cent
described it as marginal. The percentage of respondents who described IT usage in
their firms as excellent has gone up from 5 per cent to 7 per cent over the last year
whereas the number of SMEs who were not using IT at all has considerably declined
from 11 per cent to 4 per cent in the year 2000.

• Faster  execution,  better customer  service,  cost  savings,  increased productivity,
improved quality and better relationship with partners have been cited as the main
benefits that accrue to companies from IT usage.

• The intensity of usage of IT within the organization by various functional groups was
categorized into Heavy, Medium and Light users; Finance, Sales and Marketing and
Corporate sectors were found to be heavy users; R&D/Design, Operations and
Distributors/Logistics were the Medium users; while servicing, HRD/Administration
and Manufacturing/Production functional groups were Light users.

• Seven per cent of the respondents cited the usage of Internet as Excellent and 22
per cent rated it as Good; 27 per cent respondents rated Internet usage in their
organization as Adequate, 39 per cent opined that its use was Marginal. Only 5 per
cent of the respondents were found not to be using Internet at all.

• Sixty-six per cent of the respondent SMEs had their own websites or home pages;
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while 34 per cent did not have an Internet presence of their organizations. They
surveyed SMEs cited product usage as the most frequent use of their websites.
Selling, advertising, data collection, data transfer and training have been some of the
other purposes for developing the company’s websites.

• Thirty-one per cent of the respondents stated that they were satisfied with the return
on investment from the websites. However, 62 per cent of the respondents were not
satisfied with the return on investment from the websites. Only 7 per cent respondents
had realized more than their expectations.

• The survey had explored the impact of the presence of websites on the turnover.
The results showed that 82 per cent of these respondents experienced increase in
turnover between 5 per cent and 25 per cent; while only per cent of respondents
reported increase in turnover between 25 per cent and 50 per cent.

1.10  PRESENT STUDY

During last decade, small-scale industry was fast growing sector with outstanding
contribution to the Indian economy. At the end of the 7th five year plan, small-scale industry
contributed 35  per cent of total production of manufacturing sector, and 40 per cent of the total
exports generated 20 lakhs employment opportunities. In order to strengthen the SSI sector in
India, the Government of India declared new industrial policy for small-scale industry on 6th
August, 1991.

Thane is the third most industrialized district in the State. The Thane-Belapur-Kalyan
industrial belt is the centre of highly sophisticated modern industries. The large number of
small-scale industry is an important feature of Thane. The large-scale units are nucleous and
small-scale units are providing them ancilliary services. The industrial growth in the district,
however, is concentrated in this industrial belt. The district can be divided into three distinct
parts. The first is the area under direct influence of Mumbai metropolis. This area is more or
less suburban to the metropolis and includes Thane, Kalyan and Ulhasnagar talukas where a
number of organized modern industries are concentrated. The second zone comprises the
industrially developing areas of Vasai, Bhivandi, Palghar and Dahanu. The third part includes
the rest of the area of the district having conventional village industries, age-old cottage industries
and primary processing agro-industries.

The present study will cover the impact of the New Economic Policy on small-scale
industries in general and SSI units located at Thane which mainly includes Wagle Industrial
Estate, Thane Trans Greek (TTC) and Thane Belapur Industrial Belt.

1.11  OBJECTIVES OF THE STUDY

The present study has the following objectives:

1. To study the new economic policy measures declared by the government for SSI sector.
2. To study the changes that are taking place in small-scale industry sector,
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3. To make analysis of small-scale industry sector at Thane industrial belt.
4. To study  the  economic condition  of SSI units in India  and Thane industrial belt.
5. To find out the remedial measures to the problems of SSI industry sector.

1.12  HYPOTHESIS

This study is based on the following hypothesis:

1. The impact of New Economic Policy is major reason for closure of SSI units.
2. Hidden sickness is prevailing among SSI units.
3. The location policy for SSI is faulty.
4. Annual credit plan does not provide adequate credit to SSI units.
5. MIDC allotted highest number of plots to SSI.

1.13  METHODOLOGY

The present study is based on data collected from primary as well as secondary sources.

The present study is based on primary data collected through personal visits, questionairre,
interviews of Presidents of Thane Small-scale Manufactures Association (TSSIA) and Manager
DIG Thane, and  Manager of  SSI Branch of Bank of Maharashtra, Wagle Industrial Estate,
Thane. There 400 entrepreneurs who are the members of TSSIA of which researcher
approached 25 per cent entrepreneurs of which 30 entrepreneurs (30 per cent) responded to
and the data is collected with the help of structured questionnaire.

The study is also based on secondary data collected from library survey, industrial survey
conducted by government and data from economic survey, trade journals, newspapers,
periodicals, various reports published by government. Thane Small-scale Manufactures
Association and from District Industries Center Thane.

The collected data is presented with the help of tables, graphs and charts and is interpreted
with the help of statistical techniques like average and percentage.

1.14  OUTLINE OF THE THESIS

The present study is divided into six chapters as follows:

Chapter I

Introduction

In this chapter, role and importance of SSI, the development of SSI during the five years
plans, SSI and Industrial Policy Resolutions, the New Economic Policy 1991, the thrust areas
of New Economic Policy, the policy measures  in  different  countries,  the objective of the
present study, methodology and outline of the thesis is explained.
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Chapter II

New Economic Policy and SSI

This chapter includes definition of New Economic Policy,  historical evolution, definition
of SSI, the classification of SSI, investment ceiling on SSI, composition of SSI by type of
industry, Statewise detailed performance of SSI and the present status of SSI in India.

Chapter III

Profile of Thane Industrial Belt

This chapter deals with the industrial scenario and development of Thane, modern
industialization of Thane, availability of infrastructure, new industrial possibilities and the industrial
profile of SSI units in Thane.

Chapter IV

Problems of SSI in Thane

Here, in this chapter an attempt is made to study SWOT analysis of small-scale industry, the
performance of SSI, analysis of the problems faced by SSI in general and SSI in Thane in particular.

Chapter V

Conclusions and Suggestions

Conclusions and suggestions are presented in this chapter.

The study will stimulate further research in the field of Small-scale Industries sector and
economic policy. Economic policy of a country like India is influenced to a great extent by a
process of globalization, privatization and liberalization.
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