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                                        CHAPTER-1

 INTRODUCTION

                       In the economic thinking of the mid-twentieth century, much emphasis, perhaps over emphasis, has been laid on industrialization as a means to promote the economic development of underdeveloped countries. Though underdeveloped countries can progress by placing major emphasis on industrialization as done by the advanced countries of the world, it does not mean that industrialization does always bring about prosperity, nor is there any close relationship between prosperity and industrialization. It is only a type of economic activity. Albert, Hirschman, Libenstein and Higgins are in favour of a ‘big push’ theory or top priority to industrialization programmes. Throughout the world the term ‘industrialization’ has become a magic word. Pandit Jawaharlal Nehru, who was very much after westernization of India, echoed the general belief of the under-developed countries in the ‘big push’ theory or industrialization. He said, “Real progress must ultimately depend on industrialization”. Indian planning, consequently, was initiated towards industrialization from 1956 onwards. (Sanakran, 2000).

                   The basis of distinction between the large-scale, medium-scale industries is generally the size, capital resources and labor force of the individual unit. The differences between the small-scale and cottage Industries are basically two: Small–Scale Industries are mainly located in urban centers as separate establishments, the cottage industries are generally associated with agriculture and provide subsidiary employment in rural areas; small-scale industries produce goods with partially or wholly mechanize equipment employing outside labour, the cottage Industries involves operations mostly by hand which are carried on primarily with the help of the members of the family. The basis for this distinction between the small-scale and cottage industries was laid down by the fiscal commission in 1950 when it stated that: “a Cottage Industries is thus one which is carried on wholly or partially with the help of members of the family either as a whole or a part-time occupation. A small-scale industry, on the other hand, is one, which is operated mainly with labor, usually 10 to 50 hands. Probably it was this definition that prompted the Industries Act, 1951, to exempt units employing less than 50 workers with power, and less than 100 workers without power, from registration. This exempted sector came to be known as the Small-Scale Sector. (Pandas1998). Another criterion for differentiating small-scale and village Industries from the large-scale industries has also been adopted. This relates to the ‘fixed capital investment in a unit’. Prior to1975, the village and small industries sector covered undertakings having investment in fixed assets in plant and machinery not  exceeding  Rs 7.5 lakhs  and in case of ancillary units Rs.10 lakhs. This limit has continuously been raised upwards. The investment limit for small-scale and ancillary units was raised to Rs.3 crores in February 1997 in line with the recommendations of the Abid Hussain committee. The investment limit for tiny units was hiked to Rs. 25 lakhs.  In 1999, however, the investment ceiling in small industry was Rs.1 crore. (Hussain, 1999).

                       The small-scale sector plays a pivotal role in the Indian economy in terms   of employment, output, and exports. The productions, number of units and exports from small-scale sector has increased in 2006. Since independence the growth and development of the small-scale sector has been favored on the following grounds: generation of employment opportunities; mobilization of capital and entrepreneurship skills; regional dispersal of industries; equitable distribution of national income. The number of small-scale units stood at 2.57   million in 1994–95 and this rose to 3.57million in 2002-03.  As far as the output of small-scale units is concerned, it was Rs.2, 98,886 crores in 1994-95 and this   rose considerably to Rs. 7,60,844 crores in 2002-03. The output of the small-scale sector rose from Rs.2, 66,054 crores in 1994-95 to Rs. 5,13,910 crores in 2002-03.  The rate of growth of output exceeded 10 percent in three years 1994-95, 1995-96    and 1996-97 (at constant prices). The small-scale units employed 14.66 million people in 1994-95 and this number has consistently risen to 20.0 million people   in 2002-03. (Sundaram 2007). With the establishment of a large number of   modern small-scale industries in the post-independence period, the contribution of   the small-scale sector in exports earnings had increased by leaps and bounds. What is heartening to observe is that the bulk of   the   exports of   the small-scale industries consists of such non-traditional items like readymade garments, sports-goods, finished leather products, wollen garments and knitwear, processed foods, chemicals and allied products, and a large number of engineering goods.  The total exports of the small-scale industry products increased from Rs. 155 crores   during   1971-72   to Rs. 71,244 crores in 2001-02. (Ruddhar Dutt, 2007). The small-scale sector has been assigned as an important role in the industrialization of the country by the previous and current government   of India.  The overall analysis of growth and development of entrepreneurship in India indicates that in different states, the number of small-scale units is increasing manifold. The small sector is growing fast and is capable to address to the basic problems of Indian economy i.e., unemployment.  There is ample evidence to suggest that it will continue to play an increasingly important role in industrial development of the country. The sector is ideally poised to attract both technology and funds to generate growth and sustained development during the pre-reforms era and the small-scale units emphasized protect growth of the sector with a two- pronged strategy, developing institutional network and offering protective benefits. As a consequence, quantitative performance assumed importance. The onset of reforms in 1991, when the government announced its policy towards small sector necessitated a change in the direction for small-scale units. To combat the emerging competitive environment, redefining the small sector industrial policy became imperative. The new industrial policy introduced in August 1991, marked the beginning of economic reforms in India. In other words primary objective of small-scale industrial policy during the 1990’s was to impart more and growth impetus to the sector. The new industrial policy comprised the elimination of all the entry barriers, to most industries as well as the associated constraints on scale and technology. Industrial liberalization was complemented by trade liberalization in the form of drastic reduction in customs duties and removal of restrictions on imports of raw materials, intermediates and capital goods. The policy has specified guidelines to deal with the three major areas of concern for the sector-finance, marketing and technology. (Hermitic, 2000).


            Bhattacharjee (2000) observed that economic liberalization has reduced the employment generation of small sector and the rate of growth of employment was minimum during post liberalization period. On the contrary Bala Subramanian (2005) confirmed in his attempt that employment, production and even export had increased considerably after the adoption of new economic policy of 1991. Ayana Nair (2004) was upset in mentioning that the liberalization policies failed to bring about significant changes in the technical efficiency of the industrial sector during the post liberalization period. In other words no identical findings was provided by the earlier studies. Each one have dealt with the problem of industry from different angles and from different directions. Hence the author has taken an attempt to scrutinise the findings of the earlier attempts on industrial growth of India by different authors.


           With this background an attempt was taken on “Performance Of Small Scale Industries in India and Tamilnadu” by the author with the following objectives; 

1. analyzing the extent of growth and intensity of variation of major parameter of small scale units in India and Tamilnadu over 1995-2005; 

2. estimating the production function of small-scale units in India and Tamilnadu during the period under consideration.

3. measuring the contribution of individual inputs towards the total output by adopting factor productivity analysis over the study period; 

4. analyzing the relationship between total output and its attributory factors of small scale industries for India and Tamilnadu during 1995-2005.

                       The major limitations of the study are; the money value of fixed capital and output have not been deflated; this study is a macro analysis of the small-scale industries of India and Tamilnadu. Variations in the performance of the individual enterprises are not considered by this study; the present study considered only the registered small-scale units; all categories of workers viz., skilled, unskilled, educated, uneducated were lumped together for the purpose of analysis.

                        The present study would highlight the pattern of growth and performance of the small-scale industries of India and Tamilnadu. Given the public policies and government assistance, the study would analyze the reasons behind uneven growth of small-scale industries in India and Tamilnadu. The relationship between output, labour, and capital would also be highlighted. The changes in inputs and its impact on intensity of output i.e. elasticity would also be estimated. The findings would offer suitable suggestions to accelerate the growth of small-scale units in India.  
CHAPTER-2

REVIEW OF LITERATURE

          Review of literature relating to the study on “Performance of small scale industries in India and Tamilnadu” is discussed with the following heads;

A) Scenario of Indian small scale industries

B) Globalization and the status of Small Scale Industries in India and Tamilnadu                          

C) Related studies done earlier

A) SCENARIO OF INDIAN SMALL SCALE INDUSTRIES:

         The definition of small–scale industries at present is resulted to investment ceiling on the original value of the installed plant and machinery. A small-scale industry is defined, as “An industrial undertaking in which the investment is fixed assets in plant or machinery whether held as ownership terms or on lease or by hire purchase does not exceed Rs.160 lakhs”(Raghurama, 2005). The development of the   SSI sector came about   primarily due to the vision of our Late Prime Minister Jawaharlal Nehru who sought to develop core-industry and have a supporting sector in the form of SSI. The SSI has emerged as a dynamic and vibrant sector of the economy. The small-scale sector has grown rapidly over the years. The growth rates during the various plan periods have been very impressive. The number of small-scale units has increased from an estimated 8.74 lakhs units in the year 1980-81 to an estimated 22.35 lakhs in the year 1992-93. Today, (2003) it accounts for nearly 35 percent of the gross vale of output in the manufacturing sector and over 40 percent of the total exports of our country. In terms of value added, this sector accounts for about 40 percent of employment is next only to agriculture in India. From the year 1990-91, SSI has exhibited a comparatively lower growth trend, which continued during the next years. This could also be viewed from the background of the general recession of Indian economy. The industrial policy measures announced in 1991 laid special thrust on promotion and strengthening of small, tiny and village industries. Besides effecting changes in investment limits, equity participation etc., a new scheme of integrated infrastructure development of SSI’s, Government of India had initiated a number of support measures from time to time which include policy of reservation, revision of investment limits, modernization, technology up gradation, marketing assistance etc., The emerging economic scenario in the changed liberalized and competitive economic environment necessitated structural and fundamental changes in the policy framework put  ever since 1948 set out the guidelines for the country’s industrial development with different degrees of emphasis on the main objectives. The SSI has emerged as a dynamic and vibrant sector of the economy during the eighties. At the end of the seventh plan period, it accounted for nearly 35 percent of the gross value of output in the manufacturing sector and over 40 percent of the total exports from the country. It also provided employment opportunities to around 12 million people. The primary objective of SSI during the nineties was to impart more vitality and growth impetus to the sector enabling it to contribute more to the economy, particularly in terms of growth of output, employment and exports (Rudder Dutt, 2004).

          The small sectors during the 10th plan (2000-07) have been expected to support various programmes through liberalization of control at the level of state. Equally important is the need to ensure that adequate credit is made available to SSI units. A proactive policy encouraging banks to meet the needs of SSI, while maintaining all necessary banking diligence in credit appraisal is very necessary. Procedures for credit approval and disbursement in the public sector banks need to be modernized to ensure quick response. In the post-reform period, Government took a number of steps including partial dereservation, change in investment limits, facilities for foreign participation, establishment of growth centers, export promotion, marketing assistance and incentives for quality improvement etc., (Khan, 2004).

Table-1 shows the State wise growth of SSI in India.

TABLE-1

STATE WISE GROWTH OF 

SMALL SCALE INDUSTRIES IN INDIA

	Name of the state/union
	Number of units

         1978
	Number of units

1995
	Number of units

2000

	Andhra Pradesh
	17,895

(5.36)
	1,11,874

(5.65)
	1,29,931

(5.02)

	Gujarat
	21,394

(6.41)
	1,24, 857

(6.31)
	1,82,233

(7.05)

	Karnataka
	13,454

(4.03)
	1, 13,049

(5.71)
	1,66,154

(8.36)

	Madhya Pradesh
	17,507

(5.24)
	2, 27, 600

(11.51)
	2,82,378

(10.92)

	Maharashtra
	27,547

(8.25)
	93, 916

(4.75)
	1,48,101

(5.73)

	Punjab
	25,491

(7.64)
	1, 44, 857

(7.33)
	1,53,941

(5.95)

	Tamilnadu
	33,918

(10.16)
	1,94,908

(9.86)
	3,38,838

(13.10)

	Uttar Pradesh
	24,540

(7.35)
	2,97,674

(15.05)
	3,93,030

(15.20)

	West Bengal
	65,279

(19.55)
	1,45, 475

(7.36)
	1,52,308

(5.89)

	Other states and UTS 
	74,176

(22.22)
	3,93,834

(19.92)
	4,23,189

(16.36)

	All India total
	3,38,837

(100.00)
	1,97,7476

(100.00)
	25,86,287

(100.00)


Source: www.scholar.google.com
Figures in the brackets show the percentage to the total.

          The state wise growth of SSI during the given years had shown an increasing trend State wise growth of SSI, both before and after the establishment of District Industrial Centers (DICs), is not uniform. For example, there was heavy concentration of SSI in Andhra Pradesh, Uttar Pradesh, West Bengal, Gujarat, Madhya Pradesh, Punjab, Tamilnadu, Kerala, Maharashtra and Karnataka. The ten states together accounted for 77.78 percent of the total SSI units in the country on the eve of the establishment of DICs. Their combined share increased to 80.08 percent in 1995 and further to 83.64 percent in 2000. on the contrary, the combined in 1978 to 16.36 percent in 2000.


          To enable more focused attention on the problems of SSI sector, a ministry of small-scale industries and agro industries was created on 14th October 1999. to give a direction and perspective to the development of SSI, Ministry of SSI and Agro and Rural Industries announced an  “Agenda for the Millennium” which laid special emphasis upon facilities, revolution of a new policy frame work, improved supply of credit, better infrastructure and impetus for modernization and technology up-gradation among small scale industries.(Mahalingam, 2002).

          A measure to solve the problems of SSI, various institutions was set up by the Government as decentralized levels. To promote the SSI in India the Government has taken policy initiatives through various central ministers for over all promotion of SSI units where LPG of 1991 plays an important role. The impact of globalization on SSI is briefly discussed in the following paragraphs.                                                                                        
B) GLOBALISATION AND STATUS OF SMALL SCALE UNITS IN     

       INDIA:  

         Small-scale industries have emerged as a vibrant and dynamic sector of the Indian economy that contributes nearly 40 percent of the total industrial production, 50 percent of the organized employment and over 34 percent of the national exports. According to the industrial policy resolution 1956, “They provide immediate large scale employment, offer a method of ensuring a more equitable distribution of the national income and facilitate an effective mobilization of resources of capital and skill, which might otherwise, remained unutilized”. Some of the problems such as unplanned urbanization can be provided by the establishment of small centers of industrial production all over the country. Though labor is an abundant supply in India, it is mostly unskilled or semi-skilled, with poor technical skill and talent. In contrast to large-scale industries that require labor with a high technical knowledge, the small-scale industries would even absorb semi-skilled and unskilled persons. The capital requirement for the establishment of small-scale industries compared to large and medium scale industries is very low. Small-scale industries require only indigenous machinery and equipment. Further, the gestation period of the small-scale industries is very short and they are more decentralized, resulting a more even distribution of wealth. The small-scale sector provides employment opportunities to the large number of people next to agricultural sector. It is evident from the fact that large number of people employed by the small-scale sector increased from 129.8 lakhs in 1991-92 to 192.23 lakhs in 2001-02. Within the manufacturing sector itself, the small and decentralized sectors contribute around four-fifth of the manufacturing employment in India. Small-scale industries ensure a more equitable distribution of the national income and wealth than large-scale industries. Small-scale units are more efficient than large-scale units. It is reported a rupee worth of fixed assets produces almost seven times the output in the small scale compared to large industries.

                    Successive five-year plans have allocated increasing resources for the development of small industries. In view of the abundance of labor scarcity of capital and rural nature of the economy, the preference for small industries is natural. The small sector in India produces over 7500 products ranging from consumer goods to sophisticated machinery and computer parts and covers a wide spectrum of industries. The data related to contribution of small-scale industries towards production reveals that the production had increased from Rs.122, 210 crores in 1994-1995 to Rs.311, 993 in 2002-2003 i.e.., an annual average growth of 12.4 percent substantial increase in exports were observed in the case of ready-made garments, canned and processed fish, leather sandals and chappals, food products, hosiery and marine products, etc.. Table-2 shows that the value of exports increased from Rs.29, 068 crores in1994 -1995 to Rs.86, 013 crores in 2002-2003. a very significant feature of exports from the small-scale sector is their share in  non-traditional  exports  which  represents  about 39% of total exports in 2000-2001.

TABLE-2

PRODUCTION AND EXPORTS

 OF SMALL SCALE SECTOR IN INDIA

	Year
	Production

(Rs.crores)
	Exports

(Rs.crores)

	1994-95

1995-96

1996-97

1997-98

1998-99

1999-2000

2000-2001

2001-2002

2002-2003

2003-2004*

Annual average growth rate

(1994-95 to 2002-03)
	122,210

148,290

168,413

189,178

212,901

234,225

161,289

282,270

311,993

348,059

12.4
	29,068

36,248

44,442

48,979

54,200

69,797

71,244

86,013

N.A

14.5


Source: Economic survey, Ministry of Finance, Government of India, New Delhi, 2003-04 pp.150.
                    The progress of industrialization during the last fifty years since 1951 has been a striking feature of Indian economic development. The process of industrialization launched as a deliberate policy under industrial policy resolution of 1956 and vigorously implemented under the five year plans, involved heavy investments in building up capacity over a wide spectrum of industries. A major achievement in the industrial sector has been the diversification of India’s capability. Table-3 indicates the growth of industrial output in selected commodity.

TABLE-3

GROWTH OF INDUSTRIAL OUTPUT SINCE INDEPENDENCE

	Commodity
	1950-51
	1970-71
	1998-99
	1999-00
	2000-01
	2001-02

	Cloth 

(million tonnes) 
	4215
	7602
	17949
	18989
	19718
	NA

	Fertilizers 

(million tonnes) 
	9
	830
	1040
	10890
	10961
	10768

	Cement 

(million tonnes)
	2.7
	14.3
	88.0
	98.21
	97.61
	106.9

	Steel 

(million tonnes)
	1.0
	4.6
	23.8
	27.2
	29.3
	30.6

	Electricity 

(billion tonnes)
	5.1
	55.8
	448.4
	480.7
	499.5
	515.2

	Aluminum 

(million tonnes)
	4.0
	168.8
	536.8
	497.9
	620.4
	503.66

	Paper 

(million tonnes)
	116
	755
	3117
	3459
	3090
	2906

	Commercial vehicles 

(million tonnes)
	8.6
	41.2
	169.6
	173.5
	152.0
	129.1


Source: Economic survey, Ministry of Finance, Government of India, New Delhi, 2002-03 pp.s-31-s-34.
                    Table-3 clearly indicates the tremendous increases in production of some important goods in the country. India has attained self-sufficiency in almost all consumer goods. Growth of capital goods production has been specially impressive. An impressive industrial capacity has been achieved in mining and metallurgical industries, chemical and petrochemical industries, fertilizer production, steel mills, chemical plants, transportation and construction industry.

                    The second industrial revolution was formulated under a new environment, when a number of reforms in industrial, fiscal, trade and foreign investment policies were introduced in the economy commonly called as economic liberalization, privatization and globalization (LPG). In this background, there was emphasis on quantitative targets and planning had become more “indicative”. In the context of the new industrial policy resolution of July 1991, the role of the public and private sector was reviewed. In the initial phase of planned development, the public sector played a pioneering role, but its principal weakness was its extremely poor performance and its inability to generate adequate resources for sustaining the growth process. During this period, the private sector had come of age and developed considerable entrepreneurial, managerial, technological, financial and marketing strengths. Performance of the industry sector during this phase is shown in Table-4.
TABLE: 4

SECTOR-WISE INDUSTRIAL GROWTH (1992-2002)

                                                                                                            (IN PERCENTAGE)                                        

	YEAR
	MANFACTURING
	MINING
	ELECTRICITY
	GENERAL

	1992-93
	2.18
	0.53
	5.02
	2.30

	1993-94
	6.07
	3.50
	7.45
	6.00

	1994-95
	9.80
	7.47
	8.48
	9.40

	1995-96
	13.00
	7.07
	8.17
	12.10

	1996-97
	8.00
	1.20
	3.80
	6.80

	Realized

growth rate
	7.80
	3.80
	6.50
	7.30

	1997-98
	6.7
	5.9
	6.6
	6.6

	1998-99
	4.3
	1.7
	6.5
	4.0

	1999-2000
	9.0
	0.68
	6.6
	8.0

	2000-01
	5.3
	3.7
	4.0
	5.0

	2001-02
	2.9
	1.8
	3.1
	2.8

	2002-03
	5.4
	5.7
	4.0
	5.3

	Compound annual growth rate
	5.3
	2.5
	5.5
	5.0


Source: Planning Commission Report, Tenth Five Year Plan, 2002-07, vol.2, p.676.

                    It may be noted from table-4 that the overall rate of industrial production increased from 2.3 percent in 1992-93 to 6.2 percent in 1993-94, 9.4 percent in 1994-95 and respectable 12.1 percent in 1995-96. The year 1996-97 witnessed lower growth in all sub- sectors of the industry. During the first three years of the ninth plan, industrial production which slumped to 4.0 percent in 1997-98 had recovered to 8.0 percent in 1999-2000. But 2002-03 witnessed higher growth rates in all sub sectors of the industry. The compound growth rate over the 

Years 1997-02 was more for electricity as compared with other sub sectors of the industry.
  
         A group wise industrial growth rate indicates that food products, manufactures of electrical machinery recorded significantly low growth rates during the ninth plan period. However beverages, tobacco and tobacco products, cotton textiles, paper and paper products, basic metals and alloys, transport equipment achieved higher growth rates during eighth plan as compared with seventh plan. But it is heartening to note that except beverages tobacco and tobacco products all goods performing good in the eighth plan and it is evident from Table-5.

TABLE: 5

GROWTH RATES OF SELECTED PRODUCT GROUPS
                                                                                          Base (1980-81=100)

	INDUSTRY GROUP
	AVERAGE GROWTH RATE (IN PERCENT) 

	
	SEVENTH PLAN
	EIGHTH PLAN
	NINTH PLAN

	Poor performance
	
	
	

	Food products
	5.0
	3
	2.49

	Chemicals
	11.7
	7
	8.56

	Electricity machinery
	25.8
	8
	6.51

	Manufacturing industries
	23.1
	1
	0.35

	Good performance 

(eighth plan)
	
	
	

	Beverages, tobacco,

tobacco products
	1.1
	11
	11.17

	Cotton textiles
	1.1
	4
	0.29

	Paper and paper products
	6.7
	9
	4.29

	Basic metals and alloys
	6.1
	10
	2.16

	Transport equipment
	6.54
	13
	6.40


Source: Planning Commission Report, Tenth Five Year Plan, 2002-07, vol.2, p.678.

                    The sudden opening up of the economy to the private sector and facilitating the entry of foreign investors as contemplated in the industrial policy of 1991 exposed the industry to foreign competition, for which it was hardly prepared since it had been operating under a totally protected environment for the last four decades. A number of industries could not face foreign competition, as a result of reduction in import duties. Inadequate availability of infrastructure, inadequate handling facilities also affected industrial production. The capital goods sector was specially a victim of the new industrial policy.

                    Trends in production, investment, and employment during pre-and post liberalization period are given in tables 6, 6(a), 7, and 8 and the positive impact of the adoption of LPG on Small scale industries is well spelt by the tables.

                                                        TABLE-6

TRENDS IN PRODUCTION IN SMALL SCALE INDUSTRIES DURING PRE-REFORM PERIOD
	PRE-REFORM PERIOD

	PRODUCTION (Rs. in million)

	Year

(1)
	Nominal value

(2)
	Annual growth rate (in percent)

(3)
	Real value

(4)
	Annual growth rate (in percent)

(5)

	1980-81
	58500.00
	-
	1801.66
	-

	1981-82
	62800.00
	7.35
	1755.66
	-2.55

	1982-83
	68000.00
	8.28
	1758.01
	0.13

	1983-84
	73600.00
	8.24
	1747.39
	-0.6

	1984-85
	83800.00
	13.86
	1852.75
	6.03

	1985-86
	95850.00
	14.38
	1974.25
	6.56

	1986-87
	109750.00
	14.50
	2112.20
	6.98

	1987-88
	126210.00
	15.00
	2220.83
	5.14

	1988-89
	152290.00
	20.66
	2472.64
	11.34

	1989-90
	181960.00
	19.48
	2728.04
	10.33

	1990-91
	193020.00
	6.08
	2621.49
	-3.91

	X
	109616.36
	
	2094.99
	

	C.V(IN PERCENT)
	43.73
	
	17.51
	

	CGR
	13.56
	
	4.91
	


Source: column (2),(7) were compiled from Economic survey (various issues), Government of India. Column (4),(9) were deflated using Specific index. Columns (3),(5),(8) and (10) were computed based on (2),(7),(4) and (9) respectively.
TABLE-6(a)

TRENDS IN PRODUCTION IN SMALL SCALE INDUSTRIES DURING POST-REFORM PERIOD

	POST-REFORM PERIOD

	PRODUCTION (Rs. in million)

	Year

(6)
	Nominal value

(7)
	Annual growth rate (in percent)

(8)
	Real value

(9)
	Annual growth rate (in percent)

(10)

	1991-92
	204380.00
	5.89
	2439.78
	-6.93

	1992-93
	218160.00
	6.74
	2395.26
	-1.82

	1993-94
	229340.00
	5.12
	2293.40
	-4.25

	1994-95
	248740.00
	8.46
	2269.53
	-1.04

	1995-96
	267260.00
	7.45
	2236.86
	1.44

	1996-97
	302500.00
	13.19
	2358.49
	5.44

	1997-98
	334550.00
	9.58
	2443.58
	3.61

	1998-99
	362160.00
	8.25
	2449.01
	0.22

	1999-00
	400000.00
	10.45
	2613.18
	6.70

	2000-01
	450000.00
	12.50
	2898.55
	10.92

	X
	301709.00
	
	2439.76
	

	C.V (IN PERCENT)
	82.57
	
	7.98
	

	CGR
	9.29
	
	1.69
	


Source: column (2),(7) were compiled from Economic survey (various issues), Government of India. Column (4),(9) were deflated using specific index. Columns (3),(5),(8) and (10) were computed based on (2),(7),(4) and (9) respectively.                       
TABLE-7

TRENDS IN INVESTMENT IN SMALL SCALE INDUSTRIES
 IN PRE-REFORM AND POST-REFORM PERIODS

	PRE-REFORM PERIOD
	POST-REFORM PERIOD

	PRODUCTION (Rs. in million)
	PRODUCTION (Rs in million)

	Year

(1)
	Nominal value

(2)
	Annual growth rate (in percent)

(3)
	Real value

(4)
	Annual growth rate (in percent)

(5)
	Year

(6)
	Nominal value

(7)
	Annual growth rate (in percent)

(8)
	Real value

(9)
	Annual growth rate (in percent)

(10)

	1980-81
	280600.00
	-
	8641.82
	-
	1991-92
	1786990.


	15.04
	21332.10
	1.11

	1981-82
	326000.00
	16.18
	9113.78
	5.46
	1992-93
	2093000.


	17.12
	22979.80
	7.72

	1982-83
	350000.00
	7.36
	9048.60
	-0.72
	1993-94
	2416480.


	15.46
	24164.80
	5.16

	1983-84
	416200.00
	18.91
	9981.29
	9.20
	1994-95
	2939900.


	21.66
	26823.91
	11.00

	1984-85
	505200.00
	21.38
	11169.58
	13.04
	1995-96
	3562130.


	21.17
	29813.61
	11.15

	1985-86
	612280.00
	21.20
	12611.33
	12.91
	1996-97
	4126400.


	15.84
	32172.15
	7.91

	1986-87
	722500.00
	18.00
	13904.93
	10.26
	1997-98
	4652570.
	12.75
	33.982.69
	5.63

	1987-88
	873000.00
	20.83
	15361.60
	10.48
	1998-99
	5275150.


	13.38
	35671.83
	4.97

	1988-89
	1068750.0
	22.42
	17352.65
	12.96
	1999-00
	5872250.


	11.32
	38363.17
	7.54

	1989-90
	1323200.0
	23.81
	19838.08
	14.32
	2000-01
	6250000.


	6.43
	40257.65
	4.94

	1990-91
	1553400.0


	17.40
	21097.38
	6.35
	
	
	
	
	

	X
	730102.73
	
	13456.46
	
	
	3897487.00
	
	30556.17
	

	C.V
	58.71
	
	33.09
	
	
	40.92
	
	21.64
	

	CGR
	19.23
	
	10.14
	
	
	15.60
	
	7.56
	


Source: column (2),(7) were compiled from Vasant Desai (2002)”management of a small-Scale industry” Himalaya Publishing House, New Delhi, p.171. Column (4),(9) were deflated using specific index. Columns (3),(5),(8) and (10) were computed based on (2),(7),(4) and (9) respectively.     

TABLE-8

TRENDS IN EMPLOYMENT IN SMALL SCALE INDUSTRIES IN 

PRE-REFORM AND POST- REFORM PERIODS
	PRE-REFORM PERIOD
	POST-REFORM PERIOD

	Year

(1)
	Employment

(in million)

(2)
	Annual growth rate (in percent)

(3)
	Year

(4)
	Employment

(in million)

(5)
	Annual growth rate (in percent)

(6)

	1980-81
	7.10
	-
	1991-92
	12.98
	4.42

	1981-82
	7.50
	5.63
	1992-93
	13.41
	3.31

	1982-83
	7.90
	5.33
	1993-94
	13..94
	3.95

	1983-84
	8.40
	6.33
	1994-95
	14.66
	5.16

	1984-85
	9.00
	7.14
	1995-96
	15.26
	4.09

	1985-86
	9.61
	6.78
	1996-97
	16.00
	4.85

	1986-87
	10.14
	5.52
	1997-98
	16.75
	4.69

	1987-88
	10.70
	5.52
	1998-99
	17.52
	4.60

	1988-89
	11.30
	5.61
	1999-00
	18.21
	3.94

	1989-90
	11.96
	5.84
	2000-01
	19.00
	4.34

	1990-91
	12.43
	3.93
	
	
	

	X
	9.64
	
	
	15.77
	

	C.V(IN%
	18.93
	
	
	13.30
	

	CGR
	5.94
	
	
	4.44
	


Source: column (2),(7) were compiled from economic survey (various issues), government of India. Column (4),(9) were deflated using specific index. Columns (3),(5),(8) and (10) were computed based on (2),(7),(4) and (9) respectively
                    A significant feature of the Indian economy since independence is the rapid growth of the small industry sector. The relative merits of less capital- intensity and more labor absorption capacity among others have endeared the sector to the policy makers as an instrument to achieve a variety of economic objectives such as employment generation, production of mass consumption goods, balanced regional development and equitable distribution of income.

TABLE:9
ESSENTIAL FEATURES OF THE SMALL SCALE INDUSTRY POLICY: 1991

	OBJECTIVES
	FEATURES

	To meet the emerging demand for credit
	Emphasis to shift from cheap credit to adequate credit.

Equity participation by other undertakings, domestic/foreign up to 24hours.

	To strengthen small industry marketing
	Setting up sub-contracting exchanges.

Introduction of factoring services through banks.

	To upgrade technology and promote modernization
	Quality counselling and testing.

Technology information centers.

Technology development cell in SIDO.


Source: SIDO report on Functions and Activities, (1992-93), Department of Small Industry, Government of India. Pp, 4-16.

C) RELATED STUDIES DONE EARLIER:

         Siddarthan and pandit (1994) examined “the impact of policy changes introduced in 1985 on the structure and performance of the manufacturing sector”. Using stepwise discriminate analysis they scanned for the variables that acted as principle discriminate for the period pre and post 1985. They found labor productivity, size of units, skill import intensity, rate of entry, rate of investments, growth of output and borrowings are statistically significant indicating a positive impact of the liberalization package. 

           Subramanian and Mohanan Pillai (1994) reported “a survey of small industry in Kerala and compared it with the performance of the sector in other major states and with the all-India average”. The statistical data required for the study were collected from the report of the second census of small-scale industrial units (covering units registered up to 31st march 1988) published by the development commissioner, small-scale industries. The study highlighted that the small industry in Kerala did grow in number, but its growth record in net-value addition and employment creation appeared awfully poor as compared to all-India. Kerala’s share in all India total declined in 1978-88 as compared to    1972-73 in respect of almost all relevant growth indicators. It has also highlighted some of the major problems such as small size, low capacity utilization, low factor productivity, unfavorable-wage productivity relationship and industrial sickness due to severe financial and marketing problems that the small industries in Kerala are faced with.  

          Anita kumari (1996) studied on “the productivity performance of the Indian engineering industries during pre and post reforms period”.  The study is based on company level panel data relating to electrical and non-electrical. The results show that the productivity growth has declined during the post-reform period as compared to pre-reform period. Average output growth at the aggregate level has also declined during the post-reform period. The results indicated that the reforms had not shown any improvement in the productivity growth. Using the data, the factors affecting productivity changes had been calculated by estimating a regression function. It indicated that small-scale economics significantly generate productivity growth. Its marginal contribution has increased during the post-liberalization period.
         Burange (1999) examined “industrial growth and structure of manufacturing sector in Maharashtra for the period 1979-80 to 1994-95”. The main data source was the annual survey of industries-for factory sector. The required data were obtained from economic survey of Maharashtra, and monthly bullitein of index number of resale price in India. To study the concentration of industries in the state, the Hirschman herfindahl index was estimated for manufacturing sector. The H index has been constructed for fixed capital, number of employees, value of output and value of output and value added. ‘Kinked exponential model’ was used to estimate the growth rate for pre and post-liberalization period. It revealed that the manufacturing sector of the state certainly revived in terms of growth of output, employment, capital and value added during the post-liberalization period. The revival is very pronounced in agricultural industries. However, this general tendency has some exceptions viz: overall performance of cotton textiles non-metallic mineral products (32) and leather products (29) deteriorated further during the post-liberalization period. He concluded  that  the  industrial  recovery is clearly seen by the state during the post-liberalization period.

          Nambiar, Mungekar and Traders (1999) have tried to answer the question “is import liberalization hurting static industry and employment?” Theory says that free trade encourages economic activity and hence raises production and employment. They made an attempt to examine this theory with the statistical evidence. This is based on secondary data collected from ASI, CSO and Economic Survey. They found that trade liberalization has shrunk India’s manufacturing base in terms of value of output and employment. The adverse impact of import liberalization is more pronounced in intermediate and food industries and their erosion had a direct negative effect on value added and employment.

           Shuji Uchikawa (1999) analyzed “the impact of economic reforms on industrial growth and structure”. Some scientists argue that regulations by the government distorted the market mechanism and made import substitute profitable. In this view, investment has shifted from import substation industries to export industries regulation and trade reforms. The study examined this view by comparing two industries: the machine tool which is mainly an import-substition industry; and the apparel industry, which is an export-oriented industry. The author concluded from ASI data, that capital has not shifted from import substitute industries into export industries after economic reforms and suggested that industries supplying the domestic market, rather export industries, contributed to increase in industrial production.
          Bhattacharjee (2000) observed that economic liberalization has reduced the employment generation ability of the factory sector and the rate of growth of employment was minimum during post liberalization period.

          Mahendra Dev (2000) studied “the impact of liberalization on employment in South Asia”. This study aims at to put together the empirical evidences of the impact of liberalization on growth and structure of employment and un employment, child labor, wage rate, differences in wage rates for skilled and unskilled workers, etc. The data sources for the study were national government reports, World Bank and ILO publications and some micro survey data. In order to evaluate the impact of economic liberalization on variables like growth, poverty and employment, the before and after approach was used. Broad conclusions derived from the study are: there has been a marked deceleration in employment growth in the manufacturing sector as a whole overtime. GDP growth seems to be slightly higher after liberalization except in Pakistan. The growth rate employment was higher after liberalization in India and srilanka, while it was lower in Pakistan. The liberalization policies are likely to have a significant impact on the employment and income of the poor of the South Asia.

          Pulapre Balakrishnan, Pushpangadan and Suresh Babu (2000) examined “the shift in productivity growth of small-scale industry since 1991”. This study has used panel data comprising firm-level information drawn from product groups within manufacturing industry, which have experienced the most significant tariff reduction and investigated the trend in productivity growth. The sample consists of 2,300 firms and 11,009 observations of five industry groups at two-digit level of the NIC 1987, spanning the period 1988-89 to 1997-98, the largest assembled sample for the purpose thus far. The model used for the study is as follows: specify the production function of a firm in an industry at time “t” is

                                 Yijt     = Ajt   Fit  G (Lijt, Kijt, Mijt)

Where Y, K, L, and M stand for output, capital, labor and material inputs, respectively, A   is an industry specific index of Hicks-neutral technical progress and F   is a parameter allowing for firm specific differences. They found no evidence of acceleration in productivity growth since the onset of reforms in 1991-92. They concluded that the route from increased competition or the liberalization of trade to higher productivity growth was less. The absence of significant improvement in productivity growth since 1991-92 is due to either the period studied is too soon after the launching of reforms for these to have emerged the allegedly inevitable increase in the rate of productivity growth or the policy instruments employed are inadequate to the task. Therefore, a further discussion to the interpretation of this result is essential.

          Edward Oczkowski and Kishor Sharma (2001) examined “the relationship between trade liberalization and productivity growth in Australian manufacturing”. The data used for the analysis were taken from industry commission (1995). An imperfect competition, non-CRS, smooth transition, empirical framework is employed for analysis. They found that in Australian manufacturing industries, the smooth transition analysis of mark-ups and scale parameters provide new insights into the impact of reforms on manufacturing productivity. Significant improvements in productivity growth are identified for four industries; these improvements are accompanied by lower mark-ups and falling scale parameters. A minority of industries however, experienced no change or falling productivity growth in response to reforms, these industries tended to have the highest absolute protection levels.

          Jeemol Unni, Lalitha and Uma Rani (2001) studied the trends in growth and efficiency in the utilization of resources in the Indian manufacturing industry before and after the introduction of economic reforms. Further. “This study compared growth and efficiency across scale of production, in the organized and unorganized manufacturing sector of the economy”. It used a comparative analysis of all India figures with Gujarat, one of the most industrially developed states of the country. Data on the unorganized sector for India and Gujarat were obtained from the follow up surveys of the national sample survey and the central statistical organization on the unorganized manufacturing sector for 1978-79, 1989-90 and 1994-95. The TEPG has been estimated by using the growth accounting technique for four data points. They concluded that the growth in the unorganized manufacturing sector peaked in the initial phase of partial liberalization (1978-85) and tapered off during the reforms period. The results show declining TFPG in organized and unorganized sector during the reform period. The average TFPG in India was negative during this period; Gujarat achieved a positive growth in both the organized and unorganized sectors.

          Sandee and Riveted (2001) did a study on “Upgrading Traditional Technologies in Small-Scale Industry Clusters: Collaboration and Innovation Adoption in Indonesia”. This article intends to contribute to the discussion on cluster transformation by focusing on innovation adoption in a roof tile cluster in Indonesia. Clustering allows small-scale enterprises to grow in 'risk able steps' by sharing the costs and risks through collaboration. Using data from longitudinal field surveys it was found that technological change is not only a matter of comparing costs and benefits of technologies, but also a matter of access. Collaboration among leaders is crucial in innovation adoption when technological indivisibilities play a role.

          Souza (2001) did a study on “integrating environmental management in small scale industries in India”. The central discussion of this paper highlights the importance of small industries and their role in the economy. Despite their importance, small industries pollute and faced with numerous problems major and minor. Technical and financial issues are problems that can be handled internally but external problems such as legislative and regulative compliance should be addressed efficiently. This article seeks to shed some light on small industries by focusing on a sustainable vision i.e. a trade off between economic growth, profitability and sustainable environment.

        Sunil Kumar (2001) attempted “to appraise the differentials in technical efficiency in the manufacturing sector of 15 major Indian states for (1969-1995) by using stochastic frontier production approach”. It was observed from the econometric analysis that the CD technology with and without          Hicks neutral technical change is not appropriate for Indian manufacturing sector and translog functional form with non-neutral technical change appropriately represents the technological relationships. The predicated technical efficiency estimates based on stochastic translog production function with time-invariant technical inefficiency effects and half normal distribution for technical inefficiency effects reveal that there are wide variations in the technical efficiency of manufacturing sectors of different states. The highest level of technical efficiency has been observed in the manufacturing sector of Maharashtra. The states of Maharashtra, Karnataka, Gujarat, and Haryana operate close to maximum technically feasible production levels since their manufacturing sectors realized more than 90 percent of their technical potentials. The result implies that about a quarter of technical potentials of Indian manufacturing sector is not realized and requires a fine tuning in the operations of existing policies and programmes which together constitute strategy for industrial development in India. 

        Kuldip Kaur (2002) has made an attempt to analyze “the liberalization and growth performance of the firms in India”. The study used the data provided in the balance sheet and profit and loss account published by companies. He concluded the overall performance of Indian firms is not good as expected. It has been found that the capital-output ratio has increased in the post-liberalization period. He records that increasing capital asset with a view to increase profit rate may not be rewarding as it may lead to over capitalization.

         Sudip Chaudhuri (2002) examined “economic reforms and industrial structure in India”. This paper focuses on the impact of India’s economic reforms on industrial sector and productivity. In this study, he tried to find out not only how the aggregate manufacturing value added has changed, but tried to capture the structural changes in the manufacturing sector by considering the performance of two-digit, three-digit and use-based groups. He concluded that the growth record during   the reforms of the 1990’s has been worse than that of the 1980s. The industrial base of the country has become shallower. Exports growth and the employment situation had been worse during the mid 1990s. in the registered manufacturing sector as a whole, labor intensity has decreased.

          Suresh Babu (2002) attempted to “investigate the extent of barriers to entry in Indian manufacturing sector”. As the trust of the economic policy changes have been on the easing and removal of restrictions in the industrial sector the analysis has been for the period since the onset of the changes in the policies. As a prelude to analysis the extent of entry is traced. The number of new entrants measured as the gross entry grew at the steady rate in the pre-reform period, accelerated immediately after the reforms and register a declining trend during the last three years. This point to the existence of hindrances even after the removal of institutional barriers like licenses. These hindrances are the non-institutionalized market barriers like advertising. The extent of market barriers has been captured by examining the height of these barriers. Econometric estimation of the height of the barriers for 1991 and 1996 yield that the height of barriers has increased in 1996 at the aggregate level. An examination at the disaggregate level reveals that in almost all the industries examined from a sample of firms drawn  from the CMIE the height of the barriers have increased in 1997 compared to 1991.eversince the doing away of the ‘license raj’, firms have been able to indulge in entry blocking strategies fuelled by the working of market forces. The dilution and dismantling of commands and controls intended to ease entry have thus paved the way for the erection and strengthening of market barriers which have grown over time.

         Sukanta Kumar Sathor (2003-04) did a study on “small scale manufacturing industry in India” where he mentioned about the economic structure of a small-scale units and its relative role in economic development through removal of industrial disparities among the states. In his work he  touched the value added of the manufacturing sector which stood as 40 percent of GNP and employment to the tune of 177  percent.

          Suresh Kumar (2003) attempted “to study growth, partial and total factor productivity based on solow’s index in small-scale electrical machinery manufacturing industries at 4-digit aggregation during pre and post liberalization period”. The data pertaining to the study were collected from the District Industries Centre, Coimbatore. The study concluded that liberalization did weaken t5he growth performance of the reference industry implying that protected environment was needed for the survival of the industry. The capital movements from low productivity product groups to better performing product groups were visible during the post-liberalization period. Average productivity of labor was astonishingly stable throughout especially during post-liberalization period. Thus the reform policies had mixed influence on labor productivity and capital intensity.

         Ayana Nair (2004) attempted to study “production function and technical effiency in small scale machinery and machine tools industry during pre (1980-90) and post (1991-03) liberalization period”. Data pertaining to the study has been collected from the district industries centre (DIC), Coimbatore. In order to analyze the data, she used frontier production function. Durbin-Watson test is used to detect the auto correlation effect. She concluded that the liberalization policies failed to bring about significant changes in the technical efficiency of the references industry during the post liberalization period.

         Deb kusum das (2004) examined “the productivity performance of Indian manufacturing under varying trade régimes”. The analysis focused on the overall period of 1980-2000 and four sub-periods to reflect the shifts in trade policy regimes. Industrial performance has been a subject of the advent in the early 1950s of import substation and industrialization based on the public sector as the engine of growth. In this context of policy reforms he studied about whether there was any beneficial impact on productivity growth due to liberalization and explored the nature and magnitude of total factor productivity (TFP) change under different trade regimes. He considered a set of 74 three-digit manufacturing industries for analysis. The basic source of data used for the productivity estimates was the annual survey of industries (central statistical organization). TFP was calculated by growth accounting method and So low index. He also documented the magnitude and direction of productivity growth across different industries and TFP growth in the 1990s is found to be lower than in the 1980s. In addition, for all three use-based sectors, TFP growth in the second half of the 1990s (1996-2000) is lower than in the first half (1991-95). Their results indicate that productivity performance seemed to worsen as the pace of trade reform gathered momentum.

          Leena Tamilarasi (2004) examined “the growth in small-scale metal and metal products industries at four-digit classification during pre and post liberalization period”. She inferred that the growth performance in this industry was affected due to liberalization. Data pertaining to the study has been collected from the District Industries Centre (DIC), Coimbatore. Annual growth rates were computed interest rate formula adopted by the World Bank using the least squares methods. She found that the overall growth were impressive during pre liberalization than post liberalization. The slow down of the industry can be attributed to intense competition, high cost of raw materials and high cost of production. She suggested that small-scale industries can record a better growth performance in a protected environment and therefore steps have to be taken by the government to place this pre-liberalization trend back on track.

         Muthulakshmi (2004) analyzed “the partial and total factor productivity in small basic metal and alloys industry during the economic liberalization period”. Six product groups as per four-digit classification code of NIC were used for the study. She used so low index to measure the total factor productivity. She concluded that this industry was unable to turn out a sustained and stable productivity performance during the post-liberalization. This industry will have to devise strategies for economizing the use of inputs and curtailing costs so as to remain competitive in the global trading environment.


         Sandeep Subramanian (2004) analyzed “technology and technical progress in small scale electrical machinery industry”. This study is based on secondary data at four-digit classification during pre and post liberalization period. He collected the data from District Industries centre (DIC), Coimbatore upto 31st December 2003. He concluded that the technical progress has increased indicating the technological capability of the firms in the post liberlisation period. 

         Uma Rani and Jeemol Unni (2004) analyzed “the impact of economic reforms on the organized and unorganized sectors for India and the required data were obtained from the follow-up surveys of the national sample survey organization for the year 1984-85, 1989-90, 1994-95 and 2000-01”. Data for the organized sector were collected from the Annual Survey of Industries. They concluded that the opening up of the economy helped the organized manufacturing sector to grow for more than a decade, before slowing down. Initial reform policies affected the unorganized sector adversely and employment growth was negative.

          Vidya Mahambare and Balasubramanyam (2004) attempted “to investigate the impact of liberalization on productivity efficiency at the micro firm level taking into account the differing characteristics of the firms in each of India’s 13 major manufacturing sectors”. They evaluated the changes in firm-level technical efficiency in India since the 1991 reforms by estimating a frontier production function. The data used for the study were firm level panel data published by the Centre for Monitoring the Indian Economy (CMIE). The data covers four-year period from 1988-89 to 1991-92 for the pre-reform period and six-year from 1992-93 to 1997-98 for the post reform period. To analyze productivity efficiency, they employed stochastic frontier production function approach. They found that the impact of 1991 reforms on the efficiency of manufacturing sector appears to be mixed average technical efficiency of firms increased in eight out of thirteen sectors. Improved access to imported technology in the post-reform period seems to have a positive impact on the efficiency. Although foreign owned firms continue to be the most efficient, their advantage in technical efficiency seems to have declined in the last 1990s. There is evidence of productivity spillovers from the presence of foreign firms in three sectors. In general there are signs that the reforms have had the desired effect.

         Annemarije Kooijman (2005) did a study on “technological change from entrepreneur’s perspective energy choices in small-scale enterprises in rural India”.  This paper is based on empirical research based on interviews for 124 small scale enterprises, where entrepreneurs where asked about their choice to adopt or reject modern energy carriers such as LPG, diesel and especially electricity. The enterprises were located in villages spread over the state of Himachal Pradesh in the Indian Himalayas in areas where access to energy supply is available. The empirical data is based on in-depth qualitative field studies which allowed for   an open-minded local perspective on the factors influencing the uptake of modern energy technology.

          Bala Subramanian (2005) did a study on “small-scale industries in India in the globalization era: performance and prospects “. He analyzed that small –scale industries occupy a place of strategic importance in Indian economy in view of its considerable contribution to employment, production, and exports. However, since 1991 small-scale industries in India find themselves in an intensely competitive environment due to globalization, domestic economic liberalization and dilution of sector specific protective measures. This paper probes the implications of globalization and domestic economic liberalization for small-scale industries and analyses its growth performance in terms of units, employment, output and exports. The paper concludes with policy recommendations to ensure the sustenance and competitive growth of small-scale industries in India.

           Geetika Goel and Sharma (2005) did a study on “small-scale industry in India: a model for economic development” mention about that India has been giving a great importance to small scale industry model as a tool for its development. The sector has also shown a tough sustainability in the face of global and domestic recession, staunch liberalization, and also withstanding competition from indigenous and foreign large scale. The sector in India is second largest employment provider.  Its growth rate is a significant 8.09 percent during 2000-01 as against the growth rate of 4.9 percent in the whole industrial sector. In the present paper strengths and weakness of the SSI have been unearthed with some vividness. SSIs run well with large labor stocks, scarce capital and indigenous techniques. Its latent resource utilization is unearthing a valuable treasure. Its employment generation is meeting the needs of Indian economy. There is also a lot wanting regarding this sector because of its scarce resources status, its low risk of innovating capacity, which keeps it in a low profile. This all needs a fresh and enlightened attention to this sector to make it more gainful. The small scale sector, if given a more keen attention and a boosting up jolt can become a better contributor to the national economy of India as also to the economics of other developing and poor countries.

         Girish Sethi and Prosanto (2005) did a study on “ Energy Efficiency in Small-Scale Industries - An Indian Perspective” had mentioned about  the small-scale sector occupies a position of prominence in the Indian economy, contributing to more than 50 percent of the industrial production in value addition terms. The sector accounts for one third of the export revenue and employs the largest manpower next to agriculture. In India's present liberalized economy, the survival and growth of small-scale industry (SSI) largely depends on its ability to innovate, improve operational efficiency and increase productivity. It has been observed that the factories in the small-scale sector in India are generally less efficient in process and utility energy use compared to larger enterprises, as well as to enterprises of equivalent capacity in other countries. There is also a general disregard in small-scale units towards environmental management. The poor energy and environmental performance is directly related to the lack of technical capacity in these enterprises to identify access, adapt and adopt better technologies and operating practices. Though case studies suggest that enhanced energy management leads to increased productivity as well for these enterprises, yet such win–win potential is actualized in very few instances. In order to enable small scale enterprises adopt more efficient energy use patterns, it is essential to demonstrate positive impacts of reduced energy use to the entrepreneurs in terms of increased productivity and higher profitability. Thus an effective strategy to promote energy efficiency in small scale industry is to use a cluster based approach wherein energy efficient technologies and practices can be demonstrated to a group of companies located in close geographic proximity. In India, a large portion of the SSI activity is geographically clustered. Within a cluster, there exists a great deal of similarity in the level of technology, the operating practices and even the trade practices among the individual units which means that the potential to develop and implement standard solutions for improving energy Efficiency is large. The paper highlights the importance of the small-scale sector in the Indian economy and the need to improve the energy and environment performance of units operating in the sector. It draws upon the results of a major program that TERI (Tata Energy Research Institute) initiated in 1995 in the small-scale sector with the support of SDC (Swiss Agency for Development and Cooperation). The program aims at finding solutions to the energy problems of the SSI through technology up gradation and human and institutional development in some small scale energy intensive sectors. Three small-scale sectors are presently being covered -foundry, glass and brick manufacture. In each of the three small scale sectors, demonstration plants have been/are being built to widely disseminate/popularize energy efficient technological options to the cluster. In addition to highlighting the work done in individual cluster/industry, the paper gives details of the benefits that can accrue to the individual units in terms of improving their energy efficiency and improving productivity, if the demonstrated technologies are implement.

          Narayana (2005) did a study on “Determinants of competitiveness of small scale industries in India”. This paper is focused  on analysis of quality and cost of infrastructure facilities and business environment and their impact on competitiveness of India’s small scale industries (SSIs). Infrastructure facilities include transport, market information, credit, power, water, telecom, technology up gradation and quality certification.. The analysis is based on both primary and secondary data. Primary data were collected from a sample survey of 373 SSIs in Bangalore and non-Bangalore regions of Karnataka state. The results show that low quality and high cost transport facilities, power, water supply; lack of market information; inadequate credit facility; and low technology have lesser effects on competitiveness of SSIs in Bangalore region than in other regions. In addition, extent of delay varies between regions in getting credit sanctioned from banks, getting tax and duty-drawbacks, getting temporary and permanent registration, clearances for exports, permission for expansion and diversification, power and water connections, and clearance from pollution control. A comparison of these results with the World Bank’s business environment survey results for India and china shows important factors that business environment survey results for India and china shows important factors that grateful thanks are due to (a) three anonymous refers and the editor of this journal for constructive comments and suggestions; (b) department of industries and commerce; and (c) participants of project seminars at ISEC for their useful comments and suggestions. Thus, improvement in these factors will contribute to enhancing and strengthening of global competitiveness of SSIs. The result and analysis of this study are of relevance and applicability of other developing countries in the world.

         Annaapoorani (2006) did a study on “the impact of economic reforms on the productivity performance of small scale industries in India”, with the major objective of finding the trends in production, investment, and employment during post and pre-reform periods in small-scale units. She analyzed the factor productivity and growth of output. She offered many recommendations for the better performance of small-scale units in India.

          Dhananjayan and Vidya Suresh (2006) did a study on “growth of small-scale units in India: its nature and content” where the small scale industries (SSI) gathered momentum along with industrialization and economic growth in India. It started growing due to the vision of our late Prime Minister Jawaharlal Nehru who sought to develop core industry and have a sustaining sector in the form of small scale enterprises. Being a labor-intensive sector, they offer a higher productivity of capital than capital-intensive enterprises due to low investment per worker. The SSI today constitutes a very important segment of the Indian economy as they help in dispersal of industries, rural development, and the decentralization of economic power. The central discussion of this paper highlights the importance of small industries and their role in the economy and the impact of economic reforms on growth pattern and productivity performance of small-scale industries. However, this is not say that there are no shortcomings within the industry, or in public policy relating to it. Small industries are faced with numerous problems major and minor, which make them either un competitive, or sick, an attempt is made to address some solutions that can improve their productivity by focusing on a sustainable vision.

          Dhanasekaran (2006) did a study on “WTO and Indian small-scale industries: issues and challenges.” He mentioned about the status of small-scale industries and analyzed trends in the production and exports of small-scale sector. Suggestion towards the problem of low cost, shortage of finance, shortage of power supply, lack of marketing, raw materials, export, technology, etc.

          Mittal and Batra (2006) did a study on “performance and growth of small-scale industries in India in a transition economy”. This study deals with the socio-economic profile and role of entrepreneurship, which has been evaluated mainly on the basis of performance of the entrepreneurs. The study is confined to small scale industries in two major industrialized states of India i.e. Punjab and Haryana. Keeping in view the changing business environment, this study has implications for promotion of industrial entrepreneurship in India. The family background of entrepreneurs influences their occupational choice. The business families supply more entrepreneurs than any other type.

          Ramalinga choodambigai (2006) did a study on “an overview of small-scale industry in India since 1991” with the objective of finding the impact of reform measures on small-scale industry. She mentioned the various types of measures followed in the new economic policy of 1991. She analyzed various parameters of small-scale industry like production, employment, exports, etc. The need for credit flow to the small-scale sector was fully analyzed. Added to this, the contribution of financial sector towards the credit requirement of small-scale units was also dealt in Recommendation and suggestions were also offered by the author to accelerate the growth of Small Scale Industry. 

          Ramalinga choodambigai (2006) did a study on “Second industrial revolution (1990-2003) with special emphasis on small scale industrial policy.” This study analyzed about the sector wise growth rates of small-scale industries and trends in the growth of production of selected food and non-food item etc.

          Upender and Aruna (2006) did a study on “long run equilibrium relationship between production and employment in small scale industries in India” with the main objective of knowing whether the production and employment in the Indian small-scale industries have been drifting apart from each other in the long run. The empirical evidence based on the Augmented Dickey Fuller (ADF) test, co-integration analysis and error correction modeling, illustrates that production and employment in the Indian small-scale industries are co-integrated, providing thereby, that the two have not been drifting apart from each other in the long run. The constant production elasticity of employment, based on log level series, is significantly positive but is less than unity, thus showing that economic growth is found to be less labor- intensive. More specifically, 1 percent increase in production is associated with an increase in employment by 0.3284 percent per annum in the small-scale industries in India. 

CHAPTER-3

METHODOLOGY

          The methodology of the present study on “Performance of Small Scale Industries in India and Tamilnadu” (1995-2006) is discussed with the following heads:

A. Selection of the topic

B. Collection of data

C. Tools of analysis

A. Selection of the topic:
                    India is predominantly an agricultural economy. The agricultural sector contributes 33 percent of the gross national product of the economy. The green revolution has enhanced agricultural outputs and employment for rural population. But still, the demand of immediate self-reliance needs rapid industrialization with limited scope of extension of agriculture to more areas. In the words of Prasad (1999), “a growing economy always needs the presence of small enterprises”. The small sector proved its worth, by contributing to the growth and development of the economy, by generating employment and correcting regional imbalances. The sector has also shown advancement in absorption of competitive technology and, as a result foreign exchange in being earned. Junya (2000) has observed that, small-scale industries are the backbone of our economy, by being embedded in every aspect. Small scale industry create immense wealth through gainful utilization of natural resources available within the country generating large scale employment with the rural and urban population in the manufacturing and service sectors. With this banner of small-scale units the author had focused her attention on the topic “Performance   of   small-scale   industries   in India and Tamilnadu during 1995-2006. 

B. Collection of data:

                                Since the data required to fulfil the objectives of this study is secondary in nature the needed facts and figures were collected only from published sources like;

1) Annual survey of industries, various issues

2) Report on currency and finance, various issues
3) Reserve bank of India bulletin, various issues
4) Economic survey, various issues.

5) www.yahoo.com
6) www.google.com
7) www.livesearch.com
C. 
TOOLS OF ANALYSIS:

Annual Growth Rate:

                                Annual growth rate is a tool used to measure the rate of change in growth, for a particular year. This method of measuring growth gives a better account of the dynamics of transition from the previous year to the current and subsequent years than other methods (Goldar and Seth, 1989). In order to calculate the annual growth rate of the selected parameter, the following formula was used:

                                              P2 - p1

                             AGR=    -----------   × 100 

                                                  P1
Where

           AGR= Annual Growth Rate.

              P2 = Current year’s value of the selected parameter.

              P1 = previous year’s value of the selected parameter.

Exponential Trend Analysis:

              Growth of an industry depends upon the growth of the firms in the industry. The major factors that influence the growth of a firm are the economies of scale, market demand, financial policies, and factors of production. The compound growth rate or the compound rate of change in growth rates can be obtained from the first – order and the second order differentiation of log – quadratic equations. Sandesara (1982), Thenmozhi (1992), Kumar (1997) have analyzed the growth of various industries, using compound growth rates, with references to the growth indicators viz., fixed assets, employment, output, value-added, sales, wages and profits. In the present study the following method was adopted.

The regression equation of the form: 

                            Y = a (b)

                           In term of logarithms,

                           Log Y = log a + t log b

Where 

         Y = variables and 

          t = time period

          Compound growth rate = Antilog (b-1) × 100.

Variability index:

                    Degree of variability helps to compare the variations among the variables used over the study period. The formula adopted was:

                                         σ

                           C.V =   —  × 100

                                         X

Where

  C.V = coefficient of variation

     σ = standard deviation

     × = Arithmetic mean

Solow index:

                      Productivity is interrupted as the efficiency with which output is produced by the use of resources. Productivity measurement helps to identify areas for corrective action towards planning, better utilization of resources, and other management controls to achieve better performance. Total factor productivity provides an attempt to relate the aggregate impact of all inputs to output. If all factors of production are considered in gross output function, it refers to measure as total factor productivity. Total factor productivity measured as difference between the rate of growth of value added   and   the   rate of growth of total factor inputs.  As   remarked by swamy (1995) the study of factor productivity is an important aspect of the analysis of development, since it quantifies the contribution of the different factors of production. Selvi (1991) observed that productivity is an important factor influencing the profitability and output growth of an industry. Hina sindu (1995) used the Solow index for estimating total factor productivity in the consumer goods industry. Solow index one of the total factor productivity indices is an essential instrument of growth, and plays a key role in ascertaining the contribution of different factor inputs to growth in output. Solow index being based on Cobb- Douglas production function assumes the elasticity of substitution to be unity.

                    The formula used in this study to calculate the total factor productivity and partial factor productivity are shown below

                                                                    V (t)

              Partial factor productivity (K) =   —

                                                                    K (t)

And

                                                                     V (t)

              Partial factor productivity (L) =   —

                                                                     L (t)

Where

          V (t) = Production for the year t;

         K (t) = Investment for the year t;

          L (t) = Employment for the year t;

                   TEPI = [PEPI (K) × PEPI (L)

Regression analysis:

                      The method of OLS (ordinary least squares) or the simple linear regression model was used to derive estimates of the parameters of economic relationships from statistical observations. In the present study the following method was used.

Multiple Regression:

                        L = a0+b1x1+b2x2+µ

Where

         L = Employment

         x1 = Production

         x2 = Investment

         b  = parameter co-efficient

         µ = Random term

                     To find out the relation between the number of units and production of SSI in India and Tamilnadu, the simple linear regression model was used.

Q= a + b I x 1

Where;

              Q = Production

            X1 = Investment

              a = constant

               b = parameter coefficient.

Cobb-Douglas production function:

                    Production function is purely a technical relation, connecting factor inputs and outputs. Economic growth has a strong connection with the structure of production that characterizes the industrial growth of any economy. The aggregate production function describes the laws of proportion, that is, the transformation of factor inputs in to products at any particular time period. The production function represents the technology of a firm, or an industry, or of the economy as a whole. A method of production is a combination of factor inputs required for the production of one unit of output. The production function, in short, includes all the technically efficient methods of production (Baumol, 1982).

                    Cobb-Douglas production function is one of the most widely used production functions in applied-economic research [(Nirmala, 1983), Singh and singhal (1987), shalla Devi (1987), shanthi (1993), Thangaraju (1993)]. Cobb-Douglas production function satisfies the basic economic laws, and also renders easy for computation and interpretation of the estimated parameters. The following form of Cobb-Douglas production function was applied in the current study.
Log V = Log A +( Log k +ß Log L +µ

Where

           V = Production;

           K = Investment;

           L = Employment;

           ( = Elasticity of production with respect to capital; 
          ß = Elasticity of production with respect to employment; 

  If (+ß =1 Constant returns to scale; 

  If (+ß >1 Increasing returns to scale;

  If (+ß <1 Decreasing returns to scale;

In a cobb-Douglas production function, factor – intensity is measured by the capital / labor (K/L) the higher this ratio, the more labor-intensive, the lower the ratio, the more capital-intensive.

CHAPTER-4

RESULTS AND DISCUSSION

                        Results ands Discussion of the topic entitled “Performance of Small Scale Industries in India and Tamilnadu“ is discussed as follows:

A. Growth performance of small-scale industries in India and Tamilnadu during 

     1995-2006.  

B. Factor intensity of small-scale industries during the period under consideration         

     in India and Tamilnadu.

C. Attributory factors towards the output of industries in India and Tamilnadu over 

     the reference period.

A. Growth performance of small-scale industries in India and Tamilnadu during 1995- 2005.  

                      Growth performance of small-scale industries in India and Tamilnadu is discussed with the major parameters of small-scale industries and is discussed in the following paragraphs.

a. Trends in the number of units of small-scale industries in India and Tamilnadu during 1995-2005:

                  Small-scale industries occupy an important role in the development of India. Small-scale industries have special advantages of low capital requirement, high potential for employment generation and decentralized of industrial base in rural areas. Available literature on “Performance of Small Scale industries” supports the fact that the numbers of units have increased considerably after LPG. To establish this fact an attempt had been made by the author to study the trends in the number of units available and the rate of growth of units in India and Tamilnadu is presented in Table-10.

TABLE-10

TRENDS IN THE NUMBER OF UNITS OF SMALL SCALE INDUSTRIES 

IN INDIA AND TAMILNADU
                                                                                                (Base year 1995-96)

	YEAR

(1)
	                       NUMBER OF UNITS        (UNITS IN LAKHS)

	
	       INDIA
	TAMILNADU

	
	NUMBER OF UNITS

(2)
	INDEX

(3)
	NUMBER OF UNITS 

(4)
	INDEX

(5)

	95-96

96-97

97-98

98-99

99-00

00-01

01-02

02-03

03-04

04-05

05-06
	27.24

28.57

30.14

31.21

32.10

33.70

34.42

35.72

36.41

37.83

39.66
	100

105

111

115

118

124

126

131

134

139

145
	2.26

2.52

2.63

2.84

3.13

3.32

3.43

3.91

4.61

4.91

5.69
	100

111

116

126

138

147

152

173

204

217

252

	MEAN
	33.36
	
	3.56
	

	C.V
	0.1326
	
	8.38
	

	CGR
	108.84
	
	123.4
	

	AAGR
	3.883
	
	9.7
	


Source: column (2) and (4) was complied from Economic Survey - various issues

                        Table-10 reveals that the total number of small-scale units in India had increased to 39.66 lakhs in 2005-06 from 27.24 lakhs in 1995-96. It is pleasure to note that over the period of reference the units had been increasing continuously. To support this information index value for number of units had been calculated for both India and Tamilnadu and it shows clearly that the number of units had multiplied by nearly 1.5 times in India. The same trend was realized in Tamilnadu also. It is interesting to note that the index value of number of units had increased by nearly 2.5 times. The coefficient of variations of India does not show any remarkable flucations over the reference period. The compound growth rate of number of units of India and Tamilnadu is 108.84 and 123.4 respectively. The growth in the number of small-scale enterprises had been mainly the result of the government policies like elimination of all entry barriers etc.

                       To compare the rate of growth of number of units of individual years separately, annual growth rate was also calculated and is given in the     Table-11.

TABLE-11

ANNUAL GROWTH RATE OF SMALL SCALE UNITS

IN INDIA AND TAMILNADU.

	YEAR

(1)
	                              NUMBER OF UNITS           (UNITS IN LAKHS)

	
	                         INDIA
	TAMILNADU

	
	NUMBER OF UNITS

(2)
	ANNUAL GROWTH RATE

(3)
	NUMBER OF UNITS

(4)
	ANNUAL GROWTH RATE

(5)

	95-96

96-97

97-98

98-99

99-00

00-01

01-02

02-03

03-04

04-05

05-06
	27.24

28.57

30.14

31.21

32.10

33.70

34.42

35.72

36.41

37.83

39.66
	-

4.88

5.49

3.6

3.3

4.98

2.13

3.78

1.93

3.9

4.84
	2.26

2.52

2.63

2.84

3.13

3.32

3.43

3.91

4.61

4.91

5.69
	-

11.5

4.36

7.98

10.21

6.07

3.31

13.99

17.90

6.50

15.88

	MEAN
	33.36
	
	3.56
	

	C.V
	0.1326
	
	8.38
	

	CGR
	108.84
	
	123.4
	

	AAGR
	3.883
	
	9.7
	


Source: column (2) and (4) was complied from Economic Survey - various issues.

                 Table-11 exhibits that over the reference period the year 2000-01 had realized the maximum annual growth rate (4.98 percent). In the case of Tamilnadu the tremendous growth of small-scale units was exhibited in the year 2003-04. Where as during that time the data related to India had realized only lesser annual growth implying that the relative share of number of units of Tamilnadu  towards  India  was  significant. The  year  1999-2000 also witnessed a 
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declining trend in the annual growth rate in the case of India, but for Tamilnadu a raising trend of annual growth rate was recognized in terms of number of units. The favorable policies of Tamilnadu had accelerated the performance of small-scale industries and this fact is well supported by the findings of the study. This might be due to the enormous encouragement and support given by the government of Tamilnadu to the women self help groups. The general declining trend of number of units of small-scale units in India could be viewed as general recession of Indian economy. Figure-1 shows the information on number of units in India and Tamilnadu.

b. Trends in employment of small scale industries in India and Tamilnadu:

                       Bhattacharjee (2000) observed that economic liberalization has reduced the employment generation ability of the factory sector and the rate of growth of employment was minimum during post liberalization period. To check this observation an attempt was made by the investigator to have a discussion on employment potentiality of small-scale units in India and Tamilnadu by using index method considering 1995-96 as the base year and is given in Table12.

TABLE-12

EMPLOYMENT POTENTIAL OF SMALL SCALE UNITS 

IN INDIA AND TAMILNADU

                                                                                                               (Base year 1995-96)

	YEAR

(1)
	                EMPLOYMENT            (Rs. IN LAKHS)

	
	                             INDIA
	          TAMILNADU

	
	NUMBER OF LABOR FORCE EMPLOYED

(2)
	INDEX

(3)
	NUMBER OF LABOR FORCE EMPLOYED

(4)
	INDEX

(5)

	1995-96

1996-97

1997-98

1998-99

1999-00

2000-01

2001-02

2002-03

2003-04

2004-05

2005-06
	152.61

160.00

167.20

171.58

178.50

185.64

192.20

199.62

207.33

214.11

221.43
	100

105

109

112

117

122

126

131

136

140

145
	7.31

8.31

9.36

10.12

18.03

24.03

25.63

33.42

38.69

43.28

49.03
	100

114

128

138

247

329

351

457

529

592

671

	MEAN
	186.38
	
	24.29
	

	C.V
	36.40
	
	4.36
	

	CGR
	108.96
	
	171.39
	

	AAGR
	3.784
	
	22.381
	


 Source: column (2) and (4) was complied from Economic Survey - various issues.

                       In India and Tamilnadu the employment status had continuously increased and the figure shows that employment had increased by 1.5 times in India and 6.7 times in Tamilnadu. The coefficient of variation representing employment for both India and Tamilnadu too had endorsed the above view. To give due weight age to the performance of individual years, annual growth rate of employment was calculated and is given in Table-13.

TABLE-13

AVERAGE GROWTH RATE OF EMPLOYMENT IN SMALL SCALE UNITS IN INDIA AND TAMILNADU

	YEAR

(1)
	                               EMPLOYMENT        (UNITS IN LAKHS)

	
	INDIA
	         TAMILNADU

	
	SIZE OF EMPLOYMENT

(2)
	ANNUAL GROWTH RATE

(3)
	SIZE OF EMPLOYMENT

(4)
	ANNUAL GROWTH RATE

(5)

	95-96

96-97

97-98

98-99

99-00

00-01

01-02

02-03

03-04

04-05

05-06
	152.61

160.00

167.20

171.58

178.50

185.64

192.20

199.62

207.33

214.11

221.43
	-

4.8

4.5

2.6

4.0

4.0

3.53

3.86

3.86

3.27

3.42
	7.31

8.31

9.36

10.12

18.03

24.03

25.63

33.42

38.69

43.28

49.03
	-

13.68

12.63

8.12

78.16

33.27

6.65

30.39

15.77

11.86

13.28

	MEAN
	186.38
	
	24.29
	

	C.V
	36.40
	
	4.36
	

	CGR
	108.96
	
	171.39
	

	AAGR
	3.784
	
	22.381
	


      Source: column (2) and (4) was complied from Economic Survey - various issues.

                        Table-13 reveals that the year 1998-99 had witnessed minimum growth rate in both India (2.6) and Tamilnadu (8.1). After the year 2002-03 the annual growth rate of employment offered by units in both India and Tamilnadu had shown only declining trend. It implies, even though the level of employment offered by small scale industries in both India and Tamilnadu was more in absolute  figures,  the rate with which it had grown over the years was not notable. 
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This could be because of modernization and the technology up gradation of small-scale units, which was stressed by the integrated infrastructure development of small-scale industries. This finding mirrors the findings of Nambiar, Mungekar and traders (1999). Figure-2 shows the size of employment provided by small-scale units in India and Tamilnadu.
c. Trends in investment in small scale industries in India and Tamilnadu:

                       Investment is the backbone of any enterprise. So it is a must that adequate credit is made available to small-scale units. Procedures for credit approval and disbursement in the public sector banks need to be modernized to ensure quick response. In the post-reform period, government took a number of steps including partial dereservation, change in investment limits, facilities for foreign participation, establishment of growth centers, export promotion, marketing assistance and incentives for quality improvement etc., (Khan, 2004). In connection with this an attempt was made to quantify the growth of investment of small-scale industries in India and Tamilnadu by the investigator considering the year 1995-96 as base year.

TABLE-14

GROWTH OF INVESTMENT OF SMALL SCALE INDUSTRIES IN 

INDIA AND TAMILNADU

                                                                                                            (Base year 1995-96)

	YEAR

(1)
	          INVESTMENT               (Rs. IN MILLION)

	
	   INDIA
	                TAMILNADU

	
	AMOUNT OF INVESTMENT

(2)
	INDEX

(3)
	AMOUNT OF INVESTMENT

(4)
	INDEX

(5)

	95-96

96-97

97-98

98-99

99-00

00-01

01-02

02-03

03-04

04-05

05-06
	4158.91

4266.95

4427.71

4478.73

4734.26

4981.75

5096.02

5339.43

5472.83

5616.22

5721.19
	100

102

106

108

114

120

122

128

131

135

137
	2.17

3.36

4.36

4.76

5.89

6.64

7.46

8.58

9.32

12.11

15.93
	100

155

201

219

271

306

343

395

429

558

734

	MEAN
	4935.82
	
	7.32
	

	C.V
	0.0013
	
	0.5409
	

	CGR
	108.32
	
	153.56
	

	AAGR
	3.246
	
	22.768
	


Source: column (2) and (4) was complied from Economic Survey - various issues.

                                 To differentiate the individual years in terms of investment of small-scale units for India and Tamilnadu annual growth rate of investment for the reference period was also calculated and is presented in Table-15.

TABLE-15
ANNUAL GROWTH RATE OF INVESTMENT

IN INDIA AND TAMILNADU
                                                                                                               (Base year 1995-96)   

	YEAR

(1)
	INVESTMENT                              (Rs. IN MILLION)

	
	INDIA
	TAMILNADU

	
	AMOUNT OF INVESTMENT

(2)
	ANNUAL GROWTH RATE

(3)
	AMOUNT OF INVESTMENT

(4)
	ANNUAL GROWTH RATE

(5)

	95-96

96-97

97-98

98-99

99-00

00-01

01-02

02-03

03-04

04-05

05-06
	4158.91

1266.95

4427.71

4478.73

4734.26

4981.75

5096.02

5339.43

5472.83

5616.22

5721.19
	-

2.59

3.76

1.15

5.70

5.23

2.29

4.77

2.49

2.62

1.86
	2.17

3.36

4.36

4.76

5.89

6.64

7.46

8.58

9.32

12.11

15.93
	-

54.84

29.76

9.17

23.73

12.73

12.35

15.01

8.62

29.93

31.54

	MEAN
	4935.82
	
	7.32
	

	C.V
	0.0013
	
	0.5409
	

	CGR
	108.32
	
	153.56
	

	AAGR
	3.246
	
	22.768
	


 Source: column (2) and (4) was complied from Economic Survey - various issues.

                       Table-14 reveals that the amount of investment both in India and Tamilnadu of small-scale units had been continuously increasing. Even though for India the investment had increased by 1.37 times, for Tamilnadu it had increased by 7.3 times. The trend with which the amount of investment changes had shown only flucations for both Tamilnadu and India. The year 2003-04 was well spelt by the annual growth rate of investment of small-scale units in Tamilnadu. Having seen the disinterest in the filed of investment on the part of entrepreneurs, suitable 
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measures had been taken and introduced by the Government of Tamilnadu in 2003-04 and was well utilized by Tamilnadu small scale entrepreneurs. The successful working of the Ministry of Small-Scale Industries and agro industries which was created on 14th October 1999 and the scheme named “Agenda for the millennium” could be the reasons for the better level of investment in small-scale units in Tamilnadu after 2000. Figure-3 shows the size of investment provided by small-scale units in India and Tamilnadu.

d. Trends in production of small scale units of India and Tamilnadu:

                        The second industrial revolution was formulated under a new environment, when a number of reforms in industrial, fiscal, trade and foreign investment policies were introduced in the economy- commonly called as economic Liberalization, Privatization and Globalization (LPG). In this background, there was emphasis on quantitative targets and planning had become more “indicative”. Here the investigator had made an attempt to study the trends in production of small-scale units in India and Tamilnadu by using index method. Added to this an attempt was also made to measure the annual growth rate of production of small-scale units in India and Tamilnadu and is given in Table-16 and 17.
TABLE-16

TRENDS IN PRODUCTION OF SMALL SCALE UNITS

 IN INDIA AND TAMILNADU

                                                                                                               (Base year 1995-96)

	YEAR

(1)
	            VALUE OF PRODUCTION             (Rs. IN CRORES)

	
	INDIA
	TAMILNADU

	
	VALUE OF PRODUCTION

(2)
	INDEX

(3)
	VALUE OF PRODUCTION

(4)
	INDEX

(5)

	95-96

96-97

97-98

98-99

99-00

00-01

01-02

02-03

03-04

04-05

05-06
	148290

168413

189178

212901

234255

161289

282270

311993

357733

418263

470966
	100

113

127

143

158

109

190

210

241

282

317
	261.445

313.415

334.321

363.743

552.247

727.466

843.211

864.582

901.121

924.326

963.325
	100

120

129

139

211

278

322

331

345

353

368

	MEAN
	268686
	
	640.83
	

	C.V
	0.00617
	
	0.0372
	

	CGR
	131.22
	
	143.25
	

	AAGR
	14.703
	
	14.84
	


 Source: column (2) and (4) was complied from Economic Survey - various issues. 

                        Table-16 shows in both India and Tamilnadu production had increased by more than 3 times. In the year 2001-02, the index value representing production for both India (190) and Tamilnadu (322) is very significant. 
TABLE-17

ANNUAL GROWTH RATE OF PRODUCTION OF 

SMALL SCALE UNITS IN INDIA AND TAMILNADU

                                                                                                    (Base year 1995-96)

	YEAR

(1)
	VALUE OF PRODUCTION                       (IN CRORES)

	
	INDIA
	             TAMILNADU

	
	VALUE OF PRODUCTION

(2)
	ANNUAL GROWTH RATE

(3)
	VALUE OF PRODUCTION

(4)
	ANNUAL GROWTH RATE

(5)

	95-96

96-97

97-98

98-99

99-00

00-01

01-02

02-03

03-04

04-05

05-06
	148290

168413

189178

212901

234255

161289

282270

311993

357733

418263

470966
	-

13057

12.33

12.54

10.03

-31.14

75.00

10.52

14.66

16.92

12.60
	261.445

313.415

334.321

363.743

552.247

727.466

843.211

864.582

901.121

924.326

963.325
	-

19.87

6.67

8.80

51.82

31.73

16.00

2.53

4.22

2.57

4.23

	MEAN
	268686
	
	640.83
	

	C.V
	0.00617
	
	0.0372
	

	CGR
	131.22
	
	143.25
	

	AAGR
	14.703
	
	14.84
	


 Source: column (2) and (4) was complied from Economic Survey - various issues.

               The table exhibits that the success of small-scale units in Tamilnadu in spite of poor performance of small-scale units in India was well recognized in the year 2000-01. The existence of cotton textiles, paper and paper cornices, beverages and transport equipments could be the cause for the good performance of small-scale units in Tamilnadu especially during 2001-02. 

FIGURE-4
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Figure-4 shows the level of production of small-scale units in India and Tamilnadu.

          The relative share of different states towards the growth of smalls-scale units is not uniform. This being influenced by a number of parameters of small-scale units. The share of individual states towards the growth of industry would help to identify the factors that are to be stressed by the portfolio concern to accelerate its growth. It is at this juncture that the investigator had attempted to study the relative share of Tamilnadu towards the whole of India in the field of small-scale units in terms of number of units, production, employment and investment during the reference period. The data related to this is given in Table-18.
TABLE-18

RELATIIVE SHARE OF TAMILNADU TOWARDS 

THE GROWTH PARAMETERS OF SMALL SCALE UNITS 

	YEAR

(1)
	NUMBER OF UNITS

(2)
	VALUE OF PRODUCTION

(3)
	EMPLOYMENT

(4)
	INVESTMENT

(5)

	95-96

96-97

97-98

98-99

99-00

00-01

01-02

02-03

03-04

04-05

05-06
	8.29

8.82

8.75

9.09

9.75

9.85

9.96

10.94

12.66

12.97

14.34
	0.1763

0.1861

0.1767

0.1708

0.2357

0.4510

0.2987

0.2771

0.2518

0.2209

0.2045
	4.78

5.19

5.59

5.89

10.10

12.94

13.33

16.74

18.66

20.21

18.75
	0.0522

0.0787

0.0985

0.1062

.01244

0.1333

0.1464

0.1607

0.1703

0.2156

0.2784

	MEAN


	10.4927


	0.2408


	12.016


	0.1422




.

                        Table-18 exhibits that Tamilnadu’s share in the field of number of units had been increasing continuously over the reference period. It is being endorsed by Kuldip Kaur (2002) where he stressed the positive trend of number of units of small-scale sector in India. The tremendous share of Tamilnadu in the field of production was realized in the year 2000-01, after that it had started declining. The 4th and 5th column of table exhibited that the share of Tamilnadu in employment and investment of small-scale units to total India, had also been increasing. Pulapre Bala Krishnan, Pushpangadan and Suresh Babu (2000) examined “the shift in productivity growth of small scale industry in India”. The authors witnessed no evidence of acceleration in productivity growth. It could be concluded that in spite of putting more labor and capital, low production could be attributed to the policy instruments employed were inadequate to the task. The mixed influence of more employment and less production is being associated with the LPG of 1991.
B. Factor intensity of small-scale industries in India and Tamilnadu during the period under consideration:

a. Estimation of production function:

                  Production function expresses the technological relationship between factor input and total output. It describes the laws, which govern the transformation of factor inputs   into outputs   at   any   particular   time   period.   In order to find out whether the Small-scale industry is labor intensive or capital intensive the Cobb-Douglas production function was used. The results arrived at for India and Tamilnadu are as follows:

TABLE-19

COBB-DOUGLAS PRODUCTION FUNCTION (INDIA)
	Model
	Unstandardized co-efficient


	Standardized co-efficient beta
	t

	
	B
	Std. error
	
	

	Constant (A)

Independent variable

Log K(α)

Log L(ß)
	-1.032

-0.307

3.336
	1.955

1.247

1.359
	-0.103

1.023
	-0.528

-0.246

2.455


Cobb-Douglas production function equation

Log V =Log A + Alpha Log k + Beta Log L +U

Log Alpha +Log Beta = -0.307 + 3.336

                                    = 3.029.

(N=11)

           The results of Cobb-Douglas production function of India explained that the sum of independent variable Log K (Alpha) and Log L (Beta) is 3.029 showed that the small-scale industries had realized increasing returns to scale and they were labour-intensive.

TABLE-20

COBB-DOUGLAS PRODUCTION FUNCTION (TAMILNADU)
	Model
	Unstandardized co-efficient


	Standardized co-efficient beta
	t

	
	B
	Std. error
	
	

	Constant (A)

Independent variable

Log K(α)

Log L(ß)
	1.832

-0.096

1.779
	0.074

0.199

0.161
	-

-0.110

1.088
	24.741

-0.488

4.827


Cobb-Douglas production function equation

Log V =Log A + Alpha Log k + Beta Log L +U

Log Alpha +Log Beta = -0.096+ 1.779

                                    = 1.683.

(N=11)

           The results of Cobb-Douglas production function of Tamilnadu explained that the sum of independent   variable   Log K (Alpha) and Log L (Beta) is 1.683 and it showed that   the small-scale industries in Tamilnadu had realized increasing returns to scale they were labour-intensive.
b. Relative share of input towards output of small-scale units of India and Tamilnadu:

                        The term ratio refers to numerical or quantitative relationship between two items/ variables so also labor output and capital output ratio. These labor-capital output ratios are used to explain the relationship between the factor productivity and output growth. The output is influenced mainly by capital and labor inputs. Hence, the present study had tried to find the labor output and capital output and is present in Table-21.
TABLE-21
CAPITAL- OUTPUT AND LABOR OUTPUT RATIO OF

SMALL SCALE UNITS IN INDIA

	YEAR

(1)
	INVESTMENT AND PRODUCTION
	EMPLOYMENT AND PRODUCTION

	
	INDIA

(2)
	INDIA

(3)

	95-96

96-97

97-98

98-99

99-00

00-01

01-02

02-03

03-04

04-05

05-06
	0.0280

0.0253

0.0234

0.0210

0.0202

0.0309

0.0180

0.0171

0.0153

0.0134

0.0121
	0.0103

0.0095

0.0088

0.0080

0.0076

0.0115

0.0068

0.0064

0.0058

0.0051

0.0047

	MEAN
	0.0204


	0.0716




Source: column (2) and (3) shows the capital-output ratio and labor output-ratio in India

                        Table-21 and 22 had implied that India and Tamilnadu revealed a consistent fluctuation in column 2 and 3 and it had proved that the employment / production was more in general as compared with investment /production. It also supports the view that the small-scale units are labour intensive.  

TABLE-22

                   CAPITAL- OUTPUT AND LABOR OUTPUT RATIO OF 

                          SMALL SCALE UNITS IN TAMILNADU

	YEAR
	INVESTMENT AND PRODUCTION
	EMPLOYMENT AND PRODUCTION

	
	TAMILNADU
	TAMILNADU

	95-96

96-97

97-98

98-99

99-00

00-01

01-02

02-03

03-04

04-05

05-06
	0.0830

0.0107

0.0130

0.0130

0.0107

0.0912

0.0844

0.0934

0.0103

0.0131

0.0165
	0.0279

0.0265

0.0280

0.0279

0.0326

0.0330

0.0304

0.0387

0.0430

0.0469

0.0509

	MEAN
	0.0399
	0.0451


c. Trends in partial and total factor productivity of small scale units in India and Tamilnadu:

                 Productivity growth is important and is the only suitable route to have better standard of living. Total factor productivity is the contribution of partial factor productivity of labor and capital. Partial factor productivity is the difference between the index value of output for the time period and index value of the capital and labor employed for the time period‘t’. The present study had tried to analyze the trends in partial and total factor productivity of small-scale units Tables-23 and 24 show the trends in partial and total factor productivity in the small-scale units in India and Tamilnadu.

TABLE-23

TRENDS IN PARTIAL AND TOTAL FACTOR PRODUCTIVITY 

OF SMALL SCALE INDUSTRIES IN INDIA

	YEAR

(1)
	V(t)

(2)
	K(t)

(3)
	L(t)

(4)
	PEPI (K)

(5)
	PEPI (L)

(6)
	TFPI

(7)

	95-96

96-97

97-98

98-99

99-00

00-01

01-02

02-03

03-04

04-05

05-06
	100

113

127

143

158

109

190

210

241

282

317
	100

102

106

108

114

120

122

128

131

135

137
	100

105

109

112

117

122

126

131

136

140

145
	1.0000

1.1078

1.1981

1.3241

1.3860

0.9083

1.5574

1.6406

1.8397

2.0889

2.3139
	1.0000

1.0762

1.1651

1.2768

1.3504

0.8934

1.5079

1.6031

1.7721

2.0143

2.1862
	1.0000

1.0919

1.1815

1.3002

1.3681

0.9008

1.5324

1.6217

1.8056

2.0513

2.2491

	MEAN
	-
	-
	-
	1.4877
	1.5405
	1.5639


PEPI (K) and (L) = partial productivity of production and employment: 

TFPI = total factor productivity, V (t) = value of production, K (t) = investment,

 L (t) = number of employment: 

           Table-23 reveals that the average partial productivity of capital was less than labour and it showed that during the period 1995-2005, the small-scale units followed only labour-intensive technique.

TABLE-24

TRENDS IN PARTIAL AND TOTAL FACTOR PRODUCTIVITY 

OF SMALL SCALE INDUSTRIES IN TAMILNADU

	YEAR

(1)
	V(t)

(2)
	K(t)

(3)
	L(t)

(4)
	PEPI (K)

(5)
	PEPI (L)

(6)
	TEPI

(7)

	95-96

96-97

97-98

98-99

99-00

00-01

01-02

02-03

03-04

04-05

05-06
	100

120

129

139

211

278

322

331

345

353

368
	100

155

201

219

271

306

343

395

429

558

734
	100

114

128

138

247

329

351

457

529

592

671
	1.0000

0.7742

0.6418

0.6347

0.7786

0.9085

0.9388

08380

0.8042

0.6326

0.5014
	1.0000

1.0526

1.0078

1.0072

0.8542

0.8450

0.9174

0.7243

0.6523

0.5963

0.5484
	1.0000

0.9027

0.8042

0.7995

0.8155

0.7677

0.9280

07791

0.7243

0.6142

0.5244

	MEAN
	-
	-
	-
	0.7684
	0.8369
	0.7872


V (t) = value of production, K (t) = investment, L (t) = number of employment: PEPI (K) and (L) = partial productivity of production and employment: TFPI = total factor productivity.

                       Table-24, shows that the average partial productivity of labor was estimated as 0.8369 and is higher than capital. The higher estimated average (0.8369) showed that during the period 1995 - 2005 the small-scale industries were worked as labour – intensive units. 

C. Attributory factors of the output of small-scale industries in India and     

           Tamilnadu over the reference period 1995-2005.
a. Determinants of production - Simple Regression Model:

                        To know the influence of number of units on production simple regression analysis had been attempted. Production is taken as dependent variable and the number of units as independent variable. Production was significantly affected by the level of number of units, because of the promotion measures taken by the government. The estimated equations are as follows.

INDIA

                                 Y   = 2574.14 + 0.918

                                  R² = 0.918.   

                                  N  =11.

TAMILNADU                   

                                          Y   = 227.581 + 0.892

                                          R² = 0.892   

                                          N  =11.

                        The result of the simple regression showed that there is a significant relationship between production and number of units R² is 0.918 (India), 0.892 (Tamilnadu) which are statistically significant at 1 percent level.

a. Multiple regression model:

                       To know the influence of investment (x1), employment (x2) and production (y) multiple regression analysis had been attempted. Production is taken as dependent variable and investment, employment as independent variables and the estimated equations of India and Tamilnadu are as follows. 

INDIA

                                 Y   = 14002.843 + 1.972x1 + 2.896x2

                                  R² = 0.909.   

                                  N  =11.

TAMILNADU

                                 Y   = 249.02 + 0.510x1 +1.44x2

                                  R² = 0.963.   

                                  N  =11.

                     The result of the multiple regression showed that there is a significant relationship between production, investment and employment. The co-efficient of determination is 0.81 for both India and Tamilnadu, which are statistically significant at 1 percent level. 

CHAPTER-5

SUMMARY AND CONCLUSION

                       The  findings  of  the  topic  entitled  “Performance  of  Small- Scale Industries in India and Tamilnadu” is discussed as follows:

A. Growth  performance  of  small-scale  industries in India and Tamilnadu during 

     1995-2006.  

B. Factor  intensity of small-scale industries during the period  under consideration                              

     In India and Tamilnadu.

C. Attributory factors towards the output of industries in India and Tamilnadu over 

     the reference period.

A. Growth performance of small-scale industries in India and Tamilnadu 

      during  1995- 2006.  

* The  total  number  of  small-scale  units in India had increased to 39.66 lakhs in 2005-06 from 27.24 lakhs in 1995-96. It is pleasure to note that over the period of reference the units had been increasing continuously.

* The compound growth rate of number of units of India and Tamilnadu is 108.84 and 123.4 respectively. The growth in the number of small-scale enterprises had been mainly the result of the government policies like elimination of all entry barriers etc.

* Over the reference period the year 2000-01 had realized the maximum annual growth rate of number of units (4.98 percent). In the case of Tamilnadu the tremendous growth of small-scale units was exhibited in the year 2003-04. Where as during that time the data related to India had realized only lesser annual growth implying that the relative share of number of units of Tamilnadu towards India was significant. The year 1999-2000 witnessed a declining trend in the annual growth rate in the case of India, but for Tamilnadu a raising trend of annual growth rate was recognized in terms of number of units.

* In India and Tamilnadu the employment status had continuously increased and the study shows that employment had increased by 1.5 times in India and 6.7 times in Tamilnadu. The coefficient of variation representing employment for both India and Tamilnadu too had endorsed the same view.

* After the year 2002-03 the annual growth rate of employment offered by absolute units in both India and Tamilnadu had shown only declining trend. It implies, even though the level of employment offered by small scale industries in both India and Tamilnadu was more in absolute figures, the rate with which it had grown over the years was not notable.

* The amount of investment both in India and Tamilnadu of small-scale units had been continuously increasing. Even though for India the investment had increased by 1.37 times, for Tamilnadu it had increased by 7.3 times. The trend with which the amount of investment changes had shown only flucations for both Tamilnadu and India. 

* In both India and Tamilnadu production had increased by more than 3 times. In the year 2001-02, the index value representing production for both India (190) and Tamilnadu (322) is very significant. 
* Tamilnadu’s share in the field of number of units had been increasing continuously over the reference period. It is being endorsed by Kuldip Kaur (2002) where he stressed the positive trend of number of units of small-scale sector in India. The tremendous share of Tamilnadu in the field of production was realized in the year 2000-01, after that it had started declining. The share of Tamilnadu in employment and investment of small-scale units to total India, had also been Increasing.

B. Factor intensity of small-scale industries in India and Tamilnadu during the period under consideration:

* The results of Cobb-Douglas production function of India explained that the sum of independent variable Log K (Alpha) and Log L (Beta) is 3.029 showed that the small-scale industries had realized increasing returns to scale and they were labour-intensive.

* The results of Cobb-Douglas production function of Tamilnadu explained that the sum of independent   variable   Log K (Alpha) and Log L (Beta) is 1.683   and   it showed that   the small-scale industries in Tamilnadu had realized increasing returns to scale they were labour-intensive.

* Capital output and labour output ratios of small-scale units in India and Tamilnadu   revealed  a    consistent   fluctuations   and     it    had   proved     that the    employment / production    was    more    in    general    as    compared    with

Investment /production. It also supports the view that the small-scale units are labour intensive.  

* Trends in partial and total factor productivity of small-scale industries in India reveals that the average partial productivity of capital was less than labour and it showed that during the period 1995-2005, the small-scale units followed only labour-intensive technique.

* Trends in partial and total factor productivity of small-scale industries in Tamilnadu, shows that the average partial productivity of labor was estimated as 0.8369 and is higher than capital. The higher estimated average (0.8369) showed that during the period 1995 - 2005 the small-scale industries were worked as labour – intensive units. 

C. Attributory factors of the output of small-scale industries in India and

      Tamilnadu over the reference period 1995-2005.

* The result of the simple regression showed that there is a significant relationship between production and number of units and R² is 0.918 (India), 0.892 (Tamilnadu) which are statistically significant at 1 percent level.

* The result of the multiple regression showed that there is a significant relationship between production, investment and employment. The co-efficient of determination is 0.81 for both India and Tamilnadu, which are statistically significant at 1 percent level.

                        By and large the study provides many evidences prooving the remarkable performance of small-scale units in both India and Tamilnadu. The study also proves that Tamilnadu’s base and functioning of small-scale units on par with India. There is no evidence to establish that Tamilnadu is lagging behind in the shinning path of small-scale units. It is worth mentioning that if government considers and executes some favorable policies of small-scale units, then no doubt that in future its performance would be all the more adorable.

Area for further research:

1. “Causes for the slow growth of small-scale units” could be an interesting area for further research.

2. “Regional Disparity in the growth of small scale industries” could be considered as another area for further research.
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