GENERAL REVIEW STUDY OF SMALL & MEDIUM
ENTERPRISE (SME) CLUSTERSIN INDIA

1. Macro-Economic Postureof Indian Economy

The economic performance of India has often been equated with the dow growth rate of around 3.5
% never quite entering into the ‘take off’ stage of the Rostow's modd. Some economists believed,
as though the nation was destined for it. At the time of Indias independence in the year 1947, the
nation had a plethora of serious problems to face, viz. shortage of food-grains, poor infrastructure,
lack of financid resources, high rate of illiteracy and poor industria base. To build the nation's
economy, following the socidist path of development an overwheming importance was attached to
the public sector units, which the firg Prime Miniger of India caled them "Modern Temples of
India.

Private sector was highly regulated :

The Indudtrid Policy Resolution of 1948, which marked the evolution of Indian Industrid Policy,
outlined the broad contours of the policy and defined the role of the Sate in industrid development
both as an entrepreneur and a regulatory authority. In order to optimize the utilization of scarce
resources and reduce the threet of re-colonization by the multinationals, centralized planning was
adopted with wide ranging controls on private trade, investment, land ownership and foreign
exchange.

The foundations of the policy for the smdl scde industry were laid in the Second Five Year Plan. In
1956, the government announced its second indugtrid policy which unambiguoudy chose equity as
the guiding principle for smdl indudry development. The operative Satement says “smdl scde
indudtries provide immediate large scde employment, offer a method of ensuing a more equitable
didribution of nationd income and facilitate an effective mobilization of resources of capitd and Kill
which might otherwise remain unutilised”.

1977 Policy Statement

A high watermark in the evolution of the policy for smdl industry was the ‘Indudrid Policy
Statement’ of 1977. It was then that the protection of smal industry touched its acme; the guarded
initiatives of earlier years were cast asde by a heightened zedl for an expanded role for this sector, in
particular, the reservation of products for exclusve manufacturing by the smal industry, begun in
1967, was greatly extended to many more products. The important planks of the 1977 industria
policy statement were:

* Whatever can be produced by small, cottage industries must only be so produced.

* The number of products reserved for SSI was increased from 180 to 504 an further to 836
itemsin 1996.



* Specid dtention to be given to the "Tiny Sector’ defined as enterprises with investment in
plant and machinery of upto Rs. 1 lakh and stuated in towns and in villages with population
less than 50,000.

* Specid Legidation will be introduced to give due recognition and adequate protection to the
sdf-employed in cottage and household industries.

* The focd point of development for small sector and cottage industries will be taken away
from big cities and state capitas to the district headquarters. In each didtrict, there will be
one agency to ded with dl requirements of smdl and village indudtries. This will be cdled
“Didrict Industries Center”.

* Specid arrangements for marketing of the products of Small Scale Sector will be made by
providing services such as product standardization, quality control, marketing surveys, etc.

1980 Policy Statement

The recognition of the importance of ancillary industry found expression in the policy statement of
1980 which laid emphasis on ancillaries. Moreover, the program for the development of rural and
backward areas was accel erated.

The Indugtria Policy Statement of 1985 made incremental changes and took into account the impact
of inflation. The investment calling for SS was raised to Rs. 35 lakh and for ancillariesto Rs. 45
lakh.

Leading to a liberal regime::

The Indudtrid Policy of July 1991 marks a conscious shift from the regulated and controlled policy
to a liberd one. Mogt of the medium and large industrid units, with a few exceptions, would no
longer need licenses. Full foreign ownership will henceforth be possible in export - oriented
enterprises. Import of capita goods has been sgnificantly made free from restrictions. Foreign equity
participation is also encouraged. The openness that has come with the ongoing economic reform
process during the last five years has hastened severa changes and the debate has shifted from the
'whys' to 'hows' indicating high level of acceptability of the reform process. With the lifting of severd
trade and investment reated regtrictions, Indiais witnessng a mini-revolution in its economic growth
faced with the challenges of globa market and competitiveness.

Impact isfelt now :

Theimpact of these reforms that were started in the year 1991-92, is now becoming clear as per the
Economic Survey for 1995-96. Sdient features of the economic growth in the post-liberdization era
are given as under;

a Growth of GDP at factor cost during 1995-96 is estimated to be 6.2% in 1994-95 that has
gone up from alevel of 0.8% in the crisis year of 1991-92.



b. After alow employment growth during the crisis year of 1991-92, annud total employment
growth has averaged at 6.3 million jobs per year over 1992-93 to 1994-95 and has
reached 7.2 million during 1994-95. The Gross domestic savings rates touched a record
high of 24.4%. Redl gross and capita formation also reached arecord of 22.2% in 1994-
95.

C. After declining by 6.2% in the criss year 1991-92, the growth of red wages of unskilled
agricultura |abor averaged 5.1% per annum in the following three years.

d. Provisona egtimates by the Planning Commission indicate that in 1993-94, the incidence of
poverty had declined to below 19% of Indias population.

e After regigering a decline in the dollar vaue of exports in 1991-92, the country has
witnessed a strong three year boom with annua export growth averaging 19% during the
period 1993 to 1996.

f. The country's externd debt growth Stuation showed a marked improvement by averaging at

$2.2 hillion per year during the period 1991 to 1995 as againgt an average of $ 4.9 hillion

during the period from 1986 to 1991.

Theindugtria sector has shown a growth of 12 % in the year 1995-96.

The agricultura production has increased from 168 million tonnes in 1991-92 to 191 million

tonnes in the year 1994-95.
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Some problems remain to be solved :

Despite the impressive performance of the economy during the last few years, the per capita GNP is
gill very low and is US dollar 310 a year. There exigs a large disparity in the income levels. About
250 million people in the middle class condtitute a mgjor market for domestic and imported goods
while an estimated 30% of her population lives below poverty line. Second, inflation is an area of
concern and continues to be around 10% during the period 1991-92 to 1994-95. It is only in the
last year that the rate of inflation has declined to about 6%. Third, the balance of payments stuation
Isan area of concern. Imports in the Indian economy have been fueled up by liberaization while rate
of growth in exports has not been able to keep pace with it. The table below presents the figures for
the balance of payments.

Tablel: Balance of Payments (in US $ million)

Y ear Exports Imports Trade Balance
1991-92 18,266 21,064 -2,798
1992-93 18,869 23,237 -4,368
1993-94 22,683 25,069 -2,386
1994-95 26,857 31,840 -4,983
1995-96 32,467 41,405 -8,938




2. Small Scalelndustry in India

SSI, a vehicle to achieve multi-fold objectives :

Small scale! sector has remained high on the agenda of dl political parties, intelligentsia and policy
makers since Independence as a legacy of Gandhia? philosophy. The specid thrust to this sector
has been with the multiple objectives of employment generation, regiona dispersd of indudtries and
as a seedbed for Entrepreneurship. The contribution of smal scae indudtries (SSIs) has been
remarkable in the indugtria development of the country. It has a share of 40% in the industrid
production. 35% of the total manufactured exports of the country are directly accounted for by this
sector. In terms of employment generated, this sector is next only to agriculture employing
goproximately 14 million people. As per the classification of Indian Small Scale Industry, the
activities of trading and services (leaving aside few industrial services) are not included in
this classification of Small Industries.

Several of these objectives have been fulfilled with SSI growth :

The growth of the SSI has been prominent. In 1980-81, the number of SS units was 8.74 lakhs *
whereas at the end of 1995-96 the number had gone up to 28 lakhs. The totad vaue of output in
1993-94 at current prices was Rs. 241,648 crores ** and exports were of the order of Rs. 24,000
crores. To compare the increase, figures from the two All India Censuses in 1972 and 1988 depict
the production increase from Rs. 2,603 croresto Rs. 13,528 crores, both at 1972-73 prices thus
representing an increase of 420 % during that period®. Overdl, the small industry sector has done
quite well and has enabled the country to achieve congderable industrid growth and diversfication.
Being generdly low capitd intensive, SSIs suit the Indian economic environment with scarce financid
resources and large population base. In addition, it is highly labor intensve and has a scope for
building upon the traditiona skills and knowledge.

! Smdl scde unit is defined as one with a maximum invesment of Rs. 6 million in plant &
mechinery. While there is no minimum limit to it, the upper calling is relaxed for exporting
firmsand ancillary firms. Thislimit is dated to increase to afigure of Rs. 30 millions following
recent policy changesin early 1997.

2 Mahatma Gandhi, father of India and chief architect for the nation's independence used the
ideology of economic sdif reliance at village level to not only reduce Indias dependence on
British but aso to generate mass employment.

* One lakh = 100 000 (0.1 million)
** One crore = 10 millions = one hundred lakhs

3 Modern Smdl Industry, 1972 and 1987-88, Aspects of Growth and Structurad Change,
J.C. Sandesara, Economic and Political Weekly, February 6, 1993.
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Major provider of employment :

Employment in the manufacturing sector has been largdly generated by the small scale sector. In the
total manufacturing sector, the share of registered smdl scade enterprises SSES) is 48.8%. The
household and non registered SSEs together contribute 37% of the employment generated.
Together dl SSEs, regigered and unregistered (informal) generate employment to the extent of
85.8% of the manufacturing sector. The following figures refer to the year 1993-%4 ;

Table2: Employment in the Manufacturing Sector

Type of firms Employees (in lakhs) Per cent composition
Factory sector 62.50 21.8
-Largefirms 40.60 14.2
-SSEs 21.90 7.6
Non Factory sector 224.20 78.2
- SSEsregistered 118.10 41.2
- SSEs not registered 38.10 13.3
- household 68.00 23.7
Total 286.70 100
Total SSEs 246.10 85.8

SS| Sector produces wide range of products:

The smdl scale sector produces a wide range of products, from smple consumer goods to highly
precison and sophisticated end-products. As ancillaries, it produces a variety of parts and
components required by the large enterprises. The sector has emerged as a mgor supplier of mass
consumption goods like leather articles, plastics and rubber goods, fabrics and ready-made
garments, cosmetics, utensls, sheet meta components, sogps and detergents, processed food and
vegetables, wooden and sted furniture and so on. More sophigticated items manufactured by the
smal scae sector now include televison sets, dectronic desk caculators, microwave components,
air conditioning equipment, eectric motors, auto-parts, drugs and pharmaceuticals.

Rural Enterprises

Rurd and Traditiona Sector enterprises largely from amongst the unregistered SSEs and non-farm
sector contribute to about 15 % of the total output of Smal Scale Industries but about 40% of the
work force is employed in this sector. These industries are based on traditiond skills and are based
on smple manufacturing processes that are carried out by making use of hand tools mogtly and in
few cases by use of smple machines. This dso explains the larger employment generated in these
units.



3.

Government's Promotional Policy and Support Network

New policiesmeasuresfor SSEs:

In order to help the sector integrate with the industry a large within liberdized economic framework,
the government of India has announced new policy measures. In the present context, the following
are of particular interest as announced in the year 1991 :

a

The invesment ceiling for the purpose of definition of a smal unit has been raised to Rs. 6
million (Rs. 7.5 million if the unit concerned undertakes to export 30 percent of its output or
if it is an ancillary unit i.e. a firm supplying at least 50 percent of its output to large scale
industries).

Other investors (including large scale enterprises and foreign investors) are now alowed 24
percent equity participation in asmal scae unit

The Act on Delayed Payments to Smdl and Ancillary Enterprises has been promulgated.
Under this act, buying/mother units will be required to pay interest on delayed payments for

supplies bought from SS units if the payments are delayed beyond the negotiated and
agreed upon time period.

The Reserve Bank of India has announced a package of measures to ensure a better flow
of credit to the SSI through measures such as expangon of 'single window' loan scheme.
Banks are encouraged to open specidized SSI branches and to give greeter priority to the
sector in their annual credit budgets.

Access to inputs has been improved by giving SSI priority to alocation of iron and stedl
from public sector undertakings and by removing obstacles to imports of a range of raw
materids and intermediate products.

The number of products which are reserved for SS| standsat 836 in 1994. This represents
adecrease of only 7 items since the economic reform process has been initiated in 1991.

The Government of India during the pre liberaization period i.e. before 1991 had severd incentives
and subdgidies for promotion of SS sector. These included providing term finance a concessiona
rates of Interest, higher debt-equity ratio, capitd investment subsidies to encourage investment in
less devel oped aress, incentives for starting electronic industries etc.

The government promotional framework :

The centrd and dtate governments in India have together set up an eaborate 3 tier structure for
promoting the smdl scale sector :

1

At nationd levd, in pursuance of the recommendetions of International Perspective Planning
team (1953-54), severd inditutions have been set up. There is 'Centrd Small Industries
Organization' (CSIO) which has been renamed as 'Smdl Industries Development
Organization' (SIDO). During the last three and a half decades, this inditution has emerged
as the core promotiond agency a the centra level with a professond saff of more than
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13,000 in the year 1993. It conssts of 28 Smal Industries Service Indtitutes (SISIs), 30
branch SISIs, 37 extenson centers in specific products and 74 workshops as in the year
1993. However subsequently, some of these have been wound up due to their financid non-
sugtainability. These inditutions provide technicad and management consultancy, organize
training programs, conduct techno-economic surveys, prepare project profiles and help
prepare unit specific project reports.

Besides, there are four regiond testing laboratories with steate of the art equipment and 19
fidd tedting dations which are meant to promote awareness on quality control and
sandardization, provide testing facilities, provide preshipment inspection as required by the
'Export Promotion Councils and organize related training programs. In addition, there are
two 'Prototype Development and Training Centers (PDTC) to develop new technologies
and upgrade the existing ones. There are a number of other technical inditutions that are
working cdosdy with SIDO, which are more specidized in the fidds of Tool designing,
Electronics and Measuring insruments, Prototype development and Handtools etc. Four
‘Central Tool Rooms in Delhi, Cdcutta, Bangalore and Ludhiana, have been st up under
bilateral assistance programs.

Table3: Administrative Structure for Governance of Small Scale I ndustries

Industry Agency Adminigtrative Dept./Ministry
Large/Medium Industries Dept. of Industrid Policy and
Promotion and Degpt. of
Indudtrid Developmernt,

Ministry of Indusiry

Smdl Scde Industries Smdl Industries Development | Dept. of Smdl Scde, Agro &
Organization Rurd Indudries, Minigry of
Industry.
Powerlooms Textile Commissoner Minigtry of Textiles.

Traditional Industries
Khadi and Village Industrie KVI) | Khadi and Village Indudtries| Dept. of Smdl Scde, Agro &

Commission Rurd Indudries, Minisry of
Indudtry.
Handlooms Devdopment  Commissoner | Minidry of Textiles
(Handlooms)
Sericulture Centra Silk Board Minigry of Textiles
Handicrafts Devdopment  Commissioner | Minidry of Textiles
(Handicrafts)
Coir Fibre Coir Board Dept. of Smdl Scde Agro &
Rurd Indudries, Minigry of
Industry

In practice, the small scale industry sector serves as a resduary sector in the sense that all
units that fal within a prescribed invesment limit and are not recognized in a particular
subsector are included in the small scale industries sector.
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‘Nationd Smal Industries Corporation’ (NSIC) is another important ingtitution set up in
1955 that supplies primarily imported machinery on easy finance terms, provides marketing
assstance, operates 'Prototype Development and Training Centers (PDTC) in specific
fields such as machine toals, injection molding, leather manufacturing equipment etc. NISEET
(now cdled Nationd Inditute of Entrepreneurship and Business Development i.e.
NIESBUD) was st up to tran and promote personnd, industrid managers and
entrepreneurs.

Other nationd level inditutions that are supporting the smal scde sector are 'Nationd
Research Development Corporation' (NRDC), '‘Bureau of Indian Standards (BIS),
'Nationa Productivity Council' (NPC), '‘Consultancy Development Center' (CDC) and
‘Electronics Test and Design Centers (ETDC). The centrd financid ingtitutions have aso set
up the Entrepreneurship Development Indtitute of India (EDII) a the nationd leve to
promote entrepreneurship.

All the above mentioned indtitutions are largely meant for the modern small scae indudtry. In
order to promote khadi and village indudtries, a separate high level commission has been set
up under the Minigry of Industry. Similarly for the handlooms, handicrafts, sericulture and
other non-modern smdll units there are separate divisons to promote them.

At the gate level, the governments have sat up indtitutions as follows :

Q Small Industry Development Corporations (SIDCs) to develop infrastructure in the
form of industrid plots and industrid sheds
Q State Financia Corporations (SFCs) to provide long term credit facilities
A State Exports Promotion Corporations to provide marketing assistance for exports
from the smal scae sector.
A Technicad Consultancy Organizations (TCOs) that provide technica, financid and
marketing consultancy to the sector.
A Center for Entrepreneurship Development (CEDs) and Indtitute of
Entrepreneurship Development (IEDs) have been set up to promote
entrepreneurship through training

At Didrict leved, in the year 1978, the centra government launched a program of
establishing Digtrict Industries Centers to provide under a single roof dl the support services,
clearances, licenses and certificates required by the smal entrepreneurs. There are more
than 400 such centers, one each in adigtrict.

I nstitutional Finance for Small Scale | ndustries:

Thefollowing agencies through their various schemes provide finance to smal scae industries sector
under the overal policies and guiddines evolved by Reserve Bank of India

At the Nationa Levd:

1 Smdl Indudtries Development Bank of India (Mainly through re-finance)
2. Nationa Bank for Agriculture & Rura Development
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3. Nationd Smdl Industries Corporation

4, Khadi & Village Industries Commission

5. Nationalised Banks

6. Development Commissioner, Small Scae Indudtries (DCSS)
At the State Leve:

1 State Financia Corporations (SFCs)

2. State Industrid Development Corporation (SIDCs) - Infrastructure/Finance
3. State Cooperatives Banks

4, Khadi & Village Industries Board

At Regiond & Didrict Levd:

Regiond Rurd Barks (RRBS)

Digtrict Centra Cooperative Banks

Primary Cooperative Banks

Branches of State leve indtitutions & nationalised banks about 65,000 in number
Khadi & Village Industries Commission

Digtrict Industries Center (DIC)

=

oukowd

The non government promotion structure::

There are three nationd associations representing al type of indudtries, smdl and large. These are
'Federation of Indian Chambers of Commerce and Industries (FICCI), Confederation of Indian
Industries (Cll) and 'Association of Chambers of Commerce and Industries (ASSOCHAM). These
asociations represent mainly the interests of large scale  indusiries. However, these associations
have membership of smal sector as well and represent mainly the policy related interests of SSI
Sector.

The exclusvely smdl industry related associations are diversified geographicaly and sectordly and
are supposed to have been linked with 'Federation of All India Smal Scade Industries (FASS)),
'Federation of Smal and Medium Industries (FOSMI) and dso Indian Council of Smdl Industries
(ICSl). However these indtitutions are weak in character due to their working for cross purposes
and lack of dynamic perspective for smal scale sector growth. They have virtudly no linkages with
the smdl indudry in generd and ther loca associaions in specific. Another inditution that is
concerned with the smdl and medium enterprises is 'World Assembly of Smdl and Medium
Enterprises (WASME). There are only afew of the loca associations that are involved in providing
gpecific individua level services to the smdl industry. However, dl the associations are involved in
lobbying with the government to provide one or the other facilities or benefits to the sector.

4.  Conceptual Frame-work for Development of a Cluster
Definition of a cluster :

At this juncture, it may be useful to understand the characteristics of a cluster. A cluster may be
defined as a locd agglomeration of enterprises (mainly SMES, but often dso including some large
enterprises), which are producing and sdlling a range of related and complementary products and
sarvices. An example can be alocdized leather industry which includes leather tanning units, leather
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finishing units, leather goods producers, leather garment manufacturers, designers, sub-contractors,
merchant buyers and exporters etc. It must be, however, highlighted that a cluster is not merely a
hardware, conssting of a group of industries located in a particular area .Its success and dynamism
are highly dependent on the software i.e. the linkages and relationships that get established or are
conscioudy edtablished over a period of time. The precise definition of a cluster based on
quantitative parameters may vary from country to country.

Typology reflects only a static view :

Clugters can be categorized in different ways. But before developing the typology, it is important to
redlize that such dassfications may help to provide useful firgt datic indgght into the structure of a
clugter, but need not present a dynamic picture of that. Therefore typology should not be used to
generdize any policy prescriptions. Secondly, the categorization of a cluster into a specific type
during the course of its evolution or later due to changes in the internationd scenario may change.
This typology presented as under is therefore a first cut a teking sock and organizing the
information on cdugters in India and any further underdanding of how the specific custers function
would require detailed andlysis of each clugter.

A tota of 138 clusters have been chosen as a sample to understand the current scenario of clusters
in India These clusters have been chosen and categorized based upon the judgment of informed
persons, available write-ups and studies, each one cross checked & reconfirmed from severd
possible sources to improve the reliability of information. Due to the scarcity of research studies
available for mogt of these duders, this improvised method of data collection is entirdly the
respongibility of the researcher with afew possible limitations or differencesin view point.

Typology based on stage of development :

An important way of categorization has been developed by the researchers of this sudy which is
based upon the stage of development of acluster a a static period of time. Development of a cluster
could conceptudly be divided into four distinct phases : namedy the 'Initid phase, '‘Growth phase,
'Maturity phase' and 'Extinction phase. These four stages are depicted on an S-Curvein Annexure
| enclosed. Some of the characteristics of a cluster in these phases of cluster development are given
as under;

1. Initial Phase:

In this Stage of cluster formation, only a handful of units establish themsdalves and based on ther
success, severd other units come up in the subsequent stages. The formation of cluster may be
natural, based upon high demand potential and private initiative or may be induced due to policy
incentives, infragtructure availability or a large buying public sector unit. The reason may dso be the
availability of critical raw materid or specific kills, as in case of mod traditiona clugers. The
example of naturd cluster based on raw materid resources would be 'marble cutting' cluster at
Kishangarh in Rgjasthan while a demand based cluster would be 'ready-made garments at Indore
and Mumbai. The examples of induced clusters would be automobile component industry &
Gurgaon due to the setting up of the public sector car manufacturing unit of Maruti Udyog limited
and another example may be cited as of petro-chemica based industry at VVadodra due to setting
up of 'Indian Petrochemical Industries Ltd', another public sector undertaking.
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The firms, in the initid dage, devdop the man power and hep setting up of ancllay or
subcontracting firms. They dso contribute to the development of support inditutions and other
enterprises with the rise of demand for them. The initid phase is likely to be characterized by dow
growth and high cogts. There are a few competitors in the cluster at this Sage, so it is possible to
pass on the cogt to the consumer by charging higher than that in the later stages of development. An
example of aduder intheinitid sage is floriculture industry at Bangaore, Pune and Gurgaon.

2. Growth Phase :

The second phase characterizes rapid development of the industry, intervention by support
inditutions including government indtitutions and consolidation of other raw materid and service
providers. New firms enter the market and thus the competition increases. This increased
competition encourages technology development and expansion into new markets. The growth is
usudly fuded by the widening of nationd or internationd markets that the cluster caters to. Both in
the spheres of marketing and management, innovaive means are likely to be developed thus
reducing the overal decline in the prices. Since the industries go through their cycles of recesson
and growth, aclugter that is not currently in the growth stage may reach that stage later. An example
of the industry currently in the growth stage is “automotive components industry” that was pushed
back from maturity stage because of the indusiry for new cars and other automotive vehicles had
been alowed to be st up firgt during the early 1980s in India and subsequently with the onset of
liberdization severd MNCs set up their base in India. From the sample of 138 clusters under study
it was observed that 38 of them are in the Growth Phase.

3. Maturity Phase:

The third phase is characterized by the growth of the cluster dowing down due to over capacity
generdly created in the cluster and resultant very high competition amongst the units. The data seems
to suggest that in the Indian context so far, the stage of maturity lasts longer than the previous two

stages. During the maturity phase strong input of research & development may be needed to reduce
costs, increase productivity and add new product features to stay ahead of the competition. As a
naturd outcome, weak units begin to wither away creating space for the hedthier units to continue
to survive. Severd dudies have shown how 'matureé clugters that were overwhdmed by
technologica change at one point of time, regenerated themselves back into the growth stage as a
result of choices made by loca actors and groups. This represents the trandformation and re-

invention.

The examples of the matured clusters would be “ the dectric fans cluster ” in Cdcutta, “sewing
machines duder “ in Ludhiana and 'dtationery diesd engines clugter ' in Rglkot. Out of the 138
clusters, 100 of them seem to be in the category of mature clusters which represent 72.5 % of the
clugters, reflecting the prevaence of alengthy duration of this phase among the clugters.

4. Extinction Phase:

If due to wide ranging technological changes that the clugter is unable to cope with or due to change
in the life styles, a product is no longer in demand, the cluster may go to face extinction. Another
reason may be the erosion of competitiveness because of increase in the labor codts in the cluster.
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However the same industry may find itsdf viable in a different location where favorable conditions
exig for the surviva and growth of the cluster. One example of such a clugter is related to shoddy
yarn made from recycled wool which shifted itself from Prato in Italy to Panipat in India where not
only the skills existed due to the presence of textile industry and the chegp labor but dso the
favorable market for the shoddy yarn existed. During the last decade, Panipat has grown to be a
cluster of 700 carding machines each on an investment of Rs. 7 million (USD 200,000). Now there
ishardly any such unit in Prato in Itdy. In the Indian case, tile indusiry cluster based in Mangalore
with a history of 175 years has now gone into oblivion due to the stated reasons of scarcity of raw
material and fire wood and accentuated with increased competition from Chinain the export market.

Exceptions may occur :

There may be exceptions to the above stages of development in some of the clusters. The growth
and maturity phases may in certain cases be insgparable thus making it difficult to assgn one of the
two stages to such specific clusters. Secondly, the trangition from one stage to another may not be
smooth as reflected in the ‘S curve but could be quite jerky due to certain interna or externd
changes that may crop up.

Typology based on relationship of unitswithin the clusters:

Another way of categorizing the clusters depends upon the type of rdationship amongst the
condtituents of a cluster which may be important for the establishment and growth of not only an
individua enterprise but also for the entire cluster. Such relaions are dependent on the nature of
production processes, ii) the policies of the government that may regulate the entry of firmsinto the
market and thus their competition with medium & large firms and iii) on how the relationship it may
have evolved over aperiod of time. Based on these reationships, the clusters can be classified as:

a) Horizontal clusters: This type of cluster is characterized by units which process the raw
materid to produce and subsequently market the finished product themsalves. 76 of the 138 clusters
are of horizonta type, congtituting 55 % of the sample. Some of their examples are sports goods in
Jdlandhar, agricultura pumps cduder in Coimbatore etc. This may indicate the individudigtic
gpproach to business in clusters or no scope for divison of units, as the different stages of
production are confined to a unit itsalf.

b) Large Unit Based : A cluster which is established around a large unit or afew large unitsis
cdled a large-unit based clugter. The relationship that exists between the smdl and the large units
could be based on supply of some of the critical raw materias from large enterprises or on their
working as subcontractors to the large firms which means they are either backward linked or
forward linked. Development of a cluster of ancillary units is one of the examples of large unit based
clusters.

Only 7 clusters may be classified as large units based ones out of 138. This represents only 5.07%
of the tota clusters. The main reason for this smdl number is that as many as 72 clusters are of
traditiona art and craft type where large units would not venture into. Thisis further corroborated by
the fact that 74 of them make products that are reserved for manufacturing in smal scale sector

which may have led to the establishment of mainly horizonta type of clusters. However, even where
13



the large firms have thair strong presence, their relationship with smal firms within the cluster may or
may not be hedthy and long term oriented as has been witnessed in the case of automotive
components industry except in the case of Maruti Udyog Ltd. Small firms in such clusters therefore
tend to shift to products with wider application or for the product for replacement markets through
trader intermediaries, thus shifting to horizonta linkages rather than vertical ones. They could dso
underteke to produce the find product by developing trading and non trading links among
themsdlves depending upon whether it could technicaly be feasible to do so.

C) Vertically integrated clusters: In verticd clusters the operations required in producing
the finished product are divided and are carried out separatdly by different units, most of which are
essentidly SMES, in order to distinguish from the large unit based clugters.

Since amixed character may emerge in severd clugters, it may be a possible to develop an indicator
that if more then hdf of the SMEs in particular cluster are large unit based, it could be cdled large
unit based cluster. However, we have preferred to keep the mixed character a separate
classfication.

Thereis a high degree of inter-dependence among the smdl firmsin the verticaly integrated clusters.
Thisis usudly witnessed in the case of hodery, textile processng and metal products, in dl of which
it is possible to split the production process and farm out to separate firms due to non perishable
character of the product. Second, this becomes feasible if it requires a degree of specidization for
each of the processes involved. This phenomenon may aso be withessed due to splitting up of units
to remain smdl for easy management, for escaping labor regulations that come into force when the
firm grows to become large and/or to enjoy the policy related advantages that the smal firms are
entitled to. Out of 138 clusters 17 clusters could be classified having units that had verticd linkages
among themsdlves. In 38 other clusters a mix of horizonta and large unit based linkages seemed to
exis. A summary of the types as eucidated above is given asfollows::

Table4 : Classification of Clusters based on their Structure

S.No. Nature of cluster Number of clusters
1 Horizontd only 76
2 Large unit based only 7
3 Verticdly integrated only 17
4 Mixed character 38
Tota 138

5. Sourcesof Information and Data Collection

Primary survey as main source of information :
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There have been a few research studies carried out on the industry clusters in India. The available
sudies are not sufficient to draw any genera conclusions about the clugters. Also, there does not
seem to have been any research study carried out that could provide a macro view about the
cugers in India The present study makes the first such atempt. The following methodology has
therefore been adopted for the study. The information collection has been based on

a). Primary Data Survey : The primary data for 138 clusters was gathered through extensive
discussons with entrepreneurs, smdl industry promotion officers, consultants and other experts in
the area to understand the process of clusters formation and their growth. The data thus obtained
through discussions was tabulated and structured for andyssasgiven in Annexurel 1.

b). Secondary Data Survey : The secondary data wherever available has been used to
supplement the primary data. It may, however be important to mention that in India a large number
of smdler of the SSl units are not registered; do not maintain financia records and have no accessto
the financia and other support services provided by the government and itsingtitutions. A list of 917
artisan based clugters has been obtained from the office of Development Commissioner, Handicrafts
and andyzed, given as part of AnnexurelV.

Sectoral data has been used :

There are some published reports of the Government on the statistics of Small Scae Industries and
data pertaining to SMIEs. This data, available on sectora basis has been used in the absence of data
on clugters as no detailed study on clusters has been carried out so far. A tota of 138 clusters
covering 16 states and 18 types of industries (NIC two digit level) have been consdered in this
sudy. A lig of 138 clusters dong with parameters on which information was andyzed is enclosed
as Annexurell.

6. SME Clustersinthelndian Context

Size and heterogeneity in the cluster network :

It has been estimated that there exist about 350 SME clusters in India These clusters are
overwhemingly predominant with smadl industries and the share of medium and large indudtriesin the
sdes turnover, production and employment is nomind. The Sze in terms of the number of units and
the quantum of output of clusters may vary significantly. Some of them are so big that they produce
upto 70 to 80% of the total volume of that particular product produced in India. For example, the
township of Panipat produces 75% of the total blankets produced in the country. Similarly Tirupur,
agmdl township in the Coimbatore district of Tamilnadu contributes 80% of the country's cotton
hosiery exports. Yet another example would be of the city of Agra, virtudly a Footwear City with
800 registered and 6,000 unregistered small and cottage footwear production units, making 1.5 lakh
pairs of shoes per day with a production value of 1.3 million dollars per day and exporting shoes
worth US $ 57.14 miillion per year*. Smilarly Ludhiana in Punjab produces 95% of the country's

4 '‘Specid feature on Leather and leather goods, The Economic Times, New Ddhi, October
21,  1996.
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woolen knitwear, 85% of the country's sewing machines and 60% of the nation's bicycle and bicycle
parts.

On the other hand some clugters are very small aso, but they are so specidized that about 100
workers each may work in these clusters. For the purpose of the present study clusters which have
minimum of 100 registered units in a particular location have been taken. There may be another
50-100 unregistered units aong with the registered ones.

Sectoral distribution of clusters selected :

Based upon 2 digit classfication of NIC, didribution of clusters among important industry groups
has been presented ;

16



Classification of Clusters by Industry Group

S.No. | Indusry Group NIC Code No. of Clusters
1 Machinery & Parts except dectrica 35 20
2 Cotton Textiles 23 15
3 Chemical & Chemica Products 31 14
4 Metal Products 34 13
5 Hosery & Garments 26 10
6 Food Products 21-20 9
7 Non-metdlic Minerd Products 32 9
8 Electricd Machinery & Parts 36 8
9 Wooal, Slk & Synthetic Fibre 24 8
Textiles
10 Transport Equipment & Parts 37 7
11 Others 8 Categories Severd 25
Total 138

State-wise Distribution :

The table below gives the state-wise didribution of indudtrid clusters in the country. It would be
interesting to note that the indudtrially developed states of Maharashtra, Gujarat, Punjab, Rgasthan,
Tamil Nadu and Haryana have the maximum number of clusters. The top six industridly developed
dates out of the 25 gtates in the country account for 54.3 % of the SSI units. Whereas 71% of the
clusters are located in them. The common states among the two sets of data are Gujarat, Punjab,
Uttar Pradesh and West Bengdl. Surprisingly, the state of Madhya Pradesh which has the maximum
number of small scale enterprises (12.7%) as per the 1ind All India Survey of SSI, seems to have
very few cugers (1.4%). Traditionaly certain communities viz. Gujaratis, Marwaris and Punjabis
have been arich source of entrepreneuria talent and this could be one of the reasons for the growth
of dudersin Maharashtra, Gujarat, Punjab and Haryana. A daewise list of clugters is given as
under;
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Table: 6 Statewise Distribution of Clustersin India

S.No. State No. of clusters
1 Maharashtra 25
2 Gujarat 20
3 Punjab 15
4 Rajasthan 14
5 Uttar Pradesh 13
6 Haryana 12
7 West Bengd 9
8 Tamil Nadu 8
9 Himachd Pradesh 5

Region-wise Distribution :

Out of 138 clugters the largest concentration of clugters is in Western India which has 58 clusters
and which is closgly followed by Northern India wherein 52 clusters exist. The concentration in
these two parts of the country can be atributed to the fact that these areas are rich in
entrepreneurid talent and are indudtriadly well developed. Also since these parts are agriculturdly
better developed, they provide arich base for consumption of goods produced in SSl.

Table: 7 Region-wise Distribution of Clustersin India
S.No. Region No. of clusters
1 Eagtern 13
2 Southern 15
3. Northern 52
4 Western 58
Totd 138
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Location-wise distribution :

Thiswas anadyzed for 4 categories, i.e., Metropolitan City based clusters, City based clusters, Town
based clusters and Small Town/Rurd area based clusters. The study indicates that mgority of the
clugters, that is, 80.43% are located ether in cities or towns. Only 13 of the 138 clusters are based
in rurd or small town areas representing amere 9.4% of the totd.

Rural clusters:

It was observed that cluster formation in rura areas has taken place for the products where there is
less need for infrastructure and supply of raw materid aong with, marketing of products is done by
other agencies, indtitutions or firms externa to the producing firms. This reflects that dthough 42% of
the registered SSl units are in rurd areas according to the 'Second All India Census, the number of
modern SME clusters that exist in rura areas or smal towns are much lesser (9.4%). One possible
reason for this variation can be that the units that have come up in rurd areas are smdl firms which
cater to limited locad markets that are not significant enough to induce formation of a cluster. Quoting
from the same source, the investment in SS units (42% in number) in the rura aress is only 29.4%.
The clusters in metropalitan cities are either demand based arisng from large population or they
cater to export markets or to the large mother units as ancillaries to them. The detailed break up of
the locations of these clustersis given as under;

Location-wise Distribution of clustersin India

S.No. L ocation No. of Clusters

1. City 50

2 Metro 14

3. Town 61

4 Smdl Town/Rurd 13
Total 138

Artisan Based Clusters:

India has a very rich and diverse base of atisan rdated industry which is highly employment
intensve, eco friendly characterized by low energy usage and fulfilling the local market needs severd
clusters have existed in these areas for centuries. It is estimated that dmost 2000 such clusters may
exig in the country. An exploration into their classfication and quditative andyss will be fascinating
but is beyond the purview of this study. For those who are interested in this sector, a brief report on
artisan rlated clusters, mainly exigting in the rurdl areasis given in Annexure |V. A product wise and
date wise classfication of 917 such clusters as stated earlier is included in this Annexure. Some of
these clusters have also adopted mechanised processes and therefore aso figure in the list of 138
clusters detailed under Annexure .
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Whether cluster formation is an induced phenomenon ?:

From the classfication of 138 SME cludters, it is interesting to explore answers to some of the
important issues , of which one is whether clusters can be induced. The clugters can further be
classed into two broad categories as Naturad and Induced. Natura clusters are those which have
come up on their own without the active and caculated or conscious involvement of the government
in developing them. It is the privete initiative of the entrepreneurs that seems to be the only reason
behind. The government may have played arole in furthering the development of these clusters once
these were established.

Most of the clusters are natural :

The induced clusters are those where government takes a decision and makes a conscious effort that
results in the concentration of smilar units in that area. On a close examination, we could classify
125 clugters out of 138 as natural. This means 90.57% of the clugters that exist in the country have
come up on their own. This seems to be in line with the pattern of cluster development at the
internationd levd.

Table: 9 Distribution of clusters based on their origin

S.No. Type of Cluster No. of Clusters

1 Natural 125

2 Induced 13
Total 138

Factorsthat led to the cluster development :

It would be worthwhile to examine whether these clusters are based on resources, market or
infragtructure. Although there may be more than one reasons that have contributed to the coming up
and growth of clusters, the researchers have chosen for the sake of fair anadlysis the most impending
reason in their opinion. While 99 of the 138 clusters seem to be market based, only 6 of them seem
to have come up primarily because of conducive infrastructure. Rest of the 33 clusters may be
catagorised as resource - based. The resources here include both raw material and skilled [abor.

Infrastructure has a bearing in modern technology based clusters:

Development of infrastructure based clugters is a relatively new phenomenon and these are mainly
induced clugers Such clusers are in the fidd of dectronics, software, floriculture and
biotechnology. The reason why infrastructure based clusters are government induced is that
infrastructure has been and ill remains primarily the responsbility of the government. One of most
common examples is the eectronics industry based clusters, wherein the establishment of software
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parks with state of the art communication facilities has induced severd firms of Smilar kind to st up
their operations in and around the metropolitan cities.

Other such example may be bio-technology and floriculture based products. These not only require
good common technical and research based facilities but also well developed aviation facilities
gructure in order to cater to the international market. Due to a comparatively easy access to current
and reliable information, the likelihood of modernization taking place in such clusters dso increases.
The Classfication of Clugters according to their primary lead factor is given as under;

Table: 10 Distribution of clusters according to their primary lead factor

S.No. Basisof Cluster No. of Clusters
1 Resource Based 33
2 Market Based 99
3 Infrastructure Based 6
Total 138

Co-existence of Modern & Traditional Clusters::

India is one of the oldest civilizations and it is very common to find traditiond skill based industria
clugters. Out of 138 clugters, 72 clugters are based on traditiond art and craft skills. Some of the
units within the same dugters have dso adopted modern technology and upgraded their skills while
others continue to function in the same old manner. The overlgpping is thus reflected in severd
clusters. 108 clugters have modern SSI units where as only 30 clugters do not seem to have any
modern SSI units. This gives a very peculiar picture of the Indian clusters which may be common in
most developing countries. While approximatdy 52% of the clusters are based on traditiond Kills,
78.26% of the clusters have modern SSI. This means that in severd of the traditional sectors,
modern small units producing the same goods through mechanised means aso exi.

Thus it would be reasonable to conclude thet there is a diversity in the industria units even within the
clugters. On the one hand modern SSI has been established where improved skills and technologies
are being put into use, on the other hand traditiona skills and tools are dso used in the production
process in severd other clusters and sometimes in the same clusters as wdl. This has an important
implication. Any program or policy that has to be initiated for development of such clusters, would
therefore, have to take into account such diveraties within the clusters as well.

Table: 11 Distribution of clusters based on type of goods

produced

S.No. | Typeof Cluster Yes No Total
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1 Traditiondl (Art & Craft) 72 66 138

2 Traditional Consumer Goods 59 79 138

3 Modern SSI 108 30 138

Reservation policy and clusters:

In order to provide a protective shield to SSl in India, government has reserved certain items for
thelr exclusve manufacture in the smal sector. The medium and large scae units are not permitted to
make these items. In some of the industries, large and medium scae units had been set up before the
reservation policy for that particular product was enforced. There are 74 clusters making products
that are reserved for SSI and 64 clusters make products which are not reserved for SSI out of the
sample of 138. Whether reservation policy has encouraged establishment of clugters is a question
that is difficult to answer, Since adequate data is not available on this issue. But the fact that most of
the clusters produce reserved items since long, even before the reservation was enforced in the year
1967, reflects the little impact of the policy on cluster development. This seems to be in line with the
impact of reservation policy on SMEsin generd aswdll.

Table: 12 Clusters producing products reserved for small scale industry

S.No. Product Category No. of Clusters

1 Reserved for SSI 74

2. Unreserved 64
Total 138

7. Performanceof SME Clustersin India
Exportsfrom SSI are healthy :

The small scale sector in India contributes directly to 35% of the total exports from the country. It is
estimated that another 15% of the exports are indirectly contributed by this sector. Some of the
magor items of exports, eg., 'Hosery and Garments, 'Leather and leather products, 'Diamonds,
Gems & Jewdry' have large clugters in more than one locations and these contribute Sgnificantly to
the exports. As per the statistics of 'Center for Monitoring of Indian Economy’, total exports for the
year 1995-96 were USD 31,828 million. Smal scale sector has been contributing significantly to the
export basket.

Select major product groups contribute the most :
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The five top product groups in the manufacturing sector that contribute the maximum to exports are
given as under;
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: 13 Export of Principal Commodities in the manufacturing Sector

S.No. Product Group Exportsin 1995-96in | Percentage of total exports
USD (million) of India

1 Gems & Jewdry 5,243.6 16.5
2 Textiles (excl. handicrafts) 4,279.2 134
3 Ready-made Garments 3,624.9 114
4 Leather & L. Products 1,722.7 54
5 Handicrafts 1100 approx. 35

Total 15,970.4 50.2

It is in these five products that smal and medium sector has shown its strong presence and the
specidization that has developed in each of these areas has led to the formation of clugters. 'Gems &
Jewdry' exports are largely contributed from Surat which isthe biggest cluster in thisarea. There are
amilar other dlugtersin Tiruchirgodli and Jaipur that contribute a part of the exports in this product
group. It may be estimated that dmost al the exports in this category are generated from the above
mentioned clugters.

In textiles, there are mgor clusters of Panipat, Sanganer, Pdli, Jodhpur, Jetpur, Surat, Mysore,
Sambhapur, Bhiwandi and Bhilwara which together contribute largely to the exports. It may be
difficult to quantify their contribution but a rough estimate would reflect that about two thirds of the
exports are from these clusters. Ready-made garments is an exclusve preserve of smdl scae
industry and most of its exports are generated from the clusters that are based in Ahmedabad,
Bangaore, Delhi and Mumbai. The hosery based exports are produced mainly in the clusters of
Tirupur, Ludhiana, Calcutta and Delhi. In the cotton hosiery, Tirupur aone contributes 80% of the
country's exports. So dl the exports in ready-made garments can be estimated to have been
produced in these clugters.

'Leather and leather garments is another mgor export earner which is mainly concentrated in
Madras, Kanpur, Agra and Howrah. Handicrafts as a product group is the preserve of small scae
units which have deveoped sectora specidization in sdected towns eg. for brassware in
Moradabad, handmade paper in Jaipur, hand made filigree in Cuttack and textile based handicrafts
inFipli of Orissa.

Based upon the andysis given above, it is consarvatively estimated that the SVIE clusters contribute
to approximatey 60 % of the Indian manufacturing exports totaing to a figure of USD 19,000
million. A further bresk-up was made on the basis of potentid for exports from the sample of 138
clugters. The high potentid items would mean better internationad market prospects and where the
Indian firms are likely to enjoy comparative advantages due to skills, raw materia resources or low
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labor costs etc. Based on this, 72 clusters have products which have high potential for exports, 47
are with medium potentiad and only 19 clusters seem to have low potentia for exports. When
52.17% clugers are in the group of high potentid items, there is a strong possibility to intervene
through different means further in developing these clusters in order to increase the exports of the
country. Thus, 86.23% of the clusters produce items that have medium to high export potentid.

Productivity :

The quantitative data for evaluation of productivity of Indian clustersis not reedily avalable and the
various research studies that have been carried out to compare the efficiency of smal and large firms
have proved inconclusve due to varying nature of products and diversity in factors that have a
bearing on the efficiency and productivity. However the impression gained during discussons with
experts is that productivity in Indian clusters leaves a high scope for improvement especialy when
compared to internationa standards.

Some of the reasons that have been attributed to low productivity are the use of traditiona tools, old
techniques and outdated technology, poor labor productivity and bottlenecks of infrastructure in
some of the product lines. Some of the clusters have developed innovative ways to increase the
productivity, but the gains have not been substantialy widespread.

Employment generation :

It iswel known that small sector is highly employment intensive which currently employs more than
14 million people. The total employment in small scale sector increased from 16.53 lakhs in 1972 to
36.66 lakhs in 1987-88 regigtering a cumulative growth rate of 5.1 percent per annum. The average
employment per unit has however, come down from 12 to 6 in the same period. Data from second
‘All India Survey of SSI' reveds that maximum employment is generated in the sectors of 'Food
Products (13.1%) followed by 'Non-metallic minerd products (12.2%) and 'Metal products
(10.2%).

The industry groups that have the maximum concentration of the clusters is 'Machinery and Parts
except dectricd’, 'Cotton textiles and 'Chemica and chemicd products as per the andyss in
previous paragraphs which contribute to employment generation to the extent of 7.62%, 0.67 % and
8.57 % respectively of the totd employment in the Smal scde sector. Although it is difficult to
estimate the quantum of actual employment generated by the clugters, yet it does help to provide an
indicator to the fact that clusters of SMEs are highly employment intensive.

8. Palicies& LawsReatingto SME Clusters

No policy specifically for the clusters:

Thereisno specid policy ether of the central government or state governments for the promotion of
the SMIE dlusters in generd. The industrid policy rdlated to small scale sector is a smal component
of the indudtrid policy in generd which reates to the entire smal scae sector rather than based on

25



nationa or regiond priorities by focusing on certain industrial group or cluster of indudiries. The state
governments have however provided specid policy incentives for the dectronics and agro-
processing industry but these are aso directed towards the sectors as a whole instead of clusters.
There have been however atempts to strengthen the clusters by providing support through the
general schemes related to technology upgradation, infrestructure provison and training through
various inditutions a the nationa and dae levels. Some of the industrid estates developed
especidly for a particular industry have been developed, but their intengity and significance is a best
limited.

Yet supportive of clustersthrough its general framework :

The centra government, without a specific policy framework, has generaly been supportive to
development of clugters through its generd SSI policy. This support has especidly been avallable in
thelr growth stage, while in the initid stages of duster formation, it was the private initiative and the
profits that led to agglomeration of units. Theinitiatives of the government were taken in establishing
inditutions e the duster leve for technology upgradetion, training, providing infrastructure and for
fecilitating business operations. Some of the examples of the indtitutional support provided under the
generd framework of policy are given as under;

a A bourse was established at Surat for trading in diamonds. The trading was earlier done in
Mumbai while the production was mainly based in Surat. With the opening of the bourse at
Surat, the industry got benefited considerably. ‘Indian Diamond Ingtitute' was set up in Surat
for technology upgradation and for imparting training to labor in skill development. 'Diamond
Indugtrid Park’ with facilities to house approximately 300 units has also been established at
Surat.

b. For shoddy yarn and other textile units engaged in international trade, a customs office has
been established at Panipat in Haryana so that the small entrepreneurs can get their custom
related documentation completed within the town, itsdlf.

C. The 'Nationd Ingtitutes of Fashion Technology' (NIFT) have been established in New Dehi
and Gandhinagar for providing information and forecast on latest fashions and for developing
the indudtry technologicaly. Besdes, the indtitutes train manpower to meet the needs of the
industry.

d. 'Footwear Design & Development Centers have been established at NOIDA, Agra,
Madras and Kanpur where the footwear clusters exist. These centers provide consultancy
sarvices for factory sat up, lay outs, technology, trouble shooting, cost reduction and
productivity improvement.

e The 'Centrd Glass and Ceramics Research Ingituteé (CGCRI) has centers in Cacutta,

Khurjaand Naroda. The Inditute provides services to the entrepreneurs on technology
upgradation and training of skilled manpower.
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f. The 'Central Lesther Research Ingtitute' at Chenna performs the function of desgning and
development, information dissemination, technology upgradation and training of skilled
persons.
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But all of them through the government machinery :

One of the important characteristics of this support has been centrdization of this initiative through
the government indtitutions. It has led to setting up of a large number of government sponsored
indtitutions that are supposed to provide assstance directly to the smal units. The functioning of
these inditutions is regulated under a framework of centraly designed rules and regulations.
Wherever the state government ingtitutions have been set up, they have tried to emulate the centra
govt. structure; sometimes even leading to avoidable duplication.

Lack of involvement of industry associations :

Ancther aspect of the policy planning is that delivery mechanism of assstance has o far dways
targeted the individua units rather than focusing to build strong inditutions not only for delivery of the
policy based incentives but dso for the sector specific services such as information provision,
technology support and common facilities. Little initiative has been taken to help develop the
capabilities of the private sector to start salf help programs. Now that the government wants to use
the private associations to set up these delivery mechanisms, it finds only a sdect few that are
worthwhile and strong enough to shoulder the respongbility. The mgor problems of the associations
in or outsde the clusters relate to lack of financia resources, poor democratic set-up, lack of vison
and involvement in petty politics rather than provison of services to its members with a long term
perspective to improve their competitiveness.

Industrial Education & Labor Training:

India has a good infrastructure for industrial education. There are gpproximately 5,000 science and
technology related indtitutions providing training to about eight lakh students every year. Even in the
traditional sectors, large skilled work force is available. India has very large skilled & technical
man-power. Indians have a srong inclinaion for scientific, commercid and management education
and it is this education that has built up a reservoir of specidized man-power. There is well
diversfied network of Indudtrid Training Ingtitutes (Tls) in dmost every didrict providing training
that does not relate to the need of specific aspects of the localy based industry.

While some of the industries have facilities to provide on-the-job training, others would depend on
training inditutions. Till now the maintenance of these training inditutions was the responsbility of the
Government but now indudtry is being looked a as a possible contributor. In a few cases the
associaions of the industries have taken up the job of importing training and re-training. Despite
severd inditutions of the government, there is a strongly felt need for relevant practical training for
the exigting entrepreneurs, labor and supervisors. Either the exiding inditutions are too generd in
their training framework or when sector specific, they are limited for the fresh students. The short
term duration courses run in some of the indtitutions set up in clusters are more of an ad-hoc
measure that cater to the needs of alimited few.

The growth of SSI dso depends on the avalability of infrastructure, which has been the

responsbility of the state governments. The 'State Industria Development Corporations are given

the responghility of developing infrastructure in the form of industria estates for the industry. For the
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other infragtructure facilities within the industrid estates, entrepreneurs have to gpproach different
agencies for eectric power, water supply and telephone connection. Having developed an industria
edate, problems related to maintenance of the facilities are often highlighted. Leaving asde a few
indudtrial estates like software technology parks, the industria estates do not provide infrastructure
as per the requirements of a particular cluster. In the post liberdization era, government has invited
private entrepreneurs in infrastructure building through its much publicised scheme of 'Build, Own,
Lease & Transfer' (BOLT).

Limited private initiative is being now invited :

In a few specidized indudtrial estates for electronics, export oriented units have been established
both by the government and private inditutions but mainly by the former. These estates dso have
some of the central facilities needed by the indudtria units This has helped in the formation of
modern technology based clusters of SMEs at these places. The rurd areas suffer from a high
degree of lack of infragructure facilities. Not to mention dectricity and telephone facilities, even
roads are not metalled and access to rura areas in many of the sates is a problem. Thus integration
of rurd indudtriesin the nationd main-stream of high value added industries based on loca resources
is proving to be difficult. Thisin fact has proved to be a deterrent to the growth of clusters in rura
aress.

Most cluster - based enterprises based in informal locations :

With the above scenario, it is common to witness most of the cluster - based enterprises to be based
in unauthorized locetions for indudtries Mogt of the tiny and smdler units operae from
entrepreneur’ s homes. Only the bigger end of smdl scae units and medium scde units are set up in
indudtrid estates with a formd infragtructure. The private industrid edtates are very few and mainly
limited to the indudridly developed dtates of Maharashtra and Gujarat. There are severd
disadvantages associated with operations based in home and unauthorized locations. Not only such
units have problems in expanson and modernization due to space condraints, they may aso be
denied regigtration as SSI units and thus denied access to credit and other support facilities.

Savings & Credit I nstitutions:

There is a large net-work of agencies for performing the finance function. Banking, however, has
been controlled by the government and only after liberdization a few private banks have been
edtablished. The purpose of contralling the financid inditutions was to channelise funds to the sectors
which needed capital for development and where returns were not necessarily as high. The interest
rates were fixed by Government till very recently (in the year 1996) with a view to ensure flow of
low cost capita to SSI. It is important to highlight that financid inditutions do not have a specid
policy or aprogram for providing support to unitsin a cluster. The assistance is provided on the lines
of agenerd policy sometimes even ignoring the specid requirements of an industry or a cluster. For
example, the working capital needs of the food indudtry fluctuate as the raw materiad is seasond but
the financid ingtitutions because of their general norms find it difficult to support such demands. Thus
it may be worthwhile trying cluster specific credit supply asis prevdent in Itay.
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Large banking sector for industry :

The banking sector is complex and large. There are 28 commercid banks with a very widdy
dispersed network and there are 13 private banks. The largest among the banks is 'State Bank of
Indid with seven thousand branches and 230,000 employees. The commercia banks provide for
both the fixed capital and working capital. Co-operative Banks at district level were established to
help the small entrepreneurs but these banks have quite often been managed by the government
judtifying it to be in the public interest. This has led to the loss of a tremendous opportunity for the
co-operative banks to be of specific intereststo the clusters.

Also a large set up of financial institutions:

Specidized financid indtitutions for indudtrid development have been established at the netiond and
date levels with dmogt overlgpping functions. At nationd level there are 8 inditutions that mainly
cater to the needs of medium and large scale sector. The most important among them are Industria
Development Bank of India (IDBI), Industrid Finance Corporation of India (IFCI) and Industria
Credit & Investment Corporation of India (ICICl). They have set up among themselves dmost 20
technica consultancy organisations (TCOs) in order to provide support to SMEs but they have dso
not related themsalves to the need for cluster development either as their main or a subsdiary
activity.

Special financial institutions for SMEs:

For the small scale units, a separate bank has been carved out as a subsidiary of the Industria
Development Bank of India which refinances the State financid corporations and the scheduled
banks for meeting the long term credit requirements of this industrid segment. This bank is called
'Small Industries Development Bank of India (SIDBI) and was set up in the year 1991. In the
recent past, the bank has also indtituted specia schemes for direct financing for bigger credit needs
through its regiond level branch network. One of the recent schemes introduced by SIDBI that has
been paticulaly helpful in case of andillaries and subcontracting with large firms is the 'Bill
Discounting Schemeé'. All the schemes relate to SVIESin generd.

‘State Financial Corporations SFCs) and 'State Industrial Development Corporations SIDCs)
have been sat up a date leve to primarily cater to the long term credit needs of the smadl and
medium scale units and to participate in the venture through equity stake. These units get refinancing
from SIDBI for the gpproved schemes and dso generate their own funds through the date
government and now from the commercid borrowings from the market as wel. These inditutions
are an important source of long term credit and of late SIDBI and SFCs have started providing
funds for working capital as wdll. In line with the commercid banks, SFCs have remained a source
of credit for SMEsin generd.

Marketing & Export Promotion :
There are several schemes for providing assistance to SSI in marketing and exports. For the central

and state government purchase programs, there is a scheme of price preference for certain products
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in favor of small scale sector as againg the medium and large units. This scheme which has been in
exigence for more than a decade has not however been of much help to the SVIE sector asawhole
and clustersin particular.

Special institutions for the export promotion :

The Government has established 'Export Promotion Councils for the products with high potentia of
exports. These councils provide information and advise to exporters. Their services aso include
providing assstance about market, technology and procedures for exports. Some of these councils
a o procure orders from buyers and pass them on to the prospective suppliersin the country. Indian
Trade Promotion Organization, apart from services mentioned above organizes exhibitions, buyer-
sdler meets and promotiona campaigns for the Indian Industry. Some of these indtitutions have st
up their offices a places where the clugter for the product exists.

Smilar is the case with the marketing assstance provided by NSIC and State Small Industries
Corporations. The marketing ass stance scheme formulated by SIDBI is a recent phenomenon. It
seems to be heading in the right direction as it involves private sector participation aso. Under the
scheme, funding assistance is provided to the marketing entrepreneurs for marketing the produce of
and| scaeindudry.

I nformation provision becoming important recently :

Industry on its own has taken some initiatives. The Federation of Indian Chambers of Commerce &
Industry (FICCI) has started 'BISNET', where information on trade inquires, technological offers,
offers of joint ventures/collaborations etc. are made available on line through computers. Ingtitutions
such as ‘National Smal Industries Corporation’ (NSIC) and 'Asa Pecific Center for Technology
Trander' (APCTT) in the government sponsored and supported ingtitutions have adso dtarted
providing on line information services to the entrepreneurs. In the private sector, ‘Maharatta
Chamber of Commerce & Industry’ (MCCI) based in Pune and 'TANSTIA-FNF Center' in
Madras have st up these ventures in the private sector. Similarly, some of the consultancy
organisations dso maintain product - wise information on externd trade and domestic production
€etc.

But not catering to the needs of smaller firms:

The type of information usudly needed by the tiny and very smdl enterprises is very specific to the
date government rules affecting thelir operations. They may be interested in knowing about the
suppliers of specific type of machinery suiting to their needs. Such grass root leve and specific
detailed informetion is not yet avalable on the information networks. Secondly, the information
providers, in most of these clusters and loca areas, do not virtualy exist who can source and supply
the necessary information. Thirdly, the sourcing of most informetion for the smal entrepreneurs so
far has been by informa channels where there may not be any payment involved. This leads to a
tendency for the entrepreneurs to expect free information which may not be possible in the current
scenario.
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Technical Upgradation facilities are several but not very effective :

Thetechnicd upgradation facilities exist in large number in the country, but somehow these facilities
remain closer to the academic world and at laboratory scale rather than being gpplication oriented
and closer to the industry. The commercia gpproach in their working is yet to be set in. Council for
Scientific & Industrid Research (CSIR), a Government owned laboratory network is currently
gearing towards increased commercid gpproach which further dienates the smal sector through high
costs and long gestation periods.

New product development leaves a lot of scope:

Introduction of new products in the market requires a strong product development base. India has
limited capabilitiesin the area of 'Product design & development’. Most of the clusters and the SME
units work on the designs or samples given to them by the domegtic or foreign buyers. Broadly,
there seems to be little innovation in product design and new product development in the clusters.
This has its implications on the profit margins.  The inditutions promoted by the Government for
developing new products/processes have not been able to fulfill the objectives with which they were
started.

Pollution Control affecting several clusters:

The Indian Indudtry is characterized by smdl naturdly occurring clusers. These clusters when
darted had very smdl sze of units used low energy internsve technology and their number aso was
less. Hence, pollution was not a mgor problem. The government had set up no mechanism to
control pollution then. The effluents discharged were in smdl quantities. As the growth in these
clusters took place, the size and number of these unitsincreased and dong with this the effluents and
hazards due to them aso increased.

The norms for pollution control were aso developed in the meanwhile due to an increased
awareness world over about hazards of pollution. The Government. started enforcing these norms
vigoroudy, with the result that many of the small scale units were asked to wind up till adequate
measures for pollution control had been taken up. The industry with their limited capital base found
it difficult to invest in pollution control equipment and thus delayed implementing measures required.

Indudtries like Food Processing, Lesther and Textile Processng that have a dgnificantly large
number of clusters are currently facing the problem of pollution control. While some of the indugtries
have joined hands to establish common pollution control facilities, others are ill to initiate the action.
Leether industry in Madras and Hodery industry in Tirupur are such examples where industry has
taken initiative and darted these common facilities  This initiative, however, came only after the
courts had directed the state authorities to issue notices for closure of the polluting units.

9. Experiencesof Prior Cluster Development Programs
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There are two inditutions that have taken up cluster development projects besides the government
initictives explained in the previous sections. These are State Bank of India (SBI) and Smadll
Industries Development Bank of India (SIDBI).

State Bank of India started the program under a project caled 'SBI Project Uptech' in the year
1988-89 when they fdt the need for upgrading the businesses of smal enterprises including their
management processes, qudity, technology and markets but within the framework of what was
attainable by the units. The clusters were chosen based on the criteria that there was scope for
improvement and that the bank had funded a subgtantia number of units in those clusters. A survey
was then carried out to assess the current status of the industry and the scope for improvements.

Subsequently 40-50 units were sdected for the upgradation. A task force comprising of 4-5 bank
officers was deputed adong with externdly identified technica consultants who helped the
entrepreneurs to modernize their units. So far 6 such projects have been carried out where the
funding for the deputed consultants was made over by the bank in the first 3 projects. Subsequently,
a fee has been charged from the units themsalves. The clusters sdlected have been Agro pump-set
indugtry in Coimbatore, Diesdl enginesin Kolhapur, Huller rice millsin Palghat, Foundries in Agra,
Glass unitsin Firozabad and Auto components in Pune. Each project takes 2-3 years to complete
and that leads to demonstration effect on the other unitsto follow and change.

Smadl Industries Development Bank of India (SIDBI) that came into being as asubsidiary of IDBI in
the year 1991 took up the initiative of cluster development during the first year of its operaions
under the area of Promotion & Development. The stated objectives of the program are creation of
awareness on new products, processes & technologies, skill upgradation, development of
technology rdated common facilities for the cludter, provison of unit specific modernization
packages and promotion of energy consarvaion & introduction of environment friendly
technologies.

SIDBI has s0 far sdlected 20 smal industry clusters for technology upgradation. The product groups
covered include locks, textile processing, bicycle & parts, scientific instruments, salt and salt based
chemicas, powerloom, machine tools, rubber products, sea food products, glassware, gem &
jewdry, brass & bell metd, blacksmithy, leather & leather products, foundries and hand tools.

The methodology adopted for the project is based on identification of technical experts who would
then identify the units for technology upgradation and then help them prepare modernization plans
which could then be used for funding from the state financid corporations and commercid banks.
The expertise located was among the national and dae leve inditutions such as Nationd
productivity council, Technica consultancy organisations (TCOs) and other voluntary organisations.
SIDBI played an active role in coordinating the services of consultants and helping them to get in
touch with the units. SIDBI dso pad for the fee of the consultants. The outcome of the
modernization program has been mixed with both successes and failures atributed to difficulties in
getting finance for the units and due to unprofessona working of the selected inditutions.

10. Emerging Issues, Lessonsand Initiation Steps Undertaken
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There are some important issues that emerge from the above analyss,

1 Can dl types of clusters be promoted ? If not, then what type of clusters should be
promoted ? Should they have a minimum leve of dynamism and organization structure for
the program initiative to be successful ?

2. What type of intervention mechanism should be adopted o that it results in financidly and
adminigrativdy a sdf sugtaindble cluser devdopment sysem ? What should be the
characteristics of these forms of indudirid organisations 2. What type of relations should be
promoted so that confidence and co-operation among the firms & suppliers themselves and
with the support inditutions grows ?

3. Who should initiate such an intervention and with what specific objectives ? What should be
the role of private sector bodies, especidly industry associations, and support ingtitutions ?
What should the government do, particularly with regards to the policy, taxes, infrastructure
provision, enforcement of rules & regulations, bench marking etc.?

The andysis provides important lessons. Fire, clusters are difficult to create unless they are
infrastructure based and a conducive infrastructure is created to facilitate that. Among others, it
seems that some form of organization should exist before an intervention could be useful. Second,
there are large unit based clusters and it may be more useful to associate the large sector enterprises
dong with the SMEs to make the intervention successful. Third, the product that the cluster
produces, should be viable to manufacture and market, in the prevailing market conditions. This
means that a cluster with positive market scenario can revive itsdlf from maturity stage into growth
dage. Fourth, discrete and uncoordinated interventions are difficult to provide a sustainable
worthwhile impact. Fifth, in the Indian scenario where infragtructure and provision of finance is ill
largely provided and regulated through the government or its indtitutions, the involvement of such
indtitutions will not only be necessary but dso has to be innovative to cater to the specific needs.
Sixth, the intervention mechanism for each cluster needs to be tailor-made to ensure its success.

Fortunately these lessons are subgtantiated by the experiences of other clusters in the world.
UNIDO has an important role to play in terms of providing insghts into such experiences and their
impact in other countries. This can lead to development of better methodologies and relevant
information. Besides, it dso has enriched experience in assigting such dusters by identifying and
arranging services pertinent for the clusters.

With an estimated 350 SME clugters in India contributing towards 60% of Indias exports along with
alarge employment potentid, there is no denying that SME clusters have a Sgnificant bearing on the
nation's economy. Any such program initiated is thus likely to have a high potentid to postively
effect the nation's indudtria development through a competitive, vibrant and dynamic SME sector.
Secondly, the program will contribute to development of a new initiative that builds upon the
experiences of the various assstance programs. Thirdly, the success of this program should be built
around the private sector initiative ably supported by the government and other support ingtitutions.
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In the light of the importance of SME clugters in India, a conscious effort to promote industrial

development through cluster approach needs to be taken up. Some of the initiatives undertaken so
far by a few inditutions have focused mainly on individud enterprises. Secondly, the efforts in the
past have focused largely on technica oriented project activities by bringing in outside (i.e. externa

to the clusters) expertise and funding to ddliver various services mainly from the supply side. Thirdly,

these initiatives have come about by the inditutions in isolation to each other rather than with a
common objective agreed and acted upon by the actors.

But for the initiatives to succeed and benefit the locd firms in the long run, they must be embedded
within a well developed socio-politica inditutiond infrastructure that provides support for the
deficiencies of the overdl business relationship rather than limiting to technica agpects. Gaining from
the internationd experiences of the deveopmenta inditutions both in the developed and the
developing countries, there is aneed to initiate a program that meets the following parameters;

[ Focused assstance at clusters producing smilar or inter-related range of goods and
SEIViCes,

[ Demand based ass stance formulated and implemented by the industry itsdlf,

[ Hexible instruments of assistance to meet pecific needs of the cluster, and

[ Close monitoring and assistance to spur continuous development and innovetion.
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Annexure-1V

An Overview of Artisan Based Rural Clustersin India

For a country like Indiawhere 77% of the population livesin villages any study of this nature would
have been incomplete without the mention of rura indudtries and clusters that exigt in this sector.
India hed initiated the program for rurd indudtridization in 1957 by darting the Khadi and Village
Industries Program followed by Rura Industries program in 1962. Some of the State Governments
aso came forward to promote industriesin rurd aress. The assumption made was that by providing
subsidies and incentives to the units the rurd industridization would  take place. However, in redity
severd units that came up attracted by these incentives and subsidies did not last long because of
limited markets, lack of raw materid, ingppropriate skills and above dl inadequate infrastructure.
Thus while rural indudtridization continued to be promoted in India dthough with alow success rate
industries continued to grow in the urban areas. Some of the key condraints in the rura industries
and hence the development of clustersin rurdl aress may be :

0] Lack of education and awareness among the rural entrepreneurs and artisans,
(i1 Lack of organization among the entrepreneurs,

(i)  Lack of marketing skills,

(iv)  Dependency proneness on Government,

(v) Limited reach and effectiveness of the development assstance

(vi)  Lack of infrastructure facilities such as dectricity and roads

Rural Clustersin India

According to an estimate there are about 2000 rura clustersin India These are mainly skill based
clusters which have grown in size with the passage of time. These clusters condst of unorganized
sector tiny units with very little access to market, information and technology. The individua units

have independent identities and linkages with the system are virtudly non-exisent. The exigting
linkages if any are more in the form of economic exploitation of the makers by the ones having
financid muscle power. Dueto lack of information and existence of herd mentdity, large number of
these clusters have created spare capacities. This spare capacity leads to a Situation in these clusters
by which the entrepreneurs compete basically on low prices. Another characterigtic of these
cdugers is that they are kill based and make use of very smple manufacturing processes and
techniques. The products are made by smple hand tools and in rare cases by smple machines
without the use of any modern technology methods. Inspite of al these characteristics and problems
the rurd clusters contribute to a large share of the exports from the SME sector and 40% of the
total work force employed in SMEsisin the rurd and artisan based indudtries.
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Asapart of thisstudy alist of 917 clusters was compiled and andlyzed. The enclosed tables indicate
the geographical spread and the type of products manufactured by 917 clustersin India. These 917
clusters are located in 26 different states of India and manufacture 32 different types of products. It
would be interesting to note that a large number of the clugters are in the textiles sector and even the
Government of India having redized this has placed the ‘Development Commissoner of
Handicrafts under the adminidrative set up of ‘Ministry of Textiles ‘for development of artisan
related clugtersin India

It must be reiterated that information on these artisan based rura clustersis only indicative and no in-
depth study was conducted et the field level for detailed analysis of the observations made here.

Table 14 : Geographical Spread Of 917 Artisan Based Rural Clusters

S.No. State No. of Clusters
1 Arunacha Pradesh 11
2 Assam 20
3 A&N ldands 7
4 Andhra Pradesh 43
5 Bihar 65
6 Ddhi 2
7 Gujarat 67
8 Haryana 41
9 Himachd Pradesh 35
10 Jammu & Kashmir 55
11 Karnataka 4
12 Kerda A4
13 L akshadweep 9
14 Maharashtra 41
15 Manipur 6
16 Mizoram 6
17 Madhya Pradesh 47
18 Nagaand 8
19 Orissa 41
20 Punjab 37
21 Rajasthan 98
22 Skkim 2
23 Tripura 11
24 Tamil Nadu 61
25 Uttar Pradesh 85
26 West Benga 31
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Table 15 : Products Manufactured by 917 Artisan Based Clusters

S.No Product No. of Clusters
1 Bidri 4
2 Cane & Bamboo 62
3 Carpets 31
4 Coil Twisting 5
5 Conch Shell 6
6 Dolls& Toys 50
7 Filigree & Slver ware 2
8 Folk Paintings 14
9 Furniture 14
10 Grass Leaf Reed & Fibre 30
11 Horn & Bone 12
12 Ivory 13
13 Jawelry 63
14 L eather Footwear 10
15 Leather Other articles 13
16 Metal Images Classical 9
17 Meta Image Folk 3
18 Meta Ware 80
19 Musicd Instruments 7
20 Pottery & Clay 35
21 Rugs & Durries 28
22 Stone Carving 23
23 Stone Inlay 7
24 Terra-cotta 16
25 Textile Handloom 110
26 Textile Hand Embroidered 47
27 Textile Hand Printed 81
28 Theater, Costumes & Puppets 10
29 Wood Carving 69
30 Wood Inlay 16
31 Wood Turning & Liquerware 35
32 Za 12
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