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are concerned with the following issues.s the meaning of sub-contracting
(or.ancillarisation), its main features, the different forms it takes

in different industries, and the economic factors and institutionsl
aspects that influence its growth. Tﬁe firat part of the study discu-
sses these analytlcal igsueg. It also includes, as a necessary sequal
and link with the second part, a brief survey of the various government
policies and their changes wnicH could have considerably influenced the
problem under study. Part IIT conta,::ms evidence on the growth of sub-
contracting in India. This information has been documented from a number

of secondary sources.

Based on thig one can discern the broad pattern of changes that has
oceured over the last three decades or so. However the gvailable evidence
is too inadequate to understand in any o grester. detail the extent of

their
growth of sub-contracting in different industries[;nﬁtrdiverse forms and
the causes of this gréwth. Therefore the study concludes by poeing. a

nunber of guestions which need o be answered to arrive a2t a better under—

gtanding of the problem.
PART I

1, Distinguishing features of sub-contractings:

Bub~contracting refers to & type of inter-firm relationship where
large Tirms procure manufactured products, compenents, parts and sube-
agsemblies from z number of swall fizmg, In some cases, Sub-contracting

ig associated with 'job—work' where a 'parent' firm provides the necessary
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raw materizls tc the small Fimms who then cetorn these muterisls el ter

Y

tuwrning then inte the reounived s Coand g f
f; 1 th regulrved shapeg gnd sizpg, ﬁaﬂ DEY ihe tookmion?

specification), for = predetermined rate. These tmansactions between

firmg of differing sizes zre rot random or occasgional buziness deals
but are mach more permancnt znd oiten a collaberstive relationshin.

In more general terms sub-contracting refers 1o a specific aspect of

the orgenization of industiial production where larze and small firmg,
with high degree of specielisation, ccexist in an informal ccoperation

o sroduetion and of ten larest - ‘ LA
in oroduction znd often investment too. In the matilaal context such
) s . S

2 cocperation is achieved by the concentration of factories in a slall

geograpnic region. Thig minimizes cosls on transporitgtion and information

Sub-contractors (i.e. the small fims yhich - take work on a controct
o~ A " . . .
basis) wrnially wadertale onuiaclurliy or recoiving orders from thaie
narvent firms, which Turnish technical specifications, In some casés

L 3 .

arent firme nrovide the necessary fecanical and financizl assistance

[

to enalle sub-coutractors to exscute the order, Urually the itens manue
Factnred by subecontroctors are not patented; nor do they produce Ior
the 'mark:st' s vhich can be purchazed 'off—the-ghelf!., In this

senze sub-contrictors are not 'independent! producers, but appendages
to theiw parent Firms. To a large axtent their survival and growth

are civewnscribed by the orowth process of thelr parent firm{s), whiose

AN T T AT O T - - e s B

1/

The dgcussion iz coniined to sub—contracting within an economys
nternationas ub=-contracting, though sinilar in nany wayg is not touche
Inu t 1 sub-con: bing, though 1 Ty ; t touchead

upen in this shtudy.
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larger size commands groaley econcmic power. The parvest fizps wsunlly
atterpt to systematically covelop business relsationshipg with their sube

contractors as an intesral e2loment of thelr owm zTowth process,

It can be illustrated with a few oxamplos. In the metal enginsering

industry the ramifaciure of relatively ssall snd simpls 'twrned' components,

fabricated items, castings and forgings can be 'farmed out' to small

pied

s

firmsg, Similarly large electrical machinery merufacturers could sube-
contract winiing work tc amall entreprencurs who have the skilled manpower
for this cpcration. Im the eluctronies industry assciabling of components,

which is primcrily labour intensive can be farmad out,

The sub-contracting discussed zbove ig often coniused with the more
gencral forw of inter-firm relations .dns, especinlly in the case of the
automecbile industry. Therefore it is necessary €0 bring out the difference

beteen the two.

In 2 wide range of engincoering industry the final product is an
assemblage of a large number of componerts snd sube-assemblies. Meaufa-—
cturers;(qome times called assemblers ) usuclly concentrate their efforts
on a limdited but crucial pérts of the-final products. The remoising poaris

A conglderable

ars procurcd from cther firms for the final assembly.
sropertion of the 'bought outf components Pén be classified ag "iraditio-
nally bought outlthasea 28 = rule, are not produced by the agsembler.

Moreover these bousht cut iltoms often regquirse a hish levsl of technolosy

anﬁ/or are totally uwnrelated to the main line of manufacturce of the zgcem-

bler. While scme of these specialised, .often patcnied, componcnts can be



readily procurcd from the market there could be mumbeor of cthers vhwose
necessitates

production Z. 2 close technicel cooperation between the assembler

and the produccr. The reason could be the high level of technology and

the hoavy investment involved.

One can c¢ite concrete cxamples o illustrate the relationships bot-
ween specialist mamafacturers. For a certain range of light commercial
vehicles of Mahinara and Mohindra Ltd. the engine is supplied by Simpson

. 2 . . .
and Co., of Madras‘~/e Godre] Boyce Ltd., one of the leading producers
of refrigerators in India does not have its own compressor manufacturing
facility. Eence it uses Kirlosker Pneunmatic Ltd's compressors for its
(?y—UyLu.f. .
roductsdBoyce's speciality liss in sheet metal work., T the internatio-
p n

nal context, the Pocing covrprroticon of the United states uses Rolls Royce

angine for heir giperaft.

This type of inter-firm relationship is usually between specialist
nanufacturers, invariably of egual bargaining strength. Thus conceptually
it ig not difficult to distinguish: this from those described earlicr,

Sub contracting iz usually botween firmg of different sizes (and hence,

of unequal econonic power) where the parent firm can exercige considerzble
control over its sub-contractors. It is not wncommon for them to be

'tied' to their wmarent firms thiough technical, financial, input and
marketing linkages., These tizs could restrict the sub-contractors!

freedom to function as independent entrepreneurs. This aspeet of domination

and control, which iz a reflocticn of their uncgual econcmic status  could
9

2/ . . - . . . . ' .
</ Simpson has techrnical collaboration with Perkine Engines of the United

States wno is one of the loeading manufacturers of diesel engines.



he taken to be the crucial distinguishing charagteristic of sub~contracting
relationship®. The apparent cooperation in production, planning and irnve-
stment decizions, on the one hand, and the wderlying unecual barseining
strength, on the othler geem to reflect conflict ard compromime in the
capitulist zrowth mechantsm,

2, foxms of sub-cortractings

P — Lot

The nature of menufacturing techrology meinly determines the form of
sub-contracting and the exbtent to which it can develop in any industry.
In process industries, for ezample, its possibility is very limited.
Sub=contracting is feasible in industries where the prodvction procesgs is
divisihle and/or the finsl product, as described eariier., is constituted

by a number of perts and sub--assemblies,

The most commonly abserved form of sub-contracting is in metal
working industries which we have discussed in the presviouw section. This
we call cogmonent sub-contracting. In such inductries the pavent fimm
usually concentrates its resources in the -devc-lopmcsnt and manufzcture of
a limited range of fechnology intensive sespents of the final product.
However, since the product iz sold under theilr brand name, the parent firms

waunlly undertake merketing and after sales sexvice which asgumne increa-

ging importance in nachinery mamztacture.

i

There could be znctuaer type of manufachueing where the inputis) moves

through a mmber of distinct separable sciivities which need nct, for some



technical reason, se carried out contincusly and/or in the smae pramises.
In such o case the indusiry could ‘disintegrate’ into its constitutent
activities gpecialising in individual procesgsses., Alternatively, as 2
result of o different configuration of influences, ~nother type of sub-
contracting could develop where the original fizm having on intograted
plant could get one or more aclivities wndertaken by sub-contractors and
then sell the finsl prcduct under ite ocwn brand name., We define this as

achivity sub-contracting.

The cotton textile industry in Indis is probvably a good example of this
form of sub-coniracting. Production of ¢loth consists of three main activi~
ties. Spinning of varn, weaving it intc cleth and finishing (or processing)
of the fabric., Bince the fourile industry in India opermtes at 2 low lavel
of technology it is pogsitle for lar, firms to nroduce and procure yarn,
et it woven in the pcweq:;oom sector and process it in specialised prinlting

Tfirms,.

The nature of sub-contracting in the electronics industry is guite
the apposite to wnat we have observed in the metal ergineering industry.
TV
Production of components like the chip, capacitor, transistors,LFicture
tubes etc are capital intensive vrocessess requiring high technology. In

these industrices sconomics of scale in production could be very substantial

and the rate of technological obsolesence could also be very high.

But,; on the other hand, assexbling of lhese components to produce the

Tfingl preducts is highly labour and skill intensive, Therefore this operation
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can be farmed out to gmall {irms. Sub-contracting of ihis kind, we would

call, assenbly sub=contracting,

There could bhe yet another form of this relotiounship where sub-
coniractors produce the complate product znd the parent firm egsentially
performs the markebing functions i.e. sell the product undsr its owm
brand name, This we definé as ;ggggggg sub-contracting. Such an arrangement
ecould he widely provelant in industries producing consumer goods und
durables like =lecitric appliances, metal preducts and food, clothing and
leather products. Sueh produet sub-contracting can be common in a certain

range of indnstrial products as well, lilke for insience, sitorbters, small

motors, transformers eic. in electrical machinary industry.

In some sense the-categeries cutlined above renresent the ideal types.
One may come across a rumber of combinationg and grriants of theze basie
forme of sub~contencting in Qi cvens lnaustvies. For exawmple, larpe firms
in the metal enginecring industiy, as we noted earlier, may be farming out
. ; . . . o~ 20 " .
production of simpler components, Thooe firmg mayLPu sub~contracting
lapbour-intensive activitiss lile motor winding wherve ftue whole product is

b ~

taken to the subecontractor's factory. In some uther case, it is possidble

in Indien industry for o large Fixw ©o gell or leaze machines to sub=contra—

vtors but which continue to remain in the parent firm's nrenises. The work
G

done uvn bthese wachines would bu counted asﬁlbought out' comporent and the

workers who opcrate these machines are employees nof the sub-contractor.

In such 2 case the pavent firm gets the benefit of production ALy any, under

ane roof, without a corresponding increase in the wage bill and overhead gosts.



Toe distincticn we made in the previous scction beotween sub-concracting
mad the more general type of inter-fimm relationgi fip weiween sypoecialist manue
Jacturess io particularly relevant in the contexs ofF component sub-contoas
cting. Though concepiually it is fairly si mple to differentiate the two

1t may noet be so in actuslly anzlysing concrete situztionz. One

el

may find a vhole spoctrum of inter-firm salationships eendering it

dicficwlt to empirically identify the sub-contracting relationchin, Since

the distinction we bave made is a qualitative one, aiy got of 2hiective

criteria  to identiiy sub-contracting without cing into acccunt the

specificity of the indusvry, locaticn ete,; may prove to be mechanicale
. Factors inflieencing the srowth of sub-coniraciing:

The growth of sub-contracting-or lack of it - has a raticnule in the
: of
capitalist system. However the opere&iﬁwyémmely ecoviomic logic is greatly

inflivencad Wy the rele of tiwe gtate, the institutionszl fremework of indu-~

‘J

srialisotlon and its hisztorical anfecedents. The lovel ani th2 pace of
industrialisation ag well as the way the indusirial sectcr ig crgonized
also have a beering on the growth of sub--conlracting. We attennt, in this
gection, 1o anslyse some of the malor facters affecling the zrowith of

3

sub~contracting in Indian industries

The fundssental basis of sub-coptraciting reloficnstiz in manmufachburing

Pl k]

indugtries is the principle of division of lahouxr and specialisation.

e B L N e e : ] e e bR S AR (T

7z

3/ The discugsion here -ic analytical in nevaxe zrd no attempt is made
to asubstoantizte tie armomeats, The sxamplon cited sre meont fo illue
strate concepts or arguments and not 4o be taken as substantial evidence
foxr *hem,



4s small firms have relatively lower labour and overheazd costs it may be

economical to gel certain items momufactured from them. Decisions teo proe

. ;
duce components and gub-zssemblies within the factory cr to farm them out -
knowm az ‘make or buay! dec_ulons - gre based primarily on the relative

' and
costs of production within the fs ctori¢.[ cutside, However these deci-
siomgfgiVe Jue regerd to Qn”ldeIleOnS 1_Le the roilnﬂilltycn supplisrs,

their +ﬁﬁhn1ﬂul Po_petencp dnd thn criticalness of the components for the

‘pGlLO“]ﬂnce of the final product.

Ia drdustrisds wisre fhe production process is divisible, economied
resutfing from specialisaticn could be subsfantial. .This ds particwlarly
o . . N ' .
true of the mzchine btnitding industry where a large number of small firmg
- -
can spec5%ise in a very limited range of manufacture to oconomisc on reso-
urces. sSince machine bullding plays a crucial role in industrialisation,

productivity increase and relative cheapening of capital goods could have

a mdtiplier effert on the pace of industrial developmenti/

The extent of srecialization ig, largcly deternined Ly the scale of pro-
duction. When the scale increases it becones sconomical for o nwiber of gpe-
cialiged firms to start operating which, in turn, would tend fto redice gver-
age cogts (Qtlgl¢r 1951). THowever, in many cases, it is not the total volume
of production zlone that is orucizl but the batch quantity of production as
well. (Alchian9 1959). The extent of farming out wouwld be positively related

$to batch quantity.

As vie mentloned in the beglnnlng the oloue coocperation between parent
firms and subecontractors is achieved usually by spatial concentration of

foetoric, Finmes sebbing up mamafacturing facilities in an industrially develormed

r

%/ The role of speclutis nt_gu ir canltul goods octor h@o boen brought ot
forcofully by Rosenberg (1976). Odaka (1980) in seme ways, oxtends this
coamoning in the context of lobour sucplus underdeveloped cconomies by
arguing that sub-contracting enables rapid diffusion of nechanicsl skills,
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N .
regloquould have to invest in much greatsr range of facilities., The make

.

or buy decisiong of firms in backwr . d regions will be affected by tho trang-
port costs also. This can be nefiected in the size zistribution of facteries
In any industry average size of [actories in a bacloerd vegion tends Yo be

larger thon that in the advanced region. And in any region older plante tend

to be of much larger size than the newer ones. {Flevence 1948)

Subecontracting alse offemy lovpe firms considerablg flexibility te
face market (luctuationg which is of great signifioance in day to day busie
ness operaticns., BSince the relotionship between the purent Tirm  and its
sub--contractors is unegual, th. forrer can pass the burden of market fluctuae

tions on to its sub-contractors. This iz done by (1) delaving vayment of bills,
mﬁtﬁw“kv veafeclion 1, rralitnnads . MAnomAs G0
(2) refusing %5 take deliva: cods and/or (B)Afurkor in swall firme are

relatively less well cryoonioed, il ie much casive b lay Ltlwm ofl tlien Uho

workers in the parent firmz., Thues, it iz very likely that the regl brunt of

4

market fluctuations is fto =z eater externt; borme by the worlkers in small

firms, (Friedman 1974).

Menagements can use beconbrooting as a methed of controlling the power

cf the trade wiona, Since the trzds unions are orwrisced orn the basis of

Tactory firm or industiry-wise zoldarity, managzements con oipcunvent thiz

chzllenge by enlicting the corgeraticn ¢l small entreprenszurs or even worlking

alass housgcholda. The econcmic logic of houscheld enterprisze zceoms to be such

Cerd 7 . ) 5/

that it appears to tTransaew cr ne.ole working class conoclousness,

rstanctically develop sub-coniractors to reluce diraect

Since

emplovment In their facteries, they con concede the wagd demands of

1 industry,; Murry {198%) shows how ransgrsdents
siveurwvent the strength of the trode

s AL P e T AR AR A et YE
5/ In an excellent sindy on Itclis
hosve Beon concsiously atbtompilag o
anions by 'decentralising' tho uroduction process.




their owr workers nnd offcr thom mreater -utonomy in the work place lin=-
ked to thelr producvivity levels. buch 2 stroiegy keeps the woriters in

the parent firm and those of their sub~contractors effeotively divided.

3.7 Iobour wvorket condivicns

The argumentes ocubtlincd so for assume that firms of vorious sizes
operate in 2 nore or less homogenous capital ond labeour market. The
industrinlisation of Western Burope nnd Americon largely occured under
such coni1t1ons. Iarqc firms Wame = substantial advantage over smaller
ones in the capitnl market ng well ~8 in the morkceting of outpul since the
sconomics of mexlo could hove been considersble. Moroover the prodominen—
tly homogenous loboor market gnve loarge fires o further adventage (atLlﬂdl
1945). These Tirms found it rrofigable to have relatively more vorticae
1/

11y integrated planits. However the large firms dexived the benzfit of

sp001allsot10n by multiplant cperztion. Thereflore the role of small firms
Y ey Paeein, 1969 ).
in the zconony deedkewsd 3.0 dl;h\ uu“aaquugFlJ sab--contracting og a disti-

e . . . B
netive feature of +the organisation of production could not'bedlsocrnedh*/

e et e g O U

~

é/ Habakkukd's (1962) detailed hisbtorical ~cocount shows how scorcily of

‘ labour was the primary »ooscon for labour s¢v1ni??%éhbojo sical change
in dmerica in tie nineteenth conbury. The recont lzbour
market segoentation litomature shows the cxdstencoe of pockets of cheap
labour and the wuse of racial discriminaticn. This points to the non-—
homegonous natire Gf the labour merkcet. Howeger we mre inclined to
bolieve thed the gualification dees not scrious slter the labour
geareity crgument. In spite of these segoontations the labour supply
would have been for from being fFhe labour surples situstion faced in
densely populated underdeveloped countries of foday.

There is a considerable variation in \1auu“ulZC ulstrl mtion witiin
Buropean cconcmics ornd the United States also. Praam (1921) '
b/ Boptcn CGusmittee Heport (1976) reporting the inadequacy of literature
on anell cntorpriscs mzntions the practice oF sub~coniracting in wngi-
noering industzy. dAwons the earlier studics, excenting 1_“d@11(i 58)
others rakes & passing reference to this feature sec €o1irs et 21, (19)1)
e (1956)

Bafts 4l ok
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Sub-—-contracting scems o zegulre o much greater zisnificance wider
differant capital and labour market corditionz. As will be dicoussed
belovw, Labour surpluz econcmies with rigidities in labour market and zcam
reity of capitgl appear Lo provide new :rsuments for its growth, over and

above these discussed ecrlier.

Sub--contracting as we understond it today and to which we atiach sig-
nificance for the economic development of labour surplus ecouonics has histo-
ricilly been very wide sprezd and has played a crucinl role in the Japancse
sconony . The unigque Japanese feature of seniorityubased wage payment and
1ife time cmployment in 1argé firms sinte the_beginning of the present cenw
tury introduced rigidities in the labour market. One of %the methods %o over
come this inflexibilify has been to cultivate the cocperaticn of z large
rpunber of tiny producers who faced totally different nerket ocnditions. These

faced with considerable difficulty in raising capitzl
small entervrises while/nad access to cheaper labour yractically wnprotect-
ed by labcur legislavions. ILarge firms who had rouch easier access te capital
due to their close comnections mith the commeréial banks provided finoncial
assistgnce‘ahd w materials to small firms in return for an assured supply
of manufactured products and components. Such assistance was probzbly an
effective methed of "tying' the tiny enterpreneurs and exercise control over

t}zextoibf

2/ ' VLY Y F}?J;-L FIciL -
There arc a mumbor of studiecs q@.this‘fcature of the Jopancse industria
orranisation and its role i@ ceononic developnent. Sec Watonobe (1983);

—Smehor (1964}, Odake (1973), Broadbridge (1966), Hirschocicr and ¥ (1981),
Shovnchovior ' ' . : : R ' Wi SR
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The densze neLwork of sub-cont—:cting relationzhirs iz reflected in the
gize structure of factories. Unlike in West Inropean economies and the
Unites § sates where larger siﬁed planis preiomingtle. the industry-wise digt-
ribution of factories ir Japsn is ocuite aven ncross different employment

size classed, (Isrikawaj?yﬁﬁ)

The nprinciple cf division of labour and syecialisation, wvhich is the
corner stone of sub—contracting acguires a much degper meaning in Tabour
surplns dunl webnomies, The availshility of ver& chican labour, practically
mlinmited in cupply provided substantially largor scone for fincxr aﬁd.finérl
division oi labour and farwing out of production. The pozsidbility of subs ti;
tution of labour for capiital - o more approPriately; very intensive use of
the limited capital by applying greater amounts of labour —— forms the basis

giills
for the jrowth of amall firms. These firms use their 1 .intens ively and

C ey _ ofrok_
in the p acguire more skills tc operate mlmulei\uften uged and recon~

ditiored, mochines. This exerts a downward pressure on cogshte of production.

If this argument is valid then it follows thet the.growth of sph-~contra-
cting does not depend only or mainly on tha labour survlus situation dbut on
the availability of skilled iahour as well. Diffusion of techricsl skills
is a complex process which, among other things, is significantly affected
by the prevalence of traditional memufscturing skills (iike for example,
hand weaving and RAandiersfla Y, drsbilatinmsl n"r“r‘:'!,}‘s{gjr"?."ien't foxr j_mp%?rting
tolminnl edneation, and the level and the poce of growlh o marmfacturing

sotivities.

The growth of the trade union movement protecting the intercsts of the
crganiszd working class, especially in large factories, has taken deep roots
in India. The state has enscted a rumber of laws te protect the interests

of labour. Morecover over the last two decades or zo the militaney of the
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nreanized workers appears to hove eroon apldly.  Thiege tondencies could
not onity affect the division of cubput hetweerd Lurofids and wages, but could

also mean @ decline in nenagerial contrcl over the production process.

Ag a regponse to this situation, lerge firms in India, like their coun-
terparts in the doveloped scoromies appear 1o aavs consgiouzsly aveided
incressing wiployment of workers in their Jactories Fub-contracting
can nct only reluce the tihreat fro@ laobour but alsc prove Lo %e exrtremely
aﬁonomical a8 the wase 3itfferential telween large snd small firms could be
very gusstantial. Worsover the over heod costs in small [irms are lower
than in laxse firms which have to Locur additionzl expenditurs on better
amenitiea for its onployesegnarketing and after-sales-service facilities,

Research and Development acltivitios ete.

3.2 The Role of Government Pelicies.

Active state intervention in the programme for planned economic develo-
pizent since the beginning of the fifties hag increassd the potentiality of
growth of sub-contracting relotionghips in India, The policies affecting
small firma can be classified into dwoe 'Positive! ueasures to encourage

. 11 .
the anall scile seeto end Tprotective! ueasures to restrict the domain

of large firas. A large netwerk of Institutions has came into exiztence to

-

I'd
irplenent the state policy e 2mz2ll scale reotocr, Moreover Government policies

= = e

10/
Thig observaticn is bagsed on our discussion with o mmber of managerial

rersommel in large privete sector fi-we.

1/ . : . Lo teme GV
Firms with capitzal investoendt up to o certain iimit sswm undexn offi.ially
defined category of smoll scale sectbhr, The upper limit is e wxed to a
certain extent for the uvnits reglstered as exclusive MHCJliagg. This
limit hes gone up over the last threc decades, We will describe this
in detail in the next section,.
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have attached comsiderable significance to the development of small sca -
. v ' . . - . .
an01llag$s in the machinery manufacturing sector as & means of saving Cn

capital investment and promotion of employment,

The most jmportant policy forx promotion of small firmg is probably the
fiscal policy = differential excise duty and exemptions - whicii is neant
to Increage their competitive gtrength. In an industry where the techno-
logy used is not very much different among firms of different smizes, other

- 3 - a_ a’ = " .
things remaining the same?L%ower zndlrectlfn:anall firms providez thoem
with a price advantage to. that extent. However this advantaze may be vie
i
tiated by the operationz of economies of scole of large firmg in purchase

of inputs or marketirg of output.

There are a nunber of related policies like supply of scarce raw nate-
rials (e.g. steel, coal etc) to small fims on a pricrity basis and conce-
gsional finance whicly, in principle, are expected o further reduce the
disadvantasze of maall size. Althoungh it ip difficult to amsess a priori
the net &ffect of thesc policies on gpecific industries - which is a matter

- L] - . - N e} - w . V L
of ampirical verification - one can hazard the proposition that;sntry Leryier

could have been reduced as a result of these npolicies.

The differential tzxation could have had a positive influence on the
growth of sub-contracting. With the growth of small firms, large firas
can purchase items from them ingtead of producing ther in houseé or purcha-

sing from c¢ther large firmes, They could also encourage new catreprencurs o

12/ Bharat Bhushan's contribution in Pusiness India dated Jamuary 16-=29,
1984 clearly supports this proposition.
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function as exclusive sub-contractors.

=X

From the point of view of a lrrge (i, amehasing fror o nunizer of
gianll firmg ingtead of dcpéﬂdiﬂg on a single large =zupplier could not
only roduce costs but zlso offer greater flesinilityr in)production and
invénto;y managencent,  When certain iimes of menufacture becone well
establichel iIn o region, where o falr degres of coupatition among the
siall firme exists, larsge fimmscan ceasc to perforn that producticn acti=-

znd
vity in-housgce J. Tarm cut their entire reouircnent. Do t

v,

ot axtont large
firmg can minimize their canital investnent.

-

A extroare exanyloe of this could be one where the tax differential,
together with lowver lobvour and overhead costs, Love priced 1afge firme out

of the market. In such & situation there dig 2 possibility for larze fizms

te get the cmtire vrodeed msnufaetured by small ontérprisos and eecrfive thems

15/

lves ¢ the marketing function alone,

pationalisation of commerciagl hanktys in 1Y
The naticnalisat o ommercial Lanic 14

O

9 led to the inclusion of
small scalc indastries in the pricrity sector of lending. Thus availobility

of credit for smnll entlermuiscs improved considerably., Larse firms

were able to take advontage of this dovelopment by cadtivating sub-contracting
relationshin since the small coherprises could now provide them with trade
cradit, The parent firme can extréet lonzer credit, fron thelr sub-contractors
by delaying payment of bills, especially in the tines of recession, lIence
this could offer them suostantial flexibiliity in tieir Financisl ﬁanagement

particulsrly during the regioe of high interest reitos., Unlike in Japan, there

gre r . i.ws in Indis proieching the interest of zub-~contbrictors.

13/

ipparently such 2 situation arcsge in the dye stuff indusiry during the
anafbpreg me wnen the excise duty om suall »roducers was sloshed drasti~
Cally-
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The Governmment's reservation wmolicy is ancother wajcer step in favour of
the small scoale seetor. Whe list of reserved items has heen atendily expa--

pding over the last two decades or so. The best exampls of this wolicy is

freeze
. ) . ]
theZ' on lecsage in the organised cotton textile industry which wes intre-
duced as carly as in ihe fiftics. & nmuamber of velatel policy neasurcs have

been in force to sneourcze cloth production in the decentralised sector,
s % ) 1 - - B 1 A,f - . - . 7 - - . -
egpecially tre handicon zaector,.~ Similariy the Moncpoly and Restrictive
PTPJ/C:A_[?.
Trode Heedec (N??P\ Aoty aluo, in a gomewhnt diffcrent uvamner, restrictes

igvestment and exponsion mossibilities of large fireg in India.

In such a situation lurge firms may find sub-contracting o convenient
wiy to circunvent the congtraints imposed by rules. In the cotion textile

Z .

i 3 - - . 0
industryfmills i the organised sector could overcoizz the freez on empansion
of loomage by gottling fabric woven in the powerloon sector. On the one hand
powerlogms are not teckmologically dissinilar to those operated in the orya-
nised small sector, .on the cther hand since wages are prebably 2s low as in

handloon skvluri\yroflt lilL+V in 'avcxloow soctor could bo guite hig By

3 mille in whe orornised sector tiy not only

rescrting to suh-contrscting Lo

ba. averconing the freesze on lcoonooe bub, 28 we mentioned sexlier, 2ould modu-
. .. 7 AP . . s

ce costa of production as well. Sinilarly firms coming under the porview

polen

of the MRTP Act couvld increcse thelir s without owgmenting their productive

capncity by getiing thelQroducts canufaotured on o contract brals.~—

The reservotion pelicy for the small zcaise seclor seens Lo hove opaned

up the possibility of przoduet sub-contracting in o wide range Of consuaer

'*/ The policy on the developncnt of powerleom guctor scens to have been
anbivalenv. However, the ava ller vvidence szeens to suzgzest thrt now
lounm scolor manages to hove concernaed £ll she concessions which ope mbzrt
for handlcom sector. Seec Join (1985)‘

1 ] o e ,
-5/ Poxr details of this croument sce R. LagaraJ, Bonby ;
The significance of the specificity of the Trdug atry (1982)

Toxtile St;kcu

16/ According to a well known mensgeuwent consultant, gquoted in Bharat Bhushan's
article in Business Indin, MATF Act's restriction on copacily expansion is
one of the main reasons for increase sub=contrasting in the senventies.
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goods and alse, to o limited extent, in indugiriel products. Wiile small
fizms can _amufacture a mumber of roducts, and prob-bly at competitive
rates too,procurenant of maw materials and marketing of output could pose

. L9 - . -
s formidible preblen for them, Moreover small firms. wmay not have adeguate
testing facilities, In tlie absence of institutional support like ccopera-
tives, small firms way be compelled to manufacture dn a-cdntract basis which
specialise in narketing, Moreover the large marketing crsanisations may

provide the necessary raw materiaols snd guality contrel testin, fac:lities,
4
Apparently lerge organisations like Bajaj Flectricals,; Spencer and Co.,
O
tladstone Iyall ete hoving;all India marketing network have increasingly
X 17/ . . . . .

rescrted to sub-contracting. When biscuit production was included in
tie list of reserved items for the small scale sector o few years ago,
established maonufacturers hegan bo get it nroduced in the small scale sec-

18/

tor undcr their “own brand nane.

A few years ago, the Government introduced the categeory of Export

Houses as on expeort. -ronoction measure. To qualify for this status a
~ firm's
certain proportion of a i exports has to necesscrily consist cf the pro-
W
ducts of yenall sczle szcior. As with many other mezsures discussed ~bove
this alsc promotes the linksges between large and small firms. TFor exanple,
ata Inoports supplies processe gther - manufaciured in elr modern ar

Tat t prlies proce d legther ufact d th d plant
2t Dewzs (M.P.) ~ to a number of =mall leather goods producsrs who, on
a job work hasis, turn them into fing]l products. Similarly it is saild that
a significant proportion of Hindustan Lever's export sarnings are gp account

off products of the small scale ssctor,

iy

It ig said that Laje] Electricals Lbtd., one of the leading brand nsies

in consumer durable gocds, gels mass of its requirement from about 200

small firmg in Bombay and Delhi. .

18/ _ _ - Brittania o
Locording to the Chairman of Industries Litd, o3 reported in his

aldress to the share holders <f the company, 34 per cent ol its sales of

bigcuit were procured from snell manufactursrs. '
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Thie principal analytical iesue undevlying the diecussion in this gection

v
Y
[

be recaptuloated oz follows ¢ Lt a labour surplug dual écconony lorge
and soalil fimng face different vorket eonditicrs. In the nnrket fox [ina-
nee large firng have preater accessibility which provides thien the fresdom
to choose capital intengive technclogy, witn bhigqaer labour sroductivity.
This opiion ig uvsunlly not available to spoll firms. Hut on the other liand,

. R C“s,ﬁs rnmeuﬁ" .
zecess bo chearnor labour. Thie @Mr

for swall firms to co-exist with large ones, with a lower rate of nrofit,
wagrs ratss do not rise and they operate in
ag long s A}On_co;..pﬁe'ti'tivi narkaets But if smell firvos want B grow the

small firm ¥

ondy vioble option for then is to gel tied to larpge rirns as sub=-co ntra,ctors'lj'/
Theugt this arrangenent eould nean o lowey peofit nargin For the omall firms

it provides an agsured market. Various Goverrment policies scem to stren-
gthen the process of inter—linkzges between fiyms of different sizes.

fﬁ'—' Crovny
Horeover ‘{mbwcomi:-:agi;mg relzitionship ~dves e opportunity for swall

firws te acquirs technical skills and monagerizl capubilities,  Accuulation
of tanese intangibie assotes couwld provide congideranlo scope for mrowth of
small Tirms. Thus over o pariod of tine a smell firm cowdd graducite from
being a sub-contractor 1o an ‘EI\L.L,I“‘HJGHJ""_U ~oducer nanufacturing branded

and/or patented products for ithe market.

3.7. Influence of the specific feetuxes of indusirialisatisn in Indin

pre.sinlead, s . :
The argunents eeeeswess 0 far suiline the poasibilitics of growth of

sub-contrecting in India given the condition of surpius labour znd the role
of the Governmoent policlos. However the realisation of this potential could

2wl

zg we will argue helow, depend upon 2 wemeer of ciher factors.

15/

- = . o~ - X e e e A A St et s A e Sy 8 et rerr

For o detailed finthanatical exphsition .of this argw:iont nco
Mivanssmee (1960)
MMfmﬁo\hm '
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Since the modern indusitrinlisation effort bepan during the eclonial rule,
British tochnology and their orgarisaticonnl methods were replicated in India.
Bren after independencs tochnical ond managerial links with Britain conti-
mied to rorain very shtrong.. As we noted esxlior, ine industricl orgonie
gation and ftechnologsy ;n Inglend evelved undcr guite different nrkst con-
difions. Therefors indusurizl plants thersetcnd. to be highly vertblcally
integrated. Since Indiz followed their'pattern, factorics herc tended to
be similarly vertically integrated and there existed 3 reluctance fto depend
on sub-contracting. Tocrefore the legacy of industrial developient under

celoninl »rule could hove had o negative effect on the srowth of sub-contra-

cting relationship.

The recession of the wid-sixties and the slower srowth which followad
hng been recogrnised to have veen z very significant developnent in the expe-
rience of post-irdependence industrialisetion, The effect of recession was
not unifore across all industries but the engincering industry in pacticu-
lar was very severly affected. In an ecerlier study we had oubtlined the Spa=
cific waye in which the industrial éector vags attempting te overconw the cri-

£

3is of the midesixtics. (N&garaj; 1980). It was ar-ued that Jeveloping

sub=contracting relationship could be a very effactive means o copt rodu-

ctioq}aﬂﬁ'increasing profitability and growth.

However the extent to which firms in an industry are compellsd o
bring “~wn costs to proteet and increase their profitab;;ity ﬁquld congi-
deratli; depend upon the pressures of co:petiti@nv Since Indian industries
appuar- *0 be very cost inufficiént'(Ghosh, 1982) due to lack cf gufficient,
Icompetition the potentiality of sub—contracting would not have been fully

realised.
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r)o
A bricf roview of Governnient policios wolating to smoall scale sector%-/

NN
.

Since the begiming of the planning ora the pronction of suall enter~

prises in a certain range of modern nanufzetires and the préscrv: ion of
troditional indvstrics hove been iopeortent cbjectives of dovelopment po;io
cy. This was gnided hy the lorger ccncerﬁ of moncration of onploynent
oppertunities, broodening of entreproneurizl basc, reduction of oon nic
insquality and spatiol dispowvsion of nanufocturing cebtivitizs. The hoavy
injustrislisation stratorv of Mahalonobis also clearly denarcatod mandze
ctur:e of conswicr gouods and couponernts and sub-aggenblics in nachiztgry
monufacturing for small scaled production. The prinary consideration for

: 1
thiz was efficiency of prodveiion and creation of wrployment opportunities,
The rele assigned to sub—contracting in DRechineXy building was

rinaerily

H
in view of its offccis on the efficienecy in the use of capifal rosources.
Tha task of developrient of the major traditional industrics like hand
loong, =ilk, coir ctc zre agsigned to geparste statutoiy bourds/comnissions.
Theret ~re the snall ucale gsector, as we nornlly understand.it, refors to
nodern nenufactures hased on métalg plastics, rubbor, pctroléum products
ete. This cotepory also inclwdes all other industries not covercd under

these boards/cornisgione.

By the official defindtion all enterprises with capital investnent less
than a certain liwit are incluvded under the catezory of suall scale sectcr.
Over the last three decades this limit has been pgribdically revisced upwards -
frou Fs. 5 lakhs in the carly fifties tc the current figure of I, 20 lakhs.

Since the Govermment offers o nunbor of concossions to.the small posle

i

scetor fhis dafiniticn corries consiierable significance. Mo liscuert,y.approval

1 T B -

20 . v . .
20/ Information prescntod in_this =ection is bascd o the ammual reports and
otirer publications of the LGSSI,



22
or sznction is reguired o set up a small scwle wnit. Registration with
the snoll industrics departnent i= alec not compulsory. lowsvor it is

needed to obtaln other Govermtental agsigtonce,

. . LB . .
As menticned in the previous section, the sssistarce fz broadly of
P+

two typos § "positive® and Trestrictive®. The pusitive ncasures con e

cither Ydireet® cor Yiadirect®,

The indirect sssistoncs ds in the form of physiccl infrastructural
) . Cowvmone o _ ] R
develomment and o nmuber of egmeemer facilities., Over the last three de-

cadcs a large rnunber cf . industrial estates and related overhead facililics

-

have been developel, A network of #hall Induslry Borvice Institutes (518T)

has VYeen eztablished whickh functions as*euclol for technical nssistonce,
disgenination of informatisn, lraining, norket researvch ebe. Testing faci-

lities have foecen set up in & few cities to help small onbreprensurs upsrade
. g £

their'pxodnct quality.

The direct assistarse 18 in the nature of providing entreprensurs with
concessicnsl fingnce assured supply of rew moterials and/or inported machi-
_ Corporation _
'nary.F\Naticnal pall Tndustries fras set up by the Gentral Government o
e . o
provide pach* LY on hire purchase and assist z1211 fimas in narieting their
sutrut.
since the develcpunent of small industrics is z state suljecl, cach state
svernment has constituted a mumber of institutions to aromote its sxo rth,.
L
State finencial corporaitions;in general, provide long term loans and risk
capital. Stats industirial development corporzations are meant to supply scavce

raw materiales. They alse nomally provide technical and masnagerial assistence,

proporationof projzct reports, merket surveys etc.

As mentionad in the nrevicus section. ﬂVailébilitﬂ of crelit inproved
» 5 Y B

S#immificantly for the small scale sector afler thé;SCﬂmircial banks were



naticnalised. While the term lending institutions provide long term finance

and risk capital, commevcial bands wostly ceoncentrate on short term lending.

Reserving certain products and resbrieting the enbry and expansion
of large fimms have been important protective policics. During thie First
Five Year Plan pericd large estzblished manufacturer were diccouraged from
producing o nmumber of itens incluling furniture, spoerts gocds ete. During
the Second Five Year Plan pericd 'Common Producticn Prograwme' was drawn

Toxr

uplbroducts like bicyclesgiﬁzsgﬁé machines ete. This was intended to be a
rethod of restricting the expansion of caprcities in the large scule sector.
The policy of reservation wes revived during the sixties and the real thrust
came during the second half of the decade, In 19265 aboul 45 itomg wvere
ineluded in *he ressrved list. The nuber went un to 123 in 1973 and fur-
ther to over 800 itens in 1982, After the MRIP Act was intrelduced in

1969, it has apporently besone rore difficcit for lorge firves to expand

their production in arsas reserved for tne mmall scaloe sector.

As we centioned earlicr differential texasion is probably the wost
important protoctive measurc for the snzll seale scoter. In addition to

EN Y
this fiscal subsidics, =dlos rcobato araksffered to suall nroducers. In
cx . . 3 - I
BOMS caseskfpuc1al cess iz imposcd on the products of ithe large scale

gector to promoite small industrics.

Recognising that sub-contractors in machinc building nay wequire
capital dwmbensive couipnent o higher investmeont 1limid has beon allowed
for them., Currently tho limit is Bs. 25 lakhsj s, 5 lakhs morc than

that permitited for the small scale scetor.

Morcover, exclugive ancillarss who refister themsclves under this
category wre orovided witl: otuor concessions as well, like priority allot—
ment of shoeds in indostrial areas, oofter  leaas and hire purchasc torms

from RISIC ctc,



The Governrlort has glven stending instructions fo public sector under-
. to
takings to .Jdentily the itens thet  an be formed out @ ad fevelon saitable
sub-contractors. Sore of the lending public seotor cnterpriscs like IMT, -

and ITT have developed sncillary estates clese bo thulr factores, helped

entrepraneurs purehase sultalble cepltol equipnent and supplied orders.

Some of the evidence nrezented here commists of bread macro level dota.

while the rest iz confined %o commonent svh-contracting gince the infor--

metion available on othwr forms of the relationchip between larze and small
firmg ig negligible,dince sub-contracting a2s 2 distinct feature of the orga-
nisation of industrial prodwciion hes not received due attention and has becn
inadcquatelf underﬂtood; very little conprehensive-aﬂﬁ realiable information

is available. The official data, as will Lo discussed below, iz sericusly

un=eliable and incomplete. IEwen the few individual researchers investizating

the Zeovelopment of small enterprises in India hove not focussed suffi-

cieny attenticn on shis probleu.

Therefore,las 2 necesgary ground work for further enguiry, we have put
together whatover secondary evidence we couvld collect. Ve have nade use of
guantitative data 2s well as gualitative iDnformation. Therefor: the pleture
that cmerges is necessarily fragmentary in nature. As far as pessible we have

=} fad

commentad on the nmature and guality of data befors putting it to usc,

Te Fariy studies on industrial develepmant

Mest of the early studios on industrial development in India did net touch
upcn the question of subwcontracting. Probably Resen's (1952) study was the

first serious, though linited, atteupt to-gropple with the problem. Based
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cn his visits to 2 number of factorics in Bombay during 195956 he observed
that large firas tend to produce nost of their roguirement within their plants.
Hence the level of sub-contracting: wag very low.
cr of Indian

i _{; of b
2icl pd. WWTClees

" Ore of thoe fazits that strikes
manufactiring industey is the s
comtracting vwithin the presont induesth:
but in India the lorger enginccring firas wsuvally pro-
duced alnoet all the purts of a mockhine wilhic their
owir foctory, iImnortiug amy other part necaed,

i— _ -
&4 Rozen, 1959, p.i847 o

‘-: -
1

e
o
=)

On the bagis of his study of small firms in Delhi, Thar (P concluded

that "Indian manufacturers preforred intesrated plants a3 they were casily
available gy fmports with or without foreisn aid® (Ihar, 958). James

Berna. arrived ot o sinilzr inference frowm his study of entrepreneurship

in South India. He found that even the smallcest metal working unit had their
owm foundrics although tiiese were utilised conly for about three monthe in 2

year (Berna,,‘l 958).

The Jopasnese delegaticn on srell seale industries, which vigited
India in 1959 to recom.end policies for mnall industriss hed a similar
gtory to tells

. .eothe development of ancillary plantz lesves much

to be desired because Lig dandustries in India gene-
rally pessess facilitics that can producc all tho
soods they require, Mereover the technical siaundords
ot big indu trice for exceeds that of suall iadu-

stries” /'R Report of Japanese delegotion on Bmall
Scale Industries, 1959, p.80/7

In 1959, the Engineering Assocliaticn of Indisz, the then leading asso-
clation eof major enginsering firme, conducted a survey of all engineering
units employing 20 or wore workers with power to obtain a detailed statis—
tical zcecunt of the industry. The report gaid: "ihe level of sub—contracting

is very low and the progress made zo far in this direction; barring somc notable
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exeeptions; has been neglizibd@ 7. (Fagineeriny Association of India, 1981,
p.19). It further quoted from the Draft outline of the third five year

1lan te subetantiate this elaine

mt progress wos hwwever, mode
sacll scole wnits a3 cncie
o scale units, in brinsing
digporsed of industries an

a out cormon producticn progrmwie.’

n won-—

a

In the late sixiies, surveying the literature on small scale industiri-
2g in India, ITisher alsc found that very little was zchievad in sveveloping

sub~contrecting in namifccturing industrise.

Lear View towards Tl ancie

Y 28 e nonatraint, it is clesxr, in prae
tice, tnat 1ittle has beon done in thoe vearie

MWintever the

pianus o praaote vheir developnent.,  The
Thixrd -lan taxes a sirong pogition but has
Litlle to offor; as a constoaint sumsesting

58 ﬂofinjt“ cagse for smanll uﬂitw, the anci-
Lary ig ndt (vet) wiperiont in India®,
Z?Flshui. i)fﬁg v 1417

%t ig very cvidert ron those re.arks thel sub-contracting was very
1ittle devaelomoed 111l around the corly sixties. Now we nresent evidence

for the recent per-©ie

2. Chanzes irEactory coneentratien & 1950 %o 1979

Crarge in the size distribution of registerced factories < a3 aeasured by
fho eydlEEe mumber 2f workers per fazctors - shows a voery interesting trend
whaech has apparently acne uwnnoticed, Bﬁuween 1250 zud 1970 the average size
oI factories has declined in all the major industry groups with the czeeplion
of Dboverages, chemicals end cheniecal pfoducts znd glectrical machinary. (Table1).
Adnmitiedly this is quite an inédequate measure of fa.tory concentration, Dut

Sandesara's (1979) detailed study ifor the sase period using more appropriate

statistical technioues also unasbiglously 1nilcatcu a similor trand.
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Table 1

Lverage size of fociorics - industizy —wise,

1850 =and 1970

Industry Wanber of workers Ler faCtOTREE
1950 1970
1. fpgricultural processes 62 59
2. Food (except beverages) 58 26
3. DBeverages 5% 73
4. Tobacco 408 147
5. Textiles 358 249
5. Toct wear 140 111
7. Weod and cork (except furniture) A1 17
8., PFurmitures and fixiures 63 z5
9. Paper and paper products 249 134
10, Printing, publishing and allied iniustry 51 35
11. Leather and leather products a7 55
12, Pubber and rubber products 288 107
13, Chemical and chemical products 1M1 114
14, Products of petroleum and coal 200 112
15, Non-metalic minerals ’ 141 8%
16, Basic metal industries 167 129
17. Metal products cluetricaln/e 133 50
18. Machinery {except electrical n/e) 71 2
19. BElectrical machinary, Apparatus, cppliances 153 158
20, Transport equipment 268 164
21. Miscellansous industries 184 87
Total 141 T3

Sources Statistics of Factore; 1950 and 1970
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Table 2

Mamher of workers por factory industry wise 1971-79

[

19T 1972 9314 1974=T5 127576 1976=TT 19TT=T8 15781

e

20=21  Food Products 2% 24 4z 54 o7 53 5% 55
22« Beverages, Tobacco znd

Tobacco products 122 4D 35 30 65 44 A4 4%
2%, Cotton textiles 243 256 160 167 1086 148 144 147
24, Wool, $ilk zud Syme- o

thetic Fibre Texbiles 76 &1 56 53 54 48 54 49
2h, Jute Textilss 931 9%3% 575 - P 1312 1112 1063 965
26, Textile products 57 59 5% 36 31 24 34 31

27.- Wood and Wood produ-—

cte, Fumitures & Tix- )

tures . 16 17 21 19 18 16 16 16
28, Papor and Paper pro=

ducts and Printing, pub-

lishing and allied indu-

gtries 45 48 52 49 46 42 A5 41
29. Leather and leather

products 85 84 £3 56 %8 56 54 61
30. Bubber, Plastic, Pet-

« releum and coal pro--

ducts 70 67 49 45 42 35 pis 43

' 1
31. themical and chendcal

products 110 112 77 73 &7 64 61 60
32, Hen-mwetalic mineral

products 8z 83 6% 60 50 46 45 46
3%, Basic melal and alley

industries 118 118 8% Tz 81 72 73 76
54, Metal produchs 40 40 32 30 o5 25 26 24
35. Non-~electrical machi-

nery = 7276 51 50 45 42 47 4e
36, Eleciricol mfc, appara-

tus and applisnces 154 159 76 77 75 71 68 67
3T. Transport squipment

and parts 248 247 192 184 127 14 111 116
3¢. Other mautisocturing

industric. A8 50 A2 32 =1 24 26 27

!

Seurces 1. Statistics of Factories, 1971 and 1972
2, Amnual Survey of Industries, Summary Resudis fox Factory Seclor, Various
LE8UES,.




Table = 3

C)

Digtribution of factorieg by size of Fmployment

Year Percentage of faotories to the Total
Brnploying lesg  HEaploying 50 or more — Employing 500
than 50 workers but less than 500 wo-- workers and

rkers. mnore.

1553 5 22 3

1954 76 21 3

1958 75 22 3

1956 75 22 3

1957 5 22 3

1958 T 20 3

1959 78 19 3

1960 78 19 >

1961 78 19 3

1962 79 18 3

1963 79 18 3

1964 79 18 3

1965 19 18 3

1966 80 17 3

1967 81 17 2

1968 81 16 3

1969 81 16 3

1970 82 16 2

1971 g2 16 2

1972 82 15 5

Sources Statistics of Pactories, various igsves




50

H

v

Table -2 swyuren svthat this trond contiruel in the seventies as well

Ty S - TR P Ty e e s - :
e three indonstry groups that regizier:d on increosc in averapc slzce during

1950-70 a2lso desclined in the subsequent decado,

Another indicator of this trend is the proporticn of factories emplo-
ying less than fifty workers., This has gsone up frem 75 per cent in 1953
o 82w [ i & CoRwl Rt o ST i +h o - ©
to 82 per cent in 1972 (Table 37, worrespondiingly the percantzgre of faoto-
ries empleving 20 to 499, workers has cone down from 22 1o th. One ig very

conscious of the shortcening of the percontage distribution of {actoriss.

Changes in the enplovment distributicon in different size classss of facto-
a

ries isfuo e sppropriate nessure. But, since the extent of underreporting

of employmcat appears very substantial, ss has been repeatedly shown by a

ramner of gtudies, this measure is unlikely to prove to be 4 Levter indi-

gator of the change in distribution.

The decline in fac%cgyconcentration could indicste the rrowth of sub-
contracting., However it may not actwally be so. Thoush it 1o a2 necegsary
condition it is fer frem heing a sufficient one. Increzase in capital cmp--

loyed per worker ceuld have had the opposite effect, Howover in the light

ol the observed vertically inbegrated nature of Indian plants din thd fifiice

the steady declince would strongly susoest an increzse in sub-contracting

and morc guneral forms of inter—firm linkages as well.

But we are awaré that the docline iIn factory conceniraiion does not

L

necessarily mean a sindlsr trend in the firm concoentration and growtin of

41

inter-farm transactions. It could well be the growih of multiplont opoere-
clatz. * o
tion, and intra~firm trade. Nc e ig availsble te chock the wolility of

—- - s PR g e - -

*  Siftice factory statistics Zata for tne severbics wos not readily availzbie.
Sandesara '§ statisticcl exercise could not be exitondsls,
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this argunent,

Howover euch a vreposition would mean, welative to the increasce in
intuatrial output o facber jrowth of outowt of larpe firps. And hence on
inoresase in Sirm arnd industyy leval concentration.  The available ovidoence
on the concentoation of outent among larse fisns and larce soropoly houses
dows not show any increasing trendl. Neg's (1982) detailed stetisticn
snalysis fooe not show any oleer indicatiod ol an increasc in the ghars cf
top 100 compandics in wwowfocturing ovtput. There is no cleer trond in the
corcentration of cutput contritatol by the top 20 business houses cither,
(annlra 1979). Moreover the share output of firme coming wniex ithe per-
view of MATP Aot has declined over time (CMIE})1982). Therefore thwe proe-
posibion that %he lecline in factory concentration could mean srowth of
multiplant cperation and intra--firm transactions ls difficudt to suéﬁéi;:

t‘n%m:;dﬂ.ahn

Thug one can infor some whint more safcly the srowih of int Lr—flvﬁkﬁn¢ Ver--

tical Alsintvegration of factorics.

2, The officizl Jatas

Devolo-went commissioner, Small Scale Industrics (DCSSI), the anex

o

body of the Central Govermient Fox preaction of thig sseter, roaolarly pu-
hlizher data on the mumber of resgistercd mnall scole widts; capital inve-
cted wmploynent and output. This corpug of inferuabtion hus severzl limle
tationz., The figures on the nuber of enterprises anl capital eaployed
refers only to the units which lave resistered thenselves witih the respe-
ctive Btate Iriveleial Duevelopmonl Ormnisatlons. As reglstration is not

randatery for mest of the indusiries, the unregisbers] nnita vhich appa-

rently fomil o usizable

cnl are Totally left omi. Since the upper uve-
ctitent linit for guolifying zg o small scale unit has been poing uy the

increase in nuubers lces not necessarily neon zrowth of new entergoises

’\J

nd Fresh capital investnont. Moreover the figure on the nunmber of regi-

gtored units is & cumulative total over tihe years which is not aljusted [ox

the enterprises which cesse to function. Taere is no evidence on the moriality
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of small firme,=which coul’ Lo considecavle in Indion ceornditions - to

corrmect for this erroer.

The outpul vstimete is apporontly based on one pressnt sample survey,
But no letndils of ths sompling rrocedurs wul the estiration mothod is
Turnisbed in any of their publicuaticons. It annesrs thet those fimures

-

are generatel nasinly for the official usce of ihe department ond thorelore

their roalibility is suspoct.

Tobhle =~ 4 Growth of Smzll SBesle Sector in Inddia (in liSa crorQ§)

Hoo of regist~ Value of Produeticn J.Tohalénlue Percentose

creid working ﬁ;n curront pricqgl of vroduct ircrease

anits (000) Begisterel Unregisterel aft T0-T1

units uniis pricas

1972 N. A 2900 2160 4410.54
1973 160 3420 3090 5C05. 24 13.48
1974 216 4930 4270 5707.26 14,03
1975 239 5740 5260 6683,13 17.10
1976 260 G700 5700 7350.%2 9.98
1977 287 7570 €430 750,42 583
1978 321 #5000 7200 £420.72 8,20

Source: Development Cormigsion, Small Scale Imdustries, lew Delhi

Keeping these linitations in view we examine the frends in the growth
of small scale scchor in the seventies. (Table = 4) The inercase in outout,

even at the constant pricen, appeare Impressive,

IRe

The growth ofkfﬁéll scole sector need not neccssarily imply increasing
sub=consracting relstionshin. In fact the ;r0porfion of exclusive ancilla—
rics in the total wmutber of "registeral smell units is aimost nesligible.

In the Rezerve Bank of India's ssmple survey of 1976=77 it was 2 ner cent,
And in 1979 ¥ational &rm=ll Industrics Corporationts smmple surver the yropofm

tion was O per cont. (Megaraj 1981,1983) The official figures on the value



of corponcate arehnseld £r00 ancillavies by public scetor wn'ertohings,
though increngod congiveranly-is wery snall s o proepoction of tacir
cubwut. (Table =5) Thisg infernation is often gquotod, in pepular liteva~

ture, to supacort the visw thot subwcontracting has failel to rrow in

Indian inlustyy.

fobic = 3

Yoor Nunber of Purchage from anci~  Purahags [ron
mncillary llaries by public ancillarics as
units enterprisces in of GIP fron

Bz, crores vublic scctow

5 452 2%.31 1.93
& 479 36. 36 2,19
197677 505 _ 43.84 2,24
197778 550 80. 51 3,81
197575 805 96.44 4.04
197,80 858 M09z —

s .

Sowwrcet:  Associction of'Inlién Forincering Industzy, (1982).

However such on infcreﬁéc coul.}l b inccourate since the Tata refers
to the value of goods fron the exclusive ancillarics units. Sincc o
sizable proportion cof small fir's unlertaking sub-contracting work 2o not
reqisﬁer ag exclusive ancillaries the sbove data ig an uwnder estination,
Bepistration as an exclusive ancillary offers no poerticular 1Jv;ntago
except that the vppor linit for investment is reloaxed to o certcin oxtant.
On the contrexry, Smmli firms nay consciously aveld soguiring this states
and cultivote o larser muwbeor of customers to rofuce risks an?t {luctusiicns.
It is possible that porent firis may not welcome this cithor sincc they Ao

net want the sub—contractors to get wiped out vring busincesa [luctostions.
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One could arvue that it is in the long term intercst of lorge firm to rocoe
emise their self intercst in the gurvivaland growth of smell entorprises

which provide chcaper proluction faciiities.

Takle 6
Estalblislhmient of sub—contocting: exchansves

(1)

Year Centre

1970 Madros, Bombay

1972 Calcutta

197475 Ahmcdabad, Jaipur, Bangolore, Hyderabad, New Delhi
1975=76 Ludhizna, Kanpur

197677 Palin.r, Indorc, Trichur,-Cuttack

197879 Gouhati, Srinagar '

Source: Association of Indian Engincering Tndustry (1982)

(i)

Performnnce of sub~contracting exchangses

wem—ry s,

Yoar Mo, of wnits recistersd with sub- No. of coses of snall scale

contracting exchange units asslstedby th: cxchange
1975=76 955 4510
197677 1331 1561
197778 1222 4152
1978-79 1448 5329
1979-80% 6ed 4209

* Incomplete

Sources: Officc of the Dovelopnent Cormissioner, Small Scale Industries,
Sub=contracting exchanges as an institutional nechanisn of yromoting

linkage between lorge and small enterprises were cgtablished in the seventies.
N
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The‘growth in the gumber of such axchanges mnd the nwber of units rogis-
stered with thon can Le ancther inticctor of thic growth of sub-contracting,
However thié'is a partial veosure since it coos aot reveal the sumber of
Tirmg actually moking use of this facility ard the noonitude of the tmon-
sootions involved. VWhile only two sub-controcting cxchanses oxisted in
1970, 2t Bombay and Madras, the ficurc went up 4o 16 in 1975, (Table 6).
Corr“"pondlngly the mimber of sntorprines o letarel widh these GXohon us

increasced from 955 in 137576 t¢ 1448 in 1978-79,

3 Apme digtribution of small scolce wnitss

This' can be ancther measurc of the srowth cf the snzll scale scctor.
But it has a muwibery of limitations. Age ﬂ'stribution cornot cecemunt for
mortality of bntrrprlsasg hhlch coul”d be gignificant in Indion coniiticons
To that cxtent it under csilm es the proportion of the cller vnits., More-
over the agre distribution does ot revenl zaythings obout tho growth of

value of output which is of greaiter siimiflcance for our purposc.

.

Tuta fm Table 7 to 9 provides 1rﬁuatny~w7:c tenporal distribution for
. Boir e i -V Vv do Tabie 7 G
three points of time in the sovoeatiess According to Table 7 52 per cont
of 211 the registered small enterpriscs cormoenced wroduction botween 1366
and 1972, Bzecepting in =z few industry groups in vesgt of thon this ocatie

is over fifty percent.

Dat-, in TableB pertains to 169 infusirics disageregated ot 3 ddgit

)
National Industrial clessificaotion hased on 2 sanple survaoy of snall uonu~

facturing enterpriscs. As the oz distribution dets is available in por-

uontg{e tbrms and nuf in zetual nunbers we coull noet present the inforo-

tion as in the previcus table. Table 8 proviles distributicn of iniustrics
21 The tuirce besporal distributions are based ocn threo “iffcrcnt ROUTCCE
with varying coverasge ant conduoved Wy GG ffeorent opercicsn, 7E-T3

dato is based on all Inliz Ceasus of small scenle undts uoniﬁctmd Ty

DCSSE, 1976-77 deto on Rosorve Donk of Indie's samole suyvey of omodl
enterprises assisted by cciriercisl banis and 1979 dats on ol more
restricted samplc survey ol euterprisvs in the nlastic ond nebel
cnpginecring industries confucted by National Srmell Infustrices Corvorstion.
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accordinsg to proportiom of toval mamber of firms in cach industry cermen-
cins production in cach pericd. It shows thot during 1951 to 1965 the
nunber of inlugstrices in which nowe than 50 per cent of the units started
production was only 22, But the same indiedgtor rar the peried 1966-76
is 134. In_other vords, out of 162 inlustries, in 134 industries more

than 30 pox cent of the wnits cowiencsd profuction between 1966 and 76.

Talkle T

Agowige, industry-wise Jistritaticn of Units

Bosed on the censpug of Small Sesle unit 197273

Industry Percentage of units set up
”5951 and 1951=55 1956-60 1951-65 1966 and
before siter

1. Food Proulucts 10 © 5 10 16 57
P. - Herenmz oo 16 4 10 19 51
%, Hosisry and gorcents 12 6 1% 17 5e
J. Weeod profucts 8 5 Z 20 54
5. Paper products and printings 14 6 11 19 50
6o Leather and leather products 21 9 18 19 33
7. Rubber and plastic pfoducts 5 3 & 15 69
8, Chenicals 13 6 12 18 51
9. Gloss and ceranics 4 10 18 59
10. Bosic metai industrics 9 4 12 21 54
11, Metol products 15 5 13 1 a7
12. Machinory 8 4 12 o2 54
13, Blectrical mechinery 5 4 13. 22 56
14, Transport oyuipnent 10 O 14 22 28
15, Ofhers 10 5 15 24 5
16, Job work, repairs and sorvice B 5 11 20 56

Al Industrics ' 12 5 12 T 52

Sourcos Report on €ensus of Small Scale Industric: Units, Vol T & IT
Government of India, DCSE8I, 1977.
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N
Digtribuiticn of indusitries (3 digit !l@} according

to_preportion of totsl number of fixm; in each

industry commencine production in each period

e

Percentage of all [firms in each

industry commencing nroduction 1951-€5 1966-76
0 1 5
1 -~ 10 24 5
At - 20 71 1
21 —~ 30 4% 5
31 = 40 22 1%
41 - 50 13 19
51 ~ 80 1 16
61 - 70 ) 31
71 = 80 o 27
81 - 30 0 29
91 - 100 : 21.
Total number of industries 169 169

Sourcet: H. Nagaraj $ CGrowth and Structure of SBmall Scale Industries

in India ¢ Some Findinws . 1981 (uﬁpublished)
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Table -~ 9 Arewise, industry-wise distribution ef the

caople snall enterprises

N LI Industry group Mumber of the sanple unite
Code corpencing sroductigﬁ'&u:ing Total
195165 | 1966=79

30 Mfg. of rubber, plastic, pebro-

lewn and coal products ‘ 45 (19.%1) 187 (80~26) 233
33 Basic metal and alloy indust- _

ries 68 {3%.33) 120 (58,82) 204
34 Mfg of metal products 227 (30.35) 501 (66.98) 748
35 Mfg of macliint®y and machine

toolas 117 (34.41) 206 (60.59) 340
36 Mfg of electric eguipment and

rachineTy 69 (28.75) 166 (79.17) 240
37 MNfz of transport equipnent 62 {40.26) 84 (54.55) 154

Total 588 (30.54) 1264 (65.86) 1919

Sources R. Nagaraj: BSone characteristicg of Smell Scale Indusgtries in
Indias Some further results 1983 (unpublished)

Notes The percentages as well as the rows do not add up to totals. This
1s becauze the enterprises estavlished before 1951 are excluded,
which account for 35 percent of the sarple units.
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Table 10 Arme distribution of factories under AST

Year | 197314 197677 1978-79
Before 1950 2G.4 14.8 1%.8
1951~55 7.4 5.3 4.8
195556=60 14,1 9.9 8,2
1961~65 18.7 12,8 12.4
After 1965 32.4 44..4 48,8
Unspecified Tl 11.8 12.0 @
Qenndt;

Scurce: Arzeeld Survey of Industries, Surpary embisbies {or Factory
bector, various Issues,
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Table 9 which is hased on a very much smaller samplepalso indicates

a minilar trend. About two thirds of the sample units came into existence

after 1966. Thus cn the basis of the information on age distrituation it

can be inferred; ithough not conclusively, that the small scale sector has

grown relatively at a faster rate aftér the mid-sixties,

It wonld be interesting to compare the age distribution of snall scale
enterprises with those of the factory sector, Table - jO presents a0q
distribution of factories covered under:?;nual Survey Industries for the
years 197374, 1976=77 and 1978-79. A comparison of then with thosce for
snall secale sector (aq given in Tables T to 9) for the corresponding yeors
shows that the propértion of enterprises commencing production after 1966

is nuch higher in the small scale sector than the factory sector. Thus it

slhggests that the zrowih of small scale sector has been relatively faster after

the nid sixties than the factory sector. Since a large proportion of small
enploying
scale sector (these [/ y more than 10 worker) cre included in the factory

sector the zbove resuli sugrests that the number of amall factories is in-

creasing at a faster rare than lar;.«r ones.

Our earlier analysis (Nagaraj, 1985) of marketing behaviouX of small
enterprises based on the NationalSmall Industries Corporation¥s(HSIC) all
India sample survey revealed that a mzjority of then produced internediate
products and sold directly to bhigger units in public and privete sectors.
Only a small proportien of these units sold their output to ldistributors
and agents. However thig exercise was also not quite satisfactory since

.

it does not provide data onkyaluo of goods sold thfough different marlke-
fing channels.

The detailed exaninatiorn of four digit product classification of the
¥SIiC data revealed that a large mumber of snall netal enginecring firms,

which are invariably not registered z2s ancillary units, undertock work like
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machining fabricztion ete on contract basis from large firms. This o~

vezls the sub-contrazcting nature of the relationship betwesn larze and

gmall firoms.

Although the evidence adduced so far doeg zeen to suzgest an increa-—
sing trend towaxrds sub-contracting in Indion mamifacturigs, it dees not
seen to be sufficient to hawmord 2 generalisation. One way to overcoce
the problen of lack of aggr%gated data is to supplenent it with nicro le-
vel gtudlics of specific firme, indastries, and regions,; to find out if they

provide any further insights intc the issue,

4. Casewstudiegs

by
In 2n excellant study on vertical inter-firm linkages jin the truck
* -

mamifacturing industry in India, ILal (1980) wointed out that the lovels

of bought-out components smong the two producers - Tata Engineering and
Loconotive Commany Limited (TBICO) and Ashok Leylandiimited (AL) - ds
comparzble to the levels affaiﬁed in the developed countries. However
betwsen the twoe producers there is o considersble difference § while ALY:
bought out components fofmed 59 percent of the wvaluc of the truck, it is 35
percent for TELCO. Like the manufacﬁures in the dsveloped cuvautries, these
firms noke a strict distinction b tmeun 'trﬂalulcnllly'“ade in—houge! and
'traditionélly bought cut! itéas. - The 1&Tt0¢ is sunplled by the auito-anci-
llary industry. It is-ia the former thot sub=contracting is regozted to
for mamfacturing relatively sinpler compenents wiich were earlisr il dy
honge. Over the years ‘omponhnts wora farped ent ko anall snb-nonlregtors

to take alvantags of thelr lower costs of pvodactlon, Lal's SUTVCY éhows
that the wages in sub-contracter's firms are about half of theose prevailing
in AL ond TBELCO. In adcdition do thé cost consideration, growt: in sub-contra-
cting.is céused by tue policy cf the réserv&tiom of on increasing lorge mwmn v
of items for produnticu Lu wmianll seals seotor, However this is not inplemented

very strictly.
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A study of industrial development of Jamshedpur, (Gu.pjta9 1980) ~ one of

the oldest industrial centres in India where Tata Iron and Sitecl Co.Litd.,

oWy € e -y sl =~ hgwy Bk
(7IsC0), TRLCO, and maé;§§;22 hrez-fourths of the gsample of swmall firms cmplo-
ying less than 3Q workers starfed in the seventies? (Tablév11) Gver 80 per
cent of the fi:ms omplbying less fhan 16 workers, and over 60 percont of the
units emplcying 11 to 30 workefsg manmafactured ageinst orders and they 11d not
produce for the market. Most of them sold their eutput te large units loecated
in Jamshodpur and cnly a very small proportion of them werc depondent cn ord-
ers from onc parcnt firm,

70 percent of the sample units are engaged in steel manufacturing like
casting, forgings, and machine partsy out of tihesc more than half produced
pzrts for the autometive industry. Though dupta dees not gtabte 1t explicitly,
it appears from the study thaot TELCO is the majdr buyer from these small- units.
If this infercncq ig ecorrect, then it is intercsting to note that although
1xLC0 has beon in exisience since 1946, it is only in the seventios that the
firn increasod ité purchase frém small sealc units.

Table 115 Fercentage Digtribution of Indushrisl Bstablishments

at Jomshedpur according to the vear of starting ope=
T orotdons Medium ond small sechor only

Year cf siart- Size of industrial estabiishment measured All catew
ing by number  of employecs ‘ gories,
Below 10-29 30-99 100~499 500 and size not
ahove . known

1939 ¢r before - - - - - - -
1940 = A7 2.7 2.7 - - - - 1.6
1948 = 55 2.7 2.7 8.3 - - - 4.0
1956 - 65 8.1 10,8 16.7 25.0 - 14, 12.8
1966 -~ T0 10.08 Bed B.3 12.5 - 14.3 2.8
1971 or aftocr T5.7 5.7 63.9 62,5 - 42.9 69.6
Date not available - 2.7 2.8 - - 256" 3.2
TCTAL 100.,0° 1C0.C 100.0 T100.0 - 100.0 10C.0
No. of cases analysed 37 37 36 3 - 7 125

Source § Cupta (1980)

* Unfortunately the study does not menticn the procedure for sclecting the
sample enterprises.
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Papola and Mathur's undertock a study of inter—sectorzl linkages in the

netal engineerﬁgﬁ'imustry in Konpur (NIC 33 to 37), one of the clder indu-
striai oenfréshin India. Thcy.dcfine wnall, nedion and large firms in terms
of the number 51" werkers enployed: up to 10 worr:l::\:;rs? smalls 10 to 50 peddum 50
-and above,larse. Uﬁlike other major centres in India, Rénpur dO?s not seen
to have a very large nolal engineeripg works enployig, séyg over 1000 wor—

kers. In this study they bave only two firms enplcying nore than 500 werkers.

Pesing the preblen withinlthe franework prcvidéd by Watanabey Papola0ﬂ¢fuhnﬁw
find‘Hyery 1ift1e‘technologi§al linkages, thpugh m&£ke£ linkages ( eub-contra~
cting) are gquite prevelent.. It is not difficult to see the reason for poor
technologieal linkages.  Tt is guite likely that ithe large fims in Pabola's
sémﬁle, with zn average size of A0 workers, are vechnologicelly backward
units which nay, in tarn, ve sub-conitractors. Intutively; onw would ezpect
- technological diffusion in & situstion where the pérent firm is rapidly

oxpanding with technological advaneccuient,
‘ _ ‘h}kgqryﬂwbarh
However it is intercsting to ncte that even these ®arge™ unit%(: which

in pobulér parlonce would be categorised as snall or nediwn scale fims -
also farm out producticn to get gnalleér units (employing léssrthan 10 wor-
kers,.whi¢h do not czme under the perview of the factorics Aot). . It scenn
to suggest that thgre could be not just One; but.several layors ( or stages)
of subwcontracturé (suhfcontraéting) between the finel user of the com§0m
nent and ite actual producer. The reasons fof‘subwcontraqting giver in the
study are 3 (i) lack oflrequired ﬂ@nhihery, (ii) Beasonal @xqeéa femand aﬁd
(iii) avoidence of employing additional woﬁkers for fear of attracting the

applicaticn of more labour regulations.

The temporal distribution of the sample units shows that fewer then
50 per cent of the units were less than 10 years old. The' propertion for

larger ynits was 40 percent. Thesc resulis are not inconsistent with cur
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earlier analysis of the age distribution of small scale enterprises. However
they dc indicate that in Kanpur a good proportion of small units have been

in existence frr a much longer pericd of time and it 1s difficult 3o speak

of an acccleration in the recent past.

TMere is another sct of case studies which focuses on the greater exploi-

-1

tability of labour in the small scale ﬁnits énd in the_unofganised sector,
This fact is very effecfively'maQe gti}ised‘by ;arg? scale enterprises through
gub-contréqting relationships. In a detailed case gtudyiof the ancilarisation
prograrmic of a large public sector; engineering entrcprise,gg/ it was found

. §
that the cest reduction was achieved nainly by cxploitation of cheap labour
in the =rigll sc units and not through the p¥inciple of division of labour

aJ@su:,, Unolatzsl)

and specialisation‘\ The study reveals that the pmrent firm had provided
little asgistence to the éncillaries9 nor did it nake any formal long tern
cormaitneont regarding pricing, workload, ﬁrice cgcalation clause ete, It did
not nake prompt paymont of bills. But it is gnteresting to notc that inspite
of such an "unegual® relationship betweesn the parent'firm and the small enter-

prencurs, t.e¢ latier's profitability seens to béxse high that they relax in

"air—conditioned confort®.

9

Therefore the brunt of the cost-%eduction in the ancillary units falls
directly on the workers since all labour laws are violated., The study provides
the fellowing data to show that the %ages paid are above the miniiwm prescri-
bed wages according te the old notificaticn but are lower than the new one.

The study alsoc suggests that ﬁho entrepreneurs are unlikely to agree to the

revised minimum wages unless the trade unions agitate for it.

@2/ The name of the Wl company has been withheld,
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It also discusses how lzbour lawvas are viclated,

Hoployce Presont wage  Mindine: wage os ,Migiﬁwq=wago oS per
S PP old autirie aownotificatisn U
®) cation, ®s) | (R

Shaper! 250 10% . 260

Relpér 100 = 150 #0170 250

Learncr 25— 1754 .25 200

tntehnan 100 = 225, 170 250

TN aﬁﬁbhmuwvt ™ iutLL Yok, i thc Tbuig ﬁr;ﬁx¢:%§lmun~7,ugﬁniq

#It is a sharp conbtrast to observe the mncillary
enterprencur rélaxing in the air-Sonditioned co-
nfort while vwading resistration of his factery,
to aveld providing his labour with the barest
niniome of facilities. The Gevernment policy
of encouvraging entreprencurship by subsidizire
the benefits given to cntrepreneurs is contrary
to the declared objectie of Jecentralisnung eco—
neiiic rower. The aneillary entreprensurs mnay
be educated wmenployed, but the very fact that
they cwn the expeonsivs cormodity, edagaliong ig

gonerally proof that they belomi: to the olite,
The profits of th. anedllarics go ke Lline the
ruekets of the sncillsyy cndreprencurs; and thus
the cycle cf scononic yower eirculating in the
hands ¢f a dinority continues. In othor weeds,
wihile guch policies are followed, poverfy will
renain inhereat to the systen.” (Wationol Small
Industries Corporation, nineo).

L~ In his study of small industries in Coimbatore, one of the growing

industrial centres whers a large muiber of spinning 2ills and twe majox

(1933)
jextile machinary producors zre located, Hﬂrris&found that a large propor—

tion of the engineering units are sub—contractors. Harris sayst

", .45 mer cent of the registoered wurkshops
and 35 per cent of the vhole sample are an-
gaged in sub-contracting in which they put
their own naterials; and that totally Just
over half of the full sample ars cngasged

in soue forn of sub~contracting, Wine

units (10 per cent) are engaged in one form
or another of “ticd' sub~contracting, with

a singlce parent firm,....48 2Dany as 37 uwuits
(cver 40 per cont of the total) are actually
engased in sub~contracting relationshiv with
‘large scale! factory industry.® (Harris
1982, p.982).



Jable 2

Specialised Activities of Workshops

Registered as 351

Wz

s

Uil

Unrcgistered (Workshops and PCP)

Sub=Contracters

Textile nill sparcs

Shcet metal parte nnd
pressings

Plastic parts
Castings

Structural netal falbrieatiom

Tied sub=-contractors

Costing

Jobawork
Tied job=work

Chain asgembly

(2)

(1)
(2)
(7)
(1)

(1

)

(1)

Electro~ylating

Plastic parts
Shact mebal parts
rchined paxts

Aluninigns and gun aetsl
caating

Costinge

Glags—fibre ranks

Machined poxts
Shect—netal paris

.. Textile nill spares

" (via & trader)
Machined parts
Patters

Machinod poris

gheet nebal parts

Patterns

(1)

(1)
(2)
(2)

(3)
(3)
(1)

1
(1)

(1)
(10}
(2)
(6)
(2)
(1)
(1)

Sewnce o Hanmis Q%y
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13 .
Table smfc) Daily wages of 185 workers in 12 light

Trdustrial Enterprises in Bulsar and Pulsar Taludhie

in 1974
Daily wages Ho, of workers Percent Cumnidative percent
(Rs)

Lessg than 2.00 5 2 3
2.07 = 34070 45 24 27
3,01 = 4400 36 19 46
4,01 = 5.96 39 21 68
5.01 = 6.00 26 14 92
6,01 ~ 7.00 1 6 a8
7,01 = 8,00 7 4 92
8'.0‘1 - 900 3 2 94

More than 9.00 | .8 4 98

Tnknown 5 3 |

Total 185 100 100

——— i b — = c—— -

Source 3 Streeféelf (1 981) p‘ - 665
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the sub=contira-

The product description.(Table 12) ghows that o
ctorz undertook simple machining operations or manufacture of gimple metal
or plastic components. One of the iutéresting findings of this study is
that the larger angineering {irms in Coimbatore encouraged their skilled
workers, espacially those employed in the machine shop, tc start their own
vorkshops. Parent firas supply sub-contractors with orders and, at times,
waw motericls alsc. A éording to Jarris, this is an effective way of redu-
cing labour cosis and incre#sing contrel over the labour process. However
he also says that this moy not be true of 2ll the firms. In many cases sub-

" <

contracting is encouraged to gove on capital expenditure zand to utilise the
specialised knowledge and skills of The snall firms. This is especially true

of the foundry industxry.

Streefkerk's detailed cccount of the characteristics of smsll indust-
ries and labour conditions in Bulsar, one of the very rapidly growing industri-
al towns in Gujsrat fairly close to Bemboy, shows that the growth of the light

industries i3 closoly linked to large scale units.

A number of industrial firms in Bulcar are
closely associated with large industricl con-
cemms,., Thus, we mighl speak of an intesra-
tior of modern light firms into industrial
structure, an integration narked by sceial
and sconomic sub-ordination with zespect to
the larger concerns. This asgociation allo-
we these latter firms tc supply themselves
with ralcotively cheap parts and io contra-
ct cut cerfain phases of the producticn

Process. K?treefkerk, 1681, p.ﬁ6@%~5§?’

The study dcoes not give any further debails on the relationship botwsen

foeins

large and small firms, Ii's %s#me is on comditicns of labour and labour
in the area~dud . revealing
relgtiona L t is L t¢ note how the small wnits consciously

avold registering under the Factories Act and how the bureecracy works hand
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in glove with these entwvepreneuwrs to deny the workers the stipulated mini-

mun wages. Further safety regulations sre viclated and minimum faciliti-

T
es are}erovideu at the workplace.

(Tenble- j3 )
The fedmmgaeo dataﬁshOWS the wages received by the sample of workere,

Further, ShEeefkerk, 8878

"The wages are low, their working days is often
longer than 8 hours, and they receive no paid
kolivay. They work in smail firms having between
5 to 30 workers which are dangerous und unhyglee.
nic, with poor lighting, inadequate ventilation
and teo many machines in tco small an area. There
is no question of any profit sharing programme

or other benetits" (Streefkerk, 1981, p.663),

In addition to the case studies discussed abave of s specific industry
or region some data and descriptive accounts of sub~contracting is availa—
ble for certain public and private sector enterprisges. Appendix = 1 pro-
vides information for 55 public sector plants for the year 1977-~73, It
ig interesting tc note that the captive units (ornexclusively ancillaries)
form only a low proporiion of the total number[%;: small units from whom
the public sector plants buy their supplies. This supports our earlier
argunent that the ingignificant number of exclusively ancillary units wnder—

estimates the levels of subcontracting reached in Indian industry.

The Bombay Chamber of Commerce snd Industry collected information on the

assigtance provided by their members for the growth of the smsell scale sector.

It was presented in a seminar organised by them in 1979. The summary of the

resulis are given in Appendix 2. Though the information is incomplete in
many respects and the firms for which the data'is available’ cannot be consi-
dered as representative, the data is nevertheless very revealing, TFirms

belonging t0 a wide range of Industries = metal engineering and chemicalg -

have developed sub-contractors. But the majority of work done by the small
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units consist of maéhining, fabrication, manufacture of components, plastic
moulding; assenbling etec. = all of which.are apparently labour-intensive
invelving simple techmology. Most of the parent firms offer some kind of
technological guidence, theough very few of them provide financial assista-
nce., Trhe situation in thesc units is quite different from what Papola noti-
ced in the metal engineering iﬁdustﬁies in Kanpur. Thie date seems tc su~.
pport our view that technclogical linkages are likely to be girony in a si=
tuation where parent firms are large, growing and technologically dynanic

units. .

We ncw present data for two tractor manufacturers which gives us insi-
ghte into the logic of large scale subecontracting. Iscorts Lid., (Sales
Ria 223,39 crores in 1982) ig one of the large, diversified and vexry rapidly
gxpagding engineering concerns mainly producing tractors, motor cycles, auio—
mobile ancillazy an@ a mmber of items for the railways. It is crne of the

firms which consciously promdted sub-contractors vight from ite incepticn,

Becorts News, the house journal states that "During the past 10 years, Es~
corts! total purchase from ancillary industries has risen from Bse 10 crores
to Rss 70 crores'. In 1981 Escorts had 3010 sub—contractors with the follo=

wing size distributicn.

Mo, of employvees No, of Units Proporticn of the toial
Upto 50 2197 750
51 - 100 602 20.0
101 - 500 151 5.0
Over 5CC 610, 2.0
Total 5010 100.0

- — o e b ——

This data shows that nearly three-fourths of the ancillary unite are small

ones employing fewer than 50 workers. Though these figures do not tell us
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anything abcut the distribution in terns of the total wvalue of goods supplied,

they @o neverthelass point to the significance of small sub=contractors,
The management very proudly clsims this to be evidence of the success of

1%
74

taeir "Corporote philosonby

"Nowhere has Escorts' philosophy of interde-
pendence been more granhically illustraled
than its continous support to ancillary indu-
stries during the lasi 20 years., Over %000
ancillary industries, making over 500 diffe-
rent components for tractors etc. have been
vital fagotor in Bscorts' rapid growti: over
the past decade™. (Escorts News, 1981).

Ae entrants
Ficher Goodearth Ltd. is one of the wmek XL into the tractor indu-

stry. Corpared to the other firms in the industry the extent of sub—-contra-
cting irn this firms iz apparently m. The proportion of bought-out
parts forms about 81 per cent of the value of sales; excluding the excise
duty, Bven if "the contribution of Mraditionally bought ocut" components -
which are never wanufactured by any ﬁractor producer - is excluded, the
supplies fron gmall sub—contracters anount to 30 to 40 per cent of the value
of the tractor (FICCI, j9§1). The management atiributes the lower price for
its comparable range of tracteors o its efficient ancillary development pro-

grarme. wusiness India, Feb. 2-15, 1981), Ficher Goodearth is now scbting

up an ancillary estate consisting of 80 units in Kalka. (FICCI, 1980).

i/ The logic of ansillarisation at Escorts is very neatly summarised in a
popular articles MAncillarisation has been pexfcct stravegy for gene-
rating funds for invazstments all salés are against cash but the company
get 30 days credit from suppliers. Hesults most years the company does
nct need Lo g0 to a bank for working capital and in fact has a credit
balance. This saves crores in interest chargest money that can he
invested fYor growth. Incresse in tractor ecapzcity frow 20,000 to
34,000 will be financed entirely through coupany'!s own funds®, ZEEEE?
i Today, July 31, 1982, p. 103_/°



Conclusions

To, recapiulate, the analytical issuses dealt with in this study are
(i) o understand the meaning of sub-contracting and its distinction fren
nore general inter-lirm relationships, (ii) 1o outline the variocus forms
of sub—contracting in Aifferent types of industries, and (iii) to analyse

the logic of sub-contracting especially in the Indian context.

We have attampted to show that although the element[éxploitation of
cheap labour in sub-contracting undeubitedly exists, it is far from an ade-
guate explanation of the growth of this relationshiyp Letween large and small
firme in Indian industry. Our effort in this study has been to bring out
the complex set of factors which influence sub—contracting, like the role
of Govermment policies gthe nature of production technology, the level of

industrial develppment and the histerical-background of modern industrialisation,

Our attempt at docunmenting the changes in sub—coniracting in Indian indu-
stry, thoush locking in detailed gtatistical account 2t the mecro level, does
suggest a considerable growth. While in the fifties lorpe enterprises belie-
ved in rmanufacturing as many components in - house as possible, the situation
has distinbtly changed in recent ftimes. Now firms consciously minimise their
capital investment by promoting sub-contracting. In addition to taking adva-
ntagezégziialisation and divisicn of labour, the promotion of sub-contracting

o trvedhoad.
is largely guided by two considerations § lower labourhgpsts in snall firms

and restricting in-house employment of workers tc minimise the potential threat

from organised labouxr,

The perent firms seem to provide some sort of technical gunidance but very
little financial assisbance. 0On the contrary sub-contractors extend trade cre-
dit to parent firms ranging from 30 to 90 days. Though exclusive aooillaries

are provided with scme additional concessions by the Government it appears that
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neither thé parent firme nor sub-contractors prefer this exclusive status.
The fact that sub-contraching has increaged since the mid-—sixties suggests
that the srowth of this relationship could have been in response to the

recession of the mid-sixties and the slower growth of mamufacturing cut-

put in the subsequent period.

Although the evidence marskelled in this study appears substantial
in actual faet it lacks in detail. Excepht In providing a bread view of
the changes we know precious little about_how sub—contracting is organised
and the logie of its grcwth. Ampng the case studies only three; naaely,
Lzl {1980), Papola and Ma:l:hur' (1979) and WSIC (undated) have attenpted to
understand sub-contracting in any detail., In the remsining st&dies the isgue
of relatiouship between large and small firms ié incidental to the main fo-
cus of thei; enquiry; ‘Morecver gven the three studies uentioned above ezxa-
nine sub=contracting narrowly in terms of either (i) linkages between the
formal'anﬁ,thc informal sochor or {ii) diffusion of technology or (iii) ex=

ploitaticn of cheap labour,

On the basis of our discussion in part I of tnis study we find that
these investigations have focussed the préblem‘rather narrowly o only
a few dimensions. Sub-contracting has to be understood as an integral element
of the growth stratogy of.the firm in the larger contex@ of the orgapisation
of production and industrial change. The role of Governﬁent policies, espe—

cially in India, could have played a crucial role in promcting sub-contracting.

In the light of the abqve discussion we think a number of questicns have
to be answérede First and foremogt, we need to hax@i?orélsounﬁ copirical ba-
gis to assess lhe extent of growth of sub~c§ntracting in different industries
in different regions.  Second, how it is organisecd and the factors which have
proncted or iphibited its growth. DMore precisely to what extent it is influ=

enced by the specific nature oo the product and its market conditions; its
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characterisation as public or privata‘sécﬁbr; the development of infrastru~

-

cture in a region and Government 'peli-c:ie.a;. Thirdly, how sub-contracting
leads to diffusion of techniecal skills, menagerial practices and entreprene—

urial talents.

We believe tirese quesfions-caﬂ best be amdwered through a series of
case studies of specific firms:and/dﬁﬂgpcﬁiﬁig regions which specialise in
certain industrics. Sueh stuﬁ-ies would mecessarily have to collect infor-

from ' '
mationz@he parent firms and thein sub-~contragtors as well as the workers in
the small units who probably Eform the backbone: of this institutional arwan-
gement of productiom. In a Sl‘tu&.’ﬁ.‘l@n where sub—contractmg hag nore tha,n
. ueeful
one layer or stages it would be-veryﬁé_ to 'map out' the sub-con-
tractlng relatlcnshlp through all its stagesq Thue‘ip this marner one can
im - b&lfutph m"” )
trace thc‘%otual producer and the usexr or marketing agency and the logic.

of this arrangement.,
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Nimber of sub-contractors for Public sector

Units, 1377-78

S1. Name of PSU . Exclusively Bmall Scale
No. neillary
Units

(1) (2) (3) (4)
1. Bharat Heavy ¥lectricals, Ltd., Hardwar 21 100
2., Bharat Heavy Eleciricals Ltd., Jharsd G 33
%, Bharat Heavy Flectricals Ltd., Trichy 32 175
4. Bharat Heavy Electricals Ltd., Hyderabad 16 40
5. DBharat Heavy Hlectricals Ltd., Bhopal 50 NIL
6, Bharat Dynamics - NIL
7. DBharat Heavy Plates & Vessele Ltd., Vizeg 2 48
8., Bharat Aluminium Korba 6
9. 3Bharast Barth Movers Iitd., Mangelore

BM Divn. NIL 115

kool mg@d Coach Divn - -

10. Bharat Coking Coal Ltd. - 5
11. Bharat Electronics Litd., Bangalore 14 250
12. Bharat Pump & Compressors Ltd., Naini - 35
13. Boka¥s Steel Ltd., 16 58
14. Electronics Corpn, of India Ibd., Hyderabad NIL 223
15. Pertiligmer Corpn of India Ltd., Gorakhpur 3 5
16. Fertilizer Corpn. of India Ltd., Nangal 1 7
17. Fertilizer Corpn of India Ltd.,, Sindri 2 4
18. Fertilizer Corpn, of India Ltd., Durgapur - -
19. Fertilizer Corpn. of India Ltd., Trombay - 50
20. Fertilizer Corpn. of India Itd., Barauni - -
21. %ertilizer Corpn, of India Itd., Ramagundam - -
22, Goa Shipyard Ltd. 13 -
23, HWMT, Pinjore DR
24. HMT, Bangalore 3 IL
25. IMT, Kalamassery 9 8
26, HIT, Ajcer 1 2
27, Hindustan feronautics Ltd., Koraput 1 1
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(1)

(2)

(z)

(4)

. 28.
29.
%0,
%1,
324
%3
34
35

36.

55,

Source: Develupment Commiggsioner, Smzll Scale Industries (1978).

Hingustan Aeronautics Litd., Bangalore

‘Hindustan Aeronsutics Litd,, Bydemabad

Hindustan Aeronautics Etd., Nasik
Hindustan Steel 'Itd,, Durgnpur

Hindustan Steel Ltd., Rourkela

Hindustan Steel Ltd., Bhilad
Heavy IEngineering Corpan., Ranchi
Hindugtan Antibiotiecs Lid.
Hinduwstan Cables Ltd., Hyderabad
Hindustan Shipvard Lbd., Vizag
Hindustan Teleprinters Lid.
Instrumentation Lt@., Kota
Instrumentation Ltd., Palghat
ITI Bangalore

ITI Naini

IDPL, Rishikesh

ITPL, Hyderabad

Indian Petro Chemical Corpn . Ltd., Baroda
Manganese Qre

Mazagon Dock

Mining & Allied Mochinar® Corpn.
National Instruments

Nepa FPaper Mills

Madras Refineries

Praga Tools

Scooters India ILtd.

Triveni Structurals Litd.

Garden Reach Workshop

%0

16

52

NIL

113
115

58
&1

67
60
50

NIL

21

NIL
116

163
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Avnpeaidix 2

Tetails of Bub-contracting by selected private

sector units

{Rs.in lakhs)

Sle Nanme of the firm Product No.cf Value of

No,
marnt ae . Sibe  coniponents ; .
otured qontrapﬁ ﬁhased Types of goods purchased Asﬁlstance offered Renarks

gtors fron sub=-
contractors

1

o & O G 0 ©)

'
A iy e - — i .

1. Betliboi and Co.Ttd, Machine - 5Q - necessary toolings,
tools : jigs & fixtires pro- -
vided
2. Blia Ster Itd. cir condi- ! : :
- tioning equi- 50 - Plastic muuide and vaccun formed articles, technical and finan-
praent p{?ssed couporlents, noulding work, glectro~ cizl assistance -
vlating, galvanising cte.
3. Corlin Pvt.Lid, i5 - ‘ - technical cnd finan-
. : cial assistance "=
4. Caprihans India Ltd. - g - Ceontrol panel and erection of electrical AR N
equipmcni installation of heavy machina- drawing are supplied ,
ry and fobrication, specicl costing of fer fabrication of s
nonferrcus netals and machining conpenents and spare i
parts. -
5. Gobriel Indin Lid. Shock ab- 40 - fobrication, machining, wvanufacture of technical and finan- LN
sorbers rubber d4nd plastic components cial assistance -
5. Hercules Hoists Ltd. - 40 - manufacture of parts - : -
serviced
[ %E%dellla chenicel Lqurmicals - - nachining and f.surication work - -
d.
8. 1Indinn Cord 2loiLing
Co.Ttd. - - - Packing cascs and press parts Supely of row matori-

als, gusrartesd off- =
take, techniccl know-
how



s

Al

?;3 (2)

(3) {4) (5)

(6) o ' &

?e  International Comnuter
Inrdian Manufacture Lid,

10, Kirloskar Brothers Ltd.

11. Largen and Toubrs.

12. MICO Lta,

17. Nontional Flectriecal

Infugtries Ltd,

14, Philips India Lid.

Computers 300 -~
peripherels
Enoineering
= = 155 200
aooda
Fhigineering -
T 1500 bub
© with 600
cf them dep-
Jings on a
regular ba-
ois
Spork plugs 260 360
cnd fuel irje-
ction pumps and
other ~uto an-
cilicries
14

Indugtrial snd 561 1100
consumer eloete

ronic

Machining jobs, plastic,nylon wno- Supply of tools, jigs

uldings; muchanicel/slectrical & Tixtures, inspection

assemblies equipment, teclmical
assistance of euppliers
DETEONINE] mmee

Coremaking, casting,fettling,pa~ Project reports, guidarce
ttemm molcing, mechindng, zssembiy,o o about securing loans,
packing bex malting, koy making, e selestion of machie
plagtic articles,fabricaticngme- nary, training of workers,
chine reconditioning naintenance of records

machining, fabrication, sheetl metal
press work, ‘orgings, crsting, noul-
ding, prper cortonm, printing, ¢le-
egtrical and eclropic items, sub-
assemblies, assemblies, heat treat-
ment, electroplating

turned parts, metal pressings, pla- Comprehensive technical
svic components, consumable sools, assisionce, training of
pocking naterial, figs and. fixtu~  perscunnel, supply of row
res, components for special purpeose moterials, tcools, gunges
machines,

etc.
Mochiving, fabricatior, rubber pro- -
ducts, moulding corbon brish
- technical expertise, ma-
nagerent skills end gai-
dence

the firm-hag
egtabilished a
covperutive of
omzll entrepre--
neurs and ;zot the
25 acres of land.

It isi e policy
of the couopany no
boolk more thon 35
percent of the =
cillary unit.

the ancillaries -
are odviged to
seck ollezst one
third of the busi
nega from other
industrisz.

Tney employ about
200 worksrs

The no. of worker
supplied by the
ancillaries is as
many a8 worhing
witiin Phiiips
plants. The anci
llaries are free
tc purchase out~
put for other fir
w8 also
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iii

1) (2) () (4) (5) (6) (1)

-~
L
il o)
[+
Ner?

15, Ealllwolf ILtd. Hagd drilling ma~ 2¢ - Machining, remir prosessing,plas Supply of raw ba~ .
chines ting, painting, die, casting, sheet +terials, advance
metal and fabrication payment for deve-

lopment of figs
and fixtures, and
technical assist-

ance
16. Sal: and Sanghi Autormebile parts 7. - Pressure die costing, nickrl snf

Automohiies chrome pleting springs and machi- - N

ning of couponents '

17. Schuader Schovi- Tyre itube valve 50 = Components technical and finan- T out of 50

1ldvnean Ltd. cial assistance units are

‘ excluL..ve arn-
cillarins,

18. Steclage Industrice Steel furniture 32 - - - -

T t ]

1Ty

Source: Borbay Chamber of Commerce and Industry (1979).
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