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ABSTRACT 

 

Small scale industries (SSI) have a significant role in the Indian economy in view of its 

contribution to production, employment, and export. 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. Information 

Technology (IT) is one of the significant factors, which is, in general, not used by the small scale 

industries in India for their production and business process, in the growth of small scale 

industries in India All industrial units with a capital investment of not more than Rs. one crore 

are, at present, treated as small-scale units. For ancillary units i.e., those supplying components 

etc., to large-scale industries and the export-oriented units, the limit of capital investment is also 

Rs.one crore. Industrial units with an investment of up to Rs. 25 lakhs belong to the tiny sector. 

This paper highlights the key role played by the SMEs in India, major problems or threats faced 

by these industries and also analyses the various factors influencing the growth of small scale 

industries in India. At the end, role of entrepreneurs and their key skills are highlighted in 

context with the development of SMEs in India. 
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______________________________________________________________________________ 

 

INTRODUCTION 

SMALL SCALE INDUSTRIES (SSI) IN ANCIENT INDIA 

In ancient India there used to be several people who were producing varieties of goods and 

selling them. That profession was providing them the means of livelihood. Traditional small 

scale industries include Pot weaving, carpentry, knitting etc. Their lives were spent in a happy 

and smooth way. But with the on set of machines, all those professions have lost their value. 

Unemployment has grown in villages and towns. 
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Industries and factories are highly necessary in any country for producing goods on a large scale 

and make it economically prosperous. The surplus of goods can be exported to other countries 

and foreign exchange can be earned. The developed countries of foreign nations are enjoying 

foreign currency by making use of these industries. As majority of population in India are middle 

class and lower middle class people, these industries should be encouraged to increase in their 

standard of living. 

The small-scale industries contribute a lot to the progress of the Indian economy. They have also 

a great potential for the future development of the economy. Let us discuss their role in detail. 

A. LARGE SCOPE FOR EMPLOYMENT: The small-scale industries provide large scope for 

employment on a massive scale. In 2001 the employment generated in this sector was 19.2 

million. This is of great significance for a country like India which is a labour-surplus economy, 

and where labour-force is increasing at a very rapid rate. Moreover, the small-scale industries 

being labour-intensive they employ more labour per unit of capital for given output compared to 

the large-scale industries. This is evident from the fact that the  a small-scale sector accounts for 

as much as 80% of the total employment in the industrial sector. The small-scale industries are 

also specially suited for overcoming various types of unemployment in the rural and semi-urban 

areas. With little capital and other resources, mostly available locally, these industries can be set-

up everywhere in the country, even at the very door-step of the workers. For this reason the small 

farmer and agricultural worker can combine their work in agriculture with that in these 

industries. Further, these industries provide part-time as well as full time work to rural artisans, 

women, and poor of the backward classes. 

B. LARGE PRODUCTION: The small-scale industries also contribute a sizeable amount to the 

industrial output of the country. Out of the total output of the manufacturing sector, as much 

as40% comes from these industries. And out of the total supplies of industrial consumer goods 

major part originates in the small-scale sector. Almost all the products of this sector are in the 

nature of consumer goods, with a significant part consisting of luxury goods. The adequate 

availability of consumer goods plays an important role in stabilizing and developing the 

C. LARGE EXPORTS: Many products of the small-scale industries like handloom cotton fabrics, 

silk fabrics, handicrafts, carpets, jewellery, etc. are exported to foreign countries. Their share in 

the total exports is as much as 40%. In this way the small-scale sector makes a very valuable 

contribution to the accumulation of foreign exchange resource of the country. 

D. USE OF LATENT (DOMESTIC) RESOURCES: The small-scale industries used resources 

which are available locally which would otherwise have remained unused. These resources are, 

the hoarded wealth, family-labour, artisan’s skills, native entrepreneurship, etc. Being thinly 

spread throughout the country, these resources cannot be used by large-scale industries which 

need them in big amounts and at a few specified places. Besides using these resources, the small-

scale industries provide an environment for the development of forces of economic growth. 

Using the hoarded wealth, these industries put into circulation savings which propel investments 

in the economy. These industries also provide opportunities to the small entrepreneurs to learn, 

to take risks, to experiment, to innovate and to compete with others. 

E. PROMOTING WELFARE: The small-scale industries are also very important for welfare 

reasons. People of small means can organize these industries. This in turn increases their income-

levels and quality of life. As such these industries help in reducing poverty in the country. 

Further, these industries tend to promote equitable distribution of income. Since income gets 
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distributed among vast number of persons throughout the country, this help in the reduction of 

regional economic disparities. Another advantage of great significance of these industries is the 

upgrading of the lives of the people in general. The freedom to work, self-reliance, self-

confidence, enthusiasm to achieve and all such traits of a healthy nation can be built around the 

activities performed in these industries. It also becomes possible to preserve the inherited skill of 

our artisans which would otherwise disappear. Moreover, many ills of urbanization and 

concentration inherent in large-scale industries can be avoided by setting up of small industries. 

All these benefits flow from the fact that these industries are highly labour-intensive, and that 

these can be set up anywhere in the country with small resources. 

THREATS TO SMALL-SCALE INDUSTRIES 

The small-scale industries, despite their importance for the economy, are not contributing to their 

full towards the development of the country. It is because these industries are being set with a 

number of problems in regard to their operations. These problems are discussed below. 

A. INADEQUATE FINANCE: A serious problem of these industries is in respect of credit, both 

for ong-term and short-term purposes. This is evident from the fact that the supply of credit has 

not been commensurate with their needs associated with fixed and working capital. Very often 

the credit has not been timely. Its delayed availability has been a major factor in causing much of 

industrial sickness in this sector. The credit situation is particularly hard for the very small or 

tiny units. 

B. DIFFICULTIES OF MARKETING: The small-scale industries also faced the acute problem 

of marketing their products. The problems arises from such factors as small scale of production, 

lack of standardization of products, inadequate market knowledge, competition from technically 

more efficient units, deficient demand, etc. Apart from the inadequacy of marketing facilities, the 

cost of promoting and selling their products too is high. The result is large and increasing 

subsidies which impose heavy burden on the government budgets. 

C. SHORTAGE OF RAW MATERIALS: Then there is the problem of raw materials which 

continues to plague these industries. Raw materials are available neither in sufficient quantity, 

nor of requisite quality, nor at reasonable prices. Being small purchasers, the producers are not 

able to undertake bulk buying as the large industries can do. The result is taking whatever is 

available, of whatever quality and at high prices. This adversely affects their production, 

products, quality and costs. 

D. LOW-LEVEL TECHNOLOGY: The methods of production which the small and tiny 

enterprises use are old and inefficient. The result is low productivity, poor quality of products 

and high costs. The producers for lack of information know very little about modern 

technologies and training opportunities which concerns them. There is little of research and 

development in this field in the country. 

E. COMPETITION FROM LARGE-SCALE INDUSTRIES: Another serious problem which 

these industries face is that of competition from large-scale industries. Large-scale industries 

which use the latest technologies with access to many facilities in the country can easily out-

priced and out-sell the small producers. With the liberalization of the economy in recent years, 

this problem has become all the more serious. 
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CONCEPT OF ENTREPRENEURSHIP 

Entrepreneurship can be described as a process of action an entrepreneur undertakes to establish 

his enterprise. Entrepreneurship is a creative activity. It is the ability to create and build 

something from practically nothing. It is a knack of sensing opportunity whereothers sees chaos, 

contradiction and confusion. Entrepreneurship is the attitude of mind to seek opportunities, take 

calculated risks and derive benefits by setting up a venture. It comprises of numerous activities 

involved in conception, creation and running an enterprise. 

According to Peter Drucker Entrepreneurship is defined as ‘a systematic innovation, which 

consists in the purposeful and organized search for changes, and it is the systematic analysis of 

the opportunities such changes might offer for economic and social innovation.’ 

ROLE AND FUNCTION OF AN ENTREPRENEUR 

These are the functions performed by an entrepreneur. 

1. INNOVATION: Innovation is one of the most important functions of an entrepreneur according 

to Schumpeter. An entrepreneur uses information, knowledge and intuition to come up with new 

products, new methods of reducing costs of a product, improvement in design or function of a 

product, discovering new markets or new ways of organization of industry. Through innovation, 

an entrepreneur converts a material into a resource or combines existing resources into new and 

more productive configurations. It is the creativity of an entrepreneur that results in invention 

[creation of new knowledge] and innovation [application of knowledge to create new products, 

services or processes.] 

2. RISK AND UNCERTAINTY BEARING: According to Hozelist an entrepreneur performs the 

function of risk and uncertainty bearing. Every decision pertaining to development of new 

products, adapting new technologies, opening up new markets involves risk. Decision-making in 

an environment of uncertainty requires anticipation of risk. Profit is said to be the reward for 

anticipating and taking such risks. However it is pertinent to mention that the entrepreneur is not 

a gambler, he only takes calculated risks. An entrepreneur develops the art of decision-making 

under conditions of uncertainty as a matter of survival. 

3. ORGANIZATION BUILDING: An entrepreneur has to organize men, material and other 

resources. He has to perform the functions of planning, co-ordination and control. He has to use 

his leadership qualities to build a team, generate resources and solve problems.  

4. PLANNING OF THE PROJECT: He is the organizer to conceive the idea of launching the 

project and to program the structure of business. 

5. MANAGEMENT: The entrepreneur is also responsible for the management of business. He 

tries to have a least cost combination of factors of production. 

6.  DISTRIBUTION OF REWARDS: He is responsible of distributing the rewards to all factors 

of production. He pays the reward in the shape of rent, wage, and interest and bears the risk of 

profit or loss himself. 

7. SALE OF PRODUCTS: An entrepreneur is also responsible of marketing, advertising. He 

wants to maximize his profits by selling his product in the market. 

http://www.blurtit.com/q304902.html
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8. SCALE OF PRODUCTION: He decided the scale of business in according with the provision 

of capital. Then, he takes the decision of what where and how to produce goods. 

9. JOINT STOCK ORGANIZATION: In a partnership, the entrepreneurial functions are divided 

between the partners. But in public limited company, the board of directors takes this 

responsibility with nationalized enterprise; the entrepreneurial decisions are left to the 

government or a body to which government has delegated its power 

10. WEALTH CREATORS: Economists who are concerned with developmental economics will 

tell you that one of the great drivers of economic growth is enter-prise.  

11. JOB CREATORS. As an entrepreneur builds his or her business then of course jobs are created 

CHALLENGES OF AN ENTREPRENEUR IN PRESENT SCENARIO 

1. NO RULES PROTECTING EMPLOYERS 

There are rules, the world over, upholding the interests of employees. But there is little an 

employer can do, if at the receiving end. For example, if you discover that an employee has 

secured a job with your company by means of duplicate certificates or fake experience, all you 

can do is to ask them to leave with full pay. You hired him/her and it is solely your mistake! 

Similarly, there are instances where you hire someone at a very handsome package for a crucial 

position. But, by the time you train him/her to understand the responsibilities; you are gifted with 

such a beautifully crafted resignation that you wonder why the artist didn't try a hand at creative 

writing for Bollywood. What takes the cake is a situation where, on the second day of the month, 

you realize a person performing a highly skilled task decides to quit for a better paying job and 

doesn't have time for the handover. Be prepared for such situations and ensure there are some 

multi-taskers in the organization to come to the rescue. 

2.  GLOBAL COMPETITION 

You submit a proposal for a requirement to a prospective customer, after taking into account the 

cost of your employee, his allowance, certain percentage of the money that has gone into 

building the product and a little margin. You do the best costing possible, as you want to 

penetrate this account and have a long-term association with the client. You'd think your price 

would be best, considering the Indian advantage of labour, materials etc.Then comes the bid 

award day and the contract goes to some other company in some part of the world, ready to 

deliver what you promised, in a similar aggressive timeframe, similar reference customer base, at 

half the price you quoted. Yes, you heard it right -- half the price! This is a reality you have to 

live with. So, when you submit a proposal to one of your prospects, keep in mind not only your 

country, but also the rest of the world. After all, the world is a global village now, thanks to the 

Internet revolution.  

3. BALANCE BETWEEN PROJECTS AND PERSONNEL 

Usually, with startups or in the early stages of expansion, you have a project but no one to 

execute it. And, if the founders are techies, you have no choice but to burn the midnight oil and 

finish it somehow. Most likely, if this is the first assignment with the customer, you cannot 

afford to compromise on quality -- after all, you are expecting bigger business from the same 

customer. Such an experience makes you wise enough to do some advance hiring the next time 

http://www.blurtit.com/q304902.html
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around and, guess what -- this time, the opposite happens.The project that was supposed to come 

in yesterday now lingers for months. Every time you pay those salaries, you think, 'Did I make 

the right decision? Am I doing justice to my investors' money?' Over time, you will learn to 

balance the two situations by pitching for regular work to help you tide over. 

4. DELAYED PAYMENTS 

You finished the work as planned and it is now time to collect payment. You have made plenty 

of plans for that money, from hiring more people in sales, to acquiring another office, to 

investing in a new idea. But, for no apparent reason, the money is delayed, especially if you are 

dealing with a large customer. The only thing you hear is 'Sorry, it is just a procedural delay', or 

'You will receive your payment soon.' But nobody knows when. So, how do you pay your 

employees and vendors? This, I must confess, is one of the toughest parts of being an 

entrepreneur. The only option you have is to forego your salary. In fact, pull out all your savings 

and put them in the company to bridge the gap. If still does not suffice, go to the bank with some 

'tangible' property. That means, if you have a flat, you mortgage it. In most cases, the family is 

not even made aware of this, because it is a short-term problem and you do not want to scare 

them. 

5. RETURN TO THE INVESTOR 

So far, you may have heard stories of successful entrepreneurs becoming venture capitalists to 

help budding entrepreneurs. You may also have been advised not to be 'sticky' and to try and 

have a smaller pie of a bigger cake, rather than a bigger pie of a smaller cake. Sounds great! But, 

in reality, let's admit, these 'mother hen' entrepreneurs are successful because they are smart. 

They know how to grow their money and that is precisely the reason why they have so much 

money under their belt to manage. So, if you end up taking money from them, be prepared to 

answer many a difficult question on a daily basis. If you can't manage that, you are out -- of 

the very own company you built! Remember, a bigger pie of a small cake is any day better.  

 

6. PERCEPTION OF THE SOCIETY 

As an entrepreneur, I remember approaching a leading Indian bank for a home loan, where I was 

rejected for being "self-employed." And, believe it or not, a software engineer working in my 

own company got his loan sanctioned. If you are an Indian, an entrepreneur and unmarried, I 

give you my best wishes, because there is slim chance that a typical Indian middle-class parent 

will select you for his or her daughter. 

CONCLUSION  

According to this paper Small and Medium scale enterprises are facing lot of problems in 

globalized market. There are so many hurdles and internal obstacles for SMEs in India. But if 

they want to be succeeded for the better economic development of India, the Indian government 

will have to make more liberal policies for encouraging small scale entrepreneurs. Under the 

changing economic scenario, SSI has both the challenges and opportunities before them.  From 

the perspective of entrepreneur the business can compete on cost, quality and products at 

domestic and international level only if ideal investment in technology production process, R&D 

and marketing are made. Infrastructure bottlenecks are not completely solved. The promotional 

activities for SSI in India need to concentrate on improved credit flows, human resource 
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development, appropriate technology and funds for modernization. Attention to all these factors 

will make the small entrepreneurs to set up their project and sustain in the competitive 

environment.  
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