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Preface

During July 1977, I taught in an Executive Development Programme

on Project Identification,formulation and Appraisal (PIFA), The topic
on which I concentrated related to identification of projects and

how one Eould understand this in relation to a system, While I was
taking these sessions, I had perceived some gaps in:my own understanding
"of such a process. Subsequently, I devoted some time to work out
the details-of a framework and ended up with the present paper,

I do realise thé limitations of my approach and analysis and would

be thankful Foﬁﬁ i?};bmments from the readers.,

I wish to acknowledge typing and other assistances given by

~my secretary, Mr. A,M, Muraleedharan.

S October 1578 H N PATHAK



This paper aims at integrating areas of formal planning system
and decision making with project identification by an entreprereur,-
a development agency or corporation. The agency may be in the field
of industry, agriculture or services but its primicipal activity,
as viewed here, is perception and identification of development oppor—
tunity or projects. This paper draws upon management approach to such
identificatinn, entrepreneurial and managerial aspects of such identi-
fication and the methodology developed with reference to this overall
.activity. This methodology is developed, as we shall see, with reference
to development dec’isions of big corporations or industrial concerns,
Nevertheless, many aspects of this methodology are useful to develop-
ment decision by an agency. For us what is more relevant is the
identification of a development project which precedes an investment

decision,

This paper is divided into three parts. In part one we discuss
the Hlevelopment process with major emphasis on the entreprensurial
_decision. In the same part we also discuss the major factors and
forces which in a manner provide an explanation for industrial and
entrepreneurial development in India during the recent past. In part
two we examine the.corporate experience in the field of envirommental
-9cann1ng and analysis to relate the same to strategic and entrepre-
neurial decisions, In part three we try to formulate a conceptual

framework which should be useful to intending entrepreneurs as also

development corporations,.



The first distinction to be understood is between an entrepreneu~
rial decision and a managerial decision, The former is characterised.
by its innOVativé nature.(1) But this is not enough nor are we
concerned here with what is and what is not an innovation. Our aim
is to throw some light on the manner in which an entrepreneurial
decision is taken or arrived at, Thus, our analysis does imply an
acceptance of the definition of ‘'what is innovation' but ‘how it is
approached' as against 'what it is', has greater “relevance for this
papers In the availablé literature on entrepreneurial decision answer
the question "What is an entreprencurial decision" or "What do entre-
preneurs do" is generally available but not "How do entrepreneurs
innovate" or "Houw do they do it". One of the reasons for this perhaps,
is that historical accounts of what entrepreneurs do are largeiy bio-

graphical and not so much decision-oriented. Hence, the innovative

process per ge has remained largely unexplored.

1 The term 'innovation' has to be understood properly. It is
certainly a new idea, a concept, a product or a process,
More precisely innovation is the act of organising activity -
business activity more particularly - around the new idea or
concept or the activity of commercially harnessing the inven-
tion or results of some research. The unconditiomal associa-
tion of an innovation is the fact that it is something neuw,.
Development organisations in their own way do face the challenge
of developing something new when the traditional manner of
conducting activity does not seem to solve their problems,
In the unit of such an innovation, a2s defined in this paper,
is a project. Hence, project identification has been regarded
as co-extonsive with innovative activity. This however, does
not exhaust the concept of innovation. More of this discussion
occurs elsewhere in this paper.



Entrepreneurial activity'diuides itself into three sets of

interdependent activities,

(a)  Perception of an opportunity based on an innovation,

(b) Setting up of an enterprise ~ a busimess unit, an
industry etc. to exploit the same and

L

(¢) Running the business as going - profitable= ,and
growing concern.

From the point of view of any agency interested in generating
developmental forces the above three activities would transform

themselves into three macro-level questions as follows?

(a) How are opportunitios generated and perceived

(b) How are resources allocated and development
activities started whether at the industry, zonal
or regional levels and

(c) How do these activities become profitable, self(z)
sustained and induce grouwth activities further?

Of the three, this papesr weuld examine the background to (3) in
both the formulations ~ micro and macro - in order to state 'How do

entreprencurs innovate' or 'How are opportunities gemerated'..

2 Corresponding to these three macro-level guestions are three
policy-level prescriptions. These may be stated as (a) uhat
should be done so that many more individuals or agencies
perceive opportunities? (b) What should be done so that many
more units are established? (c) What should further be done
so that the success stories of these entcrprises generate a
second line of entrepreneurs? Industrial development or the
development process, viewed in this manner, consists of the
pioneer - the entreprencur and the follower or the second-line
entrepreneurs, 1he first case is as important a2s the prolife-

ration.



It will be understood that the entrepreneurial decisions
cover a longer period in terms of their implementation and operation.,
They imply a break from the past, carry larger risks and a vision of
development with far-reaching economic and social implications. As
against this, the managerial decisions are generally addressed to day-
to-day problems, are short period in terms of operations and carry
adjustments as against fundamental changes. They are also known as
routine or administrative dccisions, However, drawing a simple demar-
catiné line between entrepreneurial and managerial decisions is
difficult. In many cases the entrepreneur himself becomes the manager
of his unit, The above distinction betueen‘antrepreneurial and

managerial decisions, has therefore to be accepted in a limited way.

The Developmental Process

The developmental process is essentially an innovative process
and at the macro-level it is the nutcome of several entrepreneurial
decisions., The qntrépreneurial scanning of the environment is the
precondition to such decisions., In many an underdeveloped economy
the entrepreneur or the enterprising man on the one hand, and tradi-
tions of industrial and commercial development and all that go with
it on the other, are relatively weak. It is therefore suggested that
major entrepreneurial decisions in strategic sectors by development

agencies are recuired to start the process of industrial and related



.deuelopment.(S)

The entreprencur in this gontext -.may be an
;ndividual or an agency like a2 development corporation, a regional
déuelopment authority or a planning body but each should be able to
identify innovative projects with strategic importance and take
entrepreneurial decisioﬁs. How far could such decision-making agercy,
in addition to the individual entrepreneur, be assisted by formal

planning and systems ‘analysis to identify projects for their entre=-

preneurial decisions?

By their very definition entreprencurial decisions are innovative
in nature, They involve innovation, investment and risk, These three
are closely interrelated and as ws would see, the crucial problem has
always been to define anmrinnovation in a given set-up. There is no
ready definition of the term innovation and Schumpeter used the concept

(a)

in more than one sense, For Schumpeter innovation is only a short-—

hand expression for a range of decisions that the entrepréneur must be

3 More popularly known in economic literature as thé strategy
of unbalanced growth, See, The Strateav of Economjc Development,
Albert O, Hirschman (Yale University Press, 1958).

4 On entrepreneur and entrepreneurship Joseph Schumpeter's views

are available in almost all of his writings, Nevertheless, the
publication which truly recognised the dynamic role of the entre=-

prensur is “he Thgg:§ of Economic Development - (Harward Economic
Studies Series, 1934). Schumpcter has viewed the entrepreneur
in this as part of a socio-economic process. The other important

work is Capitalism, Socialism and -Democracy {(Unwin University
Books, London), 1965,
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Eapable of taking. The decisions fall into the fieclds of technology,
organisation, selling and markets, research, public relations,
employment cowordination of productive inputs and sven management,

The common characteristic applicable to all these decisions is the

fact that they are all related to something 'new'. We can extend the
concept of innovation with reference to a development agency, and
include even creation of infrastructure, institution-building and
creation of new organisation. These become almost co-extensive with
development activity and are accepted as projects. Infrastructure of
all types - roads, power, communication etc, - provide the much needed
pre—=condition for industrial and other growth. Thus these decisiors
and forms of investments in the same, can also be regarded as
entrepreneurial or innovativc decisions in the typical underdevelopment
melieu., Ue must however, make it clear that the essential features

of innovation as something 'mew' imvolving investment and risk apply
notwithstanding the context. And yect what is recognised as an
innovation in one period'or phase of development ceases to be innova=
tion in the mext. Innovation is therefore a historico-rclative corcept.
Corresponding to this, the individual or agency whom .we call an entre-
preneur also will be historico-relative. He will not perform ths

same functions but will continue to innouatGQS}At the same timo,

5 A somewhat similar context is found in Chamberlain when he
states "...a8 a firm's managers embark on new projects, they
encounter a variety of novel ptoblems which must be resolved.
Gradually the difficulties are overcome and this novel becomss
converted into the routine, releasing management's time for
other new projects leading to firm's expansion". See Epter-

prise and Enuiznnment - the firm in time and place. Neil U,
Chamberlain (McGraw Hill Book Company, New York, 1968) p.19



whether or not a decision is entrepreneurial /innovativo will deperd
upon séme judgement about the context and the enviromment. The
development agency like the individual entrepreneur is required to
identify what is innavation in a given sct up or ..meleiu and organise.
its activities to implement the same in the form of a project. This
glarification is essential because it provides a perspective to the

understanding of innovative process and entrepreneurship,

In the business world however, entrepreneurinl activity and the
background to the decisions are likely to reveal a highly unsystematic
at times erratic processes with reference to identification of innova=
tive projects, The course adopted by no twoc entrepreneurs would be
identical., It will be equally correct to say that the same entrepre-—
neur would not identify another opportunity in the same way on anothér
occasion. As an articulata'entrepreneué described it the range of
entrepreneurial identification extcnds from "random perception of an
opportunity to a systematic development of industrié; in the recent
past in India we do discover some pattern both in regard to perception

and identification of the opportunity and the overall growth of

industry, Thus, even when each entrepreneur moved as an individual,

isolated in a manner from other entrepreneurs, all of ttem placed
togehter uere moving in a certain direction. In other words; indus=
trial development that was taking place revealed a certain definite
and unmistaksable pattern. If this data is analysed it should offer
soms bases for developing a "systems way of entrepreneurial identi-

fication," This data needs to be analysed and the typs cof gquestions



we have in mind for such an analysis may be stated as follows?

Hou have entropreneurs perceived apportunities? In doing this what |
areas did they lopk.into or examine? Uere they guided by any major
factor or ‘'set of forces operating around them? bid they find any
encouraging and‘discouraging factors in their activity relating to
perception? Is it possible to analyse answers to the above questions
and develop guidelines for future development? Let us briefly epumerate
the bases or background to perception é? opportunity by entrepreneurs

in India during the post-independence period,

Framework of Planning

In order to evaluate or obtain some measure of growth of entre-
preneurship, ‘we should firstly take the major macro influences which
seem to have provided or widened scope for the saha._ The question
/to which we are seeking an :answer is what was happening to the basis
of opportunity during this period and how had it been understood or
. defined by the entrepreneurs. It will be agreed that any empirical

examination in this field must start with the basis of opportunity.

In the first place, planning for economic'development was Qoing
to take place in terms of ceftain objectives, strategies and priorities.
‘These, in their turn, were to be translated in terms of basic policies,
investment magnitudes, sectoral allocations and targets. All these

were in a sense to lay bear the major objectives of industrial and



development.(ﬁ)

When the first Five Year Plan was being formulated
the first Industrial Policy Resolution (1948) had already been

‘passed and had provided some directions for éhterprise. The schedules
of the Industrial Policy Resolution weré suggestive as it were, of .
the channels through which entreprensurial developments were expected
to flow., The programme for industrial development of the Five Year
.Plans provided the muech needed content. The specific industry targets

were evolved through the committees appointed for each industry group.

These then were incorporated in the industry plans and programmes.

Such a framework should place entrepreneurial development and its

typical manifestationg in a propsr and somewhat meaningful perspective.
i

It will be seen that we are trying to establish some relationship

bétween certain macro=1level forces and the behaviour of the individual

entrepreneur,

The Policy Frmework and Entrepreneurship

The Industrial Policy Resolution had also introduced another
far mere important and basic consideration relating to industrial and
cntrepreneurial developments = this was the determined effort on the

part of the State to reserve certain industries and sectors for the

6 Accerding to Medhora "Planning affects in many respects not
only the circumstances within which entrepreneurs operate
but the content of the entrepreneurial function itself",
See his "Entrepreneurship in India," Politieal Sciepce
Quarterly, No,4, December, 1965, pp. 558«580,
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public sector. (This relates more to the Industrial Policy Reso-
lution 1956 than the Industrial Policy Resolution 1948). The growth

of the public sector meant massive investment of capital, plant,
machinery and technology, public owhership and control and a position
of strategl#: importance for the industry., These, in their turn, were
to proliferate however, through several successive and related streams
of industrial development, The initiation of the public sector at

once seemed to widen and narrow the sphere of entrspreneurial activity.
Insofar as, the state entered certain industrial field as an entre-
.preneurial and pioneering agency the field of private enterprise became
ghrunken., But as a result of the development in the public sector,
opportunities began to show up in many related fields of activity
extending in a manner, the overall area for industrial and entre-
preneurial development. Interesting results of such expansion can

be shown if we examine the backward and forward linkages relating to
any major public sector investment, The backward and forward

linkage could be used as a tool for assessing and even initiating
entrepreneurship development, It could also be used at the second

round for ancillary developme nt.

Import Substitution

Growth of entrepreneurship in the post-independence period
was substantially helped by the policy of import substitution. It
formed indeed a part of the broader strategy for industrial develop-

‘ment but deserves a part of the broader strategy for industrial
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developmen® but deserves a separate mention because of its considerable
impact in determining the character of industrial development. Import
substitution has remainped as a single important factor in the industrial
development of many countries, The policy measures which directly help
this are tariff protection, import restriction, total ban on imports and
development of local substitute materials., The more positive aspect of
these measures are the promotional measures to encourage industries
based on import substitution. While this kind of framework has helped
the growth ‘of enterprise it should be specially emphasised that some

of the industrial units were coming into existence aimost for the first

time,

We may now enumerate some of the more specific factors and policy
measures as providing basis foropportunity and entrepreneurial perception
of the same, In addition to the policy of import substitution, several’

other policy measures and factors need to be enumerated. The following

\

is a select list but does illustrate the main thrust of the argument:

entrepreneurs have selected products based on their ouwn
experience or their partners' experience in the line.

sntrepreneurs have selected products based on the expan—
sion /diversification plans of their own or any other on-
going business, ’

entrepreneurs have selected products which are likely to
"have a ready demand either in the local or regional market.
This may also be due to their product being a renuired
component in a major industrial product or it may be based
on the expansion of a major industry,
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entrepreneurs have selected products whose import® are
banned or controlled by the govermment. This factor has
been found in the small, medium and large scale industrial
units. .

entrepreneurs have selected products which show high profi-
tability.

entrepreneurs have selected products based on certain speci-
fic advantages available to that product,

entrepreneurs have selected product lines guided mainly by
changes in certain aspects of industrial policy - more
specifically the licensing poelicy. The delicensing of
vanaspati is a case in point,

Somewhat similar to the above is the situation when entre-—
preneurs come to know of a product line as a result of Reparts
by govermment committees. Entrepreneurs' selection of electro-

nic products was attributed to the awareness created for the same
by the Bhabha Committee Report on electronics.

It will be seen that the basis of the oppértunity or project in
the above enumeration is vieuwed as emerging from the immediate or related
enviromment of the entrepreneur to the somewhat remote or unrelated
aspects of snviromment. Ue can also view it alternatively as
proceeding from moreYSpeciFic to-qgeneral. In actual industrial situation
this basis could be multiple insofar as, the entrepreneur's perception
may be influenced by more than one Facth. For examplé, import substi-
tution may be the more important factor but the position of the product
_wifh reference to schedules of Industrial Policy, licensing or delicensing
status, relation to overall plans of industrial development and there-
fore some kind of inter-industry relationship etc., provide a combi-
nation of factors which sustains as it were, the entrepreneurial perce=-
ption. The multiple basis, in our view, can be examined further with

the help of tools of formal planning.
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The entrepreneurial perception of the opportunity in the above
relate to three categories of decisions - starting of a new unit and
rxpansion and/or diversification of output in an existing unit.

Now the decisions with reference to the latter two categories are gene=

rally taken by the manager or the cheif exscutive of a company. The

decisions do however, partake of entrepreneurial perceptions, Even with
regard to decisions for expansion of output in the same product line
more recent tachnological development require to be evaluated amd hence,
a modified "innovation-investment-risk nexus" would be found operative.
The decisions relating to diversification on the other hand may require
many more aspects of the environment to be examined and evaluated.

The decision in this would bear comparisan with innovative, entrepreneu-
riai decisién. From the point of view o% the main focus of this paper,
we would now examine‘hou entreprenesurial and managerial decisijions cover
br have reference to different aspects or segpents of the enviromment,
Fufther, we would like to find out if we could exami&e such references
with thebhalp of a formal systems approach, Alternatively, what would
be the limits within which such a Formal‘appréach would be applicable
leaving the rest of the decislon~ making areas to intuitidn, hunch

or rule of thumb,
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Un this subfect much literature of an adevanced nature is available
in the field of private corporate planning, development and decision~
making. A fundamontal precondition to all this is environmental
scanning and analysis.(7) Environment is indeed a very inclusive
concept and would at one stroke engulf all the aspects, cultural, social,
political, legal, economic and techmological, some at local and naticnal,
other at international levels. Further, every company and management
operate in an envirormment and the different aspects Of, snviromment
reveal themselves only in the context of different situations which
require analysis, understanding and at times, decision-making., From
-the point of view of a single, on=going company the céncept‘of the overall,
all-embracing genéral enviroﬁment is not so much relevant as its pecu-
liar operational envifonment and the company ekecutive or management
normally concentrates on scanning and studying this enviromment,

The opsrational enviromment is the one in which the company has its

day~to-day operations, The objective of such a study or examination -

7 To scan according to one dictionary is "to serutinise point by point",
' according to the other "to look intently at all parts successively”,
The popular meaning of scanning is "to look over something hastily".
The particular cannotations of scanning accepted here are the former
two. For details,see Sganning the Business Environment. francis
Joseph Aguilar, (The MacMillan Company, An Arkville Press Book,
New York (19675,'Chapter 2, po 9. The Seanning Process. Aguilur
discusses four types of modes of scamnning such as, (1) undirected
viewing (2) conditioned viewing (3) informal search and (4) formal
search. . In terms of the major emphasis of this paper it will be
modes (2) and (4) whieh will be more useful as against modes (1) and (3)
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may be,

(a) need to predict,

(b) enabling management to anticipate and initiate changes,.
if required, and

(c) detect signals for long=run development for expansion
and/or diversification of the companies activities,

In doing this tﬁe company -is trying to establish some meaningful
relationship between its activities and envirommental forces around it.
Fromutﬁa point of view of a company, taking a long period of time envi-
roment has two broad, identifiable interpretations. One - enviromnment

as an uninterrupted, continuous series of events and tuwo, events

and happenings that mater and hence, need to be studied by the company
management. In point of fact, the emviromment reveals itself more
meaningfully to the company only in terms of the second category above.
But it must be stated that what is included and excluded from the envi-
_ronmental aspectsrin each situation would always depend upon the nature of
- problem and decisions to be taken. If it is a routine management decision
than the aspects of the enviromnment to be taken into considsration are
perhaps, definable and treir dimensions are almost known; The company
management will be inclined to examine its operational environment.
._Howevar, if the decision is an entrepreneurial or innovative decisiowm,
‘the time involved will stretch over long period and we are likely to
'comelacross environmental aspects which are mot fully definable,

In other words, this type Qf scanning typically involves informational
'requirements that cannot precisely be defined, data that are not readily

available and subjects athat are at times unfamilar to the scanner.
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Formal in this context bears literally the same meaning i.e. pertaining
to the form, based on forms and rules. The question is? Can the

entrepreneurial scanning be dreduced to a formal system?

Commenting on the comprehensiveness of such owerall scanning,

Aguilar states, "Scanning must ﬁove farther and ?arther from the immediate
environment of the company in search of basic trends. Emphasis must shift
érom the immediate areas in which the company competes to the industry

as a whole and thence to the aggregative and general, economic, techno-
logical, political, and social spheres. Each outward step multiplies

the number of relevantlfactors and the volume of information to be consi-
dered, Each outward step introduces increasingly tenuous relationships."(a)
Both in terms of range and intensity such scanning differs from scanning

for routine managerial decision. Such scanning again may be undertaken

by an existing company or a new company. ‘The information that a company
collects at such stages is therefore very comprehensive but the same

hae to be understood and analysed in terms of some criteria of relevance
because every piece of information may not be reguired. Describing this
‘difficulties inherent in overall scanning and collection of information

one executive stated, "Assessing the environment is very much like

piecing together a giant puzzle from the parts of many giant puzzles.

Yéu have the problem of looking for the missing pisces apd_the problem

of deEiding which of the pieces you pick up even belong to your

" (9)

puzzle'¥

8 Aguilar gp, git. p. 9 The reference here is to strategic decision
which in many respects turns out to be entre-
preneurial

9 Aguilar gp. git. pp. 9=10,



17

Acyiler offers a four-fold classification with reference to
information received by a company and the nmew one that it tries to

collect for strategic decisions:?

(a) External Information that a manager receives

(b) External Information that a manager wants

(c) External Information that a manager needs and
(d) All external information that a manager receives

It is not unlikely that some wanted information is not received
and some received information is not-wanted, But perhaps the most
difficult problem facing the manager is to devise a methed by which the
relevant information is separated from all other types of information

‘and determine what kind of decisions do these informations feed.

In addition to the external information that a manager receives,
there ought to be considerable amount of internal information available
on a more regular basis, This information should alsc be available in a

classified form, i.e. relating to cost, uworking capital, pricing,

revenues, markets etc, For decision-making both the external and internal
information are useful., But as in the case of external information

it is relevance and relevance alone which will govern the use of
internally generated information. WYith reference to developmental
decisions the question again will be to piece together rgleuant internal

-and external information.
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Corporate environmntal scanning and analysis for developmental
decisions has to be comprehensive and multi-dimensional, As Bhattacharyya
obsefves, "it involves the scanning of the entire spectrum of the social,
politicai; technologioal and economic forces Jlikely to have a bearing
opn fyture paerformance of the organisation, the industry to which it bee
lohgs, the business generally, with a view to determining what the
organisation.can reasonably seek to achieve during the strategic plan

d."(10) Further, pertaining to each agency and its specific area

perio
of activity, objectives and focus it should be possible to subdivide the
total enviromment in terms of more specific categories or areas. These
are the relevant environments and the agency congerned could describe .

it as"our enviromment” because that is the enviromment to which it adapts
or infsome other situation, tries to modify or control. If the environ—
ment of a company can be described as a totality or a system then to

this should correspond some sub-systems, A company refers to both
totality or the system and the sub-systems, It is necessary to develop

the concept of this system and sub-system further to relate the same

to the decision-making focus of an entrepreneur.

-

10 "Strategic Planning  me Operational Considerations”

S.K, Bhattacharyya, Economic and Political Weekly (Bombay)
Vo1, VII No, 22, Review of Management, May 27, 1972 p. M-68

(our underline)
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Any system conveys the sense of a totality and interdependence
within the totality., System can hence be described as interdependent
set of slements. Any syetem both as a totality and its inter~
dependent components must mean something to the user. Altarnatiuely,
the purposeful Qse of data or information must inevitably lead its
user to probe further and discover inter-dependence, it should also be
possible to identify the sub-systems and which of the sub-systems are
more important or useful than the others, Now, the sub-systems and
their hierarchy will in the first place depend upon the objective of the
user acency. Their relevance to the agency could be described as an
outcome of the obje;tive and the specific period for which reference

to the sub~systems is being made.

Envirommental scanning is done with a view to collecting relevant
informat ion and the identification of sub—systems of the enviromment
enables the company or the agemcy to reach the appropriate location
for obtaining the required information. Talking about the relevance
of sub-systems Kenneth E, Bouilding observed, ™If you are in the business
of making smoked glasses for eclipses, then obviously the astronomers'
predictions are rather useful to you. If igu are in the business aof

- insuring against the weather, then obviously you are interested in the

predictions of meterologists....7(11)The two activities referred to by
11 How Companjes Plap Stewart Thompson (American Management Association -

AMA Research Study 54-1962) A Basis View of Planning p. 40.
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Boulding, even though somewhat peculiar, indicate that it is relevance
which defines the sub-system for a company. business unit or an acency.
It should be an interesting exercise to identify the sub-system
of various business activities. However, our objective here is to project
this apalysis and understanding into the area of entrepreneurial decisions.
In the second place, it is our aim to show that the framework of anaiysis
can be applied without much modification to developmental decisions
taken by corporations, regional development authorities and similar

other bodies.

111

Eptreprensursh Proiject Fi

Based on what we have discussed so far we should now examine a more
important application-oriented aspect of entrepreneurship development.,
The méjorlobjective of development corporations has been industrial
development but presently in all the states of India this has become
inclusive of emtrepreneurship development., In terms of our own thinking
on industrial development entrepreneurship aauelopment began to be
accepted as an integral part of the former during the fourth five year

plan.(n)

The steps and'stages involved in entrepreneurship development however,

need to be e xamined Further:' Our discussion of entrepreneurship development

12 See Mid-Term Appraisal of the Fourth Five Year Plan
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in the recent past has highlighted thé interplay of certain

factors and policy oriented variables helping perception of oppor-
tunity by the entrepreneur, These factors find a place in the
project report that an individual entrepreneurs is required to submit
to development corporations for financial and other assistance., It
will be interesting to examine how have entrepreneurs integrated the
factors and policy oriented variables into their project rcports.

An examination of these should throw light on among other things,

the entrepreneurial systems and sub-systems.

It may be someuwhat difficult to explain the kind.of integration
of the above factors that is found in different projects for which
entrepreneurs may be wanting financial and other assistance. But
we can attempt some explanation as follows. For an entrepreneur
as also the development corporation, the "project identified" must
ultimately prove to be viable and profitable and the manner in mhiCH
it has been uisualised.at the project identification stage is
important for us. The thinking of the entrepremeur can be illustrated

with reference to a matfix as follows.
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Suppose an entrepreneur is to make his choice from tuwo projects

about whieh he has the following information,

1.

2,

3.

4,

Se

6.
7

8.

9.

10.

e

Entrepreneyrial Selection Matrix

iminary Dat Project A Project B
Product Status Priority Industry Reserved for Small Scale
industry
Raw materials imported and indigenous only
. required indigenous
Plant and Machinery imported and indi- indigenous only
genous
Market Defence department Local/export
of the Govt.of India
Technical Knouw=how Foreign trained indigenous/local
personnel required
Location industrialised area backward area
Labour requirement mostly skilled semi-skilled and unskilled
Total investment Rse 10/- lakhs Rsa7+5 lakhs
in plant and machi-
nery
Profitabilivy very high Normal
Any specific Great degree of -
requirement precision required in
production operations
governed by detailed
inspection of the
process and the product
The above matrix offers a comparison between two projects A and B,
can add many more items to make the comparison more inclusive. Our

purpose is to illustrate two important aspects operative in the

process of selection. Firstly, the profitability of the project is



23
viewed as arising out of several areas of decision-making., Secandly,
with reference to each of the items such as, product, raw matcrials,
etc., the entrepreneur must examine the ;eleuant aspects of govermment
policy as they bear on any or all of these. In othsr words, each data
oolumn has some policy status or implication. It is rot inconceivpble
that in one aspect the government policy may be favourable, say import
substitution, but in some other it may be unfavourable and may make for
a measure of uncertainty, The final view regarding feasibility and
profitability of the project is therefore a sum totzl of several positive
and negative factors in the sityation at the stage of identification.
How fully has the entrepreneur been abde to assess these is quite a

different guestion.

When it is stated that govermment policy is to encouraging
industry it means that some products are reserved for some sizes of
enterprise or priority item will be given the licence easily. But large
part of the encouracement is éound in spocific promotional meaSures
ehich relate to some of the aspects in tho above matrix, These
measures are mpre than encouraging ~ thay amount to substantial financial
assistance in the matter of capital investment, transport and other
cost and are expected to influence the choice of the project ineluding
the location, size, technolaogy etc. It is our contention that
development corporationé are inclimed to accept project feasibility
reports for assistance in which the entreprensurs have worked out a

goad irmtegration of the policies and promotional measures, examined
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various aspects of these in relation to profitability and finally
arrived at feasibility of tho samn., Their project reports can well
be regarded as exercises in entreprencurial selection and identifica=

‘§ion of projects.

Overall industrial policy and specific policies relating teo
sectors of industry, pattern and form of ownership, scale of output
and the technology of manufacture, internal or export market and the
nature of the product - import substitution based or otherwise, form
in our view the system and sub-systems of entrepreneurial scanning.
It should be clear that a methodical anderstanding of systems and sub-
systems relating to a product lays bear the nature of choices before the
entreprepeur, Should he choose the project primarily based on the |
nature of the product, scale and technology, pattern of ownership and
organisation, the location and the market. Alternatively, which
specific combinations of these is consistent with feasibility and
profitability of the project. To each of the aspects correspond some
policies and specific promotional measures, The poliéiés are regulatory
but they also have a developmental aspect and the promotional measures
really advance the thrust of developmental asmpcts. These spell
vtheméelues out again in terms of systems and sub-systems to the

intending entrepreneur.

Interspersed in the above is a most crucial aspect relating to
information. Yhere does an interd ing entrepreneur get all the

information relating to the different systems and sub-systems?
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While it is correct to say that an entrepreneur is one who generates
his own data i.e. he has his own way of defining and solving problems,
basic information is required by everyonc. It is necessary that
development institutions which hope to cvoke entrepreneurial responses
for industrial development should make available certain generai
sources of information. These should provide information on guestions
such as, prospects for industry, markets and investment required etc.
at a sufficiantly general lsvel to offer at least a few alternatives

(13)

for more detailed feasibility examination. In addition to the
information of 'a fairly general nature there is also nced for more
specific information and relevant statistical information is perhaps
the most important in this. Several scholars have remarked on the
data gaps in-the Indian economy but these haus nat been yet examined‘?rom
the point of view of entrepreneurship'development. Even when entre-
praneurial pnnjects are based on importb‘substibutinn‘items afid -
ralévantﬂstatistical data on imports is available required information
does not and with the statistics and changes in import regulations,
Additional data on number of units already manufacturing the same item,
their licenced capacity, location, main consumers etec., is required

but it is difficult to 1ocate the same. Again, if an item belongs to
the delicensed category obtaining relevant information is gfill more

difficult, Thsese sources need to be located., A few of these are

13 UWhat is generally known as feasibility study really passes through
three main stages, 'hese may be described as general level feasi-
bility, industrial level feasibility and unit level feasibility.
It is the last two categories which are more relevant for the
entrepreneur as also the develomment corporation. Environmental
scanning passes through all the three stages. From the point of
view of entrepreneurship development the point of time he becomes
convinced about the project ie very significant and development
corporation should try to obtain data on this. Their incentives
should focus on this point of time.

L]
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listed below.

A detailed but somewhat outdated statistical information about
industries is available however, in the Annual Survey of Industry (ASI),
The more importént heads under which data is made available in the ASI
tables ars number of units form of organisation and ownership, number
of workers employed, total capital employed, value added, value of
output, size of capital and important structural ratios. UYe would
reckon that the statistical information given in ASI can be utilised in
formulating general ideas about a project. Taking ASI data for a
period of five years, some conclusions regarding the broad trends of
development, output etc. can be drawn. R referesnce to the annual

(14)

report of the DGTD should supplement information available in the ~

ASI, 1In addition to the statistical information of ASI, detailed policy

level information for major industries and product lines are available

in the Guidelines for Igdustries.(15)

The ﬁanner in which knowledge of policies, procedures, promotional
measures and statistical information would be integrated in a project
depends firstly upon the project/product itself and more than the project
report oh how purposefully and meaningfully he has integrated the

above aspects of information. The entrepreneurial references to systems

“

14 This annual publication of the Director General of Teéchnical
Dgvelopment comtains useful information on policies, and proce-
dures and statistics relating to capacity production in major
industries, list of new items manufactured, growth rate in core
and other selected industries etc.

15 An annual publication of the Ministry of Industrial Development,
Government of India.



and sub-systems is, therefore, with a view to working out the best or
most desirable integration of policies, procedures, promotional measures
and statistical information. An analysis of projects submitted to
development corporations from this poinf of view has revealed such

integration at least among the more successful entrepreneurs,

Entrepreneurial system and sub=systems can be presented in a
diagram or a Framemork.(16) The ultimate objective in identifying a
system or a sub~system is to obtain the required or relevant information.
Identification helps in locating the source and the information. Houw
should ®ne procesd in this endeavour? It would be better to proceed
from the macro or ggneral level to the micro or the specific level

in terms of each of the sub-systems, The following framework is

suggestive of such an approach,

Framework for Entreprepeurial Ideptificatiop of a Prpject

Entrepreneyrial sub- \ ! '
S c - i -
systems Mar ro= Iig:;;fm *|Merenpraper
overall 4
cum—reqion -
level

1 General Economic

2 General Indus-
trial

3 General Technological

4 Specific economic

5 Specific industrial

6 Specific Technological

7 Socio~Political

8 Any other

16 In the preparation of the framework, I have derived interesting guide-
lines from Philip Thomas, "External Conditions in Corporate Planning -
Scanning, Analysis and Forecasting" - Economic and Political Weekly -
Reveiw of Mamagement, VYol.VIII, No,35, August 26, 1972, pp.M.58-M, 105
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An sntrepreneur can read this framewerk horizontally as also
vertiéally. It is also possible that the information in column on micro-
proper and those on specific economic, industrial and technological may
overlap. But experienced entrepreneurs have described this whole
process of ssearching for, eollecting and analysing information as one
of "iteration and reiteration" - a process in which you are likely to go
over the same area again and again. lot of information contributing to
the answer whether or not the project is feasible in our economy relates
to data, rules, regulations, permissions, licences, certificates and the
latest status with respect to these items. The entrepreneur experiences
the regulatory function of the government - central or state level - in
these areas. Normally, an entreprensur should be aware of the following

(17)

policies and requlations,

(a) Industrial Licensing Policy - Status of various product-lines.
(b) MRTP act.

(¢) Rllocation of foreign éxchange for import of capital goods, raw
materials and components FERA,

(d) Policy relating to export obligations and import substutiton,

(e) Policy relatino to foreign collaboration with foreign companies,

(f) Policy relating to control of capital issua.

The above is not an exhaustive list of policies, laws and regulations
but these are the laws generally applicable to companies of a certain size,

It should also be clear that there may be companies to which none of the

above or only few of the above may be applicable or relevant.

7eor more details see Wadhva CD. "Envirommental Scanning for Corporate

Planning", Economic apd Political Weekly, 1974, 9(10) M3-M10, "Regula-

tory Environment and Industry - Some issues concerning an Information

System" SEDME, Vol.1, No,2, September 1974, and Indian Industrj
Environment ~ The Re Frame f iness Operati anmbay
Business India Publication, 1974
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It is not enough that the entrepreneur is aware of these laws but he should
also know the staturoy authority, department or corporaticn that effecti-
vely wislds control in the respective fields. Further, the legislative
author ity with respect to each also needs to be identified. Perhaps,

one could make a fairly exhaustive list of rules, requlations, authority

etc. for an individual entrepreneur in the form of a check list.

The above areas were, in a sense, covered in the application form
to be filled in by an intending entrepreneur. The form required the
entrepreneur to state clearly the status of the project with respect te
the above iﬁ addition to the other aspect of feasibility. Some development
corporations however, have realised over years that a typical form with
all such questions, does not really lay bear the feasibility of a projsct.
They have therefore changed over to an alternative way of eliciting the
information_relating to a project. For example,‘under the Application
for Loans one financial corporation gtates

"ieece.Corporation has not set form of application to be completed

by those who wish its assistance, It does, however, reguire from
every applicant a comprehensive statement of the nature and purpose
of the assistance he seeks, the cost of his project, the means by
which he proposes to finance it, the market for the product, the
expected profitability of the enterprise, and the managerial and
technieal arrangements made for operating the project., The infor-
mation asked is similar to that required by any investment insti-
tution and indeed, similar to that required by the applicant
himself before he decides to proceed with his investment planese..”

We would suggest that is is desirable that intending entrepreneurs
,and also development corporations familarise themselves with the framework
of systems and sub-systems as above, Ue would also add that since the

knowledgeable entrepreneur is already using the systems and sub-systems
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approach - although not so consciously or methedically - for spseding
up the process qF identification of opportunities or projects development
agencies should strive to bring this to the notice of intending entre-
preneurs. Development corporations themselves also could use the
systems and sub-systems approach for identifying aﬁd examining the

‘feasibility of projects,

Knowledge of policies, procedures and promotional measures should
certainly hasten the process of project identification, however, there
is one more aspect of this knowledge and familiarity which has relevance
to our discussion. An entreprepeur perceives an apportunity aéd succeeds
in establishing an industrial undertaking. In the lattcr, he is greatly
helped by his familiarity with procedures and even officials, .F question
is at times asked whether these perceptions and activities that follow
are truly entreprencurial. Could we even hold them as co-extensive with
management? This has been recognised in the current literature as the
"cooperaﬁihe component" of entrepreneurship as against the "creative
component” and it is really the mix of the two qualities that are
required in the setting up of new ventures, On these two components
of the entrepreneur Hirschman stated "...His leadership, his willingness
to assume risk, his breaking through old patterns of Financé, production
and distribution were emphasised and almost made him look like 5
a rebel against society...,.these qualities weré then the most spectaculsr

aspect of entreprensurship so much so that the other necessafy component
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was practically overlooked.(18) In many developing countries

planning for economic development and seversl socio-sconomic objectives
of growth have made for a somewhat preeminent position for policy

- maker, policies and procedures, The latter are at times emphasised

so much that it is procedural accuracy which assumes greater
significance as against the innovativensss of a certaiﬁ project idea.
The balance between the cooperative and creative component of entre-
preneurship is difficult to define and ineeéd more difficult to
implement, However, in specific periods or situations the cooperative
component may have assumed greater significance but this would not

amount to completely overshadowing the creative component,

Entrepreneurial perception of opportunity or project is ane
of the principal activities in the development process and the metho-
dology of cérporate scanning of erviromment and strategic decision-
making can be usefully employed for the séme. Its reliance on systems

and sub-systems should simplify or make the process of identification

"somewhat more intelligible,

18Hirschman op, cit. pp. 16-18, For a more detailed discussion of
how innovative executives find it difficult to reach top positions
in companies, See R,U, Mac Laurin "The Sequence from Inve.tion
to Inmovation and its Relation to Economic Growth," Quarterly
Journal of Economics. 67 (Feb. 1953), 105.



