UNIT 7

SETTING UP A SMALL INDUSTRY

Small-scale industries play a key role in the industrialisation of a developing country. This -
is because they provide immediate large-scale employment and have a comparatively higher
labour/capital ratio; they need a shorter gestation period and relatively smaller markets to be
economic; they need lower investments. They also offer a method of ensuring a more equitable
distribution of national income and facilitate an effective mobilisation of resources of capital and
skill which might otherwise remain unutilised; and they stimulate the growth of industrial
entrepreneurship and promote a more diffused pattern of ownership and location.

A rewarding feature of economic development in India has been the impressive growth
of modern small-scale industries. The small enterprises have by now established their
competence to manufacture a wide variety of sophisticated goods in different product-lines
requiring a high degree of skill and precision. They have made a notable contribution in realising
the principal objectives of expanded employment opportunities, adoption of modern techniques
and dispersal of industries in small towns and rural areas. This has been possible as a result
of the successful implementation of the programme for assistance of SSls. The diversified, rapid
growth of these industries has made substantial contribution to India’s economic development
in recent years.

Small enterprises represent the fountain head of vitality for the national economy. At the
end of the seventh plan, small-scale industrial sector including village industries accounted for
over 55% of the gross value of output in the manufacturing sector and over 40% of the total
exports from the country. It also provided direct employment to 245 lakh people. What is more,
certain groups of small enterprises, such as electronics, engineering and leather have made
impressive progress. The small-scale sector has also achieved a high degree of sophistication
and made significant progress in quality upgradation and standardisation. They have also given
fillip to entrepreneurship development. Small enterprises are able to successfully adapt to the
changing situations and possess creative strength. Therefore, much is expected of them as the
driving power behind the continued development of the Indian economy. '

Although the prospects for SSs are plenty, the new industrial policy has to a great extent
hampered its sustained growth in the nineties. On the contrary, the policy is oriented towards
development of large-scale industries, in particular, multinationals based on technology as well
as finance imported from advanced countries, while showing lip sympathy to small-scale sector.
The need of the hour is an appropriate industrial policy conducive for the development of SSIs.
The high levels of potential inherent in small-scale sector are yet to be properly understood and

analysed.
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.. AGENDA POR GROWTH

4 The Aim: to become a key player in the Indian economy in fostering
" entrepreneurship, creating employment opportunities, increasing industrial pro-
duction and accelerating the process of sqshinable development.
The sector will bank upon the strategic business development plan, which draws
on its core strength. -
To use'modem technology in maintaining quality and in increasing productivity.
To introduce new product lines to gamer a higher share in exports. '
To integrate with the medium and large enterprises. ‘
To promote entrepreneurship, stress will be on human resources and development
-at the grass-root level.
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CHAPTER 41

LOCATION OF AN ENTERPRISE
e ——

Introduction :
Location considerations for the establishment of manufacturing plants is critical

to the operation of the set-up in an uninterrupted and least resistant manner.

Considerable emphasis is laid from the technical point of view regarding site locations.

The study of indusrial location forms an important branch of economic geography
which has engaged the attention of both economists and geographers. Economists
judge from the point of view of profit, productivity and growth. Similarly, they may
also look from the point of view of raw material, market, labour, finance, infrastructure,
policy, costs, incentives, and subsidies.

In this chapter, an entirely different perspective of selection of site for an enterprise
has been dealt with. The selection of site and equipment are important aspects of a
project to derive maximum operative economy and effectiveness.

An ideal site certainly contributes to the smooth and efficient functioning of an
enterprise. It not only saves on costs but also enhances productivity and profits. An
ideal location is a boon to a manufacturing unit to grow, diversify and prosper, as well
as provide quality products on an ongoing basis.

Need for Enterprise Location

The need for plant location arises under the following circumstances:

(1) When a new enterprise is to be established.

(2) In the case of established enterprise, the need for enterprise location arises
when expansion, decentralisation and diversification is undertaken to m
the increased demand for its products. '

(3) Whenever the existing factory is not'in a position to obtain renewal of lease.

(4) When an undesirable location is to be abandoned.

(5) When the tendency of shifting the market, depletic}n of raw materials, changes
in transportation facilities, new processes requiring a different location are
observed in a factory. .
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(6) When a new branch or branches are to be opened for inceasing the volume
of production or distribution or both.

’ Importance of Enterprise Location

The selection .of an appropriate location enables the enterprise to operate
smoothly, efficiently, and with the minimum cost; it is estimated that manufacturing
and distribution costs may vary to an extent of 10 per cent simply by virtue of the choice
of enterprise location. Wrong location leads to wastage in efforts and talents of the
promoters with consequent uncertainty in results. The location of enterprise has a great
effect on the success or failure of the operation of that plant. If the selection of the site
is not proper, then all the money invested on factory building, machinery and their
installation etc. will go waste and the owner of the factory will have to suffer a great
loss. Further, the cost of transferring it from one location to another would prove a
very costly affair and pose problems which cannot be easily solved. Therefore, while
selecting a site, the owner must consider technical, commercial and financial aspects
and then to select a suitable site that may provide maximum advantages.

Location is also an important factor determining the ultimate success or failure
of a small-scale unit. On it may depend the small industry’s ability to obtain an adequate
and regular supply of its raw materials at minimum cost, to maintain a sufficient labour
force, and to serve its customers satisfactorily. In spite of its importance, many small
entrepreneurs in the past ignored the problem of proper location of their units.

Seps in Enterprise Location

According to Bethel, Atwater and Smith enterprise location involves three main
steps. They are: (1) selection of the region or general area; (2) selection of the particular
community; and (3) selection of the exact plant site.

In choosing a plant location the entrepreneur would do well to follow the under-
mentioned steps:

() Selection of the region;

(i) Selection of the locality or community;
(ii) Selection of the exact site; and
(i) Selection of an optimum site.

The project site is sometimes determined by the Government's licensing
regulations and not by the choice of the promoters. However, since location is an
extremely important aspect for ensuring commercial success of an enterprise, appraisers
evaluate Iocation in relation to availability of raw materials, power, labour, fuel,
~ transport, market and other infrastructure needs. The social infrastructure facilities such
as availability of housing and education, medical and recreation facilities also become
important, particularly if skilled personnel are to be recruited and retained from outside.
In the case of certain project involving sophisticated technology, availability of testing
and research facilities are also taken into consideration. The weightage given to different
aspects depend upon the type of industry. Water and power availability, for example,
are the major factors examined particularly in relation to a power and water-intensive
project. Generally, the power-intensive units are not encouraged to be set up in areas
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having a chronic power shortage. In the case of export-orientéd projects, location near
a port might prove advantageous. This has been shown in Table 41.1.

Table 41.1
Factors Affecting Location of an Enterprise
A) Selection of Region |(B) Selection of Com- | (C) Selection of (D) Optimum
munity Site Selection of
Site
(i) Availability of (i) Availability of (i) Soil, sizeand | Optimum site is se-
raw materials labour topography lected on the basis
(ii) Nearness to (i) Civicamenitiesfor | (i) Disposal of a comparative
market workers waste economic survey of
(iif) Availability of (7ij) Existence of (iii) Priceof land | the alternative sites
power complementary (iv) Expansion in question
and fuel and competing potential
(iv) Transport industries (v) Commercial
(v) Suitability of (iv) Finance and Re- services
climate search facilities (vi) Communi-
(vi) Government (v} Availability of wa- cation
policy ter and the fight- | (vii) Availability
(vii) Competition ing facilities of amenities
among states (vi/ Local Taxes and | (viij) Health of
(viii) Meterological restrictions locality
conditions and (vii) Momentum of an | (ix) Statutory
topography Early start consider-
(viii) Personal Factors ations
(ix) Banking facility {x) Flood and .
{x) Communication drought
faciity experience
(xi) Cultural affinity (xi) Right and
(xii) Religious and so- tite of the
cial institutions land
(xiif) Educational Envi- | (xii) Good
ronment scenery
(xiv) Historical Factors | (xiii) Attitude of
(xv) Political stability local people
(xiv) Technologi-
cal know-
how
(xv) State
Assistance

Generally speaking if the value-added component is not high, the project may |
be located near the source of raw material but for projects manufacturing high value-
added products, a wide choice in respect of location is available as the products can
bear the to and fro transportation cost of raw materials and finished products. .

. Ithas been found in arecent investigation that some 92% of the small industrialists
had selecsted the location of their units to the nearest point of their residence; and out

- of thése some. 90% ignored the economics of the location of an industry. They did not
bear in m‘nd the fact that heavy recurring costs were involved in the purchase of raw

o,
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materials that came from a place that was far from the location of their industries. In
the case of some small industrial units, a particular type of climate, proximity to rail
or road transport is necessary, but no care had been taken in selecting a site with these
locational advantages. The study concludes: “Due to the faulty selection of a site for
the location of an industry, some 56% of the small units failed within a period of five
years of their start.” This fact emphasises the importance of location as a primary
consideration in planned production and control.

LOCATION |—| LAYOUT — OPTIMUM SIZE |-{ PLANNING [ PRODUCT MIX

Fig. 41.1 Production channel of an enterprise
BOX 41.1

THE PROJECT

The Company has already set up a unit for re-refining of used/waste oils with an
installed capacity of 10,500 KL/MT. The proposed issue is to part finance the Company’s
expansion programme to manufacture blended lubricating oils, industrial waxes and jellies
as well as to provide balancing equipments to the existing re-refining plant to improve
capacity utilisation and plant efficiency. After the proposed expansion the capacity will
increase to 13,500 KL/MT per annum.

LOCATION
~ The unit is located at Khopoli, Dist. Raigad, Maharashtra which is about 90 kms.
from Mpmbai. It is a ‘C’ category Backward area having benefit of State Subsidy.

The factors favouring this location are as under:

1. Easy availability of raw materials from the surrounding areas in Maharashtra

and Gujarat.

2. Proximity to the potential market of Mumbai. -

3. Well established road network.

4, Easy availability of power, water, labour and general industrial infrastructure.
LAND & BUILDING

The Company is in possession of free hold land at Village Honad, Taluka Khalapur,
Dist. Raigad, admeasuring 10,789 sq. mtrs. As on March 31, 1992, the Company had
incurred an expenditure of Rs. 55 lakhs approximately, towards purchase and
development of land and construction of building.

. The existing built-up area is 1,130 sq. mtrs. approximately. The built-up area after
the proposed expansion will be 1,785 sq. mtrs. and the civil construction contract has
been awarded to M/s. Akcon Engineering Company.

Weber's Theory of Industrial Location
“The Weber's theory of industrial location is based on the following basic
assumptions: '
(1) The materials used by an industry can be classified into ubiquitous and
localised materials.

The ubiquities are those raw materials which are available everywhere, like brick,
clay and water. The localised materials are those which are available in certain localities
only, like minerals, fuel etc.
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The localised materials are further divided into (i) weightfésing or gross materials
and (i) pure materials. The weight losing materials are those which considerably lose
weight during the manufacturing process (e.g., coal and other mmerals) as opposed
to pure materials like cotton or wool.

(2) The situation and size of places of consumphon are given, with the market
comprising a number of separate points. _

(3) There are certain fixed labour locations and labour is immobile. Waée rates
may vary from location to location but in each location supply of labour i is unlumted
at the given wage rate. :

Weber’s theory divides the factors influencing industrial location into the following -

two:

(i) The general regional factors of transport and labour costs. These general
regional factors are regarded as thé primary causes affecting industrial
location.

(ii) The local factor of ‘agglomerative’ or ‘deglomerahve forces regarded as the
secondary causes responsible for redistribution of industries. :

The location of an industry is determmed by the interaction of the two sets of
factors. .
The limitations of the Weber’s theory of industrial location are: ,
(1) The theory is based on three wrong assumptions about labour supply;
(2) Transport cost depend on the mode of Irén;port, nature of goods etc,
(3) Location and size of markets may vary with changes in the economy;
(4) Non-economic factors also exert important influence on industrial location;
(5) The theory ignores the role of capital and entrepreneurship in industrialisation;

and

{6) The classification of materials is not proper.

Selecting General Area _

The important factors, which should be taken into account in the selection of a
site, are (7) availability of raw materials; (7) availability of skilled and unskilled labour;
(iif) nearness to the source of motive power; (iv) nearness to market; (v) availability
of transport facilities; (vi/ nuisance problems; and (vif) suitability of the climate.

(i) Availability of Raw Materials: The region in which a manufacturing industrial
unit is proposed to be set up should provide at least a greater part of the raw material-
~ required, thus ensuring a continuity of supply at reasonable prices.

(ii) Availability of Skilled and Unskilled Labour: It has to be seen whether proper
labour required is available in the area. If labour is brought from other areas, its cost
would go up. R
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Table 41.2
The Important Factors in the Selection of a Site

Selection of Selection of Selection of
region locality of site
. Availability of raw materials ' X X X ‘
Nearness to markets XXX

Availability of power ‘ XXX
Transport facilities XXX
Suitability of climate X X X
Government policy XXX
Competition between States XXX
Availability of labour X X X
Civic amenities for workers X X X
Finance and research facilities X X X
.. Availability of water and
fire-fighting facilities ' XXX
12. Local taxes and restrictions X X X
13. Momentum of an early start X X X
14. Personal factors XXX
15. Soil, size and topography XXX
16. Disposal of waste X X X
17. Housing facilities for workers XXX
18. Unencumbered land ' XXX
19. Good scenery X X X
20. Road, rail and water connections X X X

©ONOG AW
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(iif) Nearness to, the source of motive power: The area should provide cheap
power, soft water and adequate sewage disposal facilities. Power failure has been one
of the important reasons for industrial breakdowns in the small-scale sector.

(iv) Nearness to market: If production is meant for self-consumption the location
of a small-scale industry is determined solely by considerations of the availability of
raw materials, power and labour. If its production is for the market, its nearness to
market has also to be taken into account.

(v) Availability of transport facilities: Transport cost has often been a decisive
influence in the choice of location. In making a selection, the factor to be considered
is the availability of transportation facilities at a reasonable cost.

(vi) Nuisance Problems: If there are any special “nuisance” problems connected
with an industry — smoke, noise, odour, or smog — an arrangement for their control
should either be available or necessary controls should be installed.

(vii) Suitability of Climate: Although the natural climate as a factor has lost its
importance following rapid technological advances, small-scale industries have yet to

' pay adequate attention to this factor. Climate does influence the product and its quality.
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The other lmportant features to be considered are: ’
(1) Topoaraphy — flat, cheap or marshy land, sea, lake or river locatlon
Vegetanan in the area, elevation above sea-level.
@ nditions — this determines the nature of foundation, nature and depth
f pnng required, steps to be taken with regard to corrosion to underground
pipes, drainage requirements, quantity and cost of fill required.

3) Water supply — surface or underground. Quality of water is important.
Where water in extremely hard addmonal plant for softening and treatmient
may be required.

(4) Waste disposal — local regulations may require additional facilities for
treatment of effluents prior to discharge to main stream.

(5) Position of plant to local transport facilities: nearness to rail connections or
highway.

(6) Avallablhty of homes for workers

(7) Local legislations and municipal laws including sanitation, air and stcam
pollution and other factors.

(8) Living conditions for labour and management which include consideration
of climate, recreational facilities, quality of schools, rel:glous institutions,
medlcal facilities, hospitals and other factors.

(9) Comniumty directives and community attitude towards manufactunng
activities and outside investors.

(10) Tax concessions and other incentives applicable to area/snle

“ltis vexy important to ascertain the general development surrgunding the site.
Whenever a construction activity is launched, it is useful to have ancillary support
available in the area. Availability of construction facilities like rental of cranes, earth-
moving equipments, welding sets etc., in the vicinity reduces the cost of construction
as well ps the time of project implementation. \

' The extent of industrialisation has as much bearing as its impact on unionisation.
Location of sites closer to the concentration of industries has significant fallouts in terms
of interference from external elements. The usual outcome of such interactions are
comparison of notes and the germination of seeds of dissatisfaction, which even if not
directed towards one’s organisation, has a potent effect of acting as a source of
‘learning’ to others. In such situations, any manipulation tends to could thinking and
oftert leads to industrial strife without cause.

|
. -Having decided upon the location, the selection of-a suitable site for the project
is important. Factors taken into consideration in the selection of a site are:" -
@ Soil test mdlcatlng type and load-beanng capacity of the soil at vanous -
depths, water table, terrain, etc.;

@ Extent of site development required. :
i g Chmatnc conditions, namely, temperature, ramfall humndxty efc.;

,O Pmsbpm {of mineral deposnts
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/

‘® Proneness to natural and structural dlsturbances,

® Leasehold or freehold nature of land, pnce/compensatlon, mode of
acquisition, etc.

For a proper assessment of the locational features of a project, the borrowers are
asked to enumerate the locational advantages and are also required to furnish copies
of the location map, site plan showing the cantour lines, internal roads, power receiving
. station, railway siding, tubewell, factory, lay-out providing for flow of raw materials and

finished products, etc. While appraising the project, it is examined whether the land
at site is sufficient not only for the immediate but also for its future requirements. Care
is algo taken to ensure that the formalities connected with the acquisition of land are
-completed before the appraisal of the project.

‘ 'Economlc Size

For each project, there exists a certain minimum economic size below which the
project will not be viable. It may so happen that in the case of some acute scarcnty
products, a project even below the economic size may appear to be viable in the
immediate future, but if a long-term view is taken, it may not be so. This size varies
from industry to industry, depending upon the nature of product to be manufactured,

- complexity of the manufacturing process, factors of production, particularly capital and
,labour This concept is also linked with inflationary pressures on the unit cost of
investment and technology adopted.

-Progessing Unit

In a continuous processing unit, the minimum size of a plant is determined by
technology as also the size of the plant/equipment available while in a jobbing unit,
the size of the plant will depend on the product mix, project site, availability of skilled
labour, cost of infrastructural inputs and quantum of bought-out finished and semi-
finished components. The scale of a project is, therefore, examined keeping in view
technological efficiency, cost of production, size of the targeted market and capital cost.
These factors may, however, be conflicting and, therefore, while deciding on the scale
of operation, certain compromises may have to be made. For instance, when the
expected demand for the product is not adequate to justify the size of the project, it’
would be necessary to compromise on the technological efficiency criteria and choose
a lower scale of operation sacrificing thereby a part of technological efﬁcnency

Project Phasing

- Various alternatives are often evaluated for project phasing in terms of either the

- size of the plant or the extent of integration. When eventually the market develops,

" the project size can be mcreased appropriately by enther backward or forward
integration.

_ Other factors which have an important bearing on the economic size of the project
are the cost structure and availability of infrastructure facilities. With this, it might often
be necessary to: compromlse with project smaller with this shorter gestation period vis- .
a-vis large capacnty plants involving huge mvgstmént* and long gestation periods. Thus, \
in each and every, case, its economic size is analysed careft.xilyby the appraising ﬁnanc:al
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Fig. 41.2 Site Perspectives

institution and it is ensured that neither the project is too small nor too ambitious. If
a project is found to be of an uneconomic size, the borrower is advised at the initial
stage itself so that it might be possible.for him to modify his scheme and make it an
economically viable and acceptable proposition. It may be mentioried here that the
institutions also ensure that the licensed capacity of a plant is exprdssed in terms of
physical quantities.and not in terms of monetary value as per the directions of the
Central Government. :

Selection of most Economic Site
According to Kimball and Kimball, the “most advantageous location is that at
which the cost of gathering material and fabricating it plus the cost of distributing the
finished product to the customer will be a minimum.” This statement can better be
explained with the help of the following diagram. .
‘ Let A and B represent the two sourges )
of supply of materials. Let C stand for the
market place; and let D represent the site of
the factory. If the site of the factory is located
at the market place C, then only the
transportation cost of raw materials, will
have to be paid. Instead, if the factory site
is located either-at A or B, then only the
distribution cpst of finished goods is to be
incurred. If the site is lpcated at an interme- "
diate point D, then dny transportation cost:
‘_ on incoming raw materials and outgoing
' ' .. finished goods will havg to be incurred. In
" 41 grdet tq arrive at the-final decision fof the

A T T N B
s " Fig. 41.3 Ecopomic t{ne ‘

Bl
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most economic site, a bémparaﬂvn statement of total cost is to be prepared for an -
alternative site. This is ilustrated befow:

" Selection of Actual Site

Jtems of Cost ' Cost per unit at site
Site A Site B Site C

.
Fixed Capital
(1) Land acquisition cost

(2) " Building construction cost

(3) Equipment installation cost
Total of fixed cost

Cost of Production and Distribution

(1) Materials cost:
(a) Direct Materials
- (b) Indirect Materials
-(2) Labour cost:
{a) Direct labour cost
(b) Indirect labour cost
(3) Owverheads:
(a) Factory insurance
(b) Factory taxes
(c) Factory depreciation
(d) Office salaries
(e) Selling overheads
() Distribution overheads

Total .

Factors Influencing the Location of Projects \
Broadly speaking, there are two types of measures that may be advocated or
adopted to influence the location of projects. The first set of measures may be called
positive measures to encourage the growth of certain areas by offering to the -
industrialists various inducements some of which have been listed above. The:
technique of setting up industrial estates and export processing zones has been widely
used as a means of simulating growth in certain areas. The other set of measures to
be adopted by the authorities includes negative measures to discourage the setting up
of projects in certain areas. The first set of measures refers to the various inducements
. extended to the industrialists to set up their projects in certain specified areas, whereas
the second set of méasures imposes restrictions on the location of projects in certain
congested areas. In the actual operation of the policy, as experience suggests, both sets
of measures are necessary for the purpose of an effective location policy. During a given
period, the total number of projects to be developed stood limited. In other words, the
resources available for industrial projects, for instance, were limited. If rdore resources
are invested in prqects m one regbn less resources will be avallabln for mvestment

\
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of resources in projects in some regions of the country. Thus a combined use of both
positive and negative measures is of importance.

If a policy of industrial location with a view to achieving decentrallsatlon and

* dispersal is accepted on economic, soc1al political and environmental grounds, then

- there is a strong case for setting up a machinery for the administration of the policy.
The machinery should exist at the central, regional and local levels to deal with the
problems of regional or local industrial development. Naturally, the central ministry of .
industry which has much to do with industrial matters should be in charge of the overall
administration of the policy. Various ministries and agencies are concerned with the
problems of industrial development. Co-ordination, therefore, becomes extremely
important. The ministry of industry in charge of administration of the policy will be in
a better position to co-ordinate various aspects of the policy through an inter-ministerial
or inter-departmental panel competent to take decisions on the project sites with
efficiency on sound economic and social grounds. There is the need for a similar
organisation at the regional and local levels to deal with the problems of industrial
development in a particular region and locality. At the regional and local levels also,
the responsibility for the administration of the policy should rest with the regional office
of the departrent of industry. Here also a large number of departments and agencies
will be concerned with industrial matters and the task of co-ordination may be achieved
through inter-departmental regional panel which will promote dispersal of industries
even in hitherto background areas. '

Among the important factors relating to mdustnal location, state incentives also
play a key role. Although central incentives and subsidies assist the growth of enterprises
in the country, it is the state incentives which attract entrepreneurs to set up their
enterprises in particular States/Union Territories. The objectives of state incentives is
to provide assistance and facilities to allure and motivate techno-entrepreneurs,
intrapreneurs and first generation entrepreneurs to locate their ventures in their region:—
State incentives must be so devised as to synchronise private incentives with social
returns in an efficient, cost-effective manner that simultaneously promote moral
imperatives. To the extent state incentives are a tool, no less than a programme, they
make industrialisation and growth of entrepreneurship a reality. The nature of
assistance, however, varies from state to state.

Table 41.3
STATE INCENTIVES

Incentives offered SmaMe industries Medium and large-scale industries

(1) Feasnbuty study sub— Subsidy to a ceiling of 75% of Loan of 75% of the cost of
sidy - the cost of preparing the report | preparing feasibility report upto a
upto a maximum of Rs. 5,000. | maximum of Rs. 50,000.

(2) Investment subsidy |10% of value of fixed assets,| 10% of the value of fixed
subject to a ceiling of Rs. 5| assets,subject to a ceiling of
lakhs. Rs. 10 lakhs




622

- Dynamics of Eﬁtrepnneurhl Development

3)

Deveopment loan

b

A Overall ceiling of 256% of the

value of fixed assets.

For Zone II, 10% of the value of
fixed assets to a' maximum of
Rs.50 lakhs and for Zones Il &
IV, 15% of the value of fixed
assets, subject to @ maximum of
Rs. 50 lakhs.

@

Working capital loan

Interest-free loan offered, sub-
ject to a ceiling of 25% of the

Interest-free loan, subject to a

maximum of Rs. 50 lakhs.
value of fixed assets or the .
development loan taken which-

ever is less.
(5) Procurement of | It shall be reimbursed in full, | 50% of fees paid by new units
know-how subject to a maximum of Rs. | for procurement of know-how
25,000. shall be subsidised upto a ceil-
ing of Rs. 1 lakh.
(6) Stamp duty exemp- | Exemption on a stamp duty for | Same as in th case of small-
tion and reduction in | executingagreementwith KSFC. | scale industries.
. registration fee There is also reduction fee of
Re. 1 per Rs. 1,00 for registering
.| the agreement deeds.
! N
(7) Subsidy on housing | Subsidy at the rate of Rs. 1,500 | Same as in the case of small-
per house of built-up area of not | scale industries.
less than 300 sq. ft. shall be
offered for the new units, who
have plans to build houses for
the employees.
Location Policy

Location Policy has also been significantly amended. In location other than cities
of more than one million population, there is no requirement of obtaining industrial
approvals from the Central Government except for the industries under compulsory
licensing. In respect of cities with population greater than one million, industries other
than those of a non-polluting nature such as electronics, computer software and
printing, may be located outside 25 Kms. of periphery of urban areas, except if they
are located in designated industrial area, prior to 25.7.1991. Zoning and Land Use
Regulations and Environmental Legislation continue to regulate industrial locations.

Conclusion

Among other things, the entrepreneur has to give special emphasis to the location
of his project, equipment and layout to derive maximum benefits. Selection of site and
equipment is governed by various variables. Taking into consideration all these aspects,
the entrepreneur has to select the site and equipment for his enterprise.

The selection of the most economical site is possible where an entrepreneur
prepares a comparative cost statement, takng into account the different sites available.
Certain recent trends in plant location are now discernible. These are: (a) To locate
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plants away from cities; (2) The development of industrial estates; (3) Competition
among states to deviop industries; (4) rend towards decentralisation; (5) Pollution
control; (6) Location of industries leading to balanced regional development; and
(7) Growth of multinational firms, thereby transcending the geographical area of the
country.

Location of an industrial enterprise plays an important role in the development
of the industry in terms of cost-structure, growth potential and profitability of an
enterprise. A location that is most beneficial to an enterprise in all respects is known
as an optimum location. An optimum location is essentially an idealistic concept. Such
alocation is difficult to obtain and still more difficult to retain. Taking into consideration
the ground realities and the basic needs of an enterprise, the entrepreneur has to select
the best among the lot and then develop the area as he needs it to be. It is, therefore,
very necessary to weigh the merits and demerits of location factors before setting up
of an industrial enterprise. In fact, location is a most important factor, next only to the
choice of an industry/product, in laying a sound foundation for an industrial enterprise.
A critical evaluation of the industrial location policies reveals that a thorough
overhauling is required in-the approach toward location of industries based on
economies of scale and marketing.

In the years ahead, industrial location will be guided primarily by commercial
considerations and sustainability rather than by regulatory or social de/mands alone.
An investment which does not maximise the generation of surpluses cannot contribute
to the country’s social goals. Thus, location in backward regions where there is a great
* deal of willingness and native skill amongst the first generation workers provides very
attractive scenario to the decaying environment of cities where industry has been
traditionally located.



ANNEXURE 1 ' '
Check List

The location of an enterprise has to be carefully selected. A wrong choice sometimes
proves fatal for the enterprise. The selection of a suitable locality depends on a number of factors.
Further, each factor is influenced by a number of other factors. So a thorough analysis of the
location to be selected is to be undertaken by the entrepreneur before he selects a particular
site. The following check list prepared by the United States Department of Commerce will help
the entrepreneur in the appraisal of the basic location factors: :

Check List for considering Basic Industrial Location Factor

I. Location of Production (Raw) Materials
! A. What production materials exist in the area?
B. In what volume are the production materials available?
C. What is the quality of each production material?
D. How accessible are the available material?
Does the nature of ‘siich production materials (quantity, bulk, perishability etc.) or
any unusual advantage attendant thereto definitely favour plant location at or near
v site or source? )
I1. Labour
A. What is the labour force of the area?
B. What is the quality of the available labour force?
C. What is the character of the labour force?
D. What quantity of labour is seasonably available?
1 Isa large supply necessary?
2. Are special skills required?
I11. Sites
-"How much land is available for industrial expansion?
What are the soil and topographic features?
At what cost and terms can land be purchased or leased?
What facilities are now or will be available? '
What industrial floor space is or will be available in existing structures?
1. Is a large area needed?
2. Must the site have special features, such as topographic soil conditions,
transportation facilities, low costs, etc.?
V. Industrial Fuel
A. What industrial fuel is available for additional industry?
B. How dependable is the supply?
C. At what cost is the fuel available?
1. Is low cost heat a’ rhajor factor in processing?
2. Is a particular fuel required?
V. Transportation Facilities ,
A. What transportation facilities are available?
B. What is the rate situation? o

moUow»

-
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1. Domateriakand/orpmductwquimwnptand/orlowomtmmcnt?
2. Doesproductormwmaﬁeﬂalrequireaspedaltypeofh‘amporhﬂon?

V1. Market
A. What is the trading area generally served by this location?
B. What is the general quality of this market?
1. Are time and distance vital matters to reach the market?
2. Is price of quality a vital market factor?

VIL. Distribution Facllities
A. What agencies and services are available?
- 1. Are there channels for marketing complex and do they require special financing,
inspection, warehousing, storage or terminal facilities? -
VIIl. Power
A. What kind of industrial power is available?
B. How dependable is the power supply?
C. At what cost is the power available?
1. Is power a significant factor?
2. Is sufficient surplus power available?

IX. Water
A. How much- water is available for additional industry?
B. What is the quality of the water supply? - ’
1. Is significant quality of low-cost water required in processing?
2. Whether the required quantity is available? :

X. Living Conditions
A. Are adequate facilities available for education, recreation, shopping, religious and
social life, health and professional services?
B. Is sufficient housing available?
1. Will the industry employ enough people to make housing and cnvlmnment
significant factors? _
XI. Laws and Regulations
A. What laws and regulations exist of significance to prospective industries?
1. Is the industry subject to speaal local and/or state mgulaﬂon?

XIl. Tax Structure
A. How favourable is the tax structure to industry?
1. Is the capital investment of such a size that the tax rate or assessment policy
will be important?
XIIl. Climate
- A Whatareﬂmedimatechmcwrisﬁcsofﬂwarea?




CHAPTER 42

"+ STEPS FOR STARTING
- A SMALL INDUSTRY

: 5 v

Introduction

The development of small-scale industries has been one of the most significant
,and characteristic features of industrial development in India. One of the distinctive
" characteristics of small-scale sector is that, the development of these industries would
create broader employment opportunities, assist in entrepreneurship and skills
development, and ensure a better use of scarce financial resources and appropriate
technology. Furthermore, they can play a main role in the achievement of national
economic and socio-political objectives. The gestation period is very short and they
need smaller amount of capital to start. It also helps in the dissemination of productive
capacity unlike the large-scale industries which tend to concentrate in a few hands. This
part, establishment of such industries in rural areas and small towns helps to check the
influx of population into bigger towns.

Basic Objectives .

The basic objectives underlying the development of small and medium scale
industries are the increase in the supply of manufactured goods, the promotion of
capital formation, the development of indigenous entrepreneurial talents and skills and
the creation of broader employment opportunities. In addition, they include socio-
economic goals such as the decentralisation and dispersal of manufacturing activities
from the metropolitan to the non-metropolitan and rural areas, the reduction of regional
economic imbalances within a country and the diffusion of entrepreneurial and
managerial abilities and skills and technology throughout the country.

In the Indian Economy, cottage and small-scale industries have a significant role
to play. With increasing pace of industrialisation and sophistication of the large-scale
industries, a new orientation is inevitable in the relationship of the SSis with the large
and medium industries. This relationship calls for integration of the production
methods, upgradation of the qualities of production, ability to meet stringent delivery
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schedulés and rvery‘ many other problems that arise in a dynamic and changing
~ environment not only in the country but in the international field.

Steps of the ladder the entrepreneur (Small) has to cllnib
" It is a continuous process of industrialisation .

34. ANCILLARY DEVELOPMENT
33. GROW BIGGER
32. COMPETE WITH OTHERS
31. MODERNISATION
30. DIVERSIFICATION
29. PLOUGH BACK PROFITS
28. KEEP UP-TO-DATE
27. SELL
26. PRODUCE
25. PLAN OUT RECORD-KEEPING
24. ORGANISE MARKETING
23. DECIDE ON PRICING POLICY
22. TRIALRUN
21. RECRUIT PERSONNEL
20. PROCURE MATERIALS
'19. INSTAL MACHINERY
18 PLAN BUYING
17. APPLY FORMATERIALS (IF IMPORTED
OR CONTROLLED) ’
16. PLACE ORDER FOR MACHINERY
(PREFERABLY ON HIRE-PURCHASE)
15. PLAN SOURCES OF MACHINERY
14. PLAN FINANCE .
13. OBTAIN CLEARANCE FROM CENTRAL,
STATE & LOCAL AUTHORITIES and
SSI REGN. NO.
12. MAKE SURE WHAT LAWS WILL
PARTICULARLY AFFECT YOU
11. ARRANGE THE WORKSHEDWITH _
FACILITIES (PREFERABLY ON RENT)
10. DECIDE ON LOCATION AND SITE
9. OBTAIN THE PROJECT REPORT FROM SISI OR
ELSEWHERE OR PREPARE IT YOURSELF
8. DECIDE WHETHER TO PURGHASE A GOING CONCERN
OR TO START A NEW ONE .
7. DECIDE ON FORM OF OWNERSHIP [SOLE-PROPRIETORY/
PARTNERSHIP/CO-OPERATIVE/COMPANY (PRIVATE/PUBLIC)].
6. CHOOSE A LINE
5. DATE WITH YOURSELF FOR A DECISION _
4. DISCUSS WITH ALL AROUND YOU AND WITH SiS! & D.I. OFFICE
3. CONSULT PUBLICATIONS AND AGENCIES
2. DATE WITH YOURSELF FOR NEWER IDEAS
1. ANALYSE YOURSELF AND YOUR OBJECTIVES

Note: This is a bare outline. The next chapter contains some details and suggestions for step-by-step planning.
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SELECTION OF ARRANGEMENT FOR | SELECTION OF
INDUSTRY KNOWHOW LOCATION AND
ACQUISITION OF
PREMISES
By NOLUDIN PREPARE PROJECT 7 *
VIABILITY INCLUDING \ I
MARKETING AND PRICING 'REPORT j—ea{ APPLY TOD..FOR
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_Fig. 42.1 Process of Setting up a Small-Scale Industry
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SELECTION OF A SMALL-SCALE INDUSTRY

The process of setting up a small-scale industry has been indicated in Fig. 42.1,
which has been drawn on the basis of practical experience gained in its promotion.
It indicates all the important stages in the setting up of a small-scale industry.

The objectives of the promotional regulations are to provide an impetus to the
growth of a small-scale industry and regulate the supply of machinery, electricity, water,
premises, finance, raw materials and markets. The process of production and marketing
is governed by a series of rules and regulations. In a way, these regulations are a boon
to the small entrepreneur. =

Starting a Small-Scale Industry

Asmall entreprenéur is the chief executive of his unit, its floor supervisor, accounts
clerk, purchase manager, salesman, legal and economic adviser, planner and visionary
— all rolled into one. : i :

Every now and then, you will come across advertisements and announcements
in the enticing you to set up small industries under the aegis of the State Small Industries
Corporations, which promise a fully developed industrial shed with power and water,
assistance in getting you raw materials, machinery on hire-purchase basis, common
services facilities, training facilities and facilities in the marketing of your product.
Assurance term loans on attractive terms and working capital in time and at
concessional rates. In backward areas, a number of additional subsidies are available:

PHASES OBJECTIVE
To select those products, processes or systems in an
PROJE%L?SEECT'ON organisation where the value and cost ratio is low and
where analysis will lead to increased benefits:
r-——-—-—- 4 (a) To gather, organise and analyse data.
: INFORMATION PHASE (b) To define functions.
Fo——o-C _‘ (c) To establish a functional monetary value.
To generate alternative methods for providing necessary
{ CREATIVE PHASE | functions:
| ] (a) To develop, refine and evaluate alternative methods
{ EVALUATION PHASE generated during the creative phase.
1 ] (6) To determine the cost. ‘
"""" ’l » (c) To select a feasible method offering best value.

To prepare and present a report containing recommen-
IEECOMMENDAHON P HASE] dation along with benefits:
‘ (a) To establish a plan of action for implementation of

| MPLEMENTATION PHASE | ) g’: obwnedaptfv: '

‘ (c) To perform all other actions nemy to put the
FoLLOW-up PHASE proposal into effect. :
(a) To follow-up and audit actual results.

‘Fig. 42.2 , ' {b) To resolve problems, if any, during proposal imple-
‘ mentation. _ ,
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An entrepreneur may be a qualified engineer. Even so, he should not dream of
becoming a small entrepreneur unless he is confident of meeting the following twelve
essential requirements:

(i) The entrepreneur should be fully conversant with the product line. It is not
enough that he knows the method of manufacture; he has to know how to

operate the machines, etc
(if) He should have adequate shop floor experience to guide the machine .
operators in fool-setting techniques or the die-maker on the spedﬂc needs
of his press tools.
(iii) He should be familiar with the raw materials he requires, their specifications,
how to ensure their quality and where to get them af reasonable prices.
{iv) He should know how to keep accounts, how to ma;ntain stom how to
prepare the balance sheet, etc.
(v} He should have knowledge of marketing channels, distribution network,
v agency practices, transport intricacies, and the economic of packaging.
' :{vi} He should know how to ensure the stipulated quality of his product.
‘(vii) He should be well-versed in taxation and other laws governing SSls.
(ix) He should be willing to put up with bureaucratic regulations and insults, and
be fractional under any circumstances.
(x) He should know how to avail himself of the various benefits available to the
SSls.

‘ (xi) He should possess expertise, shrewdness, resourcefulness and, most
important, preservance in his business dealings. There.is no substitute for
hard work.

(xif) He should have the guts to withstand the high pleasure climate in which he
‘has to build his unit.
Objectives
, Any entrepreneur dwrous of starting a small-scale industry should have a clear
picture of the objectives of his project. It is advisable to prepare a comprehensive check
list. Such a list, embracing all the important matters, has been given below for the
guidance of prospective entrepreneurs. Students wnll get an insight into the various

processes of a small-scale industry.

[ UNDERLYING MOTIVATION |

| ForMuLATION OF DEAS |
|PRAchAL§.ABORAn0N]
[ THESTART ]

Fig. 42.3 Process of Starting a Small Enterprise
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Check List "
Does your industry have scope for development? Yes — No
(Consult Director of Industries)
Is there enough demand for the item you propose to manufacture? Yes — No
Do you have some experience of :
{a) Manufacturing? Yes — No
(b) Marketing? Yes — No
Have you studied the viability of your scheme? Yes — No
(Consult the Small Industries Service Institute) ~
Is factory space available
(a) In the industrial Estate? Yes — N9
(6) In an Industrial Area? Yes — No
(¢) In some other approved place? Yes — No
Have you obtained the necessary licence from the Municipality or the
Local Body? Yes — No
Are the necessary raw materials available
(a) Indigenously or are they to be Yes — No
(b) Imported? : Yes — No
Are facilities available for
(a) Tooling, Yes — No
(6) Quality Control? Yes — No
Is necessary labour available
(a) Of skilled workers, Yes — No
(b) Of semi-skilled workers? Yes — No
Have you the necessary technical background for
(a) The erection of the machinery, Yes — No
(b) Operations? Yes — No
.Have you studied your product in respect of
(a) The manufacture of the various parts, Yes — No
()  Production Planning, Yes — No
(¢} -Inspection and Quality Control, Yes — No
(d) Assembly, 4Yes — I‘go_
(e) Packaging, Yes — No
(f) Diversification? Yes — No
Have you the necessary finance?
(a) Are you a client of any bank? Yes — No ‘
(b) Has any bank offered to lend you —
(i) Short-term loans? Yes — No
M” v (i) Long-term loans? Yes — No
(c) Have you any assets? Yes —— No
(d) ‘Are your pssets adequate for obtaining the necessary funds?

" Yes—No
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'{e} Have you other sources/ways of raising money? Yes — No
(f) Have you approached the Director of Industries/State Financial
Corporation for financial help? . - Yes — No
(g/ Do you propose to approach the NSIC/SSIC for machinery on
" hire-purchase basis? Yes — No
(h) Have you adequate cash/bank arrangement to furnish the eamest
money required by the NSIC? Yes — No
‘What are your markets? .
(a) Local, , Yes — No
(6) Countrywide, . Yes — No
(c) Export? ' Yes — No
How would you market your product(s)? Through ! v
(a) Retailers, Yes — No
(b) Wholesalers, ‘Yes — No
fc) Agents? . Yes — No
Are the necessary transportation facilities available by
(a) Road, Yes — No
(b) Rail? Yes — No
Have you attended a course on
(a) Production, Planning and Control, Yes — No
(b) Purchasing and Marketing Yes — No
(c) Finance and Cost Control, Yes — No
(d) Personnel Management, Yes — No
(¢) General Industrial Management? Yes — No

Have you entered into a foreign collaboration agreement for
(a). Technical Know-how, ‘
(b) Royalty/Commission on sales? ' Yes — No
'(c) Has your agreement been approved by the Government? Yes — No

Once the industry is identified, the SISI prepares a feasibility report and project
report, giving one a comprehensive idea of an industry’s prospects and profitability.
Licences
. An impression seems to have gained ground among some people that there are
some restrictions on the getting up of small-scale industrial units and that licences from
either the Central or State Governments have to be taken out before an entrepreneur
to set up an industrial unit in the small-scale sector; no formal permission from the State
ar Central Govetnment is necessary for this purpose. Also, industries employing less
than 100 workers and having fixed assets of less than Rs. 10 lakh need not obtain any
licence under the Industries (Development & Regulation) Act. '

Small-scale units have, however, to conform to the rules and regulations
prescribed by State or local authorities under the Factories Act, Commercial
Establishments Act, Town Planning Rules, and rules. made for the issues of quotas of
raw materials, efc.
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(i r"ﬂ N
However powerlooms do not come under the purview of the small-scale

industries programme. For installing powerlooms, the prior permission of the Textile
Commissioner, Government of India, Mumbai is required.

Registration of Small-scale Industries

In| their own interest, all existing small-scale units or intending entrepreneurs
employing more than 10 workers should get themselves registered with the Director
of Industries in their State. A copy of this application for registration should be sent
to the Director of Small Industries Service Institute in the concerned State. Such
registration with the Director of Industries and the Small Industries Service Institute will
be of considerable help to small-scale unit in obtaining financial assistance from the
government and for obtaining machinery on hire-purchase basis from the National
Small Industries Coryoraﬁon Assistance in the supply of controlled raw materials,
specific certificate for'imported raw materials and components, and facilities for export
promotion, would then be easily made available to small-scale units registered with
the State Dnrector pf Industries. The registration number is now required to be quoted
while submitting import applications.

INFRASTRUCTURE

The Director of Industries and/or the SISI in the State can be approached to
provide you with built-up factory space in an industrial estate, or develop the factory
site, power, efc. r the initial clearance from the State Director df Industries, the
Municipality or the Panchayat issues a “No Objection Certificate.”

The mechanics of putting up a new factory in Greater Mumb$i are:

(i) Apply to the Industries Commissioner, Industries and Labour Department,
Government of Maharashtra, and obtain a “No Objection Certificate.” (NOC)

. (if) With a copy of the above NOC, apply in Factory Form “A”, to the Word -
Engineer of B.M.C. -

(i) Clarifications and submission of further details on the information supplied |
in Form “A” may follow. '

(iv) The sub-engineer will inspect the premises and submit from No. ‘2’ to his -

assistant engineer.

(v) The assistant engineer will scrutinise and confirm if the applicant’s activity

conforms to the zone and will intimate to the applicant in Form No. ‘3’ if
.there is no objection or in Form No. ‘4’ if there is any objection. ‘
(vi)- Form ‘B’ will be received by the applicant if Form No. ‘3’ is issued to him:
This form should be filled in and submitted. ’ :
~ (vii) Within 21 days after the submission of Forms ‘A’, ‘B’ and the factory plans Y
’ in triplicate, the assistant engmeer will issue Form No. ‘5’ and ‘6’ in which
he will specify; :
(a) The electric power sanchoned (thereafter the BEST provxdes current)

(b) Adequate water facilities provnded w
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(c) The various requirements, requisitions and conditions for operating the
factory, including those required by the chief inspector of factories.
Form ‘C’ will also be issued along with these forms. (Upon complying with the
stipulations in Form ‘B’, the BMC should be informed thereof in writing.)

~ Subsequently, permission to commence production will be given.

MACHINERY

The small énfrepreneur needs the requisite type of machines for production. He 7
can get the necessary machinery from the National Small Industries Corporation under
a hire-purchase scheme. :

‘The scheme for the supply of indigenous and imported machines on hire-
purchase basis was launched in March 1956 to enable small entrepreneurs without
substantial means to avail themselves of assistance. The scheme is different from the

 credit operations scheme for entrepreneurs. The NSIC has acquired the necessary
.experience and expertise in the procurement of machines from the right sources. It also
takes care of the problems up to the stage of delivery of machineries to the
entrepreneurs. Also, while financial institutions plan to look mainly to the creditwor-
thiness of entrepreneurs, the NSIC would look primarily to the motivation of the
individual applicant, his capacity, his technical competence and his managerial ability
to run the enterprise. '

The small entrepreneur should enlist himself as a member with the NSIC. His
application form should be accompanied by the Registration Certificate and report of
the Director of Industries. The application for obtaining machines under the hire-
purchase scheme of the NSIC is quite comprehensive. The small entrepreneur has to
provide full details along with the relevant documents.

The application form for hire-purchase of machinery calls for information
regarding the organisational set-up of the unit, its programme of produiction, and the
marketability and profitability of the enterprise. It also calls for additional information
regarding the cost of production, the infrastructural facilities available for the unit, the
technical capability of the entrepreneur, etc. The details in the application are self-
explanatory.

RAW MATERIALS

The raw materials required by SSls may broadly be classified as under:

h) Raw material components and spares, both indigenous and imported,;

(if) Non-ferrous materials — both indigenous and imported;

(iii) Tron and steel — both indigenous and imported; and

(iv) Chemicals — indigenous and imported.

Under the liberalised scheme, the actual users are provided with adequate foreign
exchange to meet their justifiable requirements of imported items of industrial materials.

The “priority” industries are assured of an adequate supply based on requirements by
‘way of grant of rotational licences. :
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Small-scale units should apply directly to the Regional Licensing Authority, and
not through the sponsoring authority, for import licences for raw materials, components
and spares after utilising the previous set of licences to the extent of 90% by way of
opening their own credit or 60% by way of actual import, covering six month’s
requirements of the unit. New units should submit their applications through their
* respective sponsoring authority.

'Il;he State Director of Industries allocates indigenous non-ferrous metals. Some
of the nonferrous items are canalised through the State Trading Corporation of India
(STC).'The raw materials imported by the STC are given to the SSI units in accordance
with the recommendations of the Director of Industries concerned.

The same applies to iron and steel raw materials are canalised through the MMT! C.
In times of difficulties, the decontrolled chemical raw materials are canalised
through the DGTD in accordance with the recommendation of the State Director of
Industries. Indigenous controlled chemicals are allocated through the State DIS/SICs. )
~ Imported raw matevals are canalised through the STC. -

In short, controlled and imported raw materials are to be obtained through the 7
State DIS, SICs (SS[)

(5) FINANCE

The f‘ naricial function in a small-scale industry is similar to the financial function
in any other organisation, but with this essential difference — that there are a host of
banking and insurance regulahons to be strictly adhered to and qulte afew precautions
to be taken :

The areas where finance would be needed, after the small-scale industrialist fixes
the lan accommodation, are:

(i) Purchase and installation of machinery,
(ii) Procurement of raw materials and components and the manufacture of
products; ,

(i) Working funds;

(iv) Availability of funds until the realisation of sales.

The State Director of Industries provides loans for block capital under the
Industries Act. One should apply through the sponsoring authority. State Financial
Corporations provide long-term credit for the purchase of fixed assets. The application
should be submitted to the SFCs along with the following documents:

(i) Project Report; (i) Copy of Registration; (111} Cash-flow Statemen\, (iv) Stock
Statement.

In some states SFCs and the banks agreed to process the common applications
for loans. Up to an amount of Rs. 2 lakh, a commercial bank provides medium-term
instalment credit. It also provides| loans for meeting needs for working capital for the
purchase of raw materials as also for day-to-day requlrements

In order to get a loan from a commercial- bank the' entrepreneur has to fill in
an application form as per the specimen provided by the financial institutions including
banks and submit it to the bank albng w:th the (bllowmg documents:

-
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A " (#) Authentic copies of Balance Sheets and Proﬁt"anc} Loss Accounts (if the
. " industrial concern is a limited company or an industrial co-operative
society). . :
(if) A statement of total assets and liabilities in the prescribed form in the
/ case of partnership and proprietary concerns.
: (iiz)I Perform statements in all other cases.
(iv) Copies of the affidavit in regard to the size of the unit.

(v) Technical Feasibility Report from the Small Industries Service Institute,
the Director of Industries, if obtained, may also been closed.

MARKETING

- The rationale of the Government Purchase Scheme of the Corporation lies in the
fact that the Government of India is the largest single buyer, and by channelising these
purchases in favour of small-scale units, it gives a tremendous boost to the marketing
of their products.

The salient features of the scheme are:

(a) The small-scale units, desiring to avail themselves of assistance, have to enlist
themselves with the NSIC;

(b) Instead of purchasing tender sets from the DGS & D, the small units enlisted
with the NSIC automatically get them from it and its branches fr‘e|e of cost;

(c) If their prices are acceptable to the DGS & D they are not required to pay
a security deposit on the issue of a competency certificate by the NSIC;

(d) Price preference up to 15% over the quotations of large-scale units is
considered by the Purchasing Agency, depending on the merits of each case;

(e) Wherever they feel that injustice has been done to them, the NSIC takes up
their cases with the DGS & D and other Government Departments such as
Defence, the Railways and the P & T in order to find out the reasons for
non-placement of contracts with the units, and tries to|redress their
grievances.

AN
MARKETING OF PRODUCTS O'F SMALL-SCALE INDUSTRIES
] I | |

I GOVERNMENT LARGE WHOLESALE | CONSUMER I

INDUSTRIES TRADE
) RETAIL TRADE
1
CNSIC. | & DEFENCE P&T
. v | STORES

~ [exporrs |

" Fig. 42.4
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_ In the beginning, purchases in respect of only 16 items were reserved exclusively
for the small-scale sector; the number of such items has steadily increased to 409 items
in 1995-96. : -

. Besides, in respect of 13 items, purchases upto 75 per cent and in respect of 28
- items, purchases upto 50 per cent of the requirements are earmarked for the small-
scale sector.

The Corporation also helps small-scale industries in securing contracts from other
Government Departments such as the Railways, Posts and Telegraphs, etc.

Hitherto, the purchase programme has been restricted purely to Central purchase
houses like DGS & D, the P & T and the Railways. It is proposed to extend the base
further to cover State Government Departments such as the State Electricity Boards,
PWDs, etc. and provide liaison offices at each of the principal centres of the State.

, INCENTIVES

For availing the various incentives, it is advisable to seek the help of the SISI and/
or the Director of Industries.

Small-scale industries are the industrial units having an investment in fixed assets
in plant and machinery not exceeding Rs. 10 lakhs. The ancillary units are those having
an investment in fixed assets in plant and machinery not exceeding Rs. 15 lakh and
they are engaged in the manufacture of parts and components.

The Small Industries Development Organisation (SIDO), Ministry of Industry,
Nirman Bhavan, New Delhi, co-ordinates policies and programmes at the national level
and provides a comprehensive range of extension services through its network of
sixteen Small Industries Service Institutes, nineteen Branch Institutes and forty-five
Extension Centres.

At the State level, organisation like State ‘Directorate's of Industries, Small
Industries Development Corporations and Finance Corporations cater to the needs of
small industries; these needs include land, sheds, credit, power, raw materials, etc.

“The National Small Industries Corporation (NSIC), Okhla, New Delhi, has been
providing machines and equipment on hire-purchase basis to entrepreneurs, assists
units to participate in stores purchase programmes and provides trainihg and prototype
development facilities.

Registration with NSIC entitles the units to obtain facilities from Central or State
Government organisations. New units have to apply to the respective State Directors
of Industries for provisional registration, which is given within a week. It enables the
party to take the necessary steps to bring the unit into existence, i.e., apply for sheds
in industrial estates or on developed sites, for water and power connections, and for
credit facilities. After the party has taken all the steps, it can apply for registration.

SIDO provides technical consultancy on improved technical processes, use of
modern machines and equipment and technical assistance on all aspects of production.
Each SISI has attached workshops for common facility services, training of workers,’
demonstration of modern machines and processes, making of tools and dyes, etc.
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The Central Institute of Tool Design (CITD), Hyderabad, has bee: specialising
in the provision of technical consultancy and tool facilities training in the design and
manufacture of tools. Coo

. The Institute for the Design of Electrical Measuring Instrumernits (I’D.EMI),V Mumbai,
“provides technical know-how and testing, calibration, laboratory, workshop and
training facilities to manufacturers of electrical measuring instruments.

The Prototype Development and Training Centres (PDTCs) at Okhla, Rajkot and
Howrah develop prototypes of machine tools and other machinery provide assistance
to units in the manufacture of prototype machines, technical consultancy and training.

The Product and Process Development Centre in glass and ceramics, Ranchi has
been developing new products, viable processes, new designs of product and machines,
consultancy services and training.

Under the modernisation programme for selected industries guidance and
assistance are provided to small-scale units to adopt modern produgtion and
management techniques with a view to improving their productivity and competitive

strength.

Technical assistance guidance in a wide range of industries is provided by
specialised institutions and experts. Testing facilities are available at the Regional
‘Testing Centres in New Delhi, Calcutta, Mumbai, Chennai and also at SISI Workshops.

Industrial Management, Consultancy and Training

SIDO offers consultancy services in a variety of fields — technical, managerial,
marketing, quality control, production, finance, labour laws, solving problems through
special training programmes, in-plant studies, open-house discussions and seminars.

A panel of consultants, consisting of reputed engineers, technologists and
scientists in every branch of technology, has been drawn up for such jobs or products
for which expertise is not available with SIDO. In 246 backward areas, small-scale units
can avail themselves of the services of these consultants, and the entire expenditure
is borne by SIDO. In other areas, the units have to bear 75% of the cost, while the
rest is borne by SIDO.

Technical training facilities are available in a wide range of trades with the SIDO,
CITD, IDEM], PDTCs and a number of training centres of the Ministry of Labour and
Employment and of State Governments.

The Small Industry Extension Training Institute (SIETI), Hyderabad, has been
giving training in industrial management and other aspects of small industries
development, also undertaking feasibility and research studies, collecting and
disseminating technical information through its documentation centres.

Under the Assistance to Young Engineers Programme, training is provided
through specified agencies, and an interest subsidy, i.e., the difference between 7%
interest rate and the normal rates charged by financial institutions, is provided, subject
to a maximum of Rs. 20,000 per annum for a period of five years in backward areas
and 3 years in other areas.
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Backward Areas Development

Special incentives and facilities are available for the development of small-scale
industries in 246 selected backward districts. These include credit facilities on
concessional terms, i.e., lower rates of interests, extension of initial grace period for
the commencement of the date of repayment of the loan, reduction in service charges
"and margin of security; income tax deduction of 20% from profits and gains is allowed
while assessing income tax for a period of ten years.

The Rural Artisans Development Programme, which has been in operation in
forty-one districts, is also covered by the Rural Industries Projects (RIP) programme.
The main features of the programme are special training facilities for artisans and the
supply of improved tools and equipment at subsidised rates.

Machinery on Hire-Purchase basis: The NSIC and several SSICs supply machines
chosen by the entrepreneur on hire-purchase basis on liberalised terms. The full title
to the machinery is transferred to the entrepreneur on payment of the last instalment.

Government Stores Purchase: Two hundred and forty-one items have been
reserved for the exclusive purchase by the Government purchasing agencies from small-
scale units. A price preference, extending up to 15% offered to small-scale units against
medium and large-scale units for purchase of all other items. The NSIC verifies the
competence of the unit to execute government orders and enlists them for participation.

Exchange: Ten sub-contracting exchanges at the SISIs in Mumbai, Calcutta,
Hyderabad, Bangalore, Chennai, Ahmedabad, Jaipur, Kanpur, Ludhiana and New
Delhi are entrusted with providing information, enlisting and assisting small units in
obtaining contracts from medium and large-scale units for parts, components, sub-
assemblies, etc.

Export Promotion: Export promotion facilities, subject to certain conditions,
include cash compensatory support in the export of specified non-traditional products;
liberalised export credit for pre-shipment advances, and general permission by the
Reserve Bank to exporters to enter into negotiations for the export of capital goods;
liberalised schemes for the registration of export contracts for cash assistance; liberalised
procedure for the payment of cash assistance claims of exporters; exemption of fifty-
four specified raw materials imported for export production against advance from
customs duty payment; simplified payment procedure for cash assistance. Exporters
are paid 95% of their claims on a preliminary scrutiny within a fortnight and the balance
on detailed scrutiny.

The Export Credit and Guarantee Corporation Ltd. (ECGC) has been authorised
to issue an export promotion guarantee covering bid bonds up to 90% in specified
cases; offer protection against fluctuations in foreign exchange in specified cases; and
issue blanket permits for export promotion tours. Exporters receive assistance for sales
and marketing promotion from the Marketing Development Fund and package
assistance for export promotion and marketing by the Trade Development Authority
in addition to liberalised facilities for the import of raw materials, capital goods, parts,
components and technical samples.
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The Winning Edge

The opening up of the Indian small industry sector to competiﬁon\ as well as the
increase in the need to cater to the global market, demands fresh perceptions to respond
to the radical changes in the 90s. Consequently, this sector must change first to survive
as well as restructure itself to meet the new challenges through a critical evaluation of
the forces of free global trade and increased competition. These events demand
quantum strategic changes in terms of industry culture, flattening of the organisation
structure, employee empowerment as well as team building: Only those organisations
which can respond to these changes will be able to survive and retain a-winning edge.

Some of the important characteristics that differentiate the successful organisations
from the unsuccessful ones are:

(1) The most important aspect of successful business is leadership. It callsfor clear
vision, goals and objectives, well defined mission, dash and employees’ participation.

(2) Adequate but well-orchestrated control. Constant feedback of results as well
.as setting and adherence of high standards give an organisation a cutting edge over
others. Planning, foresight and analysis are other important qualities.

(3) To able to extract the best from its employees through total involvement, the
organisations put a lot of emphasis on proper internal communication and on training
employees.

(4) The successful organisation is one which is very close to the market place.
The process of systematic market is used to develop products or process of systematic
market research is used to develop products or process and to provide value for money
to the customers. This helps-to gain the market share.

(5) The next most important characteristic of a winning business organisation is
“Zero Basing” or sticking to the last — knowing what business the company is in swiftly
recognising and preventing when it has diverted into an unsuitable path and preventing
risks.

Conclusion

Starting a small-scale industry is not easy. It is ninety per cent perspiration and
hardly ten per cent profit. It calls for vision, perseverance, co-operation and hardwork.
The entrepreneur has a uphill task in coordinating multifarious activities and turn into
a viable enterprise. It calls for a thorough business plan and prompt implementation.
The entrepreneur needs a number of skills to set up a small industry, which will grow
into a giant in coming years. Many of the giants of to-day, viz., Kirloskar, Honda, Escort,
Camlin, Reliance were started small. It calls for a missionary work with a purpose. Then
the joys of fulfillment is like a beautiful rainbow.
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ANNEXURE 1
Whom to Approach for What (A Digest)

1. For Selection of Industry
Small Industries Service Institutes

Indian Investment Centre, Parliament
Street, New Delhi-1.

Ministry of Industrial Devt., Gowt. of
India, New Delhi.

They guide entrepreneurs in the selection of
industries, areas, suitable raw materials and
machinery.

They advise on foreign capital formation and
technical collaboration.

They approve cases of foreign collaborations.

2. For Registration
Director of Industries

Small Industries Service Institutes

S.S.I. Registration number.

They register you to enable you to participate
in the Central Government Stores Purchase

Programme.

8. For Factory Accommodation
Directors of Industries
(State Governraent)

They provide built up factory space in
industrial estates of developed factory sites,
power, water, etc. (Although the building
designs have to be approved by the Munici-
palities/Corporations, while power and water
connections are sanctioned by State Govern-
ments/Undertakings).

4. For Machinery
Small Industries Service Institutes

National Small Industries Corporation,
New Delhi.

State Small Industries Corporations

Chief Controller of Imports and Exports,
New Delhi. )

They advise about the machinery and equip- '
ment needed for the manufacture of different
products.

They supply indigenous as well as imported
machinery on hire-purchase basis.

They provide indigenous machinery on de-
ferred credit basis.

They issue import licences for machinery of
foreign origin on the recommendation of the
Directors of Industries.

5. For Raw Materials
Development Commissioner, Small Scale
Industries Organisation, New Delhi.

They arrange indigenous raw materials and
distribute through State Governments. They
also arrange imports of raw materials through
the Minerals and Metals Trading Corporation
and State Trading Corporation of India.
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Directors of Industries
State Small Industries Corporations

Chief Controller of Imports and Exports
and its Port Offices.

They allot quotas of scarce raw materials.
They supply raw materials.

They issue licences for import of raw materials.

For Finance
Small Industries Development Bank of
India (SIDBI)

State Financial Corporations
State Directors of Industries

State Bank of India and its Subsidiaries

Commercial Banks

Small Industries Service Institutes

SIDBI has been set up as a principal financial
institution for the promotion, financing and
development of industry in the tiny and small
sector and co-ordinate the functions of institu-
tions engaged in similar activities. SIDBI
provides finances for new projects, expansion,

diversification, modernisation, rehabilitation.

In addition, it provides refinance assistance to
other institutions engaged in similar activities.

They provide long-term credit for purchase of
fixed assets.

They provide loans under State Aid Industries
Act/Rules for block capital.

They sanction medium-term and instalment
credit loans for purchase of machinery and
construction of factory buildings. The also
provide working capital for purchase of raw
materials and meeting day-to-day require-
ments.

They sanction loans for meeting working
capital needs.

They fumish technical reports to the State
Bank of India on the applicant units.

. For Technical Know-How

Small Industries Service Institutes

They prepare improved designs and drawings
for the products.

They assist in making tools, dies, jigs and
fixtures.

They help in the optimum utilisation of men,
material and machinery through technological
and management consulting.

They train managers and supervisors in indus-
trial management.
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National Small Industries Corporation,
New Delhi

Council of Scientific and Industrial Re-
search, New Delhi
Productivity Councils

Small Industry Extension Training Insti-
tute, Hyderabad

They train workers to upgrade their skills. They
demonstrate modern technical processes.

They give advanced training in their Prototype
Production-cum-Training Centres in the op-
eration of modern machines.

They develop new technological processes and
disseminate the same to industry.

They train the factory owners in getting higher
productivity.

They give full-time management training to the
managers/proprietors of small industry sector.

8. For Standardisation
Small Industries Service Institutes

Indian Standards Institution

Directors of Industries

They provide technical guidance in the pro-
duction of goods according to prescribed
standards.

They prescribe specifications for the products
and give ISI marks.

They prescribe standards and give ‘Q’ Mark to
the small industry’s products.

9. For Marketing
Small Industries Service Institutes

National Small Industries Corporation,
New Delhi.

State Small Industries Corporations

Internal
They conduct distribution and surveys for the
benefit of small industrialists.

They enlist the units for participation under
Central Government Stores Purchase

programme.

They issue competency certificates to the units
receiving Government orders.

They promote ancillary relationship with the
large and medium-scale units in the Public as
well as Private Sectors.

They secure contracts from the Director-
General of Supplies and Disposals, Railways,
and Defence for supply of manufactured goods
on behalf of small-scale units.

They secure orders from the State Govern-
ments and other semi-Government
organisations for the supply of stores.
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Chief Controller of Imports and Exports,

New Delhi

Directorate of Export Promotion, Udyog
Bhavan, New Delhi

Export Promotion Councils

State Trading Corporahon of lndla, New
Delhi

Dy(umlu of Enmpnnenrhl Development

- m’t . »
They enlise small units for participation under
Export Aid to Small Industry Scheme of the

-State Trading Corporation of India.

They render technical counseling for satisfac-
tory execution of export orders.

.They disseminate information about the items

having export markets.

They maintain close liaison with,specialised
agencies like Export Promotion Councils to
have up-to-date knowledge about the products
having export markets.

They issue licences for export of products to
foreign countries. :

They collect and supply infoml\atiori on foreign
markets.

They carry out market studies for particular
products.

They publish Trade Directories, Brochures and
Bulletins.

They organise exhibitions and show rooms.

They maintain close liaison between Indian
exporters and foreign buyers.

They settle commercial disputes.
They frame special export promotion schemes.

They register units for participation under
Export Aid to Small Industry Scheme.

They held the small-scale units in the prepara-
tion of sales leaflets, price lists, etc.

They secure export orders for small industries.

10. For Inventions
The Inventions Promotion Board, 39,
Ring Road, Lajpat Nagar IV, New Delhi-
14, '

They promote workable inventions of practical
utility, through financial assistance and other
incentives.

11. For Mlscéilaneom Problems
The Federation of Associations of Small
Industries -of India, Rohtak Road, New.
Delhi

They represent the problems faced by the small -
industries to the Government.




CHAPTER 43

SELECTION OF TYPES OF
ORGANISATION

e

. Introduction

The selection criiena of a proper form of organisation is crucial for the success

of a business enterprise. Every entrepreneur has to decide, at the outset, about the type
of organisation which he plans to select for his private enterprise. It is an important
entrepreneurial decision. This choice is by and large influenced by the socio-cultural
norms and then prevailing industrial environment.

The decision of an entrepreneur depends on a number of variable factors. Among

the many, the following factors are given weightage in making a choice of a suitable
form of organisation which is most suited to one’s enterprise. The deciding core factors

are:

——

® Type of business — service, trade, manufacturing.

® Selection of industry and the area of operation.

® Scope of operations, volume of business and the size of the market, including
its expected growth potential.

® Amount of capital funds required — initial capital, working capital.

® Possibility of raising resources from the market — institutions, subsidies and
other incentives.

® Costs and procedures and relative freedom from Government regulation.

@ Comparative tax advantages, etc.

® Size of the risk.

® Coptxm.uty of the enterpnse

' . Degreg of direct control and adaptabxhty of admlmstrahon

By and large. the final organisational choice is a compromise that is most suitable

to the entreprenéurs needs. The above ten factors are the major factors that will
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T
influence the choice of a proper form of an organisation, which will withstand all the
stresses and pressures and strive for its smooth progress on an ongoing basis.

The aim of entrepreneurial development programmes in India should not be to
treat the small entrepreneurs as small, but to help the more promising and efficient ones
amongst them to grow big. This will mobilise the productive resources of the country,
contain the monopoly of a few large enterprises, and increase income, profits and
employment. The objective is to accelerate the process of innovative entrepreneurial
development in the country. Herein, choice of organisation also depends on the
entrepreneurial skills and vision.

Ownership Organisation .

The first and foremost question in organising a small-scale industry is that of
ownership, represented by the right of an individual or a group of individuals to acquire
legal title to assets for the purpose of controlling an industrial operation and enjoying
the gains or profits flowing from such activities.

~ Small ‘industrial units are, by and large, started by persons who value
independence and are desirous of obtaining the highest rewards for their initiative,
innovation, technical skills, business acumen and experience. As Nihal Singh aptly
observed that “The owner of a small industry values his undertaking for the job it
provides him as well as for any return it may make on his invested capital.” The chief
forms of an ownership organisation are:
(i) Sole proprietorship;

(if) Partnership;

(iii) Co-operative society; and

{fv) Joint-stock company.

Policy Decision

Each entrepreneur has to make policy decisions in all vital areas of business
activities and organise and manage his business affairs on scientific lines. He has to
make a decision either as a manufacturer of some product or as the distributor of the
products made by others. Whatever activity he chooses, he will be confronted with
problems and his ultimate success will depend upon his entrepreneurial ability to solve
these problems. He will have to make a policy decision about the size of organisation.
Should he start his enterprise as a sole proprietary concern, partnership or any other
~ form of organisation suited to the needs of his business? Should it be a small-scale
industry or a large-scale industry? He should also decide whether to. register the SSIs
with the appropriate authorities or not. '

Ownership Organisation Decision

The entrepreneur’s choice of the type of organisation will depend upon the nature
of business, scale of operation, capital requirements, ownership rights such as control
and decision-making opportunities and impact of taxation. He should understarid the
impact of these factors on his business and decide whether to operate his business as
a one-man show or a joint venture company. In general, an entrepreneur wishing to
start an industry on his own will prefer to organise it on a small-scale unit if he has
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a limited capital and skill, and cater for the local market. If he is unable to do so, he
will call for responses from partners, join him in this business. In this way, new ability
and more capital will be brought into the businesses. Partnerships are common in
commercial businesses. Partnership is not a legal entity; the partners are personally
responsible for all the activities performed by them in the name of the firm. The risks
associated with the unlimited liability can be avoided and large amount of capital can
be brought by forming a limited company. If the capital requirements are not very large,
a private limited company may be formed to meet the needs of a large capital to run
a large business, a public company will have to be formed.

A survey of SSIs in Greater Bombay showed the organisational structure of small
business units. The sole-proprietorship is the most popular form of small business
ownership. According to the survey, 78.5% of the total units were of private
proprietorship type, joint family and partnership accounting together 20%, cooperative
and private limited units accounting together for about 1% of the total. Even in the
case of joint family and partnership, many a times a single entrepreneur controls the
enterprises.

The type of organisation suited for these units depend upon several factors such
as the nature and type of industry, the extent of capital, the nature of skill required,
and the capacity to offer livelihood to the participating factors. Sole proprietorship is,

however, the dominant form in these enterprises.

State Policy

It is the policy of the Government, both at the Centre and in the States, to
encourage and promote cooperative enterprises of all types. The Registrar of
Cooperative Societies in each State is concerned with the administration, supervision,
coordination and development of cooperative societies, assisted by deputy registrars,
assistant registrars and inspectors. The registrar offers assistance and guidance in the
formation of all types of cooperatives and keeps a vigilant- eye on their stability,
administration, working, financial accounting, etc. through instructions, regulations,
inspections, audit and other checks. Fig. 43.1 shows the forms of ownership
organisation in a small-scale industry. '

LSMALL-SCALE INDUSTRY ]
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Fig. 43.1 Organisational Structure of small-scale
industries in India °
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Sole Proprietorship

“Sole proprietorship is a form of business organisation in which an individual
invests his own capital, uses his own skill and intelligence in the management of its
affairs and is solely responsible for the results of its ope{alz?n.;" The individual, with
the assistance of other workers or by is own labour and capital, may run the industry.
This form of organisation is also known as individual entrepreneurship — the oldest
and the most sought after form of enterprise in the field of small-scale industry, and
the easiest and simplest form of entrepreneurship from the operational point of view.
The individual entrepreneur embarks upon some industrial activity with his own savings
 or with funds borrowed from his friends or relatives. The industry may be started either
in a portion of the entrepreneur’s own house or in rented premises. There are no legal
formalities to be gone through except those required for a particular type of industry.
For example, if the entrepreneur decides to start a small engraving industry, he has
no legal formalities to comply with. He and his family members may run the industry
in their own residence. In this form of ownership, the liability is unlimited. The small
industrialist and the industry are highly interrelated and integrated. If the industry
prospers, the entrepreneur is the sole beneficiary, and vice versa. Moreover, he enjoys
full control over the affairs of the industry and the sole authority to decide, plan and
control the operations of his business: In short, the entrepreneur is his own master. The
import features of a sole proprietorship are: :
’ (a) Sole ownership;

(6) One-man control;

(c) Unlimited risk;

(d) Undivided risk;

(e) No Separate entity of the firm;

() No Government regulations.

Merits , | |
The sole proprietorship form of organisation has the following advantages:

(i) Easy and simple formation: The greatest advantage of this form of organisation

is that it can be very easily established. Unlike other forms, no elaborate legal formalities

are necessary for its formation. One can open it easily and in a simple manner and

at the same time, one can close it down whenever he may choose to do so. There

are no legal formalities for expansion, contraction or dissolution of the business. Thus,
it is the most flexible type of business enterprise.

(ii) Smooth management: Another merit of this form of organisation is that the
management of the concern can be carried on smoothly. There is no one to oppose
and hence there is no room for any friction.

(iii) Promptness in decision-making: The sole proprietor is free to conduct the
affairs of his business and he has to consult no one for it. For this reason, he is able
to make quick decisions without any delay and hesitation. Such promptness in decision-
making is\essential, in general, for the smooth conduct of business operations.
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' (iv)Direct motivation and incentive to work: The sole prdprietofship has to
assume all the risks and is entitled to receive all the profits; therefore, he takes pains
to work hard as there is direct relationship between the efforts and the rewards.

W) Pezsonél fouch with customers: A sole trader is always able to maintain close
and personal touch with his customers with this, he is able to the tastes and needs of
the consumers. Such personal touch adds to the success of the business.

(vi) Secrecy: An individual entrepreneur is able to maintain cémplete secrecy
about important maters relating to his business and thus may be able to safeguard
business secrets from his competitors.

(vii) Social advantages: This refers to the provision of employmeht opportunities
to’many by ensuring diffusion of business ownership and thus concentration of wealth
and power in the hands of a few is avoided. Further, it helps in the development of
several essential qualities in entrepreneurs, such as the initiative, hard work,
responsibilities, tact and self-reliance etc. The single proprietorship offers the best
promise of securing motivation and widespread ownership-and control of industry.

Limitations
The sole proprietorship has several limitations which are as follows:

(i) Limited financial resources:The greatest limitation in this case is that the capital
available for the business remains very limited. An individual cannot possess enormous
savings and he can borrow only limited funds from his friends and relatives. He may
not have enough credit to borrow huge sums from the banks or financial institutions.
This limits the size as well as financial profits of the business.

(if) Limited managerial ability: An individual cannot be expected to possess
knowledge of every branch of management. Now, when the management is highly
specialised and business is becoming more and more complex, nobody can claim to
be an expert on all the subjects. An individual may have limited knowledge and ability
to take correct decisions. He may take a wrong decision which ultimately may prove
to be drastic for the business. Few persons are qualified by training or experience to
handle alone the varied problems of purchasing, merchandising, advertising, customer
relations and financing.

) (iii) Unlimited liability:Another great limitation is that the liability of the sole trader
is u_nlimited. It implies that there is always a risk that he may lose the capital invested
in his business as well as his personal property. In the event of some disaster, his
creditors can satisfy their claims out of his personal property also. Thus, the entire risk
has to be borne by one person alone. But, in a way unlimited liability may be of help
too. The sole trader may get more credit from the creditors, as the limit of credit may,
extend to the value of property owned by him, and it will not be limited to the extent
of capital invested by him in business only. )

(iv) Lack of continuity: There is always Jack of continuity or stability in such -
business. The mortality rate of such busingss has also been high. If the owner falls ill
or he is away, the business stops. In case of any mishap, the business may disappear

completely or may have to be rebuilt. '
18 -
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In spite of the above limitations, this form of business organisation occupies a
prominent place in the business world. In advanced countries and in developing
economies like India, it is playing an important role. This form is best for small ventures
and may be more than a match for larger enterprises. It is more suitable for concerns
where (i) capital required is small, (i) risk involved is not heavy, (i) goods of artistic
nature are to be produced, (iv/ personal touch with customers is necessary, v/ an
individual is able to. control the affairs, (vi) prompt decision is needed, (vii) scale of
production is relatively small, and (viif) operation is sxmple in character not needing
highly skilled management.

Nearly 61% of the SSIs are proprietary concerns. The most important factor in
the formation of proprietary concems is non-interference from others. Further, an
entrepreneur is not bound by law to publish annual accounts or to keep accounts except
to the extent it may be necessary to do so for income-tax and other related purposes.
He need not disclose any confidential information. Besides, this form of organisation
is simple, and no legal formalities are required for its formation.

Partnership Organisation

Partnership organisation grew and gained importance as an individual is not
competent enough to possess enormous capital and knowledge or competence to
manage everything. With the expansion of business and enlargement of the scale of
its operations it became necessary for a group of persons to join hands together and
supply the necessary capital and skills. Often it is found that a person may be having
a huge capital but may not possess the required skill. Individually, none of them can
run a business enterprise single-handed but together they may be highly successful in
its operations. Thus, partnership organisation has been adopted to arrange more
capital, offer better skill, control and management to take advantage of high degree
of spcialisation and division of labour, and to share the risks.

In India, such organisations are governed by the Indian Partnership Act, 1932.
Section 4 of this Act defines a partnership as “the relation between persons who have
agreed to share profits of a business carried on by all or any of them acting for all.”
Persons who enter into partnership are collectively known as “firm” but individually
known as “partners.” If we analyse this definition carefully, the following points emerge
as the main elements of partnership: (i) Partnership is the relation between persons,
i.e., at least two persons must be there to constitute a partnership. (i7) There should
be an agreement between them. This also means that persons should be legally
competent to enter into a contract. (/i) They should carry on some business. It implies
that an agreement to run a charitable institution will not constitute a partnership.
Business here necessarily implies a lawful business. (iv) The business must be carried
on by all or any of them acting for all. Thus, one or some partners can represent the
firm and bind it by his/their actions in the course of business.

Basic Features

The partnership organisation has some basic or fundamental features which have
been discussed below, with special reference to the position of partnership in India.
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1. Nimber of persons: There should be at least two persons to form a partnership
organisation. In India, there is no upper limit prescribed under the Partnership Act, but
a limit has been put under the Companies Act indirectly. Under this Act, a partnership ]
consisting of more than 20 Act indirectly. Under this Act, a partnership consisting of
more than 20 persons for a general business and 10’ persons for a banking business
has been made illegal. Thus, the upper limit of the number of partners in a general
business is 20 and in the banking business it is 10.

2. Contractucal relationship: Partnership is the result of contractual relationship
between two or more persons. There must be an agreement between persons who wish
to form a partnership. It is a fundamental feature of the partnership organisation. For
example, a manager of a firm may get his remuneration which may be based on the™ -
profits of the firm, but on that account he cannot be taken as a partner as the element
of agreement is not there. Similarly, two or more persons may be sharing the gains
of a property jointly held and on that account alone, there cannot be a partnership
jointly held between them. Further, as it is the result of a contract, the law does not -
interfere with its formation or dissolution. On that very basis, no partners agree for the
same. Similarly, if a partner dies the firm gets dissolved as one of the contracting parties
is dead. Thus, it has been rightly said that a partnership arises from a contract and
not from status. '

3. No legal distinction between firm and its pariners: It has been mentioned earlier
that persons entering info a partnership are individually known as ‘partners’ and
collectively as a ‘firm.’ Since a partnership is merely an association of persons, no
separate legal entity or fictitious partners are created. This implies that the law does
not make any distinction between the firm and the partners who compose it. Any
partner can bind the firm with his decisions on behalf of the ﬁrm.‘ But, at the same

time, a partner is free to undertake personal business or enter into personal contracts.

4. Unlimited liability: Just like the sole proprietorship, the liability of the owners
of the firm is unlimited. But the difference between the two is that in the case of the
former, all risk is to be shouldered by one person alone but in the case of a partnership,
this is borne by two or more persons. This means that a partner is not only liable to
the extent of capital he has invested in the firm but he may be called upon to meet
the liability out of his personal property also. If need be, the creditors of the firm can
claim debt but out of the personal property of the pariners. In such an eventuality, the
partner loses the capital invested in the firm as well as his personal property.

Advantages of Partnership Organisation _

A partnership organisation has certain advantages as .compared to the sole
proprietorship or joint-stock company organisation. We discuss below these advan-
tages: _

(i) Easy formation: A partnership can be easily formed as no legal formalities are
to be observed to establish it. At the same time, unlike a company, not much of
expenses are incurred for its formation. . . . -

© (i) Flexibility: A partnership ovga’nigpnon"is higﬁly flexible as well as mobile.
Changes can be introduced without much. difficulty. The necessary additional capital
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can be rar;ed new partners be introduced includmg changes in the place and object
of the firm. Business of the firm can also be expanded or contracted ,according to the
needs.

i (iii) Pooling of resources and skill: Unlike the sole proprietorship, under a
partnership, several persons pool their capital, resources, skill, expertise, experience
and services etc. Two or more persons are always better than one and in that sense
partners strive to work with zeal for the better. It enables combination of such individuals
who may not be in a position to do anything alone.

(iv) Division of risks: Under a partnership, the risks of business are divided among
the partners and are not shouldered by one person alone. Thus, it is more useful for
business with large investments.

(v) Strong credit position: Unlimited liability of the partners enhances the
creditworthiness of the firm. The credit can be extended to it to the limit of the value
of property owned by the partners, and not confined to the extent of capital contributed
by the partners. Further, it restricts on the speculative and reckless activities of the
partners with which they always remain vigilant.

(vi) Less incidence of tax: As compared to joint-stock company, the burden of
taxes on a firm or its partners individually is lower.

(vii) Encouragement of mutual trust, personal element in business: Partners act
in co-operation and thus mutual faith, trust and goodwill are maintained. They maintain
personal relations with each other and take personal care to promote the business of
the firm. This personal element in business, which is not found in a company, is highly
useful. The existence of partnerships rests on mutual faith and goodwill and that way
it encourages the spirit of helpfulness and instills the qualities of honesty, sincerity,
responsibility, initiative and self-reliance.

Disadvantages

While the partnership organisation has the above advantages, it has the following
serious limitations which cannot be ignored:

(i) Limited resources: In spite of pooling its of resources by in partners, it is not
possible to raise huge amount of capital and engage specialists required for modern
business or industrial units. Partners may be rich but their capacity to contribute capital
is limited as compared to the needs of modern industrial complexes. Undoubtedly, a
joint-stock company may raise more capital as against a partnership firm.

(ii) Unlimited liability: One of the serious limitations of a partnership organisation
is that the liability of partners is not limited. The partners like. the sole trader unlike
the shareholders of a company, may be personally held liable for the debts incurred
by the firm. Their private property also remains at stake. Moreover, liability is
cumulative. Further, a partner may also be called upon to compensate for the misdeeds
and dishonesty of his fellow partners along with his own acts.

(iif) Instability: Theoretically, it may appear that the partnership organisation is
more stable than the sole proprietorship but in practice it is not so. It is often found
that a firm’s business comes to an end on account of petty quarrels among the partners.
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If a partner is dishonest and short-tempered, it may become difficult for other partners
to carry on business with him. Any misunderstanding may prove ruinous for it. It is
also unstable because death, retirement, and insolvency of a partner may dissolve the
partnership. It is quite true that the partnership provides better means to perpetuate
itself “but existence of that ‘self’ at any given time is more precious.”

(iv) Lack of harmony of interest: Unlike a sole proprietorship, it is not possible
to maintain harmony of .interests among the partners. There is always the possibility
of friction. The partners may follow a conservative policy to avoid risk of their private
property. Their combined judgement often may not prove useful. If mutual co-
operation is lacking, prompt decisions may also not be possible. There is the possibility
of leakage of business secrets and matters which may affect the business adversely.

About 35% of the SSIs in India existed as partnership concerns of which, 21%
are joint-family partnerships and 14% partnership concerns. Very often, small
entrepreneurs with business acumen and training are handicapped by lack of capital;
or there may be need of a wealthy man with managerial capacity. Partnership
organisations grew essentially out of the failures and limitations of the sole
proprietorship form of organisation. The formation and management of a partnership
organisation is governed by the provisions of the Indian Partnership Act of 1932.
Accordingto it, a “partnership is the relation between persons who have agreed to share
the profits of a business carried on by all or by any one of them acting for all.” A
partnership deed is essential for this type of organisation. The Partnership Act, 1932,
outlines the rights and duties of a partner. The liability of a partnership is unlimited.

~ The ownership pattern of small units is given in Table 42.3. As indicated in the
table, 61% of the units are single proprietary small-scale industrial units, followed by
family partnerships, i.e., businesses owned by two or more members of the family. Only
14% of these units are non-family partnerships, where the ownership is held by a small
group which does not constitute a family. Among the small-scale industrialists, there
is a strong tendency to keep the business within the family. As a general rule, a non-
family partnership is restricted to craftsmen pooling their resources; alternatively, it may
be a venture of a group of merchants. An industry-wise analysis shows that in the
" printing presses, general engineering and soap industries, 20% of the units fall in the
category of non-family partnerships. In these cases, a large amount of capital
investment is necessary, and the family resources are generally too meagre for such
a venture. The capital resources are increased by coverting the industrial unit into a
non-family partnership. ‘

| OWNER INDUSTRIALIST |

PART-TIME CLERK
& ACCOUNTANT

O & G [ ] G [

\— SKILLED WORKERS—/ \——— UNSKILLED WORKERS —J

Fig. 43.2 Functioning of one-man small-scale entrepreneur doing all the work: (Phase 1)
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Table 43.1
' Small Units Classified According to the Type of Ownership
i Industry Single Partnership Co-opera- Joint  Total
Proprie- tives Sfodr
torship  Family Family Non- - .
& Others  Family "l
1. Flour Mills 36.4 49.1 - 145 —_ — 100.0
2. Printing Presses 52.0 280 - — 20.0 — — 1000
3. Leather Footwear ~ 62.0 320 2.0 40 -,  — +100.0
4. Light Engineering 48.0 36.0 40 12.0 — — .100.0
5. Electrical Goods 25.0 65.0 40 6.0 - — 100.0
6. Wooden Furniture !
and Fixtures 60.0 30.0 1.0 8.0 1.0 — _100.0
7. Hosiery 63.0 25.0 —_ 110+ 1.0 1.0 100.0
8. General Engineering 58.0 18.0 —_ 20.0 1.0 3.0 1000
9. Soap 270 530 —_ 20.0 — 3.0 1000
10. Electroplating 40.0 39.0 8.0 13.0 — — 100.0
11. Foundries 43.0 430 — 140 — — 1000
12. Oil Mills 15.0 70.0 — 12.0 2.0 1.0 1000
13. Drugs 60.0 35.0 — 3.0 —_ — 1000
14. Utensils 55.0 38.0 — 6.0 1.0 — 1000

In hosiery, leather goods and wooden furniture industries — wherein capital
investment is less and one can develop the business by productively utilising one’s skills
with the co-operation of workers — a very large percentage of these units come under
the category of individual proprietorship.

| OWNER INDUSTRIALIST |
’ [

[ L [ |
SALESMAN PERSONNEL SALES & ACCOUNTS
PURCHASE
I | 1 1 ] ] i |
I T o N I e e O e
- WORKERS J
Fig. 43. 3 Functioning of a single small-scale entrepreneur with the assistance of supporting
staff: (Phase 2)

Joint-Stock Companies

The growth of joint-stock companies constitute an important step in the historical
evolution of forms of ownership of business enterprises. With the enlargement of the
scale of business operations, it became difficult for a sole trader or partnership firm to
cope with the problems of finding more resources and arranging for more specialised
management. .
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The development of these companies has taken place almost in all the countries
of the world but the nomenclature differs. There may be technical points of difference
but the basic characteristics are almost the same everywhere. We call it )omt-stock
company in England and in India. In the U.S.A,, it is known as a ‘corporation.”

Definition: A company is a voluntary association of persons who contribute to
its capital but their liability remains limited. It carries on business for profit as a legal
entity. It can sue and be sued in its own name. Thus, a corporation is an artificial being,
invisible, intangible, and existing only in the contemplation of law. Being a more
creation of law, it possesses only those properties which the charter of its creation
confers upon it, either expressly or as incidental to its very existence.

Salient Features

A joint-stock company exists as a separate legal entity quite apart from that of
the members comprising the organisation unlike a partnership. In other words, this
company is considered to be a ‘person” in the eyes of law. Also these company
possesses the right to own and transfer any property.

In India, only 3% of the units exist as joint-stock companies. In a sense, it is an
extension of the partnership form; it is an association of a number of members which
has a legal sanction behind it. Because of the complicated and cumbersome legal
procedures, heavy taxation and the possibility of unscrupulous promoters securing
capital for an undesirable concern, this system has not made any headway in the small-
scale industries sector.

Hlustration:

It’s all in the family

The Amalgamations group has been the largest privately held business houses
in the country. The company in the group which went public in 1978, Bimetal Bearings
Limited, did so only because it had to bring down its foreign shareholding. Although
these shares have been briskly traded, the family held about 70% of the equity. Other
publicly held companies listed were: T.Stanes of Coimbatore; the two plantation
companies (Unitea and SAE), and Amalgamations Repco Ltd.

The holding company, Amalgamations had two directors, Sivasailam and
Krishnamurthy. The shares of the holding company were divided equally among
Anantharamkrishnan’s four children — two sons and two daughters. Sivasailam and
Krishnamurthy, the two sons, were the chairman and vice-chairman of the group. One
of Sivasailam’s sons-in-law, K.S.Sundaram, Addisons Paints and the other son-in-law,
N.Venkatramani, headed India Pistons. Each company in the group has been managed
by its own board. Generally, there are very few outsiders on the boards.

Both the brothers looked after some of the group companies directly. For instance,
Sivasailam monitored. TAFE and Amco Batteries on day-to-day basis, while
Krishnamurthy has been involved in Simpsons, Bimetal Bearnings and Shardlow.
Sivasailam had the greater say.

Third generation: The third generation in the business consists of Srinivasan, 30
(who is married to Venu Srinivasan of the TVS group), and MBA fromi Wharton
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- University USA, is general manager (planning and co-ordination) in TAFE. Theyounger
daughter, Jayshree Venkatraman, 17, (married to M.S. Venkatraman of WS Industries),
who has an MBA from the International Management Institute, Delhi, has been
inducted as an executive assistant to the chief executive of Amco. Krishnamurthy has
no children.

Obviously, in a group like this, the chairman has always been the power centre.
He deals with the banks, the government and makes all the initial preparations for
collaborations. Krishnamurthy, who described his role as a supportive one has been
in charge of group industrial relations. If there are any disagreements, the decisions
taken by the chairman prevail. Sivasailam felt that the unique strength of the group
lies in respect for authority and the consequent discipline that it brings. “/ see this as
a value which should not be discounted. The group’s strength lies in its togetherness
under the umbrella of Amalgamations. We offer limitless opportunities to talented
professionals. The family should induct and retain them. But the directions should come
from the family,” he said.

Simpsons, Amalgamations and “J”

Nobody quite knew who he was. But Simpson, who hailed from Scotland, chose
to set up a company in Madras in 1840 to build horsedrawn coaches and carriages
___ STANES ESTATES ] 5 for the affluent. The star achieve-

UNITEA ment of the company in the 19th

" SIMPSON & CO: century was to build a carriage for
the use of the Prince of Wales

T STANES during his visit to India in 1876. In

ADDISON & CO.(55)
ADDISON PAINTS (26)

INDIA PISTONS (58)
BIMETAL BEARINGS (28)
AMAL. REPCOQZL.
INDIA PISTONS REPCO (3)
SHARDLOW INDIA (15)
AMCO BATTERIES (60)

DIAMOND TOOLS
SPEED—A—WAY

GEORGE OAKS

MADRAS ADVTG:

GENERAL FINANCE
STANES TYRE & RUBBER
ASSOCIATED PRINTERS
ASSOCIATED PUBLISHERS
SRI RAMA VILAS SERVICE

- HIGGINBOTHAMS

' WALLACE CARTWRIGHT
WHEEL & RIM CO,
STANES TEA & COFFEE
INDIAN CASHEWNUTS

the early 1900s, Simpsons actually
built a motor car and ran it on
Mount Road. The company, how-
ever, confined itself to the car trade
and opened many workshops and
branches. It was only during the
fifties, under the Indian manage-
ment, that the company began to
manufacture diesel engines.

In 1930, a 25-year-old unas-
suming accountant joined

- Simpsons. S. Anatharamakrishnan

was known to his English col-
leagues as simply J. The nickname
stuck and no one knows why. By
1938, J was ready to start a
business of his own. He formed
Amalgamations Pvt. Ltd. that year.

. -STANES MOTORS

Fig. 43.4 The Amalgamations Group at a
Glgnce

Why he chose that particular name
is against not known. He then
established Sri Rama Vilas Service
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(SRVS) which went on to run a large bus fleet and a cargo service. The same year
an agency, Speed-A-Way, was established to distribute automobile spare parts.

Historical rhove: In what is referred to in modern parlance as a historical move,
J acquired Simpsons in 1941. And W. W. Ladden, then chairman of the company,
voluntarily opted to serve under J Simpsons became a subsidiary of Amalgamations.
In the next 25 years, both Amalgamations and Simpsons began to acquire and promote
companies at a blistering pace.

J was a true visionary who realised that after independence, it would be necessary
to begin manufacturing goods. He established units to manufacture paints, pistons,
batteries and tractors, among other things. He bought a publishing house which owned
a newspaper (The Mail). In 1961, he acquired interests in several plantations.

When J passed away in 1964, he left a highly diversified business house which
featured among the top twenty in the country.
The Co-operatives

A co-operative society is essentially an association of persons who join together
or a voluntary basis for the furtherance of their common economic interests. The
International Labour Organisation (ILO) defines a cooperative as “an association of
persons, usually of limited means, who voluntarily join together to achieve a common
economic end through the formation of a democratically controlled business
organisation, making an equitable contribution to the capital required and accepting
a fair share of the risks and benefits of the undertaking.” This type of organisation has
not made any appreciable impact on the small-scale industrial sector. Of the total small-
scale units, only 0.7% are organised as cooperative societies. These are mainly in such
industries as wooden furniture and fixtures, utensils, agricultural hand tools and
implements, printing, and washing soaps.

Forms of Organisation

The selection of the form of organisation depends basically on the nature of
industrial activity proposed to be undertaken, the scale of operations in terms of the
volume of business proposed to be handled, the scope of the market to be covered,
the sharing of risks and tax advantages.

Three salient features of all forms of organisation are:
(i Relationship — Line, Functional, Staff.

(i) Authority — Direct, lf\direct, Representative.

(iii) Responsibility — General, Specialised, Advisory.

In other words, the organisational structure is based on:
(i) Division of labour; '
(ii) Co-ordination;

(iii) Accomplishment of goals and objectives; and

(iv) Authority — responsibility.
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Comparative Evaluation of Different Forms of Business Ownership
Basis of Sole Partnership Private Company Public limited
Comparison Proprietorship Company
(1) (2) (3) 4) {5)
1. Formation Easiest, no legal | Easy, only an | Difficult, some Very difficult, sev-
formalities agreement legal formalities eral legal formali-
required ties
2. Registration Not necessary Optional Compulsory Compulsory
3. Membership One man show | Minimum: 2 Minimum: 2 Minimum: 7
Single member- | Maximum: 10 Maximum: 50 Maximum:
ship in banking and 20 No limit
in others
4. Legal staus No separate legal | No separate legal | Separate legal en- Separate legal en-
existence existence tity tity
5. Liability of Unlimited, full risk | Unlimited, joint | Limited Limited
Members and several, risk
shared
6. Financial Limited capital | Pooling of capital, | Large capital, suit- | Very large capital
capacity & suitable for small | suitable for me- | able for medium | suitable for large
suitability business dium size scale business scale operations
7. Sharing of All to the owner As per agreement | On the basis of | On the basis of
profits shares held shares held
8. Management Quick decision, Unanimous Board decisions, Board decision,
and control no specialisation, decision, limited greater specialisation,
management & specialisation, specialisation, divorce between
ownership lie in management lies ownership and ownership and
the same hands. where ownership | control go management
is. together
9. Business Perfect secrecy Secrets limited to | Secrets shared by | Secretsshared with
Secrecy No auditorreports | partners, no audit | members, audit public, audit and
or reports compul- | and reports com- | reports compulsory
sory pulsory
10. State Practically none, | Verylittle, sufficient | Considerably, lim- Excessive, no flex-
regulation and | full flexibility of | flexibility ited flexibility, privi- | ibility
flexibility operations leges, & exemp-
tions
11. Transferability | At will With mutual con- | Restricted as Ar- | Freely transferable
of interest sent ticles of Associa-
tion
12.Tax Burden Low at small level | Low at small level | Low at medium | Low at high level
ofincome, progres- | of income, progres- | level of income, flat | of income, flat rate,
sive rate sive rate rate, double taxa- | double taxation
tion
13. Stability or Unstable, life fully | Less stable; may | Perpetual exist- Perpetual exist-
continuity dependent on the | be disolved by | ence ence
owner death, insolvency,
etc. of a partner
14.Winding up At will At will Under the Act Under the Act
15.Goveming Act | General law The Partnership | The Companies | The Companies
Act, 1932 Act, 1956 Act, 1956

The process of organisation consists in making a rational division of work into groups
of activities for the accomplishment of a task. The various stages of this process are:
(a) Determination of objectives;
(6) Enumeration of activities;
(c) Classification;
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(d) Fitting individuals (workers) into functional activities; and
(e) Assignment of authority for action.

| OWNER INDUSTRIALIST |

] |

|
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Fig. 43.5 Small-Scale Industrialist functioning with the aulitihr.e of
technical supporting staff: (Phase 3) )

Line Organisation

A line organisation is the basic framework of an organisation. It is the backbone
of the organisational hierarchy. Mr. Lundy has observed that “/ine organisation Is
characterised by direct lines of authority flowing from the top to the bottom of the
organisational hierarchy and lines of responsibility flowing in an opposite but equally
direct manner.” Under this type, various activities are organised in groups and
controlled by a manager, who is responsible to the top man. In this type of organisation,
authority flows from the top to the bottom while responsibility flows from the bottom

to the top.
Advantages

(i) 1t is simple to form and easy to operate.

(i) In it, line executives enjoy decision-making powers.

(iii) 1t has a systematic organisational structure.

(iv) 1t maintains a balance between authority, responsibility and accountability.
(v) Discipline can be maintained easily.

(vi) Communication is easy and quick.

Disadvantages

(i) 1t becomes autocratic or dictatorial.

(ii) 1t suffers from lack of specialisation.
(iii) There is an overload of responsibility.

(iv) 1t hampers initiative.
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{v) There is absence-of co-ordination among the different departments.
(vi) 1t is unstable.

Functional Organlsatioil

The simplest type of departmentation is the functional type of structure which
consists of grouping of all similar activities into major departments. It was organised
by F.W. Taylor with a view to bringing about the specialisation of management
activities. Under functional foremanship, office work is separated from shop or plant
work. Fig. 43.7 depicts a functional structure in operation.

EXECUTIVE DIRECTOR
L 8

FINANCIAL MARKETING PRODUCTION PERSONNEL
MANAGER MANAGER MANAGER MANAGER
MARKETING PRODUCT

RESEARCH PLANNING

MANAGER ' MANAGER

] ¥ ) |
SALES ADVERTISING SALES
MANAGER MANAGER PROMOTION
MANAGER

Fig. 43.6 Functional Structure

Note: In a pure functional organisation, we have multiple and divided responsibility. Although there is
a need for functionalisation, it is probably never used in its pure form. A practical approach to
functionalisation is reflected in the line-and-staff organisation, which is necessary for a large
enterprise.

Advantages
(i) It promotes a better division of labour.
(ii) 1t ensures proper communication.
(iii) 1t offers a good scope for specialisation.
(iv) It promotes co-ordinated work.
(v) It ensures systematic organisation.
Disadvantages
(i) The unity of command is absent.
(ii) There is a tendency towards over-specialisation.
(iii) In this type of organisation, it is difficult to pinpoint responsibility.
{iv) It is costly. i
(v) There is no continuity of authority.

(vi) Lower potency for developing managers for promotion.
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Selecting a Viable Structure

Industrial activity has been diversified in which routine functions are entrusted
to the secretary, accountant, sales director. The industrialist has opened a new branch
for export and import and has also sought the services of a legal adviser in all legal
matters connected with the operation of his industry.

_ Apparently, the functioning of a small-scale industry is organised on the basis of
their functional activities. The owner-industrialist still provides the necessary leadership
and initiative. The overall control remains in his hands. In many cases, key positions
like those of the works manager, the sales director and the accountant, are held by
his close relatives (brother or sons), while other routine matters are looked after by
employees whose services are hired. The small-scale industrialist also appoints young
and well-qualified to attend to the personnel problems of his industry. To make the
delegation of authority really effective, he should not only pay due attention to the
principles of delegation, but also recognise the obstacles that stand in the way of a true
delegation of authority. He should create an atmosphere in which the line staff are
prepared to give and accept authority and responsibility enthusiastically. This is the
beginning of delegation and.an appreciation of modern management methods with
a view to maximising profits. )

Finally, he has to select a viable structure most suited to achieve his objective
or goals. In the words of Peter Drucker: "Organisation is not an end in itself, but a means
to an end of business performance and business results. Organisation structure is an
indispensable means; and the wrong structure will seriously impair business
performance and may even destroy it... Organisation, structure must be designed so
as to make possible the attainment of the objectives of the business for five, ten, fifteen
vears hence.” This may be achieved by analysis of activities, decision analysis and
relations analysis — all on a continuing basis. All in all, the organisation structure must
contain the least possible number of management levels, and forge the shortest possible
chain of command. It must also make possible the training and testing of tomorrow’s
top entrepreneurs.

Deciding Factors on Organisation while Starting a Business

It is worthwhile for the entrepreneur of a new or proposed business to be familiar
with the following factors in making a choice for a suitable form of ownership:

(1) Type of business — service, trade, manufacturing.

(2) Scope of operations — volume of business and the size of the market area

served.

(3) Degree of direct control and management desired by the owners.

(4) Amount of capital funds required.

(5) Size of the risk.

{6) Continuity Q\f the concern.

(7) Costs and pr¢cedures and relative freedom from government regulation.

(8) Adaptability of administration. :
L (9) comparative tax advantage, etc.
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An entrepreneur has to weigh these major factors, as well as others in deciding
the form of organisation while starting a business. Many a times, an enterprise, like
a river, may be started as a proprietary concern, converted into a partnership when
like minded people come together, promoted into a joint-stock company when it grows
substantially big. This organisational evolution is an ongoing process through
interaction with the social, political and economic environment.

The best and the brightest always stand out as the most outstanding. The best
invariably prosper. Prosperity leads to growth. And growth ultimately shows up in
increased size. So in a free market economy, the size of the business (enterprise) is
a fair indicator of excellence. Managing a larger enterprise is without doubt more
difficult than running a small one. And so it is likely that many sm_a]l enterprises are
more profitable than their larger counterparts. But this in no way detracts from the
achievements of the latter. Big is always better, by way of its inherent strength, the
capacity to bear opted shocks and stresses, and simply by the fact that it has grown
so big in a world where roughly everyone has had the same opportunities.

)
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INCENTIVES AND SUBSIDIES

Introduction

Entrepreneurs in India are offered a number of incentives with their strategic
contributions to economic development. Firstly, they facilitate the decentralisation of
economic power by encouraging prospective entrepreneurs to take up industrial
ventures and assist in the dispersal of industries over India’s geographical area.
Secondly, they facilitate the transformation of a traditional technology, which is
characterised by low skill, low productivity and low wages, into a modern technology, -
subsequently characterised by improved skills, high productivity, rising wages and a
higher standard of living. They serve as a catalyst to start a dynamic process of
development. They also influence the location of enterprises and contribute to regional
distribution and development.

The Ford Foundation Team, which
visited India in 1953-54, suggested a @
positive programme for the development of
modern SSIs. Based on the recommenda-
tions of this team, the Government pro-
vided a broad infrastructural and institu-

tional set-up for the accelerated growth of
these industries.

In the present chapter, an attempt has
been made to indicate the assistance and
the incentives which are available from the

Government.
Incentives. SUBSIDIES
"The: fncentive’ means encour-

. aging productivity. It is a motivational force
which makes an entrepreneur take a right Fig. 44.1 Pattern of Incentives
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decision and act upon it. Broadly, incentives include concessions, subsidies' and

bounties. Economic incentives — both financial and non-financial — push an
entrepreneur towards decisive decision and action. {
Subsidy o

Subsidy’ denotes a single lump-sum which is given by a Government to an
entrepreneur to cover the cost. The term ‘bounty’denotes a bonus or financial aid given
to an industry to help it to compete with other units in country or in a foreign market.
The objective of incentives is to motivate an entrepreneur to set up a new venture in
the larger interest of the nation and the society.

Controversies on the Efficacy of Incentives and Subsidies

Often one comes across an intellectual controversy over the good or evil or nil
effect of incentive programmes. According to one criticism, the argument proceeds, of
course, with empirical evidence and other pure measurement approaches, that
incentive schemes would ultimately deteriorate into useless tax give-aways, would only
cause other States to reciprocate with the result that industry locations would be affected
by those lures and would cause the financial position of the exchequer seriously
impaired. While this argument may be true, the industrial development schemes have
been with use for more than three decades. As against this view, there are study results
establishing the economic significance of the impact of incentive programmes. We also
find, to our surprise, the fast-growing, information on the reappraisal of the %egitimacy’
of the regional economic industrial policy with incentive schemes.

ENTREPRENEURIAL
SPIRIT
]
INCENTIVES|_,| MOTIVATIONAL| | STIMULANT NEW VENTURES
FORCE :
MODERNISATION |
DIVERSIFICATION |

EFFICIENT MANAGEMENT

Fig. 44.2 Incentives as a motivational force
Need for Incentives
The need for incentives and subsidies arise for the following reasons:

1 To correct regional imbalances in development: The usual package of
incentives and concessions has been available_in backward as well as developed
districts. It has been, however, the experience. of industrial administration, department
of industries, district level officers, development corporations, etc., that what is lacking
in the backward districts is the overall existing environmental growth. One of the ways
is to identify pockets of savings of different activity groups like traders, businessmen,
agriculturists, professionals, etc., and provide them with relevant information as well
as suitable incentives to offset the disadvantages prevailing in such places. Industrial
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policy uses incentives both to correct the market imperfections and to accelerate the
process of industrialisation so as to drive the forces of supply and demand reach the
equilibrium level. Such a policy then aims at inducing some entrepreneurs or sections
of the community (e.g., technicians) to locate their industrial units in areas selected by
Government rather than that of their own choice. Regional balances can also lead to
effective utilisation of regional resources, removal of disparities in income and levels
of living and contribute io a more integrated society.

2. To promote entrepreneurship by removing economic constraints: As for the
economic constraints, the new entrants in the field face many impediments on account
of inadequate infrastructures. The new entrepreneur suffers because of distances
separating central administrative organs from entrepreneurs and their projects,
deficiency of various supporting services such as market intelligence, entrepreneurial
guidance and training, technical consultancy and merchant banking facilities, lack of
an institutional mechanism to provide full-time management personnel completementary
to that of the new entrepreneurs, and finally, from insufficient orientation of the
promotional institutions, barring a few exceptions, at the State level to the needs of
new entrepreneurs.

The various incentives normally aim at mitigating some or all of the problems
by several means. Industrial estates, industrial complexes, industrial nucleus etc.,
.availability ofy power, concessional finance, capital investment subsidy, transport
‘'subsidy, etc., are all but a few examples of incentives to solve constraints impeding
the emergence of entrepreneurs in industry. .
' 3 To provide competitive
ENTREPRENEURSHIP strength, survival and growth:
DEVELOPMENT Some of the incentives are con-

l cerned with the establishment of
REGIONAL DEVELOPMENT industries while others are con-
i
cem ith i owth
PROVIDE COMPETTIVE | o e e s
STRENGTH : )

are confined to the first few years
MOTIVATE PEOPLE FOR of the establishment of the unit
NEW VENTURES while a few of them are_made
" available over a long period. In-
GIVE STIMULUS TO INDUSTRY | stances may be cited of the reser-
AND BUSINESS vation policy for SSIs due to which

_ a small firm can hope to compete
v in the market to which entry by
Fig. 44.3‘ Objectives of Incentives

om<T—SZmOZ-

. larger units is barred. If these units
. are already established and are

brought under the reservation policy laiér, it will be a case of incentive to support its

competitive strength. For a newcomer,vﬂm,q{r‘e’sewaﬁ;m is an incentive to enter the
industry itself. A prite preference improves'ils competitive strength. '
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Incentives Strategy
1. Subsidy for Purchase of know-how — Varies from 50% to 100% of cost
- 2. Entrepreneur Training — Free with stipend for SC/ST and women
entrepreneurs '
3. Developed Land — Atsubsidised cost, on hire-purchase/outright
purchase basis
4. Factory shed — In indusrial astates subject to availability
5. Machinery — On hire-purchase/lease
6. Seed capital loan — To start industries
{Margin Money Loan) - '
7. Central Investment Subsidy — At the rate of 25% varies from Rs) 10 lakh
, to Rs. 50 lakh .
8. State Investment Subsidy — 10% to 15%
9. Tax Exemption — Excise and sales-tax Exemption from stamp
duty and concessional registration changes.
10. Establishment Grant — In some cases
11. Stamp Duty — Exempted

power

Thus, a creative and shrewd entrepreneur can set-up a stnall-scale industry and/
or industries wjthout putting a single pie of his own and ever, capital out of it. Some
successful entrepreneurs have built their own industrial empire, acquired status and

Schemes of Incentives and Subsidies in Operation

Incentives in Operation

Subsidies in Operation

(i) Interest free loans,

(7i) Exemption from property tax,
(iii) Incentives to NRIs,

(iv) Special incentives to women

entrepreneurs,

(v} Exemption from income-tax,
(vi) Interest-free sales tax loans,
{vii) Sales tax exemptions,

(viii) Land and building at
concessional rates,

(ix) Price preference to SSI Units,

(x) Exemption from stamp duty,
(xi) Provision of seed capital,
(xiii) Allotment of developed/

constructed sheds,

(xiv) Allotment of controlled or
" subsidised raw materials

{xvJ Cencessional water

(xvij Sgecial-facilities for import of
- RAW materials

(xvii) Taxation benefits

{xvm} Excise concessions -

(i) Export/Import subsidies and bounties,
(7} Subsidy for R & D works,
(iij) Capital investment subsidy, '
(iv) Transport subsidy, .
(v) Interest subsidy,
(vi) Subsidy for power generations,
(vii) Subsidies to artisans and traditional
industries including handiooms,
(vifi} Subsidy for buying test equipment,
(ix) Subsidy for industrial housing,
(x) Subsidy/assistance for technical consultancy
(xi) Subsidising the cost of market studies/
feasibility studies or reports.
(xii) Subsidised consultancy services
(xiii) Subsidy for market studies
(xiv) Subsidy for quality standards
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The Assistance Programme
Some of the important measures of assistance now available for the entrepreneurs
in the industrial sector are: ' ' .
@ Technical assistance through industrial extension service;
(ii) Assistance for obtaining raw materials;
(iif) Cash assistance; .
(#v) Supply of machinery on hire-purchase basis;
(v) Marketing &sistanc_e; '
(vi) Assistance to small entrepreneurs;
(vii) Rural Industries Projects;
(viii) Seed capital assistance;
-(ix] Concessional finance assistance;
(x) Technology assistance;
(xi) Pollution control.

IECH;JICAL1 LFINAINCIAL—I Lsualsmvj O] Tax
—— — = I )

—
MACHINERY| | CONSULT- | | CASH |||OTHERS| | TANSPORT| [INTEREST] [OTHERS
, ANCY

I I ]
INTEREST FREE INCOME 'SALES EXCISE
i LOANS TAX

' . Fig. 44.4 Types of Incentives

In order to promote industrialisation of the country as a whole and to remove
disparities in levels of deveiopment between different regions, the Central Govemment_ i
is operating three major schemes, viz., central investment subsidy scheme, transport -
subsidy scheme and central assistance scheme for infrastructural development in no-
industry districts. '

Advantages of Incentives and Subo_ldleg . -
(a) They act as a motivational force which makes the prospective entrepreneurs
to enter into manufacturing line. | ‘ -
(b) They encourage the entrepreneurs to start industries in backward areas.
(c) By providing subsidies and incentives the Government can
(i) Bring industrial development uniformly in all regions.
. (i) Develop "n:norg new eﬁhdbreheurs which leads to entrepreneurial
development., o g :
(i) Inpfease the ability of gntrepyeﬁéuré 1o.fdce competition successfully.
- (iv) Reduce the averall problems of small-scale entrepreneurs.
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Problems of lncentives.and Subsidies v

® Empirical studies reveal that the incentives and subsidies are being highly
‘misused. ! '
Incentives and subsidies turned out to be grounds for dishonesty.

They have given scope for favouritism and rampant corruption.

They have become the seeds of unethical business practices.

Resulted in financial drain on the exchequer: !

The real objective of providing incentives, subsidies and assistance is hardly
achieved.

Central Investment Subsidy Scheme

This was introduced in 1971, and has been modified from time to time. The
scheme is for encouraging setting up of industries in centrally hotified backward areas.
For setting up industries in Category “A” backward areas, subsidy is allowed at the
rate of 25% subject to a maximum of Rs 25 lakh (enhanced to Rs 50 lakh for setting
up electronics industry in hilly districts). It is 15% and 10% subject to a maximum of
Rs. 15 lakh and Rs. 10 lakh for category ‘B’ & ‘C’ districts respectively. MRTP/FERA
companies are not eligible for subsidy in Category ‘C’ areas. Entrepreneurs who set
up nucleus plants in Category ‘B’ and ‘C’ districts/areas are legible for 20% and 15%
subsidy, subject to a maximum of Rs. 20 lakh and Rs. 15 lakh respectively. Since the
inception of the scheme and upto December, 1989, a total sum of Rs. 855.46 crore
reimbursed to States/Union Territories excluding Delhi and Chandigarh.

Transport Subsidy Scheme

The Scheme was introduced in 1971 and is applicable to remote and inaccessible
areas. It covers the entire North Eastern Region including Sikkim, Jammu & Kashmir,
Himachal Pradesh, hill districts of Uttar Pradesh, Lakshadweep and Andaman &
Nicobar Islands and Darjeeling District of West Bengal. Identified promotional
institutions which transact business on behalf cf small, village and cottage industries
are also eligible for transport subsidy. Transport subsidy is paid on the transport costs
of industrial raw materials which are brought into and finished goods which are taken
out of these areas to identified rail heads/ports. In the North Eastern region subsidy

is available at the rate of 90% and for Himachal Pradesh, hill districts of Uttar Pradesh
and Darjeeling District of West Bengal, it is 75%. It is also available at the rate of 90%
for movement of raw materials within the N.E. region and at the rate of 50% for
movement of finished\goods in this region from one state to another state. For airlifting
of electronic componehts/products from Calcutta airport to the airpert nearest to the
locations of the industrial units in this region subsidy is allowed at the rate of 75% and
vice versa. . ’

Central Assistance for Infrastructural Development in No-Industry Districts
under the Old Scheme

To assist State Governments in taking up infrastructural development in one or
two identified growth centers in each no-industry district, the centre gives financial
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assistance which is limited to one-third of the total cost ;>f infrastructural development, -
subject to a maximum of Rs. 2 crore per district. Two types of patterns have been laid
down for the purpose:

Pattern 1 )

Rs. 2 crore as subsidy from the Central Government.
Rs. ‘2.crore as share of the State Government.
Rs. 2 crore as loan from IDBI on concessional terms.

Pattern 11

Rs. 2 crore as subsidy from the Central Government.

Rs. 4 crore as share of the State Government.

Rs. 5 crore as loan from IDBI on concessional terms after the shares of State and
Centre are spent.

For States in the N.E. region, the scheme has been further liberalised. In a total
project of Rs. 4 crore, the Centre’s shares weuld be 50%, i.e., Rs. 2 crore per district
and the State Governments have the option to fund the balance of Rs. 2 crore either
from their own funds or by raising a loan from IDBI. Construction of sheds, subject
to a ceiling of 25% of the total cost, has been allowed in the case of this region only.

So far 51 growth centres in 44 districts of the States of Rajasthan, Orissa,
Karnataka, UP, Bihar, Maharashtra, West Bengal, Tripura, Nagaland, AP and Mizoram
have been approved by the Government for development of infrastructural facilities.
A sum of Rs. 15.42 crore has been released for creating infrastructural facilities in the
States of Rajasthan, Orissa, UP, Karnataka, MP, Maharashtra, Mizoram, Bihar and West
Bengal till December 1988.

New Scheme for Growth Centres

The Government has announced on June 3, 1988, the decision to set up 100
growth centres throughout the country over the next five years or so. These growth
centres, would be endowed with infrastructural facilities on par with the best available
in the country, particularly in respect of power, water, telecommunication and banking.
Each growth centre would be provided with funds of the order of Rs. 25-30 crore in
order to create infrastructural facilities of a high order.

In the first phase, it has been decided to take up 61 growth centres, allocated
to various States/Union Territories as indicated below:

State No. of Growth Centres ’

Andhra Pradesh 4
Assam

Bihar

Gujarat

Haryana

Jammu & Kashmir
Karnataka

Kerala

NP WN =
DWRNN NN
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9. Madhya Pradesh 5
. 10. Maharashtra 4
11 Orjssa 3

'12.  Punjab 2

13. Rajasthan. 4
_ 14. Tamil Nadu 3
15.  Uttar Pradesh 6
 16. West Bengal 3

17. Arunachal Pradesh 1

18. Goa 1

19. Himachal Pradesh 1

20. Manipur 1
.. 21. Meghalaya 1
" 22. Mizoram 1 \

23. Nagaland 1

24. Pondicheny 1

25. Tripura 1

Total 61

The States/Union Territories have been asked to identify doublé the number of
growth centres allocated to them but the final selection of these will be done by the
Centre. The State Governments are also free to include any of the growth centres
already approved under the erstwhile scheme for developing such centres in the ‘No-
industry districts.’

The growth centres shall not be located within 50 kms of the boundary of 7 cities
with a population of above 25 lakh, 30 kms from the boundary of 2 cities with a
population of above 15 lakh but below 25 lakh and 15 Kms from the boundary of 12
cities with a population of 7.5 lakh but below 15 lakh.

The growth centres shall be located close to district sub-divisional/block/taluk/
headquarters or developing urban centres.

The broad financing pattern for development of infrastructure in the selected
growth centres will be as follows:

1. Central Government (Equity) Rs. 10 crore
2. State Government (Equity) Rs.. 5 crore
3. All India Financial Institutions (including Rs. 2 crores as equity) Rs. 4 crore
4. Nationalised Banks Rs. - 1 crore
Rs. 20 crore

' 5. Market borrowings Rs. 10 crore
Total Rs. 30 crore

* The growth centres selected under this scheme will be included in Category ‘B’
(unless it is already in Category ‘A’) of the list of backward areas and will be entitled
to all incentives available from time to time for Category ‘B’ areas. The State
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Governments have been réquested to make suitable provisions in their States/Union
Territories Plan for the development of these growth centres.

INCENTIVES AND FACILITIES TO EXPORTERS

1. Duty Drawback

For a product exported from India, the manufacturer would have paid duties as
under:

(i) Import duties on raw materials and components imported and
- (if) Excise duty on the items manufactured in India.

The Customs and Central Excise Duty Drawback Rules, 1971 provide for refund
of such duties to the exporter on the export being completed. :

Duty drawback is allowed only in respect of all items wherein such raw materials
and components have been used on which duty either of customs or excise has been
paid. There are two types of rates of drawback: (i) all-industry rate and (ii) brand rate.
All-industry rate is applied to all exporters alike. The brand rate is applicable only to
particular manufacturers. The brand rate is fixed on application and furnishing of -
information to the authorities by the exporter. Brand rate can be so fixed where the
all-industry rate does not exist, or where the existing rate of drawback is less than 80%
of the duty paid.

For claiming the drawback, the exporter should file with the customs the triplicate
copy of the shipping bill within 60 days after the customs officer at the port has given
‘Let Export Order.’ On a fortnightly basis, the drawback entitled to the exporter will
be remitted to his account with his bank. If the rate of drawback is yet to be fixed, the
exporter can make a provisional claim. The final disbursement will be made on fixation
of the rates.

To help the exporter tide over the financial difficulty faced due to the delay in
disbursement of the duty drawback, the Government has formulated the Duty
Drawback Scheme, 1976. Under this scheme, the exporter can get interest-free finance
from his bank an export eligible goods and producing a provisional certificate as to
his entitlement of drawback. This has been detailed in the Chapter on ‘Financing
Exports’.

2. Duty Exemption Scheme

The scheme enables the exporter to import materials without payment of customs
duty. The licence issued under this scheme is known as ‘Advance Licence.’ The items
allowed to be imported under these licences are such as are to be used in the
manufacture of goods to be exported from India.

The advance licences are issued to manufacturer-exporters subject to actual user
condition. Generally, the scheme is applicable only to those export products in which
there is a minimum value addition of 33%. The licence will bear a suitable export
obligation.

The licensing authority issuing a licence under this scheme will also simulta-
neously issue a connected Duty Exemption Entitlement Certificate. Exempt materials
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imported against a licence under this scheme should be utilised for the manufacture
of the resultant products specified in the Duty Exemption Entitlement Certificate. The
licence holder should execute a bond with bank guarantee and lodge it with the
licensing authority.

After exports, the Duty Exemption Entitlement Certificate duly completed by the
customs will have to be surrendered to the licensing authority in fulfillment of the export
obligation imposed. o v ;

No duty drawback will be allowed on the products exported/supplied under this
scheme. .

3. Excise Rebate _

Finished goods which are subject to excise duty for home consumption are
exempt from the duty when they are exported. The scheme is also applicable where
exported goods contain excisable goods in their manufacture.

The exporter can avail of this facility in either of the following methods, where
finished goods are excisable:

(i) Export under bénd: Under this method, the exporter has to execute a bond
in favour of Central Excise Authorities. The amount of the bond will be equal to the
duty on the estimated maximum outstanding of goods leaving the factory without
paying the duty and pending acceptance of their proof of export by excise authorities.
No excise need be paid by the exporter. .

(ii) Refund of duty: If the duty is already paid, after export is made, the exporter
should make a claim with the Centra Excise authorities. After verification of the claim,
the excise authorities will arrange for the refund of the central excise.

Where the excisable materials have been used in the manufacture, similar to the
above arrangement, the exporter can avail of the facility of manufacturing under bond
or he can claim refund after the duty is paid.

4. Marketing Development Assistance

The Government of India has instituted a Marketing Development Fund for
providing grants-in-aid for the development of markets for Indian products abroad, for
compensatory support for export commodities and for other export promotion efforts.
The fund gets its resources from the allocation of General Budget.

The fund is administered by a committee consisting of the Secretaries of the
Departments of Economic Affairs and Expenditure and Commerce. Various schemes
(i.e., export promotion activities) falling under the grants-in-aid are processed by
different sub-committees.

Assistance under MDF is available to organisations like Export Promotion
Councils, Commodity Boards, India Trade Promotion Organisation, etc., arid
individual exporters approved by such organisations.

The extent of assistance differs depending upon the scheme. Generally it ranges
between 50% and 60%. Some of the schemes eligible for assistance under the Fund
are: v ’
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(a) Commodity survey/study within the country for determmmg export potential;

(b) Market survey abroad;

(c) Publications for issue within the country or abroad;

{d) Parhcxpahon in exhibitions abroad;

(e) Setting up showrooms, warehouses, after sales service estabbshments

() Research and Development;

(@) Consultancy services; '

(h) Setting up foreign offices.

The application for assistance should, be sent to the Marketing Department
Assistance Committee at the Ministry of Commerce through the approved organisation
like Export Promotion Council and Commodity Board.

5. Supply of Raw Materials o :

Units engaged in-exports are given priority in the allotment of scarce raw materials
such as steel. In certain cases, the raw materials are arranged to be supplied at
international prices, much below the internal prices.

IPRS: The International Price Reimbursement Scheme for steel and pig iron
provides for reimbursement to the exporter of the difference in international and
domestic price of specified categories of iron and steel used in export of engineering
goods. The reimbursement is made through the Engineering Exports Promotion
Council. .

6. Export Oriented Units/Export Processing Zone

Units undertaking to export their entire productlon of goods may be set up under
the Export Oriented Units Scheme. Such units may be engaged in manufacture,

production of software, horticulture, agriculture, acquaculture, animal husbandry or '

similar activity. Units engaged in service activities may also be considered on merits.

Free Trade Zone or Export Processing Zone is an industrial estate, cordoned off
from domestic tariff area, where trade barriers applicable to the rest of the economy
do not apply and where export oriented units can operate free of import duties or
quantitative restrictions and are given other advantages including tax exemptions.
Seven free trade zones have been set up in India at Santa Cruz (Mumbai), Kandla,
Chennai, Cochin, Noida, Falta (Calcutta), and Visakhapatnam.

Units in the free trade zone and export oriented units (outside the zone) are
similarly placed with regard to conditions and benefits bestowed on them.
Facilities for Units in the Export Processing Zone

¢ Developed plots/ready-buildings to suit Project requirements.

¢ Single-paint clearance of new projects within 40-65 days.

¢ Automatic approvals of proposals by the Development Commtssnoner on
certain conditions.

¢ No licence required for import of capital goods, raw materials, oonsumables
spares efc.
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. 4

*

Dutyfree import of capital goods and equipments from preferred sources.
Second-hand capital goods allowed to be imported.

Sourcing of capital goods from domestic manufacturing/leasing companies
allowed. :

Exemption from Central Excise Duty and other levies on products
manufactured within the zone.

Complete exemption from income Tax on profits for a period of five years.
Foreign equity participation upto 100% permissible.

Remittance of profits and dividends by foreign investors/NRIs allowed fully
after payment of taxes.

Upto 25% production and 5% rejects can be sold in Domestic Market on
payment of appropriate duties.

Re-export of unused imported goods allowed, subject to certain conditions.
Imported machinery becoming obsolete allowed to be disposed of, subject
to payment of custom duty on depreciated value.

Sub-contracting part of Job Work to units in the Domestic Market may be
allowed. a ‘

Concessional finance available for investment and working capital.
Assured power supply, preferential power connection.

Supplies from Domestic Market to the units in the Zone, treated as Deemed
Export.

Export finance Banks or special concessional rate of interest.

Green card to units for getting facilities like telephone, telex, cement, steel,
etc. on priority basis.

Containers loaded by units in SEPZ not to be inspected or other points, so
long the seals are intact.

Private bonded warehouses permissible for stack and sale of duty-free
materials, components, etc. to SEPZ units.

And many more ...

Othet Facilities/Provision being made available in SEPZ

*

* & o o

¢ o

Security as.per norms laid down by the customs for SEPZ.
Paved internal roads, street lights, water supply, etc.
Container space on rental basis.

Customs clearance centre within the Diamond Industrial Park.

Railway Station within 1 Km. Surat Airport, Magdalla Sea Port & Highway
within 15 Km.

Office premises available in the International Trade Centre of the park:
Health centre, school, recreation club, theatre coming soon.
Hotel by an international Chain of Hotel soon to come up.
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¢ Excellent green and clean environment.

¢ Administrative support by the Promoters to users in preparing their
application for units in the zone.

Export Houses, Trading Houses and Star Trading Houses

A registered exporter is a person holding valid registration certificate issued by
an Export Promotion Council, Commodity Board or other registering authority
designated by Government for the purpose of export promotion.

The exporter may be registered as an Export House or a Trading House or a
Star Trading FHouseif the average FOB value of physical exports during the preceding
three licensing years is not less than Rs. 10 crores, Rs. 50 crores and Rs. 250 crores
respectively. The registration may also be granted if the FB value of exports during
the preceding licensing year was not less than Rs. 15 crores (export house), Rs 75 crores
(trading house) and Rs. 300 crores (star trading house).

These houses are entitled for special import licences for import of such items
included in the Negative List of Imports, under a scheme notified in this behalf. They
are also eligible for opening of foreign currency accounts in Indja and abroad, Marketing
Development Assistance and to execute legal undertaking in lieu of bank guarantee
to cover the export obligation. . ,

8. Export Promotion Capital Goods Scheme - .
Under the EPCG scheme capital goods may be imported at a concessional rate
of customs duty of 25% of CIF value with an export obligation of 3 times CIF value
to be achieved within 4 years. The duty will be further reduced to 15% of CIF value
where the export obligation undertaken is 4 times the CIF value within a period of 5
years, -
A manufacturer-exporter for a period not less than 3 years is eligible for this
scheme. Other exporters may also be considered on merits. '

9. Foreign Currency Accounts for Exporters

Exporters with a net foreign earnings of Rs. 4 crore and over during the preceding
year may be permitted by Reserve Bank to maintain foreign currency accounts in US
dollar or sterling pound, with SBI, public sector banks and foreign banks operating in
India. .

Only one account shall be maintained which will have no cheque facility. No
overdraft can be granted in the account. The exporter availing this facility should route
all export documents through the designated branch of the bank. Credit to the foreign
currency account will be approved method of liquidation of postshipment advances.
RBI will fix ceiling on balance to be maintained in the account. Excess over that shall
be converted into rupees promptly.

If exports arrange foreign currency overdraft/revolving lines of credit from banks
abroad for financing their imports RBI may consider their keeping foreign currency
accounts abroad. Mirror account shall be maintained by a bank in India. They cannot
avail preshipment/postshipment finance except to the extent of rupee expenditure.



676

Dynamics of Entrepreneurial Development

10. Other Benefits

Some of the other benefits available to exporters can now be hsted
(a) Exemption from sales tax.

(b) Exemption from income tax.

(c) Training facilities in India and abroad.
(d) Availlability of concessional finance from banks apd Exim Bank
(e) Credit insurance cover from ECGC.
(f) Preshipment inspection facilities.

(g) Foreign exchange for business visits abroad and for participation in trade fairs
and exhibitions abroad.

th) Special import licences for items in negative list.

Thus, it may be seen that no efforts have been spared in providing all possible
facilities and incentives to exports.

State Incentives

All states in India recognised that small and medium industries continue to play
a vital role in their socio-economic development. There is a major interest in state
developing programmes to stimulate and encourage indusrial development in their
state. With a view to attract entrepreneurs fo set up industries/business in their states,
states offer varied incentives, subsidies and assistance. Major incentives and
concessions offered by the selected states is presented here.

Majo_lj Incentives and Concessions to SSI Units in selected states

Gujarat

Category |
Areas

Category Il
Areas

1. Capital Investment
Subsidy
Tiny Industries

Small Scale Industries

2. Sales Tax Incentives
Tiny Industries
Small Scale Industries

3. Additional Sales Tax

. Benefits

4. Sales Tax Benefits for
100% EOUs

5. Other Incentives: to
100% EOUs

35% of eligible fixed capital
investment

30% of eligible fixed capital
investment with a maximum
of Rs. 30 lakh

100% of eligible fixed capi-
tal investment for 9 years

- Available to employment

oriented units

100% of fixed capital invest-
ment for 10 years

Priority allotment of land
and raw materials.

25% of eligible fixed capital
investment
20% of eligible fixed capital
investment with a maximum of
Rs. 20 lakh

100% of eligible fixed capital
investment for 6 years

75% of fixed capital investment
for 8 years
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Maharashtra

1.

. Special capital incentive B

- Refund of Octroi/Entry

- (@) Refund of electricity

Sales Tax incentive to
new SS! units as Exemp-
tion/Deferral/Interest free
unsecured loan

for SSI units only Rs. 7 lakh

B. 100% of Fixed Capital Investment for 6 years
C 110% of Fixed Capital Investment for 8 years
D 120% of Fixed Capital Investment for 10 years
D+130% of Fixed Capital Investment for 12 years
15% of Fixed Capital Investment with

a maximum. of

C 20% of Fixed Capital Investment with a maximum of

Rs. 10 lakh

D 25% of Fixed Capital Investment with a maximum of

Rs. 15 lakh

D+30% of Fixed Capital Investment with a maximum of

Rs. 20 lakh.
B for a period of 5 years

Taxintheformofagrant C for a period of 7 years

upto 100% of theadmis- D for a period of 9 years
sible D+ for a period of 12 years
Fixed Capital Investment

to New-SSI units -

duty to new SSI units

(6) Refund of electricity (A) Grant for a

duty to new units in Elec- (B) period of

tronic Hardware Tech- (C) 5 years

nology Parks (EHTPs) (D) Grant for a period of
and to 100% EQUs . (D+)7 years ’

D Grant for a period cf 7 years
D+ Grant for a period of 10 years

v

Note: Talukas in the State have been classified

Kerala

least developed areas.

1. Investment subsidy for thrust industries (electronics,

rubber processing, food processing, light engineering,
drugs & pharmaceuticals, leather, clay & silica based
industries and garment manufacturing industries).

. (@) Sales Tax exemption/deferment to all new industrial

units and existing units undertaking expansion diversifica-
tion & modernisation

(b) Additional option of SSls only

. Concessions to ensure a market for products manufac-

tured by SS! units in the State.

. Exemptiori from electricity duty and enhancement in

. power tariff.

asAB,C,D&D+ in the order of most to

15% of Fixed Capital Investment

'subject to a maximum of Rs. 20

lakh. Also available to existing
units undertaking éxpansion, di-
versification and modernisation.
Exemption for 7 years/deferment
for 10 years upto a ceiling of
100% of fixed Capital Invest-
ment , N

To deposit the Sales Tax with
the Government in the ‘Tax for
Growth Fund’

A price preference of 15% for all
departmental purchases, pur-
chases made by State public
sector enterprises and statutory
corporations :
To all new units.for the first five
years '
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Tamil Nadu

1. State Capital Subsidy in 20% of fixed assets with a ceiling of Rs. 20 lakh

most backward -taluks -
Other specified areas
. Special Subsidy for se-
lect category of industry
(a) To encourage prior-
ity-and sunrise industries
" (b) For leader and elec-
tronic units
. Concessions in power
all units (except located
in metropolitan areas)
. Generator subsidy for
certain industries
. Liberalised Sales Tax
waiver/deferral scheme
up to a ceiling of total
. investment in fixed as-
sets
(@ Full wavier for five
years
() Deferral for 9 years

(c) Deferral for 5 years
up to a maximum of
60%

. Subsidies and conces-
sions to women entre-
preneurs

(a) For units where
women constitute more
than. 30% of the
workforce

-(b) Reservation in the
allotment of industrial
sheds and developed
plots

West Bengal
1. One time subsidy on

Investment in- Plant &
Machinery

(a) Vahied up to Rs. 2
1akh -

(b) Valued above Rs. 2
lakh

. One time subsidy on

cost of drawing power

line and installation of
transfonnq

15% of fixed assets with a ceiling of Rs. 15 lakh

A surt not exceeding Rs. 15 lakh based on 10% of cost of fixed
assets : )
Rs 20 lakh and

Rs 35 lakh respectively

1st year 40% of energy charges
2nd year 30%
3rd- year 20%

15% of the cost of génetatot subject to a maximum of Rs. 5 lakh

New and existing units located in most backward taluks

New units located in 82 backward taluks and in government
developed industrial areas
New industries in other areas

5% additional capital subsidy up to a maximum of Rs. 5 lakh

i

30% reservation in all new Industrial Estates and Industrial
Complexes developed by Government organisations.

40% for industries in B, C and D category and for specified
industries in A category districts
15% for industries in A & B category districts, 20% in C and

"~ 30% in D category districts

20% in B, C & D category districts only
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3.

One time subsidy on cost
of purchase & installa-
tion of Gen. Sets
Waiver of Electricity duty
w.e.f. the date of com-
mencement of activities
Exemption from pay-
ment of Octroi/Entry Tax
w.elf. the date of com-
mencement of activities
Exemption of Sales Tax
on purchase of Raw
Material

(a) for new SSI units

(6) for expansion/
modernisation

25% irrespective of the location provided Such cost is not borne
by the Power Supply Agency

100% for a period of 5 years in B, C & D category districts only

100% for a period of 3 vears in B, C & D category districts only

100% for5yearsforA,B&Ccategoryand9yearsforD
category districts v :
100% for4yeaxsinA(speciﬁc.industri&s only) and B category
dishictsandG&SyearsforC&Dcategorydisﬁctsrwpecﬁvely

Noftes:
(i) Th

einoenﬁvesamavaﬂabhfmmwSSlunitsasweﬂasforunitsundamH:ngodemkaﬁm.

(i) Dis&ictsinﬁzeStatehavebeendassiﬁedasA, B,C&Dinﬂleorderqfrmsttolewdevelopedmeas.
Conclusion

incentive is a stable government with excellent law and order situation followed by
availability of disciplined, dedicated and skilled labour force. However, states do attract
industries by giving incentives in regard to sales tax, octroi, and subsidised loan. These
incentives have helped in large measure in attracting entrepreneurs to set up industries -

foundation. The innovations of these incentives and subsidies indicate their adaptivity
and the vital role they have been playing in the process of industrial development,

spanning rural and urban, backward and non-backward

and organised and

unorganised, large, medium and small sectors of the economy — each sector needing
different approaches, strategies, skills and techniques.
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ANNEXURE 1

Facilities for and Incentives to Small-Scale Industries

Land

Investment Subsidy

Interest Subsidy

Power Tariff

Financial Assistance

Technical Assistanc
Feasﬂ:i!itysmdy
Price Preference

Others

States develop industrial areas with infrastructure facilities and allot,
sell or lease on a no-profit-no-loss basis with 10 per cent to 12 per
cent down payment and the balance in instalments at low rates of
interest. - )

Investment subsidy, ranging between 10 per cent to 15 per cent,
subject to a ceiling is granted to industries to be set in backward
and tribal areas. :

Interest subsidy at different rates is granted to industrial units set
up by educated self-employed, technocrats, engineers, craftsmen
and artisans, subject to the capital investment not exceeding the
limit set by the different States.

A subsidy on electricity tariff for a period of 3 to 5 years is granted
according to use and on certain terms and conditions. This ismade ~
available for certain types of units whose power constitutes a major
item of production cost. The type of product produced is also taken
into consideration while granting this subsidy.

States grant financial assistance by way of interest-free loans, sales-
tax loans and loans from State Financial Corporations. The amount
of assistance varies according to the type of industry and is given
against immovable property and personal security. Assistance to
artisans and craftsmen ranges between Rs. 3,000, Rs. 5,000 and
for others between Rs. 10,000 and Rs. 25,000 at an interest ranging
between 7.5 per cent and 13.5 per cent. The repayment period is
between 5 and 10 years or more. The grant of financial assistance

-depends on the type of industry, products produced and on merit.

The State’s Directorate of Industries and the Industries Department
provide technical guidance for the setting up and erection of
machinery and also for expansion. All possible technical assistance
is given to new entrepreneurs.

For industries having definite prospects, States Governments,
through their own agencies conduct feasibility studies free of cost
up to Rs. 1000 or grant 50 per cent to 75 per cent subsidy for the
preparation of feasibility reports. This cost is converted into the
share capital of the Government. '

State Government and Local Boards give a price preference of 15
per cent to 20 per cent over the prices offered for the products of
large and medium industries in all government purchases and on
products for a certain period provided the quality is on par with that
of similar products of bigger units.

Octroi is exempted on capital equipment and raw materials for
different periods for industries. Property tax is exempted for new
industries for a certain period. Subsidy on transport cost and supply
of water on a no-profit-no-loss basis. Housing schemes get 50 per
cent loan and 25 per cent subsidy. Royalties on raw materials to
Government considered on merit on an economic basis. Assistance
to educated unemployed, engineers, techhically qualified persons,
etc., to set up own units. '
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EXPLORING EXPORT POSSIBILITIES
——
Introduction

In the achievement of the strategic objectives of a self-reliant and dynamic
economy, the Government considers a substantial expansion in export earnings to be
of great importance. Exports enable the country to pay for critical imports — machinery,
metals, petroleum, fertilisers and new technological inputs — and step up the pace of -.
economic development, put the resources of those goods in which India has a long-
term comparative advantage. This apart, exports are an important instrument for the
creation of employment. This apart, exports are an important instrument for the
creation of employment opportunities in small-scale industries, cottage industries, and
in the agricultural sector as well as in the medium and large industriai sector.

Although the quickening pace of industrialisation in the nineteenth century had
opened up vast markets for the commodities produced by developing countries, the
volume of their exports began to decline with the changes in the economic climate in
the middle of the twentieth century. -

In order to achieve national objectives, the Government has adopted a new and
scientific approach to its export policy, which has been an integral part of the country’s
overall strategy for economic development. The new export policy aims at consciously
and systematically developing the export of items in which India has a comparative
advantage and which promise long-term growth prospects. More practically, stress has
been laid on greater participation/ by the small-scale sector and the labour-intensive
sector in the export trade wnth a view to providing wider employment opportuhities
to the people.

Export Promdt:on of products manufactured in the Small-scale sector has been
' given conslderable lmpommce, and efforts are being made to increase its share in total

exports.
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Components of Exports
The main components of exports of products manufactured in the small-scale

sector are:

Khadi and Handloom

Handicrafts including Gem and Jewellery

Processgd food '

Garments (all types)

Ehgin’eering goods

Projects exports

Computers

Consultancy exports, Ancillary exports and so on.

Exports fromr SSI Sector
The value of exports from the small-scale industries (SSI) has been rising from

year to year. The value of SSI exports increased from Rs. 1,643 crore in 1980-81 to

Rs. 39,250 crore in 1996-97. The share of exports from the small-scale sector as
percentage of India’s total exports also rose from 24.5 per cent in 1980-81 to 33.4
per cent in 1996-97. This increase in SSI exports is mainly due to the promotional
measures undertaken by the government as well as the entrepreneurial push.

If exports of powerlooms, handicrafts, handlooms and khadi are included, the
share of SSI sector is likely to be nearly half of the total. Total exports of small sector
increased from Rs. 19,338 crore in 1990-91 to Rs. 71,570 cores in 1996-97. Even in
the global market, the SSI units have been successful in enlarging their share every
vear. This goes to prove that the SSI sector is quite significant in the ever-changing
economic scenario. Table 45.1 brings out the growth of SSI exports during the 80s and
90s. '

: b 39,250

Components
Handloom
Handicrafts
Garments
Computers
Consultancy
Process Food
Projects

25 35
2 [
1947 1957 1967 1977 1987 1997
‘ Fig. 45.1 SSI Exports (Rs. Crore)

3,617

766

Export Prospects

The small-scale sector in'India now produces a wide range of products, from
simple consumer goods to such ‘\sophi\.c,ﬁcgted products' as scientific and precision.
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instruménts, hez;ri‘ng afds, eléaon'ic‘: components, tape recorde{s, televisiqn's’els, etc.
With a lower level of labour costs than in Western countries, Inc'iifi- enjoys an advantage

orientation of the economy with an increasing share of imports and exports in GDP -

and to improve India’s share in world trade by the year 2001.

' Table 45.1 ,
SSI Exports

! _ (Rs. crores)
Year Total SS/ Sas %

) Exports Exports of 2
1 , 2 3 L 4
1980-81 6,711 ' 1,643 . 245
1981-82 7,806 2,071 . 265
198283 8,803 2,045 232
1983-84 9,771 - 2,164 221
1984-85 11,744 2,553 21.7
1985-86 10,895 2,773 255
1986-87 12,452 3,631 29.2
1987-88 15,674 4,535 289
1988-89 20,232 5,681 28.1
1989-90 27,658 7,990 289
199091 32,553 9,664 29.7
1991-92 44,042 13,983 31.7

. 1992.93 53,350 17,785 333

1993-94 69,546 25,307 36.4
1994-95 82,674 29,068 35.2
1995-96 1,06,353 36,470 343
1996-97 1,17,525 39,250 334

In order to promote exports, the government has drawn up a number of schemes
for promotion of exports from the SS] sector, which include organisation of specialised
training programmes on packaging for exports in collaboration with the Indian Institute
of Packaging, Mumbai, assistance to SS] units for participation in the international and

internal exhibitions, dissemination of export information at the doorstep of SSI uriits“
through Technological Information Promotion Systems (TIPS) and' incentives for

quality production in SSI sectors. .

In order to strengthen the export production base, manufacturers of items
reserved for SSI sectors are permitted to increase' their capacity by way of investment
in plant and equipment beyond Rs. 75 lakh provided th,eg undertake a minimum export
of 75 per cent of their annual production. . '
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" The new revised export and import policy extends equal opportunfty to small and
medium exporters. Bulk of the country’s exports, in terms of value, are taking place
through export/trading/star trading/super star trading houses. Such status is granted on

 the basis of prescribed export performance level and all exporters, including small and
~ medium exporters, are extended equal treatment.

If the status is claimed in terms of FOB value of expcrts, double weightage is given
to export of -products manufactured by Small Scale Industry (SSI), handloom and
handicrafts including sports goods, hand-knitted carpets and silk products.

If the status is claimed in terms of Net Foreign Exchange (NFE) earned, double
weightage is given to the export products manufactured by SSI and triple weightage
is given to the NFE earned on the exports of hand-knitted carpets and silk products
manufactured by the handloom and handicrafts sectors. -

Such status holders are extended equal treatment for getting transferable special
import licence valid for the import of specified items of negative list of import. Under

‘ the duty exemption scheme, SSI units have been extended the facility to give the bank
guarantee wherever applicable, at 50 per cent of the normal requirement.

Table 45.2
Export Thrust Areas

City State - Commodity
Tirupur Tamil Nadu Knitwear & hosiery
Moradabad Uttar Pradesh Brassware
Ludhiana Punjab Heavy machinery, Hosiery
Surat Gujarat Handloom
Alleppey Kerala Coir )
Jallandhar Punjab Sports goods
Ranipet/Ambur Tamil Nadu Leather
Nagpur Maharashtra Handtools
Vishakapatnam Andhra Pradesh Marine products
Meerut Uttar Pradesh Sport goods
Aligarh Uttar Pradesh Brass locks
Agra Uttar Pradesh Leather footwear
Khurja Uttar Pradesh Pottery
Kanchipuram Tamil Nadu Silk
Sivakasi Tamil Nadu Safety matches
Salem Tamil Nadu Handtools
Ambala Haryana Scientific instruments
Jamnagar Gujarat Brass parts
‘Rajkot Gujarat Engine pumps\
Vapi-Ankleshwar Gujarat ‘ Chemicals
Batala .Punjab Machine tools
Bhagalpur Bihar Weaving

»
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LUDHIANA ' SURAT
Export thrust: Machine tools Export thrust: Diamonds
No. of units: NA No. of units: NA .
Export earnings: Rs. 75 crore Export earnings: Rs. 4,000 crore (approx.) -
Infrastructure problems : Lack of Infrastructure problems: No direct international
roads and waste disposal systems; access; absence of good hotels and recre-
power shortage; inadequate commu- ational facilities; poor roads; power shortage;
nication and transport infrastructure. poor sewage disposal systems. '
. Government initiative: None Government initiative: None
Exporters’ choice: Want government Exporters’ choice: Need government help, but
to help. some are relocating to worldclass facilities set
up by themselves outside the city. /

MORADABAD TIRUPUR

Export thrust: Brassware Export thrust: Knitwear
No. of units: 900 No. of units: 3,500
Export earnings: Rs. 800 crore Export earnings: Rs. 2,400 crore
Infrastructure problems: Power shortage; Infrastructure problems: Lack of water
no direct access to Mumbai port, absence roads and sewage facilities;
of factory stuffing; inadequate telecom, power shortage; educational facilities
transportation, education and health almost non-existent.
facilities. Government initiative: A Rs. 2,500 crore
Government initiative: Plans for Rs. 2,500 infrastructure plan identified.
crore infrastructure upgradation. Exporter’s choice: Willing to share the
Blueprint not yet ready. infrastructure cost. Rs. 1,317 crore
Exporters’ choice: Major private sector upgradation scheme already underway.
investments not possible, -
exporters ready for limited involvement.

VISHAKHAPATAM
Export thrust: Marine products
No. of units: Only 60 out of 160 mechanised trawlers go out on voyages.
Export earnings: Rs. 638.39 crore
Infrastructure problems: Over exploitation; lack of storage facilities;
exorbitant freight rates and poor container facilities.
Government initiative: None
Exporter’s choice: Want govemment to help.

International Sub-contracting .
Due to enormous costs, firms in the western countries prefer to sub-contract the
manufacture of spares, components and parts of a machine to developing countries
before they are fitted into the final product. As a result, motor car parts - are
manufactured in many countries before they are assembled in one country. Semi-
conductors, tubes and electronic components are manufactured in developing countries
for the parent firm in the developed country. Many textile firms in Europe airlift cloth
to Morocco, Malaysia and Indonesia, where it is converted into garments, bedding, rugs,
towels and upholstery fabrics. Watch-makers in Europe fly jewels to Mauritius for
precision drilling. Also, sports materials and kits for games like basket-ball and cricket
are manufactured in different countries. With the development of technical skills in India
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in recent years, the small-scale sector is in a position to undertake the manufacture
of all these items. There is a vast scope for expanding the export of several non-
traditional products. The role of the small-scale in the export field can hardly be over-
emphasised. o '

. Units in the small and medium-scale industries are playing an important role in
raising the level of industrial production in the country in a variety of fields, especially
engineering, chemical, sports goods, textiles, etc. Similarly, the export of the products
of the medium and small-scale sectors has increased substantially and new account
for about 1/8th of the country’s total exports. The Government continues to encourage
export production in the small and medium sectors by facilitating the availability of the
necessary inputs, finance, market intelligence, etc. The importance of the development
and expansion and establishment of institutional framework and the infrastructural
facilities. Public sector organisation play a special role in providing the necessary
guidance and inputs to the small and medium exporters.

Export Promotion Measures

Exports continue to remain the main thrust area in economic policies of the
Government. To ensure a secure base for India’s export, Government has initiated
various measures that would (i) strengthen export production, (i encourage capacity
-expansion in export-oriented industries, (7if)augment bargaining power of our exporting
community, (/v encourage entry of our products in the new markets of both developed
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