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™\ he share of the manu
facturing sector in the
gross value added in
the Indian economy
has hovere,d at 1718 per cent for
the decade 2011 to 2021 In com-
parison, China had z7 per cent,
South Korea 25 per cent and
Bangladesh1g.5percentfor2020.

Higher growth of manufactur
ing activities in the economy as-
sumes importance for two reas-
ons. First, the sector provides
employment and can absorb
workers of varying skillsets.
Second, the ability to export man-
ufactured products plays a cno-
cial role in maintaining the ex-
ternal balance of an economy
and influences global trading
Prowess.

A vibrant and growing manu-
facturing sector is crucial for the
Indian economy on both these
counts. However, the emergence
of the manufacturing sector as
the engine of growth, with
higher share in the gross value
added or national income, is
hampered by a structural feature
of the sector, that is, the prepon-
derance of a large number of
small firms, enterprises and
factories.

While these firms are contrib-
utors in providing employment,
their growth and transition to
big firms is hampered by a vari-
ety of factors. Addressing these
factors needs a comprehensive
policy approachwhich alsotakes
into account the links between
the small and large firms.

Composition of manufacturing
Data published by the Central
Statistical Office in the Annual
Survey of Industries for 201718,
the most recent year for which
the final results are available, re-
veal some important features on
the manufacturing sector — 55.3
per cent of the total factories in
operation produce output less
than %5 crore annually and 312
per cent of the factories produce
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Need to link small and large businesses

By supplying large firms with ‘Intermediate products’, small units play a key role In manufacturing sector's growth
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Share of factories in the broad
industrial group (%) 2 v 5 !
Size (Capital per factory, ¥ lakh) 515 3.473 1,543 43,230
Size (Employment per factory) 75 m 142 487
Output per factory (F fakh) 1,526 41,889 5,281 1,50,514

sauree: computed from the Annual Sueeey of Industeles (2017/18)

output in the range of T550
crore annually.

This classification, based on
output, corresponds to the re-
cent definition of micro and
small enterprises based on an-
nual turnover. Thus, 86.5 per cent
of factories correspond to the
definition of micro and small en-
terprises. However, in terms of
share in employment and out-
put, this group accounts for 40
and 14.4 per cent, respectively.
The big factories, having cutput
of more than ¥500 crore annu-
ally, account for just L89 per cent
of the total factories, but have 22
per cent share in employment
and generate 54 per cent of the
total output.

In terms of capital invested, we
find that 66 percent of the factor-
ies have a capital investment of
less than %0.25 crore and they
contribute to 13.5 per cent of the
total output. Only 1 per cent of
factories have a capital of more
than 10 crore and their share in
outputis73.5percent. Thisimbal
ance is what we alludetoearlier

That is, within the manufaciur-
ing sector we find that a large
number of small factories con-
tribute only a small share to the
rotal cutput of the sector and less
than 2 per cent of big factories ac-
count for more than 50 per cent
of the output of the sector. This
skewed structure, in our view,
needs to be addressed forthe sec-
tor to grow ata faster pace.

Data on MSMEs
Given the unique position that
micro, small and medium enter-
prises (MSMEs) occupy, as an im-
portant segment in terms of ab-
sorbing workers, their share in
the overall value added is often
stated as one-third. This at bestis
an approximation given the
range of activities undertaken by
MSMEs and the extent of inform-
ality present in the sector. Fur-
ther, non-availability of data also
hampers realistic assessment of
the extent of linkages that
MSM Es have within the economy.
In a manufacturing ecosys-
tem, MSMEs have crucial linkages
with large firms through subcon-
tracting arrangements and pro-
vision of inputs. Encouraging
and supporting such linkages is
asanimportantingredientinthe
madelsof business development
thatcan change the landscape of
the manufacturing sector.

Integrating MSMES

Attempts to integrate MSMEs
with the larger firms have been
the focus industrial policy re-
forms in many industrialising
economies for someyears. For ex-
ample, inMalaysiain 2019,as part
of its aim to increase the contri-
bution of SMEs to reach 41 per
cent of the national GDF, its Min-
istry of Entrepreneur Develop-
ment (MED) devised mnew
strategies to drive SME growth,
particularly in key industries

with high multiplier and link-
ages. In this context the efforts
were intensified to further en-
hance and strengthen the busi-
ness  linkages  particularly
between SMEsand large firms.

With the availability of relev-
ant data pertaining to SMEs in
Malaysia it was found that in
terms of output consumption by
other industries and final con-
sumers, 48.5 per cent of the total
output of SMEs flows back into
the economy as intermediate in-
put, indicating that SMEs are
highly domestically integrated
with other industries. A similar
analysis in the Indian context is
hindered byabsenceof data.

However, given the multitude
of activities MSMEs undertake in
India, it would not be entirely in-
appropriate to assume similar
strong linkage berween MSMES
and other firms, which under-
scores the need to view MSMEs in
conjuncture with the large firms
and that their growth is influ-
enced by the growth of large
firms.

Plagued by the absence of con-
sistent data on MSM Es, we assess
the imponance of linkages
through an indirect method,
which is fllustrated in the table.
We dassify industrial sub-groups
(within a broad group) into two
sets of industries on the basis of
the nature of the products pro-
duced.

The first set of industries is

termed as ‘supplying' industries,
that is, they produce parts and
components and intermediate
products and the second set is
termed as ‘purchasing’ indus-
tries, which produce final goods.

Consider the broad industrial
group of Manufacture of motor
vehicles, trailers and semitrail-
ers', within which we identify
‘Manufacture of parts and ac-
cessories for motor vehides as
supply industry’ and *Manufac-
ture of motor vehicles as pur-
chasing industry’; 86 per cent of
factories are in supplying in-
dustry,only 3 per cent in purchas-
ing industry.

The differences in size and
scale is also striking. As the mar-
ket for 86 per cent of the firms
{which are in the supplying cat-
egory) depends on 3 per cent of
the factories (essentally larger
ones)in the purchasing category,
the growth of the former is
hugely dependent on the laner.
Growth slowdown of the large
firms would then be transmitted
with an amplified effect to the
small firms.

smrengthening links

There is ample research evidence
toconfirm that formingalliances
and networking help small firms
to grow, cooperate and compete
with big firms. The policy ap-
proach needs tofocus on facilitar-
ing firms working together so
that they can reap the benefits of
collective efficiency. The key to
successwould be the abiliny o de-
velop a mutually supportive ap-
proach with cumulative effort
and continuous improvements
rather than viewing the small
and big differently.

Perceiving small and large
firms in separate silos might
prove costly in the long term, as
slower growth of large firms
might actasadragon the growth
ofthe other.
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