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CHAPTER II

SIGNIFICANCE OF SMALL SCALE INDUSTRIES IN INDIA

There seems to be a consensus of opinion that Small 
Scale Industries have a significant place in any type of 
country, a developed or a developing one. However, the 
significance differs from country to country. In developed 
countries, the Small Scale Industries are found in a stronger 
position. The small and large industries grow side by side.
A number of studies has pointed out that the growth of larger 
industries contributes to greater growth in small sector

i

also.

Experience of Some Countries:

In U.K. many big industries have their own industrial
estates and a group of small units share common facilities

1to meet requirements of components, special products etc •

In Germany large, semi-large and a larger number of 
small scale units exist. In small units fifteen to twenty 
persons are employed^.

1. S.K. Warriar, * 1 Small Scale Industries 1: Problems & 
Prospects ', Commerce, November 24,1979, p.25.

2. Ibid. ,p. 25.
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In Japan small units contribute 99 % of all business 

establishment. They employ 60 % of the working population 

and contribute 40 % of the value added of manufacture.

3
In Russia, the large industries felt the need for 

dispersal of activities with mainly three purposes in view-

1) Ancillary to augment plant capacity for the main 

products by divertihg subsidiary items to snail 

industries.

2) To produce specialized services.

3) To reduce manufacturing costs by getting parts 

made in small industries, where the cost will beft

lesser due to lesser overheads and many other factors. 

There is a prevalance of small scale industry of the 

types given below:

1) Feeder Industries. v-

2) Specialized products.

3) Subcontracting firms.

4) Small Scale repair and service establishment.

5) Small agencies.

6) Snail trading enterprises.

3 S.K.W&rriar, ' Small Scale Industries: Problems and 
Prospects' Commerce, November 24,1979, p.25.
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The Logic Behind Small Sea le__Un.it s:

These few examples reveal the significance or approach
towards small scale units- The developed countries believe

4that the modern industries have a logic of their own a 
logic of scale economics and of intra and inter firm 
specialisation and division of labour. Achievement of economics 
of scale is the essence of all industrial units. Whatever 
may be the scale of production, economics of scale imply 
reductions in average unit cost which are associated with 
higher levels of productive capacity. Hence efficient modern 
industrial production is achieved through a net work of 
supply relationship in which firms depend on large number of 
other firms for steady supplies of components made to 
strict and reliable speculations. The final product can only 

be produced efficiently if all the inputs are produced 
efficiently. If the substructure of efficientsupplying firms 
is lacking and the enterprise is instead obliged to go into 
the business of producing parts itself or depend on unreliable 
and inefficient local part producers, the cost production 
can rise to incredible heightsl The firm cannot exceed its 
permissible size determined by its production functions and

4. Barranson, Manufacturing Enterprises, p.
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diminishing returns set in. So small scale units are 

preferred as they specialized in some of the ancillary items 

and sell to several large firms.

Economics of Scales

Lower costs of production, good quality, larger 

production and cheaper prices are some of the objectives 

which justify snail scale units in developed countries.

The snail scale industries have been adopted to cater to 

the demand.

/



THEORETICAL JUSTIFICATION OF

-SMALL SCALE INDUSTRY

Ref.; Ravnsmh Asher - -Small Scale and Cottage
rc

Industries in India. f Cjuated in Indicias 

Economic. fVoblenns edited b ^ T. S-T/ppal 

page. 149 ,(1978).
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From the above diagram, it can be seen that a small 
unit is in a better position to cater to a limited demand 
for the output, whereas a large unit nay find it uneconomical 
to supply to limited demand for the output, as it will have 
to sell either:

i) At high prices,or
ii) There is the danger of capacities lying idle

Figures shows that 200 units per week can be produced 
at an average cost jof R,s per ■unit at the small scale
plant C but at B*s\7/jr jper unit at the large scale plant K.

The costs of producing 500 units at plant K and 
/20Qj at size C plants can be some as seen above.

Hie position of their curve depends on: CMAMt,

1) The technologically determined quantities of resources 
which must be combined as inputs to produce any given 
quantity of output.

2) The prices of their input which depend on the (a)
resource endowment (b) the process of pricing whether 
market determined or administratively decided.

In the long tun, the internal' as well as the external 
economics and diseconomies of scale.i

3)
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Small Scale Industry in India:
< Importance of small scale industries in India's overall 
economic development has been emphatically recognized in 
the country's national policy and reflected in its five year 
plans.

A number of items have been exclusively reserved foe 
small scale sector. S mall Scale Industries have been establ­
ished throughout the country and these have been meeting 
satisfactorily the demand for a wide range of consumer goods# 
producer's requirements and components. These have also 
helped in the broadening of enterpreneurial base in our 
country and the decentralization of industrial growth.

Snell Scale Industry in India is also expected to 
play a special role. The constitution of India says " Next 
to agricultural. Small Scale Industry is the next best 
alternative to absorb surplus workers "•

Directive principles have emphasized the need to 
avoid concentration of economic power, wealth in the hands 
of few detrimental to the public interest.

The 1948 Industrial policy and 1956 Industrial 
policy and I980*"^the new Industrial policies have expressed 

the need to develop and promote these small scale industries, 
as they:
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1) Utilize local resources.
2) Are better toos of decentralization; diffusion of

ownership#
3) Open employment opportunities.
4) Help to achieve regional development.

Uptill 1980, the scope of Small Scale Industry is 
getting widened by a number of strategies and policies.

These provisions point out the need felt by the 
Government to achieve industrial growth with social justice 
and equity.

The Features of Small Scale Industries:

Generally it is believed that:

1) Small Scale Industries have quick: turnover.
2) There are no social costs.
3) Employer and employee relations are direct and 

cordial.
4) They are labour intensive.
5} They need low capital.
6) They do not need foreign exchange.

Large Scale Industries have to import huge machinery 
from foreign countries and they have to pay foreign exchange 
for the imports but Small Scale Industries do not have to 
spend much of huge foreign exchange for import of the machines.



25

7) They are tied, rooted and also foot loose which 
can be started any where wherever it is possible.

9

8) Prom rhe mechanical point of view# the modern industrial 
technique is the most suitable for decentralization.

9) Prom organizational angle it may be said that the 
communication of new ideas in organization, in management 
and labour relation seem more advantageous to small 
operational units than the large, factories.

10) Small units if successfully operated tend to reduce 
the disparities between urban and rural levels of 
the standard of living and culture.

11) Surplus agricultural population can be absorbed in 
Small Scale Industries.

12) It can utilize surplus income from agriculture to open 
employment opportunities by investing the same in the 
various types of industries.

13) It supplies requisite inputs needed in agriculture,
if Small Scale Industries are started as agro-industries.

14) Small Scale Industries play important role in area 
development " by linking different resources such as 
forest, agriculture, mineral etc ".

These various merits point out that the tool of Snail
units is useful in solving a number of socio-economic problem
and regional development problems as well.
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But care will have to be taken to see that, these 
Small Scale Industries will serve the purposes only when 
they are modified according to the type of demand for goods 
desired, selection of Small Scale Industries suitable in 
different situations is an important thing.

Definitions of Small Industry:

In India the definitions of Small Scale Industry have 
undergone changes from time to time.

1) The first working definition of Small Scale Industry 
Unit was adopted in India in 1955; " A unit employing 
less than 50 persons using power and less than 100 
persons without the use of power with capital assets 
not exceeding Rs.5 lakhs1*.

This definition confined to ancillaries of 15 specific 
industries.

t

2) According to definition in 1966, Small Scale Industry 
was included in all industrial units with a capital 
investment of not more than Rs.7.5 lakhs ( investment

5in plant and machinery only) .

5 Suryakant M.Parikh, Dena Bank,
% How to Finance Small Business Enterprises'*
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3-) According to definition of Small Scale Industry in 

I975j®s ” A Small Scale Industry is one with an 

investment in fixed assets in plant and machinery 

not exceeding Rs.10 lakhs at its original purchase 

p±ice“. (Gazette of India).

4) According to definition of Small Scale Industry in

1976^was u A Small Scale Industry in which Rs.12 lakhs 

are invested in plant and machinery and Rs.15 lakhs 

in ancillaries".

It is found that the definition of Small Scale 

Industry is based on:

1) Number of persons employed.

2) Consumption of electricity.

3) Amount of capital invested.

But the first two criteria has been abandoned due_to j 

the lack of homogeneity in labour in respect of skill# the [ 

reason for abondoning power consumption might be due to the < 

absence of power of availability in every nook and comer 

Of the country.

Hence, capital base has been accepted as^a_criteria 

to define Small Scale Industry in organized sector.



Classification of Small Scale Industries:

into
The Small Scale Industrial sector can thus be divided

Vfour broad groups:

1) Modern Small Industries.
2) Traditional Small Industries.
3) Artisan Industries.
4) Household (village) Industries.

\
1) Modern Small Scale Industries:

They are advanced form of small scale industries in 
terms of their outlook, technology and organization. Their 
outlocik is progressive and they are adaptable to changing 
conditions. The technology used is the result of modern 
sciences and inventions in their production progess and 
product designs. Their organization and management are 
socially motivated. Their objective is to cater to the needs 
of the emerging modern economy.

2) Traditional Small Industry Sector:
i

In the traditional small industry sector, the outlook 
is conservative, the technology is obsolete and out-dated 
and the form of organization and management remain unchanged 
over generations. These industrial establishments are mostly 
engaged in the processing of agricultural produce and cash
crops.
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Artisan Industry Sector:

Artisan Industry Sector is providing self employment 
opportunities on a large-scale. Here manufacturing is carried 
on by craftsmen working singly with a few helpers. Its

/

management is considered conservative? its finances weak, 
its marketing opportunities unpredictable and its technology, 
static. This sector is a challenge to our educational system 
and technological progress in the sense that more and more 
artisans should be developed on sound economic and technolo­
gical ,footing.

4) Household (Village) Industry Sector:

Household industry refers to manufacturing carried on 
in or near the home mainly by family members. It may include 
artisan house work as well as work received from factories, 
such as weaving matches, cashew processing and ceramics 
industries.

These industries have been also defined as artisans 
(irrespective of location) or small industrial activities 
(viz. manufacturing; processing/preservation and servicing) 
in villages and small towns with a population not exceeding 
50,000 ( as per 1971 census l and involving utilization 
of locally available natural resources and/or human skills 
(where individual credit requirements do not exceed Rs.25,000).
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'2) Tiny Sectors

In includes industrial units located in villages
\

and in towns with population not exceeding 50#000 ( as per 

1981 census ) and in which the original investment in 

machinery and equipment does not exceed Rs.2 lakhs.

Emergence of Modern Snail Scale Industries:

In pre-war period these industries manufactured only

consumer's goods. It is only with import difficulties that

newer types of sophisticated goods like engineering, chemical

and natal started and developed. This sector of industries
✓

supplied goods heeded for other industries. The village and 

cottage industries existed in rural areas and employed 

traditional methods of production. \
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STRATEGIES Aim PROGRAMMES FOR DEVELOPMENT OF
SMALL SCALE INDUSTRIES-- STRATEGIES

Even though the- importance of Small Scale Industry 
was recognized is first plan (1951-56) it was only in 2nd 
plan ( 1956-61 ) that development strategy for Small 
Industry was introduced provision for -

i) Nation wide industrial extension, 
ii) National Small Industrial Corporation was made.

In the third plan (1961-66) emphasis was laid on 
diversification and reservation small sector nearly 807 
items are reserved uptill now.

In the Fourth plan (1969-74) similar strategies were
laid.

In the Fifth plan (1974-79) dispersal of rural and 
small industries in rural and small towns was proposed.
For this tiny sector was created and District Industrial

*
t

Centres were opened. Tiny sector is a sector ln-inv-ea-femest 
in -investment in machinery and equipment of a unit is upto 
Rs.l lakh and situated in towns with a population of less 
than 50,000 according to 1971 census.

Programmes:

First Plan (1951-56). Small Scale Industry was not 
a district segment of industrial sector. They were taken 
to include traditional industries. A programme for the 
orderly development of modern Small Industry was suggesj 
by Ford term of experts in (1949-54).
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Recornme ndat ions s

1) Pour regional institutes of technology.
2) Establishment of marketing service corporation.
3) National Small Industrial Corporation.
4) The Snail Scale Industries Board.
5} Assistance Programme for Small Scale Unites e.g. supply

of machinery on hire purchase liberal gEants under
State aid to industries act Rs.5 crores outlay was
allocated for small industries.

/

Second Plan (1956-61j; It was proposed to develop Small
i

Industry as ' Ancillary Sector 1 to provide precision 
parts and components to large scale industries.

Important Programmes:

1) Common production programme in the case df sewing 
machines, bicycles storage batteries.

2) Restriction of further expansion of capacity in the 
large scale sector in respect of some agricultural 
implements, tanning and leathering industry, radio 
receivers, small hand tools.

3) Drawing up of a list of.items which could be produced 
in small sector and targets of product.

Assistance was given through supply of hire/purchase 
machinery. Industrial Estates, Credit guarantee scheme and 
store purchase, were some of the important programmes.
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Although Small Scale Industry is a State's responsibility, 
Central Government through Small Scale Industry Board and 
Development Commissioner, Small Scale Industry Plan and 
Co-ordinate the various development programmes. District 
centres of SmaJ.1 Scale Industries operated a nation wide 
industrial extension service through its -net work of Small 
Industries Service Institute and extension service. The 
main functions of JSSI and extension services are:

1) Furnish industry information to existing and prospective 
centres.

2) Give marketing and market research aid.,
3) Provide technical and managerial training and 

consultancy.
4) Lend workshop and laboratory service.
5) Give guidance in the use of improved designs of 

machinery to Small units. During this period Rs.55«57 
crores outlay was earnmarked.

Third Plan (1961-66): Hie following programme was outlined:

1) Greater diversification of the production in Small 
Sector.

2) Close* integration between snail scale industry and 
large scale industry.

3) Development of Small Industries e.g. Agricultural 
implements, machine, hand tools, bicycles integration 
possibilities explored.



Fourth Plan (1969-74); The thrust.•was on decentralised 
growth of industries to raise the earning, improve skill 
and productivity organize artisans and craftsmen on 
co-operation, provision of Rs.450 crc^as outlay was made.

Fifth Plan (1974-79),:

Strategy (1) Develop and promote entrepreneurship 
and provide a package of consultancy services to generate' 
opportunity for employment especially self employment.

2) Facilities for fuller utilization of skills.
3) Improve production techniques.
4) Promote industries in selected growth centres in 

semi-urban and rural areas including backward areas, 
for this Rs.1660 crores outlay were sanctioned.

Sixth Plan (1979-85):

Strategy to generate opportunities for fuller and 
full-time employment by:
a) Revitalising and developing the existing traditional 

and other Small Scale Industries.
b) To Pronote intensive development of new viable Small 

Industries.
c) To raise the earnings of artisan, promote these 

industries in rural areas and small towns to reduce 
subsidies by providing these for development skill 
design making. In sum, it can be said that during all 
these five year plans the nature of Government assistance 
was as given below:
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Government Assistances

Thus Government of India has given number of schemes 
of financial assistance under which State Bank of India,
Credit Guarantee Schemes of Reserve Bank of India, State 
Financial Corporation, Co-operative agencies supply finance. 
Training facilities are given to artisans in collaboration 
with foreign countries. Besides reservations of 807 items 
and formation of Industrial Estates, Small Industrial Sector 
has been assisted through, Store purchase# Tax concessions, 
Electricity concessions. Exhibitions and Research centres.

However, it can be said that - due 'to a number of
assistance schemes snail industrial sectors has become an
easy entry sector. So a discriminatory programme should be
designed and operated. Similarly the aid giving agencies

/

should strengthen their services, counsel, simplify the 
procedures and formalities and the authorities should avoid 
irrelevant details in defining small industries. Co-ordination 
in different departments should be sought, Government should 
aim at long term policy of development of different industries.

i

Prospects For Small Scale] Units:

Some impressions -
According to Asian Productivity Organization, Small 

Scale Industry should be developed in the ancillary sector.
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However, eventhough this is admissible the fact remains 

that Small Scale Industry should be located in the Vicinity 

of large scale unit which demand such product but the demand 

of the larger section of people living in the distant areas 

away from the cities still remains. It is desirable that 

Small unit be located and developed in regions which nay 

demand consumer goods^goods useful for agricultural operations 

such as fertilizers, snail agricultural equipments, repair, 

maintenance, shop etc. Agro-based, forest-based small units 

will combine decentralized production and local demand; 

similarly snail units producing sophisticated goods mucjtr 

be encouraged, Thus ' Rooted ' tied and ' foot-loose 1 

industries can be started in this sector.

A common tendency has been to look at Small Industry 

either as a complement or a substitute for the medium and 

large organization, rather than retain them independent 

entities.
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PERFORMANCE OF THE SMALL SCALE SECTOR

Sr. Nol Particulars Year
1978

Year
1980

1) Number of Units (in lakhsX 2.6 6.6 8.0

2) Investment (Rs.in crores) 2,233 4,431 -

3) Production (Rs.in crores) 5,510 14,000 20,930

4} Employment (in lakhs persons) 35 59 70

5) Export ( in crores) 150 845 1,050

6) * Value added 19.5
(1968)

% 14.5 % -

Source Report on Currency and Finance, Vol. I, page 41. 
and Office of the Development Commissioner (S.S.I.)

Marathi Arth&sh£ktra Parishad, Notes p. 5,
Shri M.V. Patwardhan.
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COLLUSIONS:

1) In above table it is found that the number of units 
rose from 2 lakhs in 1972 to nearly 8 lakhs in 1980. It 
is said that this rise is apparent than real.

A number of small units has been owned and controlled
gby big industries under Benami .

2) It is generally believed that small scale units are 
labour intensive and large scale industries are capital 
intensive but empirically it has been found that neither 
of this is true in reality e.g. In cottontextile, the

7large unit is labour intensive •

Similarly the Small Industries are capital intensive
- * 8and it has been pointed out by Dr.M.V. Patwardhan •

This, however, is explicitly seen in small units 
classified on the basis of workers employed, rather than 
capital invested? For example, in earlier example i.e. 
units employing 99 or less workers. Fixed capital invested 
was 6.9 percent whereas it was less in units classified 
on the basis of capital invested. In a simple way in the 
first example'capital available for per worker was Rs.9398/- 
and in the second it was Rs.7767/-.
6. Sundesara, Economics & Political Weekly, Nov.27,1982, 

Vol.XVII, p.48.
7. Sandesara quoted in ‘Industry & Underdevelopment*, 

by R.B.Sultelifee.
Dr. M. V. Patvardhan, Paper, Marathi Arthshastra* 
Parishad, p.5.8
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3) Inspite of this heavy investment, value added is 
less.

9All these findings show that capital is not properly 
utilised or Small Scale Industries unit sector has become 
easy entry sector. Similarly the units receiving Government 
assistance are lesser competent than the units not receiving 
the assistance. These units replied heavily on borrowed 
funds.

Inspite of these failures# it has been found that 
plan after plan increased outlays have been ear-marked 
for this sector and decreased targets have been laid down. 
This shows that Government seems to be tied to the principle 
of social justice distributional equity diffusion of 
ownership but it has been pointed out that increase in 
number of units is not meaningful. They must contribute 
to the output employment and value added.

9. Shetty# Economic and Political Weekly# Oct#1982# 
Vo 1.. XVII# p. 40.
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SUGGESTIONS:

A) There is ample scope for diversification in Small 
Scale Industry units on the basis of location, process and 
markets as given below!

• ^ ^ Location:

Dairy product. Saw mill, Wbod and paper board boxes, 
brick and tiles.

2) Process:

Repair, Castings,' Agricultural equipment, Fertilizer.

3) Market:
10Pottery, woollen. Fertilizer etc., depending on.

B) At Government leve,l some machinery should be set upto 
select genuine small unit so that easy entrance will be 
discouraged.

C) Training facilities, guidance, new designs should
be made available.

D) There should be a long term integrated plan of
production as it is presently going on in Engineering

industry.

It is against this background that the role of finance 
and financial institution co-ordinated by the Lead Bank - 
The Bank of Maharashtra, Development of Small Scale Industries 
in Satara District, will be studied.

10. E.Staley and R.Morse, 1 Modern Small Industry for 
Developing Countries', Chap.5. 3897

A


