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INI'RODUCTIONS

The saga of the growth and development of the
small-gscale sector since the dawn of independence in
India, reflects, to a great exteht, the sagacity and
wisdom of our policy -~ makers who were prudent enough
to synthesize the big and the small for a balanced
industrial developrent of frea INdia. The Indian
economy complete ly ravaged under the colonial rule was

clamouring for a néw look.

In this context,the formation of the National
Plaming Committee (1935) by the Congress Party aimed
at providing the future outlines of Indian Industrial
grcwth after independence. At tbe same time, two different
shades of opinion surfaced on the isswe of Big vg Small,
Gandhiji, though not against big industries preferred the
‘bottom-up' apprcach, whereas Pt. Nehru was in favour
of ‘what was in essence, a 'Top down' strategy of

economic deve lopmént.

After Indépendence, however, an atuembt was made
to bring about a proper synthesis between the two i.e.
Big and Small. Por, it was gererally felt that without
a proper share to the small, problems of unemployment
and abject povérty cculd not e tackled. .Hence, the
Small was the need of the hour. However, this is not to

sugegest that the Small was accorded the primary place in
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the developmental scheme. With hindsight the
balance appears to have leaned in fawour of the

P4 _
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Immediately after Independence, when the Concre ss
Part_y was at the helm of affairs,‘ the concern for the
small was prompt_ly_ translated into .‘impleme.nt;a‘tion-. albait
with a dillutedfcom'nitnﬁnt; To clarify, although the
Khadi, a symbol of the small, was given concessions and
governmental support to thrive, it was nct meant to héve
& pivotal role in tﬁe overall developmental strategy.

The role assigned to this seétdr during the first
decade apreared more f{o ‘be a tribute to the Gandhian
1<5gacyé:1:};'~.aen re sult of any ge‘nui'_r.xe concern of the mlicy
makers. '

It was only when the Sécond Five Year Plan was
half -way through the policy makers realised that it would
not be feagible to attain the employment and poverty
alleviation target as well as tl';e exrected rate of economic¢
growth without assigning a more positive role tc the
8mall. Consequently thg Second Plan strategy provided
a plan rationale and macro-economic logic to this sector.
A specific role for the Small was en.visaged at the:

official level and a set of support measures were initiated



to invigorate the sector. Homve.r, thesemeasuzes
appeared tc be inadequate partly because of the lack of
faith of the policy makers in the potentialities of

small enterprises and partly due to resource constraints.
It was locked upon more as a ‘stcp-gap' arrangement

than as a permanent solution to the economic problems.
Perhaps the small was taken to be a passing phase in

a particular 1line of production.

But, the results of almost four decades of
planred economic development, particularly the last two,
has given the Small a distdln ct icdentity and it has
acquired a definite slot for itself in the over all
deve lopmental gcheme. This is clearly reflected
in the growing volumes cf exports:; output:; and employment
form in this sector. In the field of employment
¢ereration this small is second to nor@. It has also
given an impetus to the exrorts and the output of the
small sector enjoyé a fairly good shaie in terms of

total industrial production of the country.

Inspite of the small carving out a place for
itself, reflecting its growth potentialitiesg, doubts have
been expressed about its viability. Frecisely because
some argue in terms of per unit investment, the

Small is not as productive as the Big. This contrcversy
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revolves around the efficiéncy issve. Those in

favour of the Big arguwe that even 1f'the employment
generation capacity of the Small is greater than that
of the Big, it is at the cost of greater capital
investment. Meaning thereby, the cost of production per
unit of output is more in the Small than in the Big.

To them, the viability of the small has tc be proved

in texrms of capital investment too.

Thus, the catchword is 'efficiency' for
those in favcur of the big industries. Advancing
their arguments further they say that the consurers
shall have to pay the price for the inefficiency of the
Small. For, the prices paid for the gcods prcduced by
the emall 4is bound to @ higher. To them, big industries
and efficiency are synonymous. They also argue that the
vigbility of the small sector is further reduced due
to the factor of profitability. They contend that
f.he rate of prcfit in big industries per unit of capitail
invested {s much mcre than the Small. But the facts |

are toc the contrary.

As a matter of fact, 'the small® is as viable
as 'the big' on both accounts - techno econcmic as

well as allocative efficiency. Rather on allocative front,
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it is generally accepted that tie small'’s contrie-
bution in bringing about equality is greater than
that of the bigo

In this study, it 1s proposed to cover the entire
debate centring arcund the issuwes discussed above, An
attempt has been made to discuss these issues with
reference to the experiences gained in the Indian
context. The avallable literature on the subject has
hbeen covered upto a reasonable extent. Besides, additional
evidence hased on the latest and relevant data (albeit
aggregated) have been incorporated to th® maximum

extent possible,

To make it convenient, the present study has
een divided into four chapters, otheér than this introduction
and the summary. The first chapter attempts to discuss
the evolution of the concept of small scale industries
and the governmental meagures and policies towards its
treatment. The second chapter deals with the relative
efficiency of the gmall scale enterprises as compared to
the larger oresz. The third chapter deals with employment,
wage, and labour broductivity. The fourth chapte: is an
attempt to bring out the relationship of small scale
units with big industries. At the end, the findings of
this study have been irncorporated in the conclusive

charter.
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To sum up, the pregent study has been aimed
at providing some kind of spade work. The intentidn
being to extend this work further at a higher level

of study more vigorously.



SMALL ENTERPRISES AND GOVERNMuNT POLICIES
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CHAPTER II

SMALL ENTERPRISES AND GOVERNMENT POLICIES

The allround development of Indién e'conomy‘was the
prime concern of the policy makers right from the word
go in 1947, The inception of the 2nd Five Year Plan
made it quite clear wherein the heavy and big industries
were looked upon as the major thicles for increasing the
pace of Indian development affecting all spheres of life,
At the same time, it was not to drop hints at all that the
smavll sca;e industries were not meaningful. Instead,
the guiding phi losophy ©f India's Industrial policy, a
balance detween modern and Gandhian outlook, has always -
accorded the small sector its dwe share. For, it was
always felt .that without proper nourishment to tﬁe smgj._;l_
sector a balanced deve lopment may be an elusive goal. As
a result, 'the small' is allowed and assigned té play a

vital role in the upward journrey of the Indian ecoromy,

To- define ‘'the small'’ in industrial sector is an
ardous task. It may vary from industry to industry. A
firm or enterprise (used here as they are synohyms)
considered small within some industries may b€ regarded a
large in others. But the system must have a precise definia
tion of a small scale enterprise, ctherwise vagueress

in concept may lead to lack of direction. Moreover the
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necessity to define ‘the small' also arises frcfn the

policy of extending assistance to such units tc ensure
its survival and growth. In other words. 1f thesmall
scale enterprises have to thrive, the system m'jét have

a precise definition of the same,

There are several criterionl which provide basis for
defining the small. The wWest favoured two criterion to
define 'the small’ - the number of employees and the size
of capital-invested. We will come to this later. The
size and nature of the market (i.e. the geograrphical
coverage of product-sale) and the 'type of technology
(1{.e. use of power, machine etc.) are also included in
defining a small unit. In 1918, the Industrial Commission2
defined 'small scale industries' as organised industries
carried on in a workshop or factory having si_fnp;e
cpreration (type cf technology) with a precvincial character
(size of market). No wonder all traditional industries

are considered to be ‘'small’.

The fiscal Commission® (1949-50) defined a small-
scale enterprise as one which were coperated with hired
labour of usually 10 to 50 hands. This definition highlights

two points. First is the number of hands i .e, the size

1. Bglton Committee Report (1971) counts 54 critericn.

2. Govt. of India. Reprort of the Industrial Commission
1g18. P, 160,

3. Govt. of India. Report of the Fiscal Commission
1949-50, P. 49,
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of employment. The other is the ‘mode of producticn'.
Apart from these, few more criterich viz. character
of owrnership and management, volume cf turnover etc.

are taken sometimes to demarcate ‘'the small' from the rest,

~ But as mentioned earlier, the two-size of. employrent
and size of capital - criterion are more commcnly used.
This is to say, that size can be'rreasured by total employment
or by using the estimates of the capital-steck or both.
Scme experts favoured the first ore i.e. the numb?rvof
total employees (workers as well as supervising personne 1s)

to determire the size of a small unit. To them the

advantage of using labour force data as the primary indi-
cator of firm size is that it permits more direct comparison
with other studies of small scale enterprise. Also,
it precvides a more graphic indicator of firm size than
valwe of capital or output. Furgher using the number
of employees as a mefasuring~-criterion of
‘the small' gsaves it from the vagaries of price-
fluctuations, which may create prcblems in estimating

the value of capital.

On the other hand, scmeé researchers reject the 'total
nunber of employee~criterion on the basis that ‘this
did not rule out the possibility of sick or ailing

large-scale units employing only a skelton staff or new
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units undergoing teething trcuble being classified
in the small-size grocup. Mehta (1969) favours a
classfication- by capital-size, The_officiélwéééiﬁi£ion
in India too, adopted capital-size estimates to demarcate
‘*the small® frcem larger units. lLet us now have a look
at the process of evolution of concept for 'the small’

in India since Independence.,

There was no comprehensive definition accepted
centrally til1l the mid-fifties. The First Five Year
Plan observed 'it is customary to refer to industries which
are not required to be registered under the Factcries
Act as cottage and small scale industries., There is no
accepted line of distinction... and different definiticns

]
are adopted according to the object in view.

It is only in 1955 a working definition was given
by the Small Scale Industries Board, an all India body
established in 1954 for over all planning, co-ordination
and promotion of small scale industries in India.
According to this an industrial unit employing less than
50 persons if using power and less than 100 pers6n§ without
use of power and with capital assets not exceeding

Rse 5 lakhs were considered as small-scale.l. The original

l. Development Commissioner, Small Scale Industries,
Govt. of India Small Scale Industries in India,
1968. p. 53.
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price paid for the purchase of fixed assets (whether
new or second hand) 1like land, buildings, machinery . .
and equipment was considéred as capital investment

for the purposes of this definition where a concern was
situated in a rented or leased premises the® annual rent
payable was capitalised at 8% to arrive at the total
vait.ﬁ of block assets including land and building taken

on rent or lease.

With a view to enable the labour intensive enter-
prises employing more than S0 in more than one shift
toc avail of the benefi,ts of government assistance, the
ceiling imposed upon the overall employment was reduced
to cre shift in 1959.1

In 1960, the ceiling on labour was completely witha
drawn, retaining the ceiling c¢n capital investment,,
thereby permitting of persons employed therein to avail
of the brenefits of the assistance-programrre.z Also in
the san;e year, on the recommendations of the Working Group
of the/'l‘hird Five Year Plan, an additional criteria
for the small-scale sector was adopted which accommodated
uni ts supplying their products to large-scale manu-
facturers', It was recommended that in this interest of
"developing viable ancillary units, a relaxation of

RBse 5 lakhs limit in fixed capital may k@ made in respect

l., Ibig.

2. Ibid.
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of such smalll scale units which are supplying paits

and components to certain specified large gcale - -
industries. The Group felt that a limit of k. 10 lakhs
should e adopted (and it was adopted) for this purpose,
This additional fs. S5 lakhs slab included both types (by
size) of units - ancillaries, which are clubbed together
with small-scale units and the non-~ancillaries which

were regarded as large uni s,

The need for introducing the latest technology, in
small scale sector to improve its competitive strength
and the grcwing increase in the cost of imported machinery
necessitated a change in the definition of small-scale
industries. A revised definition of small-scale industrjies
was consequently adopted in 1966. According to th‘is
definition, an industrial unit with a capi.tasl investﬁent
of r;:ot more‘ than Rs. 7.5 lakhs in plant and machirery is
considered as a small scale unit. It should be noted
here that the cost of land and bui 1dings .we-re excluded
from the ceiling on capital-investment. In calculating
this valwe of plant and machinery the originall brice;pgid
by the owrer (whether new or second hand) is taken into
account. E"or anci llaries, the maximum limit for invest-

ment in plant and machinery remained fixed at Rs. 10 1akh$,1

Again, on the recommendations of the Small-Scale
Industries Board, in May 1971, the investmen’c limit in
plant and machinery was raised fromks. 7.5 lakhs to Rks. 10
lakhs for small-scale units and from Rs. 10 lakhs to Rs. 15

lakhs for ancillaries.
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In 1977, there was a change in the government at
the Centre. A new concept was introduced withih the
definition of small scale units. The statéement on
Industrial Policy, 1977 divided the small sector into
two parts. All small scale units having le.sas than
Rse 1.00 lakh investment and located outside the metro-

politan areas were defined as 'tiny units'.
—/

Further, in August 80, the qualifying limits were
raised all round. The investment limit for the tiny
sectér was raised from Rs. 1,00 lakh to Rs. 2,00 lakhs ;~
for small scale units from Rs. 10 lakhs to P, 20’ lakhs 5
and for ancillaries to k. 25 lakhs instead of Rs. 15 lakhs.
Another revision took place in March 85.A The Government
revised investment limit from Rs. 20 lakhs to B, 25 lakhs
and for ancillary units from Rs. 25 lakhs td RBse 45 lakhs.
Investment will imply investment in fixed assets in plant
and machinery, whether held on ownership basis'or‘o.n lease
under big hire-purchase. This will, however, be subject
to the condition that such an undertaking shail not be
a subsidiary of or owned or controlled by any otheér under-

taki ng.

The Cage for Small Scale Industry:

Many arguments have been advanced in support of
the small-scale sector which are in part idealistic, in

part relief-oriented, and in part economic.
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The idealistic school pleads for the revival
and promotion of cottage and-small industries as a
part of its general programmes of reorgaﬁiéinéﬁéhé o
entire socio-economic structure on a 'decentralised
basis, more or:iless:onithe old "village community,ideal.
Even before Indepehdence in 1947, India's political
leadership had begun to show concern for the decline
of handicraft and the consequent plight of artisans in
rural India. In 1902, the Indian National Congress
identified the decline of indigenous arts and manufacturers
as one of‘the'reasons for the poverty of the people
and resolved that "practical steps in the shape of
state encouragement be taken for the revival and
deve lopment of 4indigenous arts and manufacturers and
for introduction of new industries.1 The National
Planning Committee2(1945-49) resolved that, '....
manuf scture of clothing, processing of food articles for
the pursuit of which the people are equipped by long
tradition, which engage large employment to much larger
numbers should be organised and developed by the state,

as cottage or rural industries'

But the analysis of those days cannot be the basis

of today's strategy. In fact, return to the paét with

1. Goyal, S.K., K.S. Chalpati Rao & Nagesh K umar (1984) 3
Small Scale Sector and Big Business, IIPA, New Delhi,

2. Ibid. P. 2
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its minimum needs and low levels of living may well
be held to be impossible when material expectations of
‘the people are rising and demonstration effects from
abroad are making their dent on levels of living énq |

me thods of production.,

The case for ‘'the small' is advocated on additional
grounds as well. These have been briefly summarised
in the Industrial Policy Resolution of 1956. It
states"“ ‘they provide immediate large-scale employment,
they offer a method of ensuring a more equit:,able distri-
bution of the national income and they facilitate an |
effective mobi li sation of resources of capital and still
which might otherwise remain unutilised. Some of the
problems that unplanned urbanisation tends to create will
be awoided by the establishment of small centres of
industri'al production all over the count:ry.“1 The
Industrial fo licy Resolution therefore puts forth four
argurents in favour of small enterprises of the employment |
argument, the equalit-y argument, the latent tesource

argurent and the decentralisation argument,

The employment argumeént is based upon the assumption

that small enterprises are labour-intensive and this

le Govt. of India (1956) Industrial Policy Resolutions,
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create more employment per unit of capital employe_d.'
Thus it is argued that barring capital gooas i-nc.]ustries
and the building up of social and economic infrastructure
where capital intensive projects are a necessity, in
other sphereé of production small enterprises which help
to enlarge the volure of employment with scarce capital
should be encouraged. This is perhaps the strongest .
argument advanced in favour of small-scale enterpi:ises,

Wwe will discuss it in length in a separate chapter.

The equality argument suggests that the income
gererated in a large nmnbex"‘of small enterprises is
dispersed more widely in the community th‘én income
gererated in a few large enterprises. In other words,
the income enefit of small enterprises is derived by
a large population while large enterprises encourage
more concentration of economic power. In this way,
small enterprises bring about greater equality of income

distribution,

Another argument viz. the latent resource argumént
suggests that small enterprises are able to tap latent
resources like hoarded wealth, entrepreneurial abj lity ete,
In other words, it provides opportunities for generation
-of new entrepreneurs on the one ha‘md and mobi 1lise small
capital resources on the cther. It is assured that overall
quantum of such resources is large, when seen in a national
framework but are not adequate for the establishment of

large Industrial units.
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The fourth argument-the decentralisation argument
impresses upon the necessity of regional dispersal of
industries. Large enterprises are mostly concentrated
in metropolitan cities. It is assumed that smaller

enterprises are 'foot loose industries' and hence

amenable to dispersal.

On the basis of these assumptions (arguments)

a whole catelogwe of objectives was listedl-

1

(a) to create immediate employment opportunities

with relatively less investment;

b) to meet a substantial part of the increased and
diversified demand for consumer goods and simple producer

Cou v W\J"U‘J‘«%/ w»",.mﬂmww

goods:

c) to facilitate mobilisation of resources of

"capital and skills which may otherwise remain unutilised:

d) to help raise levels of earnings and standards
of living of a large number of artisans, craftsman and

entrepreneurs;

e) to remove regional disparities through a

de liverate poliey and encourage industrial growth in

villages: and small towns. fugion- Wit decone

SSE and State 3 Po licy, Plang and Measguress

To fulfil the objective of a balanced and sustained

deve loprent in the small-sector the state adopted measures

1. Vepa Ramakrishna 3 (1983) Small Industry Dewvelopment
Programme, IIPA, New Delhi.
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aa enunciated in the industrial po'].icy resclutions

and successive five year plans. Protection and ?romo;ion
of small industry has all along been listed as a major
objective in all of the industrialipolicy documents

(see extracts ffom different Industrial Policy

Resolutions/Statements in Appendix) .

The policy-measures in support of small-sector

can b broadly categorised under following headsgs
Ragerv n of Industriesgs

Reservation of areas of priority -for exclusive
manufacture in the small -scale sector is or;e of the
important protective measures of the Government to
assist SSI-units. Entry of large-medium scale units
is prohibited in reserved areas except on condition that
the unit concerned would export a minimum of 75 percent
of it's total production. T_he reservation policy is kept
under constant review and items are added (or deleted)
from the 1list depending upon the emerging situwation. For
this purpose, the Gowrnment has constituted an
Advisory Commi ttee on Reservation under the Industries
(Deve lopment and Regulation') Act, 1951, Initiated in
1967 with 47 items, as many as 863 items® are now

reserved for the small sector.

1. Economic Survey, 1987-88.



The consideration for reservation of an item i‘é
its suitability and feasibility for being 'made in 7"
the small-scale sector without compromising on quality
aspects. The Advisory Committee takef into acéount as
it claims' the nature of article: the level of employment
likely to be generated by its production; the possi-
bi ity of encouraging and diff using entrepreneurship
in the industry:; the preventioh of concentration of
economic power etc. - There seems, however to be a large
element of adhocism in the official peclicy. A scrutiny
of the listsg of {tems shows that there were no common
technological, production or market characteristics
among the items reserved. For instance, one finds
'table fans' as reserved item but not ceiling and other
varieties of fans including rai lway carriage fans,
seventy five per cent cf whose requirements of the
Government have to b purchased frorﬁ the sméll-scale
enterprises. The technologies involved for manufacture of
different types of fans are not very different. Similarly,
in case of bicycle, while parts are reserved for small-
enterprises, the main item itself is not reserved. Also,
one rationale for promoticon of the small scale enterprises
was that these would have no dependence on imported
or other scarce resources, the reservation list could have

included a good number of such industrial products.l

l. Goyal S.K., et al. (1984), op.cit. p. 74.
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Preferential Government Purchages:

It is made compulsory fork various government
departments and agencies to buy their requirements of a
number of items frofn the constitwents of the small scale
sector. At the end of 198'5, there were 409 items1 for
which purchases were to be made only from the small-scale
sector. Besides 13 items have been reserved for purchase
upto 75 percent and 28 items upto 50 percent of total'
requirements. In addition to that price preference to
this extent of 15 percent is allowed to small scale
enterprises in the case of items purchased both from the
small and large scale enterprises. An additional priceas
preference at varying rates by different stak‘tee.2 is alse

giveninrespect of State Government purchases.,

Figcal Concessiongs

"The Small" receivef fiscal concessions in the form
of complaete or partial exemption frem excise duties,.
For instance small s¢cale enterprises prod_ucing seventy two
1tems.3 specified by the Central Government are exempted

from excise duty on their first rs. 5 lakhs of ex-factory

l., DCSSI, SIDO - Annual Report.

2., See Tulsi S.K. (1980) & Incentives for Small Scale
Industries: An Evaluation.

U.P. -« 5%; A P.-5%; Orissa-3», etc.,

3., Vide Notificaticn No. 71/78 dated 1lst March, 1978,
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valwe of output provided that the total clearance in
the previous financial year did not exceed the limit of

Rs. 15 lakhs. 1In this case of the prcduction is

- restricted to 80% of the exemption limit, the units

are totally free from Central-excise licensing control,

FPurther, in the case of non-specified items the

exemption is on first Rs. 15 lakhs of the ex-factory

R\ of output if the total clearance in the previous
ial year did not exceed Rks. 30 lakhs and on the rest

15 lakhs the duty is at a rate of 4 per cent.

Apart from this concessicn prcvided by thé Central
Government, different states have given several kind of

duty exemption to the small., viz. Power subsidy,

"electricity duty exemption, sales tax subsidy, Octroi

exemption, water concessions etc. At margin, it is found
that the tctal incentives/sobsidies that accruwe te ‘the
small® has been quite substantial ranging from 70.3%

of the ex-factory value of the output of cosmetics and

tcilet preprations to 32.5% in industrial gases. However

the reseau:cher1 rightly warns that this percentage represents
the maximum to which the industry is eligible; 4in practice

the value of incentives availed of may be smaller.

l. Tulsi, S.XK., Incentives for Small Scale Industrieés =
An Evaluation, Delhi, pp. 97-8.
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Financial Asgistance:

As a policy, public sector financial institiitions’

and banks provide finance tc ‘the small' at concessional

rates and that too on priority basis.

State Financial

Corporations (SFCs) are authorised to provide both_risk

capital and long, medium and short term loans on liberal

terms. A quick run through down the time series data

(howsoever defective) gives us an impression of growing

financial assistance to small secter in real terms.

L f

Assistance Sanctioned to Smgll-Scale Enterprises by SFCs.
Year Total SSEsg Percentage

1981-82
1982-83

1983-84
1984-85

1985-86

370 .5
(28915)

509 .6
(32048)

611.6
(33425)

644 .9
(30688)

743.1
(30716)

1008.8
(28570)

273.6
(28466)

409.3
(31461)

512.3
(32757)

517 .7

(29480)

618.6
(28993)

829 .6

(2738%)

(rse in crores)
73.8
(98.4)

80.3
(98.2)

83.8
(98.0)

80 .3
(96.1)

83.2
(94.4)

82.2
(95.9)

Notes Figures in brackets relate to number of units assisted.



Table 2

Assigtance sanctioned by IDBS to SSEs (1964-65 to 1985=86)

Ye Total Assistance Aggregate Share of No. of Aver age
(eagi J une) tc SSks by Assistance SsEs in SSEs per Unit
naing Jur Refinance & by . total assisted Re fi nance
Bills IDBL* assistance : Assistance
Rediscounting by IDBI (%) to SSEg
(number)
RBs. Crcres RSy Crores _
1964-65 to 9.4 268.9 3.2 1012 92885
1969-70 ' :
1970-71 to 220 .4 1150 .3 19.2 19042 115744
1975-7 6
1976-77 to 2039.0 6300 .0 . 32.4 225492 90424
1981-82 <
1982-83 to 3419.9 11715.1 29.19 283123 120792
1985-86

* Comprising direct assistance, refinance of Industrial Loans and bills
redi scounting assistance. ’

Sgurces Compiléd from Table 3.3 Annual Report IDBI 1983-84 and
Table 5.1 IDBI Annual Report 85-86,



Tgble 3

Supply of credit to Industrial Sector by Scheduled Commercial Banks ( Rs. crores)

_ June ' 80 June'81 Jure*82 June’83 Jurne'84 Jure's8s March'86

1. Total Bank Credit 21312 25888 29775 35489 42882 50,369 55211
(including

food credit)

2. Total Outstanding 10236 13389 15122 17 880 20517 23339 26987
bank credit to (48) (51.8) (50.79) (50.38) (47.85 (46.32) (48,38)
all Industries

3., Outstanding Credit 7702 9983 11213 13394 137 67 16374 19179
to Medium and (36.1) (38.6) (37.66) (37.74) (34.44) (32.51) (34.74)
Large Industries

4, Outstanding Credit
to SSBs. 2534 3406 3909 4486 57 50 6956 7808 .

- - (11.9) (13.2) (13.13) (12.64) (13.41 (13.81) (14.14) =~

- wn ws e e W T ar am e er mr e me e B Em we e v M ww mm s o ew  en  um We W me @ am mr e am em W e am e wm wr e e wm ww an  ww e

Notes Figures in brackets indicate percentage to total.
Sources FICCI Occasional Paper. August 26, 1987,
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The State governments also prcvide intérest subsidy
on seed capital. Ten percent of the seed capital is made
avai lable by the Punjab government aé soft‘léaﬁvééﬁe%”fi
of interest provided 80% of the loan is frcm commercial

banks and 10% is promoter's capital.

Simi larly, in Uttar Pradesh, such provision is
applicable to engireering entrepreneurs trained under
entreprenurship training scheme. The difference between
the rate of 7% per annum énd the normal rate of interest
charged on the ioans advanced by financial institutions is
the quantum of subsidy provided, restricted to Rs. 20,000

Per annume.

Prompotiongl Megsures:

Several other steps viz: extension of technical
services, management development and consultancy services
etc. are undertaken to ensure that ‘the small’ acquires

§uf£ic1ent vitality tc be self supporting.

In 1954, Small Industiies Deve lopment Organisation
(SIDO) was set up to function as an apéx body concerned with
plaming the policy and co-ordinating the Institutionél
activities both at the Central and State levels for
implementing programmes for deve locpment of small enterprises.
The SIDO functions through a network of 25 Small Industries.

Service Institutes, 20 branch Institutes, 41 extension centreés,



26

4 regional testing centres, one tool room and training

centre, two training centres and five production centres,

Besides, it has five allied institutions, namely, the
National Small ‘Industries Corporation (NSSC), Central
Institute of Tool Design (CITD), Tocol Room énd Training
Centre, Institute for Degign of Electrical, Measuring
Instruments (IDEMI) and Small Industry E#tension and

Training Institute (SIETI).

To name few state level agencies ane may mention
Directcrate of Industries, State Industries Development
Corporations (SIDCs) and District Industries Centres (DICs) ,
These organisations/agencies provide comprehensive range
of extension services ranging frcm selection of stiitable

line of production to sale of the final products.

Another vital organ in the developmental programmes
for small scale enterprises is establishment of Industrial
Estates. The Industrial estates progrémne in India ‘was '
started in 1955.1 to encourage and support creation expansion
and moderni sation of small scale industries through provision
of factory accommocdation, common services fac‘:i‘. li.t‘i;-s and

assistance and servicing throughout all stages of establishm

ment and operation. It is considered as an ideal tool for

1. The first two industrial estates were established ~
one at Okhla (New Delhi) and other at Naini (Allahabad,
U.P) - at the initiative of Central Government.
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integrated deve lopment of industries as it faci l’itat'es‘ better
guidance to units; ensures healthy condition .of wofk:
provides opportunity to make use of each other's sefvice,s
etc. From financial angle, this programme has several
advantages including economy in the use of land deve prment,
construction of sheds, provisions of water and power |
facilities, But it was found that en the whole, the
industrial estates had not been great success. They

had not achieved many of‘ the objectives for which they

are j.ntended.1 Such limited success (and for that matter
partial failure) of Industrial estates in India can be
attributed to several factors. They were not properly
co~ordinated with the broader development pr4bgramnEs.

The secondary growth-effeécts were not given their due
considerations at the tine of planning. At times, the
techno-economic considerations were thoroughly neglected.
The costs of construction were unduly high. Also the

estates suffer from locational problem.

Thus we find that a wide variety of assistance-
programmes have been launched to protect, promote "and
sustain ‘tﬁe small sector® in India. In ensuihggchaptez:
we discuss the impact of these programne.:zthe context of
comparing the efficiency and profitabi J:i.ty aspect:;. of ‘the

small vis-a-vis the large enterprises.’

1.  See.:iNg.Somasekhara, (1975 The Efficacy of Industrial
Estates in India, Delhi. Oommen, M.A. (1972), Small
Industry in Indian Economic Growth - A Case Study of
Kerala‘ mlhi- po 1900 Sanghi, ROL. (1979) 3. ROIe Of
Industrial Estate in a Developing Economy, Bombay.



._ 8 ™ Agggndix 1

bxtracts from the yndustrial Policy Resolutions/
Statements relating to Small and Cottage Industry.

1948 Regsolyutiont

"Cottage and Small Scale Industries have a very
important role in the national economy, offering as they
do scope for individual, village or co-operative enter-
prise and means for the rehabilitation of displaced persons.
The se industries are particularly suited for the better
uti lisation of local resources and for the achievement
of Jocal se lf-ssufsfiéiency in respeét of:cértain t'ypes of
essential consumer goods like food, cloth and agriculturgl
implements. The healthy expansion of cottage and small
scale 1ndustrie$ depends upon a numbexr of factors like the
provision of raw materials, cheap power, technical advice,
organised marketing of their produce, and whére necessary
safeguards against intensive competition by large scale
manufacture, as well as on the education of the worker in

the use of the best available techniqwe."

1956 Resolution:

"The Government of India would, in this context,
stress the role cf cottage and village and small-scale
industries in the development of the national economy.

In relation to some of the problems that need urgent



23

solutions, they offer some distinct advantages. They
provide immediate large scale employment;: 4thevy=-vof'fe-:~'a
method of ensuring a mere equitable di stribution of the
national incore and they facilitate an effect mobilisation
of resources of capital and skill which might otherwise
remain unuti lised. Some of the problems that unplanned

urbani sation tends to create will I avoided by the' estiblie

. : all over the
shment of small centres of industrial production/country.

The state has been following a policy of supporting
cottage and village and small scale industries by
restricting the volume of production in the large scalé
sector by differential taxation or by direct subsidies.
Whi le such measures will continwe to be taken, whenever
necessary, the aim of the state policy will be ﬁo ensure
that the decentralised sector acquires sufficient vitality
to be self-supporting and its deve lopment is i‘r_xtegrated

with that of large scale industry."

1977 Statements:

The importance of small-sector was £ urther emphasi sed

in the 1977 policy statement during Janta rule,

*The emphasis of industrial policy so far has been |
mainly on large industriés neglecting cottage industries
completely relegating small industries to a minor role,
It is the firm policy of this Government to change this

approach.
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The main thrust‘:.of the new Industrial Policy will
be on effective promotion of cottage and small-scale
industries wide-ly dispersed in rufal areas” anvc'i“;rﬁ.al.iw
towns. It is the policy of the Government that whatever
can be produced by small and cottage industries must only

be so produced.”

1980 Statement:

"It will be government's endeavour to reverse the
trend.s of the last three years towards creating artificial
divisions between small and large scale industry under
the misconception that these interests are egsentially
conflicting. While making all efforts towards integrated
industrial development, it is proposed to promoté the concept
of economic federalism with the setting up of a few nucleus
plants, in €ach district identified as industrially
backward, to generate as many ancillaries and small and

cottage units as possible.

A nucleus plant would concentrate on assembling
the produce of the ancillary units falling wiﬁhiri ité'
orbit on producing the inputs needed by a large number
of smalier units and making adequate marketing arrangements.,
«esss.The nucleus plants would also work for upgrading
the technology of small units. Small is beautiful
only if it is growing just as the phased manufacturing

programme with a view to reducing reliance on imported
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components and materials played an iAmportant role in
diversifying our industrial structure, a carefully
worked 6u’t time bound programme' for grea‘te‘r‘ éﬁeiiiégisado'n
in certain indﬁst._ries will contribute considerably‘ |

towards dispersal of industry and growth of entrepréne urship.

The proposed nucleus plants in industrially backward
districts would generate a spread-out network of small
scale units or exi sting network- of small scale unitsg
in an area would acquire a faster growth by the coming
up of a nucleus plant in this area. Such a two-way
traffic would create an ancillarisation effect in terms
of larger employment, more equitable distribution of the
benefits of such an industrialisation in the shape of
higher per capita income for the larger number of people

of area.
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CHAPTER III

RELATIVE EFFICIENCY OF THE SMALL

Thi s chapter examines the efficiency aspect of

small scale industrie s1

in India. The first section
presents a brief review of the earlier studies on the

re lative efficiency of smail industries in India. Esti-
mates on efficiency based on some recent data are pregented
in the next section and the results of analysis are
discussed thereon. The main‘findings of this study

are summarised in the last section,.

Review of egrlier Studies:s

There has been a long debate in the country in
re'gard to the role of and efficiency in the use of
limited resources by the small scale enteryprises in
comparison to their large scale counterparts. A number
of studiti's2 on the relative efficiency and labour inten-

sity of the large and small scale enterprises available.

Dhar and Lydall (1961) compared the output-
capital ratios for a number of reasonably homogenous
industry groups each depicting size variations. They

concluded that "for factories which employ 20 or more

l. Within factory sector, as entire discussion is based
upon ASI-data.

2. Dhar and Lydall (1961), Sandesara(1966), Mehta(1969)
Sandesara (1969), Pillai (1976), Nagraj (1985)
Go ldar (1985), IBRD (1985) etc.



33
persons;output-cépital ratios increase with the size:
of the unit. Compared to unregistered small scale
enterprises also, the relative pcsition of modern small
enterprises was noticed to be unfavourable. It was found
that for enterprises employing.less than 20 workers
the capital-output ratio was generally more favourable
than those i;nmadiate above them, but not necessarily
more favourable than large enterprises. Thus Dhar and
Lydall found small scale units, using mocdern machirery

and hiring uptc 50 workers to be the mcst capital

intensive type of enterprises.

In contrast to Dhar and Lydall's study at a point
of time, J.C, Sandesara studied the scale and efficiency
correlates over t_ime 1953-58 and covered more industries
(28) and efficiency paramters. He examined the relationship
between size and capital intensity (capital-labour ratio)
and also between size and othér econcmic characteristics
like output/wages per worker and output/surplus per
unit of capital. This revealed a lack of positive asso-
ciation ketween size and capital-intensity, bdf sizéwand
cutput capital ratio, size and surplus - capital ratio
and size and wage rate were seen to be positively ol
associated and this provided further evidence supporting

the conclusions earlier reached by Dhar and Lydall.

In hoth the studies, size variations were measured

by employment units. However, it was challenged by
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bf B.V. Mehta (1969), ‘'for this did not rule out the
possibiiity of sick or ailing large-scale units employing
only a skeletcn staff, and rew units undergoingteething
tio ubles, being classifie.d‘ in the small size éroup'.
Mehta examired capital labour, c¢utput-labor and
output-capital ratios for three size classes (small~
fixed capital upto Rs. 5 lakhs:; medium over Rse 8 lakh
but not exceeding 25 lakhs: large : over Rse 25 lakhsg) \w“
covering 32 industries., He found that a in almost ail k
industries, capital-labor ratic increased with size.lLabour
productivity was also genrerally féund to increase with
size but mot in the sarﬁe proportion as capital intensity
and as a natural corcllary, output capital ratio wés

noticed to decrease with size.

In reply, Sandesara (1969) compared for 1963 enter=
prises the sample sector with the small enterprises of the
Census Sector cf the Annual 3urvey cf Industries (ASI),
This is a comparison of factories with 10-49 employees
with those with 50 plus (or cver 100) with less than
RBs« 5 lakhs of fixed capital. In 19 ocut of 30 industries
the sample sectcr was more capital intensive;i: Capiﬁal
prcductivity was lower for the sample sector than the
small census sector in 24 cut c¢cf 30 cases and lower than

the medium census sector in 12 caseso,
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The conflict between the findings of Mehta and
that of Dhar-Lydall and Sandesara is scre thing baff ling.
This cannot be attributed to difference in the time period
covered. The difference in findings may partly be
explained by the fact that while Dhar and Lydall, and
Sandesara used total productive capital (f£ixed plus
working capital) for measuring capital input. Mehta used
fixed capital alone. Since the ratio of working capital Y
to  fixed capital is high in small scale units., efficiency
comparisons based on _;ﬁroductive capital disfavour small

scale v.m;i.t:s.1

¢+ But, still another gwestion remains unresolwved :’
whether the two different criterions of size determina-
tion (1.e. employment and capital-investment) lead to
conflicting results on scale and efficiency. Pi lla12 tried
to resolve this conflict by comparing inter-scale |
efficiency by both definitions of size of units:; ore W
in terms of employment and ctter in terms ¢of capital. ’
He comes to the conclusion that where size is defined by
émployment, the output-capital ratio, as well as 6utput
labour ratios shows an increasing trend with size. And
capital-labor ratio 1.e. capital in&nsity decreases with
- size by employment. These results are in agreement with

those of Dhar and Lydall.

1. Goldar, B.N. (1985 : Relative Efficiency of Modern
Small Scale Industries in India in K.B. Suri, op.cit.,

2. Pillai, P.P. (1978) 3cale and Bf ficlency of Small
Scale Industries in India, Asian sconomicC Reviey

April 8.
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On the other hand, where size variatiéﬁis def‘jl_.ned
in terms of capital, one notices that as size':O'fvthés-f-v
unit increases, output-rc'apital ratio decreasesy whéreas_‘
tbe oltput-labor ratio[tat?s capital labor ratio increases,
These conclusions compare well with those by Méhté (1969) o

. who defines the size variation on the basis ¢f capital.

This confirms that criterion to define the size
of a unit has a role, in scale -~ efficiency comparison.
IBRD team (1985) ,1 also endorses this view when it writes;
A very clear lesson is that firms behave in the,theér.eticauy \
expected manrer much better if they are arranged in order \
to capital size, than if they are arfanged in or'def to
employment size. We have already had a hint of this pro-

position in the case of Japan.'

On the basis of RBIs sample survey:2 of small scale
industrial units conducted during &197.6-77, Nagraj 3( 1985)
" shows 'the firms be having in the theoretically expected
manner’. According to this study the efficiency of use
of capital is much higher in the small scale sector. The
capital efficiency ratios, namely, valwe added in manufacture

as percentage of net fixed assets and net sales ‘as ‘percentage

l, Little, Majumdar and Page (1988) : Small Manufacturing
Enterprises:s A Comparative study of India and other
countriesg, New York, Oxford University Press.

2. Reserve Bank of India (1979 & 1980) s Survey of Small
Scale Industrial Units, 1977, Vol. 1 & II,

3., Nagraj R. (1985) s Some Aspects of Small Scale Industries
in India ¢ Finding Based on Two All-India Sample
Surveys, EPW, Octe.
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of net fixed assets clearly shows that the smaller
units use capital resources more efficiently. Further,
the correlation between variation in productivity and
fixed capital per worker is positive and significant (0.%) .
The other important finding is that the profitability
of the small scale enterprises is much higher than that

of corporate sector.

But the principal short coming of the sample
survey upon which this\study is based, is its coverace.
It is confired only to those small enterprises assisted
by the commercial banks. It leaves ocut two other cate~
gories of small units (i) registered small units not
receiving bank credit, and (ii) the unregistered units.
Therefore, ore cannot generalise the results of. the

survey for all the small units in the country.

In another study, Goldar (1985) finds sfnall scale
enterprises relatively irefficient compared to large

\ scale units. 'His estimates are drawn from the data of

RBIg sample survey for small-scale industrial units., This

survey was confined to small scale irxi'ustriawl ;mi.ts;.

assisted by banks. Data on large scale industry have

been drawn from census sector results of the ASI for 1976«77

which has the same reference period as the RBI survey,

The efficiency comparisons are madé here for thirty-seven

three digit industries of the Nat:L'onal industrial Classi~

" fication (NIC). It is seen that relative labour productivity
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is less than unity i.e, labour prcductivity in small scale
units is less than that in large scale units, i”n ;11 industries
but one. On the other hand, relative capital productivity in
small-scale units exceeds than in the large scale units ih
twenty two industries (out of thirty seven) if gross invested
capital is used and in fifteen industries if net invested
capital 1s used. Also relative capital productivity excéeds
relative labour prcductivity,i.e, capital Per embloyee in
large scale units is higher t;han that in small scale units,
in almcst all cases. It may be inferred from the estimates
of relative productivities that while labour productivity and
the capital-labour ratic are generally higher in large ;cale
units, the same is not true about capital productivity. In

a large number of industries capital prcductivity is higher

in small scale units.

Goldar advances his argument further by calculating
the relative efficiency :Lndex1 and found it less than unity
in almost all cases. In series A, based on gross inve:ated
capital, the index is less than unity in thirty four (out of
thirty seven) industries and less than 0.8 in twenty six.
In series B, based on net invested capital the Index is less

legss than 0.8 in twenty-seven.
then unity in thirty five industries and/ On the basis of these,

l, See Goldar (1985 3 Op.cit., p. 104. The relative effici-
ency index (a ratic of tctal factor productivities in
small and large scale units) is computed as a weighted
average of relative labour and capital productivities. Iet
Lp denote labour preducitivity, KP capital precductivity,

- and 'a’' and ‘L' the income shares of labor and capital, _
Also let L and S ke the subscripts for large and small seale
respective ly. Then the index of relative efficiency,
denoted by E may be computed as

Iocg E = a log (IPs/LPl) + b log (KPs/KP1)
where a = 1/2 (aL aS ) b = 1/2 (b + b)

and a + b =1
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estimates of relative efficiency it may be inferred that
small scale units are relatively inefficient in a fairly
large part of the industries covered here,“if not in
most of them.l Further comparing material productivity
between large and small scale units, he finds that
small scale units are less efficient in the use of

- materials in almost all (thirty five out of thir‘ty-seven)“ .

industries,

But t'he analysis 1s plagued with several limitations,
Goldar himself counted them.? The most severe limitation
of the analysi_s is related with a crucial assumption.

That the relative efficiency index is based upon the
assumption of compe titive equi librium which is not

tenable in Indign factor market conditionse.

Another such study was taken up by an 1BRD Teggm'3

It is based on field survey of four industries (not
randomly selected) - shoe manufacturing, soap manufacturing
machine tool manufacturing and retal casting, industry,!
But this is more about factor—intensity aspecﬁ, and we.4wi 11

discuss it in the ensuing chapter,

1. Ibid. p. 109.

2. Ibid. P, 109,

3. Little,Goldar and Page (1963), op.cit.
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Pregent Study:

The present study is based on the ASI data.  On
the basis of the latest available data for factory
sector (Censbszpéirru;}es) for twelve years period ie from
1973~74 to 1984-85, an attempt has been made to compare
‘the relative efficiency of small scale enterprises with

their larger counterpartss

The ASI-summary results for factory sector
include one table which presents the principal characterig=
tics at the All-India ~ all Industries level of

. 2
1 in different capital ranges and helps in

factories,
segregating the data re lating to small scale factories.
This table, however, includes several factoriés as
‘unspecified’. Information on the gross valwe of plant .
and machinery is not available in these cases as the
factory has either not provided the information or has
no plant and machinery. Although the average investment
in fixed assets on this category is seem to be in few
thousands (i.e. quite low), we did not club them along
with *the small® because this by itself cannot lead ore

to the conclusion that all of them may be small ;units.n

we separated ‘the small' from the rest as per the

official definitions. However the frequwent changes in

l, Registered factory is one which is registered under
sections 2m(i) and 2m(ii) of the Factories Act 1948,
This includes all manufacturing units where more than
10 workers (with power) or more than 20 workers (without
power) are working. \

2. Capital means gross value of plant and machinery.
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definition (see chapter _twb) make the temporal comparison
difficult to interpret. We, therelfore, divided the
entire twelve years period into four sub-periods,
Sub~period I includes two years i.e. 1973-74 and 1974~75,
here the capital size ceiling is Rs. 'ieS lakhs. The
second subiperiods covers four ensuing years i.e. 1975-76,
to 1978-79, hére the definitional limit is ks, 10 lakhs.
Sub-periods III inglu'desvtm years 1979-80 and 1980-81

as per definitional limit of Rs. 20 lakhs. In the last
sub-periocd-IV the next four years 1981-82 to 1994-85 are
covered. Here for the first time, it would be possible
to ‘cover éncillaries too, upto Rs. 25 lakhs im)e#tment
ceiling in fixedvassets. Because of this there is some
margl nal overlap between the two categories (small and
large) but this should pose no serious problem in efficiency
comparison. We ncould not include all ancillaries into

'the small' in eariiér three suwb-periods as the ASI.gize

classi fication does not allow us to do so.

The statistical data contained in the tables

appended to this chapter relate to a few majox.v'__hea(js of
information namely fixed capital, employment, output,

value added etc. besgides the distribution ofv factories,

We compared the efficiency levels of small-gsca‘le and larges=
scale enterprises through the inter-relationship between
capital, labour, output and valwe added. As far as the
concept of efficiency is concerned we confine ourseives

to 'static relativé efficiency comparsions in terms of
the observed (scale specific) productivity indices.
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Before proceeding further, it is necessary to stress
upon the limitations of the analysis to be presented. .
We are quite aware of the limitations which our data-

base and/or methodo logy adopted here . suffers from,

The first liﬁtitation is that ASI covers only
factory sector registered under factories Act 1948° v
It leaves a sizeable portion of _the modern small scale
sector outside the perview of this study. Also the
factories that employ less than 50 persons with power
or less than 100 without power are not enurerated on

census basis.

Further, geographical coverage of the ASI also
changed from time to time. But this is notl likely to
affect this study much as it is primarily baéed on the trend
in relative ratios. The numerator and denominator are
likely to be affected in the same direction by the

exclusion or inclusion of particular areas.

The frequent changes in definition of ‘the small'’
makes the temporal as well as inter- temporal comparisons
difficult to interpret. Dwe to periodical enhancement of
capital size ceiling, the factcries whiqh wefe not
included earlier under small sector became eligible

suddenly.

Moreovsr, there is every possibility of under

reporting of various variables. The accuracy of figures
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varies according to the type of. data considered'.l' As a

rough rule of thumb, those figures are less likely to -

be accurate which are not easily cross-checked by banks or
Income tax officers during book inspection. For ’example,
industries with considerable casual employment are

more likely to under-report labour payments, than those with
regular employment patterns-because it is hard to check

their recorded pay rolls. Small scale units are ﬁarticularly

like ly to have casual employment patterns.

Similarly, raw materials, inputs and miscellaneous
services are the area in which the grossest mis-representations
are llkely in connection with the fictitious manipulation
of stock. They may be mis-reported for reasons of tax

avoidance.

Further, plant and equipment valwes pre sent problems
not because of misreporting but because ofvthe distorted
way tax considerations force their recording. To be precise,‘
Timberg writes, the replacement valwes of 'mach_i,ne:'y in a
world of rising machirery prices may be far above the
book~-vale. The book valwe will bevdepreciated every
yvear at the maximum the Inceme-tax authoritieé allow.
Further the nominal purchase price of real property is
likely to b a variable fraction of the actual and rent
control led property's real value to the renter includes an

informal equity - usually covered by a black premium or

1. Thomas T. 1977 Small Scale Industry . Swrvey Data:
A Note EPW P, 1478.
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pagri when it is vacated. Neither of these values
is likely to be recordéd in the books, but both are

important real elements in the firm's capital structure,

Thus, Timberg shows severai complexities in
date collection related particularly to a small scale

unit.

Table A-I and Table A-2 provide the base of this
study. As meéntioned earlier the size of 'the &mall® is
taken as per the official definition. All factories
below the definitional capital-size ceiling for ‘the
small’ are added to give us the size of the small sector.

Rest excluding unspecified are considered as 'the large'.

Table 3~1 shows that more than 80% of the factories
are small scale (for sub-pericd-IV) but in aggregate these
factories own around 6% of the fixed capital of all
factories combined, employ about 32% of the total employees
produces 21% of gross cutput and contiibute even lesgser
percentage, 16,354 to e precise, to valwe added by |
manufacture. In contrast large-scale factories own
together around 93% of the fixed capital of the manufacturing
sector, employing about 64% of the factory workers, producing
76% of the toctal factory output and contributing even a
larger percentage - almost 82% - in terms of value added

by manufacture.

The relative importance of the size of the  factories
can be seen from Table 3-2. It shows a fairly close
association between the asset size on the one hand and

employment and cutput on the other. The larger the factory
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in terms of fixed assets, the more wcrkers i£ emploves,
the mre'éutput (in morey terms) it produces and

adds more in terms of valwe added. But this ca.h"n'o't

be interpreted to indicate that a large size factory
essentially is more efficient. For instance, in sub~ _
period IV, the average large scale factory takes 167
times as much capital as a small scale factory but
employs only 19 times more pe.rsong to precduce 36 times
more output and 48 times more value-added compared to a
small scale factory. We find similar type of result for
the earlier three sub-periods. For example, in sub.
period I, the average large scale factory requires 119
times more capital and employs only 16 times more labour
force to produce around 26 times more output and to

add 42 times more valwe added. 3Similar trend continmes
to be observed for the sub-period II and III also. If
we assume that the price-rise affected fixed assets,
output and valwe added in the same direction and proportion,
tben an inference can b drawn that the gap betweeq large
and small as far as capital-requirement is concerned is
far more greatér than that (i.e. gap) on procduction

(output) side,

To examine the efficiency in the use of capital
and labour ore can recast the data in Table A-~1 in terms

of output per worker and output per 1lakh rupees worth of



capital for the two types of factories. Table 3.3
shows capital, output and value added per employee and
Table 3 -4 gtves figures on emplé;ynﬁnt, output and valwe
added per lakh rupees worth of fixed capital. Table
3-3 shows that in sub-period IV an average worker in

a large scale factory workeé with fixed capital worth
’Bs. 101210 or mcre than mine times those available to

a worker in a small factory, and contributed Rs. 336'4()
to valwe added (a rough measure of labour prcductivity)
or more than twice (to be precise 2.47 times) that cf
a small factory employee. Clearly, the average worker
in the large factory needed nine times as mﬁch fixed
capital to k@ conly two and a half times as productive

as his counterpart in *the small',

In sw-~pericd I (i.e, 1973-74 and 1974~75) the
averasge worker in the large factory needed seven times
as much capital to be only 2.7 times as productive as

an average employee in the small factorys

This trend is maintaired with little fluctuationg
in the next two sub periocds (i.e. IX and III) where an
average employee of the large-factcry works with

respectively 9 and 7 times more capital to contribute

only 3 and 2.38 times more in valwe-added as compared to a

anl average employee in the small-scale factorye.
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On the basis of these estimates it may be
inferred that large-size units is using scarce capital
resources less efficiently as it requires mu;h more ”
capital-investment to make the average-employee more

productive upto certain stipulated degree.

Further Table 3-4, after recasting the cata from
Table A.I provides us average labour-capital ratio (a
rough measure of the factor intenéity) and, odtput and
valwe added per lakh rupees worth of fixed capital. It
shows, taking up the sub period IV at first, that the
small-gize factory conzbineé larger number of employees,
arcund 8,61 persons with one lakh rurees worth of fixed
capital, The table gives us an idea about ~capital
pro.ductivity also. That one lakh rupees worth of fixed
capital prcduces almost 4.7 times an output in small
factories compared to large ones. Similarly, it also
indicates that the valwe added by one lakh rupee's worth
of capital in small factories is almost three times as

large as that for a large factory.

This implies that capital is more prcductive in
small-scale unit than its larger counterpart. In other three
sub-periods also the high productivity level of capital
in small factory vis-a-vis a large - ore is maintairegd.

On the basis of abcve analysis it may be inferred that
capital is more efficient when it is commissioned in a

small factorya.
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As far as the prcofitabi lity1 is concerned the gmall-~
scale factories are distinctly in é favouragble position
vis-a-vis large factcries. The rate of profit in a |
typical large size factory works out around 13% in
sub-period-1V, while the corresponding rate in 'the small’
is more than twice i.e. slightly cver 28%. For earlier
three sub~periods too, 'the small' remained more profitable
vis-a-vig large factory. The configurations go as 2631 14:5
for sub-period-1, 28.5: 13.25 for sub-periods II and 29:
12.5 for suw-period IIT, |

- The over all findings of the above analysis may be
summarised as fcllows: (a) that the small sized factorieg
are more labour intensive:; (b) that the capital is more
efficient and productive in a typical small-sized factory:
and (c) that the rate of profit in a sma ll-sized factory
is more as compared to a larger oneé, These results are
quite striking, But caution2 must be exercised in jumping
tc any conclusion from suwch analysis. For such a conlu=
slon disregards important factcrs which can explaiﬁ the
results in a way more meaningful for policy that suggested

by mere comparison of the ratios.

Value added -~ total emoluments

. ; . Productive Capital. I
Profitability is gross of interest for which suitable
figures are not avai lable. It might perhaps be hetter
described as the rate of surpluse.

1. Calculated- as™ ,f1:

ECN

2. Asher, Ramsinh 1978. ‘Small Scale and Cottage Industries
in In:iia $ in J.S. Uppal (ed.) India's Economic
Prcblems, An Analytical Apprcache.
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Also the underlying assumption in such analysis

is homogenous capital and labour which may not »'stand- the
test of a deeper scrutiny. The hetrogenity of capital

in terms of age, quality and type is ignored in the process
of aggregation. Similarly labour may not be homgenous
(as assumed here) for all types of industries and factories
duwe to age, sex and skill variation. Further, iit would
have been better if studies were conducted by identifying
the homogenous product lines where scale economics appRar

to exist.l

In other words, a reasonable disaggregation
on product lines would have given a better and more

renetrating results.2

Degpite all these limitations the findings of the
such analysis are quite instructive as it covers a fairly

long period and is based upon the latest available data.

Two plausible reaons could be advanced to expilé,in
higher profitability and high capital efficiency in smalle
scale factories. One is financial subsidies and concessions
tc small-scale factories and other is the lower wage costs
due to use of family labour in smaller units and/or greater
exploitability of labour as the sizes decrease. (This

part we will discuss in the ensuing chapter).

l. Staley, E. and Morse, R.: (19695) Modern Small Industry
For Developing Countries, McGraw Hill Book Co,
New Yorke

2. idttle, Mazumdar & Page (1988) Op.cit,
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Theoretically the direct subsidies and price~
preference advanced to sﬁall sized factcry may enhance
lts capital efficiency as well as profitébilié;:."Tﬁéh
government agencie€s provide capital subsidy at a rate of
15% of the fixed capital to the small. Also 'the small’
' is entitled to get and it dces enjoy 15% price preference
in government purchases. Dwe to ‘capital subsidy*' the
entry under the fixed capital head is less than the actuyal
cost.  And the denominatcr in output/capital ratio is
reduced to result in higher procductivity of capital.
Similarly, the price-preference given to ‘the small’

affects at least in princible, the p:ofitability favourably,

But a recent studyldoes not approve this positive
association of capital efficiency and profitability with
" financial assistance. Sandesara conducted a survey of 246
small units distributed over 18 industries in four big
cities - Bombay, Bangalore, Hyderabad and Jaipur Data
relating tc assisted aﬁd non-assisted units were
collected and their efficiency and profitability was
compared at length tc check the ‘'efficacy of incentives for
small industries’. Sandesara came to conclusion
that 'control (non-assisted) units had higher profitability
" higher capital productivity, highe¥ surplus per unit of

capital and lower capital - intensity than sample (asisted)

l. Sandesara, J.C,., 1982. £fficacy of Incentives for a
Small Industrias, IDBI, Bombay.
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units in a majority of industries."” He further investi-
'gatea the reserved vis-a-vis cther industries and fouﬁd
that 'the performance of reserve industries does not
outshirne that of cthers.' In a way it is'quite a
revesling result that financial assistance of di fferent

k¥inds do not enhance the capital efficiency (a£ least
directly) or profitability of a typical small scale factory.
The reason for better capital efficiency or profi‘tabgil::;t;y
may be traced somewhere else in the very structural mdde
of operation of ‘the small'. One such spot to be
scrutinised is the labour exploitability in small sector

which is the principal theme of the ensuing chapter.



Table -A -1

small - Scgle Sector

Year Factories Pixed Capital
(number) {&. lakhs)
1 2 3
1973-74 53246 90728
1974-75 50370 68706
1975-76 54374 91640
1976-77 58852 ! 102441
1977-78 61908 124307
1978-79 62040 113621
1979-80 66823 137267
1980-81 69165 198553
1981-82 77956 255102
1582-33 77195 - 275736
1983-84 79068 . 3271779
1584-55 81410 292207

Large Scgle Sector

197 3-74 6225 984814
157475 6882 1115081
197 $=76 6149 1264444
197 6=77 6828 1513439
1977-78 7558 1819160 -
1978-79 3184 2173414
1979-80 9088 2538938
1980-81 6398 27187430
1981-82 5527 3210073
1.982-8) HL49 381€198
19913-34 e 4309947
1994-85 PERR | 5152028

SO ale2 3 Ladmll o et g Wegiemees,

Productive
Capital
(s, lakhs)

205773
245847
236918
294467
395593
480036
518914
607221

564208

1374961
1629747
1796411
2114076
2438778
2898763
34380178
3%05317
4483011
5196433
5068855

7193965

Investeqd
Capital
(k. lakhs)

455661
573915
608353
663204

67 6799

4215974
4609796
5669016
6522 3%

7 318303

Workers

(number)

1812757,
2089828
2256041
2288890
2078958

12062552

3815296
3622256
3490690
3636313

3665076

3501204

Employees Wages to
{numbe r)

1941885
1853882
2036549
2227286
2361600
2326975
2311315
2539350
275'6559
2777129
2529272

2515341

3798588
4017423
3991343
4251090
4511976
4694454
4988645
4815495
4636537
4317738

4857771

SN 1173

Aorkers
(k. Yakhs)

Total
Emo luments
(ks. lakhs}

53594A
73729
87069
99829
105556

114059

290525
313756
344p13
404338
47 3183

5526006

42304
43850
53598
60949
71218
69934
78968
112638
129541
153720
156046

167067

206485
257828
281903
299964
344372
385987
449773
488689
537 8%0
630149
TAED2LZ

BRIEY

Total Total
Input OCutput
(k. lakhs) (®s. lakhs)
1 - 11
499150
571043
682293
665235 799769
739536 | 916030
- ' 953770
- 934370 1110172
1298597 1533244
1592486 1873533
1762372 . 2076695
1612275 4{"2663603> o
1789438 2177067
. 1451314
2003138
2210528
1881898 2580481
2157510 2927446
- 343975
2993262 4059160
3377944 9515552
4052468 5424163
137306 6458983
53093 14 723%293
SYEITA2 W2 ISSAL

Deprecia-
tion
(®s.

13288
20120
26521
29245
35932

44954

154097
171266
189932
217026
299072

156729

(Psq
lakhs)

Value added
lakhs)

13= ll—(;o4,g)

80172

88730
102666
124432
143793
138234
162514
214577
259524

285077

345396 .

341676

381730
513549
505752
60 1889
-661589
810545
911801
966342
1181767
1364 €55
[ VAT

17 a1



Unspecifled
s Cawnss rmecwinl Smortie  Inames s bwiees tgwwm Tl Tl Goml bcia Vs
(k, lakhs) (k5. lakhs) (k. lakhs) ments (B.‘lakhs) (;Ep;;khs) f:::oonlakhs) ?s:?e?akhs)'

r 2 o ¢ s s T s ins: ‘ia):hi)‘ ‘1 n i .
197374 4662 315 614 79838 _ _ L _ . 085, - . . 61T - - o 1184
1974-75 6965 8453 12696 | 181499 3489 35720 . 5724.*- -
1975-76 11182 46826 55974 © 352853 10765 913824 30250

197 6-77 15597 1117 4212 170874 2757 23930 23795 4749
1977-78 15458 2924 7295 219806 4041 35059 42556 ' 7212
1978-79 17353 1558 5638 226680 5251 - 41534 6617
1979-80 19215 6758 18214 334235 378311 6847 5449 43980 5645 338 12135
1680-81 20940 4014 11146 12463 334508 359834 6085 2324 97292 §v607 o7 12008
1981-82 21558 5084 12598 15414 358891 334872 8327 10321 49945 64550 437 14160
1982-83 9821 8665 17231 21825 387470 111925 10560 20740 . 69973 80092 493 17636
1983-84 9831 22828 34879 41871 410203 a17111 13347 17756 e0002 110164 1128 Jeors
1984-85 6915 29076 a83%hH 55004 227653 255197 10055 14343 110236 133949 3766 25667 o
Total (35T ¢ L3I ¢ Unspecified) .

167374 64133 107 5857 1537505 Saze 49874 1956801 463206
1974-75 64217 1192230 1793223 co5zR04 305187 2609901 ’ 05103
1975-76 71705 1402910 2043192 63807'?5 346296 2986645 639668
1976-77 81277 1617050 2324051 6649220 : 363670 2571053 3409085 _ 732070
1977-78 84924 1946351 2691920 722::2; :Z:: 25152105 jjj:;: : 812594
197879 86077 2288593 3141319 rersams rtore oo riers e - 9553:)5
1979-80 95126 2682963 3780859 - 5962288 27 1467 194470 0065t 4723832 61:08403 v 1086420
1980-81 96503 2990038 - 4312056 4688103 6046592 177563 300 1r 17753 s6oau00 126 e Ie e
1981-82 105037 3470259 4975747 5399127 6105622 6005792 . 51247 216809 - 14£5e57
1982-83 93156 4100600 5732578 - 6295198 6312573 o ’ BO4609 6709650 8623765 246754 . 1667368
1083-33 5706 1860558 6710955 209333 5156837 ezt il SZLETS  TE01802 2353731 338331 2013710

TSTYLe 5757 W 10 SEm T i oR e 105448 sree 1A

1984-85 06997 5484211 ‘77 16533 B S 2 2 £0G 1409



Spurce: Table A-1 and A-2.

S

% age shares of SSEg, 1SEg and Unspecified factoriesg in Mumber of Pactories, Fixed Capital, Employnent, Gross Output and Valus added.
197374 1974-75  1975-76 157 6-77 1977-78 197879 _1979-60 1980-¢1 1981-62 198263 1983-84 1984-85
%o. of Pactories SSE  B3.02 75.43 75.62 72.40 70.28 70 .43 69073 71.67 71.67 82,65 81.76 83.96
LS=  9.7C 10.71 8.57 8.40 8.59 9.29 9.55 6.62 5.26 6.60 8.07 8.89
20.72 1. . .
Unspecified 7.28 10.86 15.61 19 .20 20.63 20.43 < 21l.m 23.07 10,55 10.17 7.15
100.C0 100 .00 100 .CO 100 .CO 100.00 100.00  100.00 100 .00 100 .00 100 .C0 100 .00 100 .00
*ixed Capital 338 9.43 5.76 3.87 6.33 5.43 4.96 5.11 6.64 7.35 6.72 6.74 5,32
Ls= 91,15 93.52 90.13 90 .23 53,34 94 .96 94.63 93,22 92,50 93.06 92.78 94 .14
Unspeciiied 0.42 0.72 6,00 3.44 1,23 0.08 0.25 0.la 0.15 0.22 0.48 0.54
100 -00 100 .00 100.00 100 .00 100 .00 100.00  400.00 100 .00 180 .00 100 .00 100 .00 100 .00
£mployrent SsE 33,36 30.6 31.91 33.49 33,29 32.10 30.10 32.91 35.44 34.67 32.32 31.95
LSt 65.26 66437 62 .55 63.93 63.36 64 .97 64 .49 62.41 59 .61 60 .14 62.34 64 .80
Unspecified 1,38 3.03 5.54 2.58 3-35 2-93 5.41 4.68 4.95 5.19 5334 3.25
100 .00 100 .00 100,00 100 .CO 1C0 .CO 100 .00 100 .02 100 .00 100 .00 100 .00 100 .00 100 .00
fross Cutput 55 25.%0 21,87 22.64 23.46 23.57 21.53 21.24 25410 24.49 24.08 21,42 20 .62
138 74.16 76.75 74.01 75.69 75.33 77 .53 77.67 73.92 73,62 74 .89 77 .40 78.01
Unspecified 0.34 1.38 3.15 0.55 1.0 0.94 1.09 0.98 1.89 1.03 1.18 1.37
100.00 100 .00 100 .00 1C0 .00 100 .CO 100.00  100.00 100 .00 100 .00 100 .00 100 .00 100 200
Valwe added 358 17 .30 14 .59 16.07 17 .02 17 .69 14 .46 14.95 17 .98 17 .83 17 .09 17 .15 16,35
L 82.39 84.45 79.18 82,32 B81.41 84 .48 83.92 81.00 81.19 61.84 81.01 82.15
Unspecified 0.31 0.96 4.75 0 .66 .90 1.06 1.13 1.02 .98 1.07 1.84 1.%0
100 .00 100 .00 100.00 100 .00 100 .00 100.000 100 .00 100 .00 100,00 100 .00 100 .00 100 .00



Table 3,2
Fixed Cgapital, Persons emploved, Grcss Output and Valye Added ezch ver factcry

- - - = e e wm m @ m o e e e e w = @ @ e = m om m w es e e e o e e = e e owm e omom e ea e owm o e o = e

Fixed Capital/ Fersons employed/ Gross OCutput/ Valie added/
Year No. of FPactcries No. of factcries No. of factories Nc. of factcries

SSE Lse 358 LS® SSE LSE SsE LSE
1973-74 1.70 158.20 36.47 610 .21 9.37 233.14 1.50 61.32
1974-74 1.36 162.02 36.80 583.75 11.33 291.06 1.76 74,62
1975-76 1.68 205.63 37 .45 649 .10 12.5%4 359 .49 1.89 €2,24
197 6-77 1.74 221.65 37 .34 622.59 , 13.58 377 .92 2.11 89.15
1977-7% 2.00 240 .69 38.14 596.98 14.79 387 .33 - 2.32 87 .53
1478-79 1.83 265.56 37 .50 573061 _ 15.38 420 .09 2.22 99,64
167980 2.05 279,37 34 .38 548,92 16.16 446.65 2.43 100,33
19 €0-61 2.87 435,67 36.71 752.65 22,16 705.77 3.10 151,03
1981-82 3.7 580.79 © 35.36 838.08 24 .09 981.39 3.32 213.51 -
1982-83 3.57 620.62 35.97 783.49 26.90 1056 .41 3.69 221,93 -
1983-84 4.14 577.67 31.98 624 .78 25.34 927 .37 4.36 208,97
1984 -85 3.58 598.80 30.89 591 .64 26.74 955.18 4.19 196.03 -

I e et i e S T

Sources Table n-1.



Fixed Capital, Gross Outpyt and Valye Added each per emplovee

Year Fixed Capital/ Gross Output/ Value Added/
Employees Employees zmployees
35k Lse S3E LsSE SSE L58

1973~74 4672 25928 2570 3820 3128 10049

1974=75 3706 27756 3080 4086 4788 12733

1975-76 4499 315679 3350 5538 504 1 12671

1976-77 4599 35602 3590 €070 , %586 13158

1977-78 5263 40318 3878 5428 5046 14562

1973-79 4882 46297 4103 7323 5940 17256

1979-80 5939 50824 4803 6136 7031 18277

1980-31 7319 5738% 6037 3377 3448 20067

1931-82 9254 65234 6814 11698 _ 0414 25438

1982-83 9928 79211 7477 13306 10265 28325

1983-64 12956 92460 7921 14342 13655 33447

1984-85 11617 101210 . 88655 16133 13533 313640

Sources Table ALl



Table 344

Pergons employed, Gross Output and Valu added per unit of capital (fs, lakhs).

Employee/ Gross Output/ Valwe Added/

Fixed Capltal Fixed Capital Pixed Capital
vear 558 LSE SSE LSk 3£ I5E
1973-74 21.40 2.76 5.50 1.47 _ 0.39 0.39
1974-75 26.93 3.60 8,31 1.80 1.29 0.46
1975-76 22.22 3.16 7 .44 1.75 1.12 C .40
197 6-77 21.74 2.31 7 .30 1.70 1.21 0 .40
1977-78 18.99 2.48 7.37 1.60 1.16 0.36
15738-79 20.48 2.15 8.40 1.58 1.22 ©0.37
1979-80 16.33 1.95 8.09 1.60 1.18 0.35
1980-81 12.78 1.73 7.72 1.62 1.08 0.35
1981-82 . 10 .80 1.44 7.36 1.69 '1.02 0.37
1982-83 10 .07 1.26 7.53 1.69 1.03 0.3%
1983-84 1.72 1.08 6.11 1.61 1.05  0.35
1984-85 8.51 0.99 7.45 1.60 1.17 0.33

Spoarces Table a.l

3

!

d
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Year Rate of Profit*
Small Large
1973-74 .23 .13
1974-75 .29 .16
197 5"76 026 012
197 6-77 230 .14
1977-78 29 .13
1978-79 .28 014
1979 =80 ‘ : 028 .13
1980-81 - .26 .12
1982-83 . .25 14
1983-84 .31 014
1984-85 31 .11

Source: Table A-1,

* Rate Of Profit = valea ad(hd - tOtal em1umnts

Productive Capital
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APPENDIX

Fixed Capital represerif:s the depreciated value of fixed
assets owned by the factory as on the |
closing day of the accounting year. Fixed
assets are those which have ncrmal product-

ive life of more than one year.

Physical Working Capital is defined to include all physieal
inventories owned, held or controlled by
the factory as on the closing daﬁr of the
accounting year such as the materials,
feuls and lubricants, store etc. that enter
into products manufactured by the factory
itself or supplied by the factory, to other

for processing.

Working Capital is the sum total of the physical working
capital as already defined abowe and the cash
deposits in hand and at bank and the net
balance of accounts receivable over amounts

payable at the end of theé accounting year.

Productive capital is the total of fixed capital and working

capital as defined above.

Inve'sﬁe d Capital is the total of fixed capital and physical

working capital as defined above;
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Depreciation 1is consumption of f£ixed capital by the
factory dwe to wear and tear and obsclence
during the accounting year and is taken provi-
ded by the factory owner or is estimated on
the basis of cost of installation and working

life cf the fixed assets.

Workers are defined to include all persons employed

| directly or through any agency whether for
wages or not and engaged in any mariufacturing
process or in cleaning any part of the
machinery or premises used for manufacturing
process or any'ot‘ner kind of work incidental
to or conrected with the manufacturing process

or the subject of the manufacturing process.

Employees "includesg all worker defined above and persens
receiving wages and holding supervisory or
managerial positions engaged in administrative
office, store keeping section and we lfare
section; watch and ward staff, salesvdepart-
ment as also those engaged in purchase of raw
materials etc. cr production of fixed assetpg
for the factory.

Total Inputs comprises gross valuwe of fwels, materials etg.,
consummed and also otber inputs viz. (a) cost
of non-industrial services received from other
(b) cost of materials consured for repair and

maintenance of factory's fixed assets including



cost of work done by others to the factory's
fixed assets (c) cost of contract and éorﬁfﬁission
work done by others on materials .s&'p“pdi‘e’d?i

by the factory (d) cost of office supplies

and product reported for sale during last

year and used for further manufacture during
the accounting year and (e) purchage valwe

of goods sold in the same@ condition as putchased.

Gross output is defined to include the ex-factory value
of products and by products manufactured during

the accounting year.

Net Valwe added is the increment to the valuwe of goods and
services that is contributed by the factory and
is obtaired by deducting the value of total

inputs and depreciation from value of output.



CHAPTER I

WAGES AND EMPIOYMENT IN  SMALL_SCALE ENTERPRISES




CHAPTER 1V

WAGES AND EMPIOYMENT IN SMALL-SCALE ENTERPRISES

As discussed in the previous chapter, the .'prevalance
of low level wage rate is considered to be ore cof the
explaining factors of high profitability 4in small-scale
enterprises. In this chaptgr, this isswe will be dealt
upon at length. Also the reasons for low-level wage
rate will be discussed tentativély. In this context we
will take up the isswe of labor productivity along with

somz other factors affecting the industrial wége rate.,

Further, employment (and the greater equality that
a higher demand for labour may be expscted to promote)
has been the major argument for promoting small enteryrises.
The employment generating capacity (or labour absorbing,
capacity, in other words) of small faqtories with relatively
legs investment is often emphasised and there is almost
consensus upon this isswe. It is proposed therefore to
attémpt a study of the empléyment charécteristics of the
small scale enterprises.: In this regard, the points taken
up for discussion are the-géneral trend in employment
gereration; share of 'the small' in totél industrial

employment ; and labor productivity and its trend.

To maintain continuity i{n argument, the latter

aspect has been taken up first for discussion.



b3
bm rent in Smgll-3cale Sectors:

Table 4,1 shows that ‘the small’ has fairly
maintained a higher share as far as the total industrial
émploynentl: is concerned. But Table 4,1 also shows that in
recent years there is a fall in total employment in the
small scale secto'r. Comparing the data for the sut-
period IV (i.e. 1981--85)2 the employment figures are found
to re sliding downwards from 27056 lakhs (in 1981-82)
to 25.15 lakhs (i.e. 1984-85) . And that too, when
nucker of small factories as well as fixed capital invest-
ment therein, is showing an upward trend. The number
of small factories during the sub-period increased by
more than 3000 units i.e. forom 77956 in 1-981-8_2 to 81410
in 1984-~-85, alongwith an increase by fs. 370981akhsin fixed
capital (see Table A~l). During same sub-perioci, a
fall of more than 2 lakhs on muster roll in small sector
is observed. Combi.ning these‘facts together, an inferrence
may be drawn that labcocur absorbing capacity of small
factories has gene down in relcent years and this needs

explanation.

One possible explanation fcr this declining trend

may be the inclusion of previously unspecified factories

1, The factory sector..:

2, There is no change in definition or coverage during
this sub-period.



into specified (large as well as small)category.® And

these factories (i.e. unspecified factories which are .
now included into specified category) might havé lésser
employment potentialities, Further, it may also be
possible that ‘more labor-irxtensive~«'olé'small units had
either phased out or mcved upward into large factory

C<:-1'cegoryo2

and new entrants to small sector (either
establishing a fresh unit or dwe to upward revision in
capital-investment limit) are coming with legs labor=-
absorbing techniques. This tendency for the proportion of
small scale enterprises employment to decline as economic
growth takes place and manufacturing increases, is associa-
ted with whatHollis Chenery has called growth e lasticitieg
of supply.3 And these are @generally greater for industries
which hitherto displayed supposed greater economies of
scale. The process c¢f modernisation due to likeralised impors
policy might also have pushed up this trend. Same is

the experience in Sri Lankao4

l. As one may observe £hat during the period in consideration
the absolute number of unspecified factories as well
as the percentage in total has decreased.

2. The possibility of such upward movement i's however,
aite unlikely dwe to obvious reasons.

3. Bottomley, Anthony 3 Small Scale Industries in Final
Outputs, Intermediate Activities and Primary Inputs,
IEW Y ] 30’ 2.

4, Osmani, S.R. 8 The impact of economic liberalisation on
the Small Scale and Rural Industries of Sri Lanka 1n
Islam, Rizwanul (ed.) 1986, Rural Industrialisation
and Employment in Asia.
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Labour-Productivity:Trends

A3 far as labour productivity is concerned,-’as
expected, it is lower in small units as compared to that
of larger ones (see Table 4.3) ., But during four years
(1.0, tsubperiod -IV), the labcur productivity multiplied
1.44 times in small sector (13583 + 9414) which is
marginally better than the corresponding figure (1.32)
for large scale factories. This shows that despit»é__
several odds the asmall is in favourable poaition vis-a-vis
the large secter as far as the rate of growth in labou:
productivity is concerned. A part c¢f this trend can be
attributed to the government measures, particularly tech-

nical services extend2d to small units,

Wage Rate in Small-Sector.

On wage-front, smaller units continue to he 'iow
paymeént enterprises. For sub-period-lv annual average
wage in small-units (average of four years) comes around
Rse 5761 1.e. B 480 per month or Rs. 16 per day (if all
30 days of a month is considered as working déys) « This
is slightly better than upper limit prescritked minimﬁm
wage-rate for agricultural labourers, which is around
Rse 10 rer day.:L 1f we make inter-size comparison of wage~

rates (per capita earnings), it is less for _small scale

1. Datt Ruddar (1984) : Minimum wages Act and Farm Labour 3
. Mainstream 22 (30), March 24, 1984. ppe 23-25,
The variations (in minimum wages) in 1983 range from
Rse 6 to 10,
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units than that for larger ones. (Annual averag'e' over
four years comes aréund Rso 14339 for larger units) < In
-other words an averagé employee in large factory get‘s

2.48 times more than its“ counter parts in smail-factdry.
(see Table 4.2) . At constant prices (base year 1960 = 100)
during the sub-period IV per capita annual average earning
multiplies 1.31 times i.e. from k. 1042 to Rs, 1141 4in
small scale factories whereas in larée factories it »
multiplies 1,37 times i.e. from Rs. 2572 to Rs. 29‘79v. This
gives 1s @ hint that in the’ .gap between the earnings of

the two sizes has widered over the period.

The result is quite in conformity with other

studies viz. Shetty (1963) > Strefkerk (19812 .. .-

-

o |
%

. ¥

l, Shetty, M.C. (1963), Small=Scale and Household Industries
in a Developing Economy.

"Among the small scale industries, only the furniture
making industry paid on a daily basis while the rest
of the industries paid their skilled workers on a
monthly basis. The dally wage-rate of Rss 3,25, when
worked out on a monthly basis (assuming 26 working
days per month) roughly gives a monthly wage of ks, 85,
which figure compares favourably with those paid by
the rest of the small-scale industries under survey.”

2. Strefkerk,Hein (1981) s Two little to live on, Too much
to Die on 3 Employment in 3mall Scale Industries in
Rural South Gujrat Part I, EPW, April s

*The wages that the majority of workers in light indus-
try receive are among the lowest paid in South=Gujarat
for unskilled labour. According to this survey this

is true of the Rss 4 per day or less which nearly half

of those interviewed earnred in 1974. This 18 just a

bit higher than wages paid in the same year to agricultural
workers and to those who performed casual labour® - ' wageg
of the workers in light industry are in general
considerably lower than wages paid to _ unskilled workers
in larger industries such as Atul-Atic, the huge chemical
plant on the sub-district’s border,wages are also
substantially lower than those paid for similar work in

- ... .contf Qeao
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Nagraj (1985)°> and Barerjee (1985)4.

Now the explanation of this earning—d:l,ffe“;e"nti‘a'l
between two size-grdups (.é;r-nalﬂl as well as lai'ge) :is very
complex problem. There may be many factors which inflwence
the earning-rate prevailing in different size grdups of
factories. They are differences in productivity, 'tra.de‘
union's strength, character of management and owrership

composition of labour and growth of skill and government

F .No. 2 cont'd from pre-~page

municipal and federal governmental sectors, although this
does not mean that labour conditions in these sectors are
1&810 . P 667. R -

3. Nagraj R (1985) s Some Aspects of Small Scale Industries
in India $ Finding based on Two All India Sample -
Surveys (Part I) EPW, Oct 12 : "The awverage annual
earnings per worker in the sample industries is
RBse 2119. The yearly earnings of an unskilled worker
is averaged at R, 1791..wages in the small=-scale
sector are generally low". P. 1742.

4. Banerji Nirmala (1985 3 Small and large Units 3
S;ymbiosis or Matsyanyaya in Suri K.B. (ed.) 1988
Small scale Enterprises in Industrial Deve lopment,
The Indian Experience...."average wage rate of the
large unit (Electrical Fan Industry) at Rs. 32 is
about 3.55 timesg the average wage rate of about
Rse 9 prevailing in the small unit.
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protection and incentive rules and requlations.

In Indian literature, productivity clha‘hgeAsm..and
degree of trade-unicnism have been found more important
in the ‘'determination and changes of wages' .1 A close
relation between productivity growth and rise in earnings
¢s expected. Our study too, shows that labour productivity
is higher in the lérge size-group of factories and -
so i1s the annual average earning per employee (See Table
4.3) And there seems to be a positive agsociation between
these two. But a closer look to the figures (after recasting
the data) deoes not substantiéte the ‘positive assgciat:ion’
notion in full. Table 4.3 shows tﬁat during first two
sub-periods, the rate of iabour preductivity growth2 is
higher and so is the rate of earning growth in the large
~size factory-group. In slub-period III, it is the turn of
the small-gize group, where productivity growth-rate is
higher and so is the average earnings growth-rate,.
Meaning thereby, the productivity growth rate ghows a

positive-association with averége annual earning growth-rate.

But in the sub-period IV i.e. 1981-82 ~ 1984-85 this

positive association between the productivity growth-tat;e

1. Sinha, J.N. and Sawhrey, 1970. Wages and Productivity
in Selected Industries, Vikas Publication, Delhi.

2. Average annual growth rates in different sub-periods
are calculated in a very crude-fashion i.e. simply by
taking into account the corregponding figures of
orening and closing years of each sub-period.
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and earning growf.h rate seemsto be breakivxg down,

What we observe that rate of growth of labour producti-
vity 1is more in small size group, while the rate of growth
of annual average earning is faster in 'the large!

The latest subwperiod data cast a doubt over productivity

wage relationship.

“Another studya' on the organi s=d manuf act uring
séctor have examined the determinants cf inter-industry waga
structure in Ipdia and its findings suggest that wages
are not paid strictly according to the marginalb productivity
of labour. Rather it has been established that 'the expcted
abi lity to pay wages on the part of the employer i3 an
important determinant of the inter-industry wage-struci:lme
and that the differing level of technology of different
industries is likely to be a significant factqr-inflmncing
the inter industry -wage structure ." Dholokia conclude s
that "technological factcrs implied by capital intensity
and the 'degree of enterprise' seem to be the most important
factors explaining the inter-industry wage~-str Qcturé
in the small scale sector in India", “'He measureg the
'degree of enterprise’ in a gyiven factory with pioport,\icn

of self-employed in the total employees* .2 The wages of

1, Dholakia, Ravindra H s (1979) Inter Industry wage
Structure in Small-Scale Sector in India, Indian
Journal of Labour Economics, Vol. XXI, No. 4(II)
Jénuary' ppo 20"230 ’

2. DhOlakia' R.H.\OpoCito p024o



| the employees should be larger,  greater the degree of
enterprise in a factory, he says. His crucial finding
regarding degree of enterprise and its positive correlation
with wage-rate level, however needs furthef ciarAifiCation
and a critical assessment., The gquwestion which comes to
mind instanﬁly is that in a large-factory the ‘degree of
enterprise’ is low (according to Dholakia's definition)
while wages are quite high in comparison to that of

smaller unit.

But his 'bexpected ability to pay' concept degervas
som® favourable comment. As it is often obser.{re;d, that
larger firms has more financial space to accommodate
skilled and high-priced labourers. Further the life-
expectency of larger firms are greater than smaller or€s,
therefore they go for a more stable work force with a
higher payment. Also the dismantling cost (if it occurs)
of a larger -factory is much more than a smaller firm,
which is a cruéial psychological force ‘and it results in
readiness to bay more, |

In another study1 alongwith other things, impact of
skill growth on the growth of earning has beenv analysed. In

this study skill growth is observed to inflwence earnings

1. See Sen Swapan Kumar (1985) 3 Inter-Industry Differenceg
in Growth of Real Earnings. Some Implication for
Wwage Policy, EPW, March 30, pp. 560=-61.
Skill growth is measured by rate of grocwth in the Propore=
tion of non-prcduction workers to total employment .P560 .,



growth substantially. Earning growth has been higher
in industries where substitution of production workers
by non-productieon employees: has taken place. It must
be noted here that number of ‘non-production workers®
‘does not represent skilled work force of a factory in
true sense, as there are many non-production worke}rs
e .g.security guards, sweepers, cleaﬁers etc. who may not
be skilled at all. Similarly a good many skilled perscnnelg
may be placed into ‘production-worker’' category. Anfway
we have checked up our data from this angle also.. Thble
4.3 shows that both skill ratio (as defined by Sen) and
énnual average earning per employee are lower for the small
units. But a positive association between two growth
rates could not be esﬁablished. The skill growth rate
for small factories is found to b negative and sﬁagnant ‘
for the sub-p2riod.III and sub-period IV regprectiwely,
whereasg the earnings gro‘wth' rates for these two sub-pevriods
are significantly positive. It is, therefore, difficult
to derive any definite inferrence about the -impact or
inflwence cf skill growth rate over earning gi:owth rate as
suwch. . |

In order to explain earnings differential Maj undg:z’
suggests a hypothesis which comprises (i) supply price i8s
higher for permanent than temporary migrants andv the formar,
bei ng more ‘gtable, ;;re-preferred in the iargar factories

while the latter fbi'nd employment mostlﬁr in small factéri;e._s;

1. Mazumdar, Dipak (1988) 3 Labour and Product Markets in
Suri K.B. (ed.) : Small Scale Enterprises in Industrial
Deve lopreént $ The Indian Experience.
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(1i) the wage-efficiency relationship perceived in
the larger factories results in a preference fo: a firm-
specific stable work force which be longs to thé sét éf
permanent migrants. Mazumdar'’s hypothesis is based upon
assumption that rural urban migrants form an important
part of the entrants to the labour-force for the manufac=
€uring sector, that family migrants are more stable than
lone migrants and more stable than lone migrants and the
former have a higher supply price and that stable migrants

are stable wotke rSe

Although these assumptions neea to be enipirically
verified this is not denying the fact that rural -~urban
migrants form an important part cf the entrants to the
labor force for all-type of econcmic activitiés including
manufacturing. Also the supply-price of family-migrants
are bound to be higher ih compariscn to lone-migrants,
as the stakes for existence are more for those who come with
‘their entire family folk than thosé who still have some
links to rural-past through their family ccnnections.

The supplementary income yhich many such workers geﬁ cr
expect to et frcm a rural-sector certainly has a negative

e ffect on earning-levels.

On worker's part a quwstion does remain unresolwed,
why they accept such lower-rate of wage in small sector,

Here few obhservations are in order.
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Firstly, there is an almost complete lack cf /
legal protection for workeérs in small-scale enﬁe“r-priges.
Anytime they can be removed from their jobs; i The .éa'si;‘
availability of a vast army of unemployed standing in

reserve hangs over them like a ‘'Sword ¢f Damocles'.

Secendly, they (workers) come from rural areas with
their inhibitions and rigid notions about caste and sub-
castes. Their ranks are divided as they belong to sccially

1

and sometimes economically”™ hetrogenous category.

Further duwe to som@ cther considerations Iabog.g =
union ‘leadership tends to incréase this divisiveness
rather than promote sclidarity. This makes their (workers)

ccl lective bargaining power tco weak.

Thus we see that both the factors - techno economic
reasons as well as institutional distortions = could bhe
he 1d regponsiktle for the low-lewve lwage rate in the small

scale ihdustrie Se

Whatsocever 2 the reason, it is found that the
annual average earning is significantly lower in the
small a3 ccmpared to big units. and this explains, at

least in part, the high profitability in the former,

1. Streefkerk Hein (1981) Op.cit. (Part II) A large :
portion of these workers, however are simultaneously
owrers of small plots ¢f land, ERW, April 18, p. 722.



Given suwh a wide differential in. the profitabi-
lities of the two sectors oneé cculd expect, qUite
naturally, a relative shift in the proportion cf fbtal
production in favour of small-scale sector in certain
branches of production. However such a shift could
derend considerably on several factors namely, the nature
of the input markets, availability cf suitable techno=
logies, and the size and characteristics of the market for
the product. The other deve lopment could be that certain
indust:_:i‘es in the large sector farm out manufacturing
cf technologically simple components to the ‘sn'tall scale
sector to take advantage of the latter's relatively, |
higher profitabi lity.,1 '}‘his re lationship between small-
scale sector and 'the big husiness' is the central theme

of discussion int he rext chapter.

1., Nagraj, R. op.cite., FPe 1744.
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Year SSE 1SE

1973-74 36.47 . 610.21
1974-75 36,80 583,75
1975-76 37 .45 649 .10
197 6-77 37 .64 622 059
1977-78 38.14 596.98
1978-79 37 .50 . 573.61
1979-80 34.58 548.92
1980-81 36,71 752465
1981~-82 35.36 838.88
1982-83 35.97 783449
1983~84 31.98 624 .78
1984-85 30 .89 591.64

Scurce: Table 3.2
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Year Number of workers Numrer of Employees Average edrning. Average earning Rate of Profit
rer employee per employee
(at current prices (a2t constant price
- In B-) 1960"100' in PS-)
50 15kt ssi *.SE SSE LSE SSE L6 555 LGE
1973-74 1941885 3798588 2178 5435 371 2174 23 13
1974-75 ‘ 1853882 4017423 2365 6417 746 1939 29 16
1975-76 2036549 3991343 2631 tc62 841 2256 g . 15
197 6=17 2227266 4251090 2736 7056 909 2344 10 14
1977-7% 2361600 4511976 3015 7632 931 2356 26 13
1976-79 12326975 4994454 3005 8222 208 2184 28 14
1979-80 1812757 3815296 2311315 4988645 3416 9016 249 2504 23 13
1980-81 2089828 3622256 2539350 4815495 4435 10148 1166 2530 26 12
1981-82 2256041 3450690 2756559 4636537 4699 11801 1042 2572 277 g
1982-83 2288890 3636313 2777129 4817738 5535 13079 1139 2691 25 -
1933-34 2078956 3669076 2525272 4877718 6169 15335 1128 2803 31 e
1964-85 2062552 2601204 2515341 5101174 6641 17341 1241 2979 31 1

g/
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Labour Prodctivity”

_ Sources ASI .

LSk

1C049
12783

12671
14158
14662

17266

18277

20067

25488
28325
33447

33640

Growth rate
SSE 1SE
(average of X
change over

Skx111 Ratio** Growth Rate
SSE ISE SiSE ILSE

{average of %
change over the

the period) reriod)
15.99 27.21
4.45 9.07
.22 .240
16.77 9.71 .18 .25 -.18 d.16
.18 .25
.18 +25 0.00 0.00
11.07 7 .99 .18 .25
.18 25

* Value » Added/employees,

** Skill Ratio =

number of total employees - number of production workers

nunter of total employees

@ ASI - data on workers is aval lable since 1972-8C onwards only.

358
Year (Rs.)
1973-74 4128
1974-75 4728
1975-76 5041
157 6-77 5586
1977-78 6046
1976-79 5940
1979-80 7031
1980-81 §448
1981~82 9414
1982.83 10265
1983-84 13653
1984-85 13583
9,
N 3
5,779

Dy

Average earning

SSE

LSE
»

{at current
prices in ®s.)

2631
2736
3015

3005

3416

44135

4699
5535
6169

6641

7C62
7056
7632

8222

5016

10148

11601
13079
15335

17341

Growth Kate
S3E LSE

{(average cf %X _

change over

T
6.58 18.07
3555 4,11

29.83 12.56
10.33 | 12.37

- - = - o= . - -
- e e Tt

LI
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CHAPTER V

SMALL SECTOR AND BIG BUSINESS

The relationship between small-scale units and
big‘business is a very peculiar one., There exfists some sort
of 'oprosition and interderendence’ kind of relationship.
In gsome cases ‘the small' glves and faces quite a
tough competition vis-a-vis large scale enterprises.

In other, they play a docile or sub-ordinative role to
larger firms, | —

Wwe generally observe in the field of final
consumable items, small units show a good st:andj.ng.-»1
vis-a-vis large enterprises. It is another matter, that
even in thege fields larger units have an upper-hand. As
Sur12 notes in laundry-soap industry - this power sector
firms {.e. large factories and the larger rﬁanually
operated units have a monopolistic hold over the market by
artificially differentiating their products through brandg
name s and intensive publicity campaigns. In Suri's words
"In addition to the variations in quality, artificial
differentiation of the product is introduced by using
brand names and attractive packaging.... The brand war is

fwelled by intensive publicity campaigns, pérticularly

l. e.g. Textile Industry.

2. Suri, K.B. s Technology, Firm Size and Product Quality
A Study of Laundary Soap in India, in Suri K.,B, (ed.)
(1988) Small Scale Enterprises in Industrial Developrment
The Indian Experience. F. 217, _
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by power sector firms and the larger non-power ftrms",

He further records, "The product market is also
spatially sEgre§atéd. ‘...'i‘he large manually operated
firms and f.he pov.e,r - gector firms with a strong
resource basgse gpread their marketing retwork widely in
search of safe though distant markets where corhpetiticn
from local-non-power firms is not so acute, Almost every
such firm attempts to carve out for itself an exclusive
market in prosperous, middle~income or hilly regions
where it caters to the demand of special socio-economic and

cultural groups, wl

Degpite that, the extent of stubborness on the part
of smaller units is surprising. The existence of
competing small firmg before the big giants in a particular
industry is really very surprising given the all-~embracing
character of monopolistic tendency of the latter.,
Although reservation poiicy and other state regulations 74
play an important role in this regard few more explanations

are warranted.

One reason in this context is that in an expanding
or a big market a few bigs can't cope up with the growing

demand of a particular product that too of different quality

l, Suri, K.B, Ope.cit., Fp. 217-8,
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and variety. 1In other words, the co-existence of small
and large firms can be alao dwe to product market ..
differentiation within the gsam® industry. To 11>1usttate
this point, we may take example of laundary soap 1ndust.xy»,3‘
The large mechanised firms produce qualitatively better
products. The cost per unit of ocutput, if measured in
tons or measured in physical units, is much higher in
these nechanised units, But because of the higher
quality of the product and a better marketing network,

it can ke scld at higher price. And cn the

receiving end, it is the high-incom® group who purchases
these costly products, Because, small and large compete
indffferent parts of the market, they co-exist with

different price levels.

But ore question remains still unresolved. - Why
do the larger mechanised units not enter the mass market
for the lower quality soap? This gquestion may be

answered in two ways from two different angles.

Firstly, it i1s ldkely that there are economies of
scale in the_highly mechanised firms « in production as
well as. saleg. In a monorolistically cdmpetitive market
in which large firms would typically operate, it may not

have exhausted the scale of economics at its point of profit

l. IL4ittle, Mazumdar and Pacge. (1988)
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maximisa\tion.1 If market condi tions change with either
the demand increase or the decrease in cost, marginal ‘
profitability will be higher in expanding the high
inconé market compared to the alternative of precducing

'

lower quality products even though the average return

to capital might be the same in the two markets.

Apart from this *speciality of demand and supply’
characteristics the above q\ﬁstioﬁ of competitive co-existence
can be looked upon from different angle too. The number
of small factories in a particular industry may be large
but their collective weight may not be proprortionate.
Dobb explains this phenomenon in following words: "Two
consideraticns may qualify our surprise at the extént and
the stubborness of the survival of small firms today in
view of the fact that quintessence of monopoly 1s—1ts all
embracing character. First, what is important here {s not
mere numbers of busimess units, but economic weight that
concentration of production (in the sense of control ower
output) will tend always to be much greater th_an a survey
of the mere number of econcmic units suggests and that
it is control over 'key’ sphereg of industry and ‘key’
lires of production that are of principal significance.

Secondly there are various ways in which a large concern, even

1. The equilibrium for monopolistically competitive firm
- is related at a point cn the f3lling part cf thre
average cost curve. ’



-
Y4

if {1t does not control a major part of output of an
industry may in fact exercise industrial leadérship or
domi nance over the numberous small-scale independents

.1

that survive in apparent competition with {t, we

will discuss this aspect later.

As far as Dobb's first argument is concerred he
rightly observes that it is the ‘'economic weight' which
matters most. He clarifies that the facts of industrial
concentration in the modern world are almost too familiar
to need much emphasis here.' Although he was writing
about the condition prevailing during First and Second
World wWar in Britain and other Eurcpean countries, his
statenrent is very much valid for several industries in India.
Even our data endorses this argument, although in a cryde
manner due to aggregation. We have seen in earlier
chapter that share of 'the small' in nmr of factories
1s around 80% but its share in production is limited to 23%
For illustration we may take example of TV 1ndustry.2 It
shows that 12 largest firms (out of 40 in operation or
71 licensed) are producing 69.01% of total production.

We can take another case i.e. Paper .industry. The 23
largest ~ ~ paper mills (capacity 20,000 tomfies per annum

or above) account for 56.98% of the total putput while the

1., Dobb, M., (1974) Studies in the Development of
Capitalism, Mew York, P. 342.

2. Kumar Prem: Television Industry in India : Market
Structure, Conduct and Performance, New Delhi, P. 54.
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small mills numbered 228 (capaicty below 20,000 tonres
per annum) are collectively sharing 43.02% of total
6utput. |

Although reservation ’poucy and other governmeht
regulations blunt the sharpness of such dominance in
certain industries, 'the_ large' often succeeds in
manoe uvring things according tc its own liking. Certain
items are de-reserved to maintain the balance in

‘economic weight', Few good e:xamples:1

in this regard are
worth mrentioning. Confectionary as a general category
was on the regserved list for the small scale sector since
1977 . In August 1981 a reduction in the coverage of
‘confectionary’ was made by exclusion of chocolates and
chocolate preparations. A few months later another change
was affected to exclude all Varief.ies of chodolates from
the ressrved fitem ‘confectionary'. It is an open secret
that chocolates prdduction is a near monopoly of a couple

of large-scale and influential producerg in India.

Sirmdlarly, ‘fibreglass reinforced plastic products’
have been on the reserved list for some tim® now. However
since December 23, 1981, because of the changes in nomen-

clature in respect of fibreglass reinforced plastic productg!,

- l. Both the examples are taken out from Goyal, S K.,
Chalpati Rao and Kumar Nagesh : (1984) Small Scale
Sector and Big Busiress Pp. 90~-1.
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the following four items have got de-reserved. There

are (i) SMC and DMC and its mouldings, (ii) Continuwus
filament winding (Paper 600 mm. diartétef) (144) pultruged
products and (iv) FRP sheets by continuwus process. Some
like ly reneficiaries of the changes in \nOmenclature
resulting in partial de-reservation are (i) Indian Gum
Industries (a FERA Comﬁany) and (11) Hindustan Gum and
Chemicals (FERA/Birla) . | |

The two examples are just to illustrate, how the‘
maﬁter is mani pulated by 'the large', Even official
policy of reservation for the small units cannot be implé=
mented in the case of products where the large units have

“technical and/or marketing advantages (read interest)'’ ,1

Another type of relationship between the two sizes
are that of input-output relationship. That is to Asay M
several gmallegscale units depends upon big-~business for the
supply of their inputs viz. intermediate goods or semi
prccessed raw materials. Similarly, they supply their
outputs (final products as well as intermediates) to
large sgcale factorie2s. A look at the list of industries
at present reserved for ‘the small® shows that a good
nurber of them are metal, chemical and electrical industriesa

taking their inputs from the large-scale factories and:

1. Kurien C,T, (1978) : Small Sector in New Industrial
Policy, EPW, March 4, P. 460.
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and supplying their inputs (the bulk of them intermediary

products)v tc the large scale sectcr. There are some final
products in the reserved list (water n’ﬁtevx:s; domestic
utensils, oil stoves, village stabilisers etc.) which tce
are linked with the large scale sector in terms of inputs.
The close links and extreme dependence of ‘the small®
particularly of mdernvsmall scale enterprises on ‘the la:qa“/
make their position quite weak, though apparently such
relationship is meant for providing them some stability and
strength at least in the field of marketing. Usﬁally

what is observed is that the large obligopolistic factories
purchase their raw materials, intermediate and t:'h’ei.r goonds
at undervalwed prices from large number of smalleécale

units, while at the same time they sell their goods at
over-valwed prices. To illustrate this pointwe can take

the case of PVC rasimsc.1 The scarcity of PVC rasins leada
to continwed price hike by Indian producers on an almpst
month to month basis. The few sources of import have also
started exploiting virtually Indian market monopoly by

limi ting increasing prices.”

Simi lar kind of urequal relationship exists in the procegs

1. FICCI (1988) wWorkshop on Sickness in Small Scale
Industry s Background Paper, New Delhi. Feb 16, P. 16,
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of ancilliarisatio n1

and putting out system. The large W~
parent enterprises find that in house manufacture of all

the parts and comporents that go intb different industrial
goods makes gperation vety bulky and manageable and

requires enormous capital investment. As the gscale

of operation of unit expands, overhead cost begin to

rise and inhouse manufacturs of all the parts and

comporents becomes uneconomical. By farming out the manue
facture of‘parts and comporents, parent units benefit in
that they free themselvesg from manufacturing parts

and comporents. At the same time, they do not have to

lock up their capital in plant, bullding and machinery.

Barerjee? on the basis of her field-study in e lectrie
fan industry comes to simd lar conclusion. She writes
‘large firms are prodwing basic bulk of supply, but
suppleme nting it as and when rece ssary by putting out

orders to small units because (i) it saves locking up

1. Ancillaries are defined by Govt. of India as 3

An undertaking having investment in plant and
machinery whether held on ownership basis or by

lease or by hire-purchase not exceeding Rs. 45

lakhs (earlier it was Rs. 25 lakhs) and engaged in(a)
the manufacture of parts, componeénts, sub-asseémblieg,
toolings or intermediates; or (b) the rendering of
services and supplying or rendering or proposing to
supply or render 50% of their production or the total
services as the case may b to other units for
production of other articles.

2. Banerjee Nirmala, (1985) Small and large Units.
Symbiosis or Matsyanyava i.e. ed. Suri{, K.B. (1988},
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capital in capacity likely to be under utilised (ii) it
utilises marketing and sales overheads of large-firms
more efficiently, (iii) it overcomes the large mechanised
units, problems of matching the capacities of different
machines meant for different stages of production of a
given product, and (iv) it passes on the problems created
by uncertainty of demand entirely on the small units....
When orders, expand, new small units c;ame up or the
existing units hire extra workers. When order-s are scarce,
they di smissed workers Zc:eek orders from other industries

for simi lar processes.

Thus we find the nature of relationship between ancillaries
and their principals is a complex one, It appears that a
number of ancillary units are indeed promoted by persons
closely connected with large umbrella units. The contracts
for supply of materials and components and other business
dealings between éncillary uni ts and the large pare\nt uni ts
. tend to leave little scop® for an ancillary unit to

operate as an independent smalle=scale unit,

But the most intriguing relation between small units W
and big business is in the form of ownership cohneétionge

As the official definition of small units; until 1980,

did not take into account the ‘ownership and control’

aspect, several small units are under the control of

monopoly~ capital directly or indirectly. In other words,
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a number of units belonging to the national monopoly
houses and transnational corporations could directly

opérate in the small scale gector.

In a recent st:uc]y1 (Goyal et al.). around three
hundred (to b2 precise 292) small enterprises are found
to be controlled by big-business (sometimes even by TNCa)
at ore or other point of time. It l:las been observed
tbat "since the small scale sect.or has been defined
only in terms of the size of the assets of an operatiocnal
unit without relating it to owrership and control charactm
eristics, it would be no surprise if large Houses and
TNCs were also able to have the patronage which was
intended for the entrepreneurs with small and limited
means. There was no restriction for 'big' entrepreneurs
to avail of the facilities, It was indeed felt in
the case of som® smaller companies be longing to the
Tatas and Birla Houses that a good number of the
companies of the two Houses qualify for keing awarded

conce ssions under small and medium induastries.”

Before 1980, there were too many examples of small unjts
managed or owned by big entrepreneurs. But even after

1980, while the change in the definitions of a small scale

1. Goyal, et.al., (1984)op.cit.
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units incorporating the ox;mership agrect was améunced
the requisite measures to operationalise those éhanges
were not taken. As a result,a number of - gubsidiaries
of large companeis claimed regulatory examptions

and financial concessions on the plea of being in the small

‘sector.t

Another way to back door entry (i.e. gate crashing in
the smail sector by the big is to take over an exd sting
small unit, for there is no restriction in this regard.
Many a ‘taken over’ small firms® which have now become
a division or subsidiary to the large, enjoy fiscal and
other regulatory concessions on the pretex that they are

small,

Thus, we find a very complex relationship between
the small-gcale enterprises and their larger counterparts.,
On the ore hand they seem to b2 interlocked in fierce
competition in certain industries. On the other they are
1nterdependént upon each other. But in ultihate, we obgerve
that is the big business which dominates and the gain
(actual or potential) accruing in the form of surplus in
production proce ss in the small sector is xsartly lost to
the Big in the field of exchange.

1. Goyal et al. (1984) s Ewer Alloys Itd - a subsidiary of
Larson & Toubro itd., The Indian National Diesel Cg,
Ltd. a subsidiary of Mahindra & Mahindra:; J.K. Helen
Curtis Ltd. a subsidiary of Raymonds Woollen Mills
Ltd. (J.K. Singhania) . Roussel Pharmaceuticals Iimited
(a FERA Company) and so on. ,
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Summary gand Conclusions

India is one of the deve loping ccuntnes whéé
‘the emall’ has been considered important for attaining
the required pace and pattern of industrial development.
The concern for ‘the small' was evident enough even well
before independence throcugh various deliberations and
debates during the freedom mcvement. The political _
leadership was almost convinced that without the active
support of 'the small' the develo;xrental dynamics would be

rendered meani ngless.

It was this concern which found its way into
the developmental strategy after inderendence. Several
policy-mkasures were initiated to invigorate t'e small
sector in order to arrest the process of growing
uremployment and pocverty. “hése measures 1nc1ude,> among
others, reservation of certain areas of prcducticn
exclusively for the small; regulatcry and fiscal
concessiong of different kinds: <£inancial assistance in
terms of subsides and soft loans: and sore other sort of
infrastructural facilities. Although the outcore and
impact of these measwes are di £ficult to assess, some
reservations have begn venti lated on their pxopér

implementation.
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On the issve of efficiency the findings of this
study nowhere sgeem to suggest that scarce capital
resources are being wasted. On the contrary,ﬁ‘i't o
suggests that the investment in the small gectcr, on
aggregation, is relatively more éfficient than its
larger counterpart. The capital-output ratio is
positively associated with size. This shows that the
capital is more prcductive in .the small than the biggmr

ONE s

Further, the rate of prcfit per '.mikt of prcductive
capital in the Small is far greater than that in a
larger unit. Our analysis is that rate i{s more than
two times greater in the Smail as compared tc the large
enterprrises. This i1s rerhaps, ore of the rﬁost striking of
the findings emerging from the data anlysed. This
greater profitability in the small sector can be
attributed to the somewhat frozen wage-rate at a lower
(or sometimes at the lowest) level and that too in a
significant inanner. That is the rate of Qages allowed
by ‘the small’ is significantly low as compared to ft:he
larcer enterprise., This may be one '.plausible explanation
for the higher profitability in the small sector. The
role of *'direct subsidies' offered by the government
cannot also be‘ denjed in this regard. However, this
may not be taken as a general rule, as it is applic'ableﬂ

only in the cases of ‘'assisted’ small units.
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The prevalence of a lower wage-rate in the small
scale enterprises can ke attributed to a nunber of
facters. The important among them are low leve 123_ of
labour-productivity (proxy of ability to pay aspect),
the composition of the labour employed (which affects the
degree of trade unionism) its skill-growth; and
absence of any éoncrete legal protection to the workerg

of the small-scale sector.

Eﬁrther so far the most imporltant‘: argun\ént putforth
in févour of the small scale sector was the generation
of employment. This has definitely got .an element of truth
in it - that °‘the small'’ absorbs more labour than the
larger one. But one of the findings of this study,
which may be called striking is that the labour absorbing
capacity of the small sector has shown a declinirig a

trend in recent years.

Another finding which comes up in the course of
‘di scussion is the problem of encorachment by ‘the
big' into the areas reserved fcr exclusive production (er
expansion) for small sectcr. Lastly, it can be shown that
through various chanrels, ithsig business which |
appropriates a significant share of surplus generated in

the producticn process in small sector. That is to say,

that gain (actuai or potential) in the process of
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production in ﬁhe small sectecr is partly lost to 'big*

in the field of exchange and ancillary re_lat_i_g_rg:shipg_:.“
This hag important implicaticns to the | 'incomé,'

di stributing potentialities' of the small sector. A priori
it can’t. be said that expanicn of the small sector by
itself will ensure greater income  distribution as its

re lationships with 'the big' restrict it capabilities to do

8O0
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