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COURSE INTRODUCTION

Welcome to the Course: Fundamentals of Entrepreneurship. As the course title suggests,
this course will help the learner in understanding the basics of Entrepreneurship which
are essential to start the new business. This course will be useful for people who want
to establish their own enterprise, thus explaining how to develop entrepreneurial
qualities- knowledge attitude, competencies and skills; setting up an enterprise, managing
and enterprise etc.

In this course we have covered the following:

Block 1: Overview of Entrepreneurship

Block 2: Policies and Provisions for Entrepreneurship Development
Block 3: Entrepreneurship Strategies and Experiences

Please give us feedback - both good and bad about the course. We are also striving to
improve as we hope you are.
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BLOCK 1 INTRODUCTION

For a Courseon ‘Fundamentals of Entrepreneurship’ it is very much essential to be
clear about what entrepreneurship is. So, it was desired to have the first block of this
course on Overview of Entrepreneurship. The Units are as Follows:

Unit 1- Entrepreneurship — Concept and Theories

Unit 2 - Entrepreneurship — Nature, Types and Levels

Unit 3 - Evolution of Entrepreneurship in India

Unit4 - Democratic State, Development and Entrepreneurship

Unit 5 - Entrepreneurship and Small Scale Enterprises —Role in Economic Development

The first unit of this block is “Entrepreneurship— Conceptand Theories” wherein the
student is made familiar with the genesis of the concept of entrepreneur and various
theories propounded regarding making of entrepreneurs. In the second unit an attempt
has been made to give nature, types and levels of the Entrepreneurship and third unit is
the historical sketch of the evolution of Entrepreneurship in India. The fourth unit explores
the relationship between democratic State, Development and Entrepreneurship. The
fifth unit is about Entrepreneurship and Small Enterprises - Role in Economic
Development.






UNIT1 ENTREPRENEURSHIP - CONCEPT
AND THEORIES

Contents

1.0 Introduction

1.1 Objectives

1.2 Concept of Entrepreneur

1.3 Theories on Entrepreneurship

1.4 Nature and Characteristics of Entrepreneurship
1.5 Entrepreneurship, Innovation and Adaptation
1.6 LetUs Sum Up

1.7 Key Words

1.8 References and Suggested Readings

1.0 INTRODUCTION

The concept of entrepreneur would be traced from its very formative stages of
understanding to that of present day. The discussion on theories on entrepreneurship
would take into account psychological traits as well as sociological conditions which
make it either conducive to entrepreneurship or function as deterrents. The entrepreneur
is an outcome of certain cultural and social factors that shape the psychological make
up of the person. He is motivated for higher achievement with an immense capacity to
bear risks.

1.1 OBJECTIVES

In this unit we shall make an attempt to understand the fundamental aspects of
entrepreneur as well as entrepreneurship. Our purpose has been to enable the student
to:

e know who is an entrepreneur;
o familiarise with the different theories on entrepreneurship;

e assess the factors responsible for creation of entrepreneurs and hurdles in making
of'a good entrepreneur; and

e tounderstand the meaning of innovation and adaptation in entrepreneurship.

1.2 CONCEPT OF ENTREPRENEUR

1.2.1 Genesis of the Word Entrepreneur

‘Entrepreneur’ as a word was in use in the French language long before its emergence
as a functional concept. In the early sixteenth century it referred to those who were
involved in military expeditions. In the seventeenth century, it was, extended tocover
those engaged in construction and fortification. Only towards thebeginning of the
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eighteenth century one finds it being applied to economic activities. Perhaps the essential
connotation of its evolving application has been adventurism of some kind or the other.

In the eighteenth century, Richard Cantillon, an Irishman living in France, emphasized
the unique non-insurable risk bearing function of the entrepreneur. He used the term
‘entrepreneur’ for all those who buy factor services at ‘certain’ prices with a view to
sell their product at “uncertain’ prices in the future. Though not clearly spelt out, he
distinguished between the owner and the entrepreneur. He stressed the risk involved in
carrying on the production and exchange of goods which the entrepreneur was supposed
to undertake like facing the consequence of bankruptcy in situations of depression.

After a few decades, an aristocratic industrialist, Jean Baptise Say, who had an
unpleasant experience, was probably the first person to distinguish between the function
of'the entrepreneur and that of the capitalist. Taking into consideration the element of
risk involved, he broadened the term. According to him, “coordination, organisation
and supervision” were also essentially entrepreneurial functions. He regarded the
entrepreneur as “the most important agent of production who provides continuing
management and brings together factors of production.” Along with “judgment,
perseverance, and knowledge of the world and that of business”, Say insists that, the
entrepreneur “must possess the art of super-intendance and administration.”

1.2.2 Non-recognition of the Entrepreneur

Though in France, Cantillon and Say emphasized and delineated the function of the
entrepreneur, the English economists belonging to this School did not contribute in
any appreciable manner towards the conceptual and theoretical formulation on
entrepreneurship. Adam Smith considered that the sole motive of the capitalist employer
was just to accumulate wealth by providing capital ‘for use by his worker’. Little
difference was perceived between the terms ‘profit” and ‘interest’ as they were used
interchangeably. Savings was identified with investment, by implying that the profit led
to the motive for saving. On the whole, for Adam Smith the fundamental economic
determinant of growth was the rate of capital formation. Smith did not bother to either
analyse or emphasize factors like ‘risk bearing’ and ‘co-ordination’ that was involved
in any business. He did not distinguish the function of the entrepreneurs from that of the
capitalists when he referred to “three different orders of people-those who live by rent,
those who live by wages, and . . . those who live by profits.

Ricardo also emphasized the significant role of the rate of capital accumulation in the
theory of economic development. He pointed out that the two main factors which
govern the rate of capital accumulation were the ability to save and the will to
save. While the former depended upon the amount of surplus (the net income) of the
economy the latter depended on the rate of profit. According to him, both profit and
wages affected each other presuming other things to be constant. The Ricardian system
differed from that of Smith as it considered the economy not to be strictly dependent
on the rate of investments for its expansion or decay. By manipulating the socio-cultural
variables and the needful technological improvements the developed state of the
economy could be maintained. John S. Mill in his restatement of the Classical Theory
attempted to separate the entrepreneurial function from that of providing capital.
This attempt was shattered by Alfred Marshall who “reaffirmed the Smith-Ricardian
tradition by treating profit as a single undifferentiated income flow.” But Marshall
distinguished between the “capitalist” and the “undertaker” (management). He said,



“the undertakers who do not follow the beaten track increase their earnings by adopting
new and improved methods of doing business which is later initiated by his competitors
reducing the profits.” This bore the seeds of the idea of innovation which was not yet
fully developed. May be it was an anticipation of Schumpeter’s Theory of
Innovation and Economic Development.

1.2.3 Recognition of the Entrepreneur

In this sub-section we will consider the definitions of the Entrepreneur by different
theorists. The importance of the entrepreneur was gradually recognized by later
Theorists. Leon Walras in his Theory of general equilibriumconsidered entrepreneur
as the fourth factor of production who hires and co-ordinates the other three-land,
labour and capital. The entrepreneur is on one hand the buyer of the productive services
and on the other seller of produced goods. Under free competition, the entrepreneur is
responsible for ensuring the market to move towards a general equilibrium. He ventures
into the areas of production which are profitable, increase the output, thus reducing the
profit. He leaves the spheres of production which are incurring losses, thus checking
the output and consequently losses.

With more and more formalisation of modem economic theory, there had been a tendency
to relegate entrepreneurship to catch all residual factors. These residual factors include
entrepreneurship along with technology, education, institutional organization, etc. Though
the function of the entrepreneur was gradually recognized and emphasized as a factor
in production and exchange of goods by some quarters, it was in a very static sense.
The dynamic notion of entrepreneurship, i.e., entrepreneurship as a force in
itself for the expansion of the economy, was not in vogue till Schumpeter put forth
hisTheory of innovation and economic development. That is why his work is
considered to be a path breaker to the growing tendency of relegating entrepreneurship
to a mere factor in production. Schumpeter attributes to the entrepreneur the
unique quality of innovation that a mere capitalist lacks. His creative response
to an economic situation is responsible for further expansion of economic activities. He
clearly distinguished the managerial activities of a business leader from his creative
response. In other words, the entrepreneur need not necessarily be the person who
invests the money, need not be the person who manages the day-to-day routine work,
but she could be the person who brings about the necessary changes by introducing
the innovative element that leads to the expansion of the business. Entrepreneurship
thus is not a profession or a permanent occupation. An entrepreneur may arise from
any economic base. Thus entrepreneurs do not by themselves constitute a class.

According to Schumpeter innovation is not the same as invention, may be because
of any one or more or the following:

1)  The introduction of a new product;

i) Adoption of a new technology;

i) Opening up of a new market;

v) Finding out a new source of supply; and

v) Bringing about a new organization of an industry

Schumpeter’s theory of economic development is based on his experiences during the
period of the Industrial Revolution prior to the coming of the giant corporations. Such

Entrepreneurship —
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atheory is not appropriate for the less developed capitalist countries with a few large
firms dominating the manufacturing business. It is doubtful whether in an underdeveloped
region the innovation to which Schumpeter attaches so much importance is practicable
or is enough to give the required boost to the economy from its state of stagnation or
decay.

Check Your Progress I
Note: 1) Space is given below for your answer.
11) Compare your answer(s) with the text.

1) Contrastthe view of the French thinkers (Cantillon and Say) with those of
the British (Adam Smith).

2) What was the main point of difference between John S. Mill and Alfred
Marshall in defining the role of the entrepreneur?

3) Whyis Schumpeter’s Theory of Innovation (and economic development)
considered to be pioneering in the field of entrepreneurship?

1.2.4 Entrepreneur as Critical to Economic Development:
H. Cole, G. H. Evens, T.C. Cochran

Among others who followed Schumpeter in emphasizing the critical role played by the
entrepreneur in economic development are A. H. Cole, G. H. Evens and T. C.
Cochran. According to Cole, Entrepreneurship is an “integrated sequence of actions
taken by an individual or by a group operating for individual business units in a world
characterized by a large degree of uncertainty.” Evens sees entrepreneurs as “persons
who initiate, organise and control the affairs of business units that combine factors of
production to supply goods and services, whether business pertains to industry, trade
or profession”. Cochran feels, “students of entrepreneurship generally have come to



agree that while it is a definable function, entrepreneur is a term denoting an ideal type
rather than a term continuously applicable to a real person. Any business or other
official may exercise entrepreneurship but a classification cannot be devised that would
empirically separate entrepreneurs and non entrepreneurs.”

1.2.5 Entrepreneur Organization: Frederick Harbison

Fast changing technology in the contemporary world has led to increasing complexity
of business organizations. In such a situation the entrepreneur as an individual has little
significance. Frederick Harbison finds it appropriate to consider the entrepreneur as
“an organization which comprises all the people required to perform the entrepreneurial
function.” These functions are the following:

1)  Undertaking or managing of risk and the handling of economic uncertainty,
i) Planning and innovation,

i) Coordination, administration and control, and

iv) Routine supervision.

In a small enterprise all the functions may be performed by an individual but in large
establishments the functions have to be delegated among a group of persons embodying
a complex hierarchy.

Harbison suggests that it is sensible to label the group of persons performing the
entrepreneur’s function as an “organization” rather than as “the entrepreneur”. The
term “organization’ apart from connotingthe constellation of functions, persons
and abilities used in management of the enterprise, also highlights the nature
of integrating these into a common undertaking. The advantage of having this
concept of ‘organization’ is that it can be subjected to quantitative measurements enabling
us to have the notions like “investment in organization” in the same sense as “investment
in machinery or equipment” and “accumulation of managerial resources” a concept
similar to “capital accumulation”. It is useful to use this concept of organization in the
case of large joint stock exchanges.

The role of the entrepreneur is also acknowledged by Maurice Dobb. According to
him the entrepreneurial function is the co-ordination, controlling, or the integrating force
that is required in any society with modem machine techniques and extensive division
of labour. The function is to make adjustments, innovations and the ability to make
correct judgment about the future.

1.2.6 Emphasis on Micro-economic Models: William J. Baumal
and Harvey Leibenstien

Going by current theoretical literature in economic theory the role of the entrepreneur
seems to have disappeared. William J. Bauinol considers that the micro-economic
models are such powerful tools for the analysis of well-defined problems where the
variables are so well-defined that there is very little left for the entrepreneur for solution.
He is of the opinion that a person of extraordinary vision is no longer required.

Harvey Leibenstien agrees with such a view but points out that the role of the
entrepreneur is actually trivial in the prevalent models of the contemporary economic
theory primarily because they are static models assuming complete certainty. He writes,

Entrepreneurship —
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“if allinputs are marketed andtheir prices are known andif there is a definite production
function and relates inputs to outputs in a determinate way, then we can always predict
the profit for any activity that transforms inputs into outputs. If net profits are positive,
then this should serve as a signal for entry into this market. The problem of marshalling
resources and turning them into outputs appears to be a trivial activity. From this point
of view it is hard to see why there should ever be deficiency of entrepreneurship. The
answer is that the standard competitive model hides the vital function of the
entrepreneurs.”

Leibenstien acknowledges entrepreneurship as of two types. One is the Schumpeterian
innovative type and the other is routine management of ongoing business. An
entrepreneur, according to Leibenstien, may be an individual or a group of individuals
having mainly the following four characteristics: (1) Gap filling; (2) Connecting
different markets; (3) Input completing; (4) Creation and expansion of markets.
He further says that there is no one to one correspondence between the sets of inputs
and outputs.Gap filling isa vital functionthat is required to beperformed for production
to take place and for the product to reach its consumers. The whole array of roles-
perceiving of the economic opportunity, marshalling of financial resources and technical
know-how, organizing people to produce and then to market it, has to be performed
by the entrepreneur. By “input completing” he means that certain minimum quantity
of inputs needs to be marshalled for any given economic activity. If less than the minimum
is available then it is for the entrepreneur to come forward and arrange for what is
lacking,

The demand for entrepreneurs depends on the potential opportunities for the gap fillers
and input completers. It also depends on the extent to which gap filling and input
completing can increase production. The supply of the entrepreneurs depends on the
availability of persons with gap filling and input completing and the prevalent social,
political and motivational factor that influence the extent to which individuals or groups
utilize these capacities.

1.2.7 Considering Entrepreneurs as Passive: H. J. Habakkuk,
Phyllis Deane and Douglas North

It is observed that the Empiricists and Historians, in comparison to the Theorists, give
a central place to entrepreneurship in the economic theory of development. There are
often who deliberately or out of omission ignore the role played by the entrepreneur in
the process of economic development. Persons like H. J. Habakkuk, Phyllis Deane
and Douglas North have considered the entrepreneur to play a very passive part,
being drawn into the industrial scene by the major determinants like invention, changing
factor prices and new market opportunities.

According to Kilby, most of the economic historians avoid, “the rigour of either of
these extremes in preference to a more realistic (if over-determined) multi-causal model
embracing economic, sociological and historical determinants.” What actually is the
task to be preformed by the entrepreneur? Kilby quite cogently put it as “the array of
all possible entrepreneurial roles encompass the perception of economic opportunity,
technical and organizational innovations, gaining command over scarce resources, taking
responsibility for the internal management and for the external advancement of the firm
in all its aspects.” He adds to this that “in any particular time and place the skilled
performance of certain of these tasks by the entrepreneur is critical while other tasks



demand little attention or can be safely delegated to subordinates. Thus different settings
may call for markedly dissimilar entrepreneurial personalities.”

After having recognized the importance of entrepreneurial function in economic
development the immediate questions that one is likely to ask are, who are capable of
performing the function, that is to say, who can become an entrepreneur, where do
they come from or where can one look for them, whether they are in abundance or in
dearth? Though these may appear to be separate questions, they are actually related.
The answers to these questions will be found during the course of this study.

Check Your Progress 11
Note: 1) Spaceis given below for your answer.
i)) Compare your answer(s) with the text.

1) Comment on the difference between Schumpeterian School of
Entrepreneur as a critical engineer for development and the view of
“Entrepreneur as organisation”.

2) Analyse the view that ‘an entrepreneur is only trivial due to interplay of
other factors’, or the entrepreneur as a mere manager.

1.3 THEORIES ON ENTREPRENEURSHIP

In the last sub-section,we considered who are the Entrepreneurs, the factors contributing
to entrepreneurship as defined by different Theorists. Theories put forth by various
authors attempting to explain the mechanism of the supply of entrepreneurshiplargely
falls into the spheres of the two disciplines, viz., psychology and sociology, though it
would perhaps be futile to separate them completely into either of these disciplines. In
this sub-section, let us analyse the views of theorists on Entrepreneurship.

1.3.1 Max Weber and Schumpeter

To begin with, let us consider Max Weber’s and Schumpeter’s theoretical constructs
which are simpler than the others. Peter Kilby points out that there is much similarity
between Weber’s and Schumpeter’s theories though they do differ in certain aspects.
“In both theorists the energized entrepreneur appears in the traditional economy and
sets in motion a revolutionary process of creative destruction.” The common and the
key element in the theories of Max Weber and Joseph Schumpeter is

Entrepreneurship —
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innovation. The innovation of Weber’s entrepreneur is an outcome of
‘thoroughgoing rationalizing of every aspect of his enterprise’. Whereas
Schumpeter’s notion of innovation is more creative in the sense that the
entrepreneur’s creativity is not merely limited to systematic ordering of means
to an end, as mentioned previously, he may bring about a fundamental change
in technology, or may create new demands, or find a new source of supply of
raw materials or adopt new organizational skills.

Schumpeter’s theory stands out from that of Weber’s and others in its showing little
regard for the social, cultural and religious variables which they emphasize for the
analysis of the supply of entrepreneurs. Weber builds up his Theory on Protestant
ethic, which is religious fervor of rationalizing mundane activities eventually leading to
the growth of capitalistic order. Schumpeter just considers that the “‘economic leaders
are individuals motivated by an atavistic will to power, who occur randomly in any
ethnically homogenous population. Their special characteristics are an institutional
capacity to see things in a way which afterwards proves correct, energy of will and
mind to overcome fixed habits of thought, and the capacity to understand social
opposition”.

1.3.2 David McClelland

David McClelland in explaining rapid economic growth emphasizes “on the internal
factors, the human values and motives that lead man to exploit opportunities, to take
advantage of favourable trade conditions, or in short, to shape his own destiny.” His
book Achieving Society is more of an empirical work wherein he also attempts to
articulate a theory of entrepreneurship based on the notion of ‘innovation” and ‘risk
bearing capacities’ of his predecessors. He highlights the fact that groups respond to
similar conditions differently. To explain this he introduced he psychological concept
called ‘need for Achievement’ or ‘n Achievement’. By which he means ‘a desire to
do well, not so much for the social recognition or prestige but for the sake of an inner
feeling of personal accomplishment’. The difference in response to similar conditions
by groups is because the groups differ in their level of ‘n Achievement’. He tries to
prove that in a society when there is a concentration of people with a high need for
Achievement. it eventually leads to rapid economic growth. The link between high ‘n
Achievement’ and economic development is the entrepreneurial behaviour. He
summarises that “entrepreneurial behaviour is exhibited by people who are high in ‘n
Achievement’ in 1) their desire to take personal responsibility for decisions, i1) their
preference for decisions involving a moderate degree of risk, and iii) their interest in
concrete knowledge of the results of decisions”. To be more precise his statement, “n
achievement fits people for entrepreneurial jobs particularly those jobs which give
concrete knowledge of results” clearly links ‘n Achievement’ with entrepreneurship.

According to Peter Kilby, David McClelland has extended the causal sequence of
entrepreneurial behaviour put forth by Weber as follows:

Weber’s Sequence

Ideological Value » Entrepreneurial Behaviour
McClelland’s Sequence

l

Ideological Value —» Family Socialisation —» Need for Achievement —»
Entrepreneurial Behaviour



The levels of ‘n Achievement’ among groups depend on the way they have been reared
in their childhood. Inculcation of high ‘n Achievement’ motive according to McClelland
is due to a child rearing practice which assures maternal warmth, self-reliance, training,
and less of authoritarianism. In his later career he has been less rigid on his emphasis on
child rearing practices as he talks of arousal of achievement motive among the adults
through proper courses and discourses making way for the policy makers for a

programmed economic development within a short time.

1.3.3 Robert Le Vine

Robert Le Vine looks at it the other way round. According to him, “socialization of
children will be regulated by the type of status mobility system that prevails in that
society.” Where higher status is attained through outstanding performance in one’s
occupational role, parents will try to foster in their children initiative, industriousness
and foresight through self-reliance and achievement training. In order to exemplify, he
distinguishes the Ibo society in Nigeria from ‘hierarchical society’ like Kansa, where
“upward mobility is attained through loyalty, obedience and sycophancy. Here the
parents subject their children to training & instructions in the use of flattery, and the
suppression of tendencies that might antagonize superiors”. Thus Le Vine shifts the
emphasis from prevalent values to the social structure as the cause of

achievement motive.

1.3.4 E. E. Hagen

Hagen stressed on the prime importance of creative personality for the change
from traditional society to a society with modern industrial economy. He
distinguishes between the creative personality and the uncreative personality
elaborately. He associates the unrealistic personality with the traditional society as it
appears to explain a great deal about its complexities, which is otherwise not possible.
He is of the view that all societies once upon a time were traditional and continue to
remain so because of the traditional authoritarian child rearing practices leading to
uncreative personalities. Some societies have changed into ones with modern economies
and others have remained to be traditional. These creative personalities in order to
restore their status position, long being the cause of anxiety of the group, channelise
their energies mainly to activities from which the elites keep away. In the traditional
societies the elites keep away from the economic activities, considering them to be
mundane. So it is easier for these creative personalities to get engaged with economic
activities and eventually become economically powerful and consequently gain other
powers and change the system to that of modern economy. Thus in his theory the
making of creative personality is most important to bring about growth and economic
expansion in societies so long traditional.

Hagen’s sequence of change from uncreative personality of stable traditional society to
creative entrepreneurial type is as follows:

Traditional
authoritarian

Anger
Anxiety

Creative son

—_—

non
Innovative

status withdrawal

Suppression of
values Retreatism

Relative Social
blockage

Mothers' rejection of
father and husband
Protective nurturance
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Hagen's Sequence of change from uncreative personality (of stable trade society)
to creative entrepreneurial personality (of economically developed societies).

According to Hagen four types of events results in status withdrawal: (a) displacement
by force; (b) denigration of value symbols; (¢) inconsistency of status symbols with a
changing distribution of economic power; and (d) non-acceptance of expected status
on migration to a new society. With the occurrence of status withdrawal the process of
entrepreneurial personality formation sets in accordance with the above sequence of
change. While Hagen and McClelland both consider creative personality as the
source of entrepreneurship they differ in the causal sequence with Hagen
introducing the concept of status withdrawal.

1.3.5 Thomas C. Cochran

Cochran rejects the random, spontaneous, arbitrary notion of entrepreneurship. He
considers entrepreneurship to represent a model personality which is a consequence
of prevalent cultural values, role expectations and social sanctions. Values like
high achievement, cooperativeness, team spirit, rationality, etc. are inculcated by the
modem child rearing practices. Apart from the value structure the entrepreneur’s
personality is shaped by role expectations of the defining groups and the requirements
of the new operational needs. In comparing the United States of America and Latin
American countries he stresses the creative entrepreneurial response or abortive attempts.
This depends primarily on the prevalent cultural values.

1.3.6 Frank W. Young

The theory offered by Frank Young is more sociological in nature and very much
akin to the theoretical constructs of Durkheim and Levi Strauss. Though he
gives due importance to biographical studies of eminent individuals in business
and industry, in the study of history of entrepreneurship he considers
entrepreneurship basically as a group level phenomenon. Like Cochran and
others, he is of the opinion that ‘Psychogenic’ studies of entrepreneurship do not reveal
much beyond the superficial. According to him when a group or sub-group is highly
differentiated and is lowly positioned it tends to react to the situation by showing a
higher degree of solidarity. This solidarity of the group is manifested in its cautious
efforts to improve its symbolic position. The differentiation essentially is the diversity of
the social meanings maintained by the group. A group with higher degree of institutional
and occupational diversity and less communication eventually leads to a redefinition of
a situation. In order to elevate their symbolic position within the larger structure they
always find out ways and means for mutual understanding and reciprocation despite
the differences in the occupational and family status. At this time it may pick up any
rhetoric, be it religious or political, to rationalize and form an ideology, or maintain the
degree of solidarity of the group. When it concentrated on the economic fronts to
improve its position, there is consequently a spurt of entrepreneurial activity in its
conventional sense. The entrepreneurial activity need not necessarily be limited to the
economic sphere. The sphere on which the group concentrates would depend on that
which would incur minimum threat from the dominant group or groups, at least initially,
but would improve its position. According to Young the concept of solidarity can
replace that of entrepreneurship and can be broadened to the national level or reduced
to an individual with many in between, in decreasing sizes, forming a series, with scope
for a chain reaction to occur.



Young, like his predecessors, essentially adopts a similar notion of entrepreneur as the
innovator. The difference is in the causal sequence where the ‘transformation codes’
arc considered an outcome of group level activity of the solidarity group to improve its
symbolic position in the larger structure. The individual level of entrepreneurship is
actually a partial manifestation of the group level of entrepreneurship. The conspicuous
entrepreneur may appear to be operating single handedly though actually he is aided
by a group level activity. Family background, experiences as belonging to a particular
kind of group and reflections of general cultural values together are responsible for
generating entrepreneurial activity.

In the above analysis, psychological reactions, though part of sociological explanation,
are not treated as independent causal factors. Besides, the unnecessary sequences of
changes necessitated by the psychological theorists are avoided.

113.7 John H. Kunkel

Kunkel’s theory on entrepreneurship is based on the behaviouristicmodel of
Skinner and Hommans. He writes, “according to the behavioural model, the
determinants of an individual’s activities are to be found largely in the conditioning
procedures - both deliberate and accidental - to which he has been subjected in the
past, and in the sets of reinforcing and discriminative stimuli which have become part of
his behavioural chains and are part of the present social context. The relationship between
the social environment and the individual is reciprocal; the social context of an individual
creates particular secondary deprivations, a particular reinforcement onanspecific
schedule, and the associated controlling stimuli which are the essential elements of the
operant conditioning process. An individual manipulates the social context with his
behaviour, deprivations are reduced or noxious stimuli are eliminated or avoided, and
new SD’s for further activities may thereby be established (chaining).”

These events together with the procedures result in the formation of the personality
“considered as the locality of behaviour patterns in the individuals’ repertoire, which he
has acquired as a consequences of his often unique experience and as a member of
several groups and of his society. Personality then does not determine behaviour, but is
behaviour”.

With personality itself being considered as behaviour the necessity to postulate terms
like attitude, values or need, in order to explain or predict behaviour also ceases.
Kunkel is of the opinion that these concepts are useful to the extent they only describe
behaviour. He makes it clear that by undermining the necessity of these concepts to
explain behaviour, the behavioural approach does not deny the existence of man’s
internal state or depreciate the human spirit. These concepts are not made use of
primarily to avoid the ambiguities they bring in along with them.

Following the Behaviourists, he goes on to say that there is no need to alter the values
of men in order to bring about change in their activities. What is required is “to change
only certain elements of the operant conditioning context of which all men at all times
are an integral part”. Further, he adds that “the psychological prerequisites of economic
development are certain behaviour patterns, whereas the social prerequisites are the
determinants of the reinforcing and discriminative stimuli by means of which desired
patterns are shaped and maintained”.
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According to Kunkel, in order to establish the psychological and social prerequisites
of economic development especially in the underdeveloped countries it is pointless
trying to change the values, attitudes or personalities of its people as has often been
advocated in recent years. On the other hand, he propounds that “the behavioural
approach, emphasizing the shaping of behaviour by means of differential reinforcement
and punishment, opens a way not only to testable explanation and prediction of behaviour
but also to its alternation. The behaviour model of man leads to the conclusion that, if
behaviour is to be changed, changes must first occur in the reinforcing stimuli, in their
presentation and schedule, and in the discriminative stimuli. This can be accomplished
only through the alteration of those aspects of the social context which influence these
components of the conditioning process. Changes in character, rather than being the
prerequisite of economic development, are to be considered as concomitants and
consequences, in so far as economic development means, for the average individual
changed reinforcers, changed schedules, and new behaviour patterns, newly reinforced,
under new circumstances. The problem of economic development, then, is not the
alteration of character of certain elements of'it, but the change of those selected aspects
of'aman’s social environment which are relevant to the learning of new behaviour”.

Kunkel goes on to add that the recent emphasis on the role of the individual in economic
development does not actually undermine efficiency of the Structural approach to
economic development. Rather the importance of the Structural approach is duly
recognized as it is essentially a part of the “behavioural model of the man in that a
person’s activities at any moment are not only the consequences of a long conditioning
history, but are also influenced by the immediately surrounding social context which
maintains or alters the probabilities of behaviour pattern established in the past and is
largely responsible for the shaping of new patterns”. Thus by taking into consideration
the effects of behaviour of both the past and the present social context the behavioural
model reconciles the individualistic and structural approaches to economic development.

Kunkel also points out that efficacy of the behavioural approach to economic
development based on the principle of operant conditioning, depends on to what extent
the government has control over the relevant aspect of the social environment which
act as reinforcers. “The greater the difficulty of shaping new behaviour patterns, the
longer it will take and the greater the chance of failure”. The behavioural model of man
then not only becomes a tool to bring about alternation of behaviour but also enables
one to understand the reason for resistance to change.

Kunkel’s theory does not lead to pessimistic conclusions as drawn up by many studies
dealing with the psychological prerequisites for rapid industrialization. Since the
behavioural model of man, takes into consideration the influence of the present social
structure apart from that of the past to determine the individual role, there is the possibility
of changing the relevant aspects in the present social structure to alter the individual
behaviour conducive to economic development.

Unlike many others, Kunkel affirms that “there is no need to wait for a number of
generations for the creation of new values and personalities” to bring about a spurt in
enterprise for economic development. Thus “there is no foundation, on theoretical
grounds for the pessimistic outlook concerning the capacity of underdeveloped countries
to industrialize in a short period of time. Since usually only a few aspects of the societal
environment can be altered, present efforts to create behaviour prerequisites must
begin on a small scale. This is no easy task, but it is a possible one.”



Check Your Progress I11
Note: 1) Spaceis given below for your answer.
i) Compare your answer(s) with the text.

1) Write a short note on McClellands ‘n-Achievement’ Theory.

2) Critically analyse D. Thomas Hagen’s theory of distinction between
‘Creative Personality’ and ‘Uncreative Personality’.

3) What do you understand by Kunkel’s ‘Behavioural Approach’ and
‘Structural Approach’?

1.4 NATURE AND CHARACTERISTICS OF
ENTREPRENEURSHIP

Instead of listing of personality traits it is worthwhile to recognize the orientation to
action that is implicit in the concept of entrepreneurship. In order to identify the
characteristics of successful entrepreneurs what an entrepreneur does is important, not
the personality traits that s/he may or may not possess. So in this section we shall
discuss primarily with “those attitudes and behaviour that are shared to varying degrees
by successful entrepreneurs.” Apart from “few obviously necessary characteristics,
such as energy level and basic intelligence, no one set of attitudes and behaviours is
necessary for each and every successful entrepreneurs.” The following is highlighted
by Thomas W. Zimmerer and Norman M. Scarborough in their book
Entrepreneurshipand New Venture Formation. (Prentice Hall, New Jersey, 1996)
is prevalent among of successful entrepreneurs.

i) Commitment and Determination: For an entrepreneur to be successful
these attitudes are very important. Especially in cases of new ventures the
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entrepreneur has to completely immerse herself or himself in the enterprise.
Without this total commitment the entrepreneur might end up spoiling all the
effort just for small errors that could have been avoided had s/he been
adequately careful. The undiluted determination of successful entrepreneurs
is candid by the sincerity with which they perform their task.

Desire for Responsibility: The entrepreneurs have a keen desire to have
access and control of resources that they would productively utilize/engage to
achieve their self determined goals. They prefer to bear the responsibility of
the outcome of the venture they are associated with. “This willingness to accept
the responsibility for the outcome of the entrepreneurial venture is closely
related to the deep desire of entrepreneurs to maintain an internal locus of
control.”

Opportunity Obsession: An entrepreneur is on the lookout for opportunities
that enables one to fix a goal that one can achieve. Even periods of crisis
would be an opportune moment to realize some goals. Out of chaos the
entrepreneur recognizes and picks up an opportunity and eventually proves
himself successful. “The successful entrepreneur is also very adept at
determining the difference between an idea and an opportunity, being constantly
on the look out for those ideas that do, indeed, present opportunities.”

Tolerance for Risk, Ambiguity and Uncertainty: Entrepreneurs do not
gamble. They avoid taking unnecessary risks. They essentially are risk
managers who only take calculated risks. High rates of changes, risks and
ambiguity are accepted as normal in their world. Uncertainty is something that
is treated as a given condition. One has to live with it. “In such a world, it is
important that the entrepreneurs learn to manage risk and make sure that the
risks taken are reasonable ones, commensurate with the perceived rewards.
Entrepreneurs learn to manage risk, in part by transferring part of the risk of
the venture to others (investors, bankers, customers, suppliers and so forth).”

Entrepreneurs display tremendous capacity to tolerate ambiguity and
uncertainty. They are quite used to conflict. “They view conflict as a means to
an end in examining risk, uncertainties and potential rewards. Successful
entrepreneurs capitalize on the constructive effects of stress and minimize the
negative reactions of exhaustion and frustration.”

Self-Confidence: Entrepreneurs are generally optimistic. They have great
faith in their ability to take initiative and eventually succeed in a venture. They
are quite confident to perform the needful as they firmly believe that things are
well within their control and they are capable of accomplishing the task. Their
level of self-confidence is pretty high. “The preponderance of research also
indicates that effective entrepreneurs actively seek and take initiative, evidenced
by their constant willingness to assume personal responsibility for the success
or failure of the operation.”

Creativity and Flexibility: Entrepreneurs are often faced with changing
demands of their customers and their business. They can by no means afford
to be rigid. They have to be flexible enough to live up to the expectations that
keep changing. “The ability to respond to in a flexible manner to constant
change requires a high degree of creativity. Very often ambiguity will serve



better than certainty. A creative entrepreneurial mind is required to deal with
this ambiguity in the development of problem solution”.

vii) Desire for Immediate Feedback: Entrepreneurs get to know what they

are doing. There has to be constant feedback of the consequences of their
actions so that they take realistic measures to achieve their goals. “They have
a strong desire to use this knowledge to improve their performance. This
characteristic is also very relevant to their desire to learn from mistakes.
Consequently, such entrepreneurs are often described as excellent listeners
and quick learners.”

viii) High Level of Energy: Entrepreneurs are extremely energetic. They are so

Xi)

much immersed in their venture that long hours of work become a routine for
them. During the launch of an enterprise the extra energy that an entrepreneur
puts in become a critical factor for its success.

Motivation to Excel: Entrepreneurs like to excel in whatever they do. Most
often they are self starters and have an inner desire to keep doing better than
their previous performance. We have seen David McClelland developing his
thesis based on this need for achievement. The drive is from within. They are
“seldom driven by externally evidenced status and power. Rather, they derive
satisfaction from the challenge of being creative and building their chosen
venture. They appear to have a keen sense of their strengths and weaknesses.”

Orientation to ‘the Future: The entrepreneurs do not sit idle even when
everything seems to be going fine with them. They are constantly either on the
look out for new opportunities or are trying to improve upon their set standards.
They have to be very much proactive to live up to the need of the hour.
Entrepreneurs engaged in high growth ventures, having more stakes, are
consequently more concerned for the future.

Willingness to Learn from Failure: An entrepreneur is not scared of failure.
S/he may have tried to set up a venture and may have failed but the failure
would, more likely, make her/him further determined to taste success. “Itis
important in studying entrepreneurship to distinguish failure of a business from
failure of the entrepreneur. They are not the same. Failure of a particular
business is not necessarily a loss. Although the specific business no longer
exists, the resources, in the macro sense, are most often redistributed.
Furthermore, and most important, people learn from business failure. The
only thing more painful than learning from experience is not learning from
experience.”

xii) Leadership Ability: Normally entrepreneurs have some experience related

to the enterprise they are associated with. They have intimate knowledge
about the resources required, the technology and the market. “It is rare, indeed,
for a highly successful venture to be started by someone with no experience in
the chosen field of the venture. Successful entrepreneurs have an ability to
extend influence without power. This tactic requires that,the entrepreneur be
more of a mediator or negotiator than a dictator.” With so much of knowledge
and experience they tend to be visionary leaders not dreamers. “It has been
said that the difference between a visionary and a dreamer is that when a
dreamer wakes up, there is nothing there. Such visionary leaders are not
loners, they have no need to insist on getting all the credit. Rather, they realize
that rarely is it possible to build a successful venture alone.”
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1.5 ENTREPRENEURSHIP, INNOVATION AND
ADAPTATIONS

Both the role and the motivation of the entrepreneurs have varied with time in the
evolution of the developed economies. Similarly, as has been mentioned earlier,
Schumpeter-like innovative entrepreneurs are not the requirements of the developing
countries primarily because there is already a vast stock of proven technological
innovations which are yet to be applied in these countries. Moreover, the kind of
original innovations which are taking place in the advanced countries at present are
very difficult to be achieved in these countries because of their lack of adequate
infrastructure, resources, highly skilled personnel and effective management
organizations. It will be rather too ambitious for the entrepreneurs of the developing
economies to prove to be innovative at par with those of the developed economies.

The task of the entrepreneurs in the developing economies is essentially the adapting of
the already existing proven innovations to these economies. The task is not to carry on
original technological innovations like those of the nineteenth century entrepreneurs of
Europe and America (who are their actual counterparts taking into consideration the
stages of industrialization of the then Europe and America and the present state of the
developing countries). Apparently, it may seem to be a simpler task than that of the
nineteenth century entrepreneurs of the Industrial Revolution. Hurdles faced on the
production side and in marketing the products make task of the entrepreneur of the
developing countries more difficult than that of their counterparts in the West.

Problems that arise on the production side are largely due to the very existence of a
huge stock of proven technology. The entrepreneur of a developing country finds large
gap between the techniques of the existing semi-traditional means of production and
the modem technology. The leap that one has to make to upgrade the technology to
keep pace with the advanced countries is quite big because for the latter things improved
comparatively slowly. It is not merely the disparity of technology which poses the
problem. Along with it, the requirement of technical and managerial skills of highly
improved quality is of utmost importance. All this has to be done in a far shorter interval
oftime. To overcome all this, capital investment goes up phenomenally which in itselfis
a critical problem especially when in such economies capital is not only scarce but is
also slow to be mobilized.

In the open or virtually open economy, the severe competition which these entrepreneurs
have to face both in terms of price as well as quality from the already established firms
(having vast resources and specialized personnel) is something which was never
experienced by their predecessors. The cheap transport by sea has destroyed the
natural protection of these countries. Trade barriers, wherever these still exist, have
been of little help. Many of the producers in advanced countries have made in-roads
into the domestic markets as multinationals in one form or the other by investing in their
local subsidiaries.

Peter Kilby sums up the nature of the entrepreneur’s function in the developing
economies much more precisely. He says, “the backlog of unapplied production
techniques and of the non-existence of large, well mapped out import markets mean
that perceiving truly new economic opportunities and the carrying out of fundamental
pioneering innovations of the type envisaged by Schumpeter are largely irrelevant. On
the other hand, the operational problems of matching advanced technology with



qualitatively ill-fitting local factors of production are considerably greater than in the
nineteenth century. Toobtain adequate financing, to adopt techniques and organization,
to maximize factor productivities and minimize unit cost, to improvise substitutes for
non-available skills and materials - these tasks on the production side will more often
than not represent the critical entrepreneurial function in the modernizing economy of
the twentieth century.”

While it is difficult to disagree with Peter Kilby on his views regarding the kind of
entrepreneurship he prescribes for the developing economies, it is worth noting the
views of Peter Drucker on innovation and entrepreneurship, in general. According to
Drucker, “Innovation is the specific tool of entrepreneurs, the means by which they
exploit change as an opportunity for a different business or different service. It is capable
of being learned, capable of being practiced. Entrepreneurs need to search purposefully
for the sources of innovation, the changes and their symptoms that indicate opportunities
for successful innovation and they need to know and apply the principles of successful
innovation.”

In his book Innovation and Entrepreneurship (Heineman: London, 1985) Drucker
discusses three aspects of innovation and entrepreneurship. To quote him “part I, on
the practice of Innovation, presents innovation alike as purposeful and as a discipline.
It shows first where and how the entrepreneur searches for innovative opportunities. It
then discusses the Do’s and Dont’s of developing an innovative idea into a viable
business or service. Part 11, the practice of entrepreneurship, focuses on the institution
that is the carrier of innovation. It deals with entrepreneurial management in three areas:
the existing business; the public service institution and the new venture. What are the
policies and practices that enable an institution, whether business or public service, to
be a successful entrepreneur? How does one organize and staff for entrepreneurship?
What are the obstacles, the impediments, the traps, the common mistakes? The section
concludes with discussion of individual entrepreneurs, their roles and their decisions.
Finally part I1I, Entrepreneurial strategies, talks of bringing an innovation successfully
to market. The test of an innovation after all, lies not in its novelty, its scientific content,
or its cleverness. It lies in its success in the market place.”

He refers to America at present as a truly entrepreneurial economy though in due
course others are likely to be become entrepreneurial as well. He says, “It is still too
early to say whether the entrepreneurial economy will remain primarily American
phenomenon or whether it will emerge in other industrially developed countries. In
Japan, there is good reason to believe that it is emerging, albeit in its own, Japanese
form. But whether the same shift to an entrepreneurial economy will occur in Western
Europe, no one can yet say. Demographically, western Europe lags some ten to fifteen
years behind America: both the ‘baby boom’ and the ‘baby bust’ came later in Europe
than in the United States. Equally, the shift to much longer years of schooling started in
western Europe some ten years later than in the United States or in Japan, and in Great
Britain it has barely started yet. If, as is quite likely, demographics have been a factor
in the emergence of the entrepreneurial economy in the United States, we could well
see a similar development in Europe by 1990 or 1995. But this is speculation. So far,
the entrepreneurial economy is purely an American phenomenon.”

Drucker goes on to stress that innovation and entrepreneurship should not be limited
to the economy only. He recommends that its domain be stretched to the entire society.
“Innovation and entrepreneurship are thus needed in society as much as in the economy,
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in public service institutions as much as in businesses. It is precisely because innovation
and entrepreneurship are not ‘root and branch’ but ‘one step at a time’, a produce
here, a policy there, a public service yonder; because they are tentative and will disappear
if they do not produce the expected and needed results; because, in other words, they
are pragmatic rather than dogmatic and modest rather than grandiose they promise to
keep any society, economy, industry, public service, or business flexible and self
renewing. They achieve what Jefferson hoped to achieve through revolution in every
generation, and they do so without bloodshed, civil war, or concentration camps, without
economic catastrophe, but with purpose, with direction, and under control”.

He says “what we need is an entrepreneurial society in which innovation and
entrepreneurship are normal, steady, and continuous. Just as management has become
the specific organ of all contemporary institutions, and the integrating organ of our
society of organisations, so innovation and entrepreneurship have to become an integral
life-sustaining activity in our society””. Thus “this requires of executives in all institutions
that they make innovation and entrepreneurship a normal, ongoing, everyday activity, a
practice in their own work and in that of their organisation.” Drucker’s notions of
innovation are the ideal that an entrepreneur or an entrepreneurial society must constantly
try to achieve to be in the forefront and it is not limited to the sphere of economy only.
The need of the hour warrants its application in the society in general to affect human
life for the better.

Check Your Progress IV
Note: 1 Spaceis given below for your answer.
i) Compare your answer(s) with the text.

1) Critically examine the view that in developing countries, adaptation is more
feasible and desirable than innovation.

2) Whatreasons are given by Kilby to differ with Schumpeter in the specific
context of the modernizing economy of the 20th century?

3) Comment on Drucker’s recommendation of innovation and
entrepreneurship beyond the realms of economy in the society.




1.6 LET USSUM UP

In this Unit, we studied the development of Entrepreneur and Entrepreneurship, the
theories and views concerning the definition of Entrepreneur, his role and functions.
Also we considered how different eminent theorists understood the concept of
entrepreneurial behaviour and role played by different factors.

Towards the conclusion, we looked critically whether the theories of the western thinkers
would apply to the unique conditions of the developing, non-industrialised world and
what hurdles have been experienced while applying the theories to the conditions in the
developing countries. Finally, we need to note that entrepreneurship is not limited to
the sphere of economy only.

1.7 KEY WORDS

Achievement Motivation : The personality trait or characteristic of having a high
need to achieve personal goals and objectives.

Creativity : Ability to develop new ideas which could result in new
product or services.
Entrepreneur : Anindividual who launches a venture and/or improves

it and takes a calculated risk.

Entrepreneurship : Theprocess of launching a venture and managing it.

Invention & Innovation : The development of new or better product, services
or processes and also strategies that did not exist
previously.
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2.0 INTRODUCTION

The spirit of enterprise makes a person an entrepreneur. Entrepreneurs are persons
who initiate, organize, manage and control the affairs of a business unit and who combine
the factors of production to supply goods and services whether the business pertains
to agriculture, industry, trade or profession. The entrepreneur is the central figure of
economic activity and propeller of development under free enterprise. The development
or under development of the country is the reflection of the development of

entrepreneurship in society.

The word ‘entrepreneur’ originates for the French word entreprendrewhich means
‘to undertake’. In business context, this means to start a business. The Webster dictionary
presents the definition of an entrepreneur as on who ““organizes, manages and assumes

the risks of a business or enterprise”.
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To an economist the entrepreneur is on who brings resources - land, water and other
resources - into combinations that make their value greater than before and also one
who introduces changes, innovation and a new order.

To a psychologist, an entrepreneur is typically driven by certain forces - the need to
obtain or attain something to experiment, to accomplish or perhaps exercise authority
over others.

To one businessman or businesswoman, an entrepreneur appears as a threat, an
aggressive competitor whereas to another business man or woman, an entrepreneur is
a source of supply or a customer. As students of ‘gender and development’, it would
be of interest to you to learn about the concept of entrepreneurship and to have
knowledge about different types and levels of entrepreneurship.

2.1 OBJECTIVES

After studying this Unit, you would be able to
e define the concept of entrepreneurship;
e  describe the relationship between entrepreneurship and economic development;
o classify the different types of entrepreneurship; and

e  assess the nature and levels of entrepreneurship.

2.2 ENTREPRENEUR - ORIGIN AND CONCEPT

Different writers defined the entrepreneurial functions in different ways. Cantillion was
the first to use the term entrepreneur. He portrayed an entrepreneur as one discharging
the function of direction and speculation. Richard Cantillion, a French banker, say an
entrepreneur is the agent who buys factors of production at a certain price in order to
combine these into a product with a view to sell it at uncertain prices. He gave the
example of a farmer who pays out contractual income to the landlord and the labourers
and sells the agricultural products at uncertain prices. His function is to combine the
factors of production into a producing organism. J.B. Say was defines an entrepreneur
as a “economic agent who unites all means of production... labour of the one, the
capital or the land of the other and who finds in the value of products which results
from their employment, reconstitution of the entire capital that he (she) utilizes and the
value of the wages, the interest and the rents which he (she) pays as well as profits
belonging to himself (herself)”. J.B. Say defined an entrepreneur as an economic agent
who unites all means of production - land of one, the labour of another and the capital
of yet another and thus produces a product. By selling the products in the market, he
pays rent of land; wages to labour, interest on capital and what remains is his profit.
Say makes a clear distinction between the capitalist and an entrepreneur. A capitalist
provides finance whereas an entrepreneur is an organizer who combines various factors
of production to produce socially valuable products. To play this role an entrepreneur
needs to art of administration.

According to Peter Drucker “Entrepreneur is one who always searches for change,
responds to it and exploits it as an opportunity”. He or she believes in increasing the
value and consumer satisfaction. Thus a professional manager who mobilizes resources



and allocates them to make a commercial gain from an opportunity is also an
entrepreneur.

A. H. Cole says, that “entrepreneurship is the purposeful activity of an individual or
group of associated individuals, undertaken to initiate, maintain or organize a profit -
oriented business unit for the production or distribution of economic goods and services”.

Karl Marx regarded an entrepreneur as a social parasite. Frank Young describes an
entrepreneur as a change agent.

As per Schumpeter, an entrepreneur is basically an innovator who introduces new
combinations. Different forms of innovations are:

e Introduction of a new product;

¢ Introduction of anew method of production;

e Opening of a new market;

e Exploring a new source of supply of raw materials; and
e Carrying out of a new type of organization.

The entrepreneur who implements ‘new combinations of means of production’ plays a
crucial role in disturbing the status quo through innovation or ‘creative destruction’ -
and thereby becomes an agent of change. As such, the dynamic equilibrium achieved
by a constantly innovating entrepreneur could generate the conditions for the following:

¢  Increasing opportunities for employment (comprising various competitive skill sets);
e Additional wealth creation;

¢ Introduction and dissemination of new methods and technology; and

e  Overall economic growth.

According to Schumpeter, entrepreneurs are business leaders and not simply capital
contributors. They are men of vision, drive and talent who spot out opportunities and
promptly seize them for exploitation. It will not be out of place to name a few such as
JamshetjiNusserwanji Tata, M. Visveswaraya, GD. Birla, Janmalal Bajaj, Laxmanrao
Kirloskar and other visionaries, builders and thinkers who laid the foundation for modern
industrial India.

It is in the creation of more wealth and in the constant innovation from prevailing to the
best practices that the significance of entrepreneurship lies. As such, the development
of entrepreneurship is a particular milieu depends not on a single overriding factor but
rather on a ‘constellation of factors’ at the individual, societal and national levels.
Entrepreneurship depends on individual motivations, individual experiences, socio-
cultural traditions, educational opportunities, availability of relevant skills, prevailing
attitudes, supporting financial institutions and access to credit, existence of commercial
trading centres, supporting infrastructure including trade routes with efficient transport
and communication facilities, macro-economic environment and overall political stability.
It has also been argued that innovation and entrepreneurship flourish best in a
decentralized system by empowered people willing to explore new ideas as well as
willing to deal with exogenous influences.

Entrepreneurship — Nature,
Types and Levels
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2.3 DEFINE ENTREPRENEURSHIP

The definition of the entrepreneur is one of the most crucial and difficult aspects of the
theory. There are two main approaches to defining anything the functional approach
and the indicative approach. In the context of an entrepreneur, Casson says
“entrepreneurship is what an entrepreneur does”. It specifies certain functions and
deems anyone who performs this function to be an entrepreneur. The indicative
approach provides a description of the entrepreneur by which he or she may be
recognized. Unlike the functional definition, which may be quite abstract, indicative
definition is down-to-earth. It describes an entrepreneur in terms of his or her legal
status, his or her contractual relations with other parties, his or her position in the
society and so on. The entire structure of the theory developed rests upon the following
definition: ‘an entrepreneur is someone who specializes in taking judgmental decisions
about the coordination of scarce resources’. In practice, entrepreneurship is closely
identified with private enterprise in a market economy.

All definitions of entrepreneurs are in terms of their functions. From Cantillion who
coined the concept in the early 18th century to the social scientists of today, the emphasis
in varying degrees has been on the functions of the entrepreneurs.

Entrepreneurship is a process of creating something new with value, devoting the
necessary time and efforts, assuming the accompanying financial, psychic and social
risks and receiving the resulting rewards of monetary and personal satisfaction
independence.

The definition stresses three or four basic aspects of being an entrepreneur:
e  Entrepreneurship involves a creation process, creating something new with value;
e Entrepreneurship requires the devotion of necessary time and effort;

e assuming necessary risk is the third aspect of entrepreneurship - risk in financial,
psychological and social areas; and

¢ Finally, monetary rewards of entrepreneurship with independence.

Difference between wage employment and entrepreneurship

Wage Employment Entrepreneurship

Work for others Own boss

Follow Instructions Makes own plan

Routine jobs Creative activity

Earning are fixed, never negative Can be negative sometimes Generally
surplus

Does not create wealth Creates wealth, contributes to GDP

Can choose from government service, | Can choose from industry, trade or

public sector or private sector service enterprise

In short, an entrepreneur is an individual who rather than working as an employee, runs
a small business and assumes all the risks and reward of a business venture, idea or
good or service offered for sale. The entrepreneur is commonly seen as a business
leader and innovator of new ideas and business processes. He or she is an innovator



who implements change within the markets through the carrying out of a new
combination.

An entrepreneur is always a speculator. She/he deals with uncertain-conditions of the
future. Her/his success or failure depends of the correctness of her/his anticipation of
uncertain events (Von Mises 1996).

An entrepreneurial activity involves identifying opportunities within the economic system.
Entrepreneurship is the act of innovation involving endowing existing resources with
new wealth-producing capacity. The essence of entrepreneurship is new entry. New
entry can be accomplished by entering new or established markets with new or existing
goods or services. New entry is the act of launching a new venture either by a start up
firm, through an existing firm or via ‘internet corporate venturing’. The field of
entrepreneurship involves the study of sources of opportunities; the process of discovery,
evaluation and exploitation of opportunities; and the set of individuals who discover,
evaluate and exploit them.

Entrepreneurship is a context-dependent social process through which individuals and
teams create wealth by bringing together unique packages of resources to exploit market
place opportunities.

Entrepreneurship is the mindset and process needed to create and develop economic
activity by blending risk-taking, creativity and/or innovation with sound management
with a new or an existing organization.

Entrepreneurship refers to the capacity and willingness to develop, organize and manage
a business venture along with any of its risks in order to make a profit.

Difference between Entrepreneur and Entrepreneurship are given below:

Table 1.1: Difference between Entrepreneur and Entrepreneurship

Entrepreneur Entrepreneurship
Refers to a person Refers to a process
Leader Leadership

Planner Planning
Programmer Action

Motivator Motivation
Risk-taker Risk-taking
Communicator Communication
Creator Creation

Visualizes Vision

Innovator Innovation
Technocrat Technology
Initiator Initiative

Organizer Organization
Decision maker Decision
Administrator Administration

Ref: R. V. Badi and N. V. Badi, 2005
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Check Your Progress I
Note: 1)) Use this space is given below for your answer.
1) Compare your answer with the one given at the end of this Unit.

1. Whois an entrepreneur?

2.4 NATURE AND CHARACTERISTICS OF
INDIVIDUAL ENTREPRENEURSHIP

The nature of individual entrepreneurs is a crucial factor for the success of the enterprise.
McClelland stated that qualities of characteristics of a successful entrepreneur as an
individual constitute technical competence, risk taking, high initiative, good judgment,
intelligence of analyze and solve problem areas, leadership qualities, confidence, positive
attitude, high level of energy, creativity, honesty, integrity, emotional stability and fairness.

An entrepreneur should have the first hand knowledge of the product, process and
end uses to bring inventive ability and sound judgment of the project. Flexibility, good
social behaviour, open mind and desire to take personal responsibility will fit in to the
qualities of a rue entrepreneur. Though entrepreneurs come from different strata of
society, they have common characteristics. They overcome the resistance and obstacles
that stand in the way of making a new enterprise.

The complementary characteristics that are necessary for success of an entrepreneur
are:

e Long-term involvement: The commitment from the entrepreneur for a longer
period, may be 5 to 10 years, is necessary for conceptualization, building and
running an enterprises.

e Initiative: The entrepreneur must have the initiative to use the available resources
and draw up a plan of action for all those who are involved in an enterprise.

¢ Goalsetting: An entrepreneur must be able to set realistic but challenging goals
for herself/himself as well as for others in the organization.

e Risk taking ability: An entrepreneur has to be a learner from her or his failures
and risk taker at every stage of the growth of the enterprises.

¢ High energy level: Managing resources and running an enterprise calls for long
hours of work for a longer period of time and hence an entrepreneur has to be a
man or woman of a high energy level.

e Problem solver: In the initial phase of an enterprise, many teething problems do
occur and an entrepreneur should be a creative problem solver to turn difficulties
into advantages.



e Team builder: An entrepreneur builds her/his team, educates them, keeps a high
level of motivation and also provides an environment for creative and focused
wok culture.

e Mental ability and clarity in objectives: An entrepreneur has to be a woman
or man of high intelligence width creative and positive thinking and a decision
maker with clear objectives in mind.

e Communication skills: As the leader of the enterprise, an entrepreneur
communicates effectively with all concerned such as financiers, customers
employees, suppliers and all those who are concerned with the enterprise.

¢ Good human relations: Tactful and warm relations are an essential factor which
will bring success to an entrepreneur. Emotional stability and keeping herself/himself
as a model to others motivates the employees to put in their best performance at
all levels in the organization.

2.5 ENTREPRENEURS AND MANAGERS

Any enterprise needs entrepreneurs to start the enterprise and run it. It also needs
managers for the managerial role required for running day-to-day operations of the
enterprises. A professional manager takes care of the general functions of running an
organization such as strategic planning, operation planning organizing the resources,
staffing, coordination and controlling the work in the organization. The professional
manager is driven by a plan to achieve the pre-determined targets to build the
organization and develop it. A manager uses managerial tools to achieve the targets
like the volume of production, the profit in achieving the quality of goods produced,
makes efficient use of the resources and promotes enhancement of the standards.

An entrepreneur is not a paid manager. He or she is a great motivator to start the
business. He or she is the investor and takes risks in the enterprise. He or she is an
innovator and appoints managers for carrying out some of the functions. The distinction
between and entrepreneur and a manager is detailed below in Table 1.2.

Table 1.2: Distinction between an Entrepreneur and Manager

Entrepreneur Professional manager
Visionary Setting of objectives
Planner Policy formulation
Risk-taking Strategic planner

Seizing the opportunity Formal communication
Tactical planner Organizing

Inter-personal communication Motivating

Idealist Controller

Determined Administrator

Negotiator Skilled and knowledgeable
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Committed Generalist

Innovator Loyal

Motivator Implementers

Demands effectiveness Demands efficiency

Failure means huge loss Failure does not affect much
Makes it a growing concern Maintains discipline

Ref: R. V. Badi and N. V. Badi.

Goal Setter Ability to marshall Accepting
resources challenges
Innovator Coordinator
Risk taker Management skill
Decision maker Organizer

Nature of entrepreneurship

Figure 1.1: Nature of Entrepreneurship

Risk taking ability: The risks of an entrepreneur change during different phases of
the project and are not the same for different industries.

Risk in financing of the project: Any delay in the project schedule may bring
uncertainties in the viability of the project and the financial plan may fail. The uncertainties
in the financing include:

Rising cost of capital;
Changing norms of bank credit;
Shortage of funds; and

Not being able to meet the financing deadlines.

Risks in marketing: There is considerable risk due to the possible changes in the
taste or consumption pattern of the consumers. Some of the areas of risk in marketing
include:

Sudden price changes;

Competitors monopolizing and changing the market;
Change in the distribution channels;

Flourishing black markets; and

Government policies favouring imports.
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e  Arrival of substitute items in the market. (For instance, the import of fake zari from
China affected the silk weavers in Kanchipuram;

e New equipment for the manufacture of the item faster and cheaper;
¢ Poorindustrial management;

o Inefficient performance against targets; and

e  Shortage of raw materials and other imputs.

An entrepreneur tries to reduce the risks through insurance policies, judicious approach
and skill in handling risky situations.

2.6 TYPES OF ENTREPRENEURSHIP

The following are the types of Entrepreneurship:
Corporate entrepreneurship

A corporate undertaking is a form of business organization which is registered under
some Statute or Act or Companies registered under the Companies Act are examples
of corporate undertakings. A corporate entrepreneur is thus an individual who plans,
develops and manage a corporate body. A corporate entrepreneur is a person who
demonstrates her/his innovative skill in organizing and managing a corporate undertaking.

Social entrepreneurship

Social entrepreneurship means identifying or recognizing social problems and using
entrepreneurial principles to organize, create and manage a social venture to achieve a
desired social change. Business entrepreneurs typically measure performance in profit
and return but social entrepreneurs take into account a positive return to society. Social
entrepreneurs typically further broad social, cultural and environmental goals and are
commonly associated with the voluntary and not-for-profit sectors. Profit an at times
also be considerations for certain companies or other enterprises.

Social Entrepreneurship is innovators focusing on creating products and services that
solve social needs and problems. But, like scalable startups, their goal is to make the
world a better place, not to take market share or to create wealth for the founders.
They may be non-profit, for-profit or hybrid.

The terms social entrepreneur and social entrepreneurship were used first in the literature
on social change in the 1960s and 1970s. The term came into widespread use in the
1980s and 1990s, promoted by Bill Prayton, the founder of Ashoka Innovators for the
public and others such as Charles Lead Bealer. From the 1950s to the 1990s, Michael
young was a leading promoter of social enterprise and in the 1990s was described by
Professor Daniel Bell at Harvard as “the world’s most successful entrepreneur of social
enterprise”.

Cluster entrepreneurship

The presence of the cluster of related industries in a location will foster entrepreneurship
by lowering the cost of starting a business, enhancing opportunities for innovation and
enabling better access to a more diverse range of inputs and complementary products. 41
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Clusters are geographic concentrations of firms and organizations working in related
activities. They have been defined by Porter (1998) as geographic concentrations of
inter connected companies, specialized companies, service providers, firms in related
industries and associated institutions in particular fields that compete but also cooperate.
They are often rooted in a single locality but their boundaries will not always correspond
to local administrative areas. They exist across the full array of tradable sectors although
they often do not correspond to a single manufacturing or service sector as recorded
by standard industrial classification. Clusters are widely seen to generate innovation
and productivity benefits ot entrepreneurs because they facilitate.

e Adivision oflabour in the labour market enabling firms to obtain specialized labour
with lower research and training costs and higher productivity and enabling workers
to obtain higher wages and increased opportunities to specialize and move firms.

e A division of labour in intermediate supplier industries providing customer firms
with local access to specialized suppliers of materials and components, finance,
marketing and business services and so on enabling specialized input providers to
exploit greater internal economies of scale, reducing research and monitoring costs
for both parties and reducing transport costs.

e Knowledge spillover such as transfers of knowledge of market opportunities and
technologies among agents in the various firms and research organizations located
within clusters through a range of formal and informal links.

Small Business Entrepreneurship

The overwhelming number of entrepreneurs and startup in the United States are still
small business. There are 5.7 million small businesses in the US. They make up 99.7
per cent of all companies and employ 50 per cent of all no-governmental workers-
travel agents, internet commerce storefronts, carpenters, plumbers, electricians etc.
They run their own businesses. They hire local employees or family members. Most
are barely profitable. Their definition of success is to feed the family and make a profit,
not to take over an industry or build a $ 100 million business. As they cannot provide
the scale to attract venture capital they fund their business via friends/family or small
business loans.

2.7 INTRAPRENEURSHIP

An inside entrepreneur or an entrepreneur within a large firm who uses entrepreneurial
skill without incurring the risks associated with those activities is called an intrapreneur.
Intrepreneurs are usually employees within a company who are assigned a special idea
or a project and are instructed to develop the project like an entrepreneur would.
Intrapreneurs usually have the resources and capabilities of the firm at their disposal.
The Intrepreneur’s main job is to turn a special idea or project into a profitable venture
for the company. A comparison of Entrepreneurs and Intrapreneurs reveals the following
differences

Norms Entrepreneurs Intrapreneurship

Primary motive | Independence, opportunity | Independence and ability to advance
to innovate, money in the corporate rewards

Time orientation| Survival and achieving 5- | Depending on urgency to meet self
10 years growth of service | imposed corporate time table




Activity Directinvolvementmore | Direct involvement
than delegation

Risk Primary risk taker Moderate risk taker

Status Creator, planners. Employees within a company who
Visualizer are assigned a special idea or a

project.

Failure and Deals with mistakes and Attempts to hide risky projects from

mistakes failures view until ready

Decisions Independent decision consultative decision

Who serves Self and customers Self, customers and sponsors

Family History | Entrepreneurial small Entrepreneurial small business,
business, professional or | professional or farm background
farm background

Relationship Transaction and deal- Transactions within hierarchy

with others making as basic relationship

Source: Robert D. Hisrich, 2002

2.8 SCALABLE STARTUP ENTREPRENEURSHIP

Unlike small businesses, scalable startups are what Silicon Valley entrepreneurs and
their venture investors do. These entrepreneurs start a company knowing from day on
that their vision could change the world. They attract investment from equally crazy
financial investors - venture capitalists. They hire the best and the brightest. Their job s
to search for a repeatable and scalable and scalable business model to promote rapid
expansion.

Scalable startups in innovation clusters (Silicon Valley, New York, Bengaluru, Israel,
etc.) make up a small percentage of entrepreneurs and startups but because of the
outsized returns attract almost all the risk capital.

2.9 LARGE COMPANY ENTREPRENEURSHIP

Large companies have finite life cycles. Most grow through sustaining innovation, offering
new products that are variants around their core products. Change in customer tastes,
new technologies, legislation, new competitors etc. can create pressures for more
disruptive innovation-requiring large companies to create entirely new products sold
to new customers in new markets. Existing companies do this by either acquiring
innovative companies or attempting to build a disruptive product inside. Ironically,
large company size and culture make disruptive innovation extremely difficult to innovate.

Check Your Progress 11
Note: 1) Space is given below for your answer.
i) Compare your answer with the one give at the end of this Unit.

1. Define Social Entrepreneurship.
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2.10 CLASSIFICATION OF ENTREPRENEURS

According to the type of business, Entrepreneurs are found in various types of business
organizations of varying size. They may be broadly classified based on:

e Type of business;

e Technology use;

e  Motivation;

e Stage of development;

e Functional characteristics;
e personality traits; and

e Nature
Innovative Entrepreneurs

Aninnovative Entrepreneur is one who introduces new goods, inaugurates new method
of production, discovers new market and recognizes the enterprise. It is important to
note that such entrepreneurs can work only when a certain level of development is
already achieved and people look forward to change and improvement. It is the
innovative entrepreneurs who built modern capitalism.

Imitative Entrepreneurs

These types of entrepreneurs creatively imitate/copy/adapt the innovative technical
achievement made by another firm. Imitative entrepreneurs are suitable for
underdeveloped countries as it is hard for them to bear the high cost of innovation.

Fabian Entrepreneurs

They are characterized by very great caution and skepticism to experiment with or
promote any change in their enterprises. They usually do not like to take any new
challenges. By nature these entrepreneurs are shy and lazy. The follow the set procedures,
customers, traditions and religion. They do no venture to take risks. Usually they are
second generation entrepreneurs in a business family enterprise. They imitate only when
it becomes perfectly clear that failure to do so would result in a loss of the relative
position in the enterprises.

Drone Entrepreneurs

They are characterized by a refusal to adopt any change even at the cost of severe
reduction of profit. They refuse to copy or use opportunities that come their way. They
are conventional in their approach and stick to their set or practices, products, production
methods and ideas. They may be termed laggards. In such cases, the organization
looses market and may be pushed out of the market.



According to the type of business, entrepreneurs may be classified in the
following categories:

Business entrepreneur

Business entrepreneurs are individuals who conceive an idea for a new product or
service and then create a business to materialize their idea into reality. They tap both
production and marketing resources in their search to develop a new business
opportunity. They may set up an establishment or a small business unit. they are found
in small business units such as printing press, textile processing, advertising agency,
readymade garments or confectionery. In a majority of cases, entrepreneurs are found
in small trading and manufacturing business and entrepreneurship flourishes when the
size of the business is small.

Trading entrepreneur

Trading entrepreneurs are one who undertakes trading activities and is not concerned
with the manufacturing work. She/he identifies potential markets, stimulates demand
for her/his product line and creates a desire and interest among buyers to go in for her/
his product. She/he is engaged both in domestic and overseas trade. As an example,
UK due to geographical limitations has developed trade through trading entrepreneurs.
These entrepreneurs demonstrate their ability in pushing many ideas ahead to promote
their business.

Industrial entrepreneur

An Industrial entrepreneur is essentially a manufacturer who identifies the potential
needs of customers and tailors a product or service to meet the marketing needs. She/
he is a product-oriented man who starts an industrial unit because of the possibility of
making some new product. The entrepreneur has the ability to convert economic
resources and technology into a considerably profitable venture. She/he is found in
industrial units as the electronic industry, textile units, machine tools or videocassette
tape factory and the like.

Agricultural entrepreneur

Agricultural entrepreneurs are those entrepreneurs who undertake agricultural activities
such as raising and marketing of crops, fertilizers and other inputs of agriculture. They
are motivated to raise agriculture through mechanization, irrigation and application of
technologies for dry land agricultural products. They cover a broad spectrum of the
agricultural sector and include its allied occupations.

According to Technology Use: The application of various technologies in various
sectors of the national economy is essential for the future growth of the business.

Technical entrepreneurs

A technical entrepreneur is essentially compared to a ‘craftsman’. She/he develops
improved quality of goods because of her/his craftsmanship. She/he concentrates more
on production that marketing.

Non-Technical entrepreneurs

A Non-technical entrepreneur may be reluctant to use technologies in the best possible
manner.
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Professional entrepreneurs
A professional entrepreneur brings professional qualities at all levels.

According to Motivation

Induced entrepreneur

Induced entrepreneurs are induced to take up an entrepreneurial task due to the policy
measures of the government that provides assistance, incentives, concessions and
necessary overhead facilities to start a venture. Most of the induced entrepreneurs
enter business due to financial, technical and several other facilities provided to them
by the state agencies to promote entrepreneurship. A person with a sound project is
provided package assistance to her/his project. Import restriction and allocation to
production quotas to small units have induced many people to start a small-scale
industry.

Spontaneous entrepreneur

These entrepreneurs start their business by themselves. They are persons with initiative;
boldness and confidence in their ability which activate them to undergo entrepreneurial
activity. Such entrepreneurs have a strong conviction and confidence in their inborn
ability.

According to the stage of development: Entrepreneurs may also be classified based
on the stage of development.

First generation entrepreneur

A first generation entrepreneur is one who starts an industrial unit for the first time in the
family by innovative skill. He or she is essentially an innovator combining different
technologies to product a marketable product or service.

Modern entrepreneur

A modern entrepreneur is one who undertakes those ventures which go along with the
changing demand in the market. They undertake those ventures which suit the current
marketing needs.

2.11 MYTHS OF ENTREPRENEURSHIP

Throughout the years many myths have arisen about entrepreneurship. Some of the
most notable myths and explanations to dispel each myth are as follows:

Myth I: Entrepreneurs are doers, not thinkers:

Although it is true that entrepreneurs tend towards action, they are also thinkers. Indeed,
they are often very methodical people who plan their moves carefully. The emphasis
on the creation of clear and complete business plans is an indicator that the “thinking”
entrepreneurs are as important as the “doing entrepreneurs”’.

Myth II: Entrepreneurs are born not made:

The idea that the characteristics of a successful entrepreneur cannot be taught or learnt,
they are inner traits that one must be born which has long been prevalent. These traits
include aggressiveness, initiative, drive, willingness to take risks, analytical ability, and



skill in human relations. Of late, however, the recognition of entrepreneurship as a
discipline is helping to dispel this myth. Like all disciplines, entrepreneurship has models,
processes and case studies that allow the topic to be studied and the knowledge to be
acquired.

Myth III: Entrepreneurs are always inventors:

The idea that entrepreneurs are always inventors is the result of misunderstanding.
Although many inventors are also entrepreneurs, numerous entrepreneurs encompass
all sorts of innovative ideas already made.

Myth IV: Entrepreneurs are academic and social misfits:

The belief that entrepreneurs are academically and socially ineffective is a result of
some business owners have started successful enterprises after dropping out of school
or quitting a job. Today, the entrepreneur is considered a great person economically,
socially and academically no longer a misfit. The entrepreneur is now viewed as a
professional role model. Entrepreneurship has emerged as a discipline.

Myth V: Entrepreneurs must fit the profile:

Many books have presented the checklist about the characteristics of the successful
entrepreneur. The lists are neither validated nor complete. They were based on case
studies and on research findings among the achievement-oriented people. An
“entrepreneurial mindset” within individuals is more understandable than a particular
profile.

Myth VI: All that entrepreneurs need is money:

It is true that a venture needs capital to survive; it is also true that a large number of
business failures occur because of lack of adequate financing. However, money is not
only bulwark against failure. Failure due to a lack proper financing is often an indicator
of other problems such as managerial incompetence, lack of financial understanding,
poor investment, poor planning and the like. Many successful entrepreneurs have
overcome a “‘money problem’ while establishing their ventures. To these entrepreneurs,
money is aresource but never an end in itself.

Myth VII: All entrepreneurs need is luck:

Being in “the right place at the right time” is always an advantage but “luck happens
when preparation meets opportunity” is an equally appropriate adage. Prepared
entrepreneurs who seize the opportunity when it arises often seem “lucky”. They are,
in fact, better prepared to deal with situations and turn them into success. What appears
to be luck is actually preparation, determination, desire, knowledge and innovativeness.

“Entrepreneurship is the professional application of knowledge, skills, and competencies
and/or monetizing a new idea by an individual or a set of people by launching an
enterprise or diversifying from an existing one (distinct from seeking self employment
as in a profession or trade) thus to pursue growth while generating wealth, employment
and social good” (National Knowledge commission 2008). Entrepreneurship and
Innovation are the key drivers for generating wealth by the availability of skilled human
resources, access to finance and the ability of the state to create an enabling environment.

The ‘Entrepreneurship Pyramid in India in terms of sectors and number of people
engaged is made up of the following:
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Level 1  Agriculture and other activities: crop production, plantation, forestry,
livestock, fishing, mining and quarrying

Level2  Trade services: wholesale and retail trade; hotels and restaurants

Level 3  Old economy or traditional sectors: manufacturing, electricity, gas and
water supply

Level4  Emerging sectors including knowledge intensive sectors: IT, Finance,
Insurance and Business services, Consultation, community, social &
personal services, supply chain, transport-storage-communication etc.

2.12 ENTREPRENEURSHIP PYRAMID

Level 2 and 3 (Trading and Manufacturing) of the pyramid comprise the traditional
areas of entrepreneurship. Level 4 on the other hand is an emerging/modern sector of
entrepreneurship with high growth rate. In future a broadening of levels 3 and 4 with
the activities from levels 1 and 2 migrating to the other levels may be expected. Such
trends are already being seen upon analyzing time series date regarding registration of
new companies according to sectors.

Entrepreneurship Pyramid

Level 1

Level 2

Level 3

Level 4

The number of new companies registered (a proportion of which relate to
entrepreneurship) has, in general, been increasing over the past years. The number of
new companies in level 4 has been growing at a much faster rate compared to those at
the others levels. At the same timeit must be noted that most entrepreneurial ventures in
levels 1 and 2 do not register themselves as companies and instead function largely as
self-employed entities.

2.13 ENTREPRENEURSHIP-ETHICALAND SOCIAL
RESPONSIBILITIES

Ethics and social responsibility are very important values in entrepreneurship ventures.
This is particularly essential in the decision making process. Ethical conscience reminds
entrepreneurs to make trustworthy and profitable encourages entrepreneurs to make
decisions that can enhance benefits and repel harm to the stakeholders.

While ethics refers to the “study of whatever is right and good for humans”, business
ethics concerns itself with the investigation of business practices in the light of human



values. Ethics and social responsibility of an entrepreneur is certainly an important
issue. Social responsibility is beneficial for the business community and at the same
time for the global community. The people of the universe are becoming interconnected
more owing to the advancement of technology, transportation and communications.
The world market economy is affecting not only services and goods but values and
ideas as well as small business owners and entrepreneurs, activities which harm the
people and the planet will spoil the scope of profits. For this reason there is great
significance for “triple bottom line” which is profit, planet and people.

Why should entrepreneurs be concerned with ethics or social responsibility?

First the entrepreneurs need to be concerned with things like corporate social
responsibility because they are part of society just like everyone else. It is not as if
businesses can exist outside society. Each entrepreneur who is a member of the society
has a responsibility like everyone else to try to improve, or at least to maintain our
society. Therefore, no entrepreneur ought to pursue a business that involves doing
something that is harmful to society, no matter how lucrative that business might be.

Second, for pragmatic reasons entrepreneurs should be concerned with corporate
social responsibility. The entrepreneurs need to sell the goods and services that they
produce. in order to sell, they need to be able to attract customers. There are many
customers who will prefer to buy from companies that practice CSR. They do not
want to feel as if their money is going to fund a company that acts in ways that are
detrimental to society.

Three practical reasons for practicing business ethics:

e  Customers are more confident when buying goods and services from an ethical
entrepreneur;

e  Anethical workplace motivates employees: and
e Ethical behaviour also prevents legal problems.

While we are taking about business ethics, there are three things that need to be
considered. The entrepreneur must establish a balance between ethical exigencies,
economic expediency and social responsibility.

Business ethics are generally defined as asset of societal standards that encompass the
norms of the company. The generics include integrity and honesty and moral values.

2.14 CODE OF ENTREPRENEURIAL ETHICS

The following constitute the code of entrepreneurial ethics:

e Communicate your values and business goals: To be effective, communication
has to be two way and continues to keep the ‘right’ things as ‘top of mind’ for
all members;

e Align the organization to the best values and goals;
e  Manage priorities for the short-term as well as the long-term;

e Endeavour to beat and not meet industry standard,
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e (Create winning team work: Leading people to do the right thing as a team is
one of the most challenging things to teach and coach. Making a team work
will require constant communication, demonstrating accountability, ensuring
motivation, recognition and continual learning;

e  Look at yourself from your customer’s perspective: Every entrepreneur should
value every customer and realize the importance of each in building the
business. The appreciation of the customers is a pre-requisite to customer
satisfaction, growth and success; and

e Balance work with life: Work continuously but provide the right health, social
and spiritual needs.

2.15 GROWTH OF ENTREPRENEURSHIP AND
GLOBALIZATION IN INDIA

The globalization process started in India in July 1991 and has changed the face of
industry. It has attracted new areas of development, foreign investments and new
business areas which were unheard of just prior to the 1980s. The development in
entrepreneurial globalization of the Indian economy grew to new heights. The exports
and foreign trade are on the increase. The industrial growth is satisfactory thanks to
enhanced entrepreneurial activities and the consequent multiplier effect on the growth
ofthe economy. The growth of industry in India especially in the areas of information
technology and biotechnology has been tremendous. Some of the important areas of
growth of entrepreneurial activities are:

Small Scale Industries Sector (SSI)

This includes small, tiny and cottage industries. The SSI sector accounts for 40 per
cent of the manufacturing sector, employs about 1.7 million people and makes up 35
per cent of India’s export. Government of India and State Governments have
development schemes to help new entrepreneurs.

Special sector

This is the area of Hi-Tech like Information technology (IT), IT enabled services, Bio-
technology and Research and Development Units. The area is a fast growing one and
needs required investment. Indian entrepreneurs have seized the opportunity and created
aname for themselves in India and overseas in the field.

Service sector

Indian entrepreneurs have been using growth opportunities in the service sector.
Spectacular growth is observed in Business Process Outsourcing, transport, repair
services, entertainment and hospitality sector.

Rural sector

The growth of entrepreneurship activities in rural India are in the areas of food processing,
cold storage, export of food products like eggs, meat, fish, prawns and the like in
processed and semi-processed condition. There are enterprises exporting agri-products
like basmati rice, wheat and wheat products, spices, cashew nuts, sugar and oil. SSI
units in ready-to-eat and packed food sector are growing all over India.



2.16 INDIAN ENTREPRENEURS AS GLOBAL
ENTREPRENEURS

Industries and service providers are going global from India. Indian entrepreneurs in
Pharmaceutical sector, IT sector, steel sector have gone to many countries to start new
ventures. Entrepreneurial activities are also seen in the areas of joint ventures, acquisions
and mergers and strategic partnership activities.

2.17 WOMEN ENTREPRENEURS

Women entrepreneurs have taken up may new ventures and are able to manage two
difficult role combinations namely as ‘a home maker’ and a ‘business owner’ with
active support of partners. They are yet to go a long way to be on par with men in the
area of entrepreneurial activities. The uses of venture funds are helping Indian
entrepreneurs to start new venture in India and overseas.

Check Your Progress I11
Note: 1) Use this space is given below for your answer.
i) Compare your answer with the one given at the end of this Unit.

1. Write a short note on “Myth about Entrepreneurship”.

2.18 LET US SUM UP

The Unit dealt with the multi-dimensional concepts of entrepreneurship wherein the
views of various experts have been discussed - the most important one being
Schumpeter’s theory of Innovation wherein Schumpeter emphasizes the importance
of innovation in entrepreneurship along with risk taking. The second important theory
of entrepreneurship is written by Mclelland as a function of achievements that is doing
things in a better way and taking critical decisions in a new enterprise. The unit also
dealt with various types of entrepreneurship, nature, qualities, levels and functions of
entrepreneurs.

Globalization has brought structural changes in the industry and hence in
entrepreneurship. It is breaking traditional boundaries and giving way to new products,
new services and new ways of manufacturing methods. The current changes are based
on technological advancement. Globalization has also bought change of mindset with
the government to help entrepreneurship by adopting suitable policies, regulations and
inviting foreign capital. The environment is posing challenges of increased competition,
new products, substitute products and emerging products. In other words, the risk to
entrepreneurs is on the increase.
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2.19 KEY WORDS

Venture Capital: Venture Capital (VC) is financial capital provided to early-stage,
high-potential growth startup companies. The venture capital fund earns money by
owning equity in the companies it invests in, which usually have a novel technology or
business model in high technology industries, such as biotechnology, I'T and software.
The typical venture capital investment occurs after the seed funding round as the first
round of institutional capital to fund growth (also referred to as Series Around) in the
interest of generating a return through an eventual realization event, such as a IP or
trade sale of the company. Venture capital is a type of private equity.

2.20 ANSWERS TO CHECK YOUR PROGRESS

Check Your Progress 1

1. According to Peter Drucker “Entrepreneur is one who always searches for change,
responds to it and exploits it as an opportunity”’. He or she believes in increasing
the value and consumer satisfaction. Thus a professional manager who mobilizes
resources and allocates them to make a commercial gain from an opportunity is
also an entrepreneur.

Check Your Progress 1T

1. Social entrepreneurship means identifying or recognizing soical problems and using
entrepreneurial principles to organize, create and manage a social venture to achieve
adesired social change. Business entrepreneurs typically measure performance in
profit and return but social entrepreneurs take into account a positive return to
society. Social entrepreneurs typically further broad social, cultural and
environmental goals and are commonly associated with the voluntary and not-for-
profit sectors. Profit can at times also be considerations for certain companies or
other enterprises. Social Entrepreneurship is innovators focusing on creating
products and services that solve social needs and problems. But, like scalable
startups, their goal is to make the world a better place, not to take market share or
to create wealth for the founders. They may be non-profit, for-profit or hybrid.

Check Your Progress I11

Throughout the years many myths have arisen about entrepreneurship. some of the
most notable myths and explanations to dispel each myth are as follows:

Myth I: Entrepreneurs are doers, not thinkers:

Although it is true that entrepreneurs tend towards action, they are also thinkers. Indeed,
they are often very methodical people who plan their moves carefully. The emphasis
on the creation of clear and complete business plans is an indicator that the “thinking”
entrepreneurs are as important as the “doing entrepreneurs”.

Myth II: Entrepreneurs are born not made:

The idea that the characteristics of a successful entrepreneur cannot be taught or leamnt,
they are inner traits that one must be born with has long been prevalent. These traits
include aggressiveness, initiative, drive, willingness to take risks, analytical ability, and
skill in human relations. Of late, however, the recognition of entrepreneurship as a



discipline is helping to dispel this myth. Like all disciplines, entrepreneurship has models, ip — Nature,
processes and case studies that allow the topic to be studied and the knowledge to be »and Levels
acquired.

Myth III: Entrepreneurs are always inventors:

The idea that entrepreneurs are always inventors is the result of misunderstanding.
Although many inventors are also entrepreneurs, numerous entrepreneurs encompass
all sorts of innovative ideas already made.
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2.22 QUESTIONS FORREFELECTION AND
PRACTICE

1) Explain the aspects of entrepreneurship as give by Schumpeter.

2) What are the characteristics of an entrepreneur?

3) What are the different types of risks faced by an entrepreneur?

4) Explain different types of entrepreneur?

5) Differentiate entrepreneur from professional manager.

6) “Entrepreneur are made, not born”. Discuss the statement with examples.

7) Distinguish entrepreneur form entrepreneurship.
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3.0 INTRODUCTION

Entrepreneurship has been in vogue right from ancient times in India. During the medieval
and early modem periods, it did not have the same vigour that was experienced in the
contemporary period in the Western countries. Rather, the people who took to
entrepreneurship during the British rule had to face insurmountable problems. In this
unit we would look into the factors that were mainly responsible for dampening the
entrepreneurial spirit in India. Certain policy decisions were made during that period,
which were detrimental to any kind of enterprise by the Indian people. Yet, in certain
parts of India, despite the unfavourable conditions, Indian entrepreneurship could not
be curbed.

3.1 OBJECTIVES

In this unit, we will study the evolution of entrepreneurship in India from ancient times
till the modern era. After studying this unit you should be able to:

e trace the roots of Entrepreneurship in Ancient India;

e look at the entrepreneurial pursuits in Medieval India;

e cvaluate entrepreneurial efforts of Indians in Colonial Period;

e assess obstacles faced by Indians during the Colonial Period; and

e understand the enterprising activities of Indians that surmounted the obstacles.

3.2 TRACES OF ENTREPRENEURSHIP INANCIENT
INDIA

Indian society, prior to the Muslim and British rule, was confined to villages with its
base in the rural economy. A village, or at the most, a group of adjacent villages within
a particular area was the primary object of focus. This was due to minimalist demands



of the people. The nature of consumption, therefore, was far less diversified, in
comparison to that during the later periods. This self-sufficient characteristic of the
rural society & economy, in fact, protected the artisans from external pressures of
competition. In view of this situation, manufacturing activities were localized and less
specialized. They continued to remain at a nascent stage for long and the situation was
more or less uniform all over the subcontinent. Even though this was general situation
during the period, Historians like RomilaThapar have a different perspective. They
point out “building of roads opening up the subcontinent and attempting to develop a
uniform system of administration” during the Mauryan period and “the occupation of
north western India by non Indian people” as factors that gave rise to the Mercantile
community.

3.2.1 Growth of Entrepreneurship in Ancient India: Guilds

In ancient India, Guilds became an increasingly important factor in the urban life,
both in their role in “organization of production and in shaping of public opinion™.
Artisans, being unable to compete with the guilds in their individual capacity, had no
alternative but to join them. Besides, the Guilds offered general security and social
status. Guilds, like present day companies, had to register in a particular locality and
had to take prior permission from the authorities in order to shift their location. Artisans
of different crafts formed different Guilds. There were Guilds of potters, metal workers,
carpenters and so on of others. To cope with the demand for certain commodities,
Guilds had to, at times, hire labour and slaves.

Guilds framed rules of work, maintained quality of finished products and fixed prices
to safeguard both the interests of the customer and the artisan. There were Guild
courts to control the behaviour of its members. It even interfered with the private
affairs of its members. The Guild, because of its association with a particular caste, had
little problem in having a constant supply of members. Offspring of members belonging
to a caste or a sub-caste often had no other option but to joining the same profession
as did their elders. It was only during the period of transition when a caste or a sub-
caste as a whole changed its occupation as there was threat to the Guild.

Manufacturing activity took place in areas where raw material was easily found, or
where there was a tradition of a particular craft. Artisans migrated to these areas from
the surrounding places. This was more so especially with the spinning and weaving of
cotton and silk. Guilds also played the role as centres of technical education. Besides
imparting knowledge related to a specific craft, it also improved upon it. The Guilds
took out processions with banners and insignia on festive occasions. It was a kind of
publicity. They also made their presence and concern felt by donation to charitable
causes and to religious institutions. Though the Guild leaders were powerful figures in
the urban life they did not cherish political ambitions. Politics was considered the
prerogative of the King.

3.3 ENTREPRENEURIAL PURSUITS IN MEDIEVAL
INDIA

In the Medieval period of Indian History, during the Muslim Imperial rule in most parts,
Guilds became weakened. Excessive outflow of Rural surplus, unproductive usage
and sustenance of urban lifestyle and engaging the resource constantly were the major
factor responsible. However, the manufacturing activities of Rural India maintained
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their distinctive characteristic of being uniform. But they became limited in kind or
scope. From this period, relationship between the townships and the rural areas became
increasingly exploitative in nature. The rural produce invariably flowed to the townships
without any substantive reciprocal return. This is to say that in real terms the direction
of flow was one way. Village products, both agricultural and non-agricultural, went to
the towns, in return for cash, which was again siphoned back to the townships in the
form of land revenue.

The towns were the concentration centres for the surpluses and revenues collected
from the rural areas which were primarily utilized in the wars and the aggrandizement
of'the Muslim rulers. Thus the resources mobilized from the rural areas were never
ploughed back for the development of these areas for development of rural people to
raise their per capita income.

3.3.1 Mal-integration of Rural and Urban Economy

Apparently manufacturing activities in the towns were quite well pronounced along
witha developed system of banking and merchant capital. Urban industries unfortunately
had to be oriented to aristocratic consumption and exports, which had relatively a
small market. The consistent drain from the rural sector had made the vast majority of
rural folks pitifully poor. Without the necessary purchasing power the rural population
did not have the “capacity to stimulate the growth of organized factory type industry in
the towns of Mughal India. The cash which the majority of peasants received by
marketing their crops went into the payment of the heavy land revenue demand which
thus checked the growth of rural consumption and the formation of a large domestic
market for mass-produced industrial goods.”

Even, the export of merchandise to other countries failed to stimulate industrial activity,
or for that matter any economic activity. This was because the things imported in return
were mostly precious metals like gold, silver and valuable stones, which were used for
non-productive purposes and hoarded. Thus they constituted enormous unproductive
wealth.

Due to the virtual non-existence of any link between urban industries with the rural
markets, merchants were highly dependent on extraction of the villages by the then
rulers. Thus the entrepreneurs in Mughal India did not have “independent base in the
production system” like their western counterparts had and consequently they. were in
no position to exert requisite political pressure to rectify the mal-integration between
the rural and urban sectors.

Check Your Progress I
Note: 1) Spaceis given below for your answer.
1) Compare your answer(s) with the text.

1) How were the Guilds reflecting the caste system and hereditary occupations
in Ancient India?




2) Whatdifferences do you find in the rural entrepreneurship activities of
Ancient India and Medieval India?

3.4 ENTREPRENEURIAL SCENARIO IN MODERN
INDIA PRIOR TO INDEPENDENCE

With the establishment of British imperial rule in India, rate of extraction and exploitation
further increased, though in amuch more invisible and sophisticated way. Earlier, during
the Moghul rule, the surplus produce and resources were concentrated in the towns
within the country but with the coming of the European rulers the surpluses and resources
of the subcontinent were drained to other countries converting ‘India into a colony.

After India’s subjugation, the policies and the measures adopted by the British were
primarily to extract maximum surplus from the hinterland of the subcontinent. It was, of
course, done in a much more sophisticated way than an outright plunder. By the
settlement of 1793, the land revenue in Bengal was permanently fixed. The low prices
at which jute and indigo were obtained from the peasants were very calculated methods
of extraction.

3.4.1 Exploitation during the British Colonial Rule

Compared to the large volumes of merchandise exported, the amount of merchandise
imported was proportionately less. What was imported to counterbalance the export
was detrimental to Indian economy while it was a stimulus to the British economy.
Goods that were imported to India were factory made products for mass consumption.
It created a market for itself also in the rural areas affecting the traditional cottage
industries which resulted in more unemployment and siphoning out of money. There
was hardly any import of machinery to enable the native entrepreneurs to set up industries
to produce commodities for mass consumption. At least till the beginning of the World
Wars, the Indian entrepreneurship was faced with insurmountable hurdles purposely
erected to protect British interests.

A large part of the export had to compensate for the induced import of services and
duties for the stores given to government of India by the government of Britain. The
home charges that the government of India had to incur were to meet the expenses for
civil and military administration (much of it for military operations outside India to
protect British imperial interests) stores purchased in Britain, and the interest on loans
given to India for its so called development such as construction of railways and canals
for irrigation. Both the railway and irrigation projects were indirect boosters to the
British economy as it was a great stimulus to the heavy engineering industries in Britain.
Moreover, the railway network and irrigation projects were so designed that those
who were to directly benefit were only badly affected. The manner in which the projects
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were constructed was entirely oriented for export trade at the cost of ruining the food
producing peasant economy.

Since the loans given to India were used for unproductive purposes as far as the
interest of India was concerned it could not be paid back in due time. The interest
burden kept swelling, putting the country more and more in perpetual debt. Besides,
the large quantities of gold and silver which was imported, seriously affected commerce
and industry of India. Gold was primarily hoarded which was used during periods of
crisis. Silver was circulated as currency. Till 1893 large quantities were imported
especially because of the monetary policies adopted by Government of India to continue
with silver as the medium of currency even though the value of gold and silver was
declining in the international market. Consequently the value of Indian currency kept
falling which had the direct effect of devaluing the Indian products for exports.

Thus the depreciation of Indian currency resulted in devaluation of Indian products
necessitating larger quantities of exports to be at par with the international exchange
rate. Continuation of such monetary policy with free import of bullion and with full
knowledge of the devaluation was a planned strategy to favour the British exporters
and the government.

3.4.2 Hurdles Created for Indian Enterprise

Other services like banking, insurance and shipping, for which the Government of
India had to pay, constituted the invisible services. Such services were not a free choice
that India could make among the best available in the international market. The Indian
efforts to build such service industries were throttled by the monopolistic tendencies of
Britain. It stunted the growth of the indigenous business complex of banking, insurance,
ship building and shipping which had at one time thrived in Gujarat. India also had to
pay for all the White people invited to be employed as businessmen, professionals and
administrators. Remittances on private account of such people wiped off quite a
substantial amount of the gains from her export of goods. The imported labor was the
most expensive in the world. India had little choice in its import and it was made to
work often against the Indian interests.

Factors elaborated above were obviously responsible for stunting the organic growth
of the Indian economy. Rather it accentuated the mal-integration between the various
sectors in the economy. In doing so it led to further impoverishment and perpetuation
of a dependent economy and low level of development till the beginning of the Wars.

3.4.3 Divergent Views

There has been a long standing debate among the economic historians regarding the
slow pace of industrialization in the subcontinent. One of the main points of enquiry is
very unsatisfactory pace of progress of the native entrepreneurs and the rapid strides
in progress by their western counters. Though steam engines had been introduced in
India at almost the same period as they were in the West, the low level of the economy
and its subordination to the Imperial power checked industrial growth. A.K. Bagchi
claims that the problem was essentially because of lesser demand for factory produced
products. According to him there was not much dearth of entrepreneurship, resources,
technology and other requisite input factors as it was the dearth in demand. In other
words there were instances of entrepreneurs who were capable of mobilizing resources
and setting up industries but they failed miserably because of lack of demand for their



products. He points out that there was, in fact, under-utilisation of available resources.
To produce commodities at a cheaper rate the kind of mass scale production that was
required was not possible in India because its entrepreneurs did not have access to a
broad based international market as were their western counterparts.

Other historians like M.D. Morris stressed on the problem of supply side without
denying the limited demand. According to him, India did not have sufficient
entrepreneurship, funds and resources. He agreed that there was a lesser demand for
factory produced products. Backward organizational and technological structure was
a severe constraint for industrial growth. The extreme difficulties in arranging resources,
machinery & equipment, technological know-how, skilled labour used to factory mode
of production, managerial expertise, and finding out channels of market were considered
to be heavy deterrents for the native entrepreneurs. It was no easy task to get machinery
and technological know-how from abroad and adapt it to the prevailing Indian conditions,
train persons without any institutional set up, provide power and meet other
complementary imperatives. Under such circumstances there was grea {er need for
both fixed and working capital while capital itself was costly. All these together were
bound to make the finished product excessively expensive, leaving the entrepreneurs
unable to compete with their foreign counterparts.

Encompassing both the views, people like Rajat K. Ray, are of the opinion that
the limited demand and the difficulties faced on the supply side were actually
two consequent effects of the low level of the economy like two sides of a coin.
In other words, both the lack of demand and the insurmountable difficulties faced in
setting up of industries were because of limited capital resources available in the economy
of the subcontinent. The subsistence level existence of the people in general, was
responsible for lack of domestic demand and also for less mobilization of surplus
resources required to ensure vigorous industrialization along with other ancillary activities.

3.4.4 Impact of World Wars

During the period between the two World Wars there was a marked change in the
industrialactivity in India. From 1913 to 1938, the large scale manufacturing output
was at the rate of 5.6 percent per annum which was much above the world average 26
of 3.3 percent. This happened primarily because of the thirty-year crisis in Europe.
There were two important changes in matters of investment during this period. Firstly,
there was diversification of industrial activity in many new directions while the traditional
industries like jute and others maintained a comparatively slow pace of growth. Secondly,
due to some constitutional reforms, reluctance of initiative and withdrawal of investment
on the part of the British businessmen. involvement and share in terms of investment of
the Indian entrepreneurs in and their control on capital formation grew to a considerable
extent. Thus a number of business houses who were to be the future captains of the
Indian industries gradually came into the picture.

3.4.5 Need for Government Intervention

Unfortunately, the growing population and the vagaries of monsoons,counterbalanced
the progress on the Industrial front. Besides, there was hardly any appreciable rate of
growth of small and cottage industries. As far as the prevailing rate of industrialization
was concerned, given adequate time, there was slow expansion of demand and difficulties
of supply constraints were not much of a problem, according to Bagchi. For an industrial
take off which happened in Russia or Japan, a rate of much higher order was essential.
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The supply constraints stood as formidable barriers against any attempt for a higher
rate of industrialization. Huge amount of capital was needed for investment on basic
industries, power, transport, communications, irrigation and drainage systems. To create
the essential infrastructural facilities, massive social overheads had to be placed on
education and public health in order to break the supply constraints. Doing so would
necessitate an expansion of demand. There being an interdependence between the
reduction of the supply constraints and the expansion of demand, both could be effectively
solved by huge doses of capital. Unfortunately, India was far short of the amount of
capital required to have the rate of industrialization necessary for a take-off of the
economy. This was not possible with mere private initiative. The involvement of
government in injecting the requisite capital, drawing up a plan with clear priorities and
sequences and having relative control on production and distribution was of paramount
importance to gear up the economy and enable the private initiative to be vigorous and
complementary.

Check Your Progress 11
Note: i) Spaceis given below for your answer.
i) Compare your answer(s) with the text.

1) Examine the impact of British Colonial Policy on the Indian economy?

2) Whydid the colonial trade policy stifle the growth of Indian entrepreneurial
efforts?

3) How did the Colonial System make a change to the rural life in India?

4) Comment on the debates between different schools of Historians on the
question of handicaps to industrial growth in Colonial India.




5) What changes took place in Colonial India’s industrial scenario between
the two world wars?

3.5 ENTREPRENEURSHIP IN
SELECT COMMUNITIES IN POST-
INDEPENDENT INDIA

Before we go into the era of post-independence industrial entrepreneurship, it is
worthwhile to take the social roots of industrial entrepreneurship during the British
rule. To begin with, after making money in trade, labour contracts and financing tea
and indigo plantations, the Europeans ventured into industry, like Bird and Company,
Andrews Yule, Binny and Company, etc. to name a few. Rarely did tea or indigo
planters or persons running specialized industries grew into big industrial owners. Only
those who had business wide-ranging or an extensive government patronage could
become such.

Some authors like Brimmer are of the view that those Managing Agency houses
were real entrepreneurs in India. They adopted new methods of production, sought
new sources of raw material, introduced new products and ventured into new markets.
The European Managing agencies were involved in trading, agency, industry and
financing. Thus there was hardly much distinction between commercial and industrial
interests. Whereas the Indian managing agencies which gradually grew into large industrial
firms, though involved in other fields of business, in due course, were oriented more
towards industrial activity. For example, the Tatas were to a greater degree involved in
industrial pursuits than other kinds of businesses.

3.5.1 The Parsis

Among the Indian communities, the Parsis came into early prominence to compete
with European businessmen and gain a sizeable share of control in trade and industry.
Some are of the view that they possessed protestant-like ethical value-system which
enabled them to be prosperous. Possession of enterprising qualities was intrinsic for
the Parsis as a community. This view is contested as one finds other Indian communities
who, in due course also, came into the forefront of industrial activity. The Brahmins of
Ahmedabad controlled the cotton mill industry.

Giving due importance to the special qualities of the Parsis, however, it is essential to
consider the initial advantages they had because of the prevailing circumstances and
their location, which played an important part in protecting them from severe competition.

The Parsis as a community had settled In India for nine hundred years before they took
to trade. They primarily depended on land for their living. They were not bound by
rules of the caste system. Besides, no gainful occupation was considered shameful by
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them. When the European merchants landed on the western parts of India by sea, the
Parsis had no inhibition to work for them as go betweens. Coming in contact with the
Europeans quite early, they got the needful exposure with the outside world which
initially enabled them to be brokers, agents or interpreters for the British and Dutch
merchants and later in trading with the other foreigners. When the British established
the port and a factory at Bombay, many of the Parsis went and settled there. As
Bombay prospered with the decline of the port at Surat the Parsis also prospered.
They accumulated a lot of capital first from opium trade and then from cotton trade,
especially during the American Civil War.

The other important factor which went in favour of the Parsis in comparison to their
eastern counterparts was that they belonged to a region which, till quite late, was not
under British influence. Western India did not experience the dastardly conquests and
plunders of the early British East India Company. For long the British were resisted by
the Marathas of this region. The Parsis worked alongside the British and were also
financiers. During the period, they were also friends with the British. During the Indian
freedom struggle they played an important role in the Bombay Presidency, both in
entrepreneurship and political struggle.

The hinterland of Bombay was not as extensive as that of Calcutta and before the
coming of railways, western India was quite inaccessible. The relatively arid Deccan
Plateau was not favourable for plantation of tea or indigo and the region did not have
rich mines like Bengal and Bihar. Thus there was not much reason for the British to be
attracted and establish themselves in Western India for a long time. Thus late British
interference enabled not only the Parsis but all the other communities involved in trading
to build up and face lesser competition from the British than their counterparts elsewhere
did. Even after the fall of the Peshwa in 1818, many of the chieftains like Scindias,
Gaekwads and Holkars continued to be rulers of large areas. The British did not find
enough time to entrench themselves by uprooting all others as they did in the eastern
parts and soon they had to give in to the demands for concessions for the indigenous
competitors because of wider political considerations, due to primarily European crisis
and the National Movement in India.

One particular Parsi enterprising family was the Wadias, who were known for shipbuilding
activities. They were the suppliers to the East India Company. Lack of inhibitions to go
on overseas journey probably made them more flexible in their trading activities and
put them in an advantageous position to acquire technical knowledge. The Parsis were
not only a conspicuous lot in industry but also out-numbered all others in the supervisory
jobs in cotton mills. Their enterprise was not limited to trading and industry. They were
also esteemed for their highly developed civic sense. Further, the Parsis were known
for generously donating money for public causes. It is said that because of them Bombay
though initially faced with excessive congestion became a far better and developed city
than did Calcutta. In all the activities, the Parsis took a lead.

3.5.2 The Bengalis

The Bengalis had come in contact with the British perhaps much earlier than the Parsis
did. Interestingly, till quite late into the 20" century, the Bengalis kept themselves aloof
from trade and industry. It is generally held that the predominant section of the Bengalis
(the middle classes) looked down upon trade and industry and preferred to be
professionals. Also the long gestation period of industry did not promise quick returns,
so the Bengali Businessman felt satisfied with trading. Moreover, the big merchants of



Eastern India having invested their money in becoming landlords were thus eliminated
by the Permanent Settlement from venturing into industry.

Amiya Bagchi, while considering the Permanent Settlement as probably a very important
reason for converting the rich merchants into landlords goes further to point out that
the British trading activities had left very little option for the businessmen, other than
becoming landlords. As the Permanent Settlement was not enough, to do away with
the problem of the native financier, the Bank of Bengal was established just to lessen
the dependence of the East India Company on the Indian bankers and traders for
finance. The policy of the British had been to appropriate all the advantages leaving no
scope for the native people to benefit out of business.

However, later efforts were made by Bengali traders to set up industries even under
trying circumstances. Against all odds, Bengal had produced outstanding persons like
Dwarka Nath Tagore (1829) who organized the Union Bank in association with the
European Merchants. He became the pioneer in many fields like industry and steam
navigation on the rivers of India. Blair King has credited him as the founder of the
Managing Agency system. After Tagore’s death there was a virtual lull in individual
activity among the Bengalis with the entire Bengal and the adjoining areas converted
into amassive farm-yard to meet the requirements for Britain’s exports and raw materials
for mass production consumer industries.

3.5.3 Racial Discrimination

Explanation about the enterprising nature of the Indian Communities suffer from racial
discrimination of the British Historians. To say that the Bengalis who were good traders
were not interested in Industry is incorrect. If this explanation is correct, then how
could the British who were good traders were also equally good in Industrial
Entrepreneurship? Besides, how do the same Indian communities emerge as aggressive
entrepreneurs after first world war? Basically the utter lack of Indian entrepreneurship
may be attributed to three main factors: First, orientation and limiting Eastern India
towards raw material supply for exports and the needs of industries of the Europeans;
second, the additional advantages enjoyed by the Europeans due to their early start in
Industry, third, discriminatory policy adopted by the British Colonial government to
reinforce the European control of trade and industry.

The policy of racial discrimination was very much a part of the British administrative
set up. Concrete evidences of this are provided by contemporary observers including
that of the administration of the period. It was amply expressed in the legal system
which was partial towards the British by sanctioning, in many instances, less punishment
to them than the Indians for the same offence. Social segregation stood as a barrier for
the Indians, these debarred them from any privileges enjoyed by the British. The Indians
were looked down upon as inferiors because of their colour and origin.

The racial discrimination affected the Indians in their day-to-day life in many ways. The
Indian businessmen depended on the railways, for handling their goods, the higher
posts in the railways were manned by the Europeans. They were flexible to their fellow
British businessmen while being unduly rigid to the Indians. This is probably also reflected
in the approach of the financial institutions which were controlled eventually by the
Europeans. The discriminatory policy also showed itself in the appointments to
responsible positions.
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Even though some Indians had degrees from technical institutions they did not get due
opportunity for the much needed practical training. The European businessmen preferred
their own fellowmen in most of the technical appointments. Virtually all the supervisory
posts requiring technical expertise of high order were filled up by the British. Their
discriminatory policy stunted the growth of indigenous technical personnel who were
vital for the enterprises.

3.5.4 Advent of Indian Entrepreneurial Communities

Before the First World War, those who tried their hand in industrial venture seldom
belonged to the trading communities. Many of them happened to be professionals like
doctors and lawyers; often the landlords were also associated.

In Bengal, the National Tannery was started by Nilratan Sarkar. Dr. P.C. Roy is
considered tue founder of Bengal Chemical and Pharmaceutical works. Maharaja
Mabhindra Chandra Nandy and Baikunthanath Sen collaborated to establish the Calcutta
Pottery. Sir Rajindra Nath Mukherjee on his own merit was a great entrepreneur
though he was compelled to join Acquin Martin and form the Martin and Company to
get construction contracts.

In Bombay, Dr. BalchandraBhatwadekar and Laxrnan Rao Kirloskar were known for
their industrial enterprise. Kirloskar, supposed to be one of the most imaginative
entrepreneurs, started manufacturing agricultural machines. In Punjab, the Electrical
Supply Company Limited, the Bharat Insurance and many other companies including
cotton mills were founded by Lala Harkishan Lal. A lawyer by training, he belonged to
the Arora Caste. In the United Provinces the Raja of Barot and Raja of Bandi (Bihar)
had started a sugar factory and the Kirtyan and Iron and Steel Works Limited
respectively. Unfortunately both the enterprises failed, the latter due to the refusal of
government to procure iron and steel castings. In Ahmedabad, Ranchood Lal Chotalal,a
Nagar Brahmin, established a cotton mill on modern lines. In 1847, he failed in his first
attempt but again in 1851 he raised money and against all odds was able to reopen the
mill in 1861. The trading communities of Jains and Vaishyas of Ahmadabad and Baroda
refused help when he had approached them for money.

Check Your Progress I11
Note: 1) Spaceis given below for your answer.
1) Compare your answer(s) with the text.

1) How did the permanent settlement cease native entrepreneurship in Bengal?

2) How did the Parsis adapt themselves to the changes during Colonial times
in Bombay Presidency (Province)?




3) Write anote on the Bengali enterprising efforts. Why were the Bengalis
different from those of Parsis?

4) List out the major differences in the economic situation of the western
Indian Provinces and that of the central/eastern India.

3.5.5 Swadeshi Movement

As the National Movement picked up, there was deliberate boycott of foreign goods
by the people. At that time many industries were set up to meet the requirements of the
people. An example is the Swadeshi Mill, started by Jamshed;i Tata after the partition
of Bengal in 1905. There was a unity of purpose between the political leaders and the
entrepreneurs during the Swadeshi movement. One of the mills, Krishna Mill, had
advertised in the Tribune of April 13, 1905, with the following appeal: ‘Our concern is
financed by native capital and is under native management throughout’. The Swadeshi
movement enabled much money to be mobilized and invested in industrial ventures
under the control of indigenous management.

As the environment became relatively favourable for proper investment, many of the
industries proved to be successful and the native trading communities other than the
Parsis (who were into industry much earlier) were drawn into industrial enterprises.
Just before and during the First World War, the Indian traders were involved in glass
and match manufacturing.

In the period between the two world wars, the trading communities in other parts of
the country also came to the forefront of industrial activity gaining ample strength in due
course. In Delhi, Lala Sri Ram, the leader of the large business group and founder of
the Delhi Cloth and General Mills along with a large number of sugar mills, belonged to
an old banking family. Dr. G.C. Narang, a Vaisya by caste and lawyer by profession,
led the Narangs who later controlled a large number of sugar mills.

3.5.6 Emergence of the Marwaris

The Birlas established themselves in Eastern and Central India. Juggilal Kamplapat
Singhania emerged into Province at Cawnpore (Kanpur) by initially setting up cotton
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mills and industries producing gur, oil, flour, and sugar after the War started and later
diversified into other fields. Another contemporary, the Dalrnias, a Jain Family had set
up sugar mills and later they gained enough strength to diversify into other fields and
put up a stiff challenge to the Associated Cement Companies on the one hand and the
European controlled paper mills on the other. Among the Marwaris, WalchandHirachand
rose to prominence. He founded the Scindia Stream Navigation Company in 1919
along with KilachandDevachand and NarottarnMorarjee. They even took over the
premier Construction Company of the Tatas.

3.5.7 Enterprise in South India

Traders entered the field of modem industry in a big way in 1920s and in greater
numbers in the nineteen thirties. For instance, in Madras, the Nathukotai, who had
wide trading and money-lending interests in the whole of South Asia did not enter large
scale industries in significant number until protection was ensured by imposition of
tariffs and loosening of the grip of the Europeans in Southern India.

In the south, other communities apart from the Chettiars also gradually got involved in
industrial enterprise. The cheap electricity from the Pykar Hydroelectric Scheme made
it suitable for the growth of cotton mills. Besides, due to the depression in agricultural
production resulting in the extreme indebtedness of the peasants many men with surplus
capital instead of lending to the peasants tried to benefit from industries. Moreover, the
Mysore State Government patronized both the state controlled and private enterprises
with cheap financial assistance, land and other privileges.

3.5.8 Scenario in other States

Similarly in other native States of India such as Baroda and Gwalior, various incentives
like cheap labour and free or cheap land attracted many entrepreneurs and there was
amarked growth of industries. Mostly the trading communities like the Gujaratis and
Marwaris took advantage of such situations. The Tatas were the most successful in the
Parsi community. F.E. Dinshaw is known for his business acumen and helped out many
struggling mills to survive under unfavourable circumstances. He is credited with bringing
about a merger of cement companies which led to the birth of Associated Cement
Companies. The Bombay Dyeing and Manufacturing Company started by Sir Ness
Wadia was supposed to be one of the best cotton mills in India. Apart from a few
Parsis like the Tatas, most of the Parsis were found’to concentrate on the particular
region.

Check Your Progress IV
Note: i) Spaceis given below for your answer.
1) Compare your answer(s) with the text.

1) Inwhatways did the Swadeshi Movement kindle the spirit of enterprise
of Indian Communities?
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3.6 LET US SUM UP Entrepreneurship in India

The rapid spurt of industrial enterprises was not without shortcomings. In spite of the
failure of many of the Ventures due to the British policies of discrimination and colonial
policies that stiffed the Indian enterprises, the following major features could be noted:

e Those belonging to communities like the Parsis, Gujaratis and Marwaris
dominated the Industrial scene.

e Industrialization, and consequently development, was localized at a few places
like Bombay, Ahmedabad, Calcutta and Kanpur.

e  Only those industries were successful which generally met the need of the
War.

e  The famed Indian entrepreneurial spirit, even though suppressed for centuries,
started becoming active and alive, as the freedom movements gained
momentum and India stepped into the threshold of an independent democratic
statehood.

The overall effect of these developments led to only restricted growth and lopsided
development of the country as a whole.

3.7 KEYWORDS

Centre of growth : An area or a region where there is concentration of
economic activity leading to more prosperity.

Enterprising : A society characterised by a high number of innovative,

communities/Society = motivated and energetic individuals willing to start their own
ventures.

Guilds ¢ Anassociation of people for mutual aid or the pursuit of a

common goal like that of craftsman or merchants.

Merchandise ¢ Goods or products for sale or trade.
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4.0 INTRODUCTION

Democratic state has local democracy and its institutions as vital components. These
components aid not only in implementing political democracy but also act as instruments
of development, particularly rural development. In a developing country like India, the
role of institutions of local democracy and governance are crucial in the process of
designing and implementation of various State-sponsored developmental schemes. The
reason lies in the fact of their being close to the local people. These institutions therefore
reflect the felt needs of the local populace besides those of the community, provide
realistic inputs to developmental planning, assist in prioritising the developmental needs
and provide local supportive infrastructure and aiding the process of implementation,
making the State’s schemes to conform to the ground realities. People and their
communities could identify themselves with these schemes and prevent the wastage of
precious and meagre resources of the developing countries. Developmental schemes
have to be integrally linked to the local political economy and the entrepreneurial
capabilities of the local populace.

4.1 OBJECTIVES

In this unit you will study about the role of the democratic state in a developing economy
in fostering entrepreneurship. Our endeavour has been to give the student an indepth
analysis so that she is able to:

e understand the relationship between a democratic state and development;

e assess the need for a democratic state for creation of an environment for
entrepreneurship; and

e cvaluate the importance of local governing institutions for nurturing rural
entrepreneurship and income generation.
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4.2 DEMOCRATIC STATE AND DEVELOPMENT

It is important to involve the participation of local populace, alongwith the State bodies,
in transforming the local life qualitatively. Local resources, both material and human,
Understanding Entrepreneurship should be used in creating conditions for poverty
alleviation, livelihood creation, literacy expansion, improvement of health and sanitation
facilities and so on. Development programmes must be targeted towards creating long-
term assets rather than providing ad hoc succour only. Although, many programmes
are geared towards securing these objectives, yet most are populist in nature and aim
at providing temporary relief. Gainful employment based on local entrepreneurship,
necessary education as a guarantee against ignorance, degradation and depravation,
increased consumption and health care but a few indicators of the general well-being
of a society and its component human beings.

4.2.1 Critical Issues

Public intervention is not synonymous with state intervention. It is state-
sponsored intervention, which involves non-state entities like the civil society,
individuals and groups. What is the class orientation of such state sponsored and
non-state intervention, that is, what are the socio-economic forces in the society
providing material basis to such an intervention? Have new social and economic forces
emerged? If so, what impact do they have on the nature of public intervention? These
questions have become important in view of the recent attempts to liberalise and privatise
the Indian economic system. How had the attempts to change the economic philosophy
from that of a welfare-oriented state to free-market oriented policies, particularly after
the introduction of New Economic Policy since 1985, affected the meaning of
development and the nature of development strategies? Now that the very concept of
development is being questioned from certain quarters, have our socioeconomic realities
transformed so dramatically so as to warrant rethinking of this concept? Or it needs to
be vigorously defended and actively implemented? Have past development strategies
succeeded and are the existing concepts adequate to address the challenges of
development in a vast country like India? In this gamut of questions, it is vital to
understand the role of entrepreneurship in promoting development and democracy.

‘Higher surpluses’ may not necessarily be used for productive, expansion or reinvestment
purposes or for the betterment of local communities. In fact, they may be used in
fuelling most uneconomical and irrational consumption, which may be beneficial for a
particular segment of society, industry and market but not in creating social wealth. On
the contrary, an investment in local human resources may be rather more productive.
In a market driven economy there is no guarantee whether the surplus generated may
be invested in productive channels and in creating social wealth. Thus, recycling the
locally generated wealth and local entrepreneurship is a better way of utilizing the
surplus. Redistribution of ‘other’ surplus that accrues at the macro level though
developmental projects, etc., is significant in providing means for creation of local
social wealth and local entrepreneurial capabilities play a vital role in this process. Thus
transfer of resources from centre to periphery help in development and prosperity of
the latter which would, in turn, contribute in the well-being of the former, even if in the
long run. Redistribution not only brings about socio-economic equity but also makes
better economic sense than the concentration of wealth and resources, which may not
only decelerate growth but also lead to skewed priorities in terms of overall rural
development.



4.2.2 Development Imperatives

Various developmental programmes for the rural sector contribute towards increasing
the income of beneficiary farmers, provided local entrepreneurship capabilities too,
are adequately tapped. Institutional factors like tenancy reforms, ceiling on landholding
and consolidation of land play a role in the success or otherwise of developmental
progrdmmes. Developmental programmes can alleviate poverty and unemployment.
However, these programmes should target priority areas and specific deprived groups
and classes for their upliftment. Sustained follow-up work ought to be undertaken for
lasting effect of theseprogrammes. Rate of urbanization, availability of land for cultivation
and industrial development in that area has an impact on the success of developmental
programmes. Investment of developmental funds on roads, drinking water, marketing
facilities, agricultural inputs, credit facilities, etc., should be there to provide a supportive
infrastructure for agriculture to bring about a change in the socio-economic structure of
countryside. But the fruits of developmental programmes have by and large accrued to
socially and economically advantaged sections as a result of the political and economic
clout enjoyed by them, thereby accentuating social, economic and political class
polarization. The Panchayati Raj Institutions (PRI) can ensure more equitable distribution
of developmental resources.

Rural development programmes are a form of positive intervention by the State to
ensure development of predominantly backward areas and create employment
opportunities. However, given the extent of problems of poverty, unemployment and
general backwardness, these programmes are able to affect not a very large section of
poor people. Sometimes the resources in these programmes are spread too thinly and
at other times the gains are frittered away. Moreover, these programmes are beset
with problems of corruption, nepotism, wastage, lack of technical expertise, among
others. Several times, the genuine beneficiaries are ignored and benefits go to those
who do not really need them. Active participation of local bodies of democracy in the
process of selection and execution of these projects in some programmes is negligible
in the real sense.

4.2.3 Role of Local Development Institutions

District Rural Development Agency (DRDA) has hitherto played a much significant
role in the implementation of rural development programmes along with the office of
the Community Development Officer or the CDO, a critical element in the development
chain. Only now are these agencies being brought under the control and supervision of
local bodies of democracy. However, it would be a long time before these would
acquire effective powers so as to be able to lead such agencies in a fruitful and effective
manner. As of now, the control could continue to be only a formal one for a long time.
However, such a change is a step in the right direction. Several higher committees of
certain schemes may not have any representation from the local bodies of democracy.
Thus the official members of such committees are often deprived of experiences
accumulated at the ground level. So, necessary inputs in formulating the basic policies
are not available to the responsible higher committees. It seems that the utility of local
bodies is taken into consideration only at the implementation level, which primarily
involves the lower tiers of these local bodies and not at the policy making level which
is generally done by bureaucracies in the state and national capitals. Thus local bodies
of democracy do not seem to be involved in policy-making process. Active involvement
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of local bodies of democracy can complement the state intervention with public
intervention by ensuring popular participation. Despite local rivalries based on factors
like caste, religion, political affiliation or simply personal animosities, local bodies of
democracy are the best place to ensure popular involvement in execution and supervision
of development schemes.

One significant way in which institutions of local democracy can contribute to agricultural
growth, overall development and entrepreneurship is by utilizing the land vested in
them. This can be done by preparing the vast tracts of fallow or ‘Usar land’ for
cultivation wherever they are available by the process of reclaiming them by employing
local entrepreneurial skills. Not only can this be used to strengthen the local economy
but through forming cooperatives, particularly involving the poorest of the poor and
the landless, this also may fetch better returns employing diverse and intelligent methods
and products. Some instances are: floriculture, pisciculture, growing vegetables, dairy
and dairy products, poultry farming, medicinal & aromatic plants cultivation and
extraction. Marketing products from these activities in urban markets with the help of
state institutions, financial institution, etc. under the leadership of local democratic bodies
can play a substantial role in poverty alleviation.

Check Your Progress I
Note: i) Spaceis given below for your answer.
ii) Compare your answer(s) with the text.

1) Why do you think the role of institutions of local democracy are crucial in
the process of designing and implementing various state sponsored
development schemes?

3) How Panchayati Raj Institution can ensure equitable distribution of
developmental resources?




4.3 DEMOCRATIC STATE AND
ENTREPRENEURSHIP

First, let us consider the theories of democracy and the role to be played by democratic
institutions as viewed by theorists.

Democracy, in a liberal democratic sense, incorporates political participation, voting
rights to all, right to elect and get elected, acquisition of different sources of information,
and inclusive citizenship, according to Ezra N. Suleiman. Norberto Bobbiodefined
the institutional basis of democracy as being primary norms that determine who will
take the decisions, what procedures ought to be followed; ever-increasing participation
in decision-making so as to make the regime and the state more democratic and making
of ‘real choices’, with individualistic vision and the idea of contract as the basis of the
society. This too, is the liberal conception of democracy and the democratic state. C B
MacPherson points out that the Western conception of democracy is justified on the
basis of maximizing individual utilities and individual powers. These claims are based
on the contention of providing greater freedom of individual choice, rootedness in
individual personality, equity, maximization of utilities, and enhancement of human
capacities. This was an attempt to provide a combination of materialistic utilitarianism
and humanist thought.

Karl Marx considered democracy to be ‘the essence of every political constitution’.
Democracy, according to him, recognized man as a human being as distinct from a
mere ‘status in law’ or a legal entity. Scholars like Benjamin Barber, C. Pateman,
David Held, J. Keane and C. Gould had a commonality of understanding in that the
democracy was developing and meant permitting individual and groups to determine
and evolve their own lives whilst recognizing others’ rights to do the same. Seymour
Lipsetconsidered democracy in functional terms as that which provides constitutional
Development and Entrepreneurship means to change government officials and
opportunity to largest sections of population to influence decision-making process.
Joseph Schumpeter gave a minimalist definition of democracy whereby individuals
acquired power to take decisions via a competitive contest for people’s votes. Thus
we see that people’s participation, either directly or indirectly, in deciding as to who
governs and what decisions are taken, has been a crucial element in most conceptions
of democracy.

When we talk of governing and policy making in democracies, we should consider the
role of the state. State in a developing economy has a major role. In this context, we
will now turn to understanding the role of the state in developing economies or the state
intervention.

4.3.1 Role of State in Developing Economies

In post Second World War era, the idea of development, development economics and
development administration came in a big way in the so-called underdeveloped
countries. Economic policies geared towards development were formulated and the
capabilities of the State were directed towards implementing them. The role of
developmental State in any political dispensation was to provide capacity to provide
the delivery of capital, material and services to ensure the smooth functioning of the
productive process. Thus State intervention was seen as key to the overall economic
development of a society, particularly in the so-called developing or underdeveloped
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countries. This conception was questioned subsequently. There was a shift in emphasis
from the primary role of the State to that of the markets assisted by the State creating
conditions for their proper development.

State and Entrepreneurship

The role of entrepreneurship in increased political democracy, in the context of within
a democratic State-structure, becomes more relevant and important. Institutional and
functional innovations can only ensure enhanced rural development, making the State
more democratic and representative and provide an encouragement to entrepreneurial
capabilities. How does the democratic state, with the institutional and financial
innovations, provide contributions to robust rural entrepreneurship?

4.3.2 Democratic State and Innovation

In developing economies one of the key entrepreneurial functions could be to adapt
already existing proven innovations to benefit the community. In such countries an
entrepreneur encounters the problem of a wide gap between preponderance of pre-
modern traditional technology and management methods on the one hand and modermn
technology and management skills on the other. Depending on the context, right choice
and creative adaptations are of paramount importance. Multifarious innovations,
therefore, becomes crucial to the idea of entrepreneurship.

4.4 NURTURING RURALENTREPRENEURSHIP

Rural entrepreneurs could use the local resources and technology to either innovate or
adapt the proven technological innovations. So rural industries or Panchayat Udyogs
based primarily on local resources ought to be encouraged. These can bring in local
prosperity provided the institutions of local democracy and local entrepreneurial skills
are continuously motivated in that direction and provided material and technical support.
This is where state intervention coupled with public intervention can catalyse
entrepreneurship. It is here that the local bureaucracy along with local politicians and
other agencies can play positive role. A public policy with a high growth plus progressively
increasing equitable distribution (PIED) strategy and ensuring employment generation
through local entrepreneurship can provide a permanent solution for eradicating poverty
rather than merely alleviating it. Institutions of local democracy should play an important
role in implementing such a policy. Redistribution will provide better means to a larger
number of people to improve the quality of life, acquire better education, better health
facilities and standard of living besides better technical and entrepreneurial skills.

4.4.1 Indicators of Socio-Economic Development

Institutions of local democracy ought to play a role in removing the local constraints
and generating employment. The structure of rural poverty by household types can be
determined on the basis of consumer expenditure data and income-data as a measure
of income-poor along with health status, ownership of the land, education, housing
conditions, quality of the house, cooking facilities, water supply, etc. Distribution of
working members by community (religion and caste) and occupational groups like
temporary, permanent and self-employed labourers in agricultural and non agricultural
sectors can identify the rural poverty structure across social boundaries, vertically and
horizontally. Similarly, distribution of members of household who are gainfully employed
and educated, the level of education, the living conditions, particularly of rural poor,



are other socio-economic indicators. Incidence of rural poverty also varies region or
area-wise, reflecting upon the relatively desperate socio economic conditions. Hence
a public policy will have to take these factors into account. A growth-led decline in
poverty through maximization of economic growthper se, without any state intervention
merely by ‘trickle down’ effect to the poor has been more of an exception than rule.
The fruits of economic growth have primarily accrued to the economically better off
and socially and politically dominant sections of the society in the absence of a
redistributive mechanism and low bargaining power of economically deprived sections
of the society. This has also resulted in curtailing local entrepreneurial capabilities that
are directly related to development process and democracy.

4.4.2 Welfare Measures

Welfare system and system of subsidy in a developing country like India can only
effectively be replaced without creating socio-economic and political disharmony and
chaos by providing people with productive assets in some form, i.e. land, machinery,
cattle, etc. so that they can earn sufficiently, exploiting their entrepreneurial skills to pay
for a decent and dignified existence, pay for the real price for the goods and services
and may not have to rely on doles and subsidies. In short, they pay for their needs by
earning from sustainable and meaningful livelihoods. They may also be trained in skills,
which can provide them with sustained means of livelihood in local or urban job markets
reducing or eliminating their dependence on welfare measures or direct or indirect
subsidies. Otherwise, old discussion about eliminating or reducing welfare measures,
subsidies or other populist measures which provide some succour to vast swathe of
under-fed and under-clothed masses living below the poverty line are less meaningful.
Institutions of local democracy can play an important role not only in implementing
welfare measures but creating conditions for ultimately eliminating the need of doles
and subsidies.

4.4.3 Role of Local Institutions

Local bodies of democracy ought to support local entrepreneurial skills in developing
agro-based industry. This can help in easing of demographic pressure. They can and
should undertake cooperative ventures in agro-based industries albeit on a small scale
so that they are both manageable and benefit a much larger number of people. Extensive
use of modern technology, entrepreneurship and intensive farming can enhance the
productivity of agricultural land that is limited and in short supply. Local bodies can be
the nodal agencies for dissemination of such scientific knowledge and through them
scientific and technological support can be extended. Similar support can be provided
for establishing and developing agro-based industries or Panchayat Udyog that can
absorb a sizeable numbers of landless peasantry. Such industries can provide for the
local urban markets, several consumer products that have readymade market but are
not available. Agro-based industry has great scope for expansion and can provide
ample opportunities for local employment. Growth of such industries requires concerted
technological and marketing support, infrastructural facilities and initial capital that could
be contributed by the state agencies and state financial institutions.

Check Your Progress I1
Note: 1) Space is given below for your answer.

i)) Compare your answer(s) with the text.
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1) What do you understand by Democracy?

2) How do you think the local bodies can contribute to eliminate the need
for doles and subsidies?

4.5 EMPLOYMENT IMPERATIVES IN
DEVELOPMENT

Employment not only reduces but also eliminates poverty. Full time employment can
ensure not only drastic reduction in poverty levels but also contribute to the development
of the local infrastructure and the economy. A step in this direction could cut down
considerably the waste of human resources. Local democratic institutions led
employment generation programmeutilising local entrepreneurial skills can thus contribute
towards developing a self-sustaining local economy. Such a programme can utilise the
per capita surplus annual days of unemployment into other locally organised productive
channels. People can be trained in alternative trades and skills thus providing them with
alternative income sources. An increase or decline in the per capita annual days of
employment of agricultural labourers, performance of the industrial sector in terms of
employment growth and output growth, the extent of overall economic development,
employment situation and the extent of employment of rural people in the industry,
determine poverty situation.

4.5.1 Social and Economic Classes in Rural Areas

The ‘new social and economic classes’ that have emerged in the countryside comprise
broadly three distinct categories, i.e. ‘the new landowner’, ‘the new entrepreneur’ and
‘the migrant’. The ‘new landowners’ are those who were erstwhile tenants, share-
croppers or landless labourers and came to acquire land primarily as a result of land



reforms and secondarily through acquisition by purchasing the land. The ‘new
entrepreneur’ comprises those sections, which benefited through commerce and
enterprise. They constituted the trading classes as well as those with miniscule industries
based an the local needs, traditional craft or some businesses like dairying, leather-
tanning, etc. The third section ‘the migrants’ belong to those and their fanlilies who
acquired related wealth and prosperity by doing menial jobs of ironsmith, carpentry,
domestic help, food industry, transport, etc. in nearby urban centres, remitted their
earnings back home and invested them into building, landed and other forms of property
thereby acquiring social and economic status. These three gradually replaced the
preeminent position of former Zamindar, the local potentate and started contesting for
political dominance. The latter, in several cases, sold off their land to them.

4.5.2 Role of Industry in Employment Generation

Most industries attract a sizeable part of their skilled and unskilled labour from
neighbouringvillages and thus help in localized employment generation. Employment
availability coupledwith increasing rate of growth in wage rates determines the variation
in the economic status of the rural populace.Local institutions of democracy contribute
in employment generation and income growth helping in the development of rural
ancillaries to the industry. Objective of any sustained employment programme ought to
be to provide jobs commensurate with the skills and capabilities of human resources.
These should also provide avenues for enhancement of an individual’s entrepreneurial
capacities and status. Organically linked local institution of democracy are best suited
for such a campaign with material and technical aid from governmental and
nongovernmental agencies. Provision of employment is not merely a social requirement
but a major contributory factor in developing local economies.

Another consequence has been rapid industrialization, which has resulted in a large-
scale migration from the rural areas to urban areas. These however, may be temporary
migrants or those who continue their linkages with their home base and having acquired
relative wealth and prosperity influence the local politics directly or through kinsmen
left behind. They sometimes constitute the nouveau riche sections of the local societies.
These migrants are known to have invested money in buying land, the most precious
capital asset in the countryside, mostly from out-migrating erstwhile landlords, built
better residential houses and invested in rural industry and businesses. Thus, they and
their kinsmen acquire a position which is more influential than even the beneficiaries of
the land reforms. Most of these belong to the rural artisan or worker sections like the
carpenters, ironsmith, milkmen, tanners, etc. or those who were in the services of the
landlords and migrated with them to the urban centres. Many villages located close to
the industrial centres have in any case provided unskilled, semi-skilled or skilled labour
force to these industries. These villages have been completely transformed as a result
of'the relative prosperity, which has accrued and changed from their character as rural
entities. Local entrepreneurship has played a vital role in the local development.

4.5.3 Role of Local Bodies in Employment Generation

Institutions of local democracy, apart from the political and administrative role of
democratisation and decentralisation, contribute in economic development. Unused
land can be utilised to provide sustained employment and source of earning for
Panchayats. Adding to the overall productivity, they can become collective entrepreneurs
through cooperative ventures, reclaiming land and putting available one to use in food
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and non-food crop production or in agriculture related industry. Local population can
be involved in such endeavours, particularly the poorest sections. Thus, the emphasis
would increasingly shift from external financial aid to increasingly self-reliant local
economy. Macro-investment by the state to develop the infrastructure of the area, its
agricultural and industrial potential and improve the standard of living can be
supplemented by the locally generated resources. State alone can no longer provide
for the local development owing to the resource crunch particularly in view of the
shrinking revenues as a result of attempts to liberalise and privatise.

4.5.4 Impact of Technology on Rural Employment

Technological advancements have affected the existing social matrix/arrangement, and
had its impact on political processes. Introduction of technology in the countryside has
resulted in economic advancement, the fruits of which, however, have been distributed
inequitably. Former landlords and rich peasants have benefited whereas the technology
has remained out of the reach of small and marginal peasants and of course landless
labourers. The sections benefiting out of this technological revolution in the countryside
have, however, diversified in other areas of occupation apart from continuing to be in
agriculture, including business, and small industry. On the other hand, technological
advancement destroyed traditional rural industry, particularly cottage industries and
rendered a large section of traditional artisans underemployed or unemployed or forced
them into jobs like agriculture labour.

Hurdles in Functioning of Local Democratic Institutions and Entrepreneurship

Pre-modern or primordial socio-cultural and political value systems impose restrictions
in allowing them to function as institutions of democracy. Thus caste and other sectarian
considerations like religion, etc. undermine the capability of these institutions to function
as units of democracy. Political culture of democracy would include mass participation
not only in electing representatives but in the discharge of their responsibilities, tolerance
of opposing viewpoints and dissent, freedom for every individual to vote according to
one’s own political choice without any external restraint, respect for the institutions and
the leaders elected to them as long as they function within the time honoured and
reasonable norms, continuous dialogue and interaction between those elected and those
who elect, faith in the capabilities of the institutions along with developing adequate
corrective measures, etc. Adequate sources of income and resources are necessary to
enable these institutions to deliver what they are expected to. Thus the sources of
income can be those which are permanent in nature in the form of income generating
assets in forms of grants, loans, etc., or local bodies sponsored/managed/owned rural
or cottage industries or services and investments which may accrue returns in short or
long-term. Long-term approach must obviously be of enabling these local bodies and
local entrepreneurs to acquire permanent assets and become primarily self-financing
through locally sustainable economic ventures, which are supplemented by finances
made available by the State.

Rural development programmes constitute the active form of state intervention.
Bureaucracy and local bodies of democracy primarily bear the onus of responsibility
for their implementation. However, for optimum results the state intervention has to be
coupled with public intervention. The latter refers to popular participation in programme
implementation. Gaon Sabhas can be involved in ensuring people’s involvement in



these projects. In many cases, the beneficiaries are involved yet the programmes are
primarily administered rather than implemented. Merely providing financial or material
aid without any follow up is generally unproductive. PRIs are best placed for the follow
up work with the aid of local bureaucracy. This, however does not seem to be the case
in general.

4.6 PANCHAYAT UDYOG: CASE STUDY

Panchayat Udyogs manufacture wooden and steel furniture, agriculture implements,
cement products, handloom textile, storage appliances, cart with tyres, etc. Their goods
could be purchased by the Govt. Department without issuing any tenders or quotation.
State did not provide any financial subsidy or grants to Panchayat Udyogs.They were
run by their Joint Committees utilising the share money invested by Entrepreneurship
shareholder, the Gaon Sabhas. They could procure financial loans from the interests
accumulated by Gaon Sabha funds at a subsidised interest rate of six per cent
recoverable over ten years in equal installments. Panchayat Raj Finance and
Development Corporation gave loans to Panchayat Udyogs. A proposal was made to
provide loans at subsidised rates by nationalised banks using institutional finance. It
was proposed that a cooperative organisation, Uttar Pradesh Panchayat Udyog Vikas
Sangh be established to provide loans and raw material for Panchayat Udyogs. By
1984-85, 16,345 Gaon Sabhas were shareholders in 893 Panchayat Udyogs with a
share money investment of Rs. 66 lakhs. The target was to involve all the Gaon Sabhas
as shareholders in Panchayat Udyogs in their respective blocks.

The purpose of establishing Panchayat Udyogs was to provide durable goods like
furniture, agricultural implements, and sanitary-ware to village residents at low rates in
the village itself thereby reducing their dependence on urban market. The profits from
these Panchayat Udyogs were distributed to the shareholder Gaon Sabhas and could
be utilised for development and construction works thus providing employment to
skilled and unskilled manpower from rural areas. Technical hands trained at [TI were
also employed in Panchayat Udyogs. These Udyogs provided employment to more
than 10,000 people by 1984. It was proposed to hand over certain major industrial
projects and expand Panchayat Udyogs, including that of manufacturing locks, soap
and detergents, handloom clothes, cold storage, etc.

4.6.1 Objectives of Panchayat Udyog
Establishment of Panchayat Udyogs had following objectives:

a) To provide an opportunity to the Gaon Panchayats to invest finances in productive
work so as to augment their income uitilising local resources.

b) Toprovide employment to village artisans.

c) Toreplace individual contractor with contributions from Panchayats in discharging
gainful and productive work.

d) Todecentralise industries, impart technical and scientific knowledge and provide
villages with minor machine based production.

e) Toprovide massorganisation for industrial development in development blocks.

f) Todevelop local entrepreneurial resources.
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4.6.2 Role of Gaon Sabha

Joint Committees of Panchayat Udyogs could be constituted under Article 30 of Uttar
Pradesh Panchayat Raj Adhiniyam, 1947. Two or more Gaon Sabhas could undertake
aproject in which they were commonly interested and could form a Joint Committee
comprising their representatives under a written contract with flexible terms and
conditions. The Joint Committees could be vested with such rights as may be necessary
with respect to joint construction work or maintenance. Procedures and rules pertaining
to the contribution of such a committee, duration of tenure of its members and that of
its actions and communications could also be formulated and ratified. Uttar Pradesh
had pioneered Panchayat Udyogs with Article 30 providing for the ideal or standard
procedures and rulebook for Joint Committee of Panchayat Udyogs, in accordance of
which the latter were established and made functional.

Particular attention was given to developing indigenous assets of Gaon Sabhas. Finances
were set aside to be given to Gaon Sabhas as loans to enable them to build up industrial
and other productive assets so that these Gaon Sabhas could derive a regular income
from these permanent sources. Small scale units which were to be set up by the Gaon
Sabhas were enjoined upon to become self-financing and able to pay the salaries of 44
their managerial, technical and clerical staff from their own coffers. These Panchayat
Udyogs had to provide employment to the locally available labour, utilise, as far as
Democratic State, possible, locally available raw material resources, and not be
dependent on scarce or Entrepreneurship Development and controlled raw material.
Their products were to be marketed locally, cutting upon the transportation costs. The
Panchayat Udyogs were to maintain annual profit and loss accounts and plough a
share of their profits into the developmental activities benefiting the local inhabitants.
Gaon Sabhas, in case they were numerically more, were to secure loans individually
and form a Joint Committee to manage the Udyog. The Joint Committee was to meet
regularly, review Udyog’s working, supervise its finance and ensure its smooth
functioning. These Udyogs were meant to inculcate and foster community spirit within
the Gaon Sabhas and amongst the local people. In some districts attempts were made
to combine all the Gaon Sabhas in a district or block and to compete with medium
sized industries in contravention of the spirit of establishing smaller units which produce
and market locally, utilising indigenously available employment and raw material.

4.6.3 Initiatives of State to Promote Rural Enterprises

A decision to expand small and medium scale industry was taken by the state government
to expedite economic development and provide employment utilising raw material
available in the state. Large amounts of funds were invested in the rural areas for
agricultural development, irrigation facilities and electric power supply providing a
suitable climate for rural industrial development. Thus it was decided to expand the
productive capacity of existing Panchayat Udyog by 20 times and reorganise them to
make them more profitable, if possible. Rest of the target was to be accomplished by
establishing new Panchayat Udyogs. District administrations were entrusted with the
task of identifying sites, nature of the industry to be established depending on the easy
availability of sufficient raw material, skilled labour and means of communications, to
spur rural industrialisation. Each new Udyog was to have 4 representatives from related
member Gaon Sabhas in the Joint Committees and Block Development Officer as the
President. In the absence of the Panchayati Raj Finance Nigam, these industries were
to be provided loan at an interest rate of 6 per cent for 10 years from the individual



accounts of District’s Village Funds and Nyaya Panchayat Fund. Uttar Pradesh ‘Khadi
and Gram Udyog was to encourage rural industry utilising its funds and technical expertise
in manufacturing Khadi, match boxes, paper, cardboard, etc. Thusan impetus was
given to rural industry and was reflected in significantly accelerating the establishment
of Panchayat Udyog as evidenced by the large members that came into existence
between 1972-73 and 1978-79. Their number grew from 207 in 1972-73 up to 892
in 1978-79. These figures can be compared with a low growth rate of 68 between
1960-61 and 1971-72 and absolute stagnation between 1980-81 and 1983-84 when
the numbers remained stationery at 893 without a single Panchayat Udyog having
been added in five years.

Although the number of Panchayat Udyogs increased radically from 1974-75 to 1975-
76 and subsequently annual production turnover only increased marginally between
1974-75 and 1975-76 from Rs. 90,07,491 to Rs. 92,23,861. Later on, it did increase
to almost twice, Rs. 2,65,37,804 in 1978-79. However, this increase and the total
product figures and that of the members of Panchayat Udyogs are very modest given
the fact that the turnover of the only unit made operational in 1960-61 was Rs. 6,99,634
(although the 11 installed next year in 1961 -62 had added about Rs. 5,000 to primary
to combined total of Rs. 7,04,242 only). The contribution of Panchayat Udyogs’ to
rural industrialisation was thus miniscule.

A similar situation existed with the annual quantum of sale of Panchayat Udyogs. Till
1979, only 16,345 out of a total 72,853 Gaon Sabhas were shareholders in Panchayat
Udyogs. Their share capital accounted to a meagre Rs. 66,35,550 only and these
Udyogs employed an insignificant number of 8712 skilled and unskilled workers, roughly
an average of less than 10 workers per industry, hardly an encouraging figure contributing
towards mitigating the extremely serious problems of unemployment and Understanding
Entrepreneurship underemployment, particularly in the countryside. Only 77 enterprises
had production and sale turnover of Rs. 1 lakh and above per annum. In about two
decades, a substantial timespan, between 1960-61 and 1978-79, the entire production
of Panchayat Udyogs was worth Rs. 10,53,33,905. Total sales were worth Rs.
10,76,31,548 only and earned profits were apaltry Rs. 57,58,394 only, not a very
significant contribution to the rural economy.

4.6.4 Strengthening Rural Industrialization

In 1975 extensive measures were sought to be taken to encourage Panchayat Udyogs
with the target of doubling up their number within the following two months. All Panchayat
Udyogs were registered as SSI units, the industry’s presence in a particular area, its
demand and absorption of the products, or market trends were to determine the plans
for the district; they were to be provided with machinery on hire-purchase, subsidies,
financial aid for construction of the factory and construction materials like iron and
cement etc; imported or controlled raw material was to be made available; the products
were to be advertised in district exhibitions; ensure the sale of the products to various
departments, schools, colleges, etc. General engineering, repairing workshops were
to be opened at Nyaya Panchayat level to repair tractors, electric motors, modern
agricultural implements and pumping sets.

Special drive was launched in 1978 to develop backward and rural areas industrially
and to resolve the problems of unemployment and poverty. Thus more and more
entrepreneurs would be encouraged, in areas with populations less than 50,000, to
establish small/tiny/cottage industries. These industries were to be established on the
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basis of local availability of raw materials, establishment facilities and demands of the
local population. They utilised the locally available talent of handicraft artisans. This
industrialisation was also aimed at curbing urban migration, ensuring development of
rural areas and enable poverty alleviation. The advantage of rural small-scale/tiny/
cottage industries was that more people could be given employment with less capital
investment. Under this programme, selected development centres or nodes were
provided with water, roads, communications, electricity, banks, raw material and other
social services. These nodal centres encouraged multi-dimensional development and
industrialisation in surrounding areas. 60 such development centres or nodal centres
were chosen in Uttar Pradesh for development and establishment in each district.

It was estimated that tiny cottage industries requiring a capital investment of Rs. 2
lakhs in land, building, machines and instruments would be given special encouragement.
These members were estimated to grow multi-folds so that a nodal developmental
centre could be established in a group of 15-20 Gram Sabhas. All the concerned state
government departments, departmental organisations and corporations were involved
and District Industry Committees were organised. Entrepreneurs were provided with
permanent capital loan by Uttar Pradesh Vittiya Nigam (U.P. Finance Corporation),
nationalised banks and Rural Industrial Projects. State government subsidised the interest
rate up to 4 per cent. A Government of India scheme provided for margin-money loan
at 5.5 percent interest. For industries requiring specialised technical knowledge not
available with Industries department, 100 per cent consultancy subsidy amounting to 2
percent of the project cost or Rs. 2000, whichever was less, was given to entrepreneurs
after approval by Joint Industry Directors. Ten industries that utilisedupto 20 Horse
Power of electricity were granted a power subsidy upto 9 paisa per unit for 5 years.
However, such a subsidy was applicable to all tiny and cottage industries established
at Development Centres -or Nodal Centres. Selected entrepreneurs were to be given
technical training through seminars or institutions of technical education.

In 1983, anew policy for the development and strengthening of Panchayat Udyogs
and sale of their products was evolved. It was concluded that certain departments did
not fully implement the policy decisions of 1976 and as a consequence the Panchayati
Udyogs could not develop as per expectations. Hence in May 1983 certain new policy
decisions were taken. Panchayat Udhogs were to be registred as small and cottage
industries, they were to be given rebate on sales tax, raw material was to be made
available at controlled prices and facilities of loan extended. Provision of quality mark
was to be extended to those industries, for which such a system existed, so that then
products could acquire a mark of reliability. It was found that Panchayat Udyogs were
unable to meet the requirements of the schools creating problems for the students.
Hence Education department was allowed to complete 25 per cent of its requirements
from private industries. In case Panchayat Udyogs failed to fulfill the remaining within a
stipulated time period then the balance could also be purchased from private industries.
The practise of extensive involvement of the bureaucracy raised certainquestions. To
what extent is the official management responsible for the success and failure of the
Panchayati Raj? How far the approach of target-orientation fulfillment programmes
and planning help?

4.6.5 What Ailed Panchayat Udyogs?

Panchayat Udyogs were meant to accelerate micro-level rural industrialization, augment
the resource base of Gaon Panchayats, ensure optimal utilisation of indigenous material



and human resources available, provide greater avenues for employment and thereby
help in ameliorating rampant rural poverty and uplift the standards of living of the rural
poor. It introduced modern economic methods in the countryside where essentially the
traditional ones reigned supreme. It could certainly have revolutionised the economic
outlook of a peasantry hitherto engaged in most rudimentary economic practises and
ushered in a social change of sorts in the prevailing attitudes. Participation in the Joint
Committees and shareholding through community-based institution of Gaon Sabha,
would have introduced modern economic concepts. However, the Udyogs were not
introduced in any large scale and less so with any significant degree of popular
involvement. Institution of Panchayat Udyogs could have been a school for education
in modern collective economic methods and form. Successful Panchayat Udyog could
have provided funds for developmental activities thus reducing the dependence on
grants and loans.

The key problem of Panchayat Udyogs was that the bureaucracy was primarily made
responsible for them and their basic captive market was made available in government
departments. Instead of competing with other manufacturers or providing for the rural
local markets as intended earlier, these industries were provided with captive markets
in various government departments and schools to which they were expected to supply
different products. Hence, they ultimately ended up as bureaucracy-managed institutions
geared towards manufacturing products required by the aforementioned agencies rather
than supplying the local markets in any significant manner. Even such modest contribution
was beset with numerous problems. The promising experiment of Panchayati Udyogs
that could have tapped local entrepreneurial resources, pioneered in Uttar Pradesh,
was thus not successful beyond a point and could not realise the potentialities inherent
in them. Any project to develop local entrepreneurship can learn some lessons from
this experiment.

Check Your Progress I11
Note: 1) Space is given below for your answer.
1) Compare your answer(s) with the text.

1) Explainthe need for productive employment of human resources in rural
areas.

2) How can Panchayati Udyog ensure equitable distribution and deployment
of resources?
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3) How can rural entrepreneurship ensure self-reliant local economy?

4.7 LET USSUM UP

This unit discussed the necessity of democracy and democratic institutions for a
democratic state’s functioning. We also studied how the democratic state can encourage
the local level institutions to foster local entrepreneurship. Factors such as technology,
leadership, local resources and skills are considered to be vital for developing
entrepreneurship. How a democratic state can utilize these vital factors in building
entrepreneurship at the local level was also discussed by us.

4.8 KEY WORDS

Democratic State : A state which favours as well as practices and advocates
social equity.
Development : Industrialisation or economic advancement of a country that

benefits majority of people by ensuring basic needs and
opportunities to realise one’s potential.

Panchayati Raj . The basic or lowest institution of democratic state in India.

Rural Industry : Anenterprise located in a rural setting using local resources.
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5.0 INTRODUCTION

Micro, Small and Medium Enterprises (MSMEs) constitute an important and crucial
segment of the industry sector. According to recommendation of the Inter-ministerial
committee for accelerating manufacturing in MSME sector. Ministry of MSME report
September 2013, this sector accounts for nearly 8 percent of the country’s GDP, 45
percent of the manufacturing output and 40 percent of the exports (msme.gov.in).
Because of unique economic and organisational characteristics, MSMEs play important
economic, social and political roles in employment creation, resource utilisation and
income generation. This may bring about change in a gradual manner, in the patterns of
capital formation and employment creation in the country.

During the industrial revolution, the role of the individual for the first time was highlighted
as amajor factor contributing to MSMES development. However, only during the last
two decades attempts have been made to promote MSMES’s as part of national
development plans. India has been among the first few developing countries to design
a significant role for Micro and Small Enterprises (MSEs) to play from the first five
year plan itself.

As in most developing countries including India, only a fraction of the new job seekers
can be employed in agriculture. The scarcity of capital severely limits the numbers of
new non-farm jobs that can be created, because investment costs per job are high in
modern industry. An effective development policy has to be framed to increase the use
of labour relative to capital, to the extent that it is economically efficient. Efficient



substitution of labour for capital is possible in a broad spectrum of manufacturing
activities. The tendency in many developing counties, unfortunately, has often been to
prefer capital-intensive methods for several reasons: the prestige and promotion of
advanced country technologies, ignorance of alternatives, preference by the rich for
imported or import-equivalent goods, difficulties of dealing with large numbers of
inexperience workers and government policies that tend to favour the use of capital.
These influences also affect non-manufacturing activities.

Micro and Small Enterprises (MSEs) are generally more labour-intensive than larger
organizations. Micro and Small Enterprises include small but relatively modern
manufacturing industry; organized non-manufacturing activity, such as construction,
transportation and trading; and traditional or “informal” activity. In India, the focus has
been mainly on Micro and Small Enterprises (MSEs) and therefore policies and
programmes to promote “industry’ rather than the broader spectrum of “enterprises”.

The MSME:s sector includes a very wide spectrum of enterprises in terms of their size,
employment potential, technology use and products.

5.1 OBJECTIVES

After going through this unit you should be able to:

e explain the role and need for micro, small and medium enterprises in the Indian
economy

¢ define a micro, small and medium enterprises
e  describe the characteristics of micro, small and medium enterprises

e discuss the role of micro, small and medium enterprises in the economic
development

e discuss the role of entrepreneurship in micro, small and medium enterprises in the
economic development

¢ identify problems and support needs of micro, small and medium enterprises

5.2 MICRO, SMALL AND MEDIUM ENTERPRISES
(MSMES) - CONCEPTS

There is no well accepted definition of small-scale industry as it varies from country to
country and from one time to another in the same country depending upon the pattern
and stage of development, price level and government policy. The Fiscal commission,
Government of India, New Delhi 1950, for the first time defined a small scale industry
as one which is operated mainly with hired labour usually 10 to 50 hands. For small-
scale industries, the planning commission of India has used village and small-scale
industries which include modern small-scale industry as well as household industry and
the traditional cottage.

Monetary value of fixed capital investment in an enterprise is another criterion which is
used for classifying Micro, Small and Medium Enterprises. The monetary limit is being
continuously raised upward by the government. The most recent classification on this
basis was made in the Micro, Small and Medium Enterprises Development (MSMED)
Act, 2006. The Act which came into force with effect from 2™ October, 2006 integrated
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the heterogeneous segment of non-agricultural sector of the national economy
horizontally to include a vastly enlarged service sector and manufacturing sector as
well as vertically to include the medium enterprises.

They have been classified, as under:

For the Manufacturing Sector (investment in plant and machinery)

Micro Enterprises Does not exceed Rs. 25 lakhs

Small Enterprises More than Rs. 25 lakhs but does not exceed Rs. 5 crores

Medium Enterprises More than Rs. 5 crores but does not exceed Rs. 10
crores

For the Service Sector (investment in equipments)

Micro Enterprises Does not exceed Rs. 10 lakhs
Small Enterprises More than Rs. 10 lakhs but does not exceed Rs. 2crores
Medium Enterprises More than Rs. 2 crores but does not exceed Rs. 5 crores

Source: Recommendation of the inter-Ministerial Committee for Accelerating Manufacturing in
Micro, Small & Medium Enterprises, Ministry of Micro, Small & Medium Enterprises, 2013 pp16

Ancillary Industrial Undertakings

The following requirements are to be complied by an industrial undertaking for being
regarded and ancillary industrial undertaking. This is a sub-class o micro, small and
medium enterprises.

An industrial undertaking which is engaged or is proposed to be engaged in the
manufacture or production parts, components, sub-assemblies, tooling or (i)
intermediates or, (ii) the rendering of services, and the undertaking supplies or renders or
proposes to supply or render not less that 50 percent of its production or services, as the
case may be, to one or more other industrial undertakings and whose investment in fixed
assets in plant and machinery whether held on ownership terms or on lease or on hire-
[purchase does not exceed Rs. 10 crores (Rupees ten crores)' as on 31-3-2007.

Ministry of MSME (Organizational Structure)

!

Secretary (MSME)
AS&DC ' T {
AS&FA (MSME) l l l
v v JS(SME JS(ARI) EA(ECO)
EA(IFW) O/o the DC (MSME)
MSME-DIs Testing ‘ ¢ ¢
¢ Centres’ Tool Rooms  SME Division SME Division ECO Division
Technology NSIC;NIMSM; NSIC;NIMSM;

Integrated

. . Development Centre . .
Finance Wing P NIESBUD; IIE NIESBUD; IIE

Source: MSMEs (2014) “Annual Report” Ministry of Micro Small and Medium Enterprises

!'Source: Final Report, Fourth all India Census of Micro, Small & Medium enterprises, 2006-
2007: Registered Sector; Development Commissioner, MSME, Ministry of MSME, APRIL, 2011
edition, pp 284



*Full Forms: AS-Additional Secretary, FA-Financial Advisor, DC- Development
Commissioner, EA- Economic Advisor, DI- Development Institute, JS- Joint Secretary.

Secretary, NSIC- National Small Industries Corporation Limited NIMSME- National
Institute for Micro, Small and Medium Enterprises, NIESBUD- National Institute for
Entrepreneurship and Small Business Development, IIE- Indian Institute for
Entrepreneurship, ARI- Agro Rural Industries, KVIC- Khadi and Village Industries
Commission, MGIRI- Mahatma Gandbhi Institute for Rural Industrialization.

Activity 1

Do you think Small Scale can be defined by using other variables rather than merely
the upper limit on value of plant or machinery? Suggest some such variables.

5.3 CHARACTERISTICS AND RELEVANCE OF
MICRO, SMALLAND MEDIUM ENTERPRISES

Micro, Small and Medium Enterprises have many characteristics which make them
privotal in accelerating economic growth. Some of them are as follows:

Their flexibility makes them best suited to environment which is constantly changing.
They adapt quickly to various factors, that play a large part in everyday life.

»  These enterprises use new materials, new methods of production, new markets,
new sources of material and even new forms of organisations, making them in
innovative in character.

»  Since they are fairly labour-intensive, MSMES’s provide an economic solution
by creating employment opportunities in urban and rural areas at a relatively low
cost of capital investment.

»  Decentralisation and dispersal of industries allows for a balanced growth of the
economy as a whole. MSMES’s use indigenous raw material and promote
intermediate and capital goods. So they contribute to faster economic growth ina
transitional economy.

* Finally, because they are mostly set up by individuals they provide an outlet for
expression of the entrepreneurial spirit.

The major benefits of MSMES’s are as follows:

+ Utilisation of locally available human and material resources and expertise/
experience.

» Creatingjobs at relatively low capital cost
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»  Diversifying the industrial structure.
»  Preventing the creation of monopolies.
*  Ensuring more equitable income distribution.

»  Attracting and utilising indigenous entrepreneurship, nowadays encouraging women
entrepreneurs.

* Developing a pool of skilled semi-skilled workers as a basis for future industrial
expansion.

*  Improving forward and backward linkages, contracting regional imbalances.

*  Optimum opportunities for adapting appropriate technological managerial
approaches.

»  Export oriented units tend towards a favourable balance of trade.

5.4 RELATIONSHIP OF SMALLTO LARGE
ENTERPRISES

The Industrial Revolution was accomplished largely through small scale industries (SSIs)-
entities with modest capital, a few score workers at most, owned and managed by a
single individual of family. Really large firms were slow to emerge. As late as 1900, the
hundred largest British industrial firms accounted for no more that 10 per cent to 15
per cent of manufacturing value added, and the same held in the rest of Western Europe
and North America. The explosive growth of really large scale organizations occurred
in the next half century; large firms are now the dominant mode. Typically, the hundred
largest manufacturing enterprises in developed economies to-day control at least half
of total manufacturing assets, with a varying but comparable figure for value added.
But their share of employment is smaller, relative to output.

Nonetheless, many small manufacturers continue to exist in these economies, showing
a skewed distribution of manufacturing enterprises with the modal size being close to
the smallest and a long rightward tail stretching towards the giants. Most of the small
firms are service oriented, or produce for a circumscribed or specialised niche in the
market. Many produce intermediate products for large firms; the development of the
subcontracting relationship was particularly marked in the economic history of Japan®.
As industrialization proceeds, small firms seem naturally to shift from activities that
compete with large firms to complementary ones.

Besides the small firms involved in sub-contracting, why do so many other SSIs continue
to exist? A simple answer is that they have distinct advantages in organisation and
marketing flexibility. A more profound answer lies in the nature of the process by which
firms grow. Even if, in the absence of direct or implicit government restriction, the
ultimate size of the modern corporation may be unlimited, financial, organizational and
marketing constraints affect its rate of growth. On the financial side, past profits limit
future growth; as for organization, excessively rapid expansion, rather than excessive

2See PaiseSuzsme (May1971), “Lessons for LDCs from Japan’s Experience with Labour Commitment
and Subcontracting in the Manufacturing Sector”, Bulleting of the Oxford Institute of Economics
and Statistics 33 No. pp. 115-133, and Table 1:1



size, leads to the characteristic forms of managerial inefficiency?. Enterprises often play
an important role in developing skills, especially in developing countries, but there is a
limit to the number of people who can be effectively trained in any given period.

After World War II the model of industrial development in Eastern European and
Western industrialised countries featured large, integrated plants; this is what was
available for sale, conceptually and commercially. And it was what the new business
leaders in the developing countries, or their government planners and managers wanted.
It seemed the modern way to catch up quickly, using imported technology and turnkey
contracts. The big enterprises, public or private, enjoyed tax, tariff, import licensing
and credit favours, while smaller units survived as best they could, often with serious
handicaps in relation to the administrative and financial establishments*. Such exotic
industrial implants have a poor record the world over; nationalized industries, many
corporate mergers, and state enterprises (e.g. public sector projects in India) provide
familiar examples.

Activity 2

Survey 10-12 small scale industries in your vicinity/local area. Classify them according
to their area of operation i.e. whether producing intermediate products or service
product or speciality products. Discuss with them to find out what are the specific
strengths that they have in comparison to a large scale enterprise, which make
them more adaptive.

5.5 SPECIALFEATURES OF MSMES

A more explicit case for encouraging Micro and Small Enterprises (MSEs) lies in their
employment creation potential. Current interest in SSEs in developing countries stems
largely from the widespread concern over unemployment. Large firms designed on
western industrial countries’ models have undoubtedly raised industrial production and
productivity levels in many developing countries, but without reducing unemployment
correspondingly, so that rising output is often associated with widening poverty. An
alleged capital-intensive bias in large firm development is held partly responsible, while

3 See for example Penrose Edith (1969), The Theory of the Growth of the Firm New York John:
Wiley and Sons, p. 47ff. Haire Mason (1959). Modern Organization theory (New York: Krieger. P.
28 3; Marris Peter (1964), the economic theory of Managerial Capitalism London: Macmillan &
Co.,p. 114 ff.

*World Bank (1974. Financing Small Scle Industry”, research Project ref. No. 670-77 Washington,
D.C.; World Bank
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Overview of small firms are said to be more labour intensive without necessarily being too costly or
Entrepreneurship oy - . .
unprofitable. Table one below will give you a comprehensive overview of the performance
of'this vital sector.

Table 1.1: Performance of SSI/MSME: Employment, Investment

SL Year Total Working | Employment Market Value
No. Enterprises (in Lakh) of Fixed Assets
(in Lakh) (Rs.in Crore)
I I I v \%
1. | 2001-02 105.21 249.33 154,349.00
2. | 2002-03 109.49 260.21 162,317.00
3. | 2003-04 113.95 271.42 170,219.00
4. | 2004-05 118.59 282.57 178,699.00
5. | 2005-06 123.42 29491 188,113.00
6. | 2006-07 361.76 805.23 868,543.79
7. | 2007-08# 377.36 842.00 920,459.84
8. | 2008-09# 393.70 880.84 977,114.72
9. | 2009-10# 410.10 921.79 1,038,546.08
10. | 2010-11# 428.73 965.15 1,105,934.09
I1. | 2011-12# 447.66 1011.80 1,183,332.00
12. | 2012-13# 467.56 1061.52 1,269,338.02

- Including activities of wholesale/retail trade, legal, education & social services, hotel &
restaurants, transport and storage & warehousing (except cold storage) for which data was
extracted from Economic Census 2005, Central Statistics Office, MOSPI.

- Estimated on the basis of per enterprises value obtained from sample survey of unregistered
sector for activities of wholesale/retail trade, legal, education & social services, hotel
&restaurants, transport and storage & warehousing (except cold storage) which were excluded
from Fourth all India Census of MSMEs, unregistered sector.

# -Projected

Source: MSMEs (2014), “Annual Report” Ministry of Micro, Small and Medium Enterprises.
Pp 15

Lower Investment Cost per Job: Comparative investment costs per direct job
generated as seen in Table 1.1 suggest that small enterprises use significantly more
labour absorptive inputs. What is important is the relative labour intensity, roughly 4 to
10 times higher for small firms. Smaller firms also generally employ more labour per
unit of capital. This conclusion corresponds also to the conclusions of some of the
earliest studies on a number of developing countries “that smaller enterprises (excluding
the smallest), with a lower level of investment per worker, tend to achieve a higher

599

productivity of capital than do larger, more capital-intensive enterprises’.

SMarsden Keith (November, 1969, “towards a Synthesis of Economic Growth and Social Justice”,
92 international labour Review 100, No. 5, pp. 389-418



Poverty Alleviation: To what extent, however, do smaller industrial units contribute
more to employment of poor people in urban or rural non-farm settings? Insofar as
they create a greater number of job opportunities at the margin, it may be that the
urban jobless will benefit. Moreover, according to a World Bank Study, small to medium
enterprises sponsor projects with an appreciably higher proportion of unskilled, workers
than medium to large enterprises; 65% as compared with about 50%. Creation of
unskilled jobs certainly has a direct impact on the alleviation of poverty which is greater
for small and medium enterprises that for larger ones.

Indigenisation: Further evidence to employment effect is linked to the inputs used by
small and large firms. The latter usually have a much higher propensity to import raw
materials and capital goods. Small firms buy more domestic inputs produced by
indigenous) labour. The size of firm, and/or the capital intensity of its operations, often
is dictated by its products and technology available for their manufacture. Backyard
blast furnaces may not have been efficient in overall use of-resources. However, small
foundries or metal-working plants may be both relatively labour intensive and
competitive.

Use of labour-intensive techniques: In large enterprises often pose special difficulties,
e.g. labour union pressure or government regulations, which weigh much less heavily
on Small Scale Industries (SSIs). It is partly to avoid such problems that the large firms
move towards capital intensity and less, “appropriate” technologies. So, where an
option exists, SSIs may be more inclined and better able that large firms to use resources
efficiently.

Leading Imdustries: MSME Sectar

Figure 1.1: Leading Industries: MSME sector
Source: MSMEs (2014), “Annual Report” Ministry of Micro, Small and Medium Industry. pp. 17

Protection to Local Entrepreneurship

Indian planners and policy makers were aware of the limitation of small entrepreneurs
and proposed several promotional measures from the beginning of the Indian republic.
One of these is reservation of products for exclusive manufacture in the small scale
sector in areas where there is techno-economic justification for such an approach.
Large/Medium units can, however, manufacture such reserved items provided they
undertake to export 50% or more of their production. The issue of reservation/
dereservation of product is examined by an Advisory Committee on Reservation
constituted under the Industries (Development and Regulation) D&R Act 1951, which
is presently headed by the Secretary (MSME) as Chairman.

Avenues for Indigenous Entrepreneurship

MSME:s also make better use of indigenous organizational and management capabilities
by drawing on a pool of entrepreneurial talent that is limited in the early stages of
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economic development and by providing opportunities for these entrepreneurs to gain
experience. The more successful ones will generally grow larger and doubtless more
capital intensive, and in the process will fulfill an important incubating function.

Managerial and entrepreneurial abilities must however be distinguished. The latter is
often neglected in development planning and policies, partly because it is hard to define.
Yet its importance is evident in performance comparisons among countries and sectors
where individual or collective initiative is encouraged, and where bureaucratic constraints
discourage it.

MSMES:s provide productive outlets for the talents and energies of enterprising,
independent people, many of whom would not fulfill their potential in large organizations.
Small firms often flourish by serving limited or specialized markets that are not attractive
to large companies. They provide a seed bed for entrepreneurial talent and a testing
place for new industries. They supply dynamism and contribute to competition within
the economy.

Tapping of Savings

The potential savings role of SSI development has not been adequately tapped.
Quantitative data are scanty, but empirical evidence from many countries over the
decades shows entrepreneurs are very highly motivated to save and invest: they reserve
a greater proportion of their incomes for this purpose than the general population. This
partly reflects their inability to obtain financing from institutional sources; but it also
stems from their psychological commitment to the enterprise, which is both their essential
security base and best hope for an easier, more secured existence. In rural areas, given
conditions of confidence, funds may be mobilized from large farmers and channeled
into rural industry.

The Ministry of MSME:s is operating a scheme of Micro Finance since 2003 -04
along with the similar scheme of SIDBI. Under this scheme, the

Government of India provides ‘Portfolio Risk Fund’ (PRF) to SIDBI which is used for
security deposit requirements of loan from the Micro Financial Institutions (MFIs)/
Non-governmental Organizations. At present, SIDBI takes fixed deposit equal to 10%
of the loan amount. Under the PRF, the share of MFIs/NGO is 2.5% of the loan
amount (i.e 25% of security deposit) and balance 7.5% (i.e. 75% of security deposit)
is adjusted from the funds provided under the scheme by the government. These funds
are mainly used for extending loans to the less developed State and underserved pockets/
districts of other States. As on 30 March, 2014, cumulative loan amount provided to
MFIs/NGOs under the Scheme was a staggering sum of Rs. 2059.16 crore given to
almost 26.33 lakh persons.

Utilisation of Domestic Technology

MSMEs are more likely to use relatively simple, general-purpose machinery that is
often obsolete by developed country standards than the larger firms. Such machinery
can often be manufactured locally; small machine shops, themselves, quite labour
intensive, exist in almost all countries, even the least developed, and are excellent
training grounds for mechanical skills. Their machinists become intimately familiar with
the customers’ equipment, including MSME:s. Perhaps originally imported, often
second- hand, this equipment is likely to need frequent repairs or replacement parts
which the original supplier probably no longer manufactures. The local industrialist



may see ways to modify the original equipment to suit his needs better, and commission
the neighbourhood machine shop to work out an improvement. Gradually, machine
building and adaptive capability evolves, stimulated and supported in the first instance
by the small scale user of simple less efficient or elegant machines. Large showpiece
industries, seeking instant modernity, provide little sustenance for the early stages of
local machinery working.

Table 1.2: Government Scheme for Innovation

Year No of Incubator No of Innovative Total Govt. of India
selected/approved ideas selected/ funds provided/
for implementing approved for released (Rs. in
the Scheme Financial assistance Crore)
2008-09 25 18 -
2009-10 29 164 1.906
2010-11 22 95 5.76
2011-12 - 49 2.06
2012-13 26 29 2.301
2013-14 16 53 2.506
Total 118 408 14.533

Source: MSMEs (2014), “Annual Report” Ministry of Micro, Small and Medium Enterprises.
Pp 22

The Ministry is aware with the difficulties in bringing innovation from laboratory to
market by the innovator himself. to promote individual innovators to become technology
based entrepreneur, the Ministry has a scheme to “support for Entrepreneurial
Development of SMEs through Incubators” since April 2008. This is one of the
components of National Manufacturing competitiveness Programme (NMCP) with
the intention of providing support to improve the competitiveness and efficiency of
MSME sector.

Activity 3

With reference to the industries surveyed for Activity 1, find out whether the
technology used was an imported one or a domestic one. Describe the reasons
given for the use of indigenous/imported technology.
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5.6 REGIONAL BALANCE AND RURAL
DEVELOPMENT

In most developing countries, industry is highly concentrated in a few places. As a
result, regional imbalances are aggravated between (1) the urban core and the peripheral
areas, with the latter remaining relatively underdeveloped; (2) urban and rural
populations, with migration of the more vigorous elements depleting the rural society
and increasing urban unemployment; and (3) major regions within the nation, leading
to political tensions. Both large and small industries contribute to these imbalances, the
latter when stimulated by or dependent on the former. But SSI generally has more
locational flexibility; it requires less infrastructure and usually caters to a narrower
geographic market. Its relatively labour-intensive technology is appropriate for the
lower wage rates prevailing outside the metropolitan centres, while helping in some
measure to raise these rates. Comparative studies suggest that the profitability of SSI
is higher in medium-size towns, away from the metropolis, so the promotion of SSI
development in outlying towns helps individual entrepreneurs as well as the society as
awhole.

A major problem in the rural areas of developing countries is under employment,
especially in the slack agricultural seasons: rural incomes are, depressed and migration
to the cities increases. More non-farm jobs need to be created and, whether these are
industrial jobs, they will generally be in the small scale sector, because of infrastructure,
market radius, and labour skill requirement. Agricultural processing industries create
employment and increase returns to farmers. But their peak demand for labour is likely
to coincide with the peak agricultural season rather that complement it. Other types of
small scale production, such as black-smithing, brick-making, like kilns, tailoring,
carpentry and furniture-making, are indispensable to rural development.

Environmental Impact

SSIs Just as their larger counterparts can pollute or otherwise affect the environment
adversely. However, their smaller size and dispersion, lesser need for massive
infrastructures, and generally simpler processes are likely to result in less and more
easily remedied environment consequences.

Status Classification

According to Fourth All-India Census of Registered Small Scale Industries the status
classification of SSIunits is given below:

Table 1.3: Performance of SSI/MSME: Employment, Investment

Sl. | Characteristics Registered | Unregistered Economic
No. Sector Sector Census-2005
| II I v \%
1. Size of Sector 15.64 198.74 147.38
(in Lakh)
2. No. of rural 7.07 119.68 73.43
Units (in Lakh) (45.20%) (60.22%) (49.82%)




3. No. of Women 2.15 18.06 6.40
Enterprises (13.72%) (9.09%) (4.34%)
(in Lakh)

4. Total 93.09 408.84 303.31
Employment
(in Lakh)

5. Per Unit 5.95 2.06 2.06
Employment

6. Total original 10502461 9463960 -
value of Plant
& Machinery
(Rs. in Lakh)

7. Perunit original 6.72 0.48 -
value of Plant
& Machinery
(Rs. in Lakh)

8. Total Fixed 44913840 24081646 -
Investment
(Rs. in Lakh)

9. Per Unit Fixed 28.72 1.21 -
Investment
(Rs. in Lakh)

10. Total Gross 70751027 36970259 -
Output
(Rs. in Lakh)

Source: MSMEs (2014), “Annual Report” Ministry of Micro, Small and Medium Enterprises.
Pp 25

5.7 ROLE OF ENTREPRENEURSHIP IN MSMES AND
ECONOMIC DEVELOPMENT

Effectiveness of small enterprises depends upon the entrepreneurial and managerial
capabilities of those involved in the business. Because of'its size and unique operating
characteristics, a small enterprise requires a management approach which is also unique.
Small enterprises are generally managed in a personalized fashion. The owner is also
the manager until the firm grows to a certain level. They participate in all aspects of
managing the business and there is generally no sharing in the decision-making process.
As far as scope and scale of operations is concerned, small enterprises usually serve a
local of regional market rather than a national or international market. These special
characteristics must, therefore, be taken into account in planning for small enterprises
development a national scale.

The entrepreneurial spirit, as described by recent studies and experiences on the subject
involved not only a desire to gain monetary benefits but also an admixture of a high
need for achievement and all the motivations evident in a high achiever. Long-
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term involvement with a goal which the entrepreneur has set for himself creates the
need to persist with the undertaking even in the face of difficulties and hardships.

Since the entrepreneur is starting from scratch s/he must keep in mind all the factors
involved and take calculated risks based on this knowledge. A tendency to analyse
the environment on an ongoing basis holds the entrepreneur in good stead. He/she
must also be positive and optimistic as there is no one to depend on but him/herselfin
times of doubt and uncertainty.

Management and entrepreneurial skills must, therefore, be blended in the small enterprise
owner’s total make-up as these will spell the difference between success and failure.
The ideal would be to find a man who is both efficient and effective. Without the
latter capability a man may simply be a good manager. He still has to be developed into
an effective manager by inculcating in him the entrepreneurial spirit.

Wide Ranging Contributions

There is a wide range of significant contributions that entrepreneurs and entrepreneurship
can make to the development process. These include the following:

1) Entrepreneurship raises productivity through technical and other forms of innovation
2) Entrepreneurship is a powerful tool of job creation.

3) Entrepreneurship facilitates the transfer of technology.

4) Entrepreneurs play a strategic role in commercializing new inventions and products.
5) Entrepreneurs play a critical role in the restructuring and transformation of economy.

6) Entrepreneurs help reduce the rigidity of established social institutions and the
concentration of economic power.

7) Entrepreneurship and entrepreneurial behaviour can breathe vitality into the life of
large corporations and governmental enterprises.

8) Entrepreneurs make markets more competitive and thereby reduce both static
and dynamic market inefficiency.

9) Micro-entrepreneurs operating in the informal sector circumvent established
government authority when governments and their programmes inhibit economic
development.

10) Entrepreneurs stimulate a redistribution of wealth, income and political power
within societies in ways that are economically positive without being politically
disruptive.

11) Entrepreneurs improve the social welfare of a country by harnessing dormant,
previously overlooked talent.

12) Entrepreneurs create new markets and facilitate expansion into international markets.
Cost-Effective Strategy

The unique feature of entrepreneurship is that it is a low cost strategy of economic
development, job creation and technical innovations. Other agents of change may
accomplish the same ends, but not as cost effectively as entrepreneurs. And this is
accomplished by setting up enterprises, initially on a small scale. For entrepreneurs are



individuals who bear the costs and risks of launching a new venture, developing a new
product, commercializing an invention, adapting a technology and developing a new
market. Even when they receive governmental assistance through subsidized training
or low-interest loans, they add considerably more value through “sweat equity”.

Asrisk bearers, entrepreneurs either succeed and make a developmental contribution
or they fail and disappear from the market place. The market within which the
entrepreneurs operate has little tolerance for miscalculations about a business
opportunity, for a lack of commitment or laziness, or for incompetence. Entrepreneurs
find resources and fill market gaps that would be missed by larger, more bureaucratic
organizations. Entrepreneurs allow a country to extract every last bit of marginal capacity
out of whatever resources exist within society.

According to the Entrepreneurial Development Institute of India, the two main
ingredients in case of” a real business opportunity are:

1) Good business scope i.e, a gap between present supply and current or expected
demand.

2) Anattractive rate of return on investment.

Apart from these 2 criteria, business opportunity has to be analysed from a few more
new points:

e  Technical/production viability

e  Commercial/Managerial viability
e  Availability of raw materials

e Man power needs

e Powerrequirements

e  Effluents/ Pollution problem

e Locational Considerations/constraints

Entrepreneurs and their families oppress themselves in a way that people are reluctant
to accept in large scale organizations. This benefits society in two ways first by extracting
extra effort from people and second by avoiding disruption and instability of labour
conflict.

Finally, local entrepreneurs offer a cost-effective strategy of development because
they are an integral part of their community. Unlike foreign firms or plant relocations
from another region of province, small scale entrepreneurial firms are home grown,
and available evidence shows that they remain in their community. Tax holidays and
subsidies to attract plant relocations whether on a domestic or international basis are
far more expensive than cultivating local entrepreneurs, and it is doubtful whether the
results are real or lasting.

Activity 4

Contact two or three small enterprises which are family enterprises. Discuss the
adjustments that member have personally made in order to make the enterprise
more cost effective. Given a formal organizational set up, do you think people will
be willing to make similar adjustments?
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5.8 ACONCEPTUAL MODEL

If we recognize that economic development is an uneven process that has distinct
phases over time, four phases of development can be identified:

1. Agrarian or resource society.

2. Earlyindustrialization.

3. Mature industrialization.

4. Service and high-technology economy.

In terms of the relationship between entrepreneurship and economic development,
Table 1.4 suggests two basic trends: first, the sphere of entrepreneurial activity expands
with economic development; and second, innovation and early imitation become
increasingly important as an economy develops and moves towards the frontiers of
science and technology.

Table 1.4: Conceptual Model of Entrepreneurship and Economic Development

Agrarian | Industrialization Service
Society Early Mature Economy
Level Of Entrepreneurial Low Medium | Medium | High
Activity
Small Business formationand | Low High Medium Low
Management
Entrepreneurship and innovation | Nil Low Medium | High

There is probably a sequence of strategies that developing countries might follow (see
Table 1.5). When agriculture or resource extraction dominates, small business formation
is probably the most appropriate strategy to be pursued. Small business formation at
this phase of development means putting existing resources together in either new or
old ways. As a country begins to develop, imitation of innovations established in more
developed country becomes critical to the development process. Entrepreneurs during



this period need to make more selective use of existing resources through (a) innovations
in organization and/or (b) combining factors of production in new ways (for example,
the introduction of the power-loom to replace the hand-loom). As a country becomes
more industrial, it becomes more important for entrepreneurs to identify and satisty
new wants. Early stage imitation becomes increasingly important if local entrepreneurs
are to compete successfully for even domestic markets.

Itis concluded, therefore, that entrepreneurial process begins in less developed countries
with the formation of small business striving for effective management, but necessarily
shifts to innovative and high technology entrepreneurship at some point along the
development path.

Tablel.5: Entrepreneurial Strategy at different Phase of Development

Phase of Development Entrepreneurial Strategy

Agrarian Society Small business formation

Early industrialization Small business formation and late imitation
Mature industrialization Increasing emphasis on early imitation
Service/high technology Early imitation and innovation

5.9 PROBLEMS AND SUPPORT NEEDS OF MSMES

Successful small enterprises do not emerge, and thereafter survive and grow unless the
environment is conducsive. Political, economic, technological and socio-cultural factors
in the environment impinge upon the life of the small enterprises and generate much of
the needs required for their existence.

Conducive Environment

The overall political climate in a country is important for the small scale entrepreneur to
consider. He/she needs positive and encouraging measures by government and political
constituencies to establish private investment. Such measures could include liberal or
non-restrictive investment policy, creation of promotional agencies, creation of industrial
estates and free trade zones and availability of low-cost loan capital for private investors.
Policy commitment to SSE sector can go up to protection against imports, reservation
of products as done in India.

The Political climate influences the economic direction taken by the country in question.
An analysis of the economic environment is particularly helpful in investment decision,
market measurement and in forecasting. The general state of the economy dictates
what the small enterprise will need especially since it is handicapped in obtaining capital
and credit owning to greater unit costs of small transactions, greater risks involved,
etc. The small entrepreneur also generally lacks managerial and technical know how,
or is weak in marketing, production or personnel management skills. These are needed
so he can be economically viable even if he operates on a small-scale basis.

Technological advances in the environment create new needs for the small entrepreneur
as far as adaptation and adjustment is concerned. S/He may need to learn how to
adjust to the new technological environment surrounding him, or he may need to take
a set of advance technologies and bring these to his own level in the small enterprise.
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Either way, constant re-examination is needed for possible utilisation and improvement
of existing technologies.

A very welcome development in the service sector small enterprise scenario has occurred
on account of developments in the ICT sector. A large number of recently established
SSI units fall under the category of IT and IT training companies, media related
enterprises and software development firms, as well as enterprises set up to take
advantage of the business process out sourcing practices of multinational organisations.

Finally, the socio-cultural environment also creates a very important climate for the
survival of the enterprises. They need several conditions to keep being alive:

1) tolerance for change in the society and culture
2) social mobility

3) tolerance of profit-making and

4) tolerance of private ownership

In the emerging scenario you could realise that the rate of economic development often
revolves around the entrepreneur. Therefore, the factors responsible for their emergence
and growth must be analysed and supported. India has been the pioneer in initiating
Entrepreneurship Development Programmes, to identify, select, motivate, train and
guide first generation entrepreneurs from all walks of life. Programmes for
entrepreneurship development are now being introduced in school and colleges to
provide the impetus for youth seeking self-employment opportunities.

Adequate Credit Assistance

Small enterprise development cannot be ensured without arrangement for financing.
Adequate and timely supply of credit is critical for new entrepreneurs to emerge
especially from a wide base. A great majority of small and medium business activities
have come about because of special financing programmes offered to them. Various
financing programmes have been evolved in developing countries to meet specific needs
of existing and prospective entrepreneurs. These usually take into consideration the
difficulties and special needs that the prospective small enterprise borrower encounters.
Thus, requirements are less strict in terms of (1) lower interest rates that the prevailing
commercial rates, (2) less collateral requirements and lower equity ratio, (3) various
assistance schemes such as preparing the project study etc. Special loan guarantee
schemes have proved to be useful whereby the government guarantees the loan of a
small entrepreneur by banks. Sometimes, the financing needs cannot be met simply
through the provision of loans. Hence, other schemes for equity assistance have been
evolved.

Markets and Marketing Support

Market for a small enterprise in a developing country can be quite a problem considering
that the small entrepreneur will be in competition not only with locally mass-produced
goods but even-imports. Small enterprises must therefore prove that in quality and
price of their product they are comparable, if not better, than that of larger, better-
known brands. Small enterprises can brand together and sell their products as one
body through closely-knit associations or organizations. The government too can take
an active part in marketing specific Scale Enterprises Role in products or assisting



small groups of entrepreneurs in selling their products. It can directly purchase products
of SSIs on a preferential basis, even giving better prices as has been done in India.
Other indirect marketing assistance programmes include provision of space for retailing
ofthe small entrepreneurs’ products, bulk buying for future selling, improvement of
roads, communications and other infrastructure facilities to improve and hasten sales.

Both large and small enterprises stand to gain if complementary between them is fostered
especially in the marketing aspects of their business. A large number of small enterprises
manufacture goods for direct sale to a large industry. The government can promote
such complementary as a strategy for small enterprise development.

Acquisition, Transfer and Adaptation of Technologies

Frequent problems are faced in acquiring “appropriate’ technology that which is best
suited to the specific cultural, economic social and political climate found in a particular
country where the small enterprises are situated. E. F Schumacher coined the-term
“intermediate technology” to signify technology of production by the mass, making use
of the best of modern knowledge and experience, conducive to decentralization,
compatible with the laws of ecology, gentle in its use of scarce resources, and designed
to serve the human person instead of making him the servant of machines.”

New industrial technologies which would be both modern and appropriate can be
developed by (1) starting with traditional and using modem knowledge to improve on
them; (2) starting with the modern methods of the highly developed countries and
adapting them to the conditions the newly developing countries; and (3) analyzing the
technological problems of the newly developing countries directly and coming up with
novel approaches through fresh research and development. (4) Mobilising the
indigenously development technologies or drawing upon the local R and D efforts in
the country. Nations in the developing world are now looking for new forms of industrial
equipment and manufacturing process. The new class of technologies which are emerging
from this search have certain characteristics in common: they are small scale, low cost,
easily maintained, worker-controlled, and meet the basic needs of the people.

India became a party the Montreal protocol on June’92. As per the protocol, the
office of the Development Commissioner (MSMEs) has been charged with the
responsibility of effecting phase-out of 0zone depleting substance. Basic information,
exposure, awareness and training is being given in this regard to MSMESs entrepreneurs.

Easy efforts along the lines of acquisition, transfer and adaptation of appropriate
technology for small enterprises have provided a strong foundation for bringing about
self-reliance in capital goods in India. 