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CHAPTER VII

SUMMARY AND CONCLUSIONS

N L W

The small igduézry is a universal phenomenon and 1s found

to survive even in develdped countries where large rndustry ;s
trium?ﬁant. 'R number of economic, political and psychological
-factors are attributed to their success. Varioﬁs dynamic
arguments such as that small firms are more innovative and that
they .éonstitute seedbed or nufsery for entrepreneurs are put
forward. In India too, small industry occupilies a significaont .
place as in developed countries of the world. Despile vatious
incenfives and the)government‘support system small  enterprises
reporﬁ problems on various counts. The céntribution of small firm
sector to the long run health of the economy 1s vital. The heaith
of an economy requires the birth ot new enterprises iﬁ
substantial numbéfa and the growth of some‘to' a posftldn from
which they are able to chgllengé and support the existing leaders

of the industry.

In. the real world situation, small firms face competition
ﬁot only from within the same. sector, but also from large scaleunitse
'Lf units have to survive in the market, they have to be cost
conscious. A‘firm at a point of time has certain”objectives so as
to enable it to survive and attain growth in the market. In
actual practice a firm is constantly adapting it self to rapidly
changing world. Hence its objectiveé tzﬁ'change depending uﬁon

the situations‘it face.
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‘There exists technological interdependence among firms. This

 interdependence oﬁ'activities is found to lead to clustering of

‘industries in certain regions. These enterprises possess enough

ﬂfieﬁibility Use as te serve the objective of regional .dispersal

,and at the same tzme, are bound by technblogical interdependence.

The locatlonal requlrements of these firms are found to vary w1th

$P§CJfIC products.

Any firm in a position to reap further economies of scale

will find it prbfitable to grow in size. However, the growth in
.o A .
case of a firm is an, organic rather than mechanlcal phenomenon.

t N
The growth of a flrm depends not only on its rate of investment
but also-on the capa01ty of human and organlzatlonal resources of

the flrm, 1ts adoptlon and adjustment to changes in scale of

operatlon and to new env1ronment The managerial constraints in

. expan51on of a f1rm are 1mp11c:t in Marshall’ s analysis. Even in

the case of increasing returns to scale, the firm cannot expand
very rapldly because entrepreneur cannot go in for too rapld an
expansion of his firm because, his enterprlse ‘is a delicate

’ !

organiém "with complicated labour and managerial vrelations.

- Burvival and growth of firms in cempetitive market speak of their

over all performance.

The present study is based largely on the primary data

‘ collected from small and medium scale chemical enterprises in

-

Baroda regaon The sample consists of flrms u51ng electrxrtty, of

; 'whrch 95 un1ts are below 100 Horse,Power and 10 units are above

1dO‘xHorse Power connected. Secondary data also has been used

t
!
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. ﬁheréver 'nécesséry. For estimating the mortality and survival
rafes of firms the data from electricity d1visioﬁs of Baroda
Municipal/ Corporation and Gujarat Electricity Board have been

made use of. For analysing the industrial structure of Gujarat,
various secondary ‘daté"sources such asiﬁjﬁhnnual Survey of
-Industries, varipus ’puincations of C.5.0. were used. Various

government publications of Gujarat state have also been used.

3y

While examining thé various hypotheses given in chapter one..
?differeht statistical methods and econometric methods like
correlation analysis, coefficiént ~of variation technique and
mu}tiéle regression . analysis have ‘been_ used. The detailed

e 50

of the empirical findings of the present work are

given in summary form in the succeeding paragraphs. /

. Gujarét state is one of the prdspe?ous states in India and
is classified. as an industrially developed state. The industrial
»base of Gu:arat is observed to be domlnated by few induétrial
catégorles such as textlle,_wool and silk, chemical and products.
Hoﬁevér‘ the ‘industrial base of the state has under §oné
:cansiderable changes, . as’indicéted by the rgduded impbrtance “of

L trgdiﬁional‘industriés over time; The main points tﬁat emerge out -
. gfz/qné}ysis‘ of Gujarat economy are firstly, the large scale
'depeﬁdance oq agricultu;e sécﬁor and fluctuations in this sectog

'

‘ ? i inf luence on the performance of the state economzs secondly,

the 1nter—dlstr1ct and 1ntra~d&str1ct imbalances in vrespect of
1ndustr1a1 . development. Even in developed d15tr1cts, there are

‘ many backward pockets. The recent industrial_development is alsc

-



found té be cantréd around 'relatively developed towns and

centres.

—/Q»Q/ajorlty of the firms surveyed have been established in late
- seren.1es and 1in the elghtleb. 77 percent of the enterprlses
rsurQeyed " are bartheréﬁip _conéerns and 20 . percené aré of.
-proprietorship . concern. Analysis of lthe size .and o&nerghip
pattern in enﬁerprises reveal that'the partnérship‘c?ncerns are
on an average'are larger in size when compared to proprietbrship
'concerns. The heriditary firms are found to be operatlng on

larger scale 1n comparison w1th firms manaded by’ flr»t generat1on.

entrepreneurs.

Fémily\backgroundvis expected to play a Qrucial role in the

establishment‘ and progress of an enterprise. Anlexamination of
famlly contribufion té initial funding reveal that fﬁ;fggém
'éﬁf§E§¥§§§9 considerable amount was\fro&'family sources (i.e.
41.7 percent). If is observed that entérprises beirig managed by
families_‘(fgmily Eoncerns) are on'smaiier scale but performing

. . - \ .
better, when profit rate is taken:as criteria of performance.

The business background éf the en£repreneurs play a crucial ’
role in the performance of the enterprise F;Z:tthe—stﬁdytxt—4s\‘
'ndeaTe& that” enterpr:ses managed by entrepreneurs with business
backgropnd- are operating on small scale with lower amount  of
capitaltyemployed per firm, but Show‘better performance with
greater average profit- rate and value ‘added per flrm This leads

us to the conclusion that firms managed by entrepreneurs with
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business Dbackground perform better than enterprises managed by

entrepreneurs without business background.

Ao

Education andtfééhnical background of the‘entrepreneurs play
an important role in day to day activity of the entrepreneurs. An
examination of the performance of these enterprises managed by
the entrepreneurs with educational levels, graduation and above,
and %ith technical péckground sepérately give the following
results. The firms managed by graduates indigcate on an average
lower profit rate, but a higher value added per firm. Therefore
no definite conclusion can Dbe  drawn pertainingh to their
performance. The firms managed by entrepreneurs with technical

background are found to clearly exhibit better performance taking

value added or profit rate as criteria. :
- Cane

Migrants forﬁ 2/3 of tﬁe sample and they gEe—feemb—to—
roriginate from different states of India. The general belief is
| that the natives have an advantage over the migrants and their
performance 1is expected to be Dbetter. The results obtained
indicate that Fhe performance of the migrants when measured by
average profit rate and value added per firm is much higher than

the natives.

The performance of an enterprise is influenced by a number
of factors which are boﬁh internal and external éo the firm. An
attempt was made to examine the performance of enterprises taking(’
characteristics of entrepreneurs and tﬁat of firm. We have
examined the performance of enterprises, using, multiple

S
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regression analysis with cross section data. Profit rate, value

added per man day of labour and value added are taken as-

indictors of performance. The vresults idindicate that the
enterprises managed by entreprenéurs with technical background
are performing better than those managed by entrepreneurs without
technical background. Capital ihtensity {capital employed per man
day of labour) 1is another explanatory variable, | which
significantly explain variations in the performanée of

-enterprises.

The mortality rates of the small scale enterprises in Baroda
region were examined using ?he secondary data. The findings
-indicate that the smallest and the youngest of enterprises have
greater mortality rates in comparison with large and older firms.
18.54 percent of the electrified industrial units have been
permanently disconnected. The morﬁality rates are found to differ

across industries. The coefficient of correlation between age of

the firm and mortality rates 1is found to be -—-0.4721 and

significant’ at 1% level, for all industries in BRaroda region,
indicating an inverse relation between age and mortality rate. On
an avegage 75 percent of the deaths occur before firms attain 10

vyears of age.

it is Aound
gP? -~ UA
that majority of the firms attained growth over time. _54 percent

From the growth experience of firms surveved,

of the firms are observed to have attained growth by all the
three indicators of size used {(employment, sales and capital

invested). Firms show higher growth rates by sales criteria than

1
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by other two criteria. However, it is not necessary that a {irm
showing good performance -by one-criteria idindicate a similar

performance by other criteria too.

When growth rates are analysed by firm's age, the result
lead us to the conclusion that the age is strongly related to
growth rates. (As reported earlier the mortality rates of the
younger‘firms are found to' be higher) . The growth rates estimated
by all the three criteria indicate that in general firms
established in the latter vyears have grown. faster. The
correlation coefficient between age of firms and growth réte (by
all three criteria) was negative and significant at 1% level.
The growth of firms established before 1975 (old firms) show

substantially lower growth rates than firms establisbéd after

1975 (new firms).

The analysis of growth of firms by theif size do not vyield’

concrete results. Over all the firms above 100 H.P. exhibit
higher growth than firms below 100H.P. size and growth are not
found to exhibit significant correlation. The coefficient of

variations are relatively lower for large sized firms.

‘In general the chemiqal industry exhibits high capital
intensity. Even the tiny firms use large amounts of capital per
ﬁnit éf laboér or output. The capital‘employed per man day of
labour is found to vary from Rs. 324 in other chemicals to Rs.
650 1in Fertilizers and .pesticides. The capital intensity and

productivity of enterprises is found to vary across industries.,

88
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Further examination of capital intensity by size of firms
revealg“some interesting results. Except for organic chemicals,
fertilizer and pesticides the capital coefficients are lowest for
middle size groups. In generél the largest of the firms are found
to reveal highest capital coefficient. The capital value added
ratio is generally found to be lowest in middle size groups 'and

are highest for the largest size groups.

Labour productivity 1is found to increase with size. The
smallest of firms (defined by amount of capital invesied) .are
least productive and ﬁhe productivity is found to increase wath
size in generali Inorganic chemical industry exhibit almost an
opposite phenomenon with large sized firms be;ng low productive.
The firms in this industry are found to be less capital

intensive. For all other industrial categories, smaller the size,

lower is the productivity.

To find out relative importance and production elasticities
of input factoré in small scale chemical enterprises, the.Cobb -
Douglas type production functions are fitted with cross section
data. Two sets of production funct50ns are fitted with wvalue

y

added and Gross output as dependent variables.

When value added is dependent variable, capital invested and
man days of labour employed are taken as independent wvariables.
These variables explain variations in production to the extent df
98.9 percent to 99.8 percent. The results further indicate that

capital invested explain variations in production significantly



in all industriaf categories and fbr chemical industfy (poolfd).
Man days of labour explain variations in production significantly
in Qrganic chemiqals, and fertilizers and pesticides. In other
categbries énd in chemiéal industry (pooled), it does not explain

variations significantly.

Another set of equations are fitted with Gross output as

dependent variable; taking man days of labour emploved, capital

invested and raw material as independent variables. These ‘inputs

\ A

explain variations in-Gross output to the tune of B3.5 percant to
95.7 percént;‘ The results further indicate that, raw material
éxplain variations in Gross outpdt significantly in all
industrial categories and ‘in chemiéal' industry Epooled). ﬂThe
capital invested is found to explain variktion in Ir.organic
'chemicaIS{ soap  and cosmefics; and other chemicals. The
variations in Gross outpu£ for tﬁe chemical industry (pooled) are

. significantly explained by capital invested. Man days of labour

) C N
employed 1is. not found to explain variations in Gross output

~ " o

significantly.' except for ugoap and cosmetiqs industry. This"™

production function is tested for returns to scale. The results

indicate that in case qf “Organic chemicals' and “Fertilizer and
Pesticiﬂes“ consfant returns to‘scéle are -in ope;ation. The
chemical industryﬂ (pooled) and_qther categories ~of chemical
industry are not facing qoﬁstant feturns>to scale.’Therefpre they

are'eitger facing decreasing or increasing returns to scale.

Further, aﬁ) analysis of linkage pattern of chemical

- enterprises reveal the existence of greater forward links tLo

39
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‘ other iﬁdustries, fhe chemical\indus£ry is found to; exhibit
greater input purchase linkages 'to Baéié chemical industry
‘(organic and inorganic) . In .6 out of 7 industrial categories

’ moreli than 33 percent of its inputs are basic chemicals,
indicating that chemical industry is highly raw—matériﬁl based.
The - disposal linkages of chemical enterprises is much more wide
spread, exhibiting links to a numbér of industries both chemical
and nonchemical in nature. However the chemical enterprises are

I3

found to sell nearly 25 percent of their ocutput to Drugs and -

pharmaceutical industry located at various points in'Indla.

An ‘examination of the linkages of chemical industry to the
local ’region reveal that the chemical industry exhibit greater
input purchase linkages to the local region (Baroda District) and
lower -dispersal linkages in the local region., 46 percent of the
inﬁut requirements are purchased locally and only 18 percent of

the output is sold in‘the district. In value terms, purchases.

from local region is greater ‘than sales in local region.

Small firms are generally found to exhibit greater links to
the local region both in terms of input purchase linkages and
output disposal linkages. 'Firmsfin 0-~10 H.R. range puréhase 67

percent of input requirements from Baroda district and sell 31

,pexrcent of the output locally. These proportions,are found to

4

generally decrease with increase in size.

‘ An analysis of linkages of chemical enterprises with urban

centres reveal that, the small. scale chemical enterprises in

\
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general exhibit greater backward linkages than forward liﬁkages,

to the urban centres. 56 per cent of the purchases are done in

~ -

»

urban centres and 38 percent of sales are to the urban centres. A
similar conclusion is arrived at wﬁén linkagés with larue scale
~enterprises are - analysed. Approximately 35 percent.  of the
purchases are frém‘large scale enterp?ises and around 3.1 per cent

of sales are to the large firms. N

Thus, on- the whole, it may be concluded that the modern

small scale chemical industry has a significant role to play in

development. The small scale industry sector does encourage first
generatiqm entrepreneurs, particularly those who have technicai
background of special traininé. The chemical industfy sector is
more formally organized and’mostly depends oﬁ workers employed

from outside the fanily. These énterprii% have access to wider

markets, use the we!l {}established market channels. They exhibit-

linkages to. various industrial sectors’ and regions, thus

. exhibiting its potential of involving in the development process.
; ‘



