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CHAPTER 1

INTRODUCTION

Growth in Indian Economy

India is demonstrating a less familiar phenomenon may be called as “industry - less
growth’. In 2002 global recession forced down industrial growth everywhere
including India. Industry normally grows more slowly or falls faster than GDP in a
business downswing. But in 2002 the world has swung up out of the recession.
notwithstanding some fears of a second downward dip in coming months. In India the
industrial growth continues to lag behind GDP growth even in a global recovery. (CII
Outlook Survey, 2002) However, since the global recession has set in, India has been

the second largest growing economy in the world. This has been a matter of some

satisfaction.

The Table below shows that India has the second highest rate of GDP growth but only
the eight highest industrial growths among the countries in the table. Many countries

that lagged behind India during the recession are soaring industrially in the global

recovery.
COUNTRY GDP GROWHT (QE 11 INDUSTRIAL GROWHT
2002-03) (QE 11 2002-03)
China 8.0 12.8
India 6.4 4.0
South Korea 5.7 5.4
Singapore 3.9 18.9
Thailand 3.9 6.2
Philippines 3.8 10.7
Russia 3.7 4.4
Chile 1.5 220
Malaysia 1.1 4.9
Taiwan 0.9 8.4
Brazil -0.7 0.7
Hong Kong -10.9 -11.6
Argentina -16.3 -12.4

Table 1.1 - Industrial Growth Trends
( Data Source : The Economist, 2002)

The issues those depressed the industrial growth are appreciation of real exchange

rates, high real interest rates, reservations for small scale industries, high import
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tariffs, (that make raw material costly). inflexible labor regulations have been
analyzed by many. Every reform tends to create losers before it creates winners.
which is why sometimes the policy makers are reluctant to reform. our political
economy has settled into an equilibrium where there is little political incentive to rock
the boat with radical change. Experts are of the opinion that slow industrial growth is

going to stay in for some time. (Aiyar, 2002)

India is far behind not only the developed economies but also some of the so — called
emerging economies. Both sets of countries are or can be major trading partners of
India, and many are also major sources of technology, capital. and joint ventures for
Indian corporates (reference — Table 1.2). For meeting the global challenges. we need
to work at hyperpace on two fronts — improvement of the country’s governance and

improvement of country’s businesses, in both private sector and public sector.

(Khandwalla, 2001)

Overall Rank, Global Overall Rank, Global

Competitiveness Report * | Competitiveness Report **

Emerging Economies —

Malaysia 16 27
South Korea 22 38
Thailand 30 34
Mexico 31 36
China 32 29
Indonesia 37 46
Brazil 51 35
India 52 39
Russia 59 47
Developed Economies —

United States 2 ]

Canada 5 10
United Kingdom 8 5
Japan 14 16
France 23 21
Germany 25 9

Table 1.2 - Relative Competitiveness of India
(Data Source : * World Economic Forum’s Global Competitiveness Report, 1999 & ** IMD’s World
Competition Yearbook, 1999)
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The ranking of India vis-a-vis other emerging economies on key management

effectiveness measures are as follows —

India China Malaysia Indonesia

Worker Motivation 32 21 20 44
Total Quality Management 41 37 22 45
Customer Orientation 37 27 23 45
Entrepreneurship 41 17 29 45
Social Responsibility of 41 18 22 43
Managers

Shareholders Value Generation 41 19 33 43
Corporate Credibility 29 35 15 42

Table 1.3 - Ranking of India and other Emerging Economies
(Data Source : IMD’s World Competition Yearbook, 1999)

In almost all parameters India ranks after Indonesia. The table also shows significant
gap in ranking with China in the year 1999 but in early 2000 Chinese corporate

showed significant business performance.

The Manufacturing Sector in 2001 - 02

The research work is focused on the business models followed by the manufacturing
sector. This calls for a review of the performance of this sector. Poor performance in
the manufacturing sector was visible in 2001 - 02. In the second half of the 1990s, the
pace of expansion of manufacturing output fell away from the high growth phase of
1994 — 96. Although the deceleration leveled off in 1998 — 99 and a modest recovery
set in during 1999 — 00, this could not be sustained in the following year. In 2001 —
02, the slowdown in manufacturing became wide spread, affecting a broad spectrum

of ¢onstituent industries.

According to the Annual Report of Reserve Bank of India, 2001 — 02, the relative
contribution of the manufacturing sector (with a weight of 79.36 % in the Index of
Industrial Production — IIP) to the growth of IIP declined to 85.3 % during 2001 — 02
from 87.3 % in 2000 - O1. As a disaggregate level, 12 out of 17 of two — digit
industry groups registered positive growth during 2001 — 02. Out of the 12 industry
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groups. five groups (20.86 % weight in IIP) witnessed acceleration while the
remaining 7 groups (37.80 % weight in IIP) decelerated. broadly comparable to the

group — wise distribution of industrial performance in 2000 - 01.

The other 5 groups (20.7 % weight of 1IP) suffered decline as against 3 such groups
during the previous year. Industry groups such as ‘beverages. tobacco and related
products’ and ‘rubber, plastic, petroleum and coal products’ weathered the slowdown,
posting growth rates above 10 %. On the other hand *food products’. *cotton textiles’.
‘jute and other vegetable fiber textiles (except cotton)’, “metal products and parts
(except machinery and equipment)’ and ‘wood and wood products, furniture &

fixture’. recorded declines.

The table below details data on performance of manufacturing sector and employment

with the contributions from large, medium and small scale sectors.

Employment ( In million) Annual Growth Rate
Sub Sector (Per Cent)

At 1992 End 1993 March 1994 1992-93 1993-94
Total Manufacturing 33.11 33.73 34.46 1.9 2.2
I.Large and Medium >82 >81 >6 0.2 238
2. Decentralised 27.29 27.29 28.81 2.3 3.2
a) Modern 18.48 18.91 19.44 23 2.8
i Small Scale 12.98 13.41 13.94 3.33 4.0
ii. Powerloom 5.50 5.50 5.50 0.00 0.00

b) Traditional

i Handloom 8.81 9.01 9.37 2.3 4.0
ii.  Khadi 3.53 3.53 3.67 0.00 4.0
i, Village 0.47 0.48 0.48 2.1 0.00
industry 1.20 1.22 1.23 1.7 0.80
iv. Coir Industry 0.18 0.18 0.18 0.00 0.00
v.  Sericulture 1.82 1.83 1.87 0.50 2.20
vi.  Handicrafts 1.61 1.77 1.97 9.90 9.60

Table 1.4 — Performance & Employment in Manufacturing Sectors in India, 1992-94
(Data Source : Draft Mid-Term Appraisal of Eight Five Year Plan. 1992-97, Planning Commission)
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Small Scale Industries (SSI) in India

The development of SSI has been an important plank of India’s industrial policy. SSI
in India has been given a distinct identity and Government has accorded high priority
to this sector on account of the vital role it plays in balanced and sustainable
economic growth. It plays crucial role in the process of economic development by
value addition. employment generation, equitable distribution of national income,
regional dispersal of industries, mobilization of capital and entrepreneurial skills and

contribution to export earnings (Govil, 1992).

Output (Rs.
Year No. of Unit as on Employment Crore) Exports
Dec. 31 1998 (Lakhs) At current prices (Rs. Crore)
(Lakhs)

1990-91 19.5(-) 125.3(-) 155340(-) 9664
1991-92 20.8(6.9) 129.8(3.6) 178699(15.0) 13883(43.7)
1992-93 22.5(8.2) 134.1(3.3 209300(17.1) 17785(28.1)
1993-94 23.8(5.8) 139.4(4.0) 241648(15.1) 25307(42.3)
1994-95 25.7(8.0) 146.6(5.2) 293900(21.7) 29068(14.9)
1995-96 27.2(5.8) 152.6(4.1) 356213(21.2) 36470(25.5)
1996-97 28.6(5.2) 160.0(4.8) 412636(15.8) 39249(7.6)
1997-98 30.14(8.61) 167.2(4.37) 469377(13.75) 43946
1998-99 31.21 171.58(-) 527,515 48979
1999-00 3225 177.30 578,470 53975
2000-01 33.70 185.64 6,50,332 NA
(P

Table 1.5 - Performance of SS1 in India

(Data Source: Economic and Political Weekly, 1999 & www.ciionline.org)

At the end of March, 2001 there were 3.37 million small scale industrial units in the
country. During 2000 — 01 the value of production by these units aggregated Rs. 65,
03. 320 million at current prices and they provided employment to 18.56 million
persons. The sector accounts for 95 % of the industrial units in the country, 40 % of

the value added in the manufacturing sector, 34 % of the national export, 7 % of the
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Gross Domestic Product. production of over 7500 items in industrial sector. The
product range varies from simple items produced with traditional technology to high —

tech products produced with sophisticated technology. (Kamesam. 2002)

Major policy thrust was seen after nationalization of major banks in 1969, which
signaled the need for redefining lending priorities and it was mandated that 40 % of
the loan should be for what is called priority sector which included agriculture, SSI
and individual service and business sectors. There has been a steady increase in the
flow of credit to SSI sector which has gone up considerably from Rs. 1, 67, 830
million in March, 1991 to Rs. 4, 84, 450 million in March. 2001 constituting 14.2 %
of the bank credit. (Kamesam, 2002)

The process of liberalization of Indian economy since 1991 has created many
opportunities for growth as well as has thrown many challenges to the SSI sector. The
performance reveals that after opening of Indian market and the policy of
liberalization the small scale sector was severely affected. The subsequent recession
(especially in the engineering sector) had added to the problems. According to census
data available for the year 1999 (Development Commissioner — SSI, Government of
India, 1999), out of 382,820 SSI units 309,842 are reported to be closed. 57.041 are
not traceable and existence of 15987 units is doubtful, since the process of
liberalization had been initiated. Data on failure of large organisations is also
alarming. In spite of having a track record of contributing about 35 % in country’s
exports, the SSI sector could not perform as per expectation. But there is another
revealing example available. Two SSI units from Mumbai were studied in 2000, in
spite of recession these units registered growth between 70 % and 120 % from 1994
to 1999. It is interesting to note that one of these units was from engineering sector
(this sector was severely affected by the recession), mostly supplying to OEMs. A
broad analysis brings out that leadership and its influence on readiness to change are

the major factors to influence the dynamic nature of the businesses.



Total Quality Approach

The SSI have also been the center of the interest in the Total Quality era. Large
organisations can not improve performance unless their suppliers in the value chain
also grow in the quality maturity level; and many of these suppliers are small scale
organisations. The first attempt towards this “improvement journey™ was ISO 9000
certification. In India, the share of ISO 9000 certified organisations is gradually
increasing. The SSI are pursuing quality management system as a tool for maintaining
alignment with ever increasing demands of customers in the competitive environment.

Total Quality Management (TQM) has also been accepted as a means for competitive

advantage.

Prof. Ton van der Wiele of Erasmus University, Rotterdam, The Netherlands and
Prof. Alan Brown of Edith Cowan University, Perth, Western Australia (1997)
published a joint report on independent research works carried out by them among
1700 small and medium scale organisations in Australia during 1994 and 1996. The
objective was to study the nature of the quality management approaches adopted by
the organisations, whether they had stopped after ISO 9000 certification or continued
to approach Total Quality. (The criteria for identifying the organisation as small or
medium was based on the number of employees). The authors concluded that 41.6 %
organisations continued the quality journey beyond ISO 9000 certification. The
reason for total quality initiatives taken by these organisations were reducing cost,
improving process capability, processes management and policy deployment. The
TQM perspective shows that employee participation, improvement of the key and
supporting processes by identifying and managing process variables, involvement of
top management in quality assessment and greater focus on self assessment were the
factors mostly considered to be important. The research report concludes that there
had been a major initiative directed towards the self assessment for business planning
and attaining of improvement goals, and creating role models within the organisation.

The authors also felt that organisations may adopt TQM as turnaround strategy.

Owner and CEO of a German small scale organisation Per-Ake Sorensson (1997)

made a self-analysis of his organisation. He had adopted TQM as mean for change
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management. which is spread over 4 years. BPR (Business Process Re-engineering)
was also linked to the change initiative. The mid-term appraisal after 2 years showed
that 33 % reduction in customer complaint (target of 90 %). 37 % reduction in lead
time (target 50 %), 14 % improvement in productivity (target 33 %) and 7 %
reduction in cost (target 25 %) were achieved through the change process. The
elements of the change process were reported to be business objectives and budgets.
organisational structure, procedures, internal socio-technical system, training process,
improvement process and management behaviour. The author advocated integration

of these elements for success of the change initiative.

Leadership

Jens J. Dahlagaard of Arhus School of Business (Denmark), Heine Zahll Larson,
Consultant, Arthur Anderson (Denmark) and Anders Norgaard, Quality Coordinator,
Terma Elektronik AS (Denmark) conducted a research (1996) on different leadership
profiles in Danish companies in order to establish relationship between leadership
styles and success criteria for business excellence. The research included about 100
business leaders and managers as well as about 600 employees of medium and large
organisations. The authors concluded that important behavioral attributes for success
are that the leader should be creative, visionary, brave, team-builder, coach and
motivator, and must have a shared vision (focus on quality, creativity, and learning)

with communication capabilities.

In most of the cases a major gap lies in managing t_he ‘change’. Change needs to be
managed, as change can not be accepted as a sporadic outcome or an accidental result,
it has to be reasonably anticipated and dealt with. Successful organisations engineer
the change process based on their vision, experience and analysis. It is believed that
management of change calls for a specialized skill, which can be learnt. It is widely
accepted that such competence already exist within large and medium scale
organisations. The SSI face problems in systematic strategy planning which is
generally not integrated with the leadership. According to C. K. Prahalad and Gary
Hamel, many companies find themselves confronted with sizeable ‘organisational

transformation’ problems. Any company that is more of a bystander than a driver on
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the road to the future will find its structure, values, and skills becoming progressively
less attuned to an ever — changing industry reality. Such a discrepancy between the
pace of change in the industry environment and the pace of change in the internal
environment spawns the daunting task of organisational transformation. The
organisation transformation agenda typically includes downsizing, overhead
reduction, employee empowerment, process redesign. and portfolio rationalization. As
important as these initiatives are, their accomplishment cannot restore a company to

industry leadership, neither it ensures that it intercepts the future.

As time evolves the different factors of the external environment take dominant roles.
There are certain basic parameters (mainly related to pure business performance and
social well being) which remains constant but their levels of focus may vary
depending on the time frame. The aggregate performance of the business is a function
of such parameters with varied degree of weightage. Value, belief and the boundary
conditions defined by CEOs are the essential variables of leadership but it can be
beyond these parameters, too. Leadership is desired to be imbibed into the culture
built over a period of time. It is not only a basic attribute of the CEOs but an accepted
and understood phenomenon, which must be shared by all. It is obvious that the
functional leaders drive leadership-values from the inherent culture while the CEOs
have their own value system based on age, experience, etc. CEO has an enabling role,
too. The role of CEO is dependent on various factors and yet his personality makes
difference in short term as well as long term performance of the organisation.
Emphasizing on mission Stephen R. Covey mentioned that mission statements,
whether personal or corporate in scope, empower people to take control of their lives

and thereby gain more internal security. A corporate mission statement provides

‘meaning’ for the enterprise.

Leadership has been considered as a prime mover of the organisational-dynamics. As
the organisation passes through different phases of the growth-cycle the
variables of external environment influences the strategy-design process. Leadership
and strategy are mutually dependent aspects of the business process. Once strategies
are defined the leadership gives direction for deployment of actions, co-ordinate the

desired change process and design the review systems. Establishing the need for
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leading transformation in a changing environment. Sumantra Ghoshal et. al.
opinioned that transformational change is a change journey through the valley of
death. In different phases of journey, the organisation will experience some very
different kinds of resistance through anger and depression to exploration, enthusiasm
and commitment. To lead a company through this journey. top level managers must
learn to anticipate these emotions and have the courage and wisdom to cope with
them. At each phase, the leadership task is very different and the roles leaders play

must, therefore, radically change in the course of the journey.
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CHAPTER 2

LITERATURE REVIEW

2.1 SMALL SCALE INDUSTRIES

There is no single, uniformly acceptable, definition of a small firm. The Bolton
Committee (UK, 1971) in its report attempted to overcome this problem by
formulating what they called an ‘economic’ definition and a “statistical® definition.

The economic definition regarded firms as being small if they satisfied three criteria —

- they had a relatively small share of their market place,
- they were managed by owners of part — owners in a personalized way and not
through the medium of formalized management structure,

- they were independent, in the sense of not forming part of a large enterprise.

The Committee also devised a ‘statistical’ definition which was designed to address
three main issues. The first was to quantify the current size of the small firm sector
and its contribution to economic aggregates such as gross domestic product,
employment, exports, innovation, etc. The second purpose was to compare the extent
to which the small firm sector has changed its economic contribution over time.
Thirdly, the statistical definition, in principle, has to enable a comparison to be made

between the contributions of small firms in one country with that of the other nations.

There are three central respects in which small firms are different to large firms. The
first is the uncertainty associated with being a price — taker, which can be considered
to be the inverse of Bolton definition which emphasized the small share of the market
— place. The second source of uncertainty for small firms is their limited customer and
product base — the classic example of which is where small firms simply acts as
subcontractors to larger firms. Lyons and Bailey (1993) describe what they refer to as

‘subcontractor vulnerability’. They argue this depends not only upon dependence on
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dominant customers, but also upon the extent to which output is specialized to
particular customers, the specificity of investment decisions made and the probability
that the customer will withdraw the custom. They clearly show that, even for
subcontractors as a whole, the smaller firm clearly perceives itself to be more
vulnerable. than the large firms. The third dimension of uncertainty relates to the
much greater diversity of objectives of the owners of small firms, compared with
large. Many small business owners seek only to obtain a minimum level of income,
rather than maximizing sales or profits. Small business owners do not have to concern
themselves with reporting their action to external shareholders and so ‘performance
monitoring” effectively does not exist. For a small. the relationship between the
business and the owner is very much closer than it is between the shareholder and the
large firm. The motivation of the owner of the small firm is therefore a key influence
upon small firm performance. This contrasts with the large firm management
literature, which emphasises the importance of control. Here the central issue is how
the owners of the business ensure that the managers of the business act in their
interest, and how senior managers exert control over junior managers. This form of
‘internal’ conflict is absent in a small firm, where ownership and control are located

in the hands of a few people, or possibly a single individual.

The central distinction between large and small firms, then, is the greater external
uncertainty of the environment in which the small firm operates, together with the
greater internal inconsistency of its motivation and actions. The second key area of
difference is their role in innovation. The conventional role which the small firms play
in innovation relates to their ‘niche’ role. It is the ability of small firms to provide
something marginally different, in terms of product or service, which distinguishes it
from the more standardized product or service provided by larger firms. The small
firms, however, is also much less likely to undertake research and development than
large firm, and is less likely to have a high proportion of its staff concerned
exclusively with research. Even so, small firms are more likely to introduce
fundamentally new innovations than larger firms, this feature often being attributable

to small firms having less commitment to existing practices and products (Pavitt et.
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al.. 1987). The third area of difference between large and small firms is the much
greater likelihood of evolution and change in the smaller firms. Small firms which
become larger undergo a number of stage changes which influence the role and style
of management and the structure of the organisation (Scott and Bruce, 1987). The key
point here is that the structure and organisation of the small firm is more likely to be

in a state of change as the firm moves one stage to another. than is the case for larger

firms.
2.1.1 SME and SSI in other Countries

The criteria for classifying industries into small or large scale differ from a country to
another. The table below provides an overview of the criteria for classification

adopted in various countries —

Country Category of Industry Criteria / Country’s official definition
Australia Manufacturing Manufacturing enterprises : 20 employees
Services Small Enterprises : 100 employees
Belgium Annual Staff average of 50 employees
SME Annual turnover (VAT excluded) ECU - 4.2 mn
Balance Sheet total of ECU 2.1 mn
Canada Manufacturing Independent firms having < 200 employees
China Depends on product group usually < 100
SME employees; Investment ceiling 30 million Yuan
(US$8 million)
Denmark Manufacturing < 500 employees. Production units with more than
5 employees
France SME 10 - 499 employees
dérmany SME < 500 employees
Greece Small Enterprises < 50 employees
Medium Enterprise 50 - 500 employees
Indonesia SME < 100 employees
Ireland SME < 500 employees
Italy Small Enterprises < 200 employees
Japan Manufacturing < 300 employees or asset Capitalization < 100
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million Yen

Wholesale Trade

< 50 employees or Capitalization < 30 million Yen

Retail Trade and

Services < 50 employees or Capitalization < 10 million Yen
Korea Manufacturing < 300 employees
Services < 20 employees
Malaysia SMis < 75 full time workers or with a shareholder fund
of < RM 2.5 million (US$! million)
Manufacturing establishments employing between
Sls 5 and 50 employees or with a shareholders fund
upto RM 500,000
Manufacturing establishments employing between
Mis 50 and 75 full time employees or with a
shareholders fund upto RM 500,000 to RM2.5
million
Mexico Micro < 15 employees and gross Income / Sales < US$
175,000
Small 15 - 99 employees and gross Income / Sales < US$
175,000
Medium 100 - 249 employees and gross Income / Sales <

US$ 3,500,000

Netherlands

Small Enterprises

< 10 employees

Medium Enterprises

10 - 100 employees

Philippines Small Enterprises < 200 employees, revenue < P 40 million
Portugal < 500 employees
SME < Esc 2400 million in sales (value for 1993) is not
controlled more than 50% by any company (nor
does it hold over 50% of any other company)
Singapore Manufacturing < 8§ 12 million fixed assets
Services < 100 employees
Spain Small Enterprises < 200 employees
Medium Enterprises < 500 employees
Sweden SME Autonomous firms with <200 employees
Switzerland SME No fixed definition
Taiwan SME In manufacturing. mining and construction-_____ |
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invested capital is < NT$40 million or the number

of regular employees not to exceed 200

SSE In manufacturing and construction-sales turnover <

NT3$120 million or regular employees to be < 20

Thailand Labour intensive sectors [ <200 employees

Capital Intensive
< 100 employees

Sectors
United Kingdom SME No fixed definition
United States Very Small Enterprises | <20 employees
Small Enterprises 20 - 99 employees
Medium Enterprises 100 - 499 employees
Vietnam SME No fixed definition, generally <200 employees

Table 2.1 - Small & Medium industries in other countries
(Data Source ;: www.ciionline.org)

Small Business Model of China

About 40 years ago India and China were at similar level of economic and industrial
performance, also a decade ago both were at same GDP level. But China has grown
way ahead, at present the GDP growth is double than that of India. (Di Lodovico et.
al., 2001) The SSI in China has grown based on Township and Village Enterprise
(TVE) concept, this has resulted fastest source of growth in China since reforms
| began in 1978. TVEs are a mix of collectively owned and private enterprises in the
rural areas of China. If we have to experience rapid growth like China, we must
examine their growth experience with respect to TVEs and more generally with rural
areas. These are certain desirable features that the TVEs possess, that enable them to

be competitive in domestic and international markets.

Since they are collectively owned, TVEs in China save on the cost of land. Land is
leased from the township government and so land rental / leasing costs are saved by
enterprises which are able to pass on cost savings to consumers through lower prices.
From beginning, TVEs in China were subject to hard budget constraints. They were
never protected, on the contrary, township and village governments were allowed to
establish TVEs for production of goods outside of the central plan in the post-reform
period. This meant that TVEs got no funds from the plan or from state banks. Because
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of this the working capital requirements of TVEs were largely met by household
savings that were held not in banks, but the enterprises themselves. lessening their
dependence on costlier bank credit and provided access to cheap capital. The
collective nature of ownership in the TVEs implied that there is greater identification
of workers with the enterprise. TVEs are sensitive to the need of lower and middle -
income consumers and they make their products cheap. Goods like toys are not
durable for a long time anyway because they are likely to be broken or because
children get bored with them. In such cases. low prices even in the absence of

durability can be attractive.

The performance of the TVEs in China can be largely attributed to their pre-reform
state. Rural consumption was deliberately held below urban consumption levels,
agriculture was taxed heavily when compared to industry. and restrictions were
imposed on rural - urban migration (Sridhar, 2002). Hence, when TVEs were allowed
to be set up in the post - reform period, they produced remarkable increases in

productivity, output and exports.

2.1.2 Definition of SSI in India

Small scale industrial units are those engaged in the manufacture, processing or
preservation of goods and whose investment in plant and machinery (original cost)
does not exceed Rs. 1 Crore. These would, include units engaged in mining or
quarrying, servicing and repairing of machinery. In the case of ancillary units, the
investment in plant and machinery (original cost) should also not exceed Rs. 1 Crore
to be classified under small-scale industry. Investment limit is Rs. 5 Crore for toys,

hosiery, packaging materials, auto components and hard tools sectors.

The status of ‘Tiny Enterprises’ is given to all small scale units whose investment in
plant & machinery is upto Rs. 25 lakhs, irrespective of the location of the unit. The
government has not given any definition to ‘medium scale enterprises (MSI)’, but as
per the common understanding the term "MSI’ is applicable to those enterprises who

have made an investment between Rs. 1.00 Crore to Rs. 10 Crore.
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The Government has declared some items reserved for the SSI sector. but due to the
de-reservation policy adopted since economic reform the list is shrinking gradually. In
the year 2001. the 811 items were in the reserve list, 14 items were de-reserved in that
year. which included readymade garments. With removal of quantitative restriction on
714 items from April 01, 2001 (as per the WTO agreement). only 169 items
exclusively remain reserved for SSI, rest 642 items could be imported under OGL
(Open General License). This threw open many new challenges for the SSI. The
Government has further de-reserved 51 items form the reserved category in 2002. In
2002. for 13 products (bulk drugs) investment ceiling had been raised from Rs. 1
Crore to Rs. 5 Crore. The drugs were Para Amino Phenol (international grade),
Parazolones, Benzyl Benzonate, Calcium Gluconate, Aluminium Hydroxide Gel,
~ Saccharine & its salts, Methyl, Ethyl & Propyl Parabens (starting from para hydroxy
benzoic acid). Paracetamol, Niacinamide as the country has definite advantages in
export of these products in the international market. Seventy five items were de-
reserved in 2003, which included laboratory chemicals & reagents, leather & leather
products, plastic products, chemical & chemical products and paper products. With

this only 674 items are now reserved for SSI .

Large unit can also manufacture the reserved items provided they export 50 % of their

production over a period of 3 years.

2.1.3 The Structure

The organisational structure of the industrial sector in India is quite diversified and
complex. The sector can broadly be divided into two broad groups. ‘organised sector’
and ‘unorganized sector’. The organised sector covers industries which are registered
under the Factories Act, 1948 and is also sometimes called the ‘factory sector’. The
segment includes factories which employ 10 or more workers on any day during the
12 months preceding registration and are using power (registered under section 2m(i))
and units which employ 20 or more workers on any day not using power (registered
under section 2m(ii)). Such factories are further dub — divided into what is known as

‘census sector’ factories and ‘sample sector’ factories. Those registered factories
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which employ 50 or more workers on any day using power or 100 of more workers
without power belong to the census sector. All these are completely enumerated. In
fact, these factories are under a statutory obligation to submit annual return to the
competent authority in standard profarma giving operational details of the unit during
the previous year. All other factories belong to the sample sector and for this sector a
sample of factories is selected every year following some well — defined probability
scheme, and information similar to that obtained from the census sector factories is
collected from them. This information is then used to derive estimates of important
variables for the ‘sample sector’ as a whole which are then pooled with the census
sector aggregates to get information for the factory sector. This information is
published every year in the ‘Annual Survey of Industries (ASI)’ which is the principal

source of data for organised manufacturing sector in India.

The factory sector comprises the large and medium manufacturing units (defined in
terms of employment) of the industrial sector in India. The rest of the manufacturing
sector consists of a number of sub — sectors. The unorganized or the non — factory
sector is divided into sub — groups namely, small scale industries (SSI), powerloom.
khadi and village industries, handloom, handicrafts, coir and sericulture. It is also
important to note that these segments fall administratively under the purview of
different boards / commissions, e.g. Textile Commissioner (for powerloom), Khadi
and Village Industries Commission (KVIC — for khadi and village industries). The
Small Industries Development Organisation (SIDO) under the Development
Commissioner, SSI is responsible for maintaining the database of statistical
information pertaining to the SSI units falling in its purview and also for devising

policies for the development of the SSI sector which are implemented by the state

governments.

Two important points to be noted for the SSI sector in this context are (i) as opposed
to the factory sector, SSI, which constitute a very large segment of the industrial
sector in India, are defined in terms of capital invested in plant and machinery and not

according to employment size, hence there can be an overlap between the factory
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sector units and the SSI units. Those registered factories which invest less than the
amount specified for a unit to be treated as small scale belong to both the groups, and
(ii) there is no system of compulsory registration of the units in the SSI sector and the
units are not required to supply operational details. In other words. there is a scheme
of registration of SSI units with the state directorate of industries (SDI) but since
registration is voluntary, a considerable proportion of units do not get themselves
registered with the SDI. One suspects that this number is greater than that on the rolls

of the SDI.
2.1.4 Statistics on the SSI Sector
General Performance

Export from small scale sector have posted a healthy growth of nearly 11 % at Rs.
59.978 crore during 2000-01 as against Rs. 54,200 crore recorded in the year before,
according to the Annual Report of Ministry of SSI, Government of India, 2000 - 01.
In dollar terms the exports from the sector has increased by 5.0 % from US$ 12.51
billion in 1999 - 00 to US$ 13.13 billion in 2000 - 01, which constituted about 35 %
of direct exports from the country. Employment in the sector was at 185.64 lakh
during 2000-01 which was only 4 % higher than the employment level of 178.5 lakh
during 1999-00, the report said. The overall credit to the SSI sector in 2001 has
increased by Rs. 2. 657 crore as compared to an increase of Rs. 3. 114 crore in 2000.
However, the share of credit to the SSI sector as percentage of the net bank credit has
decreased from 17.5 % in March, 1998 to 14.2 % in March, 2001.Total number of
small scale sector units in the country during 2000-01 increased by nearly 5 % to
33.70 lakh as compared to 32.12 lakh a year earlier, of which registered units

comprised 26.72 lakh and the unregistered units 6.98 lakh units.

According to Annual Report of Ministry of SSI, Government of India, 2001 — 02, the
number of SSI units was estimated to have increased to 34.4 lakh. Also, during this

period the value of production by the SSI units also increased by 8.1 % to Rs. 6, 90,
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522 Crore at current prices, and by 6.0 % to Rs. 4. 77, 870 Crore at constant prices,
while the real GDP from the industrial sector as a whole posted a growth of 2.9 %

during the year. Employment in the SSI sector went up to 192.2 lakh from 185.6 lakh

during the period.

The tables below details growth trends in the SSI since 1991 — 92 i.e. in the post form

era.
Year Target (%) Achievement (%)

1991-92 3.0 3.1
1992-93 5.0 5.6
1993-94 7.0 7.1
1994-95 9.1 10.1
1995-96 9.1 11.4
1996-97 9.1 11.3
1997-98 - 8.43
1998-99 - 7.7
1999-00 - 8.16
2000-01 - 8.1

Table 2.2 - SSI Production Growth - Target and Achievement

(Data Source : www.ciionline.org)

Year SSI Sector Industrial Sector
1991-92 3.1 0.6
1992-93 5.6 2.3
1993-94 7.1 6.0
1994-95 10.1 9.4
1995-96 114 12.1
1996-97 11.3 7.1
1997-98 8.43 5.8
1998-99 7.7 4.0
1999-00 8.16 6.5
2000-01 - 8.90

(Provisional)

Table 2.3 - Trends in Growth - SSI and Industrial Sector

(Data Source : www.ciionline.org)

Year Target ( Lakh Nos.) Achivement (Lakh Nos.) Growth Rate
1992-93 128.0 134.06 3.28
1993-94 133.0 139.38 3.97
1994-95 138.6 146.56 5.15
1995-96 144.4 152.61 4.13
1996-97 150.5 160.0 4.88
1997-98 165.0 167.58 4.50
1998-99 170.1 171.58 2.61
1999-00 175.4 177.3 3.33

Table 2.4 - Target and Achievement on Employment During Eight Plan
(Data Source : www.ciionline.org)
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Performance in Post — Reform Era

In the post reform era there has been special focus on SSI. A package was announced
by the Prime Minister for the SSI on August 30, 2000, which included measures to

improve credit flow and reduction of excise duty.

In the post reform period the growth in the number of units as well as in employment
is not uniform. The growth in employment is consistently lower than in the number of
units. Looking at growth in output at constant prices. a considerable amount of jump
is noticeable since 1993 — 94. So far as exports are concerned, a remarkable feature is
the lack of stability in the growth rates over time. There is a considerable decline in
the growth rates from 1991 — 92 to 1992 — 93, which then picked up in the next year
but again there was a drastic fall in 1994 — 95. Thereafter, 1996 — 97 turned out to be
a bad year from the point of view of growth in export. On the whole the behaviour of

growth rates for the SSI sector is fluctuating (CII Report, 2001).

The table shows a comparison of pre and post reform performance data of GDP

growth and increase of job opportunities in organised sector and SSI.

Period GDP Growth per annum Increase in jobs per annum
Organised Sector SSI Sector
Including Govt.
1980 - 90 5.7% 1.59 % 6.7 %
1991 - 97 5.7% 0.86 % 3.5%

Table 2.5 - Trends in Growth of Employment in SSI & Industrial Sector ( %)
(Data Source : www.ciionline.org)

Current Outlook

Small and medium scale enterprises (SME) are planning to increase capital
investment in the current year. As much as 86 % of the respondents to the CII
Business Outlook Survey on SME (2002) indicated their plan to authorize more

capital investment vis-a-vis the previous year and at the same time suggested an
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increase in the investment limit for the small industry to enable technology up-

gradation for their enterprises.

However, the Survey has revealed a positive outlook for future on the part of industry
with 46 % of the respondents expecting an increase in their profit margins and only
22% of the respondents expecting the profit margins to further decline in the next six

months. The rest expect their profit margins to remain the same.

On the production front, 42 % of the respondents expect the growth to be more than
10%, 28% expect the production of the company to be between 5 — 10 %, 23 % of the
respondents expect the growth between 0 — 5 %. Only 7 % foresee a negative growth

in their production.

As far as capacity utilization is concerned, the survey has revealed that 17 % of the
respondents achieved capacity utilization of over 80 %. 39 % achieved between 61 —

80 %, and 33 % of the respondents have achieved 41 — 60 %.

With profit margins of as many as 53 % of the respondents registering a decline in the
last six months, it is evident that competition is making the SME feel the heat of
dismantling quantitative restrictions and the imperative need for them to adjust

themselves, according to emerging market forces.

The CII Survey concludes that pressure on the bottom - lines of the SME is
increasing. An ET Survey on 200 large companies which finds that the share of raw
materials in total cost of production has declined by one percentage points from 72.8
% in 2000 — 01 to 71.8 % in 2001 — 02 (The Survey was based on data compilation of
Centre for Monitoring Indian Economy). The share in aggregate turnover of the
sarﬁple companies has declined more sharply from 54.2 % in 2000 — 01 to 52.3 % in
2001 — 02. As majority of SSI are suppliers to the large scale counterparts, the raw

material cost cutting strategy is further mounting pressures on their SSI suppliers for

cost reduction.
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Problem in Data Sourcing

The policy planning on SSI can not be done properly by the Government due to the
large number of unregistered firms which are not covered under any survey conducted
by the Government of India. The first All India census was conducted during 1973 -
74 with 1972 as the reference year, the second was carried out in 1990 with 1987 — 88
as reference year. There has been two follow up surveys in 1987 — 88, 1994 — 95 and
2002 - 03. The main problem with these is that they cover only those units which are
registered (voluntarily) with the SDI. A large number of unregistered units remain
uncovered by these censuses and one does not really know much about such a vital
part of the industrial sector of our country. Even with those two censuses, the gap
seems to be too long and it is not clear how often such censuses will be carried out.

(Mukherjee, et. al, 1999).

The problem is, unless the unregistered units are covered, policy planning with regard
to the SSI can hardly be done properly. The problem becomes all the more
complicated when one takes into account the high rate of mortality in the SSI sector,

reported as sick or untraceable.

There is one source of data which is the most comprehensive and perhaps the most
informative compared to other sources and that is the economic census. There had
been economic census conducted in the year 1977, 1980, 1990 and 1999. The
economic census covers both registered and unregistered units. Unfortunately the

information presented in the published reports of the three censuses is not uniform

and one can not make comparison over time.

2.1.5 Perceived Advantage

Flexibility and thus lower costs are the key advantage of smaller firms. In a more
competitive environment, flexibility and adaptability are the key traits of any
successful economic activity. Small firms can easily change their product profile and

fill the gaps that larger firms take time to detect or find too costly to service.
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The flexibility in SSI sector is due to various reasons. First. because of their nature.
change is easier to administer in a small industry. Second. small industry is typically
run by an entrepreneur with few hierarchical levels. so decision making is quicker.
Third. the incentives for success or failure of the activity undertaken directly by the
entrepreneur. An immediate impact or otherwise is also seen. The flexibility can be

exploited much better if the unit is located close to the center of demand.

Small Scale Sector is less capital intensive and more employment-generating sector.
SSI require relatively low level of capital investment per unit of output and
employment, use local skills of artisans and other technically trained and educated
pedple. meet local demand for a large variety of products and services that can be

setup in a dispersed manner (Vasudevan, 1998).

2.1.6 State Intervention and Protection for Industrial Development

Protective support is not only provided to village or to modern small scale industries
but also to large scale ones, whether they are in the public sector or the private sector.
Fiscal concessions, trade restrictions, barriers to entry, pricing of products and
licensing of operations, to name a few, have been resorted to immunizing, this also
h.el‘ped the large scale industries from competition from outside. The extent or degree
or support differed from time to time, but the fact is that competitiveness of the Indian
industry, irrespective of the scale of operation, has not improved in any significant

measure in the last 50 years in the international market.

In order to ensure equitable distribution, the state, as the principal agency acting on
behalf of society as a whole, assumed direct responsibility for the development of
industry. The state’s direct involvement in the development of industry resulted in the
formation of a dominant public sector and heavily regulated private sector. To enable
the government to control the course of industrial development. public utilities and

industries that were essential but required heavy investment were reserved for the
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public sector. The private sector was subjected to controls and regulation through the
Industries (Development and Regulation) Act. 1951 and various policy instruments
were used to guide private sector industry into socially desired patterns. Some of these
policy instruments were industrial licensing, capital issues control. price controls and
distribution controls. Of these industrial licensing has been the basic and most
comprehensive instrument that has acted as a big barrier to entry and thus has given

assured market to the few existing industrial units.

As regards external policies, these were guided by the principle of import substitution,
which in turn had been prompted to some extent by the strategy of self — reliance but
to a major extent by the scarcity of foreign exchange. The continuing and often acute
shortage of foreign exchange involved the use of policy instruments like import
licensing, quantitative restrictions on imports and high tariffs rates. In addition, there
were restriction in foreign direct investment, import of technology and foreign

collaborations of industrial units.

All these policies together provided complete protection to Indian industry by
eliminating the scope of foreign as well as internal competition. Within this sheltered
environment, small scale units have been protected further through measures such as
reservation of certain products for exclusive production in the small scale sector,
reservation of some the products produced in the sector for purchase preference by
government agencies, supply of scarce materials, input price concessions like lower
interest rates and numerous fiscal measures such as excise duty exemptions and other
tax concessions. In general the trade and industrial policies that India adopted till
1990s insulated Indian industry from competition, domestic as well as foreign. Within
this generally insulated market environment, small scale units were further protected
from competition from large scale units through numerous protective measures. In
addition, geographical and product market segmentation gave small scale units
isolated sheltered markets. Small scale industrial units, mostly being producers of
lower quality but cheaper products, cater mainly the price sensitive and quality
insensitive market segment. Product market segmentation exists in India for numerous

consume items. Under development of infrastructure like transport created sheltered
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local markets for small scale industries. The only competition these units have so far

faced is competition due to the overcrowding.
2.1.7 Special Focus on SSI by the Government

The process of liberalization of economy since 1991 has created many opportunities
for growth as well as thrown many challenges to the SSI Sector. In the recent phase of
globalization each and every Sector of the Indian economy is in the process of being
integrated in to the world class market. SSI Sector also has been exposed to the
challenges of opening of the economy. The Sector could achieve greater sustained
growth by increasing technological capabilities and creating sustained competitive
advantage in the environment of increased competition and rapid technological

changes.

In 1991 Government of India announced a separate industrial policy, which had
measures for development of small, tiny and village enterprises as a sequel to the
financial sector reforms initiated in July, 1991. In the subsequent years many
measures have been taken for development of the sector viz.. (i) Setting up of
Naﬁonal Renewal Fund to protect the workers affected by technology upgradation
and modernization, (ii) promulgation of the ‘Interest on Delayed Payment to Small
Scale and Ancillary Industrial Undertaking Act, 1993 for mitigating the delayed
payments problems of SSI, (iii) launching of Integrated Infrastructure Development
Scheme and the Single Window Scheme of SIDBI, (iv) Setting up of Technology
Development and Modernisation Fund in SIDBI and the Entrepreneurship
Development Institute in some States, (v) Investment limit for tiny sector has been
raised to Rs. 0.2 million and to encourage the tiny sector, larger share i.e. 60 % of the
total advance to SSI Sector to these units has been stipulated, (vi) raising of the
composite loan limit to Rs. 2.5 million, (vii) raising of collateral free loan limit to Rs.
0.25 million, launching of the Credit Guarantee Fund Trust Scheme which covers
collateral free loans up to a Rs. 0.05 million, (viii) setting up of Technology Bureau

for Small Enterprises in SIDBI, and (ix) raising the investment limit to Rs. 0.5
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million in certain selected sectors like garments. hosiery, hand tools etc. for enabling
technology upgradation to make the units in these sectors competitive to face the
challenges in the international markets. These initiatives were accepted as a landmark
in the direction to impart more vitality and growth impetus to the sector (Khanna,

1998).

To provide more focused attention on the development of SSI. the Government of
India created a new Ministry of Small Scale Industries and Agro and Rural Industries
in October, 1999. The Government came out with a comprehensive policy package
for small scale and tiny sector was announced by the Prime Minister. The policy
package included support on policy, fiscal, credit. infrastructural., technological and
quality improvement and marketing and measures for streamlining inspection / rules
and regulations. entrepreneurs’ developments. facilitation of prompt payment.

rehabilitation of sick SSI units, promotion of rural industries and improving data base.

During the last decade various committees viz., Nayak Committee, 1991, Abid
Hussain Committee, 1997, S. L. Kapur Committee, 1998, and Dr. S. P. Gupta
Committee, 1999 have looked into the problem of SSI Sector. Majority of the
recommendations of these Committees were relating to opening of specialized SSI
branches, simplification of loan application forms, computation of working capital on
projected turnover method, launching of new Credit Guarantee Scheme, delegation of
adequate powers to branch managers for sanctioning ad hoc limits up to 20 % of
sanctioned loan limits, raising of composite loan, conducting of third census of SSI

etc. have been accepted and implemented (Anita, 2001).

2.1.8 Reasons for Promotion of Small Scale Sector

Policy makers in independent India have always recognized that small scale industries
contribute to the material progress of the country. In the famous Mahalanobis Model,
widely discussed and debated in the mid - fifties as major contribution to planning for
growth, village and small scale industries were given a special place, in that they

formed one of the vital parts of the four sectors into which the economy was classified
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in the model. The discussions during that period of time. however. were somewhat
emotionally charged on the specific role of small scale industries. For some.
combining ‘village’ and small scale industries was essentially an appeasement of the
nationalist — adherents of the Gandhian ideology. Some questioned the rationale
behind the support to the ‘ambar charkha’ on technological and economic efficiency
grounds. There were, on the other hand, many who considered that a number of small
scale firms could well act as ancillaries to larger firms and be the needed medium for
large scale industrialization. Some felt that given the emphasis on heavy industries
within the organised industry segment of the Mahalanobis Model. there is no option
but to ensure that consumer goods are produced not only by agriculture but also by
village and small scale industries. For many. this argument meant that small firms are
capable of producing a larger quantum of consumer goods than before to meet the
possible increase in demand that would arise on account of the spurt in incomes,
generated by fresh investments in heavy and basic industries. It is also taken for
granted that small firms would, in the process, create additional employment
opportunities. Implicit also is the assumption that small scale industries are less
capital intensive and more labour absorbing. This is regarded as an important gain of
promoting small scale industries, given the country’s resources endowments, namely
labour abundance and scarcity of capital. To some, small scale industries, being
suppliers of inputs to larger industries, will be set up in the regions where large basic

and heavy industries are set up (Vasudevan, 1998).

The emphasis placed on the SSI sector in the industrial development of the country is
due to its high employment generating capacity and low investment requirement. This
led to the adoption of policies for its promotion. Such promotional policies include,
among others, product reservation, infrastructure support, directed and concessional
credit, tax concessions, special assistance in procurement of equipment and material
in short supply, quality control and market network etc. It is now important to
examine the extent to which the policies, programmes and institutions which evolved
over the past four decades or so for providing government support for the promotion

of SSI have achieved their objectives. It is necessary to consider the need for reforms
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in the existing policies, if any, and design new policies which will facilitate the
growth of this sector in the light of international experience and recent economic
policy reforms. In fact, the Government of India did set up an Expert Committee on
small enterprises in December. 1995 under the chairmanship of Dr. Abid Hussain.
The committee submitted its report in January, 1997 and some of its

recommendations have already been accepted and implemented.

The consequence of the deliberate State intervention has been the inadequate
appreciation of the need to have superior technical, quality of the products for
absorption abroad, although it is generally agreed that the quality of goods produced
for the domestic market was much lower than that required for absorption abroad. The
policy implication of situation is that besides promoting R & D domestically.
technology may need to be either imported or emulated through technical
collaborations. if the Indian economy has to be integrated with the rest of global
economy. This is possible only if there is an all — out national effort at improving the
quality of Indian products, some of which would be absorbed in the domestic markets

as well.
2.1.9 Management of SSI

Small industry has been considered one — man business has or one — man show. One —
man business may be the best in the world if the man is bit enough to control
everything. But, the one — man may be good in one or two disciplines such as
financial management, but poor in other operational areas like human resource,
prdduction and marketing management. This boils down to inefficient functioning of
the business. Some research studies report carried out by banks and the financial
institutions conclude that the majority of industrial units fall sick due to management,

differences within management, or dishonest management, all called mismanagement.

The concern of the small enterprise development in India had generally been

expressed in terms of the parts rather than the whole. Technology, credit, raw
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materials. etc. had often been highlighted as the problems and several public
institutions. ranging from Government agencies down to FDIs, justified their own role
as -a problem — solver rather than as active agents of change. Therefore, the felt
imperative of today is to have a clear vision on small enterprise economy. which

could positively contribute to the employment target recently announced.

2.1.10 Credit Flow

The sector has always been finding it difficult to cope with limited credit support from
the banks and financial institutions (FI). Historically, the banks and FI consider SSI
account as high risk exposure due to liberal policies adopted by the government which
led to many defaulters resulting into Non Performing Assets (NPA) (Neelamegam et.
al.. 2000) . National Institute of Bank Management (NIBM) has carried out a study of
non-performing assets with public sector banks in 2002. The data shows that of Rs.
54,773.16 Crore NPAs are with the PSU banks, out of which large industries
constitute Rs. 11, 498.10 Crore, medium scale industries constitute Rs. 8,654.69 Crore
and small scale industries Rs. 10,284.97 Crore. (So far, the Government of India has
not formulated any formal definition for medium scale industries). The figures
mentioned in the Fable below clearly indicate that NPAs in the banking sector is not
solely contributed by the large scale industries, substantial contribution to this

problem is made by the medium scale and small scale industries, too.

There has been a lot of discussion at various forums at national and regional level that
there is a need to explore alternate source of finance. With the new credit policy in
vogue external commercial borrowing is now possible for the SSI sector, too. The non
— PSU banks such as Citibank has indicated that its future growth strategy would be
powered by enhancing business with emerging local corporates (ELCs) or the SME

segment. Similar support is expected from the other FI and non PSU banks in future,

too.

Summary of NPA as on March 31, 2001 is shown in Table 2.6.
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Bank Gross NPAs Large Industries Medium Small
Industries Industries

State Bank of 15874.97 2625.53 3691.61 2898.42
India (SBI)
SBI Associates 4717.72 1268.67 536.98 886.62
Bank of Baroda 4185.72 1771.51 - 731.72
Punjab National 3460.10 1037.29 467.21 568.88
Bank
Bank of India 3434.11 788.47 951.91 481.41
Indian Bank 2359.07 483.59 283.32 401.84
Canara Bank 2242.89 341.15 201.04 703.63
Union Bank 2056.33 324.37 - 514.2
Dena Bank 1928.26 - 812.3 261.82
Allahabad Bank 1821.31 272.87 529.17 262.46
India Overseas 1631.40 601.55 - 319.76
Bank
United Bank 1411 425.75 - 242,99
UCO Bank 1284.02 273.64 - 176.95
Total 46406.90 10214.39 7073.54 8450.70
Yo 22.01 15.24 18.21

Table 2.6 - NPAs as on March 31, 2001 (in Rs. Crore)
(Data Source : NIBM, 2002)

2.1.11 Micro Finance

The micro finance models in Bangladesh have made waves across the globe both in
the academic and planning circles. The micro finance models in Bangladesh. despite a
few weakness, demonstrated a number of strong positive attributes in terms of
operational simplicities, better accessibilities, wider outreaches, emphasis on women
empowerment, and availability of a wide range of credit and non — credit services.
After crossing over their infancy stage, they have emerged as alternative players in the
rural financial credit market of Bangladesh (Jha, 2002). With restricted outreach of
the formal credit agencies in India, micro finance models in line with that of
Bangladesh may offer a few lessons to deal with the credit related issues of SSI and

also tackle the twin problems of mass poverty and unemployment. (Singh, 2000)

2.1.12 Challenges & Issues in the Current Business Scenario

The major problems faced by SSI Sector relates to availability of loan without
collaterals, delay in getting the loan, high cost of funds, delayed payments, marketing

problems, technology gaps, WTO related issues, sickness, etc. (Vasudeva, 2001).
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Change in Business Environment

The business environment has changed drastically since the 1990s due to new
economic policy. The radical shift in the Indian economic policies partly occurred due
to its own macroscopic crisis and partly as a consequence of the global trend. The
world over the business environment is changing fast. Three features of this change
are of critical importance to industrial units. First, there has been a shift, during the
past two decades in the economic policies of nations. especially developing nations.
from “policy regulation’ to ‘market orientation’ exposing their industrial units to
greater market competition. Second, globalization in the sense of increasing
integration of world economies is taking place. resulting in intensifying the market
competition. Thirdly, the past few decades have experienced rapid technological
developments in numerous areas. All these developments have changed the methods

of doing business drastically (Bhavani, 2002).

The remarkable shift in the economic policies of many developing nations from ‘state
intervention’ towards ‘market orientation’ was apparent from the early 1980s. In
India. a major reform process has been under way since July, 1991 to liberalise the
regulations on domestic economic transaction. Some of these reforms are the abolition
of licensing requirements for investments for a majority of industries, opening of
hitherto reserved areas of public sector to the private sector. reduction in price
controls. and reforms in capital markets. All these policy reforms are taking away the
clo‘sed and assured markets of Indian industry, exposing it to greater market
competition. Though the reforms are yet to touch the policies directly relating to the
small scale sector, new economic policies have already exposed this sector to market
competition indirectly. For example, overall reduction in excise duties has
automatically reduced the major benefit of the small scale industries i.e. excise duty
exemption. Finance sector reforms have squeezed the benefits of lower interest rates,
credit guarantee schemes and priority sector lending. De — licensing along with the
reduction in price controls has taken away the special advéntage of obtaining scarce

raw materials at nominal prices. Feeling the pressure of competition, large scale
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industries are trying to expand their markets by getting into the lower end as well as
rural segments of the product market for many consumer goods and thus opening the

sheltered markets of small scale units created by the product and geographical market

segmentation (Brouwer, 1999).

The Government has set up an inter-ministerial task force to review the present
scenario for funding venture capital in knowledge-based industries in the small scale
sector. The 10 - member task force set up by the Minister of SSI will identify ‘sunrise’
sectors within knowledge-based industries in the SSI sector. It will review the existing
regulatory. tax and legal environment for venture capital industry and suggest
measures for facilitating the spread of venture capital options including issues related
to exit route for venture capital invested in small enterprises. The group will also
suégest a role for the government in providing a conducive atmosphere for promoting

venture finance for small enterprises.

Sources of Finance

A research study funded by the University Grants Commission was undertaken by
Alagappa University to study equity financing of small industries. It examined the
composition of funds sources in small industries, the entrepreneurs’ knowledge on

equity financial schemes and relative performance of small industries with strong and

weak equity.

The study reports that steps have been taken by the government agencies through
equity schemes to bridge the gap of deficit contribution of entrepreneurs while
approaching for loans. Such type of assistance is normally made as soft loans, which
carries only service charge for the first five years and nominal interest subsequently.
Small industries, although dependent on institutional finance in the start — up period
of the business, could not benefit much due to the weak nature of their viability.
Finance is available to small — scale industries also from commercial banks, state

financial corporations, friends and relatives, private financiers like moneylenders and
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non — banking financial companies. and more recently from development financial
institutions. which are now engaged in direct term financing. too. The study identified
various sources of funds and the level of assistance from such sources to small

industries. The Table below indicates data on sources of finance in the study.

Sl. No. Sources of Finance Tota) *
1 Banks and financial institutions only 74 (49.3)

2 Friends and relatives 9 (6.0)

3 Private financiers 9 (6.0)

4 Banks / Fl and friends and relatives 11(7.3)
5 Banks / Fl and friends and private financiers 18 (12.0)

6 Friends and relatives and private financiers 1(0.7)

Ni All the sources 4 2.7
8 Own funds only 24 (16.0)
Total 150 (100)

Table 2.7 - Sources of Finances of Sample Small Scale Industrial Units
(* Figures in brackets represent the percentage to the total)
Generally. raising funds thorough debt is cheaper as compared to raising of funds
through equity sources. This is because interest on debt is allowed as an expense for
tax purpose. However, this is not always true in the case of small industry. When a
SSI borrower resort to private financiers’ loan with high rate of interest which may
range upto 60 % per annum, he will be in a position to deduct only that part of interest
which is legally permissible and the remaining has to be met out of his profit. Even
allowing all interest payments as deduction will not be healthier for a unit if it suffers

from weak equity. Hence, proper balancing of debt — equity is needed.

Although certain sources of equity seems to be costly compare to debt, for a small
industry which normally does not tap the capital market, equity generally refers to the
entrepreneurs’ own funds, retained earnings and the money collected from friends and
relatives (without interest). The best form of financing a small industry as a running
concern would be equity finance. But at the start — up period, the appropriate channel

of financing to be chosen is the banks or financial institutions.

Sniall Industries Development Bank of India (SIDBI) through its direct finance and
refinance schemes encourages small units to be competitive with large scale units. But

these endeavour do not reach majority of SSI units. The main reason for this is that,
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most of the small units are tiny in nature. Only 14 % of the sample units had the

knowledge of the equity financial schemes of SIDBI.

. Type of Numbers SSI Sick Units

industrial unit March, 1998 March, 1999 March, 1998 March, 1999
Potential viable 18,686 18, 692 455.96 376.96
units
Non - viable units 1,99,634 2,71,193 3.296.58 3. 746.07
Viability not 3,216 16,336 104.10 190.45
decided
Total 2,21, 536 3, 06, 221 3, 856.64 4,313.48
Units under 13. 063 12,759 281.19 194 .91
nursing
programme
Units under 69.9 68.3 61.7 51.7
nursing
programme as a
% of potentially
viable units

Table 2.8 — Sickness of Small Scale Industrial Units
(Data Source : RBI, 2000 - 01)

The venture capital financing which was one of popular source of finance during late
90s is also under a change phase. Professional entrepreneurship. skill base and

knowledge focus are the key features. (Thakkar. 2000)
Credit Related Issues

Finance is regarded as life — blood for industry. Availability of funds from external
sources particularly from banks also seems low as indicated by a much lower credit —
deposit ratio. This is coupled with problems like no easy approach to the institutional
finance due to lack of necessary collateral to produce cumbersome procedure
involved in availing of it, getting meager funds than required and most importantly,

delay in the sanction and disbursement of such meager funds

At present the limit for collateral free loan to tiny sector is Rs. 0.05 million and that
for other SSI units is Rs. 0.01 million. This limit has since been raised to Rs. 0.05
million for other SSI units also. Many small scale entrepreneurs are facing difficulties

in providing collateral security as per the requirements of the financing banks. The
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problem is addressed to a certain extent with the introduction of the Credit Guarantee
Fund Trust Scheme under which collateral free loans up to a limit of Rs. 0.25 million

are guaranteed.

The present guidelines provide for a time limit of a fortnight for disposal of loan
application up to Rs. 0.0025 million and 8 to 9 weeks for amounts beyond that.

Further reduction in the time taken for disposal of application is under consideration.

The high cost of borrowing was a major constraint affecting the growth of the sector.
The Bank Rate changes by the Reserve Bank combined with CRR and repo rate
charges have emerged as signaling devices for interest rate charges. The reduction in
Bank Rate announced in the last Monetary and Credit Policy or outside the policy
from time to time has resulted in a consequential reduction in the lending rates. Banks
have now the flexibility to offer lending rates on a fixed rate or on a floating rate. In
the Union Budget — 2003, the Union Finance Minister has announced credit to the SSI
sector from the PSU banks at the interest rate of + 2 % from PLR (Prime Lending
Rate) with an expectation that the reduction in interest rates will help the SSI units to

procure funds at lower costs than what was prevailing in earlier years.

Period of | Decrease | Upto |100% t0|200% to| 300% to | 400% to | Above Total
opération of 100% | 200% | 300% (| 400% 500% 500%

the units
Below | - - 16151 -1 ]-1- - - - - - - 6 6
1to3 | 1 2112002 )3|[1] - - I - - - | 25 | 26
JtoS5 | - |i15j10{6 ]| 8|22 ] 3] - - 1 2 26 | 25
5t010 2 - 2012191716 | 71 - 5 1 3| 4 9 43 | 43
10to 15 - - 712 -1211 2 3 1 | | 1 5 13 13
Above 15 - - 16151311211 2 135 | 4]119]23 ]| 37 | 37
Total 4 I |76(54120(22 (1212 6 [13| 7 | 8 [ 25| 40 | 150 | 150

Table 2.9 - Increase in Capital Employed and Equity Over the years
(‘C’ denotes capital employed, and ‘E’ denotes equity)

The study noted that a majority of 50.7 % units sustained less than 100 % growth in
capital employed throughout their period of operation, excluding 2.7 % of the units
whose capital employed had been eroded due to loss or diversion of funds. That is,
oniiy 46.6 % of the sample units sustained growth over 100 % of capital employed.
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But on the other hand. 63.6 % of the sample units witnessed more than 100 % equity
growth over the year. Equity growth showed a gradual increase as the life of the unit
prolonged. Even though at certain slabs of growth in terms of capital employed /
equity. the number of units that experienced ‘equity growth’ appears to be lesser than
the number of units that experienced growth in capital employed. yet the growth slabs
in ferms of capital employed or equity. the number of SSI units in equity growth

showed an increasing trend as against the number of SSI units with growth of capital

employed.
% of profit Equity Equity Equity with Equity with Total
only with banks | private financiers other
/ Fls funds & friends and sources of
relatives’ funds funds
Loss 1 11 1 4 17
Below 5 % 5 17 4 6 32
5t0 10% 4 13 3 9 29
10to 15% 4 11 3 6 24
151020 % 2 4 4 4 14
20t025% 3 4 1 l 9
25t1030% - 3 2 1 6
30 to 50 % 2 6 2 1 1
Above 50 % 3 5 - - 8
Total 24 74 20 32 150

Table 2.10 - Comparative Analysis of Profit Earning Capacity of SS1 Units with Equity and
Borrowed Funds

Analysis was made to find out the profit earning capacity of the sample units. The
earning capacity of the units was measured in terms of profit (i.e. earnings before
interest and tax) as a percentage of sales. The sample SSI units were grouped into
units with 100 % equity throughout the period of operation and units with borrowed
funds. The study revealed that loss / erosion of net worth was relatively very low in
100 % equity SSI units than in units with outside borrowings. That is, only one unit
with 100 % equity among the sample units incurred loss, whereas, the units that
incurred loss with outside borrowings were 16 in number constituting 10.7 % of the
total sample. This is a clear indictor that the success rate of SSI units with 100 %

equity was greater than that of the SSI units with borrowed funds.
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Delayed Payment

Considerable delay in settlement of dues / payment of bills by the large — scale buyers
to the SSI units adversely affected the recycling of fund and business operation of SSI
units. Though the Government has enacted the Delayed Payment Act. many of the
SSI units are reluctant to pursue cases against major buyers. The Act since amended
in 1998 has made it compulsory that the payment of SSI suppliers should be made
within 120 days. Further the Department of Company Affairs have issued notification
in February 1999 amending Schedule VI of the Companies Act, 1956, to make it
obligatory on companies to disclose in their balance sheets the outstanding dues owed
by them to SSI for a sum of Rs. 0.01 million or more which are outstanding for more
than 30 days. To improve the plight of SSI entrepreneurs due to delayed payments,
steps for strengthening and popularizing factoring services without recourse to the SSI

suppliers may have to be thought of seriously.

The banks have also been advised about sub — allotting overall limits to the large
borrowers specifically for meeting the payment obligation in respect of purchase from
SSI. It is expected that these measures will improve the situation of delayed

payments.

Government of Maharashtra is enacting a law under which the large companies shall
have to mention in their balance sheets their dues to small scale industries. A special
task force appointed by the State Government has recommended that large companies

should be forced to make public, the information dues to SSI units.

The task force mentioned above also wants the Government to set up a statutory

mechanism on line of BIFR for the small scale sector as well.

The Government of Madhya Pradesh is also in the process of bringing an act for

rehabilitation of sick SSI to deal with non — BIFR cases.
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Marketing

Marketing is considered to be a major gap area for the SSI as some of the units are
very small and so their outputs individually. Adopting consortium approach could
best solve the marketing problems of the SSI sector. Besides finance for marketing
related activities, dissemination of requisite information on demand pattern, futuristic
trend. etc. could be made available by the Development Institutions / SSI

Associations, etc. (Patnaik, 1997)

WTO & Global Competition

Globalization whether taken in a limited way in terms of ‘multilateral trade
liberalization” or in the broader sense of ‘increasing internationalization of
production, distribution and marketing of goods and services’ has resulted in the
opening up of the markets leading to intense competition. The WTO (World Trade
Organisation) regulates multilateral trade requiring its member countries to remove
import quotas and other import restrictions, and to reduce import tariffs. In addition,
countries, especially the developing countries, are asked to stop subsidies to exports
as well as to domestic goods. India has also committed to bring down its tariff rates in

a time bound manner.

As a result every single individual enterprise in India, small or large, whether
exporting or servicing the domestic market, has to face competition. The process has
already begun as many reserved items of SSI have now been placed under open
general license (OGL). This opens up the possibility of direct competition in the
domestic market with the imports of better quality goods from developed countries
and cheap products from the other less developed countries. In addition, changes in
the trade policies have taken away the special advantage of the SSI in their supply of

imported materials through government agencies at nominal prices.

The 1990s have already witnessed the entry of many multinational companies in areas

such as automobiles and electronics industry. To be able to compete with imports or
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multinational corporations in the domestic market or to export successfully without
any external support, Indian industrial units. small and large. need to improve their
productivity and quality, to reduce costs, to go for higher performance products and

better services. all to be delivered simultaneously.

Equally important are the non — trade issues of WTO such as TRIM. TRIPS and the
stringent sanitary, environment and labor standards. Some of the multilateral
agreements on these issues like that TRIM intensify competition further and others
either threatens to take away the comparative advantage of Indian industries or to
enhance the competitive advantages of new technologies. In the case of trade related
investment measures (TRIM) the Uruguay Round identifies all those TRIM that are
inconsistent with the GATT provisions for which the WTO later set a time target for
the countries to remove these measures. With implementation of the agreement on
TRIM. Indian input supplying units like that of auto components do not automatically
get their market share. These units have to compete in the open market for their
market shares. The agreement on trade related intellectual property rights (TRIP)
takes care of intellectual property rights by enforcing patent rights and the protection
of industrial designs, trademarks, geographical indications, layout design of integrated
circuits and undisclosed information. It is of critical significance for Indian industrial
units. as a majority of these units are involved in the unauthorized duplication of
products without any formal technology transfers. The agreement of TRIP is of
special importance for food and chemical industries as units in some of these
industries like pharmaceuticals have been producing patented products in the country
through new processes. These units could do so till now given the Indian Patent Act,
1970 that mainly takes into account the process patents for seven years and the
capabilities of Indian industry to devise new processes quickly. It, however, will not
be possible in future because India had to change its Patent Act so as to recognise
product patent with a long (20 years) period of protection as per the agreement of
TRIP. In effect, the enforcement of the TRIP agreement makes the production of any
product possible either through internal innovation or through formal transfer of

technologies. This makes the Indian industry dependent on multinational
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corporations. as these are the prime developers of majority products. which in turn
involves costs in terms of purchase of technology as well as restriction on the usage of
purchased technology. SSI are the most vulnerable as these units do not have the
required resources and capabilities either for innovation or for purchase of
technologies. The magnitude of the possible impact of the TRIPs agreement on the
SSI can be gauged from the contribution of the food and chemical industries. the
potential victims of the modified Patent Act. to this sector. Food processing units
constitute 16.6 % of the total number of units. 14.2 % of the fixed assets. 13.14 % of
the total employment, 21.84 % of the total production and 11.40 % of total value
added of the small manufacturing sector and stands first in all these respects excepting
the last. where it stands second as per the second census of small scale industries.
Chemical units contribute 9.48 % of the total fixed assets (third position), 12.27 % of
the total production (second position) and 15.09 % of the total value added (first
position) of the small manufacturing sector in 1987 — 88. Some estimates show that

there are 9.000 registered and 7, 000 unregistered SSI units are producing drugs alone.

Similarly. the agreement on sanitary and phyto — sanitary (SPS) measures empowers
countries to block imports from certain regions for reasons like spread of diseases.
Whatever be the status of the agreements on environment and labor standard, these
have already been imposed on export units by the importing agencies. While
environment standards enhance the importance of new technologies, labor standards.
if agreed and implanted, remove totally, the competitive advantage of having cheap

labor for Indian industry, especially the SSI.

In pre — 1990, there were quantitative restrictions (QR) of bout 8000 items. The
figures came down to 2700 items in 1997 during the Exim Policy 1992 — 97. The
Government was under obligation to lift the balance of 715 items from quantitative
restriction (QR) on imports from April 1, 2001. Now the items reserved for SSI can

also be imported freely in the light of removal of QR.

-4] -



To face the challenge emanating from the WTO agreement. SSI units irrespective of
their size. need. technology upgradation and modernization. Awareness about the
implication of WTO agreement has to be created and SSI entrepreneur are to be
educated in this regard. Technology is the key element contributing to productivity.
quality. competitiveness and market acceptability of products. The preparation for
competitiveness needs to be done by the Government as well as entrepreneurs and the
corporate. (Vasudeva, 2001) The skills and competence upgradation can be
successfully done through training of the workers, supervisors / managers and the
entrepreneurs themselves. Considering the fund constraints with SSI Sector
Government has introduced the credit linked capital subsidy scheme for Technology
upgradation of Small Scale Industries under which 12 % back ended capital subsidy
would be admissible on the loans advanced to the SSI by the scheduled commercial
banks / designated SFCs for technology upgradation in certain select sectors. The
Study Group on development of Small Scale Enterprises made a number of
recommendations like setting up of a Technology Bank. providing of finance to units
for entering into collaboration for technical know — how and enhance the
marketability of their products concessional rate of customs duty for importing
equipment for technology upgradation, programme to modernize export oriented
industrial clusters, establishment of technology mission, quality assurance and testing

laboratories, etc. for improving the present scenario.

On competitiveness there are three streams of literatures studied, which focus their
inquiry primarily on individual firms. Some authors (Kogut, 1991. 1992, Francis,
1992) give primacy to firms competing in global markets to explain their
competitiveness. Another group of authors (Amsden, 1989, Porter, 1986 and Tyson,
1992) investigates the characteristics and dynamics of an industry in domestic and
world markets, industrial policies and regulations to understand their level and
sources of competitiveness. The third group (Bartlett and Ghoshal, 1989, Prahalad and
Doz, 1987, Prahalad and Hamel, 1990) focus on individual firms and their strategies
fof global operations, resource positions to identify the real sources of their

competitiveness. The economic meaning of is defined as ‘the competitiveness of a
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firm is the competitive advantage it has over its rivals in the market or markets it
operates in. (Sen Gupta, 1997) Competitive advantage, as Porter. an economist turned
strategic theorist, puts it, ‘grows fundamentally out of value a form is able to create
for its buyers that exceeds the firm’s cost of creating it. Value is what buyers are
wiiling to pay’(Porter, 1985). Kay. another economist and part time strategic theorist.
develops the concept further, ‘the key measure of corporate success is added value —
the difference between value of a firm’s output and the cost of firm's inputs’. A
competitive advantage is something that one firm has over another. Where no explicit
comparator is stated, the relevant benchmark is the marginal firms neither add value
nor subtract it. In order to measure competitive advantage or added value it is
necessary to make a charge to the form for the capital employed in the business (Kay.

1993).

While discussing the success of Japanese multinational firms some authors (Fruin.
1992, Hamel and Prahalad, 1998, Womack. et al, 1994) argue that apart from the
contribution of the external factors organisational learning, effective building,
mobilization and motivation of human resources, achievement of layers of
competitive advantage through continuous development of capabilities and
competence to move from low cost position to industry technology leadership by
incremental process and product innovation have also contributed a great deal to their
rapid and overwhelming success in the global market. Other than its inter —
organizational characteristics competitiveness of a firm depends critically on a variety
of . external factors such as government policies, institutional and industry
infrastructure , availability of factors such as finance and information, cultural
heritage of the nation, inter — organizational linkages with other firms and with
su@oﬂing institutions such as R & D laboratories and universities of so many

variables makes the subject of competitiveness extremely complex (Chaudhuri and

Ray. 1997).

With gradual abolition of system of licensing through liberalized economic and

industrial policies, it has become imperative for firms to formulate entry strategies
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based on more market oriented considerations. The organisations need of focus more
attention to careful evaluation of entry strategies. response from rivals and dynamic
considerations. (Sen, 1997) On exit strategies. a research on pharmaceutical industry
concludes that probability of plant exit decreases with increasing size and reduced
costs. Characteristics of firm also have important influence on exit strategies. Hence.
survival of organizations under competitive environment to a large extent depends on
“internal” factors with better management, cost control and effective use of resources.

((Madanmohan, 1997)
2.1.13 Technology and R& D
Technology Strategy

The broad objective of technology strategy is to guide an organization in acquiring,
developing and applying technology for competitive advantage. A firm’s technology
strategy is also expected to serve its overall strategy in developing and exploiting firm
specific advantage. In this sense, it is contingent on the firm to ensure a consistency
between technology and business strategies. A firm’s technology strategy is often
seen as a set of choices about the relative emphasis on — (a) cost versus quality, (b)
broad versus narrow product market focus, and (c) technology leader versus follower
status (Basant, 1997). At firm’s level strategic choices get translated into a variety of
decisions which cut across functional boundaries. MacAvoy’s (1990) summary of
thé'se decisions brings out the complexity of the processes involved in identifying a

technology strategy of the firm —

e Selection, specialization, and embodiment
e Level of competence

e Sources of technology

e R & D investment level

e Competitive timing.
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R & D : Case Study of Karnataka

The nature and magnitude of R & D in small industry in Karnataka have been studies

(Bala Subramanya et. al., 2002) on issues such as number of firms carried out R & D.
reason for R & D, specific objectives, sources, dimensions, intensity as well as
achievements. In addition, the role of external support, particularly that from
government promoted institutions and inputs devoted for R & D such as personnel

and capital were also examined.

The majority of the firms in the non — tiny sector have performed one or the other
kind of R & D activity coming under the identified dimensions. As many as 53 % of
the non — tiny firms come under this category and more than 47 % have undertaken R
& D informally. Firms having formal R & D department accounted for about 5 % of
the total, which is comparable to that for the OECD countries (Freeman and Soete,
1999). Out of the firms having 16.66 % are registered with the Department of
Scientific and Industrial Research (DSIR), Government of India. Thus it is clear that
though majority of the non - tiny firms have done R & D they have dome it

informally.
Factors influencing R & D

In the Indian context, the Government has been pursuing the path of liberalization and
globalization since 1991 through de-licensing of industries, dismantling of controls
and regulations for existing and new investment. removal of constraints for foreign
investment, radical reduction of tariff barriers for imports and phasing out of
quantitative restrictions. This had intensified local competition and exposed domestic
industry to international competition. As a result, responding to technological changes
and satisfying the expectations of customers have become decisive for a SSI firm to
survive and grow. This assumes special significance because in the meantime there

has been an implicit shift in the thrust of small industry policy from protection
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towards competitiveness (Bala Subramania, 1998). It is in this regard that it is

prompted small firms to engage in R & D activities.

Sl. No. Possible Dimension

1 Developing new product
Developing new process
Changing product performance / quality by technically efforts
Using alternate / new raw material
Changing product shape / dimension to suit customer / market needs
Modifying existing machinery
Adopting new methods of fabrication, testing, operation. etc. for the first time
Solving commonly encountered problems in a novel way
Developing new testing facilities
Correcting faulty design of an equipment
In — house innovation (other than classified above)
Getting engineers / technicians trained for development work

Table 2.11 - Possible dimensions of R & D in SSI
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Based on analysis of the survey data it is found that competition. technology change,
self — motivation and user signal are the primary factors which drove small firms to
undertake R & D in both non - tiny and tiny sectors. Of these, competition appeared
to be the most important factor followed by self motivation, technology change and
user signal in the non — tiny sector whereas in the tiny sector technology change, user
signal and self — motivation are the most important factors in that order, after

competition.

External factors (such as competition, technology change and used — signal) are more
important in influencing small firms to go for R & D than internal factors like self —

motivation. This is not surprising, given the changes that have taken place nationally

as well as internationally.

Objectives of R & D

The most prominent objectives of R & D as mentioned by the SSI entrepreneurs are
quality improvement, cost reduction, satisfying customer / market needs, overcoming
process problems, exploiting an opportunity in the market for a new product and

expansion / diversification of the firm concerned.
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The objectives of R & D activities are very much in line with the factor that promoted
small firms to go for R& D. Competition being the most important factor which
prompted small firms to undertake R & D. quality improvement and cost reduction
are the primary objectives of R & D in SSI. User signal being the other prominent
factor which forced small firms to do R & D. satisfying customer / market needs is the

other significant objectives of R & D in SSI.
Sources of Technological Support for R & D

An insight into the process of R & D shows that while some firms may have in —
house technological capability. others might rely on external support in carrying out R
& D. Moreover, internal innovative capacity and the small firm’s potential for
utilizing and exploiting external sources might be complementary in certain contexts.
It would be of interest to know the relative importance of internal and external sources
of support for R & D in SSI. Self - effort and in — house are the major sources of R &
D in SSI. |

Dimensions of R& D

It is observed that small firms are often better placed than large to react quickly and
efficiently to changing pattern of market demand and to take advantage more easily of
the opportunities opened up by innovative developments in production and other
operational processes. They are likely to enjoy good internal communications
facilities relatively rapid adaptation to changes in the external environment
(University of Cambridge, 1992). Therefore, it would be éppropriate to explore the
natﬁre of R & D activities carried out in small firms. Changing product performance /
quality, solving commonly encountered problems and changing product shape /
dimension are the three most significant feature of R & D activities carried out in

small industry sector in Karnataka.

What is more important is the contribution of SSI in terms of product and process

innovations i.e. development of new product and new process may be considered
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‘radical innovations’ whereas the rest of the R & D activities may be ‘incremental
innovation’. On the whole, it appears that ‘incremental innovation’ is the striking
feature of R & D in SSI as they could mean either improving quality / performance or
changing product shape / dimension or solving a common problem in a novel way or

modifying machinery or doing other innovation in — house. etc.
R & D Inputs - Personnel and Expenditure

There are two kinds of inputs for R & D. personnel devoted R & D effort and
expenditure incurred for training / consultancy or equipment / testing facility, etc. or
cost of labor devoted for R & D shows the firm’s commitment to innovation and R &
D (University of Cambridge, 1992). R & D expenditure is one of the most commonly
used indicators of innovative activity (University of Cambridge, 1996). R & D
expenditure could be for training / consultancy, investment on equipments / testing,
etc. and / or labor spent on R & D effort. While small firms could quantify their
expenditure incurred for training / consultancy and investment made on equipments,
testing, etc. relatively easily, the quantification of total expenditure comprising cost of
material inputs was not easy. Total expenditure includes payment of wages and
salaries to full —time R & D as well. Still, a significant number of firms in both tiny
and non — tiny sectors declared that they did not incur any expenditure on their R & D
activities. R & D expenditure for 1998 — 99 for the non — tiny sector reveals that
nearly one — fifth firms did not incur any R & D expenditure. More than 45 % spent in
the range of Rs. 1000 — Rs. 0.1 million and 36 % firms spent in the range of Rs. 0.1

million — Rs. 1 million.
R & D Achievements

The most noteworthy outcome / achievement of R & D in SSI sector is that more than
three — fourth of the firms, which have performed R & D activities have achieved
quality improvement due to R & D. About two — thirds of the firms in both the sectors

could reduce the rate of rejection of output. If these two factors could be construed as
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the major indicator of competitiveness, then it is justifiable to conclude that R & D

has enabled a majority of the SSI firms to enhance their competitiveness.
Finance for Technology Upgradation

SSI serving as ancillaries to major industrial groups offer vast scope for venture
capital in India. Major industrial units in their endeavor to upgrade their technology
expect their ancillary small units to keep up the upgraded quality standard. Small
industries may find it hard to switch over to new technology so frequently and in that
event they may lose a major client and may ultimately collapse. Venture capitalists
can be the best substitutes in many of these areas and they can salvage the firms from
the crises by providing not only equity but also managerial expertise. Such type of
assistance to a small industrialist who may not have much outside connection would
be immensely useful. Though there is vast scope for SSI in the high - tech areas to
avail of venture capital assistance yet, many small units could not benefit out of it for
the obvious reasons that majority of them are either not aware of such facilities or

they are in the non — tech businesses.
2.1.14 Information Management & IT

Information is one of the important resources. It is to be managed just like any any
other resource (Majumdar, 1996). With the advent of the computer and
communication technologies, more efficient alternatives of information management
are available. These new technologies not only enable firms to acquire accurate and
up to date information but also provide it faster. In addition, the new technologies can

store, process and retrieve a variety of data forms ranging from simple number to

video images.

The issues and possible IT approaches are discussed in detail.
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Issues on IT

A time based competition with a movement towards mass customization is evolving.
The business challenges have become multifaceted. The SSI need to respond to these
changes with effective measures. IT can help improve all these attributes. but due to
budgetary and logistic constraints, SSI need to priorities where and how to use IT.
The judicious use of IT represents the identification of priority directions, priority

form and priority level of IT usage in any manufacturing SSI.

To identify these priorities, it is important to appreciate the key changes in business
environment. In order to achieve effective management of IT in manufacturing
companies, it is important to appreciate both the conventional practices and what are
the changes occurring in the more progressive companies that have embraced the new
concepts. The development of IT — supported business processes to integrate with
different enterprise functions towards business goals is becoming the primary
endeavor of management. Information management is no longer independent. The

new competitive strategy rests on an effective integration of the two aspects.

Further, the use of IT in manufacturing SSI is increasingly motivated by factors such
as expanding global markets. intensifying global competition. mounting pricing,
pressures and eroding profit margins, accelerating changes in IT. escalating time — to
-~ market pressures and shortening product life — cycles. Meanwhile. factors such as
the needs to meet the challenges of mass customization, Total Quality Management.
demanding customers, competition among the supply chains, and Business Process
Reengineering are prompting many companies to adopt IT — enabled solutions to

enhance their competitiveness.
Global Directions & Vision

An IT — facilitated vision for the manufacturing SSI in the future is influenced by the

following factors —
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Increased identification of new value propositions : Towards ‘customer
delight’

Agile manufacturing focus : Dynamic response to rapid changes in the market
place

Integrated approach towards system problems : Use of system focused models
and tools

HRD efforts towards learning organisations : IT facilitated knowledge
management

Supply Chain Management : enabled by IT Decision integration

Product diversification and mass customization : flexible automation

Judicious use of IT in enterprise : focusing on flexibility. integration and
automation

Proactive and dynamic response to change : Proactive planning and control
Re-engineering businesses with new value propositions : IT enabled e-
businesses

Improved methodologies to enable Change Management : Enterprise and

demo models.

In the new business environment, information systems to be used in industry must

offer capabilities to compete on cost, quality, delivery, flexibility and effective new

product introduction. These are termed as competitive priorities or manufacturing

performance objectives. The multi — faceted competition demands simultaneous

achievement of several selected priorities in accordance with the value propositions

above — mentioned.

The previous surveys regarding judicious use of IT in manufacturing have highlighted

some interesting requirements in manufacturing SSI —

Phased development and investment in IT solutions is available.
SSI prefer value focused IT investments with affordable risks, i.e. less costly

and with more proven benefits.
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- Many SSI encountered negative experience in their initial IT investments.
Hence. they are now more cautious and need more convincing examples (with
visibly significant benefits) to convince them for further investments.

- There is a lack of knowledge and / or expertise within the SSI on It usage.
Many SSI tend to get trapped in the “join the bandwagon” effect.

- SSI must remain more flexible than larger chain players. It is expected that
they could offer dynamic response than lager units.

- The control and coordination occupy most of the time and costs in company
management. Proactive control strategies and systems focused measures and
needed to identify bottlenecks.

- The pitfalls of larger units must be overcome by ways and means to enhance
their capabilities to respond dynamically to any changes imposed in the supply
chain. As such, they need to explore more aggressively on the benefits of
supply chain management and information sharing.

- Given the financial constraints, risk factors can only be tackled one or several
at a time by SSI. Traditional mindsets tend to overpower new. progressive
ideas and wrong directions get prioritized.

- The turnover of IT manpower is relatively high. The manufacturing SMEs
required external support in manpower development. Demo models are
required in the training and re — training of professionals on the effective use
of IT.

Figure 2.1 shows an IT model proposed by Wadhwa (2002) for the SME.

The manufacturing SSI have little knowledge about the prospective IT options; their
knowledge about the expected benefits on the business performance is limited. The
SME:s require locally applicable case studies and continuing education and support to
embrace the right ideas in the right place and at the right level. Enterprise models

embedded with rich case experience are needed.
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Figure 2.1 — IT Framework in SSI
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There is a need to transform the businesses from marketplace to marketspace, using

the strengths of IT. (Singla, 1999) This also calls for developing IT leadership.
2.1.15 Business Performance of SSI

A study was conducted on small scale industries at large. and a detailed analysis was
carried out to study the implications of the changing context with reference to the
small scale units in three industries namely. garments, electronics and auto
components (Bhavani. 2002). Of these, garments being a reserved product till very
recently. this industry has only small scale units. Both electronics and auto
components industries have a large number of small scale units. In addition, all three
industries have developed into global commodity chains at the international levels,
which have significant implication for the small scale units. The important
characteristics of the selected industries were product composition. nature of the
market served. technology used, industry structure and their likely future with special

emphasis on the position of the small scale units.

The ongoing changes in the business environment and possible ways of improving
competitive strength and commercial viability of Indian SSI were examined in the
changing scenario. The analysis indicate that while liberalization has exposed all
industrial units including small units to market competition to a greater extent.
globalization intensifies market competition by allowing import and multinational
corporation into India is relatively easy. In order to withstand competition, Indian
industries especially the smaller ones need to improve their productivity and quality,
reduce costs and go for higher performance of products and better services
(Vasudeva, 2001). This means substantial improvement in various dimensions of
technology, namely, automation or mechanization, organisation and information. SSI
not only need to upgrade their technologies but should also keep track of the changes
in 4technologies. Strengthening of internal innovation capabilities, integration with

global supply chain and capability to fulfill the customers™ expectation on quality,
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cost and delivery are major challenges before the SSI. Adoption to modern

management theories and practices like TQM and 1SO 9000 are also essential.

On policy front the study suggested that there is a need for a major revamp so as to
encourage the growth of SSI. It requires elimination of protective measures and strict
enforcement of time — bound promotional concessions. The time bound support plan
would not only protection to start an industrial unit to establish a firm base but also
enable the government to help more number of industries over a period of time.
Overhaul of policy measures for making information and finance available. removal
of hurdles like labor legislation and inspector raj. and provision of basic infrastructure
are the requirement for growth of the SSI. The industry association and private
organisations should be allowed by the government to play important role in

technological upgradation.

The study concludes that all the external support including policy initiatives has a
meaning only when the individual SSI are motivated. The industry associations and
the government have to play a meaningful role in educating the SSI on changes taking
p]aée in the external environment and the technology in order to change the attitude.

and to instill trust and confidence in the SSI.
Analysis & Remedies to deal with Sickness

While analyzing the reasons of sickness in a separate study (RBI, 2000), and in order

to strengthen the process of credit flow following suggestions are made —

- There is a need to convert the State Level Inter Institutional Committee

A7 (SLIIC) in each state into statutory bodies endowed with statutory and
administrative powers to enforce their decisions on bankers.

- There is a need for looking after of all potentially viable sick units by

specialized branches.
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There is a need on part of the banks to report separately the figure of those
sick SSI which are neither defunct nor closed nor have been set up under
government sponsored schemes.

Banks have to change their internal information and reporting system to
collect. collate end report end correct statistics relating to sick SSI.

Specialized SSI branches have to come forward for adopting innovative
schemes viz. credit cards, factoring and venture capital to cope up with the
technological and other advancements taking place all around.

There is a need to revamp the technical and financial consultancies to help the
industry generate new project profile.

The government has to come forward to set — up national level research
institute to ensure reliable and timely information to SSI.

There is a need to make banking process as transparent as possible to reduce
customer grievances and redress them on time if need be. Because, they
cannot forget the fact they are entering an age of never satisfied customer.

It is very much necessary to speed up the recovery process because recovery
of old / outstanding amounts of banks is very much essential if fresh credit has
to flow into the sector.

There is a need to appoint / train bank officers especially for the purpose of

recovery through legislative measures.

2.1.17 New Economic Order

External environment has great influence on the ways of doing business, customer’s

expectation, supply chain management, value chain, customer relation management,

operations etc, which has undergone major change since more than a decade. The

basic issue, which is being dealt, is change in strategy in the changing economic

scenario in view of the new economy. (Joshi, 2001) The mass production is backed by

consumerism, in which a major focus is on customers and customization. This has

become possible because of technological support. As a consequence now the
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companies are more accountable towards their customers to supply quality products at

appropriate price and on time delivery.

At this juncture. there was emergence of knowledge based economy. which is also
called ‘new economy’. The blue collar workers are being replaced by knowledge
workers. There is a partnership between people and people. The basic tool is
information technology. The knowledge becomes embedded and this is converted into
intellectual property. The key success would be developing. sharing knowledge and
ultimately converting into intellectual property. This intellectual property becomes
asset for the organisation. The business will have heavy dependence on information
technology to be competitive. (Joshi. 2001) The business process will undergo

transformation and conventional business needs to be reengineered.

The new economy is strong and resilient. At the same time we are experiencing
dramatic growth, we are experiencing deflationary pressures. The companies need to
reinvent. The labour, too will pay a price. Many workers will be required to learn new

skills or find new jobs altogether (Sahlman. 1999).

The success of new economy is based on teamwork, inter connection, shared
knowledge. speed. consistency, precision. reliability, etc. Old economy can be
transformed by embedding the information technology. which will give competitive
advantage to the old economy and finally covert it closer to new economy. One will
have to develop totally new competencies to make the business success. This will
have impact on strategies, structure, business process, system and culture. The
internal environment will go sea change. Product innovation, market strategies,
financial gains are more likely to be regarded as means to an end. The functional

boundaries would ultimately vanish to meet the competition.
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Networked SSI

SSI lose out on the strengths obtaining from bigness in terms of financial
sustainability. depth and range of products. marketing clout. and brand and bargaining
power when compared with their competitors. But. many innovative ways have been
practiced by SSI to ward off these disadvantages: the most successful of which is the
concept of industry clusters. Whether one looks at clusters of packaging industry in
northern Italy or hosiery mills of Ludhiana in north India, one can see this concept in
action. In clusters one finds that the whole town and all its population whether young
or ‘old. rich or poor. is working like one big networked company. Clusters like
companies have their own life they rise and fall. For example, textile towns of Surat
in Gujrat and Bhiwandi in Maharashtra, are typical of industry clusters. which for

diverse reasons are in varying degree of decay or retreat.

Global Supply Chain

Increasing internationalization of production, distribution and marketing of goods and
services has given rise to global commodity chains. These chains are networks of
business units of various sizes beginning from the stage of raw materials supply to
production, marketing and retail of any product being located across countries. These
commodity chains can either be producer — driven or buyer — driven. Producer -
driven commodity chains can be seen for capital and technology - intensive products
like automobiles and electronics. In these chains, manufacturers of the final product
are the major driving force. In contrast, buyer — driven commodity chains exist for
products that are as such design and marketing intensive but labour - intensive in the
manufacturing stage like that of textile garments and leather. Here the retailers and the
merchandisers control the chains. The presence of global commodity chains makes it
essential for the industrial units, to be a part of the chain in order to access the
markets. So far, Indian industrial units, especially the small units, are operating in

isolation, which can not continue any more. However, to get into the international
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production and trade networks. individual units have to satisfy the buyers” standards

in terms of price. quality and delivery schedules. (Siddiqui. 1998)

With the entry of major global companies primarily focusing on assembly. global
practices too are being slowly infused in the value chain of production. both in the
upstream and downstream activities. With structural changes in the dynamics of
assembler — supplier relations, the location of proposed sub — assembly suppliers have
assumed critical significance which may result in development of exclusive
‘technology parks’ for developing assemblies. Also proliferation and visibility of
global networks have increased their entrepreneurial power and influence to dominate
business activities. There would be, therefore. an imperative need for evolving a
framework for developing and managing people of SSI who are comfortable with the
strategic and operational paradoxes embedded in global firms and who are capable of

harnessing the cultural diversity (Sastry, 1999).

The emergence of large MNCs in the last couple of decades which have distributed
different activities in their value chain in different part of the globe and are operating
in multiple nations has prompted researchers to explore factors that have led to their
competitive advantage. A group of scholars basing their research on these firms have
emphasized the role of factors internal to the firms such as firms” strategies, structure.
competencies, and capabilities to innovate, and other tangible and intangible resources
for their competitive success (Bartlett and Ghoshal, 1989, Doz and Prahalad, 1987.
Hamel and Prahalad, 1989, 1990). The essence of their argument is that. as the
environmental factors are more or less uniform for all competing firms,
competitiveness arises or results from management, leveraging. and stretching of

resources (Hamel and Prahalad, 1993).
Change in Strategies, Business Processes & Operational Systems

There have been numerous organisational changes taking place. The organisation of a

production process involves plant layouts, materials management, work allocation,
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production schedules, quality management. inventory control. and so on. Some recent
developments in the area of organisation include Total Quality Management (TQM).
Just — In — Time (JIT), new standard for scrap management. machine reliability.
inventory control etc. (Mody, et. al.. 1992). Also. increasing number of consumer
preference for variety has changed the ground rules of competition from the mass
production of standardized products to flexible. specialized and customized products
and thus altered the ways of organizing the production system. For instance. the plant
layout is being changed from long narrow assembly lines comprising specialized
machines to a cluster of all purpose machines arranged like cells in which different
families of products are manufactured. Accordingly. changes are required in
production schedules and work organisations such as multi — skilling and multi —

tasking. (Kaplinsky. 1989, 1998)

With changing environment, from regulated economy to liberalized situation.
business strategies of Indian business have changed to a large extent. The strategies
are to be shifted from power corridors of government to market place. The shifting of
business. consolidation, mergers, de - mergers. selling and purchasing of business.
restructuring organisation, shifting thrust to market product development, strategic
alliances, tie up as well as break up, joint venture formation. thrust on R & D.
opening business arm outside the visible strategies move in Indian industry. The other
visible strategic move has been in human resource management. Corporate
governance, increase in shareholders value, concern about environment etc. are some

of emerging trend in Indian business. Hence the strategic move has been —

- Economies of scale by consolidation

.- Thrust on core business. in other words expand the business globally where
corporate has strength rather spreading resource thin

- Upgrading products and technologies to ensure customer satisfaction with
quality and reliable products and services

- Reduce product development time and cycle time to bring efficiency

- Cost effective solution, cost reduction and increasing value to customers
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- Closer understanding of customer’s requirement and ensuring customers
loyalty on going basis

- Down sizing. de — layering and business process re — engineering to ensure
efficiency in operations to service the customer

- Deployment of techniques like Total Quality Management (TQM). Six Sigma.
Activity Based Management, etc.

- Strategic alliance with Indian & Foreign companies, joint ventures with
foreign companies, start new business or revamp existing business. Many
Indian Companies are giving controlling interest to foreign companies.

- Foreign companies are trying to create whole time subsidiaries; as a result

many Indian companies are selling their shares to them.

Vast macro - social changes increasingly bind countries into interdependent
communities of nations, but between these there remains a patchwork of regulatory
and cultural barriers. This requires paying careful attention to the paradoxes created in
the design of corporate structures and the maintenance of multifaceted company
culture. The companies will have to increasingly invest in other skills to support their
core strength which would require an interaction among corporate strategies. These
network — strategy interface issues and the strategic relationships created in a global
production network would brig more complexities in understanding the relationship
between cost and values as competitors in a network would be often sharing common

network facilities and infrastructure.

Need for Process Focused Enterprise

A process enterprise is the organisational form for a world in constant change. Duke
Power, electric utility arm of Duke Energy, has learned becoming a process enterprise
is more than a matter of establishing new management posts and rejiggering
responsibilities. As lines of authority become less clear — cut, the way managers
interact with one another and with workers, als.o has to change. Style is as important

as structure. The unit heads have to negotiate with the process owners to ensure that
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the process designs are sound, the process goals reasonable. and the resource
allocation fair. In a process enterprise. the process owner has responsibility for the
design of the process, measuring its performance, and training the frontline workers
who perform it. but the people who perform the process still report to the unit heads.
That kind of split in authority may be hard for many executives to imagine, but there

are companies that are making it work today.

Process management is not merely a way to address specific problems — poor quality
or high costs. It is a platform for capitalizing on new opportunities. Just as important
as having smooth, efficient processes is being able to redesign those processes on the
fly. The processes must change their shape as markets change. as new technologies

become available, and as new competitors arrive.

2.2 STATES UNDER STUDY - MADHYA PRADESH AND
MAHARASHTRA

This section specifically deals with the reasons for selecting Madhya Pradesh and
Mabharashtra as representative states for study. In almost all economic and industrial
research works and surveys Madhya Pradesh is considered to be under ~ developed,
the data also supports to conclude that growth in Maharashtra has been significant.

The sections described below provide a data supported view on the above.

2.2.1 Effect of Economic Reforms on Economic Performance

According to the Economic Survey, 2002 on the movement of state domestic product
and relative share state in aggregate SDP of the major Indian States and the Union
Territories in nineties shows that the country has changed little during the reform
years. The economic landscape of many states .has changed during the reform years.
The gross domestic product has grown at a higher rate during the nineties, especially
when compared against the performance immediately before the reforms. The states

with greater economic strength have gained at the cost of the poorer ones, thus adding
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to the regional disparity. In other words, prosperous States have prospered further
while poor ones have become poorer. Only 5 states. Maharashtra. Uttar Pradesh, West
Bengal, Tamil Nadu and Andhra Pradesh together accounts for nearly half of the
aggregate domestic product of the major Indian States. Bihar. Assam. Orrisa, and
Madhya Pradesh have witnessed a decline in its share in aggregate SDP since the
reforms. Maharashtra the top ranker recorded a near 1 % point increase in its share in
aggregate SDP during period — up from 13.96 in 1990 — 91 to 14.96 in 1999 — 00.
Madhya Pradesh and Andhra Pradesh are the only states which were in the top five

bracket of SDP growth rate in 1990-91 but have displaced to the lower bracket.

The data shows that the rate of growth of the SDP in Madhya Pradesh is very slow as
compared to the national average, too. Historically. Madhya Pradesh has maximum
number of SSI units which were later taken over by Uttar Pradesh. Gujrat,
Maharashtra and Karnataka are some of the states of the most industrially advanced
states in the country. Liberalization has thrown up opportunities best exploited by the
residents of these states. Larger industry has also grown in these states and has pulled
SSlIs along with it. The table below shows the economic performance of Maharashtra

and MP in last 20 years -

1999- 1998- 1997- 1996- 1995- 1993- 1990- | 1980-
00 99 98 97 ~ 96 94 91 81

Net State domestic product at current prices in Rs. (Crore) (New Series)

Maharashtra 212216 | 185119 [ 170700 | 155680 | 140730 | 101767 | 59325 | 15473

Madhya Pradesh 86385 | 79052 | 70546 | 65166 | 56631 45887 | 31602 | 8357

Per Capita net State domestic product at current prices in Rs. (New Series)

Maharashtra 23398 20466 19275 | 17825 16379 12290 7612 2492

Méahya Pradesh 10907 10161 9234 8689 7705 6537 4798 1609

Share in aggregate net state domestic product (%)

Maharashtra 14.95 14.36 15.03 15.18 15.80 15.44 13.96 | 13.45

Madhya Pradesh 6.08 6.13 | 621 | 636 | 6.6 6.96 | 744 | 7.6

Table 2.12 - Economic Performance of Maharashtra & Madhya Pradesh
(Data Source : Economic Survey, 2001 - 02)
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2.2.2 Monetary Policy

Although there have been several studies as to assess the impact of monetary policy
on the national economy, there has been little investigation of the interrelationships
among sub — national economies and associated feedbacks from policy shocks. One
analysis reveals that the response of different states to monetary policy shocks is. in
fact. quite distinct. The size of a state’s response to a monetary policy shock is
positively related to the share of manufacturing in the NSDP (net state domestic
product), which may be viewed as evidence favoring an ‘interest rate channel’. The
analysis also provides support for the fact that certain states. containing of small
firms, tend to be more responsive to monetary policy shocks than states with a smaller
concentration of the same, which, in essence. is testimony to the existence of a *broad

credit channel’.

The Indian Issues

The majority of the regional studies in the Indian situation have focused on examining
the issue of state finances (Venkataratnam. 1968, Bagchi et. al., 1992), widening
interstate  disparities (Kurian, 2000), their macroeconomic performance and
differential inter state inequalities (Ahluwalia, 2000), and source of differences in per
capita state domestic product (Dasgupta et .al., 2000), variation in size. income and
structural characteristics of states (Shand and Bhide, 2000), and dispersion of per
capita income of state vis — a — vis the national average (Chuadhuri, 2000). The
Reserve Bank of India has also been bringing out the status of state finances annually
since 1950. Since the nation comprises of several states with not only differential
growth patterns (Ahluwalia, 2000) but also differential abilities to respond to
monetary policy shocks, it would be of interest to understand the extent of such

reactions at the state — level and this aspect, is the predominant concern of our day.

A study of 14 major Indian states namely Haryana. Punjab, Rajsthan, Bihar, Orissa,

West Bengal (WB), Madhya Pradesh (MP), Uttar Pradesh (UP). Gujrat, Maharashtra,
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Andhra Pradesh (AP), Karnataka, Kerala and Tamil Nadu was conducted (Nachane et.
al.. 2002). The sample period of the study was 30 years i.e. from 1969 — 70 to 1988 -
89. the objective of the study was to study the regional impact of monetary policy,
bank nationalization period was not considered in the study. The table provides an
overview of the structure of the net state domestic product (NSDP) at four
representative time points encompassing the time period under study (1969 — 99). As
is evident. at the all — India level, while the degree of industrialization has increased
over the period, certain states have witnessed a greater degree of industrialization vis
— a - vis the all India average. Illustratively. during 1969 - 70, while the
industrialization at the all — India level as percent of NDP was 21.3 %, the same for
Orissa was merely 12.5 % as compared to Maharashtra at 33.8 %. Although the extent
of industrialization went up during 1989 — 90 to 24.7 % at the all — India level. states
like Rajsthan and Orissa continued to lag behind their more developed counterparts

like Maharashtra and Gujrat.

STATE ACTIVITY 1969 - 70 1979 - 80 1989 — 90 1998 - 99
Maharashtra | Agriculture & 30.1 27.6 24.8 18.2
: allied
Industry 33.8 354 344 31.5
Services 36.1 37.0 40.8 50.2
Madhya Agriculture & 59.0 41.2 43.5 35.1
Pradesh allied
Industry 17.0 26.1 24.5 6.2
Services 24.1 32.8 32.0 38.6
All India (as | Agriculture & 47.6 39.8 345 28.5
percent of allied
NDP) Industry 21.3 22.9 24.7 23.7
Services 31.1 37.3 40.8 47.8

Table 2.13 - Structure of NSDP in different states (as percent of statewise NSDP)
(Data Source : Economic and Political Weekly, 2002)

STATE 1969 - 70 1979 — 80 1989 — 90 1998 - 99
Maharashtra 5.9 57 = 7.4 8.7
Madhya 4.5 5.1 5.6 6.6
Pradesh
All India (as 5.4 6.0 5.9 5.7
percent of
NDP)

Table 2.14 - Share of unregistered manufacturing in NSDP (as percent of statewise NSDP)
(Data Source : Economic and Political Weekly, 2002)
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This apart. various states have differing degree of formalism in their econonric
activity. As regard the role of industry mix. the Table shows the share of unregistered
manufacturing in NSDP in concerned states at the four benchmark time points
mentioned above. Without loss of generality. unregistered manufacturing would
indicate the dominance of small units in a particular state. As compared with all —
India average of 5.5 — 6.0 % over the entire time span covered. certain states have a
relatively high proportion of such firms. Notable among these include Haryana and
West Bengal (especially in the latter half of the 1980s and the 1990s): among others,
Maharashtra and Tamil Nadu have had a significant proportion of unregistered
manufacturing in NSDP, although for the latter half of the 80s. The same for

Karnatala has also remained at a level, albeit with a significant fall in 1989 — 90.

YEAR [ HARYANA | PUNJAB | UP | BIHAR | ORRISA { WB | MP [ KERALA | TN
1 0.76 1.95 6.72 0.26 0.01 3.23 | 4.61 1.10 0.03

2 2.35 6.83 4.65 2.03 - 0.02 4.78 | 2.90 2.11 0.30

3 2.51 7.00 4.61 222 0.04 7.38 | 3.45 2.12 0.52

4 2.52 7.13 4.71 222 0.04 7.30 | 3.51 2.10 0.52
5 2.58 7.11 4.71 222 0.04 7.29 | 3.53 2.12 0.55

Table 2.15 - States where monetary shocks have less significant role in statewise output variance :
proportion of statewise output variance explained by monetary shocks (percent)
(Data Source : Economic and Political Weekly, 2002)

YEAR RAJSTHAN | GUJRAT | MAHARASHTRA | ANDHRA | KARNATAKA
. PRADESH
1 29.94 36.57 11.59 28.85 28.83
2 24.90 31.65 11.45 27.25 24.46
3 23.87 30.03 11.89 26.96 23.72
4 23.75 29.94 11.96 26.77 23.54
5 23.73 29.90 11.97 ~26.79 23.49

Table 2.16 - States where monetary shocks have a significant role in statewise output variance :
proportion of statewise output variance explained by monetary shocks (percent)
(Data Source : Economic and Political Weekly, 2002)

The evidence is corroborated when we consider the penetration of banking and
insurance in the sample states. States like Maharashtra, Gujrat and to a lesser extent.
Kerala, Tamil Nadu and West Bengal presence in banking and insurance as evident
from the share of these sectors in NSDP vis — a — vis the all India average. For
instance, during 1998 — 99, while the share of banking and insurance in NSDP for
Maharashtra was 12.0 % , the same for Gujrat, Kerala and Tamil Nadu was 7.2, 7.4

and 9.4 %, respectively. As compared to this. the penetration of banking and
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insurance in states like Rajsthan, Bihar, Madhya Pradesh and Uttar Pradesh witnessed

a declining trend over the period.

Conclusion : The result of analysis on these issues reveal that a core of states
responding to monetary policy is a pro — active fashion than several other states.
Combining this with the earlier information on the concentration of manufacturing
and the degree of financial deepening across states. it is clear that those states which
have a greater concentration of manufacturing units or are relatively intensively
banked tend to be more responsive to such shocks. The conclusion supports to the
earlier theoretical discussion that leads us to expect. viz, broadly speaking, states with
a heavy concentration of manufacturing enterprises and greater financial deepening
tend to be more sensitive to monetary policy shocks than relatively under — banked /
less industrialized states (Nachane et. al.. 2002). They are. however, certain

exceptions to the observed attributes of some of the states.

2.2.3 Effect of Economic Reforms on Madhya Pradesh and Maharashtra

The amalgam of a more open trade regime and a liberal set of domestic policies were
expected to propel growth in the industrial sectors. Though the precise channels of
interface between policy regime and expected outcomes are theoretically well mapped
out, it has found little support on the empirical front. The proponents of economic
reforms in India however, found it convenient to by pass this and an important
outcome of the liberal policies, the issue of widening inequality among states. The
initial optimism aroused among the states conveyed by the abstract arguments
surrounding ‘openness and growth’ and exploiting a more liberal regime to foster
productive activities seems to dry up in the accelerated second phase of reforms. A
growth process likely to witness ‘catching up, foregoing ahead and falling back’

seems to be conspicuously absent among Indian states denying any symptoms of

convergence.
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existing policy framework. This intensified competition among states for investment.
The result is often lopsided growth, with some sectors and regions registering faster
rates of growth while the others fall behind in the process. The point about regional
disparity needs no emphasis given the spate of self - explanatory available empirical
evidence. Eyeballing the data on per capita net state domestic product (NSDP) clearly
reveal that the state with the highest per capita income, Punjab, has an NSDP almost
five times that of Bihar, which has the lowest per capita NSDP. The point to be noted
is that despite a decade of economic reforms there exist wide disparities in regional
growth / development, which might get worse given the nature of policies pursued,
especially with regard to industrialization, unless the state equip themselves to
improve their competitive positions. An examination of industrial activities across the

state will buttress this argument.

A shrinking public sector allows more space for private initiatives whose
considerations for investments are private rate of returns. The data shows that private
sector investments tend to flow to some states, depriving others of the opportunity to
catch up. It is clear that nearly 60 % of the investments of the private sector in
manufacturing have come to 6 states. In the reform era we observe that the proposals
for new industrial units prefer the already industrialized states. 5 states accounts for of
the total LOIs and IEMs. Maharashtra alone accounts for 20 % of the total new

proposals.

Apart from the number of IEMs and LOIs and the investments the industrial units
bring employment generation, too. Some of the often cited plausible reasons can be
classified into 3 broad categories, (a) the rate of return, (b) infrastructure attraction
and (c) the tension between centripetal force and the centrifugal forces. As all these 3
factors crucially depend on the competitiveness of the state, the enhancement of the

competitiveness becomes a prerequisite for the attraction of investment.

Economic geography too provides an explanation for the concentration of activities

around certain locations. Two approaches have gained popularity in recent times; the
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first emphasises the role of inherent features of the landscape in shaping development
process. In the second one. activities tend to concentrate in certain locations as a result
of the tug — of — war between a set of centripetal forces that promote and a set of
centrifugal forces that oppose concentration of specific locations. The set of
centripetal forces as described in Krugman (1998). comprises forward and backward
linkages in production and increasing returns in transportation; the set of centrifugal

forces includes factors immobility and land rents.

STATES TOTAL PROPOSED PROPOSALS UNDER
INVESTMENT IMPLEMENTATION
Andhra Pradesh 8.08 7.46
Arunachal Pradesh 0.29 0.23
Assam 1.22 2.53
Bihar 2.11 2.99
| Delhi 1.22 1.20
Goa 0.71 0.25
Gujrat 11.54 15.12
Haryana 1.40 0.66
Himachal Pradesh 1.85 2.07
Jammu & Kashmir 0.96 1.46
Karnataka 8.09 9.96
Kerala 3.82 1.45
Madhya Pradesh 5.60 7.62
Maharashtra - 11.89 14.64
Manipur 0.07 0.08
Meghalaya 0.03 0.03
Mizoram 0.12 -
Nagaland 0.01 0.01
Orissa 8.76 4.87
Punjab 2.02 1.37
Rajsthan 2.69 3.15
Sikkim 0.03 0.07
| Tamil Nadu 11.01 5.11
Tripura 0.04 0.07
Uttar Pradesh 5.20 4.78
West Bengal 5.15 4.90
Union Territories 0.07 0.11
All India 100 100

Table 2.17 - Statewise distribution of investments (percentage)
(Source : CMIE. Monthly Review of Investment Projects)

The role of the state assumes importance in order to enhance the rates of return by
improving infrastructure facilities, to equip the region with more of centripetal forces
and influence potential investors by improving the investment climate. The state’s

role is not limited to that of provider in the new era. It needs to combine both the roles
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of a provider and facilitator. This is necessitated by the interplay of market forces in
the allocation of resources for which the states need to be equipped with certain
elements of competitiveness. For a firm of industry the concept of competitiveness
translated into action resulted in higher market share. while in the context of a state or

an economy the concept when operation should result in more than one outcome.
2.2.4 SSI after Reforms

Almost a fourth of all new SSI granted permanent registration number between 1995
~ 96 and 2000 ~ 01 have been in Tamil Nadu. After that follow Uttar Pradesh, Kerala.
Gujrat. Maharashtra. Gujrat, Maharashtra and Karnataka are some of the most

industrially advanced states in the country.

State SSIs set up till 1995-96 New SSIs 1996 onwards
Tamil Nadu 10 23
Uttar Pradesh 15 16
Kerala 07 14
Gujrat 06 09
Maharashtra 05 09
Karnataka 06 09
Madhya Pradesh 12 09
All other states & Uts 40 10

Table 2,18 - Relative share of SSI in the States ( %)
(Data Source : Development Ccommissioner ~ SSI, Government of India )

The table below shows investment status in the states after economic liberalization.

STATES - IEMs LOIs TOTAL
Numbers | lnvestments | Employment | Numbers | Investments | Employment | IEM + LOI

Maharashtra | 19.97 23.02 20.57 14.68 11.66 15.59 19.55
Gujrat 13.58 17.21 12.91 11.95 19.19 7.79 13.45
Uttar 9N 8.40 9.28 10.50 9.46 13.21 9.77
Pradesh
Tamil Nadu 8.90 6.41 8.31 17.62 10.04 14.98 9.60
Andhra 6.46 7.22 6.31 10.91 9.68 9.50 6.82
Pradesh
Haryana 6.11 3.10 5.50 3.91 3.91 6.85 6.08
Madhya 5.64 7.69 6.94 347 3.47 4.26 5.54
Pradesh .
Rajsthan 5.04 4.08 5.70 1.54 1.54 1.93 4.85
Punjab 4.74 4.39 6.73 4.36 4.36 6.09 4.70
West 4.40 3.51 4.16 3.78 3.78 241 4.24
Bengal
Karnataka 3.65 4.54 3.51 8.84 8.84 8.42 3.83
Kerala 1.05 0.90 0.99 2.40 240 1.74 1.10

Table 2.19 - Statewise break up of IEMs and LOIs in some selected states (percentage of the total
proposals) (Data Source : Economic and Political Weekly, March, 2001)
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Liberalisation has thrown opportunities best exploited by the residents of these states.

Larger industry has also grown in these states and has pulled SSls along with it.

State No. of unit TraN:eI:ble Resl:z::t;ing g%né Working | Closed
Andhra 54762(5.55) 0.66 0.08 0.60 71.60 27.05
Pradesh
Assam 8290(0.84) 19.15 1.21 4.82 53.44 20.89
Bihar 53602(5.43) 3.78 0.73 1.52 65.98 27.97
Gujarat 58328(5.91) 422 247 045 60.00 32.85
Haryana 48493(4.91) 2.76 1.84 3.71 48.42 43.27
Himachal 10836(1.10) 4.82 0.34 4.04 64.44 26.36
Pradesh
J&K 14631(1.48) 4.57 3.69 2,13 62.06 27.55
Karnataka 59469(6.03) 4.21 1.67 0.14 68.14 24.60
Kerala 38030(3.85) 0.18 0.06 1.20 67.62 30.93
Madhya 124553(12.6) 7.19 0.88 227 61.19 28.48
Pradesh
Maharashtra | 50589(5.12) 5.87 7.24 6.04 9.25 21.60
Orrisa 13892(1.41) 12.29 1.28 0.51 59.95 25.96
Punjab 94544(9.58) 17.24 291 0.35 54.48 25.02
Rajsthan 50001(5.07) 2.99 1.05 1.13 58.95 35.88
Tamil Nadu 83267(8.43) 0.38 0.45 0.64 68.71 29.81
u.p 95285(9.65) 4.08 0.79 0.00 56.01 39.10
West Bengal 94362(9.56) 7.52 1.22 2.12 49.59 39.54
Delhi 18293(1.85) 13.03 3.52 0.20 55.69 27.56
All India 986861(100) 5.78 1.62 1.54 60.17 30.89

. Table 2.20 - Statewise Details of SSI
(Data Source: Economic and Political Weekly, 1999)

-7



CRITERION | EXAMPLES

Competitive Assets
Factor costs Wages, material prices, etc.
Human resources Educational skills, quantity and quality of the labour force
Industry infrastructure Related and supported industries
Technological factors Investment in R & D, etc.
Demand factors General environment in the economy
Government Supportive, incentives, facilitating
Intangible asset Brands, relationships and intellectual properties
Leadership Vision, values and ethics
Competitive Processes
Strategic management Formulation of strategies
Implementation Feasible projects, employee involvement. etc.
HR development Skill upgradation
Technological management Collaboration, technology transfer
Synergies Networks and linkages
Competence building Alliance and knowledge management
Competitive Performance

| Higher productivity
Human resources Higher levels of employment
Quality
Lower costs
Financials _Higher rate of return on investment
Technological More patents
Intangibles Perception of investors

Table 2.21 - Criteria for Competitiveness
(Adopted from Momaya and Ajitabh, 2000)

2.3 BUSINESS LIFE CYCLE

2.3.1 Strategic Management in different stage of the Life Cycle

Evolution of organizations works continuously in a market place. Organisations
experience movement through the life cycle if are to grow, and that it is a primary
challenge of management to recognise when the management style and structure need

to change in order to develop the organisation (Daft and Steers, 1986, Peters, 2003).

Competitive advantages differ across the stages of the market life cycle. The market
life cycle is a conceptual model which suggests that markets can evolve through
stages typically labeled introduction, growth, maturity and decline. As markets move
from one life cycle stage to another, strategic consideration change. The change

ranges from rates of innovation to customer price sensitivity to intensity of
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competitive rivalry and beyond. Strategy must be adjusted to meet the new market

conditions from one stage to the next.

Characteristics

LIFE CYCLE STAGES

Introduction

Growth

Maturity

Decline

Overall market
growth

Building rapidly,
but on a small

Faster than GNP

Equal or less than
GNP

Decreasing

base
Product High level major | Dominant design | Small incremental | Little or no
technology product emerges, innovations, many | change in product
innovation, emphasis placed based on cost
dominant designs | on product variety | savings vs.
not yet established performance
improvements
Production Emphasis places A dominant Emphasis on Little or no
technology on flexibility, design emerges, efficiency, most change in process
process not fixed | production likely stage for
until dominant process can automation
design emerges become more
specialized
Pricing Prices are high Prices decline Prices decline Prices stable
patterns but volatile rapidly as cost fall | slowly as
and competition productivity
rises allows costs to
fall
Promotional Target innovators | Build brand Taller promotion | Limit market,
efforts and try to build awareness to a variety to largely depend in
awareness of market segment inertia to
product maintain viable
) level of sales
Entry and exit | A few pioneers Many firms As market is A few survivors
A begin to explore scramble to enter | saturated, growth | remain to serve -
the market what appears to slows and the market
be a promising - shakeout begins
market
Nature of Limited, focus is | Growth may mask | Competitive As shakeout is
competition often inward, success of rivalry peaks as completed,
looking toward competitors competitors try to | survivors seek to
product rather survive the deescalate
than toward shakeout competition
competitors
Capital Substantial, Peak period, Reinvestment as Minimal, may in
investment needed to support | needed to fund needed to fact disinvest by
requirements initial creation of | growth maintain viability | selling off assets
business and / or
product
Profitability Unprofitable, Profitable, but Profits declining, | Profits are low,
and cash flow | substantial cash flow may but larger cash flow is
negative cash still be negative investment level small (either
flow may mean cash negative or
. flow is strong positive)
Sales Growth Slow High Slow Negative

Table 2.22 — Characteristics of Life Cycle Stages
(Adopted from Dess & Millar, 1993)
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There is another school of thought about market place concept: the companies which
believe in excellence create their own market place. Such companies are driven by

innovation and learning approach. (Peters. 2003)

In other words market life cycle provides a useful framework for studying business —
level strategic formulation because it provides shorthand for the numerous differences
in strategic situations and the behaviour appropriate to each. The product life cycle
and technological life cycles are well known and important concepts that we have

attempted to build into our consideration of an overall market life cycle.

While it is clearly a useful concept, there are two caveats to bear in mind when
considering the market life cycle. First. the market life cycle is not intended to be used
as a short — run forecasting device. Strategists find it more useful to consider the
market life cycle as conceptual framework for understanding what changes might
occur over time rather than when they are likely to occur. Second. industry life cycles

are reversible and repeatable. The different phases of life cycle model are explained as

under.
Introduction Phase

The equation below sets down the basic economist’s empirical model of entry,

derived primarily from Orr (1974), with the predicted causation shown in parenthesis.
E =f(n BE. GR, C)

where, E = entry, n = profits (+), BE = entry barrier (- ). GR = growth (+) and C =

concentration (-).

Entry of the ith industry is assumed to take place following a rise in the expected post
— entry profitability of entrants to that industry. Entry is deterred by barriers such as
the existence of scale economies, product differentiation, restricted access to unique
inputs. etc. Finally, highly concentrated industries are assumed to exist where to

minimize the possibility of entry. Entry is therefore expected to be low when
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industrial concentration is high. Acs and Audretsch (1989) conclude that there is little
reason to assume that the small firm entry is an exact replica of large firm entry.
Indeed Acs and Audretsch show that small firm entry. which is primarily by new
firms. does differ in one major respect. The showed that incidence of small firm birth
is lower in highly concentrated industries. where as that of small firm births appears
to be greater. This suggests that large firms have a relative advantage in entering
concentrated markets. They also show that those industries in which innovation plays

important role are more accessible to large than to small firms.

Growth Phase

The growth stage of a market’s life cycle is often associated with glamour and success
of the life cycle. demand for the product or service may be growing faster than the
industry is able to supply it (Dess & Miller, 1993). There is less price pressure,
exciting advances are being made in new technologies, and sales volume (if not
profits) soars. Consequently, we often make basic assumptions about the benefits of
growth that turn out to be untrue. The three most common of these assumptions are —
one might think it is easier to gain share in growth markets, we often assume that
there is less price pressure in growth markets and we expect developing critical
technical expertise to be easier in the growth phase. For rapid growth the elements
entrepreneur, the firm and strategy, all three need to appropriately match with each

other (Storey. 1997). This indicates a major focus on growth related strategies.

Maturity Phase

Market in the mature stage of their life cycle has four characteristics in common.
First. a lack of continued growth, which means that for not all the firms those entered
the‘ market, the growth stage can be supported. Second, most of the key technology no
longer benefit from patent protection. Third, cumulative experience can no longer
provide an important advantage to any one competitor, since experience has reduced

costs to the point that further reduction are difficult. Finally, there are few obvious
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forms of differentiation that are not already being pursued. so there is a growing trend

to compete on the basis of price (Dess & Miller. 1993).

As it enters this phase, the market is beginning to stagnate. and a shakeout looms as a
likely possibility. This situation does not allow much opportunity for establishing a
strong competitive advantage relative to the competition. It is difficult to gain an
advantage that other competitors can not copy. and the size of any particular
competitive advantage is likely to be small relative to differences seen in other stages.
As the market matures, the size of pricing and differentiation advantages among
competitors typically decreases. Still there is strong evidence to support the case that
if an advantage can be realized, the returns to the competitors in this market can be

impressive.

A study of 64 businesses scattered across 8 such mature hostile environments supports
these points (Storey, 1997). The majority of competitors of these markets were unable
to achieve and maintain any important competitive advantage. The return on
investment in many of these firms was far below the cost of capital, meaning that they
could not economically continue to invest in their future. As market matures and
declines, there is a tendency for the basis of competition to drift away from product
differentiation and premium pricing, and toward price competition and commodity -
like products. However, moving towards competition on the basis of pricing may not
be.the best strategy. Research in both United States and Europe indicates that as

market mature, competition on the basis of differentiation is preferable to price

competition.

The strongest competitive position is a combination of advantages. But as data from
research on these mature markets indicates, competing on the basis of differentiation
achieved by quality alone can lead to good performance levels. It also has the

advantage of minimizing the threat of a price war in the market.
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Decline Phase

Most market will eventually be threatened by the development of substitute products.
satiated demand or changing customer needs (Porter. 1985). Consequently, they will
face a period of decline. Often the market virtually disappears. as was the case with
wooden boats, horse — drawn farm implements, and mechanical adding machines.
Other survives with a reduced demand, such as the market for home sewing machine
or typewriters. In either case the decline of the market means the majority of
competitors will face curtailed operations and possible shutdown. Yet, there are some
firms that survive and even thrive against these odds. Profits can reach record levels

provided the firm responds to the change in the market.

Strategic management in the decline stage of the market life cycle must accurately
assess an individual firm’s viability, and this again reduces to an examination of what
competitive advantage the firm can maintain (Dess & Miller, 1993). Where the firm’s
competitive advantage is sufficiently strong. the appropriate strategy may be one that

positions the business as a long — term survivor of an otherwise disappearing market.
Decline Process of Organisations

The process of decline starts with the environment and / or in the characteristics of the
oréanisation. The managerial inadequacies to restore the fit between the two start the
decline the process in the organisation. Khandwalla (1989) identifies inadequate
management as the primary cause of the decline of firms. He emphasises appropriate
corporate governance and timely intervention by other stakeholders such as financial
institutions, regulatory bodies, and employees to ensure organisational health. Decline
process could be understood from stage theory of decline that suggests five stages,
namely blind, inaction, faulty action, crisis and dissolution (Weitzel & Johnson,
1989). These stages can be conceptualized in terms of action choices. The action

choices available to managers under declining conditions are —
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e Inaction i.e. not to take any action in anticipation of natural cure of the
problem or death.
e Action for turnaround of the organisation.

e Dissolution i.e. closing the organisation having no hope for its revival.

The major factors which influence the failure of a business can be summarized as

follows —
o Size
. Age
) Ownership
° Sector
) Past performance
) Macroeconomic conditions
. People / Management
. Location
. Business in receipt of state subsidies
. Firm type.

2.3.2 Models

Arthur D. Little Company's Matrix

Arthur D. Little Company's matrix links the stages of the product life cycle with the
business strength. On vertical axis, the businesses are classified with respect to their
business strength - weak, tenable, favorable, strong or dominant. Along the horizontal

axis four stages in the life cycle - Embryonic, Growth, Mature and Decline are

marked.
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INDUSTRY PRODUCT LIFE CYCLE

Figure 2.2 — Arthur D. Little Company's Matrix

In the Embryonic and Growth stages the businesses are recommended for Build
strategy, except when the business strength is weak. For Mature stages business with
Dominant to favorable strength, Hold strategy is recommended. Harvest strategy is
proposed for business in Decline stage, with Strong or Dominant position. For weaker

businesses in Mature / Decline stages unacceptable ROI is marked.
Patel and Younger's Approach

To provide financial implications on product mix and for providing a practical
approach to strategic planners Patel and Younger have suggested a frame of reference
for strategic development. This framework. applicable at business level as well as
corporate level, gives explicit guidelines for ‘assessing the strategic position of a

company. It helps formulating appropriate strategies and implementing them at the

operational level.

The strategic guidelines at the strategic business unit level are obtained in terms of

possible combinations of the ‘Industry Maturity' and ‘Competitive Position of
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Business'. The key measure of the current performance and a good guide to its future

potential is its "internal deployment’ of funds.

Competitive Dominant Strong Favourable Tenable Weak
Position
—>
Industry
Maturity l
Embryonic All out push for [ Attempt to Selective or all | Selectively Up or out
share Hold improve out of share push for
positions position Push | Selectively position
for share attempt to
improve
position
Growth Hold position | Attempt to Attempt to Find niche and | Turnaround or
Hold share improve improve protect it abandon
position Push | position
for share Selectively
push for share
Mature Hold position | Hold position | Custodial or Find niche and | Turnout or
Hold share Grow with maintenance hang on or Phased
industry Phased withdrawal
withdrawal
Decline Hold position | Hold position | Phased Phased Abandon
or Harvest withdrawal withdrawal

Figure 2.3 - Patel and Younger's Approach

2.4 BUSINESS EXCELLENCE

2.4.1 Need for Model

In a study conducted in Karnataka, John Brouwer (1999) concludes that India has to
evolve its own model of development. Quoting Dr. M. S. Swaminathan, the world
acclaimed agriculturist, he mentions that “we are on the brink of sustainable life lines
and unacceptable poverty”. Hence a new model should measure industrial success
also in terms of a contribution to the society. In other words a model should be built

on concepts from both the global and indigenous knowledge systems.
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2.4.2 Business Model for Excellence

A good business model is essential to every successful organisation. whether it is a
new venture or an established business. Business models.. though, are anything but
arcane. They are heart, stories that explain how enterprises work. A good business
model answers Peter Drucker’s age - old questions — who is the customer ? And what
does the customer value ? It also answers the-fundamental questions every manager
must ask — how do we make money in this business ? What is the underlying

economic logic that explains how we can deliver value to customers at an appropriate

cost ? (Magretta, 2002)

The term ‘business model’ first came into widespread use with the advent of personal
computer and spreadsheet. Before the personal computer changed the nature of
business planning, most successful business model were created more by accident
than by design and forethought. By enabling the companies to tie their marketplace
insight much more tightly to the resulting economies — to link their assumptions about
how people would behave to the numbers of the a proforma Profit & Loss (P & L)
spreadsheets made it possible to model businesses before they were launched. When
managers operate consciously from a model of how the entire business system will
work, every decision initiative, and measurement provides valuable feedback because
they tell whether the model works. If the business model fails to achieve the results as
expected, this indicates that there is a need to reexamine the model. When the
business models do not work, it is because they fail either the narrative test (the storey

does not make sense) or the number test (the P & L does not add up) (Magretta,

2002).

In most of the business the cost precedes the revenues as because anyone can buy the
product, we got to build that. A successful business model represents a better way
than the existing alternatives. It may offer more value to a discrete group of
customers. Or it may completely replace the old way of doing things and become the
standard for the next generation of entrepreneurs to beat. Catering a business model

is, then, a lot like writing a new story. At some level, all new stories are variations on
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old ones. reworkings of the universal themes underlying all human experience.
Similarly. all new business models are variations on the generic value chain
underlying all businesses. Broadly speaking. this chain has two parts. Part one
includes all the activities associated with making something — designing it. purchasing
raw materials. manufacturing, and so on. Part two includes all the activities associated
with selling something — finding and researching customers. transacting a sale.
distributing the product or delivering the service. A new business model’s plot may

turn on designing a new product for an unmet need.

The irony about the use of the concept of business model is that when used correctly,
it actually forces managers to think rigorously about their businesses. A business
model’s great strength as a planning tool is that it focuses attention on how all the
elements of the system fit into a working whole. It is not surprise that. even during the
Internet boom. executives who grasped the basics of business model thinking were in

a better position to lead the winners.

Visionary companies do not have profit maximization or maximizing shareholders
wealth as their primary objective. These companies are guided by certain core
ideologies. They have a well defined mission or vision statement that guides them.
Visionary companies are mostly third wave companies. Alvin Toffler has made an
intéresting difference between the first — wave, second — wave and the third wave —
companies. The first wave companies were built in the agricultural age. Second wave
companies grew during the industrial age, and these are built for growth and not for
change. The third wave companies are flexible, creative and innovative. In third wave
companies quality plays a major role. It not only applies to the product. but also is
pervasive throughout every part of the organisation. Philip Kotler was of the opinion

that having high quality will not be enough. it must be offered at a lower price.

(Magretta, 2002)

Business model is not the same as strategy. Business model describe, as a system,

how the pieces of a business fit together but they do not factor in one critical
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dimension of performance i.e. competition. This aspect is dealt under strategic

management. (Magretta, 2002)

Progressive organisations work on a self designed business model. and not only keep
pace with the external environment but also lead the change through a vision. The
major characteristics that are common to visionary companies are that they are people
oriented and value driven companies (Mehta. 1998). The vision is given by a leader
who also leads the way to ensure that the vision is translated into action which in turn
leads to results. The leaders of these companies have more emphasis on team
building. It is important to review opinions of some of the visionary leaders. Warren
Buffet said. "the leaders must develop a social architecture that encourages bright
people’. Kenichi Ohmae has said, ‘organisation and people are synonymous’.
Visionary companies are essentially driven by values and ethics. which are hallmarks
of the organisation. Prahalad feels that “the energies of the whole company must be
mobilized around strategic intent’. According to Tom Peters. ‘innovative companies
are essentially adroit at continually responding to change of any sort in their
environment (Mehta, 1998). These companies are flexible. They transform and adapt

to the changing environment’. Visionary companies are able to hit upon the right end

of marketing and technology.

2.4.3 Strategy based on Business Model

Every viable organisation is built on a sound business model. But a business model is
not the same thing as a strategy. even though many people use the term
interchangeably today. Business models describe, as a system. how the pieces of a
business fit together. But they do not factor in one critical dimensions of performance
— competition. Sooner or later — and it is usually sooner — every enterprise runs into

competitors. Dealing with that reality is strategy’s job.

Drawing a strategy canvas is not, of course, the only part of strategic — planning
process. At some stage, numbers and documents must be complied and discussed. But

the details will fall into place more easily if managers start with the big picture.
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Completing a four steps of visualizing strategy i.e. visual awakening. visual
exploration. visual strategy fair and visual communication will put strategy back into

strategic planning. and it will greatly improve chances of coming up with a winning

formula.

A competitive strategy explains how we can do better than our competitors. and doing
better. by definition, means being different. Organisations achieve superior
performance when they are unique. when they do something no other business does in
ways that no other business can duplicate. To see the difference between a strategy
and a business model, one should look at Wal — Mart, the company topping the
Fortune — 500 list. The idea of Sam Walton was to offer lower prices than
conventional departmental stores by slashing costs. And so the basic business model
for discount retailing took shape — first, strip away the departmental store’s physical
amenities such as the carpeting and chandeliers. Second. configure the stores to
handle large numbers of shoppers efficiently. And third, put fewer salespeople on the
floor and rely on customers to serve themselves. Do these things well. and you could
offer low prices and still make money. Wal — Mart’s key strategy in Walton’s own
word, *put good sized stores into little one — horse towns which everybody else was
ignoring’. Wal — Mart took a different approach to merchandising and pricing than its
competitors did — that is, it promised customers a different kind of value. While
competitors relied heavily in private label goods. second — tier brands, and price
promotions. Wal - Mart promised national brands at everyday low prices. To make
this promise more than a marketing slogan. the company pursued efficiency and
reduced costs through innovative practices in areas such as purchasing, logistics, and

information management (Magretta, 2002).

Clarity about business model has also helped Dell Computers in another way, as a
basis for employee communication and motivation. As explained earlier, because a
business model tells a good story, it can be used to get everyone in the organisation
aligned around the kind of values the company wants to create. Stories are easy to

grasp and easy to remember (Magretta, 2002). They help individuals to see their own
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jobs within the larger context of what the company is trying to do and to tailor their
behaviour accordingly. Used in this way. a good business model can become powerful

tool for improving execution.
2.4.4 Business Model Creation and Modification

When a company faces a major disruption in its markets — one that could
fundamentally change the business — the way its managers perceive the disruption
influences how they describe it to the rest of the organisation. how they allocate
resources. If the mangers see disruption as a threat, they tend to overreact. committing
too many resources too quickly. But if they see it as an opportunity. they are likely to
commit insufficient resources to its development. In other words. the way managers
setAthe context of a disruption — the way they frame it — shapes the strategy they adopt.
The ability to manage the competing frames of threat and opportunity is not an easy
skill to master. In fact, we suspect that it is not even possible without some
adjustments to organisational structure and the processes governing new businesses
funding. When an organisation first identifies a disruptive innovation. it is smart to
frame it as a threat. That is because when the innovation is seen as an opportunity.
resources will be allocated too meagerly. And even a clever plan to exploit a new
opportunity will fail without adequate support. Framing the innovation as a threat will
generate a serious commitment in the form of funding and other resources because
managers, working that the innovation will weaken their position in the marketplace,

will suspend traditional investment screening criteria.

When creating a new business model and identifying demand for the disruptive
innovation, exactly the reverse in true. In order for mangers to find unique
applications associated with the innovation, they need to see as an opportunity. If they
perceive it a threat, they will rigidly apply old models and assumptions to the

disruptive innovation.
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BUSINESS MODEL CREATION

Threat Opportunity
Threat Wrong Business Model Right Business Model

Aggressive Commitment Staged Commitment
INITIAL
RESOURCE
ALLOCATION ) .

Wrong Business Model Right Business Model

Opportunity No Commitment No Commitment

Figure 2.4 — Business Model vs. Resources
(Adopted from Gilbert & Bower, 2002)

Andy Grove (1997) was of the opinion that all industries will eventually face
significant changes in their competitive environments that result from dramatic
breakthroughs in new technologies, changes in customer demand or the rise of new
competitors. He used the term ‘inflection point” to characterize the nature of these
profound, sudden changes in the environment that often spell a major crisis for firms.
Inflection points are important because they signify the potential for a radical
transformation of an industry’s structure. Each industry will face its own unique set of
inflection points, depending on the specific nature of the technology used, the type of
customer served. and the likelihood of new competitor entry. Nevertheless, the nature
of these profound changes shares several common trends, including (1) the rising
importance of knowledge work, (2) the growth of substitute products and service, and
(3) the growing information — intensive nature of many industries’ value adding

activities.

When an external threat does not bring with it a need to change underlying work
routines or business models signiﬁcantly, then a threat — motivated response can be
effective. But when fundamental changes are required, threat — induced rigidity can be
fatal. In the case of genuine disruptive innovations. a lot of things do need to be
reworked - cost structures, business models, customer networks, and product

applications, at a minimum. But if threat is the sole motivation, the company’s natural
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inclination is to push harder along previously successful paths. To paraphrase
philosopher George Santayana’s description of fanatic. the organisation doubles its
effort. having lost sight of its direction. The irony is that most disruption creates a net
growth in the economy. By nature, disruptive innovations start new markets and
attract new customers. A disruptive innovation that is initially framed as an
opportunity is just as likely to be mismanaged. but usually in different ways. Because
the organisation does not feel threatened. no one feels the need to change. Hence.
recognizing the need to simultaneously manage competing frames is the key to

effective response (Gilbert & Bower, 2002).
2.4.5 Business Excellence Models

Generally the companies which adopt Total Quality Management (TQM) focus on
creating economic value over the long-term. The results are influenced by margins.
sales growth. market share and productivity. The key parameters. which the
companies use to evaluate their performance, are cash flow. return on capital
employed, sales. profits, margins, capital investments and market share. The data on
performance is extracted from Profit and Loss Account (reveals how profit was made
during the year), Balance Sheet (it is a statement of what capital is tied up in the
business at the end of each year) and Cash Flow Statement (it shows the way cash has
been generated by the company’ s operations. what has been invested during the year,
and how the financing of the company has changed e.g. through raising debt to
issuing shares). Evidence of a focus on long-term value creation would be provided if
the application includes the financial parameters where they are relevant to the
company. For example investment in Research & Development and Training tend to
be important for most of the industries. The financial performance parameters are
shareholder returns, value added per employee (or unit of pay), value added per unit
of sales, sales per employee, sales per capital employed, and working capital per unit

of sales, R & D investment, training investment and liquidity.

Companies which achieve excellence focus on simple processes, people and

customers. Eight attributes which emerged as characteristics of excellence are, a bias
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for action (i.e. analysis followed by action). close to the customer (i.e. learning from
customers). autonomy and entrepreneurship (i.e. practical risk taking), productivity
through people. hands on — value driven (i.e. focus on quality, service. cleanliness and
values). stick to the knitting (i.e. staying close to the known businesses). simple form -
lean staff. and simultaneous loose tight properties (balancing between centralized and

decentralized approaches). (Peters. 2003)

Deming Prize is the first-ever recognition award in the field of quality. The Prize had
been established in the year 1951 by Union of Japanese Scientists and Engineers -
JUSE in commemoration of Quality Guru Dr. W. E. Deming’s distinguished services.
The Prize is awarded to individuals or groups who have contributed to the
development and dissemination of TQC (Total Quality Control). Deming Application
Prize is awarded to those companies which have achieved distinctive results by
implementing TQC. The Prize primarily focuses on process management, and does
not explicitly address the business results. The Malcolm Baldridge National Quality
Award and EFQM (European Foundation for Quality Management) Model of Total
Quality Management are comprehensive in nature and are based on the business
results. These Models comprise of all aspects of business and the process

management.
Malcolm Baldridge National Quality Award (MBNQA)

MBNQA is an annual National Quality Award to recognise US companies for
business excellence and quality achievement. The Award was created to foster
partnership among the private sector and the Government in USA. It is open for
companies from manufacturing, service and small business categories; one award
under each category may be conferred in a given year. The responsibility of the
Award is assigned to Department of Commerce. NIST (National Institute of Standards
and Technology). an agency of the Department manages the Award Programme and
ASQ (American Society for Quality) assists in administering the Programme. Board

of Overseers, which is appointed by the Secretary of Commerce and consists have
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distinguished leaders from all sectors of the US economy. evaluates all aspects of the
Awards Programme. The Board also assesses how well the Award is serving the
national interest. The Board of Examiners evaluates Award applications. prepares
feedback reports and makes Award recommendations to the Director of NIST. The
Award Examination is designed not only to serve as reliable basis for making Award
but also to permit a diagnosis of each applicant’s overall management system. The
Examination is carried out in four stages. namely independent review and evaluation
by at least five members. consensus review and evaluation for applications that score
well in the first stage, site visits to applicants that score well in the second stage and
Judge's review and recommendation. The Board consists of members from business
and quality experts primarily drawn from private sectors. The Board members also
contribute to information transfer activities among managers and entrepreneurs. The
Award recipients are required to share information on their successful performance

and quality strategies with other US organisations.

Core Values and Concepts

The core values and concepts are the foundation for integrating customer and

company requirements. The core values and concepts of MBNQA are as follows.

Customer Driven Quality -

Customer driven quality is a strategic concept. This is directed towards customer
retention and gain in market share. It demands constant sensitivity to emerging
customer and market requirements, and measurement of factors that drive the
customer satisfaction and retention. Development of technology. rapid and flexible
response to customer and market requirements is the other focal areas. The success
factors include reduction on errors and defects and thus removal of cause(s) of

dissatisfaction. These elements help in building customer relationship and also to

customer retention.
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Leadership -

Senior leaders of the companies are expected to set direction and create a customer
orientation. visible and clear values and high expectations. Reinforcement of values
and expectations requires personal commitments. The leader’s basic values and
commitments need to include areas of public responsibility and corporate citizenship.
The actively gets involved in creation of strategies. systems and methods for

achieving excellence and building capabilities.
Continuous Improvement and Learning —

Achieving the highest levels of performance requires a well-executed approach to
continuous improvement. Improvement should be a part of daily work and the
problems should be eliminated at their source. Involvement of people. R&D efforts.
customers’ input and benchmarking are essential for improvement. Improvement may
be of several types such as enhancing values to customer, reducing errors. defects or
waste. improving cycle time, improving productivity and effectiveness in use of all
resources and improving overall performance and leadership position in fulfilling

public responsibilities as a role model in corporate citizenship.
Employee Participation and Development —

Success of an organisation largely depends upon increasingly on the skills and
motivation of its people. Employee’s success depends' increasingly on having
meaningful opportunities for to learn and to practice new skills. Companies should
focus on education, training, and opportunities of continuous growth. The
opportunities include classroom and on-the-job training, job rotation, and rewards for
proven skills. Major elements of which need attention is integration Human Resource
Management (HRM) — selection, appraisal, recognition, training and career growth,

aligning HRM with business plans and strategic change processes.

-9] -



Fast Response -

Success in competitive environment demands shorter cycle time for new or improved
product. Faster and flexible response to customers is a critical requirement. This
generally calls for simplification of organisation and work processes. This should

simultaneously improve quality and productivity.
Design Quality and Prevention —

Strong emphasis should be placed on design quality issues and waste prevention. Cost
of prevention of problems at design stage is much low than the cost of correcting
problems. which occur later. Design quality includes creation of robust products.
Concurrent engineering supports coordination and integration of functions and
activities from basic research to commercialization. Environmental issues also play

importance in manufacturing.

Long Term view of the Future —

Market leadership requires a strong future orientation and a willingness to make long-
term commitments to all stakeholders, the public, and the community. Plans,
strategies and resource allocations need to reflect these commitments and changes

anticipated in various areas of operations.

Management by Facts —

A modern business management system needs to be built upon a framework of
measurement, information, data and analysis. Facts. data and analysis support a
variety of company performances, improving operations. and comparing company

performance with competitors’ or with *best practices’ benchmarks.
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Partnership Development —

Companies should seek to build internal and external partnership to better accomplish
their overall goals. Internal partnership might include those that promote labour-
management cooperation. such as agreement with unions on training, development.
etc.. External partnership may be with customers. suppliers. and educational
organisation for variety of purposes including education and training. Strategic
partnership is one of the important alliances. Partnership might also permit the
blending of a company’s core competencies or leadership capabilities with
complementary strengths and capabilities of partners. thereby enhancing overall

capability. including speed and flexibility.

Corporate Responsibility and Citizenship —

Corporate responsibility refers to basic expectations of the company — business ethics
and protection of public health, safety. and the environment. Corporate citizenship
refers to support leadership and support — within reasonable limits of a company’s
resources — of publicly important purposes. including the above mentioned areas of

corporate responsibility.
Result Orientation —
A Company’s performance system needs to focus on results. Results ought to be

guided by and balanced by the interests of all stakeholders — customers. employees.

stockholders. suppliers, and partners, the public. and the community.

Award Criteria

The core values and concepts are embodied in seven categories, the total model

comprises of 1000 points. The details are as follows -



Leadership -

Senior leadership sets directions, creates values. goals. and systems. and guides the
pursuit of customer values and company performance improvement. This carries a
weightage of 120 points, out of which 70 points are allotted to Senior Executive
Leadership. It needs to take into account all stakeholders — customers. employees,
suppliers. partners. stockholders, the public. and the community. Social Responsibility
carry weightage of 50 points. Leadership Systems and Organisation address how the
company's leadership system is translated into an effective overall organisation and
management system — focused on performance. Social Responsibility and Corporate
Citizenship addresses how the company integrates its social responsibilities and
corporate citizenship into its business planning and performance improvement

practices.

Strategic Planning —

This carries 85 points. This addresses strategic and business planning and deployment
of plans, with a strong focus on customer and operational performance requirements.

Strategy Development carries 40 points whereas Strategy Deployment carries 45

points.

Customer and Market Focus —

It is the focal point within the Criteria for understanding in detail the voice of
customers and marketplace. The weightage is 85 points. Under this 40 points are
allotted to Customer and Market Knowledge. This aspect determines current and
emerging customer requirements and expectations. Customer Relationship and
Satisfaction carry 45 points and addresses how the company provides effective

management of its responses and follow-ups with customers.
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Figure 2.6.- Malcolm Baldrige National Quality Award Model, 2003
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Measurement. Analysis and Knowledge Management —

This carries a total weightage of 90 points. Measurement and Analysis of
Organisational Performance, and Information and Knowledge Management have been

given a weightage of 45 points each.
Human Resource Focus —

This carries 85 points. Out of this Work System carries 35 points. This addresses how
the. company's job design, compensation. and recognition approaches enable and
encourage all employees to continue effectively, operating within high performance
requires effective work design and reinforcement. Employee Learning and Motivation
carries 25 points, this addresses how the company develops the work force via
education. training, motivation and on-the-job reinforcement of knowledge and skills.
Development is intended to meet the need of a high performance workplace on an
ongoing basis. Employee well being and Satisfaction is allotted 25 points. This aspect
deals with work environment, the work climate and how they are tailored to foster the

well being. satisfaction, and development of all employees.

Process Management —

This carries 85 points. Under this heading Value Creation Process carries 50 points.
which deals with design and introduction of product and services with specific focus
on rapid and effective integration of production and delivery early in design phase.
This also deals with two different but related concerns — how the company maintains
and how it improves key production and delivery processes. Support Processes
addresses how the company designs, maintains, and improves its support service

processes, it carries 35 points.
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Business Results

Superior value of offerings as viewed by customers and the market place. and superior
company performance reflected in productivity and effectiveness indicators is
maintained. This carries 450 points. The elements of this area include Customer
Focused Results, Product and Service Results. Financial and Market Results. Human
Resource Result. Organisational Effectiveness Results, and Governance and Social

Responsibility Results. Each result criteria carries 75 points.

The key characteristics of the Award criteria area as follows —

i The criteria are directed towards business results
1. The criteria are nonprescriptive and adaptable
ii. The criteria support a system perspective to maintaining organization —

wide goal alignment

iv. The criteria support a goal — based diagnosis.

The linkage of the criteria to key business issues are as followed —

1. Incremental and Breakthrough Improvement
i, Business Strategy and Decisions.

iii. Financial Performance

iv. Innovation and Creativity.

European Self Excellence Model of EFQM

In recognition of the potential for gaining competitive advantage through application
of Total Quality, fourteen leading European businesses took the initiative to forming
the European Foundation for Quality Management (EFQM) in 1995. Membership had
grown to over 800 from most European countries and most sectors. An important

element of EFQM’s approach is the promotion of Self — Assessment as a key business
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activity since 1992-guidance brochure have been produced to help companies in this
area. Separate criteria had been created for Public Sectors and Small Businesses. In
India this model had been adopted as the CII - EXIM Award (CII and EXIM stand for

Confederation of Indian Industry and Export Import Bank. respectively).

Self Assessment and the Benefits

Self Assessment is a comprehensive. systematic and regular review of an
organization’s activities and results referenced against a model of business excellence;
in the context of The European Model for Total Quality Management. The Self
Assessment process allows the organisations to discern clearly its strengths and the

area of improvement actions, which are then monitored for progress.

Self Assessment provides a structured approach to business improvement, which is
facilitated through factual assessment. This inculcates team approach for continuous
imiarovement and also provides a meaningful approach for TQM implementation.
This provides a sound basis for diagnosis and also integrates business results with
Total Quality initiative thus providing a holistic approach. Obviously it provides
opportunity for creation of enthusiasm amongst the people and gives fresh impetus to
their pursuit of business excellence. Internal and external benchmarking and linkage
between organisational needs and the strategies and processes to deliver its objectives

are specific advantages of Self Assessment.

The European Model for TQM underlines The European Quality Award and is based
on the premise that People, Customer and Society results and Key Performance
results are achieved through Leadership driving Policy and Strategy. People
Management, Partnership and Resources Management and Processes leading

ultimately to excellence in Business Results.
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Award Criteria

The Model is based on 1000 points allocated 50 % (i.e. 500 points each) to Enablers
and Results. respectively. The Enablers criteria are concerned with ‘how’ the
organisation approaches each of the criteria. The Model is not prescriptive but each
Enabler is broken down into a number of parts and each criterion requires a response.
There may be areas which may not be relevant for a specific business. additional areas
may be added as per need. The Result criteria are concerned with “what™ the
organisation has achieved and is achieving. The results and trends for all Result
Criteria should be addressed in terms of the organisational performance and the
organization's own targets. This may also include the performance of competitors and

also that of the “best in class’ organisations.

This model is useful for all types of organization. uniformly applicable for small and
large organizations. This is not a prescriptive model. the elements can be modified

according to organizational philosophy and needs.

Enablers

Leadership —

It carries 100 points, defined as ‘the behavior of all managers in leading the
organizations towards Total Quality’. This element focuses on how the executive
team and all other managers inspire, drive and reflect Total Quality as the
organization’s fundamental process for continuous improvement. This aspect also
deals with involvement in propagating Total Quality message outside the organisation

and also involvement with customers and the suppliers.
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People -

90 points have been allotted to this element which deals with the management of the

organization’s people. The focus is on how the organisation releases the full potential

of its people to improve its business continuously. The detailed analysis includes

people resource management, preservation and development of skill and capabilities.

setting of targets and continuous review, people involvement, empowerment and

communication.
ENABLERS —> RESULTS —
People People Results
9% 9%
—— - KEY
LEADERSHIP liey & |_| PROCESSES Customer | PERFORMANCE
10 % g o 14 % sults | RESULTS
- 15 %
Partnerships & Socicty Results
Resourees 6% pom—
9 %
< INNOVATION AND LEARNING
Figure 2. 6 — European Self Excellence Model of EFQM, 2003
Policy and Strategy —

This aspect carries weightage of 80 points. Organisation vision. mission, values.

strategic direction and the means to achieve them defines the phenomenon. The

process how policy and strategy reflect the concept of Total Quality and how they

affect the formulation, deployment, review and improvement. Relevant and

comprehensive information and Communication (internal and external) on policy and

strategy. and review mechanism are the other key features of this element.
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Partnership and Resources —

It carries 90 points and deals with management. utilization and preservation of
resources and value adding partnership are the focal issues of this element. The
process of effective deployment of resources in support of policy and strategy are
analyzed and managed. The resources include financial. information. suppliers.

material. building. equipment and application of technology.

Processes —

140 points had been allotted to this element. Process Management covers all value
adding activities within the organisation. The Model focuses on identification and
review for continuous improvement of the organization’s activities. Criticality of the
processes with respect to the business. systematic management and target setting and
review of processes are the key features of the process. The other issues being
considered to be important are creating an atmosphere for creativity and innovation in
process improvement and the methods for evaluation of process changes and the

benetfits thereof.

Results

People Results —

It éarries 90 points. This addresses the achievements of the organization in relation to
the satisfaction of its people. The issues are the factors relating to motivation and

satisfaction under the people’s perception about the organization. The measures

relating to people involvement are also considered under this aspect.

- 101 -



Customer Results —

This aspect has weightage of 200 point to indicate what the organisation is achieving
in relation to the satisfaction of the external customers. The evaluation criteria address
customers’ perception about the organization’s products and services. Also customer

relation and measurement of customer satisfaction are covered under this aspect.

Society Results —

60 points are allotted to this aspect. The objective is to assess what the organisation is
achieving in satisfying the needs and the expectations of the community at large
including perception of the organization's approach about quality of life, the
environment and to the preservation of global resources. and the organization’s own

internal measures.

Key Performance Result

This aspect has 150 points. The main issue is what the organiation is achieving in
relation to its planned business objectives and in satisfying the needs and expectations
of everyone with a financial interest or stake in the organisation. The non-financial
results being evaluated include market share. supplier performance. variability and
process capability, defects per unit of output or activity, waste and no-value adding

activities and various measures of cycle time.
Inference on the Models
The common features are as follows —

a. Both are based on concept of Total Quality as a basis with process management

approach.
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b. Both have a criteria relationship model that shows how the elements are linked
together.

c. Both have assessment system based on “how" (approach) and the “what” (results),
the points are equally divided between the hows and whats.

d. Both emphasize that the end purpose is to create a more effective and efficient
organisation. better attuned to the needs of its customers and the general
community.

e. Both place emphasis on measuring the outcome of improved organizational

effectiveness as well as the process that contribute to this. (Majumdar. 2002)

The Models and assessment criteria are the frameworks for improvement. They
should be interpreted for specific use within an organisation. The criteria are
relatively open and non-prescriptive in nature and they do not aim to place all

organisations within same framework.

The elements of the Models clearly focus on quality as a strategic issue. Quality
Management is not seen as management of quality, it is quality of management.
Quality is perceived as an integral part of day today working is built into the
responsibilities of all individuals of the organisation. Quality is not necessarily seen as
something new or revolutionary, it is seen as a successfully searched way of

improving the quality of goods and services (Majumdar, 1997).

The Models have customer satisfaction as a core agenda. In addition. they also focus
on development of own competence as a fundamental condition for success. The
strategic choices based on customer and competence decides the success. The
customer and competence must go together. Competence not only refers to the
technological issues but also takes care of human and social processes. Hence

competence is a combination of technology. human capabilities and motivational

values.



The “basics™ of the organizations should be right. The basics can be defined as a
combination of framing. alignment. deployment and measurement. feedback and
continuous improvement. Management by facts plays a crucial role in systematic
collection and analysis of data (Majumdar. 1997). Values. objectives. systems and

their interdependence are directed towards organisational effectiveness.

Instead of relying on some abstract theories of TQM or other philosophy the

organisation are facilitated to cerate their own path of excellence. which are based on

‘good management practices’.

The effective management does not rely too much on prescriptive models. borrowed
concepts or management fads. Hence these organizations would try to create their
own management philosophy. which may be blended with time-variant elements
(Majumdar, 2000). Effective leadership is essential who try to along the internal

dynamics with the relevant external signals.

The effective organisations would take care of the shareholder and the society as well.

In this way the process management would be aligned to the strategic choices.

The core values in all the Models are — business process focus, customer focus, people
focus and the learning focus. In all cases continuous improvement is desirable. The

organisation is required to create meaningful organisational values. too.

2.5 ENTREPRENEURSHIP & LEADERSHIP

2.5.1 Entrepreneurship

An entrepreneur can be defined as one initiates, and establishes an economic activity
or enterprise. Entrepreneurship, thus, refers to the general trend of setting up new
enterprises in a society. Entrepreneurship is a function of several factors.

Entrepreneurship is generated in a society by individuals who for some reasons,
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initiate. establish. maintain and expand new enterprises. It is observed that
entrepreneurs grow in the tradition of their families and the society. and internalize
certain values and norms from these sources. The second factor. thus. constitutes the
socio — cultural traditions emanating from these sources. The contribution from this
socio — cultural factor in the process of transmission, however. gets filtered through
the individual whom it seeks to influence. As a result some individuals get more
influenced than others. The influence of these factors. in entrepreneurship is. thus,
only indirect. In addition to these two indirectly influencing factors. two other aspects
directly influence entrepreneurship. The socio — political and economic policies of the
government and other financial institutions. and the opportunities available in a
society as a result of such policies. may be considered to play a crucial role in
exerting direct influence on entrepreneurship. The other directly influencing factor is
the effective functioning of the support system which works for the development of
entrepreneurs. The support system would include financial and commercial
institutions; research, training extension, and consultancy services: as well as large
industrial units interested in developing ancillary industries. (Pareek and Ndkarni,

1978)

Eventhough entrepreneurship is viewed here as a dependent variable. with all the four
sets of factors influencing and contributing to it, it also functions as an independent
variable because of the influence the individual entrepreneur is likely to exert on the
socio — cultural factors like norms, values. and behavior. The entrepreneurs tend to
behave differently on several dimensions, and they help in creating new norms and

values in their own families, and eventually in the society.

Entrepreneurship is different from management. Entrepreneurship involves initiating
changes in production, whereas management involves the ongoing coordination of the
production process. This is a discontinuous phenomenon, appearing to initiate
changes in the production process, and then disappointing until it reappears to initiate
another change (Wilken, 1979). Entrepreneurship has at least four social benefits.It

foster economic growth, it increases productivity. it creates new technologies,
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products and services (Stoner et. al.. 2001). Entrepreneurship also changes and

rejuvenates market competition (Acs. 1992).

Individual

The individual constitutes the most important element in entrepreneurship. The
entrepreneur as an individual takes the decision to start or not start an enterprise. And
it is he who strives to make it a success. It is necessary. therefore to understand the
various factors which influence the individual. The three main factors which influence
the individual behaviour are his / her motivational factors. factors concerning various
skills that entrepreneur possess. and the factors relating to his knowledge of several
relevant aspects that are likely to contribute to success of the entrepreneurial roles
(Pareek and Nadkarni, 1978).

Motivational Factors

Motivational factors may be considered crucial to entrepreneurship. The inner urge of
the individual to do something new. something unique. in a particular field has been
found to be important factor. This motivational factor in itself has three major

elements; entrepreneurial motivation. personal efficacy. and coping capability.
Achievement Motivation —

The most important motivation on which extensive work has been done by
McClelland and his associates. and some others (McClelland and Winter. 1969.
Hauckhausen, 1967 and Levine. 1969) is achievement motivation. Achievement
motivation should better be termed as efficiency motivation. This concern for
efficiency. reflects through competition with others or with one’s own standards of
performance, and the urge to do something unique or to make the maximum

utilization of resources around.
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Power Motivation —

Power motivation is also equally important for entrepreneurship. In addition to these
two motives the urge to help others which Pareek (1967) has termed as ‘extension

motivation’ is also important for an entrepreneur to succeed.

/ Individual )
\ /

N

( Environment )__.___.( Entreprencurship) (Soci]?aﬁl;l::rnl >

Support
Svstem

Figure 2.7 — Entrepreneurship (Adopted from Pareek and Nadkarni, 1978)

Personal Efficacy —

Personal efficacy is related to entrepreneurial motivation — a sense of being effective

and having control over the situation. Individuals differ on this variable. (Pareek and

Nadkarni, 1978)

Coping Capability —

-

Coping Capability is described as follows. While the success of the individual as an

entrepreneur partly depends on his motivation and efficiency. the process itscl’
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generates several stresses. The enterprise demands increasingly more attention. time
and energy. eventually the entrepreneur may experience stress in his relations in the
family. The entrepreneur takes initiatives. and works according to his own schedule.
He is both *inner directed” as well as “outer directed”. The conflict between his urge to
think of new and large challenges, and the need to pay greater attention to minor
details of his existing enterprise is also likely to produce stress. (Pareek and Nadkarni.

1978)
Skills

To be successful an entrepreneur needs several kinds of skills. They constitute an
important contributing factor to entrepreneurship. The three sets of skills considered
to be crucial are Project Development. Enterprise Management and Enterprise

Building. These skills are explained as follows. (Pareek and Nadkarni. 1978)
Project Management —

An entrepreneur plans to establish an enterprise. In order to be effective he or she
should know how to conceive the project. the stages through which he should go to
establish it, the information he may have to collect. the factors he may have to

consider in taking the investment decisions, etc.
Enterprise Building —

Howsoever one conceives the entrepreneurial functions, the process of enterprise
building is to be distinguished from the process of managing and enterprise after it
acquires a distinct identity. The thought processes and the behavioral sequence of an
entrepreneur who has vaguely conceived of exploiting an opportunity through an
independent organisational unit are different from those of a manager who functions
within the limitations of the goals and structure of an ongoing organisation. The

difference arise from the very nature of the entrepreneurial function, which is to
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conceive of an organisational entity. mobilize and combine the various goal — relevant
factors (such as capital and human resources) for optimal results. This function also
expects him to bear the subjective as well as objective risks of operating in an
uncertain situation. where only his personal resources rather than the environmental

and other material resources, would make the difference between success and failure.

Environment

Knowledge about the economic — political environment, more particularly about the
economic policies of the government and the financial as well as commercial
institutions, is crucially important for the entrepreneur. The entrepreneur should also
be conversant with the taxation polices as well as the general availability of raw
materials which affect his area of operation. He should also be well informed about
infrastructure — transportation facilities. power. etc. in the proposed place for his
enterprise. He should be conversant about the availability of assistances i.e. financial,
material, etc. and should also know about the agencies to be approached in case of

such needs.
Industry -

The entrepreneur makes a choice while setting up an enterprise. The choice can be
more rewarding if there is a wide range of alternatives available to him. This is
possible if the entrepreneur has adequate knowledge about the various alternates
industries, and more detailed knowledge about the industry which he wants to set up
and also about other related industries which have a bearing on the one he selects to
operate. This knowledge would cover aspects like required investments, marketability
of products, skills required for the enterprise, raw materials and other material needed.
competitors in the filed etc. He should also know about the manufacturing processes.

choice of products and about their commercial feasibility.
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Technology —

Once the entrepreneur selects a particular industry. in depth knowledge about the
technological aspects of that industry would be of vital importance. He should know
the details about the processes of manufacture. and the various technologies available
for those processes. He should also know about the costs and benefits of respective

technologies so as to help him in making the appropriate choice.

Socio — Cultural Factors

Socio — cultural factors like the family background and the norms and values of the
immediate social circle contribute substantially to entrepreneurial development. The
values and attitudes an individual has. are a function of the socio — cultural milieu.
The influence of this milieu is in terms of developing normative behaviour (norms of
behaviour) in the individual. The individuals works under some pressure of the values
inherited from his family. Behaviour which reflect inclinations towards initiatives and
risk taking. dependence or independence (self reliance). working with one’s own
hands on tasks requiring manual handling, etc. are a result of the socialization process
in the family, the school, and the society. Behaviour rewarded through appreciation,
encouragement. and other extrinsic as well as intrinsic devices get reinforced. and
related values and norms develop. (Pareek and Nadkarni, 1978) Thus, training

through behaviour and socialization are described below.

Normative Behaviour

The following aspects of normative behaviour are related for entrepreneurship —

Family Expectations and Pressure —

The pressure of expectations from the family plays an important role in developing

entrepreneurs. When the family expects an individual to undertake some independent
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work. to earn enough for the family to maintain their standard of living. to employ or
involve members of the family in business. etc. the individual may respond by
searching for ways of meeting such expectations and pressures. In certain cases the
individual may react to these pressures even negatively. But usually positive response

comes forth.

Risk Taking -

Risk taking norms are important for success of entrepreneurs. It has been reported that
a successful entrepreneur takes moderate risk. He does not gamble. nor does he opt to

play safe.

Independence —

Equally important is the norm of self — reliance. The value attributes to independence
is important for entrepreneurship. Instead of waiting for suggestions or directions
from others, an entrepreneur works out plans on his own, searches and explores
resources. and experiences an inner urge to make the enterprise a success. This makes

him self — reliant and independence.

Work —

Value regarding work has been found to be an important factor in the
entrepreneurship. Nandy (1973) and Fox (1973) have reported that the one major
factor which distinguished the entrepreneur from the non — entrepreneur culture, in
two northern and southern communities. respectively. was the willingness to work
with his hands — the value given to work. Non — work values of some communities

prevented them form taking to entrepreneurial pursuits.
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Socialization —

The value supporting or influencing entrepreneurship are developed through the
process of socialization. The family and other social institutions play a crucial role in
training individuals to show certain behaviour. Especially one's predisposition
towards independence and initiative as well as risk — taking. primarily results from

such socializing influence. (Pareek and Nadkarni. 1978)

Independence —

Training in independence has been fond to contribute to the development of
achievement motivation (McClelland. 1961). Overprotection and over guidance in

childhood or later in the work organisation leads to dependence.

Initiative and Risk Taking —

Training in taking initiative and risk. is an important factor in promoting values which
are supportive to entrepreneurship. When failure of individual gets severely punished.
it is quite likely that he develops that is called “fear of failure’ motive or the motive to
avoid all possibilities of failure is not to take risk. Risk — taking behaviour on the
contrary blossoms when an individual is encouraged (and helped) to set realistically
challenging goals and to pursue them with perseverance. If ever failure greets the
effort. it is properly analyzed for improving the strategy to prevent its recurrence in

future. (Pareek and Nadkarni, 1978)

Support System

Possibility of the success of an entrepreneur generally gets enhanced by efficient and
effective operation of the support systems. Several agencies and organisations operate

to help and support the entrepreneurs.



Entrepreneurs often have to interact with thee support systems. The way these
systems function may encourage or discourage them. They may reinforce one kind of
behaviour. The style of working of these systems. therefore. is a crucial factor in
promoting entrepreneurship. The quality of interaction with the entrepreneur is
determined to a great extent by their working style role. The style will also
demonstrate the norms prevailing in the organisation. norms regarding collaboration,
help. result orientation etc. The support systems. thus. can promote entrepreneurship
through reinforcing behaviour and adopting norms of internal working which are in

harmony with it.
Reinforcing Behaviour —

Different support systems perform different roles and emphasize different
organisational behaviour. Such varied emphasises on different entrepreneurial
behaviour need not be viewed as conflicting. Sometimes seemingly contradictory
values or behaviour may be required for entrepreneurial success. The support system.
therefore. have to be clear about their respective roles. relevant activities and
consequent expectations from the entrepreneur, unmindful of the apparent
contradictions. Viewed in its totality. the behaviour that the support systems would
seek to reinforce through their interactions with the entrepreneurs. in reality need not
exert contradictory pulls. In effect what they should reinforce is the values of taking
initiatives. planning orientations and risk taking coupled with personal responsibility.
These values can be reinforced by all support systems irrespective of their specific
roles. They can be systematically built into the evaluation and help giving procedures.

(Pareek and Nadkarni, 1978)

Norms —

The norms of internal working of various institutions and organisations in the support
systems may not be directly relevant to the entrepreneurial characteristics. But since

these systems and entrepreneurs constantly remain in interaction, the ultimate
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outcome of such interactions will invariably depend upon the internal design. the
mode of internal working. the norms of operation. and the character of organisational
behaviour in these institutions. If the institutions in the support system have to render
useful and effective help assume considerable significance. The importance of intra -
organisational norms which govern giving. receiving. and asking for help. and their
relevance to their role effectiveness. can hardly be overemphasized. Emphasis on
norms need not be in conflict with the emphasis on effectiveness of roles of the
support systems. if these systems remain result — oriented rather than procedure
oriented. Such result orientation. in case of financial institutions. while reinforcing
their function of checking on processes and procedures. will not render them
ineffective in their role of entrepreneurial development. Like result orientation. the
norms of collaboration and help are important for ensuring a comprehensive
programme of assistance and support to entrepreneurs. Proper attention to such norms
and inculcation of result orientation in their functioning. indeed. has relevance for the
design and development of the support system. as well as for the training of their
personnel. (Pareek and Nadkarni, 1978)

2.5.2 Dimension of Entrepreneurial Effectiveness

Research based conclusion indicate that conceptualized measure of entrepreneurship
orientation autonomy, risk taking, competitive aggressiveness. proactiveness and
innovation are significantly higher in Organic Structure than Mechanistic Structure
(George. 2000). Shah et. al. (1974) developed some indices for measuring
entrepreneuri'al effectiveness. The instrument developed as an interview schedule
measures entrepreneurial effectiveness. The instrument developed as an interview
schedule measures entrepreneurial behavior of four dimensions. namely Planning
Orientation. Achievement Orientation, Expansion Orientation and Operation
Management. These indices are chosen after taking into account the indices used by

various social scientists.
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Planning Orientation

Consideration of alternatives indicating whether the entrepreneur has considered
alternatives before choosing (i) the line of business. (ii) product line. (iii) location of
the unit. (iv) machines and equipments. (v) technology and processes. (vi) sources of

finance. and (vii) area of operation.

The information sources could be buyers. suppliers. government agencies. banks,

research laboratories, literature, field visits. professional bodies. etc.

Goal setting indicted by the extent to which the entrepreneur had clarity of goals
regarding (i) product line, (ii) production. (iii) quality. (iv) sales. (v) cost reduction.

(vi) profits. (vii) diversification. (viii) expansion. and (ix) labour relations.
Achievement Orientation

Involvement, concern for excellence, clarity of goals. positive feeling of success,
awareness of personal blocks. awareness of environmental constraints. effort for self —
development. inclination for taking help. pro - activity in action. innovativeness and
unique accomplishment are the measures of achievements. Also. whether these

characters are reflected in their actual behaviour. need to be measured.

Expansion Orientation

The extent of expansion in the entrepreneurial activities as reflected through increased
production, new products, new establishments. new partnership are the measure of

orientation. Also, the thoughts attempted and achievements on all these dimensions

weighted and scored.
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Operation Management

Effectiveness in (i) production scheduling. (ii) line balancing. (iii) record of
production and efficiency. (iv) preventive maintenance. (v) marketing efforts, (vi)
sales. (vii) fixed capital investment. (viii) working capital investment. (ix) cash
budgeting. (x) collection. (xi) payment. (xii) repayment of loans. (xiii) inventories,
(xiv) product profitability determination. (xv) standards of cost. (xvi) efficiency
index. (xvii) capacity utilization, (xviii) labour relation. (xix) use of labour, and (xx)

developing personnel are measured.

2.5.3 Data Sharing on Entrepreneurial Effectiveness

Successful entrepreneurs are generally eager to share their experiences with
researchers. They narrate their success stories with great involvement. Generally the
entrepreneurs possess some reservation in sharing financial data. which often become

impediment in objective analysis of performance.

2.6 LEADERSHIP & LEADERSHIP STYLES

According to labour market economists, self employment is probably the single most
important source of new firm formation (and hence the major numerical influence
upon entry rates). Labour market economists are interested in the question of
occupational choice. In this sense the choice of a self — employed occupation can be
considered to be little different from the choice of any other occupation. Three main

influences on this decision are -

- personality
- human capital, and

- ethnic origin. (Storey, 1997)

Personality characteristics are examined by both Blanchflower and Oswald (1990)

and by Blanchflower and Meyer (1991). They argued that one factor influencing the
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probability of an individual starting a business is entrepreneurial vision. as reflected in
the personality of the entrepreneur at young age. According to Chell. Haworth and
Brearley (1991). entrepreneurs are alert to business opportunities. are proactive rather
than reactive. innovative and easily bored. Indeed. the quest for psychologists to
identify a group of personality traits which are capable of predicting entrepreneurial
behaviour patterns has gone on for many years. Early work of McClelland (1961)
pointed to entrepreneurs’ need for achievement. which are more intense than that of
other groups in society. Others such as Kets de Vries (1977) have pointed to
entrepreneurs often having an unhappy family background. leading to their inability to
accept authority or to work closely with others. This would appear to be the
psychological basis for the ‘hostility” and ‘unforthcoming™ variable of Blanchflower
and Oswald. Stanworth et al (1989) have placed particular emphasis on the inter —
generational entrepreneur. Curren and Burrows (1988) argued that the cultural
inheritance of entrepreneurship move within families. The other factor which
economists generally find important is *human capital’. There are different opinions
about this aspect. Pickles and O’Farrell (1987) are of opinion that individuals with
high levels of educational attainment are less likely to enter business in UK but
according to an empirical study there is consistent evidence that educational levels of
attainments are positively associated in US with a move into self employment / new
business formation. The other human capital characteristic which an individual brings
to entrepreneurship is work experience. The individuals’ managerial experience is
géherally thought to provide a positive incentive to encouraging the individual to
become an entrepreneur (Bates, 1990). The third factor which has been argued to
influence the choice between self — employment and paid employment is that of

ethnic origin.

While firms may enter a market during any stage of its life cycle. studies show that
the entrepreneurial pioneers who enter the market first typically gain important
advantages. Competitive advantages that are gained because the pioneer was one of

the first to enter a market are sometimes called ‘first mover advantages’. First movers
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are notable for their tendency to hold on to the competitive advantages and shares

they gain as the market matures.

Good leaders are necessary for visionary companies to survive in the long run. Tom
Peters sums up the qualities of a good leader. “they concentrate on the market with
just a product idea and riding the growth of an attractive product cycle’. The highest
agreement on conceptualizing leadership is “the ability of an individual to influence a

group towards organisational goals.

2.6.1 Leadership

Leadership is considered as personality traits which some people had. and the others
did not. (Parikh and Garg, 1976) There are almost as many different definitions of
leadership as there are persons who have attempted to define the concept (Stogdil.
1990). However. leadership is commonly known as "a process of directing and
influencing the task - related activities of group members (Stoner. et. al.. 2001).
Leadership involves other people, unequal distribution of power, and ability to
influence others through power. It manifests ability, creativity, innovation, and
initiative, and imbibe confidence, cooperation. and willingness of people to work.
(Pande, 2001) Leadership is involves moral and values. The best organizations are
those who groom their CEOs into great leaders. Institutions are more important than
individuals, that action is more important than vision, and that work is more important
than managing, and finally, knowledge is more important than capital. The leaders
focus on creating a learning organisation (Garvin, 1993). Leadership is generally
exercised on three different levels. At the individual level, leaders mentor, coach. and
motivate: at group level, they build teams and resolve conflicts. at the organisational
level. leaders build culture. In most organizations. these three levels are discrete and

easily identifiable. (Mintzberg, 1998)

The most commonly used measure of leader effectiveness is the extent to which the
leader’s organisational unit performs its tasks successfully and attains its goals. In

most of the cases objective measures of performance or goal attainment are available,
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such as profits. profit margin, sales increase. return on investment, productivity. cdst
per unit output. cost in relation to budgeted expenditure. and so on. The attitude of
followers towards the leader is another significant indicator of leader effectiveness.
which is related to satisfying the needs and expectation of the followers for the leader
and commitment of the followers. Various objective measures of behaviour such as
absenteeism. voluntary turnover, grievances. and complaints to higher management.
request for transter, work slowdown and deliberate sabotage of equipment serve as
indirect indicators of followers’ dissatisfaction and hostility towards the leaders.
(Dhar and Mishra. 20011) Leader effectiveness is occasionally measured in terms of
leader’s contribution to quality of group processes, group cohesiveness. increasing
cooperation and motivation, lowering conflict between members and improving the
speed and quality of decision. Leader effectiveness can be direct and indirect. Direct
effect refers to leader decisions and actions that have an immediate impact of what is
done. how it is done, and how efficiently it is done. Indirect effects refer to leader’s
decisions and actions that are mediated by more intervening variables in the causal
chain. Indirect effects are slower to be felt, but they are often more durable (Hunt,
1991). In a study conducted by Dhar and Mishra, 2001 in Madhya Pradesh, the factors
which are significant for leadership effectiveness for manufacturing sector are, ability
to facilitate. ability to influence. ability to be accountable, ability to build teams.
ability to negotiate, ability to reward, ability to manage, interpersonal orientation and

analytical skills.

There is a generosity and universality in what makes a good leader and even a good
organisation, a good society, a good nation. These attributes are linked to the three
parts of the human anatomy. The first is innovation, which emanates from the brain,
the mind. The second is compassion, which emanates from the heart. The third is the
passion in the belly (Mashelkar, 1999). A conscious development of internal
processes of thought and emotion, and a conscious development of whatever else
maybe responsible for the processes of thought and emotion, so that true effectiveness

and true leadership may be achieved (Malik, 2000).
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The research supports the conclusion that technical skills. conceptual skills and
interpersonal skills are necessary in most managerial positions. (Mann. 1965; Katz
and Kahn. 1978: Boyatzis, 1982; Jacob and Jacques, 1987) Leaders with high
emotional maturity and integrity are more likely to maintain cooperative relationships
with subordinates. peers and superiors. Intellectual and technical skills are considered
to be threshold capabilities but high degree of emotional intelligence is essential for
leadership effectiveness. The components of emotional intelligence are self
awareness. self regulation, motivation. empathy and social skill (Goleman. 1998).
According to N. R. Narayana Murthy. Chief Mentor of Infosys. leaders must
demonstrate leadership by examples. He must sacrifice more than all others. He must
demonstrate the value system. The key issue is. he becomes a leader not because he
can enforce his leadership, but because every body respects him (Murthy. 1999). The
traits commonly considered to be important are — policy making. planning.
developing systems, monitoring performance, coordinating. rewarding. coaching and
mentoring. visioning, setting standards. building culture and climate, synergizing.

searching and nurturing talents. and customer orientation.
2.6.2 Leadership Styles

Akbar. 2000 has carried out a comparative study on financial performance of
professional — led and owner — led companies in India. and concluded that the
professional — led companies create more shareholders wealth and enjoy better
support from them as compared to the owner led companies. However, the owner
companies show better growth rates in accounting performance. remain small in
operation and do not enjoy better production efficiency. The owner led companies
follow focused strategies but the professional led companies while following
diversified strategies create better values for the customers and emphasize on lower
production costs. They also allocate resource to create brands and own large
disﬁibution network. Liles (1974) has reported that leadership and leadership styles
are elusive concepts. The reason attributed to this is the vagueness in definition as the

ambiguous results reached by several researchers. The styles are likely to be
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influenced by various by culture and environment. Stodgill (1974) reviewed over 72
definitions of leadership aimed by various authors from 1902 to 1967. Almost all
definitions imply that leadership is a form of social influence and an interpersonal
relationship in which power and influences are unevenly distributed so that one
person is able to direct and control the actions and behaviour of others to a greater

extent.

Following eight forces are used to control and co — ordinate the activities of the

people —

1. Leadership process

o

Motivational process such as physical. economic or ego motives and attitudes
towards organisation and members

Communication process

Interaction influencing process

Decision making process

Goal setting

Control process, and

® N o w AW

Performance goals and training.

These eight organisational variables are measured by eight sub — scales. Each item is
treated as a continuous variable and measures the respondent’s perception of the

management in the organisations.

There are‘ many classifications of leadership types. Max Weber distinguished between
authoritarian, charismatic and bureaucratic styles. Charismatic leadership is based on
personality traits such as high passion, ambition, belief in self, sense of adventure and
penchant for setting personal example. Such leaders rely more on natural behaviour
and less on techniques. Transactional leadership is based on relating actions to the
situations and maturity of the followers. It is basically result orientation linked to

focus on people in a particular situation. Transformational leader acts mainly as a
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change agent. learns as he coaches and can deal confidently with complexity.
ambiguity. and uncertainty. He simplifies important issues through the use of symbols
and paying personal attention to individual followers. (Singh. 1998. Sabat. 1998 and
James. 1996)

Many researchers define leadership as a social influence process by which a person
steers the members of the group towards the goal. Leadership was measured by
Leadership Grid (known as Managerial Grid from 1964 to 1991) which measures the
leader’s concerns for people and for production. A grid consists of vertical axis which
represents the degree of ‘concern for people” on a scale of 1 — 9. showing the lowest
concern and 9 highest concern for people. The horizontal axis represents degree of
“concern for production’ on a scale from 1 to 9. respectively representing lowest and
highest concern for production. Five forms of leadership are identified on the basis of

concern for people and for production.

Each set of leadership style implies a different set of assumptions regarding managing
situations of production that involves people. At the lowest corner of the grid is 1.1
style. This style has minimum of concern for production as well as people. Minimum
effort is needed to sustain organisation membership. Going up the grid from 1,1 style
to the upper left corner is 1,9 style which a leader shows a minimum concern for
production. but thoughtful concern for people. which leads to a comfortable and
friendly organisation atmosphere and work tempo. In the lower corner is 9.1 style in
which a leader shows maximum concern for production and a minimum concern for
social. emotional and the need of the employees. Efficiency in operation is sought
from arranging the influence of human elements at workplace. In upper right corner is
the 9.9 style wherein leadership’s concern for both people and production is the
highest which leads to interdependence between the supervisor and subordinates
thiough a *common stake’ in the organisation purpose. and to relationships of trust
and respect between them. This leadership style is referred to as the team approach. In
the center of the grid is 5.5 style which is a *middle of the road’ or an adequate

amount of both kinds of concern is shown by the supervisor (Nayak. 1999).
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Figure 2. 8 — Leadership Grid ( Adopted from Blake & Mouton, 1991)

Research on performance oriented (task) and relationship oriented (people) behaviour
have shown consistent evidence that both the dimensions of behaviour are necessary
for leadership effectiveness. Entrepreneurs scoring high on social power orientation
will have less difficulty letting go of their leadership position than the entrepreneurs

scoring high on the personal power orientation.

An entrepreneur, or a manager in a business enterprise, makes decisions in a
characteristic way, it is usually termed ‘leadership style’ Style is a distinctive but
adaptive behaviour of an entrepreneur, a manager or an administrator who behave in

an adaptive relationship to an environment or a situation.

After a study on leadership and administrative structure of small enterprises, Penrose
(1959) mentions that the difference in the administrative structure of the very small

and the very large firms are so great that in many ways it is hard to see that the two
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species are of the same genus. Changes in a firm are associated with growth. An
illustration taken from Scott and Bruce (1987) of this is provided in the table below.
Scott and Bruce infer that a small firm moves from Inception (Stage 1) through to
Maturity. the fifth stage. At each of these stages it is assumed that the role which top
management plays. the management style and the organisation of structure change. so

that the butterfly as Stage 5 genuinely is fundamentally different from the caterpillar

as Stage 1.
Stage Top Managements’ Management Style Organisational
Role Structure
I. Inception Direct supervision Entrepreneurial Unstructured
individualistic
2. Survival Supervised supervision | Entrepreneurial Simple
administrative
3. Growth Delegation / co — Entrepreneurial co— Functional centralized
ordination ordinate
4. Expansion Decentralization Professional Functional
administrative decentralized
5. Maturity Decentralization Watchdog Decentralized
functional / product

Table 2.23 — Management Role and Style in the five stages of Small Business Growth
(Adopted from Scot and Bruce. 1987)

There are four limitations of these stage models —

a) Although. it is implied in the table, not all the firms begin at Stage 1 and move to
Stage 5. This is because a significant proportion of small businesses ceases to perform

fairly early in their lifetime, so they never progress beyond either Stage 1 or Stage 2.

b) In practice, the firms may well have a management style which is more or less
advanced than the stage, for example, of its organisational structure. The management

roles do not move in parallel, as assumed in the table.



¢) Firms may achieve a particular stage. most notably Survival. and never have any
intention of moving beyond that stage. Hence. not all firms move from Stage 1 to

Stage 5. even if they continue to exist.

d) Theorists such as Scott and Bruce or Churchill and Lewis (1983) assume that the
movements from one stage to another are “triggered” by a point of crisis. This aspect

has remained untested.

A number of firms make no clear transition and. if they do. the transition is often in
only one if the three dimensions namely. the stating resources of the entrepreneur(s),
the firm and strategy. The figure below shows that each component can be considered
as a variety of different elements. These components can be considered as
overlapping or intersecting circles. They can not be considered as wholly independent
influences. This means that less rapidly growing. no - growth or falling firms may
have some appropriate characteristics in the entrepreneur, firm or strategy areas, but it

is only where all three combine that the fast — growth firm is found.

Literature on leadership style in SSI and entrepreneurs shows a gap in clear evidence
and prevents a possible conclusion. Even the available study (Narayanan and
Venkatachalam. 1979) focuses on the leadership styles that are considered not to be
native but biased towards Western prediction and probably advocated as universal
leadership styles. The study aimed at studying the organisational climate and variables
relating to job reactions, and looks into leadership styles of small business owner —
managers shows that leadership styles are specific to Indian condition and this is

known as Indian leadership style.

The Table 2.24 identifies elements within various components. The entrepreneur /
resource component refers to the characteristics of the individual or individuals who
provide the prime managerial resources of the small business. The entrepreneurs and

their needs access to resources can be identified prior to the business being
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The Table 2.24 identifies elements within various components. The entrepreneur /
resource component refers to the characteristics of the individual or individuals who
provide the prime managerial resources of the small business. The entrepreneurs and
their needs access to resources can be identified prior to the business being
established. In principle. each element could be measured or assessed prior to starting

the business, although some elements are more difficult to measure than others.

The Enterprise

Strategy The Firm

Figure 2.9 — Growth in Small Firms (Adopted from Storey, 1997)

The characteristics of the business itself, when it begins, are listed in component 2 —
the firm. They are not operational decisions which are made once the business starts.
since these would be included within the strategy component, although clearly it is
possible to change location or legal form once the business had begun to trade. The
second common characteristic of firm elements is that they are factors which are
generally held constant in examining the growth performance implications of
entrepreneurial characteristics. The third factor, strategy, is of prime interest. To some

extent ‘strategy’ in this context can be considered as asking the question — given the
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characteristics of the entrepreneurs and the firm — what managerial actions. once the
{irm has started. are likely to be associated with more rapid rates of growth ? (Storey.
1997)

The Entrepreneur / Resource

The Firm

Strategy

1. Motivation 1. Age 1. Workforce Training
2. Unemployment 2. Sector 2. Management Training
3. Education 3. Legal Form 3. External Equity
4. Management Experience 4. Location 4. Technological
Sophistication
5. Number of Founders 5. Size 5. Market Positioning
. Prior Self Management 6. Ownership . Market Adjustment

6

7. Family History

8. Social Marginality
9

6

7. Planning
8. New Products
9

. Functional Skills

. Management Recruitment

10.Training

10.State Support

1. Age

11. Customer Concentration

12. Prior Business Failures

12. Competition

13. Prior Sector Experience

13. Information and Advice

14. Prior Firm Size Experience

14. Exporting

15. Gender

Table 2.24 — Factors influencing Growth in Small Firms
(Adopted from Storey, 1994)

On the role of leadership Barnard (1968) mentioned that the leader is expected to
harness the social forces in the organization. to shape and guide values. Excellent
companies develop cultures that have incorporate the values and practices of great
leaders and thus those shared values can survive for long. Transforming leadership
occurs when one or more persons engage with others in such a way that leaders and
followers raise one another to higher levels of motivation and morality (Peters and
Waterman. 2003). It also about inspiring subordinates to excel in their performance to

innovate and to achieve beyond expectancy (James, 1996).

Rao (1981) viewed Indian leadership style from three perspectives, i.e. benevolent,

critical and developmental. Benevolent leaders protect subordinates. persistently tell
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they should and should not do and come to their rescue whenever needed. Critical
leaders take a critical approach to employees and do not tolerate mistakes. low quality
or work and indiscipline. Developmental leaders have confidence in subordinates and

help them to set broad goals and allow them to work on their own.

Venkatapathy (1992) reported that the perception of top management style in India
significantly differs between the members belonging to the public and private
organisations. he also concluded that the perception of leadership styles shows

corresponding climate.

In the District of Erode (Tamil Nadu) Vektapathy and Shanmugavelan. 2000 studied
the leadership styles preferred and adopted by the first and second generation
entrepreneurs. respectively. The three types of leadership styles namely benevolent,
critical and developmental shows various degrees of similarities as well as differences
on the whole. the leadership style of the group entrepreneuré are significant because it
has added information input with regard to literature. The two groups of entrepreneurs
compared on benevolent leadership style remained homogenous. One reason that may
be ascribed to the marginal difference is that the two groups of people have similar
activity in the entrepreneurial environment. As the leaders of the two groups show
that they have to encourage people and lend support to them and male the workers to
identify with the projects of the functions of the enterprise. To do this they always
give a helping hand of big brother not only to help workers but also to be sure of the
fad that they are the persons who could lend emotional support to all kinds of
activities with regard to the enterprise. It is also to be noted that both the groups have
scored higher than the theoretical mean. The entrepreneurs perceived critical style as
not very effective. The strategic planning, employment of various sources of
resources and effective functioning at the enterprise level make them avoid the critical
style of leadership. However, the results show a statistically higher level of
significance between first generation and second generation entrepreneurs. The
nature. type and characteristic function of entrepreneur’s effort in relation to the

developmental style has certain limitations. Essentially the developmental style is
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aimed at long term planning enabling human resources to function effectively over a
period of time. In view of better counseling and career growth the fact that the first
generation entrepreneurs scored significantly higher compared to second generation
entrepreneurs is sustained. Because the first generation entrepreneurs were project
formulators and were aiming at long — term goal orientation, bringing effective human
resources for plausible success, the nature of interpersonal relations has made them go
through various kinds of situations. On the other hand. the second generation
entrepreneurs were project executers and were aiming at short term or medium term
goal orientation. some of these things were not helpful to second generation
entrepreneurs. To conclude. the first generation entrepreneurs adopted developmental
leadership style. second generation entrepreneurs adopted critical leadership style and
benevolent leadership style failed to discriminate between first and second generation

entrepreneurs.

Leadership is classified into six styles based on results (Goleman. 2000). Coercive
leaders demands immediate compliance, Authoritative leaders mobilize people
towards a vision, Affilitative leaders create emotional bonds consensus through
participation. Pacesetting leaders expects excellence and self — direction, and

Coaching leaders develop people for future.

In another study (Connell, 2001), the findings indicate that small company employees
are more likely to be positive about their work and enjoy higher morale than large
company employees. This was primarily due to the ability of small company senior
management to interact more closely with employees. adopt more democratic
management style and develop positive organisational culture. The management
styles adopted by three large firms were generally autocratic, whereas the styles
adopted by the senior managers in the smaller firms, were democratic and
participative. This suggests that the large firms nurtured more autocratic management
styles (as proposed by Green and Connell, 1995 and Karpin, 1995) whereas in the
three smaller workplaces consultation and employee participation appeared to be a
natural result of the more intimate environment. The small sample of this study serves

to moderate possible implications for generalization. In agreement with findings of
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this study and much of the extant literature. Pateman (1983) noted that unless
employees were allowed to exercise discretion or influence in their work lives, their
competence tends to be underused. Small company employees may consciously
choose to work for a small firm over a large one. As Candalino and Knowlton (1994)
argue, small firms may attract people who are stimulated by the opportunity to make
an impact on an emerging company rather than feeling insignificant in a large one. As
it is unlikely that any employee would choose to feel insignificant, these observations
may have important implications for large firms wishing to improve levels of
employee morale. Specially, if autocratic management styles are prevalent in large
firms, managers would well advised to follow the more consultative style exhibited by
the small firm managers in this study. As a result, it is more likely that a more positive
organisational culture and higher levels of employee competence and morale will

follow.

Jim Collins ( 2001) has defined an unique concept of Level — 5 leadership, based on a
research on 11 CEOs. Level — 5 leadership refers to the highest level in hierarchy of
executive capabilities that was identified during the research. Level 5 leader is one
who blends extreme personal humility with intense professional will. Those who
possess such paradoxical combination of traits are catalysts for the statistically rare
event of transforming a good company into a great one. Collins concludes that Level
5 leadership is an essential factor for transforming a company from good to great, but
it is not the only one. It is the combined package of Level 5 and other drivers that take

companies beyond remarkable. The other key factors are summarized as follows —

a. Great leaders focus on people first and then work on strategies.

b. The great leaders hold both faith and fact together, all the time.

c. Transformation does not happen at once, rather it initially it happens with
radical change program with building momentum and then hitting the

breakthrough point.



d. Breakthrough requires hedging like understanding of three basic concepts.
namely. what a company can be the best in the world at . how its
economics work best, and what best ignites the passion of its people.

A paradoxical relationship with technology — on one hand these companies

o

do not join the technology bandwagon while on the other hand they are
pioneer in application in selected technologies.
. They display three types of discipline — disciplined people. disciplined

thoughts. and disciplined actions.

Strategic Planning

According to Mintzberg (1973), there are three basic modes of strategic planning.
These were termed by him as entrepreneurial mode. adaptive mode. and planning
mode with underlying orientation of as proactive. reactive, and systematic
respectively. Mintzberg also referred to mixed modes for strategic planning based on
difterent combinations of pure modes. Steiner. Miner and Gray (1982) categorization
involves further sub — classifications of Mintzberg's pure modes giving rise to five
approaches for strategic planning. While the formal structured approach of Steiner.
Miner and Gray is comparable with the planning mode of Mintzberg. the intuitive —
anticipatory approach and entrepreneurial opportunistic approach of Steiner. Miner
and Gray may be viewed as a risk based subdivision of Mintzberg's entrepreneurial
mode. Similarly. the incremental approach and adaptive approach of Steiner. Miner

and Gray may be considered as further sub — divisions of Mintzberg's adaptive mode

based on risk.

The empirical study of Miles and Snow (1978) based on text book publishing,
electronics and food processing industries, and voluntary hospitals on the active /
passive dimension claimed that, historically, firms had been following strategic
postures of four kinds — defenders, prospectors, analyzers and reactors. The
classification was mainly based on risk taking ability. As a result. they claimed that

basic postures were those of defenders and prospectors representing the two of a

- 131 -



continuum. But there is a point of conflict between the theoretical development due to
Mintzberg (1973) and survey results due to Miles and Snow (1978). This conflict is
centered on the adaptive / reactive mode of strategy making. On the other hand Miles
and Snow had have claimed that the posture of reactors is an unstable one and
vanishes out under stability. On the other hand. Mintzberg considered the reactive
mode as a pure mode. The analysis based on the study shows that the mere decrease
in the proportion of adaptive mode of functioning of the executives cannot support the
claim that the adaptive mode is unstable and hence impure. It can only be concluded
that the adaptive mode is the least preferred mode under environmental stability.
Further. the entire process of mode switching can be viewed as a three — dimensional
one where the respective dimension are the state of the environment. the mode of
strategic planning. and the propensity of assume risk. Strategies of successful
companies have focus. a strategic profile or value curve which remains visible. The

value curve of innovators always stand apart (Kim and Mauborgne. 2002).

Glueck (1980) made a reference to this risk aspect while dealing with strategic
alternatives but failed to identify this 3D interaction. Analysis on the 3D way has
been carried out by Ray (1998). Along the first dimension. if we move from stability
towards turbulence, we observe that the firms with a high propensity to take risk and
with the entrepreneurial mode of strategic planning switches over to the planning
mode mainly reducing thereby the level of risk by one step. Similarly. firms with a
moderate propensity to take risk and with planning mode of functioning switches over
to the adaptive mode in main and here again, the level of risk gets reduced by one
step. Firms with a low propensity to take risk and with the adaptive mode of
functioning go for a random selection of modes as the level the level of risk cannot be

further reduced. One may like to describe the third situation as a trap of frenzy.

Given the turbulence, incertitude, and ambiguity of new age of vulnerability, the next
set of business leaders are required to create cultures where questions and doubt have
legitimacy and where being stubbornly right is folly that must be resisted (Bennis,

2002). Liberalization is making the structure for many industries fluid. the leaders can
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respond to this in many ways. By undersianding the company’s assets and the
particular characteristics of their industry. leaders can anticipate the strategies for
adoption (Dawar and Frost. 1999). As the environmental state move from turbulence

to stability, one can in a similar way observe that a firm moves from the adaptive to

the planning mode in main.
2.7  ANALYSIS OF FAILURE AND GORWTH
2.7.1 Major Reasons for Sickness in SSI

Organizational decline starts with the change in the environment and / or in the
characteristics of the organization. The managerial inadequacy to restore the fit
between the two starts the decline process. (Maheshwari. 2000) The major reasons for
sickness are inadequate management such as non — availability or inadequate raw
material, ineffective marketing, infrastructural bottlenecks. inadequate finance and

gaps in entrepreneurial skills. (Khandwalla, 1989)

Lack of knowledge and managerial expertise leads entrepreneurs to strategic pitfalls.
Competences of the entrepreneurs contribute significantly to the success of the units.
Many SSI units turn sick due to lack of competence on part of the entrepreneurs. Even
training does not help unless the entrepreneur has the right orientation towards the
process of self — enterprise. The managerial capability. knowledge. business
techniques, attitudinal framework and above all. the wholehearted devotion of the

entrepreneur towards the business contribute a lot for the success of a small

unit.(Patnaik, 1987)

In many family - managed SSI units there is significant interference from the family
members of the entrepreneurs. The personal value of the entrepreneur / leader plays a

major role for success of the enterprise.



In many cases the entrepreneur does not analyze the environmental factors
influencing the profitability of the business. The common perspectives are related to
economical. psychological and socio — logical. (Ramana and Papaiah. 1998) The
entrepreneurs are not capable to analyze the strengths and weaknesses and the
external opportunities and threats. Sickness in SSI can also be attributed to mismatch
between the entrepreneur and the product. Hence the skill and style of the

entrepreneur plays a major role in success of SSI units.

The personal characteristics which influence the probability of survival in businesses
can be classified into four categories namely. history. family background. personal
characteristics and education. The categories are not independent. Amongst the
relevant work history characteristics which might be thought to influence the
likelihood of an individual staying in business are prior business ownership, prior
managerial experience, experience of unemployment. experience of working in a

large firm. work experience in the same sector. and training.

There are very few studies which have managed to incorporate more than a few of
these personal characteristics of the founder into a study of small business survival,
alongside other influences upon business failure identified. Notable partial exceptions
to this include the study by Kalleberg and Leicht (1991), which shows that prior self —
employment experience for men is associated with a higher likelihood of going out of
business. However. it shows that there are no clear gender differences between
survivors and non — survivors. The number of years of prior experience of the founder

in the industry is not an influence on survival and neither is their age when they began

the business.

A study by Bates (1990) is concerned with examining the human capital factors which
influence exists from self — employment in Untied States. Whilst the study specified a
relatively limited range of human capital characteristics — it includes only education

levels. family business ownership experience. management experience of owners and



their age — the findings suggest that higher levels of education are associated with

higher survival rates once in business.
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Figure 2.10 - Mode Switching Process
(Adopted from Ray. 1998)

The study of Cressy (1992) also found that the personal characteristics of founders to
be relatively unimportant influence on survival rates. The only two characteristics
which appeared to influence survival were the age of the proprietor and whether they
had qualifications, even though employment status, gender, prior business ownership

and managerial experience were all included within the equation.
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2.7.2 Organisational Culture & Employee Morale

Dr. Julia Connel carried out a study on to report gaps on order to examine the
influence of firm size. management style and organisational culture on employee
morale. and hence. organisational effectiveness. Although the study was undertaken
in three large (over 250 employees) and three small (fewer than 100 employees) firms
based in New South Wales, Australia. it is proposed that the large / small firm

comparisons will prove useful for international researchers and practitioners.

Themes Large Organisations Small Organisations
relating to
management | » 3 | 5 .
style ’
Management Democratic Token Autocratic Insular /| Democratic | Consuitative
Style Democratic Laissez -
faire
Management High Low Non - Non - High High
Consultation existent existent
Management High Low Very Low | Very Low High High
Presence
Management High Medium Low Low Medium High
encouragement
of'employee
participation
Management High Low Not Very Low High High
action as a result Applicable N
of participation

Table 2.25 - Management Style within the Firms
(Adopted from Connel. 2001)

Hall (1992) examines whether there is evidence that the owner’s perceptions of the
reasons for failure varies with the age of the firm. He concludes that it would appear
that the owners of young firms were more likely to suffer from inadequate funding,
poor products and inefficient marketing. As their companies aged. however. they were
more likely to be buffeted by strategic and environmental shocks for which they do

not have managerial skills to respond.

There is a long history of research into the identification of businesses which are
deemed to be at risk of failure. It has derived its intellectual inspiration from the

contribution of Altman and colleagues (Altman 1968 and Altman et al. 1981). They
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took conventional financial ratios measuring liquidity. profitability. etc. and identified
the most appropriate combination which best distinguishes failed from non — failed
businesses. It was then possible to use this combination of ratios, appropriately
weighed. to produce a so — called zeta — score which would provide an indicator of
the extent to which an individual business was at risk of failure. Altman’s zeta score
could then be calculated and applied to existing businesses to predict impending

failure. This work was under criticism for several years.

Sub - Large Organisations Small Organisations
categorisation 1 3 3 l > 3
Perception of Mostly High Low Medium Mostly High
organisation fit High high
Belief in the High Very Low Low — Medium High High
future of Medium
company
Sense of High High High High Medium High
purpose / Purpose | helplessness | helplessness | helplessness | purpose purpose
helplessness
Blame culture Blame Blame Blame Blame Blame Blame
~ present or culture culture culture culture culture culture
absent absent [  present present present absent absent

Table 2.26 — Organisational Culture compared within the Firms
(Adopted from Connel. 2001)

First. the absence of any clear theoretical criteria for the inclusion or non — inclusion
of particular ratios. The inclusion of ratios was based exclusively upon their
predictive power, rather than upon a priori theorizing. The second criticism is that the
models do not provide an explanation of business failure. but rather identify
symptoms of poor performance and offer little insight into what actions should be
undertaken to overcome these problems. The third criticism is that the analysis is
based exclusively upon financial ratios. whereas there might well be other items
which can better predict failure, such as sector. ownership. entrepreneurial
background. firm’s age. etc.. but which are not included. The fourth criticism is that
the methodology used and models derived have been primarily applied from the large

firm. rather than from the small firm sector.



Similar studies were conducted by Keasey and Watson (1987. 1991 and 1993) and
some other factors were suggested for inclusion to study the problems of small firms.
Reid (1991) examined the progress of 73 small firms in Scotland between 1985 and
1988. He found that 53 firms were still in business in 1988. he was interested to study
the factors which distinguished the survivors from non — survivors. He also combined
both financial ratios and a number of other. more qualitative. indices such as
competitive nature of the market in which the firm operated. its size in terms of
number of employees, age. whether or not it advertised. the size of its product range
and its use of external debt. Reid concluded that the greater the product range and
lower the levels of external borrowing. the higher the chances of the firm staying in
business. The number of product groups which the firm has may also be considered as
a proxy for size of its customer base. Dependence upon narrow range of customers or
dependence upon a single customer or small number of customers, is clearly a major

element aftecting survival and non — survival.

According to North et. al. (1992) motivation plays a major role in survivors and non —
survivors i.e. the desire to grow or contract. The examination of the adjustments or
change which surviving firms made over a long period of time is the most important
aspect of the study. Smallbone et. al. (1992) identified five broad types of adjustments

or change —

° Product and market adjustments

. Production process adjustments

o Employment and labor process adjustments
e  Ownership and organisational adjustments
. Locational adjustments.

The research clearly confirmed that the firms which were most active in making
adjustment were most successful in terms of employing change and survival. The
research also shows that development of markets was essential for most firms for both

survival and growth. But for ‘achieving real growth' active market development in
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terms of both the identification of new market opportunities and increasing the

breadth of the customer base are essential.

The research also drew an interesting distinction. pointing out that survival was
possible with relatively conservative market strategies. but that managing the product
profile was apparently necessary for both survival and growth. in the sense that firms
with very different performances all made significant adjustments to the range or mix
of their products. It was also the case that it was the declining firms. which undertook
the fewest steps to improve competitiveness. and that. where these were taken, they
tended to focus more upon reducing costs. rather than upon other dimension of

competitiveness. such as quality improvement.

The researchers identified ‘internal organisational adjustments’ as the second most
common type of adjustment characterizing surviving firms. High performing firms
were most likely to point to organisational change which had enabled top
management to free them from operational decision and to delegate responsibilities

more extensively.



CHAPTER 3

RATIONALE AND RESEARCH OBJECTIVES

3.1 RATIONALE OF RESEARCH

In Chapter 2. the importance of SSI has been dealt in detail. SSI are needed to exist
along with large organisations as they form an important link in the value chain of
large organizations. The competitiveness of these SSI. especially those who are
suppliers to large manufacturing industrial sector is influenced by their ability to
adjust to the rapidly as per changing customers’ requirements (Bakar. 2000). Also SSI
provide employment to a large population and utilize the skills of those who do not
get employment opportunity in either large or organized sector. But the major issue is

SSI should integrate its business processes with that of the large sector.

The global business environment has undergone transformation process. the process is
not going to complete rather the speed of change is going to be faster than ever before
(Grove. 1997). Three major features of change are important for Indian business
organisations in the present context. First, there has been a major shift from “policy
regulation’ to “market orientation’. Second. globalization has lead to an integration of
world economies, resulting in market competition across the globe. Third. the
technological changes have influenced to a great extent the method of business
performance. (Bhavani, 2002) All the change had a direct impact on the business
strategies of large organisations; also the business processes had been reengineered. It
is also agreed that SSI transform them to match the pace of change of large
organisations as most of them are closely linked with their large organisations’ value
chain (Vasudevan, 1998). The SSI are going to play a major role in bringing business
of the large organisations success. This leads to a need for a comprehensive approach

to management of processes of business excellence.

Survival of business depends on strategic awareness translated into implementable

goals. capital and control systems (Flavel and Williams, 1996). Successful
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implementation of strategies is aligned with organizational leader’s effectiveness in
making decisions. the effective marshalling of resources and capabilities and

appropriate response to the environment (Grant. 1998).

Competitive strategy is an integral part of strategic management. This emphasises the

need for developing a strong and dynamic business model for organisational

excellence in by a SSI.

As discussed in Chapter 2. business moves through the life cycles. and that it is a
challenge for the leaders to recognise when the management style and structure need
change. Issues to be addressed in this context are business models and strategies. and

leadership.

Business undergoes four broad stages of life cycle. introduction, growth. maturity and
decline. And as the business move from one life cycle stage to the other, strategic
considerations change as strategy must be adjusted to meet the new market conditions
of the next stage. The life concept is not used for a short run forecasting device. it is
useful in as a conceptual framework for understanding what changes might occur over
a period of time (Dess & Miller. 1993).The focus of strategy in introduction phase is
to make a noticeable entry through innovation: generally a small beginning is planned
in this stage. While in growth stage the focus is on scale and efficiency improvement
through implementation of various operational management techniques. At maturity
stage since the growth opportunities reaches a limiting state, the major focus shifts to
consolidation and cost management aspects. The companies which successfully sense
the signals of life cycle stages and work on strategy planning and respond with a new
approach becomes successful to redefine the growth path. In case the companies fail
to respond to the needed changes, it enters into decline stage and at this stage the

focus shifts to turnaround strategies or divestiture or liquidation.

As expressed in the Chapter 2, the changes can be managed with internal and external
focus. both. Khandwalla (2001) has expressed that rework with internal focus is more
important and can lead to improvements in the organization. Prahlad (1990 & 2002)

and Ghoshal et. al. (2000) has further supported this aspect and expressed that a
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planned approach in competence building may help the organizations to excel. Some

of them are as follows,

Business Phase Capabilities Required

New Product Development
Strategic Planning and Market Insight
Marketing and Sales Innovation
Alliance and Partnership Development
Financial Management
Operational Planning and Management
Capital Management
Brand Management
Mergers. Acquisitions and Divestment
Consolidation and Rationalization
Cost Management

Table 3. 1 — Business Capabilities Focus
(Adopted from Dranikoff, Koller and Schneider, 2002)

Introduction

Growth

Maturity

Leaders play the central role in developing the excellence strategies at various stages.
As the fitments of the operational strategies vary from one stage to the other, the
excellence models adopted at these stages also differ. But. leadership in this
knowledge era would no longer succeed on command and control and leaders would
not be accepted as isolated heroes. There is going to be a community of leaders

needed for growth of the SSI (Senge. 1997).

SSI has a history of protective policy support from the Government due to high
employment and export potentials. Also a number of preferential credit schemes were
in practice. loan melas were organised to facilitate easy flow of credit. Due to low
entry barriers the there has been a remarkable growth in number ot SSI but on the
other hand this has resulted in sickness of the SSI due to lack of business acumen on

the part of the entrepreneurs. SSI also did not develop adequate capabilities to face the

domestic and global competition.
Following major concerns of SSI are identified based on the literature review ~

Sickness

Growing incidence of sickness of SSI is a major area of concern. When the sickness

prolongs it leads to the closure of units and unemployment. Mortality of the SSI units
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has been showing increasing trends. This has wider implication including locking of
funds of the lending institutions. loss of scarce material resources and loss of
employment. The number of sick units identified as potentially viable as a percentage
of total sick SSI units is around 8. The causes of sickness are both internal and
external. The major causes are limited financial resources. lack of organisational.
functional and management skills and expertise. diversion of funds. diversification /
expansion before stabilization. non — availability of power supply shortage of raw
materials, marketing difficulties, delayed and inadequate credit. globalization and
liberalization of the economy, obsolete technology. inadequate infrastructure. etc.
With a view to ensuring that potentially viable sick SSI units are provided with timely
and adequate assistance by all agencies concerned. there are State Level Inter
Institutional Committees (SLIIC) constituted in each state involving State.
Governments. financial institutions, commercial banks and SIDBI. SSI Associations
are also invited to attend the meetings of this committee. A sub ~ committee of SLIIC

has also been set up in each state to examine the individual cases referred for

rehabilitation.

Inadequate Credit

As discussed in Chapter 2. SSI sector contributes 18.21 % NPA of the PSU banks.
The growing rate of sickness has lead to skepticism on the part of bakers towards new
enterprises. This has also resulted in critical evaluation of creditworthiness and also
higher rates of interests. In some cases lack of knowledge and exposure on SSI credits

on the part of bankers also make the credit sanction and disbursement process

difficult.

In spite of special schemes of the Government, credit flow to this sector has reduced
in percentage and absolute terms. According to RBI. lending to SSI has been 7.6 % of
the total bank credit in the year 2002 — 03 as compared to 8.5 % in the previous
financial year. 40 % of credit has been targeted by the Government for priority sector
lending out of which 18 % is for agriculture and 10 % for weaker sections of society.
[n spite of repeated demands from the SSI Associations, the banks have not agreed to

reserve the balance 12 % for the SSI sector. Although the banks have agreed to fix up
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internal targets for SSI lending and the internal check (audit) system of the banks and
RBI 1o monitor this aspect. the real benefit is yet to be seen. RBI has also advised the
PSU banks to open SSI specialized branch in each district and deploy officers

specially trained on SSI credit.

To address the incidence of growing sickness in the sector the Reserve Bank has
recently issued a complete set of revised guidelines drawn up on the basis of the
recommendations of a Working Group constituted by it for the purpose. The major
change from the earlier guidelines relates to revised definition a borrowers - account
which remains sub — standard for more than 6 months or erosion in its net worth due
to accumulated cash losses to the extent of 50 % during the previous accounting year
and where the unit is in commercial production for last two years is categorized as a
sick unit. The guidelines also cover aspects relating to monitoring. viability. incipient
sickness. relief and concessions that can be extended by banks to units under nursing.
time limit for implementing rehabilitation package etc. These revised guidelines will
help in identifying the sick units in the early stages of their sickness and the
appropriate measure of rehabilitation dose is expected to bring the units back on

healthy tracks. (RBI, 2002)
Infrastructure

Infrastructure is viewed as a stock variable in physical terms, does not produce
commodities directly but serves as a facilitative structure that promotes economic
activities. Infrastructure growth rate should match with the growth in industrial
growth. Low level of infrastructure development. for example, transport facility holds
back the states from taking benefits of whatever natural advantages it has in terms of
forests. minerals and climatic conditions. Most common problems faced by the SSI
are — erratic electricity supply which affects production and subsequently repayment
of loans. costly pollution control measures. These negatively influence the industries’
competitive position due to the lack of capital and sustaining capacity in the context
of entry of multinational companies with huge investments. For rapid industrial
development basic infrastructural facilities like transport. communication, power,

energy. etc. need top priority.
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Marketing and Market Orientation

Organisational capabilities are gradually getting more emphasized as compared to
market in strategic management process (Rumelt. et. al.. 1994). Due to low focus on
changes in the external environment the internal management process remain static
which in turn lead to problems. The SSI registered with the Directorate of Industries
of various states were eligible for price consideration upto 15 % for the product
supplied to government and semi - government establishments and these
establishments were required to make purchases from the SSI. In the event of free
market concept and in absence of capability to compete the SSI purchases from the
government declined over a period of time. Due to assured purchase form the
government. the SSI did not build marketing and brand management competencies

(Patnaik. 1987).
Quality, Cost & Technology

Competitive advantage by SSI can be derived by paying attention to technology. cost
and quality. Lower cost of production and high quality of products play a significant
role in global business perspective. SSI paid low attention to modernization and
upgradation of technology during the last five decades. Not only manufacturing
technology was not upgrades but also other business processes such as information

and communication technologies were also neglected by the SSI. (Juneja. 1998)

Process Focus

As detailed in the literature review a process enterprise is the organisational form for a
world in constant change. Process management is not merely a way to address
specific problems — poor quality or high costs. It is a platform for capitalizing on new
opportunities. Just as important as having smooth, efficient processes is being able to
redesign those processes on the fly. The processes must change their shape as markets
change. as new technologies become available. and as new competitors arrive.
(Hammer and Stanton, 1999 and Juneja, 1998) The SSI are in the midst of a mix of

opportunities and threats which could not be imagined ago. The opportunities have
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brought challenges and these challenges which are centered on technology
upgradation. quality and productivity have to be addressed to survive and grow
(Juneja. 1998). With these emerging issues like global competition. major focus on

customization and the cost pressures the SSI are required to adapt the concept of

process enterprise.

All the issues discussed above leads to a need for studying the business excellence

models adopted by the SSI to deal with the changes at the introduction. growth.

maturity and decline stages.
Competence of People and Leader

Lack of knowledge and managerial competence leads to strategic pitfalls. This is

primarily due to lack of right orientation and training.

The SSI sector is facing problem due to low focus on human resource management.
This is resulting into limited number of competent personnel. (Bakar, 2000) For

efficient operations of business processes skill and attitude of people. and knowledge

are important factors.

As discussed, in many cases the entrepreneurs have entered into business due to
intensive loan campaigns launched by the government agencies and banks. To
summarize, managerial capability, knowledge, business strategy and process design,

attitudinal framework and commitment of the entrepreneurs contribute to the success

of the SSI. (Patnaik, 1987)

Strategic focus

The business fundamentals are based on value chain and continuously strive to deliver
better value to the customers through innovative process design. As described in
Chapter 2, often the entrepreneurs establish a small business to create opportunity for
self employment, as a consequence to this he employs many others, too. In many

cases such SSI also do not evaluate the business performance through financial
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analysis. instead only regular cash flow remains the only criteria to evaluate the
performance. The SSI sector lacks in reengineering approach and realignment of the
business goals as per the value chain of their counterparts in the large industrial
sector. SSI must not look at itself in isolation: it needs to review its role in larger
context of the supply chain of large industrial sector. Only an efficient supply chain

would ensure survival of the SSI supported by a sound operational polices and

strategies.

In absence of internal and environmental analysis SSI do not work on change
management efforts. Change efforts of SSI should be coordinated by core
competence. Mismatch between the competence and the market needs leads to
sickness. The SSI leaders should analyze their own performance in the context of core
competence and the competence to be acquired. The SSI do not function with an
-excellence agenda’. The business expansion, economy of scale and planned

diversification should form a part of growth based on core competence.

3.2 RATIONALE BEHIND SELECTING MAHARASHTRA AND MADHYA
PRADESH AS REPRESENTATIVE STATES

As discussed in Chapter 2, the economic landscape of many states in India has
changed during the reform years. The gross domestic product has grown at a higher
rate during the nineties, especially when compared against the performance
immediately before the reforms. The states with greater economic strength have
gained at the cost of the poorer ones, this has adding to the regional disparity. In other
words. prosperous States have prospered further while poor ones have become poorer.
At present only 5 states namely, Maharashtra. Uttar Pradesh, West Bengal, Tamil
Nadu and Andhra Pradesh together accounts for nearly half of the aggregate domestic
product of the major Indian States. Whereas Bihar, Assam, Orrisa, and Madhya
Pradesh have witnessed a decline in its share in aggregate SDP since the reforms.
Maharashtra, the top ranker in the SDP recorded about 1 % increase in its share in
aggregate SDP during period — up from 13.96 in 1990 - 91 to 14.96 in 1999 - 00.
Madhya Pradesh and Andhra Pradesh are the only states which were in the top five

bracket of SDP growth rate in 1990-91 but have displaced to the lower bracket. This
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means that in post — reform era Maharashtra has recorded a net growth where as
Madhya Pradesh has recorded a negative growth. The data shows that the rate of

growth of the SDP in Madhya Pradesh is very slow as compared to the national

average, 100.

As per Table 2.18 and 2.20. historically Madhya Pradesh had the maximum number
of SSI units which were later taken over by Uttar Pradesh. At present. Maharashtra
and Madhya Pradesh both represents mean population (about 5.12 %). hence these
states can be treated as representative state based on population. Maharashtra in
addition to Gujrat and Karnataka are some of the states known to be industrially
advanced in the country, whereas Madhya Pradesh represents industrially backward
states. This can be explained with the help of the contribution of industrial sector to
NSDP (Table 2.13). The NSDP contribution of industrial sector in Maharashtra is
31.5 % whereas this figure is 26.2 %, both are higher than the All India average of
23.7%. Since the SDP figure of Maharashtra is higher than that of Madhya Pradesh
(Table 2.12), hence even if in percentage terms the — terms the difference is not very
high but in absolute terms this leads to significant gap. Liberalization has thrown up
opportunities best exploited by the residents of these states. Larger industry has also

grdwn in these states and has pulled SSI along with it. (Bhandari, 2002)

3.3 RESEARCH OBJECTIVES

The primary objective of the research is to analyze the strategies adopted by SSI at
different phases of business cycle with reference to the changing business

environment, and the role of leadership.

The objective is to study the SSI which are in gfowth phase and also those which have
crosses the growth and entered into maturity or decline phase. The aim is also to study
the strategy of SSI which have began operating in within last two years, this was
necessitated to know whether there is any difference in approach by the new unit. SSI
are selected and classified in such a manner that at least one industry is there at each

phase of business life cycle i.e. Introduction. Growth, Maturity and Decline. Business
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excellence strategies adopted by the industries are studied and analyzed to evaluate
the effectiveness. A generic business excellence model is evolved. The model can

provide a broad framework of issues to be analyzed and implemented.

Total Quality Management (TQM) is taken as a basic framework for the proposed
research. The TQM does not only deal with management of quality but also requires
addressing quality of all aspects of management. Every organisation shall have to
develop its own Business Excellence Model. Based on the Model. the dynamic
features of management i.e. readiness for change. attitude towards the customer and

society. and internal environment need to be managed effectively. they all form a time

variant processes.

A general study is also carried out on different leadership styles in vogue. The
research does not aim at prescribing a specific framework for leadership. but it aims at
providing a guideline on the issues and their relative importance at different phases of
business cycle. Since business conditions are not stable, it is difficult to formulate a
rigid model for leadership. The extent of these issues certainly depends on the
prevailing conditions. No leadership style can be termed as the best, neither any
decision making style is superior to another. Each style is can be highly effective in
certain conditions (Williams and Miller, 2002).. Hence, features of a most adaptable

style are suggested as a guideline. They are evaluated on dynamic business

environment.

The research largely covers the state of Madhya Pradesh and Maharashtra to study the
commonality of issues in the light two different states in which performance of
manufacturing sector are significantly different. One each SSI have been studied from

Andhra Pradesh and Goa, too.

Hypotheses

Based on the major areas of concern two major hypotheses are formulated.
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Major Hypotheses

There is no difference in the elements of Business Excellence Models adopted

by the SSI during Growth, Maturity and Decline stages.

There is no difference in the elements of Business Excellence Models adopted

by the SSI of MP and Maharashtra.

Both the hypotheses are tested independently for each sub hypothesis.

Sub Hypotheses

Sub hypothesis have been formulated on various elements of business excellence and

leadership. These elements have identified from Malcolm Baldrige National Quality

Award Model and European Self Excellence Model of EFQM.

Sub hypotheses on Finance & Credit Management -

1.

8]

S

10.

11.

Initial source of capital : brought by own sources, borrowed from banks, FI,
SIDBI. privately borrowed, or borrowed from other sources

Source of capital for expansion : from internal savings. or bank

Bill discounting availed

Adequate credit available : from banks, or form SFC / FI

Adequate credit available : for exports

Satisfaction on cost of credit : from banks

Time taken for loan sanction by the banks : within one month, one to three
months. three to six months, or more than six months

Time taken for loan sanction by SFC / FI : within one month, one to three
months. three to six months or more than six months

Time taken for loan sanction for export finance : from one to six months

Time taken for loan disbursement by SFC / FI : within one month, one to
three months, three to six months or more than six months

Time taken for loan disbursement for export : within one month one to three

months. three to six months or more than six months

- 150 -



15.
16.

17.

18.

. Satisfaction on single window scheme
. Problems in credit : collateral. or awareness about collateral free loan

. Reasons for delayed in loan assistance : collateral requirement. or reluctance

by bankers

Need for credit rating

Extent of delay in payments receivables from customers : 15 days. 15 to 30
days. 30 to 45 days. 45 to 90 days or more than 90 days

Impact of SSI and Ancillary Undertaking Act. 1993 : improved. not improved.
or not aware about the Act

Problems in getting credit : collateral. attitude of FI. attitude of banks,

Government policies, interest rate. or repayment terms

Sub hypotheses on Financial Control —

o

I

Budgeting system : in practice
Product costing system : in practice, and in planned frequency
Process costing system : in practice. and in planned frequency

Quality costing : in practice

Sub hypotheses on People Management —

[SS]

|95

w s

Independent person to look after welfare & training
Provision of training budget
Employment : time rated, piece rated. contractual. and / or casual or Badli

Strategic training plan
HR forecasting : in practice, basis — business plan. skill forecasting, and / or

skill inventory

Functions performed by contractual workmen : unskilled work. skilled work,
office work, security, canteen, and / or functional specialists

Contractual employment for product demand : seasonal, export, or sporadic
Contractual employees’ training : on the job, formal induction and / or skill

training

Data transparency on performance : product cost. process cost, and / or profit

& loss
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10. Data based performance analysis system : in practice

11. Basis for pay rise : owners” discretion. data based performance of production.

data based performance of production & quality. annual sales growth. or

others

12. Method of performance evaluation : annual performance appraisal. group

performance appraisal, or general organisational performance

Sub hypotheses on Marketing Management —

N

(98 ]

Demand forecasting : without scientific techniques and based on targets of
customers, or with the help of statistical techniques

Benefits of Demand Forecasting : budgeting & fund planning, material
planning. manpower planning. and / or production planning

Frequency of wrong demand forecast : rarely. never, sometimes, very often, or
every time

Assessment of future demand growth

Data source for demand growth : standard literature. survey or similar sources
Adequacy of existing resources for export : adequate. inadequate or can not

comiment

Sub hypotheses on Sales Management —

(93]

Sales incentives / commission : incentive. commission, after meeting targets,
after getting new customer

Sales monitoring : linking incentive with travel bill

Sales personnel employment : full time - independent. or full time — on

contract
Selection of sales personnel : direct interview, or fresh MBAs selected and

trained
Sales training : structured
On line selling : future plan

Awareness about SIDBI scheme on marketing



Sub hypotheses on Operation Planning Process —

12

v

Basis for assessment of manufacturing capacity : supplier’'s manual. or
Industrial Engineering study

Assessment of critical factors affecting manufacturing process

Material or purchase planning : carried out. frequency — once in a month
Production planning : carried out. frequency — once in a month

Revision in production plan : sometimes. due to change in customers’

schedule

JIT : in practice, reason — customer’s requirement. or inventory control

Sub hypotheses on Manufacturing & Quality Management —

1.

o

o v oW

Reason for 1SO 9000 / QS 9000 / USFDA certification : requirement of
customer, business from government. improvement. establishment of a
documented system, or first step towards TQM implementation

Quality control systems in practices : incoming inspection, vendor
performance analysis, second party audit. machine set up approval, first piece
approval. patrol inspection during manufacturing, sampling inspection after
manufacturing, or customer inspection

Maintenance system : preventive, predictive. or condition based

Reason for automation : value addition. or quality check

Internal audit of manufacturing and quality system : in practice, planned

Audit conducted by customers : carried out, scope - manufacturing and quality

control systems

Sub hypotheses on Information & Information Technology Management —

9]

I

Usage of computer : in use, purpose - routine office work. inventory record, or
day — today reporting

Usage of internet : in use, purpose — email. or global data access

Usage of email : communication with customers and suppliers

Website : available, updated regularly
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Sub hypotheses on Operation Planning Process —

1.

19

I

W

Basis for assessment of manufacturing capacity : supplier’'s manual. or
Industrial Engineering study

Assessment of critical factors affecting manufacturing process

Material or purchase planning : carried out. frequency — once in a month
Production planning : carried out. frequency — once in a month

Revision in production plan : sometimes. due to change in customers’
schedule

JIT : in practice, reason — customer’s requirement. or inventory control

Sub hypotheses on Manufacturing & Quality Management —

1.

o

I

o v o»

Reason for 1SO 9000 / QS 9000 / USFDA certification : requirement of
customer, business from government. improvement, establishment of a
documented system, or first step towards TQM implementation

Quality control systems in practices : incoming inspection, vendor
performance analysis, second party audit, machine set up approval, first piece
approval, patrol inspection during manufacturing., sampling inspection after
manufacturing, or customer inspection

Maintenance system : preventive, predictive. or condition based

Reason for automation : value addition, or quality check

Internal audit of manufacturing and quality system : in practice, planned

Audit conducted by customers : carried out. scope - manufacturing and quality

control systems

Sub hypotheses on Information & Information Technology Management —

—

N

(9]

Usage of computer : in use, purpose - routine office work, inventory record, or
day — today reporting

Usage of internet : in use, purpose — email, or global data access

Usage of email : communication with customers and suppliers

Website : available, updated regularly

- 155 -



5.

Usage of ERP or similar systems

Sub hypotheses on Technology Management —

D

‘s

(9]

10.

Technology Transfer : taken place. and cost of technology transfer — high.
reasonable

Awareness about SIDBI scheme on technology upgradation

Scope of R & D in the light of WTO : innovative product development,
product development through reverse engineering. improvement in existing
products. innovative manufacturing process development. and improvement in
existing manufacturing processes

Reasons for innovation or improvement : self initiated quality improvement,
cost reduction, product simplification or value engineering. or facilitation in
product repair or servicing. reduction in manufacturing cycle time, quality
improvement for meeting the additional needs of customers. cost reduction for
the existing customers, product simplification for the customers. catering to a
new market segment, or product or process benchmarking

Support from outside agencies for R & D : engineering or technical colleges.
CSIR. independent consultant, or others

Mode ot technology search : through consultant. membership of industries
association. or participation in trade mission or seminar or conference abroad
Expectations from the Government : subsidy for in house R & D, enhancing
tax relief, creation of common facilities. or setting up of incubation lab
Preparedness to face WTO challenges : fully. partially, or not prepared
Product or process patents in possession

Gadgets used & knowledge preservation : CAD or similar technology.
documentation to preserve the R & D efforts, indexed system for knowledge

preservation

Sub hypotheses on Strategic Management / [ssues —

1.

Support taken from outside experts
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2. Association of students for training : yes or no. reason for not accepting
students - no value added work. problem creation. not interested in learning. or
no such policy exists

3. TQM implementation : level of TQM implementation - only training. training

& implementation — limited way. or implementation — advanced level.
measurement of results of implementation - customer satisfaction with data
base. customer satisfaction — without data base. quality performance
parameter. value addition, six sigma implementation. productivity, training
effectiveness. or others

4. Quality circle implementation : yes or no., level of acceptance of
recommendation

5. Method of strategy planning : discussion with other directors, managers or
other employees

6. Frequency of review of strategies & plans : quarterly. six monthly, annually.

or as & when necessary

Sub hypotheses on Leader’s Perception about External Environment —

1. Protection expected from Government

2. Promotional support expected : through R & D facilities. foreign technical
collaboration, product standardization. or expansion of market. through
financial assistance, or other methods

3. Duty barriers experienced : anti dumping duty. or countervailing duty

4. Impact on the performance due to lowering of investment limit from Rs. 3
to 1 Crore : general unfavorable, or unfavorable on technological
upgradation

Expected investment limit : Rs. 5 Crore or 3 Crore

Competition from large scale industries : in India, or at international level

Competition as barriers : domestic, or international

® N oW

Satisfaction on government policies : excise duty exemption. Credit
Guarantee Scheme, Composite Loan Limit, Collateral Security, Credit

Linked Capital Subsidy, or Back Ended Capital Subsidy
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9. Satisfaction on existing infrastructure : telephone. link roads to Industrial
units / clusters. general roads. power supply. water supply. effluent

treatment, or space for expansion

Sub hypotheses on Change Management —

294

I

Change process facilitation : by a consultant, by an external agent, by CEO. or
by one of the family members joined recently

Most important reason for change : value improvement. meeting the
requirements of existing customers. manufacturing cycle time reduction, or
new opportunity in the country

Least important reason for change : implementation of a Business Excellence
Model. implementation of a ERP or similar package. anticipate change in
global competition, system benchmarking. retaining skilled manpower,
exploring new business opportunity abroad. process benchmarking. product
benchmarking

Result of change process : favorable. or unfavorable

Sub hypotheses on Leadership Style —

[}

Lo

Vision and Corporate Policy

Long Term Planning : carried out, updated - every year or as per need

Medium Term Planning : carried out. updated - every year, six months or as
per need

Tactical planning

Customer relationship : communication every day, once in a week, once in a
month, as per need, or rarely, reason - product marketing, exploring new
market opportunities, exploring opportunities for new product, or to settle
complaints

Future leadership : son or daughter, brother or sister, other relative, or other
person (not in relation)

Transfer of leadership in case no one within the family is found suitable :

readiness
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10.

11.

13.
14.
15.
16.

- 17.

Target tor self performance

Communication with departmental heads : any time. frequency - daily . once is
a week. once is a month. sometime as per need

Communication with shop floor employees : never. often on every time on
every visit to shop floor, once in a day. once in a week. once in a month
Communication of business performance with the people : sales turnover. cost
related data. profit related data, productivity related data. other data. method -

verbally & informally. verbally & formally. through Notice Board

. Socialization : method - informal meetings. official lunch / dinner, family

gatherings, frequency - once in a month, once in a quarter, once in a six
month. once in a year

Review of suggestions of quality circles

Resource Identification

Computer literate

Self Planning : carried out, frequency - once in a day. once in a week. once in
a month

Self Learning Planning
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CHAPTER 4

METHODOLOGY

4.1 TYPE OF RESARCH

The study is based on descriptive type of research with a primary objective of
analyzing the strategies adopted by SSI at different phases of business cycle namely
introduction. growth, maturity and decline with reference to the changing business
environment. Prior knowledge based on published literature about the problems of the
small scale sector in the light of global business environment and thus the need for
efficient business performance. leads to the conclusion on descriptive nature of the
research. Generic business excellence models are attempted at these stages of business
life cycle. A general study on the leadership styles in vogue is also carried out.
Business process elements and drivers identified from the two most widely adopted
business excellence models (MBNQA and EFQM) based on Total Quality
Management are made basis for studying the strategies adopted by the leaders. The
strategies are evaluated for effectiveness of the styles adopted by these business
leaders. Being a descriptive study. the basic assumption that no leadership style can
be termed as the best holds good. Hence. features of a most adaptable model and

leadership style are to be used as a guideline.

4.2 RESEARCH DESIGN

Secondary data study and survey cum interview methods have been adopted for the
research. Performance on the specific industrial sector published by Reserve Bank of
India was used to compare the performance of the SSI from various sectors so as to
classify the SSI into introduction, growth, maturity and decline phases. This aspect is
explained in detail in Section 4.7 of this Chapter. Data on business performance.
processes and leadership have been collected through questionnaire survey method.

This is also further explained in this Chapter.
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43  SAMPLE DESIGN

Table 2.20 details state wise population of SSI. Madhya Pradesh and Maharashtra
have been selected as primary sample frames. Andhra Pradesh and Goa have also

been used because of convenience of identification of SSI in these states.

Judgment sampling method was used in the study for identifying SSI in introduction
phase. The SSI which are functional since not more than two years has been placed in
the Introduction Phase. business results of these SSI have not been stabilizes hence

these results were not made basis for the purpose of classification.

Quota sampling has been used for the other phases of SSI. Many SSI were known to
be suffering from incipient sickness or were closed. random selection of the SSI was
not feasible. Also. in depth study of the SSI was aimed in the research in order to
study all aspects of business performance. hence a large sample size was not
practicable. A sample size of 0.05 % was selected for the study which comes out to be
124 and 50. for Madhya Pradesh and Maharashtra, respectively. As the data on
Madhya Pradesh includes the SSI of Chhattisgarh state hence the number of SSI to be
sampled was halved, leading to a sample size of 62 for Madhya Pradesh.
Questionnaire was sent to the SSI. In addition 4 SSI from Andhra Pradesh and Goa
were also sent the questionnaire. Support was taken from the Confederation of Indian
[ndustry (CII) to identify the SSI. Follow up was made on telephone and personal
visits were made at Bhopal and Indore. 28. 21 and 4 questionnaires were received
back from Madhya Pradesh, Maharashtra and other states, respectively. In most of the
cases financial data were not provided for which the SSI were pursued. Also, in many
cases the questions were clarified to the organizations through personal interaction,
when needed. Later, 17 SSI were selected from Madhya Pradesh and Maharashtra
each for study which provided complete data. Also one organization each was also

selected from Andhra Pradesh and Goa on grounds.

The SSI units were selected from the manufacturing sector, which were affected the

most due to the liberalization process. The service sector has been excluded because
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the major growth in this sector has started after the liberalization. Also. the SSI units
in service sector are not very sensitive to the investment limit which forms the only

basis for classitying a unit as SSI in India.

It was assured that at least one organisation is selected for each phase of business life

cvcle in order to study the generic elements of the excellence.

Table 4.1 summarizes the sampling related data.

State Questionnaire Questionnaire Incomplete Questionnaires
sent received back Questionnaire | found acceptable
3 2
Madhya Pradesh 31 28 11 17
2 2
Maharashtra 25 21 04 17
Others 04 04 02 02

Table 4.1 — Sampling Details

4.4  QUESTIONNAIRE DESIGN

A list of the possible elements which influences business excellence such as
resources. business processes and leadership were made. The elements of study were
based on literature review and the rationale. The list was reviewed with functional

specialists to establish the relevance in each functional area of business management.

Subsequently CII was approached for a final review of these elements of study. A
detailed review was made with Managing Director, Nivo Controls Private Limited.
Indore and the then Chairman. SME Council. Western Region. Confederation of
Indian Industry. The major outcome of this review was that more focus was needed in

the study on Government Policies and Credit related issues. The list of elements was

modified accordingly.

A draft questionnaire was prepared based on the list of elements as discussed above.
A Pilot Study was carried out with the help of the draft questionnaire with six SSI

located in Bhopal and Indore.
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45 PILOT STUDY

A pilot study was conducted on six SSI of Bhopal and Indore. A report was prepared
for preliminary review with CII. A detailed review was held with Chairperson.
Thermax Limited. Pune and the then Chairperson. Confederation on Indian Industry.
Western Region and Deputy Director General. Confederation of Indian Industry. New
Delhi. CIl was interested to know the status of SSI in Madhya Pradesh to suggest
measure to the Government to initiate remedial measures. Some modifications were
suggested by them in the approach. The major outcome of this review was that in post
— liberalization era when Government Policies are taking a shift from protection to
competition. the SSI should also develop competence to be globally competitive. and

the study should also highlight the major gaps in this aspect.

Further literature review was carried out to identify the aspects and issues which may
highlight gaps in SSI being competitive. The sampled SSI were of the opinion that the
length of the questionnaire should be reduced and be made comprehensive. Major
modifications were made in the questionnaire, many elements which were found to be
not important for SSI were deleted and those elements which can help in studying the
competitiveness of SSI were added. The length of the questionnaire was also reduced

by integrating some questions.

4,6 DETAILED STUDY

Detailed study was carried out as per the sample identified above.

Data summary sheets were prepared for every aspect and process of business

excellence.

The data related to Madhya Pradesh was also summarized separately as desired by CII
and a presentation was made to the Western Regional Council. The presentation
session was chaired by Chairperson, Thermax Limited. Pune and the then

Chairperson, Confederation on Indian Industry. Western Region. prominent invitees
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who attended the session included Chairman. Boston Consulting Group - India.
Managing Director. Crompton Greaves Limited. Senior Economic Advisor. CII and
Deputy Director General, CII and some other CEOs. The approach and suggestions
made for Madhya Pradesh was vetted by the Council. Subsequently. report based on

the deliberations was submitted to the Chief Minister of Madhya Pradesh.

The data collected was summarized and analyzed as per the methodology described in

this chapter.

A generic business excellence model has been evolved which clearly explains the
specific strategies adopted by the SSI in various phases of life cycle. Also. specific
difference in various elements of the excellence model between Madhya Pradesh and

Maharashtra were identified.

Discussion on gaps in the generic model for excellence of SSI to become globally
competitive has also been made. Thus comprehensive model to act as a guideline for
preparing business excellence plans and strategies has been evolved. Leadership

issues and styles were also discussed.
4.7 CLASSIFICATION OF SS1

The sampled SSI were segmented with respect to the growth reported in the
respective industrial sector. The actual growth achieved in each sector reported under
Annual Report of Reserve Bank of India for the year 2000 — 01 was referred for

comparing growth of a particular SSI.

Criteria for placing a SSI in a particular phase of life cycle is explained as below and

summarized in Table 4.2.
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Measurement of Growth

During the Pilot Study it was noticed that the SSI were not in a position to indicate the
market size and its growth. In absence of this, the relative growth of the SSI
companies could not be compared with that of the growth in the market. In order to

overcome this it growth in sales turnover and growth in assets were accepted as the

indicators of growth.

STAGE PERFORMANCE INDICATORS
SALES GROSS ASSET LIABILITY
PROFIT

INTRODUCTION The SSl is in business for less than 2 years

GROWTH 3 3 3 3
3 3 3 2
3 3 3 1
3 3 2 l
3 3 2 2
| 3 3 i
! 3 3 3

MATURITY -

High 3 2 3 3

Low 3 ! 2 2

DECLINE 1 1 2 3
1 ] | 2
3 3 1 3
3 3 1 |
1 3 ] 1
1 1 3 1
1 1 3 3

Table 4.2 — Criteria for Classification of SSI
(Note - 3 : More than the sector average growth, 2 : Same as the sector average growth, | : Less than
the sector average growth)

As Sales Turnover = Activity + Profit and activity includes the part of the resource

used in the process of conversion of input into output; this includes that part of the
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asset which has been the part of the sales. In case the surplus generated as profit is
ploughed back into the business then it would be reflected as increase in asset.
Hence growth in sales turnover and growth in assets are considered to be the real

growth indicators of the business.

Sub classification under Maturity as high or low has been done to indicate the relative
importance of parameters of business performance. This aspect has not been made

any basis for analysis.

Growth

The growth may be attributed to increase in sales, profit and assets. and reduction in
the liabilities. Increase in profit can be attributed to improvement in manufacturing or
processing efficiency and thereby reducing in process losses. The reduction in
liabilities can be explained by lowering of credit period and improvement in cash
flow. Hence asset creation is one of the most important reasons for growth. This is
important because of the fact that assets will be further deployed for creating more
productive outputs. Increase in sales is also important as this indicates success of
marketing and sales initiatives in meeting the customers’ requirements. This further

important because the pilot study indicate marketing as one of the major gaps for the

SSI.

When there is a need to increase capital employed in a SSI unit. it shows its need to
raise long term funds which may be either borrowed funds or equity or both. But if
there is an increase in equity, it is an indicator that the capital employed has been

raised with an increase in equity, which is also indicative of the fact that the financial

stability is strengthened.

Maturity

The major reasons for maturity are increase in assets and liabilities both and increase

in sales but stagnation in profit. This means that more funds were borrowed, with low
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capital turnover and return on investment. This does not result in increase in profit
even if the sale is increasing. The other reasons for maturity are stagnation in assets

and liability but increase in sales and reduction in profit.

Decline

The major reason for decline is reduction in asset. This is also supported by increasing

in liabilities. The sale may increase or decrease but profit declines.

Growth generates cash, which allows a company to fund further growth without
taking on excessive debt or diluting equity too much. As a result it retains both
strategic freedom and investment potential. Unprofitable growth leads to exactly
opposite effects. Debt swell. increasing cost as well as overall cost of capital.
Gradually. the company loses its ability to pursue growth opportunities because of
depressed stock prices and debt capacity externally. and dwindling cash flow and

increasing cash demands internally (Ghoshal et al. 2000).
4.8 IDENTIFICATION OF PARAMETERS OF BUSINESS EXCELLENCE

The two established model of business excellence i.e. EFQM (European Foundation
for Quality Management) and MBNQA (Malcolm Baldrige National Quality Award)
which are popular worldwide and also adopted by a majority of organisations for
TQM and for Business Excellence were studied in detail. A comparative study on
FFOM and MBNQA was also made. The elements for business excellence were listed

under the following categories —
Resources — primarily included financial resources

Business Processes ~ included the customer and sales related processes. operation
planning processes, operation and quality management processes. technology
management processes, information technology related processes. people

management related processes and change management processes
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Leadership — leaders’ profile, vision, policy. policy deployment through planning.

lcadership styles and perception about external environment.
4.9 IDENTIFICATION OF ATTRIBUTES OF LEADERSHIP

The EFQM and MBNQA Models were taken as the basis for identification of
attributes of leadership. Study was made on established and widely acknowledged
leadership models and styles in Chapter 2 — Section 2.5. Aspects of entrepreneurship
were also included in the study. The elements of leadership were identified in such a
manner to know about the styles adopted by the CEOs. The numbers of parameters
were reduced after preliminary survey as many of them were not found to be

important for SSI.
4.10 DATA ANALYSIS
4.10.1 Data Analysis for various phases of Life Cycle

The homogeneity of data related to the business processes adopted by the SSI at
growth. maturity and decline stages have been analyzed with the help of - test at 5
% significance level. The frequency of occurrence is converted into proportions. The
equality of fractions (proportions) is tested with the help of ¥ - statistic. When the
calculated value of the statistic is greater than or equal to the critical value. the
hypothesis is accepted, to signify that the phenomenon under study is in vogue. Hence

this aspect of business process could be considered to be in practice at the specific

stage of life cycle.

As it is known that for testing of goodness of fit, the x2 — statistic as used which leads
10 the theoretical y° — distribution asymptotically. that is for large samples. Hence
while the assumption of normality of the observation is not involved in this case. it is
important that the expected frequency in class should not be less than 5. When the
observed frequency is less than 5 and the phenomena under study are similar in nature

which may lead to some broader conclusions. the frequency of adjacent similar
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classes are pooled together so that the frequency becomes 5 or more. and ¥ — test is

applied.
The expression used for calculation of y* — value is as follows —

(pi -n; 1—3) ?

>
19
Il
i'p o

i -
n; p

where. p; is the proportion following the phenomenon

n; is the sample size

p is the mean proportion following the phenomenon

The critical value of ¥* for at a specified degree of freedom is obtained from the

standard table.

But in case when the observed frequency is less than 5 and pooling of data and the
phenomenon under study are dissimilar in nature. ¥ - test is not applied and

conclusion is drawn based on the percentage of incidence.
4.10.2 Data Analysis for States

The business processes adopted by the SSI in Madhya Pradesh and Maharashtra are
analysed with the help of z - test for testing equality of two proportions corresponding

to two lots, at 5 % significance level.

The z — statistic used for the purpose is calculated as —

z=rpi-p2/ N{p(1=p)(/nj~1/ny)}

where. p and p are the two proportions for the samples respectively
n, and n» are the sample sizes

p is the mean proportion calculated as (n;p; + napz) / (n; + na)
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The critical value of z for at a specified degree of freedom is obtained from the

standard table.

The significance of the phenomenon under study is concluded based on z — test for
proportions. Binomial proportion p is obtained as the ratio of number of successes in

n repetitive trials. This is tested against the specified value of py. the test statistic z is

calculated as -

z=(p-po)/V{p(1-p)/n]

The value of mean value of p is taken as 0.5. which is the minimum probability for
each outcome in a mutually exclusive experiment with two possible outcomes. In case
the calculated value of z statistic is found to be greater than the critical value. the
phenomenon is considered to be occurring and hence conclusions are drawn to derive
a generic business excellence model in favour of the phenomenon. Major gaps are

also identified.
4.11 GENERIC BUSINESS EXCELLENCE MODEL

Statistical significance has been considered to be the basis for drawing a generic
business excellence model. The z - statistic against each element of business
excellence has been calculated at a probability value 0.5 or 50 %. The result of

statistical test shows that very few elements qualify to be a part of business

excellence.

The results of similar study conducted in the United Kingdom between 1989 and 1992
on small and medium scale enterprises under the auspices of Economic and Social
Research Council under the leadership of David J. Storey data shows that incidence of
many similar business process elements were of the magnitude of 40 % and the
researchers of U. K. concluded that this is the typical behaviour of small and medium
scale enterprises. The results of pilot study as a part this research work also support
similar trends. Hence, the percentage incidence of the business excellence elements

which were statistically not found to be significant, were reviewed again against 40 %
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incidence. The frequencies of elements which were found to be minimum 40 % were

also included to be a part of business excellence model with a weak association.
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INTRODUCTION | GROWTH | MATURITY | DECLINE | TOTAL
Technology 00
Transter 00 00 00 00
Joint Venture 0 01 00 00 01
Collaboration
for marketing in 00 00 00 00 00
MADHYA India
PRADESIH Collaboration
for marketing in 00 00 00 00 00
other countries
Material
Sourcing 00 o1 00 00 01
Manpower
Sourcing 00 00 00 0l 01
Technology
I'ransfer 0o 00 00 00 00
Juint Venture 00 00 00 00 00
Collaboration
for marketing in 00 00 00 00 00
MAHARASIHTRA Hodid
Collaboration
for marketing in 00 00 00 00 00
other countrics
Material 00 0
Sourcing, o 0o 00 00
Manpower
Sourcing 00 00 Y 00 00
Technology
Transfer 00 00 00 00 00
Joint Venture 00 00 00 00 00
Collaboration
lor marketing in 00 00 00 00 00
OTHERS India
Collaboration
for marketing in 00 00 00 00 00
other countrics
Material
Sourcing 00 00 1o 00 00
Manpower
Sourcing 00 00 00 00 00
Technology
Transfer 00 00 00 00 00
Joint Venture 00 01 00 00 01
Collaboration
for marketing 00 00 00 00 00
in India
roTaL - [Collboraion
or
in other 00 00 00 00 00
countries
Material
Sourcing 00 ot 60 00 01
Manpower
Sourcing 00 00 00 01 01

Table 5.9 - Organisational Learning and Outside Interaction
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STATE FREQUENCY
Maharashtra 10
Gujrat 7
Andhra Pradesh 3
Delhi 4
Punjab 4
Karnataka 2
Gujrat 2
Chattisgarh |
Rajsthan 1
Madhya Pradesh 0

Table 5.13 - Benchmark States




accepting
students for
providing
training — not a
value added
work

Reason for not
accepting
students for
providing
training -
problem
creators

Reason for not
accepting
students for
providing
training - not
interested in
learning

Reason for not
accepting
students for
providing
training - no
such policy
exists

QM
implementation

SSI in
Growth phase
are
implementing
TQM.

Level of TQM
implementation
- only training

Level of TQM
implementation
- training &
implementation

Level of TQM
implementation
—in a limited
way

Level of TQM
implementation
— at advanced
level

Measurement of
results -
customer
satisfaction

with data base

Measurement of
results -
customer
satisfaction —
without data
base
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Measurement of X

results - quality

performance

parameter

Measurement of’ X

results - value

addition

Measurement of X

results - six

sigma

implementation

Measurement of X

results -

productivity

Measurement of X

results -

training,

effectiveness

Quality circle X

implementation

Acceptance of X Due to

recommendatio ineffective

n of the quality way of

circle implementati
on, the
acceptance of
recommendat
ion is low.

Method of ¢} In Maturity

strategy and Decline

planning - phases and in

discussion with Madhya

other Directors Pradesh
discussion is
held with
other
Directors for
strategy
planning.

Method of o) In Maturity

strategy and Decline

planning - phases and in

discussion with both Madhya

Managers Pradesh and
Maharashtra,
discussion is
held with
managers for
strategy
planning.

Method of X In Decline

strategy phase

planning - discussion is

Discussion with held with

other other

employees employees for
strategy
planning.
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Frequency of X

review of

strategies &

plans -

quarterly

Frequency of X

review of

strategies &

plans — six

monthly

Frequency of X The SSI do

review of not follow a

strategies & planned

plans —annually method for
strategy
review and
redesign.

Frequency of X X 0O 0 0] X The SSI in

review of Maturity and

strategies & Decline phase

plans - as & and in

when necessary Madhya
Pradesh
review
strategy plan
as & when
necessary.

Finanecial Control

Budgeting is carried out in all phases except in maturity phase. This is carried out in
Madhya Pradesh and Maharashtra, both. Focus on product costing on monthly basis is
significant in introduction and decline phases. In growth phase product costing is
carried out without a schedule. Product costing is significant in Madhya Pradesh and

Maharashtra. both but monthly schedule is followed in Madhya Pradesh only.
Similarly. process costing is carried out in all phases except in maturity phase. But
this is carried out in a defined frequency is introduction and decline phases only.

Process costing is carried out as per a defined frequency in Madhya Pradesh and

Mabharashtra.

Quality costing is significant only in Madhya Pradesh.
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Significance in Business Life Cycle

Significance in States

Business Aspect tntroduction [Growth|Maturity [Decline|Madhva PradeshiMaharashtra Remarks
Budgeting + 0 X 0 0] o The
system in budgeting
practice system is in

practice in
all SSI
except at
Maturity
phase.
Product + + o + o O Product
Costing costing
system in system is in
practice practice in
all SSI.
Frequency of + X X + 0 X Product
product costing on
costing - monthly
monthly basis is in
practice in
SSI at
Introductio
n and
Decline
phases and
in Madhya
Pradesh.
For others,
no
conclusion
can be
drawn on
the
frequency.
Process + O X 0) 0 6]

Costing
system in
practice
Process + X X 0O 0o 0 All SSI
Costing except
system in those in
practice —ina Maturity
pre - phase
determined practice
frequency process

costing in
both the
states. But
at the SSI
in Growth
phase do
not practice
this in
regular
interval at a
pre -

determined
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[ frequency.
Human SSI do not
Resource practice
Costing Human
system in Resource
practice Costing

system.
Quality SS1 do not
Costing practice
system in Quality
practice Costing
system .
however in
Madhya
Pradesh
this is in
practice in
limited
number of
SSI.

Finance & Credit Management

In introduction phase the initial capital was borrowed from FI. While in growth phase
the initial capital was borrowed from bank. In Madhya Pradesh. too the capital was

borrowed from bank.

However. the financial resource for expansion was arranged from internal savings in
introduction and decline phases and in Maharashtra thus reducing the load of debt

servicing.

This further proves that the SSI in these phases are sensitive towards financial and
cost of credit in order to improve profitability. However. in growth and decline phases

fund was borrowed from banks, too. This is also the case in Madhya Pradesh.

Bill discounting is availed by the SSI in growth phase. Although. the scheme of bill
discounting has been introduced to improve liquidity in SSI. but this has not been

found popular among the SSI.

The SS! in all phases feel that'adequate credit is available. This also supplements the

claim by the Government and banks that sufficient funds are available for
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disbursement on account of continuous reduction of SLR (Statutory Liquidity Ratio).
The downward trend of interest rates is also directed to boost credit off take for
productive economic activities. The SSI of Madhya Pradesh also feel that adequate
credit available. which is not the case with Maharashtra. On credit availability from FI1
the opinion is reversed, SSI only in introduction phase agree that adequate credit is
available from SFC / FI. In spite of having sufficient fund at disposal this expression

indicates poor reach of SFC / F1 to SSI sector.

The SSI are satisfied with cost of capital in introduction. growth and maturity phases.
Also the SSI of Madhya Pradesh expressed satisfaction on cost of credit. With this we
can conclude that there is an overall dissatistaction of SSI from Maharashtra on credit

offers from banks.

The time taken for loan sanction is one to three months in case of SSI in decline phase
and in Madhya Pradesh. However. in introduction phase the loan sanction is reported
to be within three to six months. SSI in growth and maturity phases and from
Mabharashtra did not provide any significant answer to this aspect. which indicates
further delay in loan sanction. In case of SFC / FI SSI in introduction phase only
replied to this aspect, they feel that loans are sanctioned within one month or between
one to three months from SFC / FI, no significant answer in this aspect is given for
banks. On loan support for financing the exports the SSI did not provide any
significant data on timeliness of loan sanction or disbursement. The single window
scheme which has been specifically designed for credit support to the SSI sector, has

also not shown any significant contribution.

Delays in loan sanction and disbursement by banks and FI may become one of the
major reasons for sickness and financial crisis, as generally it is felt that the SSI work
with very low liquidity. An attempt was made to investigate the possible reasons for
such delays. but due absence of data from the SSI no conclusion could be drawn. In
order to create a transparent and objective credit disbursement system, SSI only in
growth phase agreed for a credit rating system. It is worth mentioning that in spite of

preferential policies from the Government, banks and FI viability of SSI credit still
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remains a matter of concern and hence calls for further analysis. In case fund is

borrowed from other sources. this adds to the interest burden.

On payment receivables from the customers from the large scale sector. the SSI in
introduction phase get the payments between 15 to 30 days. The SSI in growth phase
and from Maharashtra receive payment in more than 90 days. SSI and Ancillary
Undertaking Act. 1993, which was another initiative from the Government to support
payment realization provided relief to SSI only in introduction phase. The real
application of this Act may lead to loss of business by SSI from the customers from

large scale sector. The SSI in maturity phase lack awareness about the Act.

On overall problems is credit system. the SSI feel that collateral security is the major
problem. Attitude of F1 towards SSI is the second major problem as expressed by SSI
in introduction and decline phases and SSI from Madhya Pradesh and Maharashtra.
However attitude of banks is considered at third major problem as expressed by SSI in
decline phase and by the SSI from Madhya Pradesh and Maharashtra. Government
policy and repayment terms are the other problems experienced by SSI in introduction
and decline phases and by SSI of Madhya Pradesh. Whereas. high interest as a
problem is felt by SSI in decline phase. and by SSI from Madhya Pradesh. It is
interesting to note that SSI in decline phase and from Madhya Pradesh have agreed
that all the listed problems are significant. This leads to a conclusion about excessive
dependency on credit from banks and FI rather than focusing on improving
profitability and creating internal strength for improving liquidity. These SSI also did
not support credit rating system. which may further prevent transparency from the

fund providers.

Significance in Business Life Cycle|Significance in States
Elements Wrﬁmclion Growth|Maturity [Decline|Madhva Pradesh|Maharashtra Remarks
Initial capital X X X X X X
was brought
by the
promoters’
own sources
Initial capital X O X X + X
was borrowed
from the bank
Initial capital X X X X X X In spite of
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i was borrowed

establishing

from SIDBI SIDBI by
the
Governmen
t for
exclusive
support to
the SSI. no
SSI has
borrowed
initial
capital
from
SIDBI.

Initial capital

was borrowed

from other Fl

Initial capital

was brought

from private

borrowings

Initial capital

was brought

trom other

sources

Capital for SSI of

expansion Maharashtr

was arranged a have

from internal ploughed

savings back
internal
savings for
expansion,
thus
reducing
interest
burden.

Capital for SS1 of

expansion Madhya

was borrowed Pradesh

from bank have
borrowed

from bank
for
expansion,
thus
increasing
the interest
burden.

Bill
discounting is
being availed

Adequate
credit is
available
from banks

SSI of
Madhya
Pradesh are
satisfied
with the

credit




available
from banks.

Adequate There is a
credit is ceneral
available dissatisfacti
from SFC / Fl on from
SSI on
performanc
e of SFC/
Fl.
Adequate No SSI feel
credit is that
available for adequate
exports credit is
available
for
expansion.
Cost of No SSI has
capital commented
available on cost of
from banks is credit of
satisfactory SFC,
SIDBI or
for export
finance.

Loan is
sanctioned by
the banks
within one
month

Loan is
sanctioned by
the banks
from one to
three months

Loan is
sanctioned by
the banks
from three to
six months

Loan is
sanctioned by
the banks in
more than six
months

Loan is
sanctioned by
the SFC/ FI
between one
to three
months

Loan is
sanctioned by
the SFC / FI
from three to
six months

Loan is
sanctioned by




the SFC /' Fi
in more than
six months

Export
finance is
sanctioned
from one to
three months

Export
finance is
sanctioned in
more than six
months

Export
finance is
disbursed
within one
month

Export
finance is
disbursed
from one to
three months

Export
finance is
disbursed in
more than six
months

Satisfactory
performance
of SIDBI -
single
window
scheme

Requirement
of collateral
is a constraint

Awareness
about
collateral free
loan

Requirement
of collateral
is the reason
for
inadequate or
delayed foan
assistance

Reluctance to
provide loans
to the SSI

Red tapism or

corruption is
the reason for
inadequate or
delayed loan

assistance

Incomplete
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papers by the
borrowers

Need for a
credit rating
svstem

Payment is
received with
a delay of I3
days from the
customers

Payment is
received with
a delay of 15
to 30 days
from the
customers

Payment is
received with
a delay of 30
to 45 days
from the
customers

Payment is
received with
a delay of 45
to 90 days
trom the
customers

Payment is
received with
a delay of
more than 90
days from the
customers

SSIand
Ancillary
Undertaking
Act. 1993
resulted in
improvement
in payment
release

SSI and
Ancillary
Undertaking
Act, 1993 not
resulted in
improvement
in payment
release

Awareness
about SSI and
Ancillary
Undertaking
Act, 1993

Problem in
getting credit
due to

All SSI are
facing
roblem to
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Collateral
Security

leet credit
due to
collateral
security.
This is
rated by
majority of
the SSI.

Problem in
getting credit
due to
attitude of Fl

SSl in
Introductio
n and
Decline
phases in
both the
states are
facing
problem to
aet credit
due to
attitude of
the FI. This

is rated as
second
most
important
problem.
Problem in SSlin
getting credit Decline
due to phase in
attitude of both the
banks states are
facing

problem to
get credit
due to
attitude of
the banks.
This is
rated as
third most
important
problem.

Problem in
getting credit
due to
government

policy

SSlin
Introductio
h and
Decline
phases
especially
in Madhya
Pradesh are
facing
problem
due to the
Governmen
t Policies.
This is
rated as
third most
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important
problem.
Problem in X X X ¢ 0 0] SSIin
getting credit Decline
due to high phase in
interest rates both the
states are
facing
problem
due to high
interest
rates. This
is rated as
third most

important
- problem.

Problem in + X X O 0 X SSlin
getting credit Introductio
due to n and
repayment Decline
terms phase

especially

in Madhya
Pradesh are
facing
problem
due to
repayment
terms. This
is rated as
fourth and
least
important
problem.

People Management

No SSI has an independent person to look after the welfare and training activities,
neither they make budget provision for training. Absence of a system for creating
strategic training plan, HR forecasting and skill forecasting based on business plan are
indication of low focus on people management aligned with organisational business
plans. It has already been seen that as such there is a major gap in strategic

management process. hence lack of focus on strategic HRM is an outcome of that gap.

SSI in introduction and growth phases share cost related data with their employees.
This also happens in SSI of Maharashtra. This indicates transparency in data sharing

on cost performance with the employees.
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SSI in introduction and maturity phases carry out performance evaluation of their
employees through some methods. This is also practiced by the SSI of Maharashtra.
But no SSI carry out data based performance evaluation. On method followed to
decide on pay rise. SSI in introduction phase and in Madhya Pradesh the basis of

deciding on pay rise is decide on owners” discretion.

This indicates that better HRM practices being followed by the SSI of Maharashtra.

SSI in growth and maturity phases employ contractual. casual or badli workmen on
time or piece rate employment. The SSI in growth. maturity and decline phases
employ them as skilled or unskilled workmen. No SSI employ such people to meet
the peak demand loads, neither any formal system of training are followed for them.
This indicates a major gap in dealing with such people in order to get productive

performance.

ISignificance in Business Life Cycle|Significance in States
Elements Introduction [Growth/Maturity |Decline|Madhys Pradesh|Maharashtra Remarks
Independent X X X X X X No SSI has
Person to an
look after independen
welfare & t person to
training look after
training and
welfare.
Provision of'a X X X X X X No SSI has
training makes
budget provision
for training
budget.
Employment X O X 0] X ) Although
.. some
Time Rated. conclusion
Piece Rated. can be
Contractual, drawn
Casual. or based on
Badli the data
available,
but during
data
collection it
was
observed
that the SSI
do not
intend to
provide
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complete
data on
employmen
t as they
expect
some
liarassment
from the
Governmen
t Officials.
System of X X No SSI
making a makes a
strategic strategic
training plan training
plan to take
of future
skill
requiremen
ts.
System of HR X X No SSI has
forecasting makes HR
forecasting
based on
skill
requiremen
ts.
Basis of HR X X Since HR
forecasting - forecasting
Business is not in
Plan. Skill practice.
forecasting, hence the
Skifl basis is also,
inventory not
significant.
Deployment o o SSI in
of contractual Growth,
employees as Maturity
skilled and and Decline
unskilled phases
labours deploy of
contractual
labour as
skilled and
unskilled
labour.
Reason for X X The reason
deploying for
contractual engaging
employees - and
for meeting deploying
peak or contractual
seasonal labour is
production not clear
demand from the
available
data.
Training of X X The method
contractual adopted to
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emplovees -
on the job

impart
training to

training. the
formal contractual
induction & labour is
skill training not clear
from the
available
data.
System of SSlin
sharing cost Introductio
related data n and
among the Growth
employees phases
especially
in
Maharashtr

a share cost
related data
with the

employees.

Some method
of
Performance
Evaluation in
practice

SSI in
Introductio
n and
Maturity
phases
especially
in
Maharashtr
a practice
some
method for
performanc
e
evaluation.

System of
data based
performance
analysis in
practice

No SSI has
implemente
d a data
based
performanc
e appraisal
system.

Basis for Pay
Rise -
owners’
discretion

SSI in
Introductio
n phase
especially
in Madhya
Pradesh
cive pay
rise on
owner’s
discretion.
The SSI of
Maharashtr
a has
implemente
d better HR

practices.
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Marketing & Sales Management

Demand forecasting based on targets given by the customers is carried out by SSI in

all phases except in maturity phase: also it is practiced in both the states. But no SSI

uses any statistical techniques for the forecasting. Budgeting or fund planning,

material planning., manpower planning and production planning are done by SSI in

introduction phase based on demand forecasting. In no other phase or in a state such

forecasting data is being used for any resource planning. To assess the accuracy of

demand forecasting questions were asked on demand going wrong. Although, SSI in

maturity phase agree that demand forecast sometimes goes wrong but as such SSI in

this phase do not practice demand forecasting. Hence this answer is of no relevance.

Significance in Business Life Cycle

Significance in States

Elements Introduction |Growth(Maturity [Decline|Madhya Pradesh| Maharashtra Remarks

Demand + 0] X 0] o) o) The

forecasting practices

based on followed by

targets given SSI for

by customers demand

but without forecast

scientific indicate

techniques tendency to

and depend
only on
existing
customer
base. New
market
opportuniti
es are not
explored.

Demand X X X X X X

forecasting

with the help

of statistical

techniques

Budgeting & + X X X X X Since the

fund planning demand

based on forecasting

demand is not

forecast aimed at

' exploring

new
opportuniti
es, the
demand

forecast is
not used for

any aspect




of
operational
planning.

Material
planning
based on
demand
forecast

Manpower
planning
based on
demand
forecast

Production
planning
based on
demand
forecast

Rarely or

forecast goes
wrong

never demand

Since there
is
systematic
demand
forecasting
in not

practiced.
the forecast
going
wrong can
not be
evaluated
effectively.

Sometimes

demand

forecast goes

wrong

Very often or

every time

demand

forecast goes

wrong

Assessment No SSI has

of future provided an

demand affirmative

|_growth done answer.,

Assessment SSI do not

of future make an

demand assessment

growth based of future

on secondary market

sources such trends

as standard based on

literature, established

surveys etc. secondary
sources.

Adequacy of Since the

existing demand

resources to forecasting

increase is not
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export

Fimed at
exploring
new
opportuniti
es,
including
exports, the
demand
forecast is
not used for
reaching
new
customer
base in
exports.

Can not
comment on
adequacy of
existing
resources to
increase
export

Since the
demand
forecasting
is not
aimed at
exploring
new
opportuniti
es, the
demand
forecast is
not used for
any aspect
of
operational
planning_._J

Sales is one of the most important functions hence in all SSI. the sales function is
being looked after by independent persons with full time responsibility. Sales
personnel are selected by direct interview in introduction, growth and maturity
phases. This is also applicable for SSI of Maharashtra. No SSI selects fresh MBAs.
SSI in introduction phase has a structured training system in practice for sales

personnel. No SSI has a plan for on - line selling in future.

SSI in growth and maturity phases sell products directly to the customers. This is also
in practice in Madhya Pradesh and Maharashtra. SSI in only introduction phase are
selling through dealers, also they give incentives to the sales personnel. No sales

commission of any other type is paid by any SSI.

No SSI is aware about any SIDBI scheme available for sales promotion.



No SSI have assessed future demand growth or made use of any information for such

assessment.

No SSI is in position to comment on adequacy of existing resource to support future

exports needs.

Elements

Significance in Business Life Cycle

Significance in States

Remarks

with travel

Introduction |G rowth|Maturity |Decline|Madhya Pradesh | Maharashtra
Sales process X + o X O o Almost all
- direct to the SSI. except
customer the ones in
Introductio
n phase sell
products
direct to the
| customers.
Sales process + X X X X X Only the
— through SSl in
dealer Introductio
network n phase
supplies
direct to the
customers.
Sales process X X X X X X No SSI
— through supplies
dealers through
network & dealers and
retailers retailer
network.
Sales + X X X X X SSI do not
incentive pay sales
given incentives
or
commissio
ns.
Sales X X X X X X
commission
[ Sales X X X X X X Since
incentive incentives
after meeting or
the sales commissio
targets ns are not
given, the
schemes
are not
: significant.
Sales X X X X X X
incentive
after getting
new customer
Linking X X X X X X
incentive
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bill tor sales

monitoring

Sales
management
looked after

i by a person

SSI employ
one person
with full
time sales

with full time responsibili

responsibility ty.

Sales

management

looked after

by a person

with full time

responsibility

— on contract

Sales SSl in

personnel Introductio

selected by n. Growth

direct and Decline

interview phase and
in
Mabharashtr
a select
experience
d sales
personnel
through
direct
interview.

Fresh MBAs No SSI

selected and recruits

trained fresh MBA
for sales.
This
indicate
some
resistance
as because
SSI work
with
limited
manpower
hence
selecting
and training
a fresh
MBA is not
considered
to be the
immediate
solution.

Structured Since only

sales training
system in
practice

experience
d personnel
are
selected,
SSI do not

consider




bill tor sales

. monitoring

Sales
management
looked after
by a person

SSI employ
one person
with full
time sales

with full time responsibili
responsibility ty.

Sales

management

looked after

by a person

with tull time

responsibility

- on contract

Sales SSlin
personnel Introductio
selected by n. Growth
direct and Decline

interview

phase and
in
Mabharashtr
a select
experience
d sales
personnel
through
direct
interview.

Fresh MBAs
selected and
trained

No SSI
recruits
fresh MBA
for sales.
This
indicate
some
resistance
as because
SSI work
with
limited
manpower
hence
selecting
and training
a fresh
MBA is not
considered
to be the
immediate
solution.

Structured
sales training
system in
practice

Since only
experience
d personnel
are
selected,
SSI do not
consider
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sales
training as
a
requiremen
t. As such
training is
not
considered
tobea
competence
building
process.
On line X X X X X X SSI are not
selling in plan motivated
for future to explore
newer
methods of
selling.
Awareness X X X X X X Alike other
about SIDBI SIDBI
schemes on schemes,
sales and SSI are not
marketing aware
support about this
aspect, too.

T T T T/

Operational Planning Process

SSI in introduction. growth and decline phases assess the manufacturing capacity
through supplier’s manuals, this is also carried out in Madhya Pradesh and
Maharashtra. Manufacturing capacity is also carried out using IE studies in maturity
and decline phases. Assessment of critical factors affecting the manufacturing
pracesses is done in growth and decline phases and also in both states i.e. Madhya

Pradesh and Maharashtra.

Material or purchase planning is carried out by all SSI, the frequency is once in a
month for all SSI. Similarly all SSI carry out production planning. The pre - planned
frequency of production planning is applicable in maturity phase and for the state of
Maharashtra. But on being asked about need for revising such plans, SSI in maturity
and in Madhya Pradesh sometimes revise the production plans. SSI of Madhya

pradesh indicated that the reason for such revision is change in customer’s order

schedules.

No SSI implements JIT for any reason.
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Elements

Significance in Business Life Cycle

Significance in States

Remarks

Growth|Maturity |Decline]Madhva Pradesh[Maharashtra
Assessment + X 0] 0 0 SSI carry out
of assessment
manufacturin of
2 capacity manufacturi
based on ng capacity
Supplier’s except in
Manual Maturity
phase.
Assessment X Q) (0] X X Assessment
of of
manufacturin manufacturi
@ capacity ng capacity
based on based on IE
Industrial study is not
Engineering in practice
study except in
Maturity and
Decline
phases. This
indicate that
the
prevailing
conditions
are not
studied on
regular
basis.
Assessment + X 0] O O Assessment
of critical of critical
factors factors
atfecting the affecting the
manufacturin manufacturi
g process ng process is
carried out
in Growth
and Decline
phases in
both
Madhya
Pradesh and
Maharashtra.
Material or + 0 O o) 0 SSI carry out
purchase material or
planning purchase
planning
once in a
month.
Material or + 0 0] + +
purchase
planning
carried out
once ina
month
Production + 0 + + + SSI carry out
planning production
planning.




Production
planning
carried out
onceina
month

SSI carry out
production
planning
once in a
month in
Decline
phase.
Production
planning is
carried out at
regular
monthly
interval in
Maharashtra.
This indicate
irregularity
in planning
in Madhya
Pradesh.

Sometimes
production
plan is
revised

SSI of
Madhya
Pradesh feel
that
sometimes
production
plan is
revised due
to change in
customer
schedule.
Due to this
reason the
system could
not be built

up.

Production
plan revised
by SSI due to
change in
customers’
schedule

JIT system in
practice

No SSI is
implementin
a JIT,

NT
implementati
on due to
customer’s
requirement

JT
implementati
on for
inventory
control
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Manufacturing & Quality Management

SSI1 in introduction phase feel that ISO / QS 9000 certificate is obtained on the
insistence of customers or market requirements. Since the number of SSI surveyed

with ISO / QS 9000 or similar certification is limited no further conclusions can be

drawn in this aspect.

SSI in growth and maturity phases practice incoming inspection as a means of quality
control / assurance system. This is applicable for both Madhya Pradesh and
Maharashtra. But vendor control is practiced only in growth phase. No SSI uses
machine set up or first piece approval for process setting, where as a system of patrol
inspection is in practice in maturity phase. SSI in only growth phase is subjected to
customers’ inspection. This leads to a conclusion about gap in product inspection or

process control after the manufacturing process starts.

On maintenance system. SSI in growth and maturity phases practice preventive or
predictive maintenance. This system is in practice in Madhya Pradesh and

Maharashtra. both. No SSI has implemented condition based maintenance or TPM.

SSI in growth and maturity phases have gone for automation for value addition or for
quality check. This is also applicable for SSI of Maharashtra. But in response to the
question whether some investment has been made in the previous year. the SSI in
growth and maturity phases did not respond affirmatively. this was also the case with
SSI of Madhya Pradesh. On the status of level of automation SSI in all phases. except

in introduction phase and in both the states are either fully or partially automated.

SSI in growth and maturity phases carry out internal audit of quality and
ma.mnfacturing systems. Also SSI in Madhya Pradesh and Maharashtra carry out
internal audit. On planned approach to audit. SSI in growth phase and SSI of
Maharashtra carry out audit as per a planned schedule. The SSI in growth and
maturity phases are also subjected to focused audit on quality and manufacturing

systems by customers. This is also the case with SSI of Madhya Pradesh.
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Significance in Business Life Cycle

Significance in States

E lements Introduction}|G r o w t h|Maturity {Decline|Madhya Pradesh | Maharashtra Remarks
Reason for + X X X X X I. land 2
1S0 9000 ! SSI are ISO
QS 9000 9000
USFDA certified in
certification - Introductio
requirement n. Maturity
of customer and Decline
or for phases,
obtaining respectivel
business from y. Reason
government for
orders or certificatio
improving n can not
credibility be
concluded
from the
data.

Reason for X X X X X X

IS0 9000 /

QS 9000/

USFDA

certification -

establishing a

documented

systemor a

first step

towards TQM

Quality X o) X 0 0] 0O In Growth

Control / and

Assurance Maturity

systems in phases

practice - quality

incoming control /

inspection of’ assurance

all material practices
are
implemente
d. This
practice is
similar in
Madhya
Pradesh
and
Maharashtr
a.

Quality X o) X X X X In Growth

Control / phase

Assurance control is

systems in exercised at

practice — vendor end

vendor through

performance analysis or

analysis or second

second party party audit.

audit

Quality X X X X X X No SSI
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Control controls the

Assurance manufactur

systems in ing

practice — processes

machine set before or

up or first after

piece commence

approval ment of
process,
except at
Decline
stage.

Quality

Control ¢

Assurance

systems in

practice —

patrol

inspection

during

manufacturin

g

Quality X In Growth

Control / quality

Assurance control /

systems in assurance

practice - practices

sampling are

inspection implemente

after d. This

manufacturin indicates

¢ dependence
on
inspection
before and
after
manufactur
ing, with no
focus on
process
control.

Quality X

Control /

Assurance

systems in

practice ~

customer

inspection

“Maintenance X Preventive

system in and

practice — predictive

preventive or maintenanc

predictive e system is

maintenance in practice

in Growth
and Decline
phases in

Madhya
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Pradesh
and
Maharashtr
a.
Maintenance X X X X X X INo SS1
svstem in implements
practice - Condition
condition Based
based Maintenanc
maintenance e or TPM.
or TPM
Automation X 0] O O X O SSl in
adopted for Growth and
value Decline
addition or phases
quality check adopted
automation.
SSlin
Maharashtr
a have
adopted
automation.
Level of X (6] 0 (0] 0] (0] SSlinall
automation — phases. and
fully or semi states.
automated except in
Introductio
n phase.
Investment X O X (0] (0] X Investment
made on s have been
automation in made on
the previous SSI
years automation
in Growth
and Decline
phases and
in Madhya
Pradesh.
T Internal Audit X + X 0] O 0] Internal
of Audit
manufacturin System is
¢ and quality in practice
system in SSl in
Growth and
Decline
phases and
in both the
states.
Planned X (0] X X X 0] Internal
Internal Audit Audit
of System is
manufacturin in practice
@ and quality in Growth
system phase of
SSI. This
system is in
practice in
Maharashtr




a.
Subjected to X + X 0 + X SSl are
audit by subjected to|
customers customer
audit in
Growth and
Maturity
phases.
More no of
SSlin
Madhya
Pradesh are
subjected to

customer
audit.

Subjected to X + X 0 0) X SSI of
focused audit Madhya
by customers Pradesh are
(Audit of subjected to
manufacturin control
g and quality through
control fused audits|
related by
systems) customers.

Information & Information Technology Management

SSI in all phases except in maturity phase use computers. SSI in both the states i.e.
Madhya Pradesh and Maharashtra use computers. On usage. computer is used for
routine office purposes by all the users. SSI in growth phase and SSI of Madhya

Pradesh also use computers for inventory recording.

SSI in growth and decline phases use computers for day — today reporting (data
reporting) purpose. This is also the case for SSI of both Madhya Pradesh and
Maharashtra. All of them also use internet. All SSI except in introduction phase use
internet for global data access. But considering the data on preparedness for facing

future competition it can be concluded that usage of global data is not effective.

Email is used by SSI for communicating with customers and suppliers in growth and

maturity phases. The SSI of Maharashtra also use email for such communications.



SSI in growth phase and SSI of Maharashtra have website of their own. But they do
not update the site regularly: the reason for not doing so could not be concluded with

the data available.

No SSI uses ERP of similar system.

Significance in Business Life Cycle
Introduction [Growth|Maturity [Decline
Usage of + + X T

computer

Significance in States
Madhva Pradesh | Maharashtra
(0] 0

Remarks

All SSI use
computers,
except in
Maturity
phase.

All SSI use
computers
for routine
office
work,
except in
Maturity
phase.

SSI use
computer
for
maintaining
inventory
records in
Growth
phase, in
Madhya
Pradesh.
SSI use
computer
for day -
today
reporting in
Growth and
Decline
phases, in
both the
states.

SSI use
internet in
Growth and
Decline
phases. in
both the
states.

Elements

Computer used + + X
for routine
office work

Computer used X
for
maintaining
inventory
records

Computer used X
for day - today
reporting

Usage of
internet

Internet used
for email and
global data
access

All SSI use
internet for
email and

alobal data

acCess,




except in
Introductio

¢ with
customers and

n phase
Email used for All SSI use
communicatin email for
conmmunica

ting with

suppliers customers
and
suppliers in
Growth and
Decline
phases. in
Maharashtr
a.

Website SSl in

available and Growth

updated phase and

regularly in

Maharashtr
a have
websites.
but they are
not updated
regularly.
No
significant
reason is
available
for not
updating
the website
regularly.

ERP or similar
system used

No SSI use
ERP or
similar

system.

Technology Management

SSI in introduction, growth and maturity phases consider that the cost of technology is

high or very high. No SSI is aware about the SIDBI scheme for technology

upgradation.

No SSI is prepared to face WTO challenges. In the light of WTO challenge no SSI
commented positively on the need for working on R & D strategies for product or
process improvement. Also no SSI has adopted any innovative approach for product

of process improvement.



Since no significant approach was made in the technology improvement. support from
outside agencies for this reason is not reported. Also the SSI did not make any attempt
for technology search. On being asked about the support expected on technology

management. no SSI indicated any expectation.

The SSI do not use any modern / computerized gadget such as CAD for R & D or for

knowledge preservation.

Technology management is a major gap in SSI which may become an impediment in

growth this sector.

Significance in Business Life Cycle Significance in States

Elements Introduction |Growth|Maturity [Decline Madhya Pradesh|Maharashtra Remarks
Cost of + + + X X X SS1in
technology introductio
transfer — high n. Growth
or very high and

Maturity

phases feel

that the
cost of

technology
is high or
very high.

Cost of X X X X X X No SSI
technology feels that
transfer - the cost of
reasonable technology
is
reasonable.
Awareness X X X X X X No SSlI is
about SIDBI aware of
scheme on SIDBI
technology schemes on
transfer technology
upgradation
Preparedness X X X X X X The SSI is
to face WTO not
challenges — prepared to
fully or face WTO
partially challenges,
prepared neither a

strategic
approach is
planned.

Preparedness X X X X X X
to face WTO
challenges -

- 216 -



not prepared

Comment on
needed scope
of R& Din
the light of
WTO -
innovative
product
development

Comment on
needed scope
of R& Din
the light of
WTO ~
product
development
through
reverse
engineering

Comment on
needed scope
of R& Din
the light of
WTO -
improvement
in existing
products

Comment on
scope of R &
D in the light
of WTO -
innovative
manufacturing
process
development

Comment on
scope of R &
D in the light
of WTO -
improvement
in existing
manufacturing
processes

Reasons for
innovation or
improvement —
self initiated
quality
improvement

Reasons for
innovation or
improvement —
self initiated
cost reduction

The R & D
efforts are
not directed
towards
improveme
nt in
product,
processes
or customer




satisfaction.

Reasons for
innovation or
improvement -
self initiated
product
simplitication
or value
engineering

Reasons for
innovation or
improvement -
facilitation in
product repair
or servicing

Reasons for
innovation or
improvement -
reduction in
manufacturing
cycle time

Reasons for
innovation or
improvement —
quality
improvement
for meeting
additional
needs of
customers

Reasons for
innovation or
improvement —
cost reduction
for the existing
customers

Reasons for
innovation or
improvement —
product
simplification
for the
customers

Reasons for
innovation or
improvement —
serving a new
market
segments

ke - Al -
Reasons for

innovation or
improvement —
product
benchmarking

Reasons for
innovation or
improvement -

Process
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benchmarking

Reasons for
innovation or
improvement -
process
benchmarking

Support from
ouiside
agencies for R
&D-
engineering or
other technical
colleges

The SSI do
not interact
with
outside
agencies or
institutions
for
technology
developme
nt or
similar
support.

Support from
outside
agencies for R
& D - CSIR

Support from
outside
agencies for R
& D -
independent
consultant or
others

Mode of
technology
search -
through
consultant

No SSI
carry out
technology
search in a
planned
manner.

Mode of
technology
search -
through
membership of
association

Mode of
technology
search —
through
participation in
trade mission
or seminar or
conference
abroad

Expectations
from the
Government in
Technology
Assistance —~
subsidy for in
house R & D

The
expectation
from the
Governmen
t is not
clearly
defined by
the SSI.




Expectations
from the
Government in
Technology
Assistance -
enbancing tax
relief

Expectations
trom the
Government in
Technology
Assistance —
Setting up of
common R &
D facilities

Expectations
from the
Government in
Technology
Assistance -
Setting up of
incubation lab

technology
used for R &
D

Product or N .
process patents No SSlis
in possession m ‘
possession
of any
Gadgets in use gzlltent.
& knowledge he SSI do
preservation - not use
CADor gadgets for
similar technology
manageme
nt.

Gadgets in use
& knowledge

preservation —
documentation

Gadgets in use
& knowledge
preservation —
indexed
system

NOTES :

a) 3 SSI (2 of Growth and 1 of Decline phases) of Maharashtra have provided data on
in house technology development. The costs of development were Rs. 1Lakh. 2 Lakh

and 5 Lakh. respectively.

b) 1 SSI has provided data on technology transfer costing Rs. 4 Lakh.

c)'3 SSI .(2 of Growt.h and 1 of Decline phases) had technology transfer arrangement
with foreign companies.
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Change Management

The change facilitation has been done in all SSI and in both the states by the CEO

except in decline phase. Out of a number of possible factors the SSI rated them as

most important and least important depending on experience. Neither a factor rated as

most important nor a factor rated as least important was adopted for change. Hence.

the success of change is rated as unfavorable by the SSI in with all phases of life cycle

and in both the states. This leads to a major gap in creating preparedness for change.

—

Significance in Business Life Cycle

Significance in States

Elemen s oduction Growth/Maturity |Decline|Madhya Pradesh|Maharashtra Remarks

Change X X X X X X

facilitation by

a consultant

Change X X X X X X Non

facilitation by involvemen

an external t of any

agent external
agent or
individual
and limited
interaction
outside
prevents
new
learning.

Change + o) 0] X 0] O In SSI the

facilitation by change

CEO facilitation
is done by
CEO.
except in
Maturity
phase.

Change X X X X X X

facilitation by

one of the

family

members

joined recently

Reason for X X X X X X

change : mosl

important

factors -

value

improvement

Reason for X X X X X X

change : most

important

factors —

meeting
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t

| customers

requirenients [
ot existing |

Reason for
change : most
important
factors -
manufacturing
cycle time
reduction

Reason for
change : most
important
factors —

new
opportunity in
the country

Reason for
change : least
important
factors —
implementatio
n of a Business
Excellence
Madel

Reason for
change : least
important
factors -
implementatio
nof ERPor
similar
package

Reason for
change : least
important
factors —
anticipated
change in the
slobal market

Reason for
change : least
important
tactors —
System
Benchmarking

Reason for
change : least
important
factors —
retaining the
skilled
manpower

Reason for
change : least
important
factors ~
exploring new




‘ business N
- opportunity
abroad
Reason for X 0] + 0] 0 O
change : least
important
factors -
| Process
Benchmarking
Reason for X 0 o (0] 0 O
change : least
important
factors —
Product
Benchmarking
Success of X X 0] X X X 14.3. 50
change — and 5.9 %
tavourable SSl in
Growth,
Maturity
and Decline
phase have
achieved
some
success
after
change
initiatives.
Success of + + 0 + (0] 0 SSI has
chqnge - experience
unfavourable 4
unfavourab
le results
after
change
initiatives.
This
indicate a
major gap
focus for
strategy
planning.

Leadership Issues

SSI in introduction phase have vision statement. No SSI has a corporate policy

statement.

SSI only in introduction phase prepare a long term plan. The plans are not updated on
regular basis. they are updated as per need. SSI in introduction phase and SSI from

Maharashtra prepare medium term plan. The plans are also not updated on a regular
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basis: they are updated as per need. SSI in growth and maturity phases prepare tactical
plans. Tactical planning is also done by SSI in both Madhya Pradesh and

Mabharashtra.

The CEOs of SSI communicates with customers every day in growth phase also
CEOs from Maharashtra communicate every day. CEOs of SSI in introduction phase
communicate with customers as and when required. The reason for communication is
product marketing in growth, maturity and decline phases. Also SSI from Madhya
Pradesh communicate with customers for product marketing. CEOs in growth phase
and trom Maharashtra communicate with customers for exploring new markets. too.
In addition. the CEOs in growth communicate with customers for new opportunity for

a new product.

CEOs of SSI in growth phase and from Maharashtra communicate with departmental
heads any time required. Whereas. the CEOs in introduction and decline phases

communicate with departmental heads daily.

CEOs in maturity and decline phases and from Maharashtra communicate with
shoptloor employees on every visit to shopfloor. CEOs in introduction phase
communicate about business performance to the people. But CEOs in introduction.
growth and decline phases communicate the productivity related information to
people. this is also the case for the SSI from Maharashtra. Verbal and informal
method of communication about business performance is followed in introduction and

growth phases and by the SSI of Maharashtra.
CEOs of all SSI from Madhya Pradesh and Maharashtra and in all phases except in
introduction phase socialize with people through informal meetings. No other method

of socialization is followed by the CEOs.

CEOs of SSI in only in growth phase have a formal system for resource identification.
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CEOs of all SSI from Madhya Pradesh and Maharashtra and in all phases except in
introduction phase review quality circle activities. although very few SSI have quality

circles operational in their companies.

CEOs of all SSI from Madhya Pradesh and Maharashtra and in all phases are

computer literate.

CEOs of all SSI from Madhya Pradesh and Maharashtra in all phases except in

introduction phase set performance targets for self,

CEOs of all SSI including from Madhya Pradesh and Maharashtra in all phases carry
out self planning. CEOs of SSI in growth phase but in both states i.e. Madhya Pradesh

and Maharashtra carry out self planning every day.

CEOs of SSI in growth and decline phases prepare self learning plan. This is also

practiced by SSI from Madhya Pradesh and Maharashtra. both.

No CEOs is ready to transfer the leadership 1o someone other than family members in

case no one within the family is found acceptable.

Significance in Business Life Cycle|Significance in States R K
Elements Introduction |G rowth{Matu rity |Decline|Madhya Pradesh|Maharashtra emarks
Vision + X X X X X
Statement
Corporate X X X X X X
Policy
Statement
Long Term + X X X X X
Planning
Long Term X X X X X X Since the
Plan updated system of
every year or long term
as per need planning is
not
significant,
the updating
is also not
significant.

Medium Term + X X X X 0O

Planning

Medium Term X X X X X X

Plan updated




every six
months

Medium Term
Plan updated
every vear

Medium Term
Plan updated
as per need

Tactical
Planning

Communicatio
n with
customer -
every day

Communicatio
n with
customer -
once in a week

Communicatio
n with
customer -
ouce ina
month

Communicatio
n with
customer — as
and when

required
Communicatio
n with
customer —
rarely

Reason for
communicatio
n — Product
Marketing

Reason for
communicatio
n-
Exploration of
new market

Reason for
communicatio
n — New

opportunity for

a new product

Reason for
communicatio
n — Redressing
the Customer
Complaint

Communicatio
n with
departmental
heads — any
time required

Communicatio
n with




departmental
heads — daily

Communicatio
n with
departmental
heads -
weekly

Communicatio
n with
departmental
heads ~
monthly

Communicatio
1 with
departmental
heads -
sometimes as
per need

Communicatio
n with
shopfloor
employees —
never

Communicatio
n with
shopfloor
emplovees -
on every visit
to shoptloor

Communicatio
n with
shopfloor
employees —
once in a day

Communicatio
n with
shopfloor
employees —
once in a week

Communicatio
n with
shopfloor
employees ~
once in a
month

Communicatio
n with people
about business
performance —
sales turnover

Commumicatio
n with people
about business
performance -
cost

Communicatio
n with people
about business




performance -
profit

Communicatio
n with people

about business
performance -
productivity

Communicatio
n with people
about business
performance -
other
information

Method of
communicatio
n with people
about business
performance —
verbal &
informal

Method of
communicatio
n with people
about business
performance -
verbal &
formal

Method of
communicatio
n with people
about business
performance —
notice board

Method of
communicatio
n with people
about business
performance —
newsletter

Method of

communicatio
n with people
about business

performance —

other means

Method of’ Informal

so_:]l:all;:g;gl communicat

wi - i i

. ion without

::Z(;;::f:l any formal

g structure
takes place
in almost all
i SSI.
Method of

socialization
with people -
official lunch /
dinner
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Method of
socialization
with people -
family
gathering

Frequency of
socialization
with people -
once in a
month

Frequency of
socialization
with people
once in a
quarter

Frequency of
socialization
with people -
once in six
months

Frequency of
socialization
with people -
annually

Frequency of
socialization
with people -
never

Formal system
of resource
identification

Review of
Quality Circie
activities or

suggestion

scheme

Computer

Literacy CEOs are

’ computer
literate in
almost all
pee. SSI.
Setting

performance

target for self
Self planning

Self

planning is
carried out
by all SSI.

Frequency of
self planning -
every day

Self
planning is
carried out
every day
by the CEO
does not
follow any
trend except
in Growth

phase.
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r However

daily self
planning is
significantly
higher in
Madhya
Pradesh
than
Maharashtra

Frequency of X X X X X X
self planning -
every week
Frequency of X X X X X X
self planning -
every month

Making self X o X 0] 0] 6] Self

learning plan learning
plan is made
by CEO of
SSI with
Introduction
and
Maturity
phases as
exception.

Transfer of X X X X X X

leadership to

others

Leader’s Perception about External Environment
All SSI expect protection from the Government.

SSI has indicated preference for promotional support from the Government for
expansion of market in growth and maturity phases. The SSI form Madhya Pradesh

also expect support in market expansion.

The CEO of SSI in growth phase feel that there has been a general unfavorable impact
of lowering of investment limit to Rs. 1 Crore. CEO of SSI in growth and decline
phases and SSI from Madhya Pradesh feel that lowering of investment limit has
adversely affected the technological upgradation. But it can be concluded that there is
major gap in R & D or other technological efforts by SSI. hence the effect of lowering
the investment limits on technological development can not be accepted as a valid

reason. SSI only in introduction phase expects the investment limit to be Rs. 3 Crore.
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On competition no SSI agrees that there is competition from large scale sector
internationally. But SSI in all phases and from both states are of the opinion that there
are problems due to domestic competition however the SSI in introduction and
maturity phases and from Madhya Pradesh feel that there are problems due to
international competition. The SSI have not made any plan to face challenges to face

competition especially due to WTO challenges.

On Government policies the SSI in growth phase and from Madhya Pradesh feel
satisfied with excise exemption limit. SSI in introduction. growth and maturity phases
and from Madhya Pradesh feel satisfied with the Credit Guarantee Scheme. All SSI
except in introduction phase expressed satisfaction on telephone service. But SSI from
Maharashtra has expressed satisfaction on power supply. There has been total
dissatisfaction due to roads in general and in industrial areas. water supply. effluent

treatment and additional space for expansion.

ﬂgni.ficance in Business Life Cycle|Significance in States
: Introduction [Growth|Maturity |Decline[Madhya Pradesh[Maharashtra
Protection + O + + 0 0 All
expected by eXpSStl
the s
protection

Government
from the
Government

Elements
1 Remarks

Promotional X X X X X X
measures
expected from
the
Government —-
foreign
technical
collaboration
Promotional X X X X X X
measures
expected from
the
Government —
support in R &
D activities
Promotional X X X X X X
measures
expected from
the
Government —
support in
product
standardization
Promotional X X X X X X




measures
expected from
the

Government -

support in

terms of

financial

assistance

Promotional SSl in

measures

expected from S/:ow{'h and

o aturity

Government — phase'

support in tcispecmlly

expansion in h:lcz::i]hya

market Pradesh
expect
support
from
Government
in market

Anti Dumping PR

Duty Barrier

present

Countervailing

Duty Barrier

present

General SSl in

unfavorable Growth

impact of

lowering phase feel

investm?enl general

limit to Rs. | un.favourabl

- e impact
due to
lowering of
investment

lmpact on gg}“{n

technological Growth and

upgradation Decline

fowering i

il.lvc.estment l\/?ztu]ihya

limitto Rs. | Pradesh and

Crore Maharashtra
feel
unfavourabl
e impact on
technologic
al
upgradation
due to
lowering of
investment

Expenied limit.

investment

NS
188



limit - Rs. 3
Crore

Expected
investment
limits - Rs. 3
Crore

SSlin
Introduction
phase
expects Rs.
3 Crore to
be the
investment
limit.

Competition
from large
scale
industries in
India

Competition
trom large
scale
industries
internationally

Problems due
to

domestic
compeltition
Problems due The SSI in
to ' Madhya
lnternat'l(.)nal Pradesh and
competition in
Introduction
and
Maturity
phases
problem
competition
due to
international
__ competition.
Satistaction on SSIin
government Growth
poli'cies - phase and
excise QLny especially
exemption from
Madhya

Pradesh are
not satisfied
with

adequacy of
excise duty
‘ exemption.
Satisfaction on The SSlin
government Introduction
cp:oll‘;:.nes -on . Growth
redit
and
g}ularantee Maturity
cheme phases and
also in
Madhya

Pradesh are

[3%)
(9]



not satisfied
with
adequacy of
arrangement
s of Credit
Guarantee
Scheme.

Satistaction on
government
policies -
Composite
Loan Limit

Adequacy of
government
policies -
Collateral
Security

Satisfaction on
government
policies -
Credit Linked
Capital
Subsidy

Satisfaction on
government
policies - Back
Ended Capital
Subsidy

Satisfaction on
infrastructure -
Telephone

All SSI
except in
Introduction
phase feel
satisfied on

telephone
e services.

Satisfaction on

infrastructure -

Link Roads to

Industrial

Units /

Clusters

Satisfaction on

infrastructure -

Roads

.Safisfac(ion on ST all

infrastructure - ohases as

Power Supply well as
Madhya
Pradesh
feel
inadequacy
of power
supply.

Satisfaction on
infrastructure -
Water Supply

Satisfaction on
infrastructure -




| Eftluent
Treatment

Satistaction on
infrastructure -
Space for
expansion

o
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CHAPTER 6

DISCUSSION ON GENERIC BUSINESS EXCELLENCE MODEL
& LEADERSHIP

The following elements were not found significant —

Introduction

e Strategic Management —

All aspects

¢ Financial Control —
Human Resource Costing

Quality Costing

e Finance & Credit Management —
All aspects of Initial Capital except borrowed from other FI
Capital from expansion except from internal savings
Bill discounting
Credit for exports
Time for loan sanction from banks except for six months
Time for loan sanction from FI except for three to six months
Disbursement of loan
Performance of SIDBI ~ Single Window Scheme
Collateral free loan
Reluctance of banks / SFC / FI to provide loans to SSI
Red tapism in loan processing
Elaborate paper work for loan processing
Need for credit rating
Awareness about SSI and Ancillary Undertaking Act, 1993

Problems in getting credit due to attitude of banks and high interest rates



People Management —

Independent person to look after welfare and training
Contractual employment related data

Provision of training budget and other aspects of training
HR and skill forecasting related issues

Data based performance analysis

Marketing Management —

Demand forecasting with the help of statistical methods
Incentives to sales people on new customers

On line selling in plan

Assessment of future demand growth

Adequacy of resources for increasing exports

Sales Management —

Sales commission and incentives

Operational Planning Process -

Assessment of manufacturing capacity using [E techniques
Assessment of critical factors affecting the manufacturing processes
Production planning

JIT implementation

Manufacturing & Quality Management —

Quality control / assurance system - incoming inspection. vendor control.
machine set up or first piece approval. patrol inspection. inspection after
manufacturing and customer inspection

Maintenance System — preventive or predictive and condition based or TPM
Automation

Internal audit of manufacturing and quality systems

Customer audit



Information & Information Technology Management —
Usage of computer for inventory recording

Usage of computer for day today reporting

Usage of internet

Website

ERP or similar system

Technology Management —

Cost of technology is high or very high

Awareness about SIDBI scheme

Preparedness to face WTO challenges — not assessed

Comment of R & D efforts in the light of WTO

Possible reasons for improvement in product. process. etc.

Support from outside agencies in R & D or other aspects of technology
management

Expected support from the Government in R & D

Usage of modern management in technology management

Change Management —
Most important factors for initiating change

Success of change initiatives

Leadership Issues —
Corporate policy statement
Updating long term plan
Updating medium term plan

Tactical planning

Communication with customer — in regular interval and purpose of
communication

Communication with shopfloor employees

Socialization with people

Formal system for resource identification

Review of quality circle or suggestion scheme
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Setting target for self

Defined interval / frequency for self planning

Self learning plan

Readiness to transfer leadership to others in case no one in the family is found

suitable

Leader’s Perception about External Environment —
Protection expected from the Government

Promotional support expected from the Government

Growth

Strategic Management —

All aspects except TQM awareness

Financial Control —

Predetermined frequency of product costing
Predetermined frequency of process costing
Human Resource Costing

Quality Costing

Finance & Credit Management —

All aspects of Initial Capital except borrowed from bank
Capital from expansion except from bank

Credit for exports

Adequate credit available from SFC / FI
Adequate credit available for exports

Time for loan sanction from banks

Time for loan sanction from SFC / FI
Disbursement of general loans and export finance
Performance of SIDBI - Single Window Scheme
Collateral free loan

Reluctance of banks / SFC / FI to provide loans to SSI
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Setting target for self

Defined interval / frequency for self planning

Self learning plan

Readiness to transfer leadership to others in case no one in the family is found

suitable

° Leader’s Perception about External Environment -
Protection expected from the Government

Promotional support expected from the Government
Growth

e Strategic Management —

All aspects except TQM awareness

e Financial Control —
Predetermined frequency of product costing
Predetermined frequency of process costing
Human Resource Costing

Quality Costing

e Finance & Credit Management —
All aspects of Initial Capital except borrowed from bank
Capital from expansion except from bank
Credit for exports
Adequate credit available from SFC / Fl
Adequate credit available for exports
Time for loan sanction from banks
Time for loan sanction from SFC / Fl
Disbursement of general loans and export finance
Performance of SIDBI - Single Window Scheme
Collateral free loan

Reluctance of banks / SFC / Fl to provide loans to SSI
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Manufacturing & Quality Management —
Quality control / assurance system — machine set up or first piece approval and
patrol inspection

Maintenance System —condition based or TPM

Information & Information Technology Management —

ERP or similar system

Technology Management —

Cost of technology is high or very high

Awareness about SIDBI scheme

Preparedness to face WTO challenges — not assessed

Comment of R & D efforts in the light of WTO

Possible reasons for improvement in product. process. etc.

Support from outside agencies in R & D or other aspects of technology
management

Expected support from the Government inR & D

Usage of modern management in technology management

Change Management —
Most important factors for initiating change

Success of change initiatives

Leadership Issues —

Vision statement
Corporate policy statement
Long term planning’

Medium term plan

Communication with customer — in regular interval
Communication with shopfloor employees
Socialization with people with some structure

Readiness to transfer leadership to others in case no one in the family is found

suitable



Leader’s Perception about External Environment —
Protection expected from the Government
Promotional support expected from the Government — except in market

expansion

Maturity

Strategic Management —
All aspects except method of strategy planning by discussion with directors.

mangers and employees. and revision of strategy plan as and when necessary.

Financial Control —

Budgeting

Predetermined frequency of product costing
Process costing

Human Resource Costing

Quality Costing

Finance & Credit Management —

All aspects of Initial Capital

Capital from expansion except from bank

Bill discounting

Credit for exports

Adequate credit available from SFC / FI

Adequate credit available for exports

Time for loan sanction from banks — more than six months
Time for loan sanction from SFC / FI — more than six months
Disbursement of general loans and export finance - more than six month
Performance of SIDBI - Single Window Scheme

Collateral free loan

Reluctance of banks / SFC / FI to provide loans to SSI

Red tapism in loan processing

Elaborate paper work for loan processing
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Payment received from customer within 90 days & below
Improvement due to SSI and Ancillary Undertaking Act. 1993
Awareness about SSI and Ancillary Undertaking Act. 1993

People Management —

Independent person to look after welfare and training
Provision of training budget and other aspects of training

HR and skill forecasting related issues

Reason for deployment and training of contractual labor force
Sharing cost related data with employees

System to decide on pay rise

Marketing Management —

Demand forecasting by any method

Fund. material, manpower and production planning based on demand forecast
Incentives to sales persons on new customers

Selection of sales person through any established method

Awareness about SIDBI scheme

On line selling in plan

Assessment of future demand growth

Adequacy of resources for increasing exports

Sales Management —

Sales commission and incentives

Structured sales training system

Operational Planning Process —
Assessment of critical factors affecting manufacturing processes
Pre — determined frequency of production planning

JIT implementation



Manufacturing & Quality Management —

Quality control / assurance system ~— incoming inspection. vendor
performance, machine set up or first piece approval. patrol inspection.
inspection after manufacturing and customer inspection

Maintenance System — preventive or predictive maintenance. condition based
or TPM .
Internal audit on manufacturing and quality management system

Customer audit

Information & Information Technology Management —
Usage of computer
Website available and updated regularly

ERP or similar system

Technology Management —

Cost of technology is reasonable

Awareness about SIDBI scheme

Preparedness to face WTO challenges — not assessed

Comment of R & D efforts in the light of WTO

Possible reasons for improvement in product. process. etc.

Support from outside agencies in R & D or other aspects of technology
management

Expected support from the Government in R & D

Change Management —
Most important factors for initiating change

Success of change initiatives

Leadership Issues —
Vision statement
Corporate policy statement
Long term planning

Medium term plan
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Communication with customer — in regular interval

Communication with people on business performance

Communication with departmental heads

Socialization with people with some structure

Formal system for resource identification

Review of quality circle and suggestion scheme

Pre — determined frequency for self planning

Self learning planning

Readiness to transfer leadership to others in case no one in the family is found

suitable

o Leader’s Perception about External Environment —
Protection expected from the Government
Promotional support expected from the Government — except in market
expansion

Competition — domestic and international

Decline

e Strategic Management —
All aspects except method of strategy planning by discussion with directors.

mangers and employees. and revision of strategy plan as and when necessary.

e Financial Control —

Human Resource Costing

Quality Costing

e Finance & Credit Management —
All aspects of Initial Capital
Capital from expansion except from internal savings and bank
Bill discounting
Credit for exports

Adequate credit available from SFC / Fl
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Adequate credit available for exports

Cost of capital

Time for loan sanction from banks — within one month

Time for loan sanction from SFC / FI — more than six months
Disbursement of general loans and export finance - more than six month
Performance of SIDBI — Single Window Scheme

Collateral free loan

Reluctance of banks / SFC / FI to provide loans to SSI

Red tapism in loan processing

Elaborate paper work for loan processing

Payment received from customer within 90 days & below
Improvement due to SSI and Ancillary Undertaking Act. 1993

Awareness about SSI and Ancillary Undertaking Act. 1993

People Management —

Independent person to look after welfare and training
Provision of training budget and other aspects of training

HR and skill forecasting related issues

Reason for deployment and training of contractual labor force
Some method of performance evaluation

Sharing cost related data with employees

System to decide on pay rise

Marketing Management —

Demand forecasting by based on customers’ targets

Fund, material, manpower and production planning based on demand forecasl
I[ncentives to sales persons on new customers

Awareness about SIDBI scheme

On line selling in plan

Assessment of future demand growth

Adequacy of resources for increasing exports
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Sales Management —
Sales commission and incentives

Structured sales training system

Operational Planning Process -
Assessment of manufacturing capacity
Assessment of critical factors aflecting manufacturing processes

JIT implementation

Manufacturing & Quality Management —

Quality control / assurance system — vendor pertormance. patrol inspecuon.
and customer inspection

Maintenance System — condition based or TPM

Planned Internal audit on manufacturing and quality management system

Customer audit

Information & Information Technology Management —
Usage of computer for inventory recording
Website available and updated regularly

ERP or similar system

Technology Management —

Cost of technology is very high or high

Awareness about SIDBI scheme

Preparedness to face WTO challenges — not assessed

Comment of R & D efforts in the light of WTO

Possible reasons for improvement in product, process, etc.

Support from outside agencies in R & D or other aspects of technology

management

Expected support from the Government in R & D

Change Management —

Change facilitation
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Most important factors for initiating change

Success of change initiatives

. Leadership Issues —
Vision statement
Corporate policy statement
Long term planning
Medium term plan
Tactical planning
Communication with customer - in regular interval
Socialization with people with some structure
Formal system for resource identification
Pre — determined frequency for self planning

Readiness to transfer leadership to others in case no one in the family is found

suitable

e  Leader’s Perception about External Environment —
Protection expected from the Government
Promotional support expected from the Government — except in market
expansion

Competition — domestic and international

The dominant characteristics of business organizations at various phases of life cycle
are listed in Table 6.1. The competitive stratcgies at these phases are listed in Tablc

6.2 and the desirable leadership role and styles are listed in Table 6.3. They arc

adopted from the published sources.

In subsequent sections of this Chapter discussion is made on the various issues of
business models and leadership practices. The discussion is centered on the major
hypotheses explained in Chapter 3. The hypotheses address the aspects of business
excellence models adopted by the SSI at various phases of business life cycle and in

the states of Madhya Pradesh and Maharashtra.
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Characteristics

LIFE CYCLE STAGES

Introduction

Growth

Maturity

Decline

Overall market
growth

Building rapidly.
but on a small
base

Faster than GNP

Equal or less than
GNP

Decreasing

|
Little or no ]

Product High level major | Dominant design | Small incremental
technology product emerges., innovations, many | change in product
innovation, emphasis placed based on cost '
dominant designs | on product variety | savings vs.
not yet established performance
improvcmcnls
Production Emphasis places A dominant Emphasis on Little or no
technology on flexibility, design emerges. efficiency. most change in process
process not fixed | production likelv stage for
until dominant process can automation
design emerges become more
specialized -
Pricing Prices are high Prices decline Prices decline Prices stable |
patterns but volatile rapidly as cost fall | slowlv as
and competition productivity
rises allows costs 10
fall
Promotional Target innovators | Build brand Taller promotion Limit market.
efforts and try to build awareness to a varicty to largely depend in

awareness of
product

market segment

inertia to
maintain viable
level of sales

Entry and exit

A few pioneers
begin to explore
the market

Many firms
scramble to enter
what appears to
be a promising
market

As market is
saturated, growth
slows and
shakeout begins

A few survivors
remain to serve
the market

As shakeout is

Nature of Limited, focus is | Growth may mask | Competitive
competition often inward, success of rivalry peaks as completed,
looking toward competitors competitors try to | survivors scek to ’
product rather survive the deescalate :
than toward shakeout competition ‘
competitors i
Capital Substantial, Peak period. Reinvestment as Minimal. mav in
investment needed to support | needed to fund needed 10 fact disinvest by
requirements initial creation of | growth maintain viability | selling off asscts
business and / or
product
Profitability Unprofitable, Profitable, but Profits declining, Profits are low.
and cash flow substantial cash flow may but larger cash flow is
negative cash still be negative investment level small (either l
flow may mean cash negative or
flow is strong positive)
Sales Growth Slow High Slow Negative i

Table 6.1 — Characteristics of Life Cycle Stages (Adopted from Dess & Millar, 1993)



Competitive Dominant Strong Favorable Tenable Weak
Position ‘
—_— .
Industry
Maturity
Embryonic All out push for | Attempt to Selective or all | Sclectively Up or out
share Hold improve out of share push for
positions position Push | Selectively position
for share attempt to ;
improve !
position 1
it ~- . 1
Growth Hold position | Attempt to Attempt to Find niche and | Turnaround or l
Hold share improve improve protect it abandon :
position Push | position ‘
for share Selectively
push for share
Mature Hold position Hold position | Custodial or Find niche and | Turout or
Hold share Grow with maintenance hang on or Phased
industry Phased withdrawal
withdrawal
Decline Hold position | Hold position | Phased Phased Abandon
or Harvest withdrawal withdrawal
Table 6.2 - Patel and Younger's Approach
Stage Top Managements’ Management Style Organisational !
. Role Structure
1. Inception Direct supervision Entrepreneurial Unstructured ;
{
individualistic ‘
2. Survival Supervised supervision | Entrepreneurial Simple
administrative
1
3. Growth Delegation / co ~ Entrepreneurial co- Functional centralized .
ordination ordinate j
4. Expansion Decentralization Professional Functional '
administrative decentralized l
5. Maturity Decentralization Watchdog Decentralized i
functional / product

Table 6.3 - Management Role and Style in the five stages of Small Business Growth
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Discussion on different phases based on the study is as follows —
6.1 INTRODUCTION PHASE

Generally, business in introduction phase has high internal focus. (Dess & Miller.
1993) Focus on cost management as evident from the analysis indicates that creation
of internal strength is in high priority. They have created financial strength for
investing in expansion plans. Access to capital and interest rates charged on the
capital are important explanatory variables for entry of a new SSI (Storey. 1994). As
per the analysis. the SSI in this phase have expressed general satisfaction on credn
system of banks and FI. The problems in getting credit are due to collateral security.
attitude of FI, repayment terms and government policy. They also expressed general

satisfaction on the payment received from the customers.

Peter Drucker (1997) in his vision for success of business enterprises mentioned that
there can be no long term competitive advantage for any country. industry. or a
company, because neither money nor technology can for any length of time offset the
growing imbalances in labor resource. On people management. the SSI in this phase
the lack strategic focus. The SSI in this phase employ contractual or casual labor 10
deploy them as skilled or unskilled labor. but such workmen are not provided with
any formal training inputs. This is an impediment for growth. Based on analysis it is
concluded that the SSI in this phase share cost related data with people and follow
some method of performance evaluation of employees but the pay rise of employees

is decided on owners’ discretion, which may lead to people dissatisfaction.

Profitability is measured by the level of aggregate demand in the economy and this is
a key positive influence upon formation of a new business unit (Storey. 1994). But.
demand forecasting in introduction phase is carried out only based on the targets
given by customers and the forecast data is used for budgeting. fund planning.
material planning, manpower planning and production planning. It is widely accepted
that a good business plan is a necessity for success of a business. The business plan

should recognise correct market place, an idea, recognizable uniqueness and foresee
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the problems and propose solutions. If all of us visualize such issues first. there would

not be any problem (Murthy. 1999). but this is a major gap in this phase.

Sales management is looked after by an independent person selected by dircct
interview; and there is a structured sales training system in practice for them.
Incentive based on sales performance is also given to the sales team. The analysis
indicates that SSI in this phase have high level of sensitivity towards sales related
activities. This is a common characteristic in introduction phase. (Dess & Miller.

1993)

SSI in this phase carry out assessment of manufacturing capacity based on supplier’s
manuals. This is important because responsibility of quality in any transformation
process must lie with the operation of the processes — the people and the equipments
(Oakland, 1989). But there is very low focus on manufacturing and quality
management related processes in this phase. In introduction phase a flexible approach
is needed to establish the business (Dess & Miller, 1993). Hence low focus on
manufacturing and quality management aspect will not lead to establishing a flexiblc

system for manufacturing excellence.

The SSI practice a system of material or purchase planning with pre — defincd
frequency but they follow production planning system without any pre — defined
frequency. Purchasing function plays a role of “window — on — the — world’. providing
information on any new products, processes, materials and services (Oakland. 1989).
Hence purchase planning and purchasing processes need to be aligned with the rest of

the organisational processes to achieve effective business results.

The managers and leaders have been thinking a great deal about the many
opportunities the internet offers. But they also will have to engage in a fundamental
mind shift to live successfully in a networked world. Simply put, the organisations
will have to learn to live with increased visibility and perhaps even more scary. loss of
control over corporate image. But, the focus on information technology and

management is also very low in SSI in introduction phase. They use computers only
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for routine office work. Without strengthening this aspect they would find difficulty

in further growth.

Senge (1997) is of the opinion that "research. the disciplined pursuit of discovery and
understanding that leads to generalizable theory and methods. But the SSI in this
phase feel that the cost of technology transfer is high. hence there is no effort to
upgrade technology and also there is no innovation or R & D effort in this phasc.

Lack of focus on technology does not lead to sustainable growth of the business (Dess

& Miller, 1993).

Although the SSI in this phase are of the opinion that change efforts are led by the
CEO but no significant change effort has been made by them. What enables an
organisation to succeed in longer term is a wish for immortality. or at least a long lifc:
a consistent set of values based on an awareness of the organisation’ own identity: a
willingness to change; and a passionate concern for developing the capacity and self -
confidence of its core inhabitants, whom the company values more than its physical
assets. Hence a strong vision translated to a committed action plan with support of

empowered people will create an environment of change.

The reason for starting a new business venture is an important element to know about
the vision of the entrepreneur which in turn affects survival and growth the SSI
Expected profit and the presence of entry barrier are important for all types of
entrants, but there is also a need to establish a clear distinction between formation of a
new independent business unit and the entry of existing businesses into different
sectors (Storey, 1994). Vision statement by the entrepreneur is available in this phase.
They carry out long and medium term planning with no regular updating. They also
expect protection from the Government. In the light of liberalized business

environment, this is not going to lead to excellence.

The CEOs communicate with the customers as and when required. They also
communicate with departmental heads daily. They communicate with people verbally
and informally on profit and productivity. In the initial years the profits are low and

the need for capital for various developmental activities is also high, this may not
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result in very attractive salary offers, hence by communicating on low profits may
reduce the chances of people dissatisfaction. (Dess & Miller. 1993) They are
computer literate and carry out self planning. But they feel satisfied with Credit
Guarantee Scheme of the Government. On proposed investment limit. they prefer Rs.
3 Crore as the limit. The CEOs in this phase consider that there are domestic and

international competitions. Realization of these aspects should be aligned with growth

plans.

Since the SSI studied was not from Madhya Pradesh or Maharashtra. comparison on

account of states has not been made.
6.2 GROWTH PHASE

SSI in growth phase lack strategic focus except that they attempted TQM
implementation. In further analysis an attempt has been made to relate this aspect with

rest of the model.

The SSI in this phase focus on product and process costing. But due to lack of pre -~
determined frequency irregularities can not be ruled out which may also lead to loss
of control on cost. In this phase growth is predominant and loss of focus on cost may
not lead to significant loss of profit as volume grows. Loss of control may be visible
only when the business growth ceases. Large amount of fund is required to match the
market needs of product, hence high focus on credit management is visible. In this
phase the credit cycle is generally managed well due to high volume and profitability.
hence the SSI want a credit rating system in place. Delay in payment receivablc is
significant in growth phase, this further creates pressure on credit, and sometime the
businessmen may go to other sources for borrowing at a high interest rate. This may
lead to debt trap situation in long run, the growing companies must focus on the
productivity side of the equation for long term improvements (Ghoshal. 2000). This is
the reason the SSI in this phase feel that the SSI and Ancillary Undertaking Act, 1993
did not improve the payment realization. The SSI in this phase also feel that there arc

problems in getting credit due to collateral security.
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On training there is lack of a strategic focus in this phase. Atkinson and Meager
(1994) demonstrated that the likelihood of firms undertaking training of their
worktorce appears to increase with the size of the firms. A study of SSI in UK was
undertaken in 1989 to 1993 to assess relationship with training of workforce and
growth of the firm. and to assess whether the growing firms behave differently and
consider training as a competitive advantage. Out of the four studies done in UK and
Europe on this aspect, three were unable to identify an impact of training and only onc
indicated positively associated with growing businesses. The researchers were of the
opinion that even in that case. the growing firms should focus on training. Similarly.
in the present study no planned effort is made to design a system for linking training
and education with strategic plan. This leads to absence of a strong HRM foundation
which is one of the prerequisite for ensuring sustained growth in future. In absence of’
a focus on HR processes. even if cost related data are shared among employees. this
may not necessarily lead to ownership of results. The SSI in this phase employ
contractual or casual labor to deploy them as skilled or unskilled labor, but such
workmen are not provided with any formal training inputs. All these factors may

become impediment for future growth.

Demand forecasting is done by assessing the targets provided by the customers but
this forecast is not used for material or manpower or fund planning. The negative
effects of absence of planning may not be clearly visible when the SSI is loaded with
high volume by the existing customers. But in competitive environment where markect
determined pricing is very common and where an effective cost management is one ol
the key determinants of competitiveness the SSI may not be able of manage the

business in long run under such cost pressure. Lack of planned efforts results in high

cost of operations.

Focus on sales management is reported after analysis of business strategies of SSI in
growth phase; but as discussed lack of focus on training the sales team may not Icad
to lasting effects. Absence of a futuristic approach in assessing the market growth.
evaluating the status to match the needed growth and un — preparedness on account of’

these are the major gaps in assuring further growth. This leads to lack of focus on

change management. this aspect will be analyzed further.
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The SSI in this phase carry out assessment of manufacturing capacity and identify the
critical factors affecting the manufacturing process. this helps in better operational
planning. Purchase or material planning with regular review helps to control material
consumption and also the cost. But production planning without a long term

perspective and without regular review does not result in desirable performance.

Storey et al. (1989) after a comparative study of fast — growth and other small firms
concluded that the fast growing firms see it a competitive advantage in terms of
quality of the product and service whereas the other firms see price as competitive
advantage. The SSI in growth phase establish quality control right from incoming
through in — process stages and also carry out inspection of products after
manufacturing. Automation also supports in establishing consistent product and
process performances. Focused internal audit as well as audit by the customer audit
furthers the process. The SSI's focus on preventive or predictive maintenance also
leads to a good shopfloor management system. In short, manufacturing and quality

management systems are the strength of SSI in this phase.

Effective usage of computers by SSI is another strength in this phase. the computers
are used for office work, inventory record keeping and day today reporting. Usage ol
internet for enhancing the business performance indicates one more dimension ol
operation excellence. But absence of ERP or a similar system may not ensure lasting

excellence and may not assure sustained growth.

Phillips and Kirchhoff (1989) after a study showed that in the United States. high
technology small firms are likely to grow more rapidly, other things being equal. than
small firms in more conventional sectors. This is the case that more technologicaily
sophisticated businesses, even in conventional sectors, are likely to grow more rapidly
than those with lower levels of technological sophistication. The low focus on

importance and application of technology management is a major gap in this phase of

business cycle.

The achievement of growth by a small firm over a period of time requires, as a

minimum condition, that the firm survives. It may have to survive crises relating to
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changing customer composition. changing regulations. changing technology. etc. It is
argued by Smallbone et al. (1993) that the ability to make these adjustments in
response to these crises is central to growth: indeed. they argue that it is the more
rapidly growing firms which are more likely to have made adjustments in a variety of
different dimensions. than the slower — growing firms. Although the SSI in growth
phase have reported that TQM implementation take place but it is seen in this study
that no effort has been made for managing change. neither there is a focus in
identifying the important elements for change. On need for change Ghoshal et. al.
(2000) explained that perhaps the most pervasive myth of all is the belief that truly
radical change is possible only when a company is in actual crisis. With crisis comes
refreezing, a delegitimization of the existing order that includes the existing powcr
structures, beliefs and processes, and delegitimizing of the old clears the path for the
new. The belief that “fix it while it ain’t broken yet™ is a fashionable statement but not
very practical one. the belief goes, because people cannot see the need for changce
when everything is going on well’. This indicates a major gap in the model adopted
by SSI in growth phase. Any internal strength will not lead to lasting results in

absence of a clear focus on a strategic change process.

Robinson and Pearce (1983, 1984) were unable to show that formalized planning
leads to, or is associated, better small firms performance. The Woo et al. (1989) study
found that those firms which claimed to spend a higher proportion of their time in
planning activities were those which experienced the more rapid growth. However.
Kinsella et al. (1993) in a study., which examines in details the question of small firm
planning, makes a distinction between small firms which had written business plan at
start-up, and which introduced one later on. The study concluded that 93 % of the fast
growth firms in the study had a written business plan. compared with only 07 %
otherwise. It is concluded that this is a factor which encourages growth, but is not
clear whether it is associated with a movement towards greater size. In the prescnt
research it is seen that SSI in this phase do not have Vision and Corporate Policy
statements. Although operational plans are not evident due to absence of long and
medium term planning. SSI in this phase carry out tactical planning which generally
create a system for meeting the immediate targets. Ghoshal et. al. (2000) in their book

cautions that just an overall vision and a coherent plan are not good enough for
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creating a sustainable growth process. to shapc and manage the future a company also
needs the ability to effectively act on the vision and implement the plan. Explaining
the growth process Ghoshal says that a company needs to create an effective

alignment among three key elements. its value creation logic. its organizing principles

and its people processes.

On communication styles of the leader. it is evident that the leaders are directly
associated with marketing and for exploring new opportunities. The CEQs also
interact with departmental heads. but he does not communicate with other people.
This is due to very low focus on HRM processes. The CEOs communicate with
people informally for sharing productivity related data. Informal meetings also form a

method for socialization. This is a felt need to strengthen this aspect.

Further on leadership style a system of formal resource identification is significant
which may support the operational planning process. Review of quality circle
activities is another positive indicator of excellence. Casson (1982) elaborated. from a
theoretical perspective, the skills and competencies needed for successtul
entrepreneurship. He saw the central skill of the entrepreneur as being forecasting and
decision making under conditions of uncertainty — these conditions being highly
context — specific in terms of changes over time, between sectors. etc. It might
therefore be expected that these competencies can be formally taught to entrepreneurs
and those in receipt of these training would perform better in business than untrained
individuals. But training to the entrepreneurs can not take place without a sclf
motivated effort by themselves. On self management by the leaders the other
significant factors are computer literacy, setting performance target for self. sclf
planning on pre — determined frequency and self learning plan. It is expected that

there is an identifiable impact of such learning plans with business growth.

There are very few aspects of external environment which are cohsidered to be
significant by the leaders in growth phase. Four studies conducted on impact of state’s
support on performance of SSI in UK and other European countries. Westhead and
Birley (1993) and Birley and Westhead (1990) were unable to identify an impact of

state support upon firm performance in the form of awareness of incentives or
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industry — related grants. Stroey et al. (1987) and Kinsella et al. (1993) observed an
impact of state assistance. with more rapidly growing small firms being more likely to
be in receipt of assistance in the form of either finance or information than the slower
— growing firms. It is yet to be demonstrated that the provision of all forms ol state
support to small businesses encourages small firms to grow more rapidly. The CEOs
in the present research study expect protection from the government. Among the
expected promotional support by the SSI in growth phase the major support expected
in market expansion. But the CEOs felt satisfied with excise duty exemption. credit
guarantee scheme and telephone facilities. They are of the opinion that there has been
an unfavorable impact of reducing the investment limit to Rs. 1 Crore in SSI. The
major area impacted is technological upgradation. But the analysis shows that the
number of SSI gone for technological upgradation or R & D in the recent past is
almost negligible hence there is no reason to conclude this impact of lowering of the

investment limit.

Covin and Slevin (1989) argued that the nature of the market place into which the
firms sell is the key influence upon potential growth. They make the distinction
between hostile and benign environments and suggest that successful surviving tirms
in hostile or highly competitive environments are those which illustrate organisational
flexibility and willingness to undertake risky projects. However, in the more benign
environment, the successful firms are those which place a greater emphasis upon
formality and rules within the organisation. In the present research, on competition the
CEO feel that there is competition from the large scale sector, also there is problem
due to domestic competition. The CEOs also consider that there is international
competition. But. it has been shown by Storey et al. (1987) after a study that the
growing firms have poor understanding of their competitors. nature of competition in

the market place and relative performance of the firm.

The CEOs of SSI in growth phase communicate with the customers as and when
required. They also communicate with departmental heads daily. They communicate
with people verbally and informally on profit and productivity. In the initial years the
profits are low and the need for capital for various developmental activities is also

high, this may not result in very attractive salary offers, hence by communicating on
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low profits may reduce the chances of people dissatisfaction (Dess & Miller. 1993).
But this may be the case in growth phase. There is a need for people growth plan. oo
aligned with the organisational growth plan. The CEOs are computer literate and
carry out self planning and they feel satisfied with Credit Guarantee Scheme of the

Government. On proposed investment limit, they prefer Rs. 3 Crore as the limit.
6.3 MATURITY PHASE

A study by David Smallbone. David Northe and Roger Leigh (1992) on
characteristics and strategies of a group of high growth but mature SMEs in United
Kingdom conclude that these firms follow different strategies. In the present research
study, SSI in this phase do not implement systematic strategic management process.
However, the CEO discusses the strategy plans with directors and managers. The

strategy plan is reviewed as and when necessary.

SSI in maturity phase do not practice budgeting but they carry out product costing

without any pre — planned reviews. No other costing is being practiced.

Smallbone et al.’s study in 1992 in U.K. on mature small businesses finds out that
mature firms focus heavily on market and employment related issues rather than
finance or credit based issues. But the present study, the SSI did not comment
significantly on credit, however they are of the opinion that adequate credit is
available and cost of capital from banks is satisfactory. The SSI did not comment on
payment receivables also they did not comment on SSI and Ancillary Undertaking
Act, 1993. The SSI mentioned that there is awareness about the Act. On problems in

getting credit the SSI feel that the credit problem is due to collateral security.

The SSI in this phase deploy contractual or casual labor as skilled or unskilled labor.
They also claim that some method of performance evaluation is in practice. In
response to most of the questions on HR processes, the answers were neutral or

negative. This indicates a major gap in implementation of HR processes.



The study by David Smallbone. David Northe and Roger Leigh (1992) in United
Kingdom conclude that matured firms primarily identify new markets for existing
products for existing customers. This involved identification and movement into an
important market niche. and underline the importance of market positioning. Their
study also concludes that these firms are more likely to export. But no information has
been provided on sales in the present study. also demand forecasting is not significant

in this phase. But the sales function is being looked after by an independent person by

SSI in this phase.

Assessment of manufacturing capacity is being made by IE studies. Material or
purchase planning is carried out once in a month. Production planning is also carried

out without any pre — planned frequency.

System approach to manufacturing or quality management is not prevailing in this
phase of life cycle. On automation, fully or semi automated manufacturing or quality

related processes are applied.

The focus on usage of computer is very low. however the SSI are using internet for
emailing and global data access. These factors are indicators of strength of business.
SSI in this phase feel that the cost of technology transfer is high or very high. David
Smallbone, David Northe and Roger Leigh (1992)’s study shows that mature firms
have product and services which are innovative. But R & D, technological
upgradation or other innovation related activities to remain prepared to face W10

challenges is not significant in the present study of SSI.

David Smallbone et al. (1992)’s study concludes that mature firms have implemented
change process to create more time for the owners in order to enable them to manage
the business. The analysis of the present study also shows that the CEOs in this phase

facilitate the change process, but no change initiative is significant in the maturity

phase of life cycle.

The SSI do not have vision or corporate policy statements, neither they carry out long

or medium term planning. The SSI carry out tactical planning. The CEOs did not
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provide information on the frequency of communication with the customer but the
reason for communication is product marketing. They also communicate with the
shop floor employees on every visit to the shop floor. The CEOs socialize with people
through informal meetings. Review of quality circle activities is also carried out by
the CEOQOs. On sclf learning traits. the CEOs are computer literate: they sct
performance target for self and also carry out self planning. The above mentioncd
factors indicate a major gap in envisioning the future, which is a pre — requisite for

growth after maturity.

On perception about the external environment. the CEOs expect protection from the
government. They also expect promotional support from the government in terms of
support in marketing. They are of the opinion that there are problems due to domestic
and international competition. On government policies. they feel satisfied with Credit

Guarantee Scheme. On satisfaction with infrastructure. they feel satisfied with

telephone services.
6.4 DECLINE PHASE

In this study SSI which has gone for insolvency, liquidation or closure are not studied.
Only functional SSI are studied. The objective of including this phase of life cycle is

to develop understanding about the factors which influence low performance.

Hall and Young (1991) and Hall (1992) studied the small businesses which have gone
for business closure and concluded that owners of young firms were more likely to
suffer from inadequate funding, poor products and inefficient marketing. As their
companies aged. however, they were more likely to be buffeted by strategic and
environmental shocks for which they did not have managerial skills to respond. The
analysis of this study indicates that SSI in this phase do not implement systematic
strategic management process. However, the CEO discusses the strategy plans with

directors, managers and other employees. The strategy plan is reviewed as and when

necessary.



SSI in decline phase practice budgeting. There is a significant focus on product
costing with regular monthly review. and process costing with review on pre -

determined frequency. HR and quality costing system is not being practiced.

Desai and Montes (1982) related the number of business bankruptcies to the growth
of the nominal money stock and the nominal interest rates. Hudson (1986) was of the
opinion that higher interest rates are associated with fewer company liquidations.
Similar conclusion was drawn by Simmons (1989) failures are associated with
unfavorable cost shocks, and that interest rates are not a major interest rates. Other
studies in United States and United Kingdom conducted by Lane and Schary (1990).
Phillips and Kirchhoff (1988) and Birch and McCracken (1981) suggest that temporal
variations in small business failure rates are more strongly related to the ages of the
firms than to macroeconomic conditions. The SSI in decline phase covered in this
study brought capital for expansion by internal savings and also borrowed from
banks. They are of the opinion that adequate credit is available from banks and loans
are sanctioned between one to three months. The SSI did not comment on payment
receivables but they are of the opinion that the SSI and Ancillary Undertaking Act.
1993 did not bring any improvement in payment receivables. On problems in getting
credit the SSI in this phase feel that there are many problems. the problems are due to
collateral security, attitude of banks and FI, government policy. high interest rates and
repayment terms. This leads to conclusion that a major focus towards the reasons for

failure is on macro elements which will be analyzed further.

The SSI in this phase deploy contractual or casual labor as skilled or unskilled labor.
No other issues on HRM is significant for SSI in this phase of life cycle. Atkinson and
Meager (1994) demonstrated likelihood of firms undertaking training for their
workforce appears to increase with the size of the firm. But the small firm employers
are aware of high risk of failure are reluctant to make a long term investment in
training. Also the labor turnover in small firms is generally greater than in larger

firms, and so the value of training from the employer’s perspective is reduced.

Smallbone et al. (1992) in his study has identified product and market adjustment as

the most important adjustment in absence of which the failure of small businesses can
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not be prevented. Market assessment in terms of new opportunities and increasing the
breadth of the customer base are important aspects for demand forecast. Demand
forecasting by the SSI under study was based on targets given by customers is
significant in this phase, also the forecast is reported to go wrong sometimes. Sales
function is being looked after by an independent person by SSI in maturity phasc.
Sales personnel are selected by direct interview. Low focus on market analysis is a

major indicator for decline.

Assessment of manufacturing capacity is being made by supplier’'s manual and lI:
studies. Also critical factors affecting the manufacturing processes are identified.
Material or purchase planning is carried out once in a month. Production planning is
also carried once in a month and also revised by the SSI in decline phase. But a long

term focus on planning is not evident in any aspect.

Smallbone et al. (1992) in his study also identified ‘internal organisational
adjustment’ as second most important adjustment for survival of a small business. In
the present research study system approach to manufacturing or quality management
is not significant in this phase of life cycle. Quality control is in practice. incoming
inspection and patrol inspection during manufacturing are carried out. Preventive or
predictive maintenance is being carried out on machines. On automation, fully or semi
automated manufacturing or quality related processes are applied. Some investment is
also made in the recent past for automation. The manufacturing and quality
management system are internally audited, also the SSI in this phase are subjected to

customer audits.

There is high focus on usage of computer in this phase of life cycle. Computers are
used for routine office work, day — today reporting and for internet access. Internet is
accessed for global data access and email to suppliers and customers. This aspect

indicates strength in decline phase.

SSI in this phase have very low focus on R & D and technological upgradation or

other innovation related activities to remain prepared to face WTO challenges.



The CEO in this phase do not facilitate the change process also no change initiative 1s

significant in the maturity phase of life cycle.
These factors may further add to the cause of decline.

In studies on small business survival the individual characteristics of the business
leader which might influence business survival include work history. family
background. personal characteristics and education. Prior managerial experience
could also positively influence survival, since those individuals will have experience
of the management of others (Townroe and Mallalieu. 1993). The common perception
is that Asian businesses in particular are likely to have higher survival rates than white
— owned firms. This reflects the greater use of family networks for financial support. a
reluctance to seek salaried work through fear of racial prejudice. and perhaps a clearer
awareness of the business skills which are needed to succeed (Jones. McEvoy and
Barrett, 1993). The study by Cressy (1992) found that the personal characteristics ol
founders to be a relatively unimportant influence on survival rates. The study supports
these conclusions as the SSI in decline phase included in this study do not have vision
or corporate policy statements, neither they prepare long term or short term plans. The
CEOs did not provide information on the frequency of communication with the
customer but the reason for communication is product marketing. They also
communicate with the departmental heads daily and with shopfloor employees on
every visit to the shopfloor. The CEO communicates people about productivity
performance verbally and informally. The CEOs socializes with people through
infofmal meetings. Review of quality circle activities is also carried out by the CEOs.
On self learning traits, the CEOs are conﬁputer literates. they set performance target

for self, carry out self planning and also have self learning plan.

On perception about the external environment, the CEOs expect protection from the
government. The CEOs in this phase of life cycle feel that lowering of investment
limit to Rs. 1 Crore has impacted adversely especially for technological upgradation.
But no R & D or technology upgradation efforts were made by SSI in this phase.
They are of the opinion that there are problems due to domestic competition. On

government policies, no comments were made but the CEOs feel satisfied with
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telephone services. Although the problems are identified but no efforts are planned to
deal with them. this leads to a major gap in assuming betterment in future

performance.

6.5 COMPARATIVE ANLYSIS OF MADHYA PRADESH &
MAHARASHTRA

SSI in both Madhya Pradesh and Maharashtra do not take support form outside
experts. They do not associate students for training. In both states TQM
implementation is not significant. SSI in these states do not measure business
performance by measurement of customer satisfaction. quality performance
parameters. value addition, six sigma implementation results, productivity data.
training effectiveness, implementation of suggestions made by quality circle or

similar means. There is similarity in approach in both the states.

The CEOs of SSI of Madhya Pradesh discuss the strategy plans with other directors
and managers and review the same as and when necessary which is not the case with

Maharashtra.

SSI of both states practice budgeting, product costing and process costing sysiems.
SSI of both states carry out process costing in a pre — determined frequency where as
product costing is carried out at pre — determined only in Madhya Pradesh. SSI of

Madhya Pradesh also carry out quality costing.

On capital structure followed by the SSI, promoters of SSI in both the states did not
bring own capital, the Madhya Pradesh entrepreneurs borrowed from banks. No SSI
brought capital from SIDBI, FI, private borrowing or from other sources. For
expansion the SSI in Maharashtra arranged capital from internal savings whereas SSI
of Madhya Pradesh borrowed from bank. No state indicates significance in availing
bill discounting facility. This leads to conclude that the SSI do not find SIDBI, SFC or
FI as an ideal source for capital. The SSI of Maharashtra reinvest the profit for futurc

growth which is a sound financial practice.
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Adequacy of credit and cost of capital are significant for SSI of Madhya Pradesh. But
adequacy of credit is not significant from SIDBI or SFC / FI or for exports in any
state. SSI of Madhya Pradesh get the loan sanctioned between one to three months.
The SSI of this state also feel that there is a need for a credit rating system. SSI of’
Madhya Pradesh and Maharashtra did not comment on time taken for loan
disbursement and loan for financing exports. Although. there is a general
dissatisfaction on credit process among the SSI of Madhya Pradesh and Maharashtra
but no significant reason is available for conclusion for such dissatistaction. On being
asked to comment on problems SSI of both states expressed that there are problems
due to collateral security, attitude of banks and FI and high interest rates. While SSI
of Madhya Pradesh identify government policy towards SSI and repayment terms as
problems. In short the loan processing system is not acknowledged to be satisfactory

by the SSI.

SSI from Maharashtra receive payments from the customers with a delay ol more than
90 days. SSI from both states expressed the opinion that enactment of SSI and

Ancillary Act. 1993 did not result in improvement in payment receivables.

On people management, SSI of both Madhya Pradesh and Maharashtra do not havc '
someone with independent responsibility to look after training and employee welfarc.
neither these SSI have training budgets. Employment of contractual or casual labor is
significant in SSI of Maharashtra. But no other HRM aspect is significant in both the

states, this leads to a conclusion that there is gap in HRM process in both states.

Cost sharing data with employees and implementation of some method of
performance evaluation is significant in Maharashtra. While SSI of Madhya Pradesh
decide pay rise based on owners’ discretion. This proves that some HRM practices of
SSI of Maharashtra are better than Madhya Pradesh which is also supported by the

analysis on communication with people about business performance data.

SSI of both states forecast demand through targets provided by the customers. No
other secondary data source is used by them to assess future trends, neither had they

commented on adequacy of resources to meet the expected future export
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requirements. No SSI use the forecasted data for budgeting or fund. material or
manpower planning. The SSI also did not comment on reliability of forecast data. In

short there is not much difference between the states.

SSI from both Madhya Pradesh and Maharashtra sell products directly to the

customers. No other aspect of sales management is significant in any state.

SSI from both states assess the manufacturing capacity and the critical factors
affecting manufacturing as a part of operational planning. They also carry out material
or purchase planning once in month. SSI from both states carry out production
planning but SSI of Maharashtra do it once in a month. The SSI of Madhya Pradesh
feel that sometimes the production plan change due to change in customer’s schedule.

No SSI follows JIT system.

Very limited numbers of SSI possess ISO 9000 or similar certification. SSI from both
the states carry out incoming inspection as a part of quality control but no other
quality control activity is significant in any state. Also no quality assurance activity
such as vendor performance analysis, second party audit is implemented by them. SSI
from both states follow preventive or predictive maintenance system but no SSI
practice condition based maintenance or TPM. On automation, automation for
manufacturing or quality check is significant in SSI of Maharashtra which is not the
case in Madhya Pradesh but the SSI of Madhya Pradesh has invested in automation
the previous year. Both the states follow semi or fully automated processes. SS1 from
both the states carry out internal audit of the manufacturing and quality svstem but
only SSI of Maharashtra do it in a planned manner. The SSI of Madhya Pradesh are
subjected to focused audit by customers. The SSI follow identical manufacturing and

quality systems. SSI of Maharashtra are significant in following automated processes.

SSI in both Madhya Pradesh and Maharashtra use computers for routine office work
and for day — today reporting purposes. But SSI of Madhya Pradesh also usc
computer for inventory recording. SSI of both Madhya Pradesh and Maharashtra usc
internet for global data access and email but SSI of Maharashtra use email lor

communicating with customers and supplier. SSI of Maharashtra have website and
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update regularly. ERP or similar system is not in use in any state. It can be concluded

that the SSI of Maharashtra make better use of I'l system.

Opinion that the cost of technology transfer is high or very high is not significant for
SSI of Madhya Pradesh and Maharashtra both. Awareness about SIDBI schemes for
technology upgradation is also not significant. The preparedness to face WTO
challenges. comment on R & D effort in the light of WTO challenges and reasons for
innovations and other aspects of technology management are not significant for SSI of

Madhya Pradesh and Maharashtra, both.

On change, facilitation of change in SSI of both Madhya Pradesh and Maharashtra
was done by the respective CEOs. Although the SSI rated the reasons of change as
most or least important but there has not been any attempt to implement the change

process. The result of change is unfavourable in both the states.
6.6 LEADERSHIP STYLE

SSI in both Madhya Pradesh and Maharashtra do not have vision or corporate policy
statements, neither have they carried out long term planning. Although the word
‘foresight’ is more preferred than vision as it is based on deep insight into the trends
in technology. demographies, regulation, and life styles that can be harnessed to
rewrite industry rules and create new competitive space (Hamel and Prahalad. 1994).
Hence the vision and policy aspects are viewed with regard to methods of deployment
and actions. Is it observed that SSI of Maharashtra carry out medium term planning.
but frequency of updating is not significant. However SSI of both Madhya Pradesh
and Mabharashtra carry out tactical planning. This indicates better planning focus by
SSI of Maharashtra. But the foresight aspect is not evident as the future market and

technology projections are also not clearly defined by the leaders.

Hammel and Prahalad (1994) on customer communication expressed that customer
tastes and preferences varied significantly from market to market, as did the
competitive environment hence there is a need to continuously communicate and

monitor the customer needs. Quoting about customer communication practice of a
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small company in USA to get feedback from customers. Tom Peters (1985) mentions
that simple habits lead to enormous benefits to customer and the small company. The
SSI of Maharashtra communicate with customers every day. The significant reasons
for communication with customers is product marketing for SSI of Madhya Pradesh
and exploring new market op‘ponunities for SSI of Maharashtra. This leads to a
conclusion that the SSI of Maharashtra are proactive in communication with the
customers to explore new opportunities. This indicates better capabilities in

competing in the market.

Jack Welch (2001) was of the opinion that *quality and excellence would create an
atmosphere where all our employees would feel comfortable stretching beyond their
limits, to be better than we ever thought we could be. This “human element’ would
foster an environment where people would dare to try new things, where they would
feel assured in knowing that “only the limits of their creativity and drive would be the
ceiling on how far and how fast they would move’. These words strongly articulate
vision with action through people participation. This calls for effective
communication with the people in the organisation. Being small in size it is expected
that a direct communication with the leaders is possible with the employees. Daily
communication by CEOs with departmental heads and communication with shopfloor
employees on every visit is significant for SSI of Maharashtra. On communication
with shopfloor employees on business performance, communication about
productivity is significant in SSI of Maharashtra. This method of communication is
verbal and informal. This concludes that leaders of SSI of Maharashtra have better
communication with the managers and other employees. However, there is a scope for
improving the effectiveness of communication as the communications do not deal
with explaining vision and deployment. But, the SSI of both Madhya Pradesh and
Maharashtra both socialize with people through informal meetings, with any pre -
determined frequency. SSI of both the states also review the suggestions of quality

circle or similar suggestion forum where suggestion for improvement are given by the

people.

Covey (1999) mentions that “principle centered people are constantly educated by

their experiences. Hey read, they seek training, they take classes, they listen to others.
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they learn through both their ears and their eyes. They are curious. always asking
questions. They continually expand their competence. their ability to do things. Thev
develop new skills. new interests. They discover that the more they know. the more
they realize they do not know: that as their circle of knowledge grows. so docs its
outside edge of ignorance. Most of this learning and growth energy is self — initiated
and feeds upon itsell™. In short the personal traits of the leaders influence the people a
lot. The data on the personal traits of CEOs are significant in both the states. namely
computer literacy. setting performance targets for self. self learning planning and self’
planning; the frequency of self planning is every day. But readiness to transfer of
leadership to others in case no one within family or friend circle is found suitable is

not significant in both the cases.

Most businesses believe they exist to make money. This is the first in a series of
limitations commonly exhibited by companies and their leaders. While making money
may be a result of the business, and essential for continued functioning of the
business, it is not its purpose. An intake of oxygen, while essential for our living. is
not the purpose of our lives. The purpose is to make this environment, the people
within it, the interactions that occur, more aware of and in tune with their splendor
and to manifest progressively more of that splendor (Malik. 2000). Hence there exists
a lot of learning form the external environment in order to establish synergy between
internal and external world. Malik (2000) feels that a business that succeeds in
approaching this purpose will align itself with the implicit Law in creation, and is sure
to become an instrument by which that Law can be more intricately and completely
worked out. On perception about external environment. CEOs of SSI of both states
expects protection from the government. But the CEOs of Madhya Pradesh also
expect promotional support from the government in market expansion. In the
liberalized environment expectation of protection from the Government will become
an impediment for growth as the government protection would never assure
competitive strength. The McKinsey Global Institute in its report on India (Di
Lodovico et. al., 2001) has advocated equalizing sales tax and excise duties for all
units within a sector in order to prevent any advantage to the unproductive SMEs. The
Report also mentions that the small scale reservation policy has had a negative impact

on output and productivity: it has also prevented the Indian manufacturers from taking
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advantage of scale. Interestingly. promotional supports are not expected by the CEOs
in the areas of foreign technical collaboration. R & D. product standardization or
financial assistance. On impact of lowering of investment limit to Rs. 1 Crore, the
CEOs of SSI of both the states are of the opinion that it has adversely affected the
technological upgradation. But the R & D support and technological upgradation arce

not significant. this doest not support the rationale for increasing the investment

limits.

Competition is the gateway to new competencies. But the SSI do not subscribe to the
idea. At Level 1 competition the goal is to acquire or develop the constituent skills or
technologies that make up a particular core competence. Resource leverage at this
stage comes from the ability to access and absorb skills and technology from outside.
(Prahalad, 2002). But a formal system for resource identification is not significant for
SSI of both the states, this prevents the SSI to acquire new competences to remain
competitive. On competition, the CEOs do not feel that there is competition from
large scale industries in India or internationally. On competition, Ghoshal et.al. (2000)
quote J. C. Spender and mentions that ‘all businesses, over time, develop industry
recipe’ — take for granted ways of managing the business emerging from its history.
Strategy, by definition, requires distinctiveness. It is about being different. The real
upheavals in a business typically come when one competitor challenges the industry
recipe by creating a strategic innovation — a new way of conducting the business. with
or without any product or technological change’. But the CEOs of SSI feel that therce
are problems due to domestic competition, the CEOs of SSI of Madhya Pradesh also
feel that there are problems due to international competition. This is a major gap in

planning for excellence; also this indicates a major common gap in perceiving

competition by the leaders.

The CEOs of SSI of Madhya Pradesh feel satisfied with adequacy of excise
exemption limit and Credit Guarantee Scheme of the government, which is not the
case with the CEOs of Maharashtra. But CEOs of both the states are not satisfied with
adequacy of Composite Loan Limit. Collateral Security. Credit Linked Capital
Subsidy and Back Ended Capital Subsidy schemes. On satisfaction with

infrastructures, the CEOs of both states feel satisfied with telephone services. The
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CEOs of Mabharashtra are also satisfied power supply but this is not the case with
Madhya Pradesh. The CEOs of SSI of both states are not satisfied with main road.
roads to industrial units or link roads. water supply. effluent treatment and space
availability for expansion. In short there is general dissatisfaction on the infrastructurce

except telephone services in both the states and power supply in Maharashtra.
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CHAPTER 7

CONCLUSION - THE GENERIC BUSINESS EXCELLENCE
MODEL

7.1 BUSINESS EXCELLENCE MODEL

To conclude the research a generic business excellence model has been drawn. A
generic excellence model is developed and presented in figure 6.1. (The H. M and 1.
in the figures denote high, medium and low focus on the specific business issuc.

respectively.)

The models conclude that the SSI has low focus on strategic management n all
phases of life cycle in both the states. Change initiatives arc not reported by any SSI
resulting in lack of efforts on harnessing on core competence or on acquiring new
competence. Although the critical factors which affects the operations are identified

but these do not affect business strategies.

Long or medium term planning is not being adopted, the SSI -mostly rely on tactical
planning. Generally planning is being carried out in consultation with functional
heads. Planning is also carried out for material and operations. The SSI do not
measure the business results effectively. The financial mtioé are not calculated to
assess the financial health of the organisations; only profitability and productivity arc
being measured. Other non — financial measurements are also not measured to ensure

the overall organizational effectiveness.

Most of the elements of TQM are not implanted in the SSI with adequate focus.
Customer is the core theme of TQM. and customer relationship has been examincd
though various elements. Although the SSI are maintaining close relationship with
customers, but this is largely focused to marketing and selling of existing products or

exploring new market for new products. Sales function is generally looked after by an

independent person.
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No future market or customer demand assessment is done. Demand forecasting is
based on the targets given by the customers: however the demand assessment is not

used for resource planning.

Major focus is on financial and cost control through budgeting. product and process
costing. In maturity phase product and process costing is not evident. Banks is the
most popular source of credit and in many cases the expansions were carried out by
borrowing from banks and internal savings. But the SSI feel the need for
improvement in credit policy from the Government, they find cost of credit. delays in
sanction and disbursement of credit, interest rates, collateral and attitude of bankers
the major issues to be addressed. Bill discounting is not found to be popular among
the SSI. The delay in payment receivables from the customer substantially adds to the
problems in maintaining liquidity.and SSI and the Ancillary Undertaking Act had not

helped them in any way.

Very few SSI has received ISO 9000, QS 9000 or similar certificate. The SSI mostly
depend on incoming inspection, patrol inspection is carried out only in maturity
phase, where as vendor control is only carried out in growth phase. But they carry out

internal audit of manufacturing and quality related activities.

The SSI depend have semi — automatic processes and carry out preventive
maintenance. Computers are used for routine office work and day today reporting.
They also use internet for global data access..and for emailing to customers and
suppliers. Very few SSI of Maharashtra has 'web:::,ite but they do not update the site on

regular basis. ERP or similar system is not used.

Technology and product innovation is a major gap in all SSI. They are also not

prepared to face WTO chal}eriges

People management is not given importance. But if we compare the HRM practices in

Maharashtra and Madhya Pradesh, SSI of Maharashtra follows some better practices.
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7.2 LEADERSHIP STYLE

A generic leadership style has been developed and presented in figure 6.2.

The study of leadership styles reveals that formal vision or policy statement is not

available. This substantiates the reason for not having a long term plan.

The CEOs communicate regularly with customers, which is obvious in a small
organisation. The focus of communication is selling of existing product and on new
product application. Generally the CEOs communicate with heads of functional heads
and people regularly on productivity. The method of communication is informal. This

is also accepted as a method of socialization.

Resource identification has not been considered to be a part of strategy planning
except in growth phase, however the CEOs review quality circle activities on regular

basis.

CEOs are computer literate. They set target for self performance and practice self

planning. Planning for self learning is carried out only by the CEOs in growth and

decline phases.

On role of government the CEOs expect protection and support in marketing. They
also expect better infrastructure from the government. Domestic and international

competitions are perceived as problems and the CEOs have no plans to meet WTO

challenges.

To conclude. the CEOs of SSI have adopted ‘Entrepreneurial Individualistic™ type
leadership. The style is Middle Path Type of Blake Mouton's Leadership Model with
moderate task focus and low people focus. Since there are many elements of people

focus not found significant, hence the leadership can be scaled to 5.1.
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CHAPTER 8

SUGGESTIONS

In the light of global business environment the SSI should also align with the value
chain of the large scale industries they generally serve. The success of SSI can no
longer be seen in isolation, rather the SSI are to redesign their business processes to
create better values. The real challenge is to overcome from the protection oriented
SSI business framework to an entrepreneurial business model. Also the
entrepreneurship should not be seen merely as an alternate to self employment for the
entrepreneur, the large purpose of serving the society and supporting the economic

well being of the country must remain as one of the important focus.

Andy Grove (1997) said that all industries. wil‘I eventually face significant change in
their competitive environments that result from dramatic breakthroughs in new
technologies, changes in customer demand, or rise of new competitors. Grove used
the term ‘inflection point’ to characterize the nature of these profound. sudden
changes in the environment that often spells a major crisis for firms. Inflection points
are important because they signify the potential for a radical transformation of an
industry’s structure. The nature of these changes share several common trends. which
include the rising importance of knowledge work. the growth of substitute products
and services, and the growing information - intensive nature of many industries’
value — adding activities (Lei & Slocum, 2002). The SSI in India are also in the

competitive environment where change is inevitable (Chauhan, 1999).

The SSI which are in maturity or decline phases need to design innovative strategics.
Making the change initiatives at right time is important. But the change must align
with the core competence and core business. It is also important to realize that small

and incremental improvements should not be mistaken by a strategic change initiative

(Reisner, 2002).
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SSI by virtue of size and ownership inherently possess the agility to adopt change
easily. Considering the salient features of the business environment. the following

focus of business excellence model emerges —

Traditional Model Emerging Model
Built around assets Built around capabilities
Focus on managing numbers Focus on creating value
Hierarchical Networked
Independent parts Interdependent
Reactive ‘ Responsive
Command and control Empowered

Table 8.1 — Focus of the Emerging Excellence Model
(Adopted from Pasternack and Viscio. 1998)

The experts are of the opinion that core to corporate survival is to innovate as quickly
as the new entrant, while assimilating new technologies within the established form’s
infrastructure, brand(s) or existing economies of scale. As the confluence of
knowlédge workers, substitute offerings and information intensity become present in

a growing number of industries, the pace of change will accelerate.
8.1 THE ROLE OF LEADERS IN FRAMING STRATEGIES

Greatest opportunity for competitive advantage lie in uncertainties in market
conditions, the successful companies jump into the chaotic market, probe for
opportunities as circumstances dictate. In traditional strategy, advantage comes from
exploiting resources or stable market positions. While framing strategy as a simplc
rule, the advantage comes from successfully seizing fleeting opportunities (Eisenhardt
& Sull, 2001). Entrepreneurs of SSI should use those opportunities because it can help
them win against established competitors. This is important because the new
economy’s most profound strategic implication is that companies must capture
unanticipated, fleeting opportunities in order to succeed. The strategic processes

might include product innovation, partnering, spinout creation or new market entry.

The entrepreneur should focus on framing strategies to.make the organisational
processes to be different. But that difference should not arise from tightly linked

activity system or leveraged core competencies, as in traditional strategies. It should
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arise from focusing on key strategic processes and developing simple rules that shapc
those processes. The more important point is that no onc can predict how long an
advantage will last. As Michael Dell said. “the oniy constant is change’. there is
almost universal recognition that the most salient feature of competitive advantage

the present market is not sustainability but unpredictability.

The role of the leaders of SSI is to orchestrate the strategic vision, develop the shared
organisational and administrative infrastructure, and create the cultural glue which

can create synergies and ensure a unity of mission and purpose among the people.
8.2 FOCUS ON CUSTOMER NEED SATISFACTION

Strategically the business will not be limited to manufacturing of products in the
emerging business environment. It should provide service to the customers. Quoting
multiplicity of options available to a customer today. Drucker (1997) is of the opinion
that the only profit center is the customer. Hence satisfactory solution to their
problems and not only the products is the key value driver. The future SSI leadership
will be to develop capabilities for identifying customers’ unarticulated needs and
design products which customers do not know they want. Akio Morita emphasized
that creativity requires more than the conventional marketing research and analysis of
existing information. It requires human thought, spontaneous intuition, and a lot of

courage (Chopra, 1999). SSI need total new approach defined to work in this

direction.

8.3 NETWORKING & CLUSTERS

Clusters or network of enterprises has inherent advantéges of both the large and small
companies. But this approach has a specific advantage in SSI as the SSI always face
constrained by resources. Shared network brings together not only different parts of
the firm, but also different firms that may be from different industries as well. While
redefining the business model for SSI, we should see ‘a company’ is nothing but a
network. Such network will have no centralized control but agility and informality

which is inherent in a small company yet competitiveness, as well as financial and
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infrastructural depth of a company (Cross & Prusak. 2002). Network style of
functioning automatically forces a nice interlocking and fit between the mesh and web

of SSI in the cluster.

According to Esther Dyson, in a company’s relations with customers and employees
are changing, the boundaries are getting narrowed. Those companies and business
leaders who will succeed in the years ahead will learn to respond to feedback rather

than crush it, and they will become adept at influencing what they can no longer

control.

What should not be missed in cluster concept is the vital fact of knowledge sharing
between elements of cluster. This sharing comes naturally because there is concrete
realization of sink or swim together feeling. So learning is shared. exchanged. copied.
improved upon, implemented and one big chain of innovation supported and nurtured

by the networks (Mukherjee, 2000).

Japan’s inter — firm business organisation known as ‘keiretsu’ has become a
contentious policy and academic issue in past few year. Although there are two
contrasting views on the keiretsu, but the success of this model has drawn attention
world — wide (Sheard, 1997). Keiretsu acts like a cartel and are exclusionary. Similar
concept may be adopted in India. But in the light of scrapping of MRTP Act due to
liberalized business environment and the propoéed Competition Bill under enactment.
one need to ensure that such cartelization should not become unlawful. A business
model which should largely be based on harnessing the competitive strengths of
individual SSI units and support in establishing an efficient value chain is desirable.

The banks and the Fls should also support such networks.
84 USAGE OF IT FOR COMPETITIVE ADVANTAGE
In order to remain flexible in changing the batch quantity, sequence of products. etc.

which are normally affected due to wvariation in customers’™ requircments.

improvement in capability to manage such complexities is necessitated. With support
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from information technology (IT) synchronization of activities can be achieved by the

SSI with optimality.

The proliferation of new ideas. insights. and product standards from anywhere around
the world means that the SSI must also be able to network globally and learn from
different suppliers. customers, and competitors — all on a real time basis. Investment
in supply chain management. enterprise resource planning (ERP) software.
knowledge management, internet - based ordering system. and virtual corporations
across the globe point to the growing realiza_fion that the value creation process is now
becoming knowledge — based. Development of new technologies and the rise of the
new entrants mean that SSI must be able to engage in all the above strategic initiatives
simultaneously in order to create new sources of competitive advantage. SIDBI

support all these initiatives through soft loans.

The emergence of electronic commerce as an important force in international
transactions is a pointer to the urgency of adapting new technologies in cxport

oriented SSI. As discussed later under the ‘cluster approach’™ the SSI should also
develop and support a collaborative commerce system for the manufacturing sector.
Services provided are Product Data Management (PDM). Computer Aided Design

(CAD), Manufacturing Information Database (MID) and Business to Business (B2B)

commerce.
8.5 LEVERAGING KNOWLEDGE FOR COMPETITIVE ADVANTAGE

From mass production and mass consumption, the companies now have to shift to
knowledge base. Knowledge management, learning organisation and higher
adaptability are the key strategic issues. The emphasis should be on knowledge
creation by research & development, market research, environmental scanning etc.
Necessary infrastructure and culture for knowledge management should be developed.
Faster product development cycle, improving quality of service and developing
product attributes for individual customer would be the key strategic issues.

According to Drucker (2002) productivity of knowledge and workers will not only be



the only competitive factors in world economy. they are however. likely to become

the decisive factors. at least for most industries in the developed countries.
8.6 FOCUS ON VALUE CHAIN

There will be a “vertical integration’ of domestic and foreign markets to link the value
chains, and the entrepreneurs of SSI now will have to pay greater attention to matters
such as customer’s preferences, product standardization. packaging. and marketing

alongwith information for customers embedded on the products meant for sale.

The vertical integration process will also influence the nature of relationships among
different scales of operations within each industry and within each firm. SSI can not
remain outside this process. Their role in fact becomes critical in areas where they
provide inputs to larger units. In such cases. they have to attain technological
standards that allow larger units to switch over to higher and more sophisticated
technologies. In other words this also leads to focusing on core competence and also

at developing new competencies.

One would also expect sub — contracting agreements or BPO (Business Process

Outsourcing) to include exchange of information on technology needs between the

contracting parties.
8.7 INNOVATION AND TECHNOLOGY

Small scale industry associations and ancillarization arrangements should help to
gather technology and information, and provide common facilities such as tool rooms
and quality testing station. While this could serve the SSI well, growth of SSI as a
group or cluster may not be realized by exogenous inputing of what economists call
‘technical progress’ simply because of the large variable and some associated fixed
costs that are involved in such adaptations in the context of uncertainties in demand.
One needs to, therefore, work out a well defined technology policy wherein there is a
pass — through endogenous efforts on the part of industries. SSI and larger units

should put in place institutional mechanisms for vertically supportive technologies.
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8.8 REDUCTION IN RESPONSE TIME

The organisational processes should be made agile and should concentrate on
reduction of response time. Accordingly, the fund management system should also
change. The decision making need to be instantaneous and in most of the cases should
be programmed. The automation in respect of order fulfilling would increase in futurc
and requirement of operating manpower would go down and morc manpower would

be needed for product and process design.

8.9 CONCENTRATION ON CORE COMPETENCE
“’l'-

Since the business is going to be knowledge based, the SSI should concentrate only in
few businesses activities and get into depth, so that their understandings about the
business dynamics improve. They must spread in the global market and get volumes
rather than more products in the small market. In the global economy, the competitive
advantage would play important role. Core competence does not restrict
diversification, it is important to consider the common skill base for diversification

(Prahlad, 1998).
8.10 PEOPLE MANAGEMENT

According to Drucker (2002), a staggering number of people who work for
organisations are no longer traditional employees of those organisations. Also a
growing number of businesses have outsourced employees’ relations; they no longer
manage major aspects of their relationships with the people who are formal
employees. The reasons usually offered for the popularity of temporary workers is
that they give employer flexibility, this aspect 1s significant in SSI. A plausible
explanation for popularity of employing temporary workers is growing burden ol

rules and regulations. This needs to be managed well in SSI.



8.11 MANAGING CHANGE

For organisational change and learning to occur. it may be inappropriate to tighten
control over change. quite logical in a mechanistic structure. but unnatural to the
learning structure. As the business reaches maturity through growth the SSI must
expect decline. Hence change is a continuous process. As such. a freeing of the
individual in organisation is necessary to foster coping with uncertainty in
organisational change processes. In organisations that have a large representation ol
conceptual learners, who rely heavily on thinking as opposed to feelings, it would

seem an insurmountable task.

For effective organisational design an appreciation of the strategy — structure and the
learning structure ‘fit” would be imperative, considering the nature of the learning
processes examined in this study. Learning as a resource and process designed into
organisational functioning is likely to emerge as a concern area for strategy

implementation.

The continuity of individual consciousness and its dependence on organisational
situation for knowledge creation or the learning process implies a closer
understanding of competencies as defined by the competency approach to HRM
(Lado & Wilson, 1996; Sparrow & Bognanno, 1994). Competency definition may
need to comprehensively address ‘development’ from the experimental perspective as

opposed to the cognitive perspective, especially for Development Centers.

The leaders of SSI should apprecidte that autonomy is not merely an kU
(Entrepreneurial Organisation) dimension. It is an enabling condition lor
organisational knowledge creation (Nonaka & Takeuchi, 1994, Baltlett & Ghoshal.
1998). EO is not merely a macro — economic premise. EO needs attention from

behavioral science as well, to effectively institutionalize the entrepreneurial culture in

organisations.
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8.11 GOVERNMENT POLICY ON SSI

Many SSI in the study continues to expect protection from the government; this can
never be a viable alternative to competitive strength of any economic organisation as
it is neither possible nor feasible in the long run. The SSI will have to appreciate that
protection was a transitory measure and can be used only to give time to improve their
competitive strength. (Juneja, 1998) All industrial units, small or large, have to sustain
themselves on their own competitive strength by successtully facing competition in
market economies. Even to provide employment (an argument that has been widelv
articulated in favour of protection to the SSI) in a sustainable way and at higher

wages, business organisations will have to be competitive and commercially viable.

The McKinsey Global Institute (2001) in its report on India has advocated equalizing
sales tax and excise duties for all units within a sector in order to prevent any
advantage to the unproductive SMEs. The report also mentions that the small scale
reservation policy has had a negative impact on output and productivity; it has also
prevented the Indian manufacturers from taking advantage of scale. The report
suggested reducing the duties on imported goods to 10 % - the Asean level by 2006
with a duty reduction on capital goods and inputs preceding that value added
products. A bill on comprehensive labour laws for SSI sector has been drafted and is

in the Parliament for enactment.
8.12 NEED FOR POLICY REFORMS

At present no exist policy exists for SSI, which unnecessarily force the unviable SSI
units to operate under loss. The government should make a policy to make closure of

unviable SSI possible, this would also help the banks to manage their NPAs.

In an economy that is moving away from Nehruvian socialism towards individualism
and free markets, it is not feasible to initiate collective ownerships in SSI. In India it 1s
also not clear if SSI are purely a rural phenomenon. For the SSI which are fand
intensive, land is a major cost given ;he draconian urban laws which effectively

restrict the supply of land. So we need to abolish rent control and modify the urban
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land ceiling laws so that the supply of land in urban areas is released and land prices

become cheaper for these SSI.

Now the government should also consider the limited partnership act in order to

increase investment in the SSI.
8.13 NEED FOR A MODEL FOR MICRO FINANCE

Micro finance is in its young age in India. Emergence' and growth of this sector has
proved very useful for the women who came forward to mobilize their own savings.
ultimately leading a path of equality and equity. Micro Finance Institutions (MFI) of
different nature like NGOs, registered under Societies Registration Act, Trusts under
Public Trust Act, Co — operative Act, Non — Banking Finance Companies (NBFC)
under Company Act, local area banks (LAB) under Banking Act etc. have also come
up with different type of loan products and lending activities. The Government ol
India and the industries associations should explore the aspect of micro ~ finance for
SSI and should formulate some policy guideline. We have already seen the success ol

Chinese model of TVE which is similar to this concept.
8.14 CAPITAL INCENTIVES

SSI should be given incentives to become efficient with the use of capital and new
technology. A trade - off exists between efficiency and employment in SSI in India.
Till now, SSI are considered the biggest source of employment generation in India.
However, it has been shown that if the SSI are employment - generating, they are not
efficient, i.e. they produce less with great inputs. If capital incentives are provided to

increase efficiency in SSI, this will increase productivity and hence will automatically

increase employment.
8.15 FUTURE LEADERSHIP

Visionary companies are led by visionary leaders. (Haldipur, 1998) But, according to

Senge, in knowledge era we will finally have to surrender the myth of leaders as
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isolated heroes commanding their organisations from on high. Only genuinc
commitment can bring about the courage. imagination. patiénce. and perseverance
necessary in a knowledge creating organisation. For these reasons. leadership in the
future will be distributed among diverse individuals and teams who share

responsibility for creating the organisation’s future (Senge. 1996).

Delayering the organisation of knowledge workers and the abandonment of
yesterday's businesses were anticipated in Drucker's writings. Defining the business in
generic terms was an idea that had taken the management world by storm following
Theodore Lewitt's famous expositions. And training and benchmarking are
commonplace in management literature. The trick is to make these things happen. to
institutionalise practices in wavs that produce tangible additions to sharcholder
wealth. GE under Jack Welch showed that it could actually be done (Collingwood and

Coutu, 2002).

According to Narayana Murthy (1999), the criterion for measuring success of an
entrepreneurship is whether he has been able to make an impact on society. There are
three necessary attitudes required for becoming successful entrepreneur. First 1s a
propensity obviously for risk — taking. Then second, an ability to produce a good
business plan. The business plan obviously recognise a correct market place. an idea.
recognise its uniqueness, and it will foresee the possible problems and proposc
solutions to mitigate them. An entrepreneur should look the matters holistically. An
entrepreneur also requires considerable energy. enthusiasm and excellence in

entrepreneurship. Entrepreneurship calls for tremendous sacrifice.

Leadership is a complex, multifaceted capability, with myriad nuances and subtleties
and that the characteristics that can help in a person succeed in one environment
(turning around a losing organisation, for instance) may lead to failure in another
situation (such as starting up a new business). One of the most important jobs of the
CEOs or top management is succession management. The best way to evaluate a
person for this purpose is to probe through a group of people who have worked with

him. The attributes to be probed are - integrity, capability to communicate



information and expectations. reasoning and analysis and capacity to run the

immediate work team (Sorcher & Brant, 2002).

A study shows that the financial performance of the owner led and professionally led
companies are different. The professionally led companies create more shareholders
wealth and enjoy better support from them. although owner led companies show
better growth rates in accounting performance. but do not attract shareholders support.
They remain small in operation and do not enjoy better production efficiencies. They
follow more focused strategies. whereas the other group follows more diversified
strategy as corporate level, and the later create better customer value by emphasizing
on lower production costs, allocate more resources to create brands and by owning

large distribution networks.

If the entrepreneur of a SSI is not the functional specialist, entrepreneur should
relinquish control to professional / specialists, rather managing firms with the help of
family members. This way they will attract outside talents. Also investors i.e. banks
and FI will show better response to expansion and growth strategies. This will help in
reducing capital cost for these companies. Also they can take up more ambitious
projects, which will help in exploiting economies of scale and scope and deliver better

shareholders wealth.
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CHAPTER 9

LIMITATIONS & FURTHER STUDIES SUGGESTED

9.1 LIMITATIONS
9.1.1 Measurement of growth

During the Pilot Study it was noticed that the SSI were not in a position to indicate the
market size and growth rate. In absence ol this, the relative growth of the SSI
companies could not be compared with that of the growth in the market. In order 1o
overcome this growth in sales turnover and assets were accepted as the indicators of

growth.

We know that Sales Turnover = Activity + Profit. Activity includes the part of the
resource used in the process of conversion of input into output; this includes that part
of the asset which has been the part of the sales. In case the surplus generated as profit
.is ploughed back into the business then it would be reflected as increase in asset.
Hence growth in sales turnover and growth in assets is considered to be the growth

indicators of the business.
9.1.2 Availability of Financial Data

During the Pilot Study it was found that the most of the SSI have reservation in
revealing financial and labor related data. Also in absence of a clear approach to

calculate the growth criteria, the growth criteria has been formulated based on data of

last 3 years performance.

9.1.3 Sampling

Madhya Pradesh and Maharashtra have been selected as representing industrially and
economically under - developed and developed states, respectively. There may be a

limitation due to sole dependence on these states for drawing conclusions for business

excellence practices.
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Also only one SSI was found in Introduction phase, the limitation on account of the

sample size may not lead to precise conclusions on the performance of SSI at this

stage.

As described in Chapter 2. Gujrat and Karnataka also represent industrially advanced
states along with Maharashtra. Also. Rajasthan. Bihar. too represent industrially
backward states along with Madhya Pradesh. Hence a comparative study on the
industrially advanced and backward states should include other states, too in order to

get a comprehensive view.

The performance of only 2000 ~ Ol w