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PRIORITY AREAS FOR RESEARCH IN YHE OPERAT IONS OF
SMLL ENTERPRISES

UeKo SRIVASTAVA®

In the past few ysars, thers hes been a grouing recognization
of a role of small entarprises in promoting industrial dewvelopment.
Accordingly seversl sffarts have besn made to encourage the
sntrepreneurship and strengthening the process of promotion of
amall entarprises, The subject of fallure and sickness of such
enterprises at subsequent stages of the project cycle has, howewer,
rocsived very littls sttention by the develommaental institutions,
specialised reasarch institutions and management specialists, This
paper is designed to highlight some of the obsaerved probleme at
pre=implementation and operational phase of such enterprises and
identify priority for ressarch, including the cads research which
can be used for training of such entreprensurs and in rehabilitation
of sick units,

PROBLEMS IN PRE-OPERAY IONS PHASE

The pre-operations phass consists of the period till the
various components of the project are finally installed and put into
opsration. The most important problem faced in the implamentation
stage of the project is delay in the execution of projects. In the
project management tsrminology it {s referred as slippage of
projsct, The slippage of projsct results in exaltation of costs
and also the losses of revernuas, end thereby making the initial
assumption made in the fessible report completely out of line.

As indicated in Fugure-1 the delays are caused by internal as well
a3 external factors.

* Dr, Ue.Ke Srivastava is Professor of Economics and Chairaan,
Research (ommittes at the Indian Institute of Management,
Ahmedabad,

Paper presented at the National Conference on 5mall Business
Folicy Programmes and Research organized by TTT1, Chandigarh
and NISBUD, New Delhi, and held at Chandigarh on 5epts B & 9, 1987.



factors
causing
delays

Inadequate planning based on wrong
and inadequats information and/or
inscdequate financing,

ODelays ceused
by
internal factors

Lack of coordination ssong sxecutive
agencies /departaents,

Lack of delegstion of powers

Ovar-emphasis on accountability

Poor industrial relstions

Improper selection of contractors

Inputs probleme

Deleys caussd
by
sxtsrnal factors

Transportation problems

Freguent changes in government
policies and lack of public
cooperation

Floure — 1 ¢t Dglays in Project Exgcytion

Sources U+K, Srivastava, Project Planning, Financing, Implementation
end Evalustion, Indian Institute of Management, Ahmedabad,

1981,




Oelays Caysed by Integnal Factors

The delays are often caused by the imsufficient wrk at the
planning stage resulting in the preparation of feasibility report
based on inadequats information. In case of small enterprises the
project reports are often based on locally avallable data and
information. Very often this data is outdated and therefore the
financial viability of the propoeal also is not realistic, Another
important reason for the delay is lack of coordination among various
agencies and departmentss The entreprencur has to run to various
agencies right from the land and buildings/sheds to release of
approved finanoe from the funding institutions, This makes the
project implementation schedule deviate from finitial expectations.

in cass of small scale enterprises most of the decisicme are
taksn by the owner himself., Thersfore, the lack of any delegation
of powsrs are also sometimes create delay in the implementation,
Other three factors {ndicated in the ochart are perhaps not 8o impor-
tant in case of small enterprises,

Ca Fa

There are several factors which are not under the control of
the entrepreneurs which contribute to the delaya, For instance, the
supply of machinery and installation of mechanical and electrical
systems often lead to the delay in the project impledentation.

The problems are further compounded because of the time gap between
the submission of the project report and final approval of financial
institutions, government and others. The other extsrnal factors
shich causes delay ars the transportation problems and changes in
governasnt policies,

The net result of the delays is the cost sxaltation and incresse
in pre-operating sxpenditure. Those cost exaltations often ssriously
Jsopardise the financial viddbility of the project right from the
initial stags.



PROBLE™S IN OPLRATION OF THE UNITS

After completion of the pre-operation stage the unit become
opsrational. It is at this stage that several problems arise
pushing the unit in the category of sick undt, Some of these
probleme are illustrated in Figure-2. In caese of small enterprises
lack of trained manpowsr to deal with such probleas at the fnitial
stege itself further sggrevates tha situation, Some of tho important
problens are briefly summarised balow,

F t i a

In case of small enterprises faulty project formulation can be
traced back to faulty product selection, doubtful financial viability
and wrong location which creats problem in using the fnstalled
capacity. Very often small enterprises sslect the product after
ecbserving somc other succeasful units of the sane type in the area.
In the procass the essumotion which were valid for thc first undt

are of vwi ot valld rur the other units in the same arva,

A Ra

The snall entsrprises have limited capacity procure raw
materials - often problems arised because the environaent for raw
material changee., Seweral of theee units have become sick due to
poor {nfrastructurs facilities, For exaaple, the lack of power
adequate power supply and pthar utilities hamper production, If
an industry wses continuous process much time is lost in putting
the process back after power cut.

Foop Financial Manacepent

The small enterprises often face problens asrisin; due to poor
financial managonent which relats to low equity base, working
Capital difficulties, loose accounting, costing and record keeping,



Operations of mn
unft

Soyrce: U.K, Srivastava,Dp.cit.

Eavlty project formulation and implementation
a, Faulty product selection

be Doubtful financiel viability

C. Weak tachnical fessibility

d. Wrong location

®. Slippages in implementation

Non-ayajlebility of Fay materials

ae Probleme in procurement of raw materials
be Ban on import of raw materiels

ces Lack of power and other utilities,

Boor fipanciel ganagement

as Low squity base
be False investment decisions

€. Working capital problems including
under-financing,

de Loose accounting, costing and record keeping.

ams of t
gpezating style
a, Indusatrial unrest

be Unbalanced cutlook and operating styla
c. low entreprensurial management effectiveness
d. Doubtful integrity

@, Uncertain sntrepreneurial commitment to
the project

f. Incohensive partnership/toard.

Sarketing problems

ae Absence of market analysis

b. Inappropriete marketing strategy
Ce Low-key market development effort.

8
a. Excess capecity
be Criti€al shortages
ce Covernment policies/requlations

Te raduction oblemns
aes Gaps in know-how

be Poor production planning and control
and other problems,




Although seweral financial {ncentives exist for the small entrepre-
neur, in practice the entrepreneur needs higher equity hasa to tide
over unforesean cost escalations and difficulties in the relesse of
working capital funds by the commercial banks, Thare is usually

& long delsy in the relsese of subaidy smounts due to the
entreprensurs, These enterprises wually have inadequately trained
asnpowsr to taks cars of accounts and book keeping., When the units
begin to face conetraints of working capital, bankers ask mors data
which the units are unable to supplyl Lack of accounting, costing
end record keeping also makes the cost control and pricing decisions
difficult leading to financial problems,

The small snterprisaes have consideratle probleas in getting
good trained manpowar and retaining them, This mainly happens because
the salary structures and working conditicons are extraovely difficult
for the labour force employead. Efforts in such enterprises {8 to
restrict the number of regular employers to a very snall nuaber so
that ths government's regulatory acchanism do not apply. This works
to the disadvantage of the manpower employed.

farketing Probloms

This {s the weakest area in case of the snall enterprises,
Some of the marketing problems can be traced back to inadeguate
®arket analysis at project formulation stage, Other narketing
Probleme arise because of the inappropriate marketing strategy, low
key marketing effort and lack of sccess to proper marketing netwark,
Censrally the marketing channels require lerger comaiesion and
longer credit period for handling the product of tho snall scals
enterprise, larger credit requireacnts create further problems for
working capital management. Compillation from the large units also
becomes too intense for soall entsrprises,



Envizonasntal Problope

This problem arises from changes in extsrmal environment faced
by a unit. Tho chenges in governaent policies or critical shortages
of raw material end utilities causs froblems for the omgoing units.,
The small enterprises have vary little lverage {n woping with thees,

Ischnical Frpouction Problege

Some of the technical problems arise because of the usoe of
indigenous technology, a lack of sfter salos—service facilities and
trained asnpowsr, In case of laported knowhow also, shortage of
Spares and critical squipments break doyns the cause devistions from
the projected production build-up, This makes it difficult to
@meet the market requirements and generating cash flows,

NEED FOR CASE RESEARCH

Soms of the above mentinned Problems are {llustrativwe of the
kinds of difficultiss feced by tha small enterprises., It is necess ary
to develop more indepth undarstanding of the causes which result
in the problems mentioned abowe and the wvays to awid them, whilg
Surveys of a large nuaber of saall units famprove opur underetanding
of the problaas gencrally feced by such units, they are time consuaing
and they do not provide insight at adcro lovel into the reascore
which lead to such problems, It is for this purpoco the casg
studies of selected small enterprises froa warious reglone of the
country can be an extremely effective toocl for gensrating the
requiraed understanding,

Case ressarch should also cover small service and trading
extablishmont set yp by the entreprensurs, Normally fPinaneial
imstitutions do mot pay auch sttention to such esnterprises,

The case research mothode to be effective requires gdequate
training on the part of reésarchers, proper gercration of case
leads and cooperation from the operating units and financial



institutions, It has becn observed that small enterprises are
very reluctant to part with any dats or share thelr expericnces
with the ressarchers. The required coopsraticn freca the sntrepre-
nsurs can be only gensratesd by the efforts of the respoective
immtitutions through their out-resach programaes ovor a period of
tiae. Very often, it is possible to develop auch relation whencver
coneulting opportunities are also peraitted {n the research and
training imstitutions inwlved in this area,

NEED FOR MORE PHOFESSIONAL EFFDRTS ANL FUNUS FUR
RESEARCH ON SMALL ENTERPRISES

In view of the difficulties mentioned above, very little
professional attention has been devoted to understanding of the
problems of small enterprises, Perhaps the prestige and excilaent
in snalysing the problems of small snterprises hes not bocn to a
level to attract a large professional asnpower in this arca, ewen
among the wajor msnegenent institutes in the country. It is,
therefors, suggested that the major speciali{zed reseo rch institutes
should take the lead in generating the ideas and provi_in- funding

for such researches on long term beeis.

NEED FOR NCYWORKING OF INSTUT IONS FOR SHARING
THE RESEARCH ANO CASE STUDIES

Saveral national institutfons and few institutions at
regional aend state lswvels are researching in the arez of cotrepre-
neurship and aaall enterprises, Presently thare is no establigied
systems of pooling all the researchee and sharing the findings with
sach other, Major fnatitutions working in these arca have evclved
some csme studies and tsaching material for training the entreprensurs.
But this material is not widely disseminated,



It is, therefors, suggestad that a regular system of
networking of ressarch and case atudies be sst up for the bencfit
of all the researchers intesrested in this ares. Such a networking
would also help to awoid the duplication of sfforts botween the
institutions.



