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ABSTRACT 
 

The most important factor for economic development of a country is its industrialization. In 

the process of industrialization, importance given to the three major groups of industries; 

large-scale industries, small-scale industries and cottage industries.  Small and medium-sized 

enterprises (SMEs) play a vital role in the economic development of nations. Therefore, it is 

vital to evaluate the performance of SMEs to support that role. Current SME performance 

models suffer from a number of disadvantages. Therefore, Scope of our study is limited to 

make micro level comparative analysis of unit, employment, production & export of SME sector 

in India and China with special reference to Chemical Sector, Pharma Sector and Textile Sector.  

 

 In many aspects, China and India are very similar. Both countries are located in Asia with 

similar sized respondents, and both belong to the group of emerging markets with fast-

growing economies. 

 

The thesis addresses three major questions (1) Evaluate & compare the performance of 

Chemical Sector, Pharma Sector and Textile Sector SMEs. (2) Study the policy matters 

related to Chemical Sector, Pharm  Sector and Textile Sector SMEs in India and China and 

their impact on the business (3) Find out problem, issues & prospects of Chemical Sector, 

Pharma  Sector and Textile Sector SMEs in India & China.  

 

There are negligible researches available on comparative study of India vs. China with special 

reference to SMEs.  Therefore, there is a need to study the role and contribution of SME 

sector in India and China.  
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Introduction 
 
 
All over the world, the unorganized manufacturing sector is known as SMEs while in 

India this is known as SME defined in terms of investment in plant and machinery. The 

Small and Medium Enterprise sector is the real engine of growth for the Indian 

Economy in the New Millennium.  It provides gainful employment to a large chunk of 

respondents.  The share of SME sector in the manufacturing output and export is 

significant and has been growing consistently.  

 

The Government has recognized its importance for the economy and its intention 

towards promotion of SMEs is reflected in various Industrial policy Resolutions right 

from the year 1948. The most important factor for economic development of a country 

is its industrialization. In the process of industrialization, importance is given to the 

three major groups of industries; large-scale industries, small-scale industries and 

cottage industries.  Small and Medium Enterprises (SMEs) are showing their impact on 

national and regional economies throughout the world.  

 

The industrial development in a backward area can only be achieved by the rapid 

development and promotion of small scale industries. Besides economic aspects, the 

social role of small scale and cottage industrial units are quite significant in achieving 

various social goals such as removal of poverty, attainment of self-reliance, reduction in 

disparities in income, wealth and standard of living and regional imbalances.  Small and 

medium-sized enterprises (SMEs) play a vital role in the economic development of 

nations. Therefore, it is vital to evaluate the performance of SMEs to support that role.  

Current SME performance models suffer from a number of disadvantages.  

  

In many aspects, China and India are very similar. Both countries are located in Asia 

with similar sized respondents and both belong to the group of emerging markets with 

fast-growing economies. There are negligible researches available on comparative study 

of India vs. China with special reference to SMEs.  This is being a wide area; researcher 

studied the functioning of SMEs in India and China of selective segments i.e. Chemical 

Sector, Pharmaceutical Sector and Textile Sector. Researcher have studied many books, 

articles related the above topics associated to the Chemical Sector, Pharmaceutical 
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Sector and Textile Sector but there is no literature or articles available in these topics 

and there is a need to fill this gap.  Therefore, there is a need to study the role and 

contribution of SME sector in India and China.  

 

1.1 Role and Importance of SME 
 
In a developing country like India, the role and importance of small-scale industries is 

very significant towards poverty eradication, employment generation, rural 

development and creating regional balance in promotion and growth of various 

development activities. It is estimated that this sector has been contributing about 40% 

of the gross value of output produced in the manufacturing sector and the generation of 

employment by the small-scale sector is more than five times to that of the large-scale 

sector. This clearly shows the importance of small-scale industries in the economic 

development of the country. The small-scale industry has been playing an important 

role in the growth process of Indian economy since independence in spite of stiff 

competition from the large sector and not very encouraging support from the 

government. 

 

1.1.1 Employment generation: 
 

 The basic problem that is confronting the Indian economy is increasing pressure of 

respondents on the land and the need to create massive employment opportunities. This 

problem is solved to larger extent by small-scale industries because small- scale 

industries are labour intensive in character. They generate huge number of employment 

opportunities. Employment generation by this sector has shown a phenomenal growth. 

It is a powerful tool of job creation. 

 
 

1.1.2 Mobilization of resources and entrepreneurial skill: 
 

 Small-scale industries can mobilize a good amount of savings and entrepreneurial skill 

from rural and semi-urban areas remain untouched from the clutches of large industries 

and put them into productive use by investing in small-scale units. Small entrepreneurs 

also improve social welfare of a country by harnessing dormant, previously overlooked 

talent. Thus, a huge amount of latent resources are being mobilised by the small-scale 

sector for the development of the economy. 
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1.1.3 Equitable distribution of income: 
 

 Small entrepreneurs stimulate a redistribution of wealth, income and political power 

within societies in ways that are economically positive and without being politically 

disruptive. Thus small-scale industries ensures equitable distribution of income and 

wealth in the Indian society which is largely characterised by more concentration of 

income and wealth in the organised sector keeping unorganised sector always 

undeveloped. This is mainly because small industries are widespread as compared to 

large industries and are having large employment potential. 

 
 

1.1.4 Regional dispersal of industries: 
 

 There has been massive concentration of industries in a few large cities of different 

states of Indian union. People migrate from rural and semi urban areas to these highly 

developed centres in search of employment and sometimes to earn a better living which 

ultimately leads to many evil consequences of over-crowding, pollution, creation of 

slums, etc. This problem of Indian economy is better solved by small scale industries 

which utilise local resources and brings about dispersion of industries in the various 

parts of the country thus promotes balanced regional development. 

 
 

1.1.5 Provides opportunities for development of technology: 
 

 Small-scale industries have tremendous capacity to generate or absorb innovations. 

They provide many opportunities for the development of technology and technology in 

return, creates an environment conducive to the development of small units. The 

entrepreneurs of small units play a strategic role in commercialising new inventions and 

products. It also facilitates the transfer of technology from one to the other. As a result, 

the economy reaps the benefit of improved technology. 
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1.1.6 Indigenization: 
 

 Small-scale industries make better use of indigenous organisational and management 

capabilities by drawing on pool of entrepreneurial talent that is limited in the early 

stages of economic development. They provide productive outlets for the enterprising 

independent people. They also provide a seed bed for entrepreneurial talent and a 

testing ground for new ventures. 

 

1.1.7 SMEs Promotes exports: 
 

 Small-scale industries have registered a phenomenal growth in export over the years. 

The value of exports of products of small-scale industries has increased tremendously. 

This contributes more than 40% India's total export. Thus they help in increasing the 

country's foreign exchange reserves thereby reduces the pressure on country's balance 

of payment.1 

 
 

1.1.8 SMEs Supports the growth of large industries: 
 

 The small-scale industries play an important role in assisting bigger industries and 

projects so that the planned activity of development work is timely attended. They 

support the growth of large industries by providing, components, accessories and semi 

finished goods required by them. 

 
 

1.1.9 SMEs industrial relations: 
 

Better industrial relations between the employer and employees help in increasing the 

efficiency of employees and reducing the frequency of industrial disputes. The loss of 

production and man-days are comparatively less in small-scale industries. There is 

hardly any strikes and lock out in these industries due to good employee-employer 

relationship. Naturally, increase in number of units, production, employment and 

exports of small- scale industries over the years are considered essential for the 

economic growth and development of the country. 

                                                            
1 Chinmoy K,  What is the Role and Importance of Small Scale Industry in India, 2011 
http://www.preservearticles.com/201101153373/role-and-importance-of-small-scale-industry-in-india.html  
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In the economic development of the country the small-scale industries are very 

important. The small-scale industry has been playing an important role in the growth 

process of Indian economy since independence in spite of stiff competition from the 

large sector and not very encouraging support from the government. 

 

SMEs are also larger contributors to exports and employment and major contributors to 

Gross Domestic Product (GDP). Small businesses are particularly important for 

bringing innovative products or techniques to the market.  SMEs are playing a critical 

role in the social development of emerging markets by creating jobs and generating 

income for low-income groups. Due to the significance of SMEs to local economies, it 

is necessary to study and evaluate their performance.  Such study helps to design 

governmental and non-governmental SME support programs.  This promotes economic 

growth and social stability and contributes to the development of a dynamic private 

sector.  Studying SMEs can enhance our understanding of their needs in respect to 

growth and development. Such understanding would enable scientists, practitioners, and 

policy-makers to formulate sound support strategies for SMEs.   

 

1.2 Definition of SMEs in India & China 
 

1.2.1 Definition of SME in India 
 
The traditional small-scale industries clearly differ from their modern Small & Medium 

Enterprises in many respects. The traditional units are highly labour consuming with 

their age-old machineries and conventional techniques of production resulting in poor 

productivity rate whereas the modern small-scale units are much more productive with 

less manpower and more sophisticated equipments. Khadi and Handloom, Sericulture, 

handicrafts, Village Industries, Coir, Bell Metal, Pharma, Chemical, Food are some of 

the traditional small-scale industries in India. The modern small industries offer a wide 

range of products starting from simple items like hosiery products, garments, leather 

products, fishing hook etc to more sophisticated items like television sets, electronics 

control system, various engineering products especially as ancillaries to large industrial 

undertakings. 
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Small scale sector has remained high on the agenda of all political parties, intelligentsia 

and policy makers since Independence as a legacy of Gandhian philosophy. The special 

thrust to this sector has been with the multiple objectives of employment generation, 

regional dispersal of industries and as a seed bed for Entrepreneurship. The contribution 

of small scale industries (SSIs) has been remarkable in the industrial development of the 

country.  

 

At the time of India's independence in the year 1947, the nation had a plethora of 

serious problems to face, viz. shortage of food-grains, poor infrastructure, lack of 

financial resources, high rate of illiteracy and poor industrial base. To build the nation's 

economy, following the socialist path of development an overwhelming importance was 

attached to the public sector units, which the first Prime Minister of India called them 

"Modern Temples of India". 

 

The Industrial Policy Resolution of 1948, which marked the evolution of Indian 

Industrial Policy, outlined the broad contours of the policy and defined the role of the 

state in industrial development both as an entrepreneur and as a regulatory authority. In 

order to optimize the utilization of scarce resources and reduce the threat of re-

colonization by the multinationals, centralized planning was adopted with wide ranging 

controls on private trade, investment, land ownership and foreign exchange. The 

foundations of the policy for the small scale industry were laid in the Second Five Year 

Plan. In 1956, the government announced its second industrial policy which 

unambiguously chose equity as the guiding principle for small industry development.  

“Small scale industries provide instant major employment, offer a method of ensuing a 

more equitable distribution of national income and facilitate an effective mobilization of 

resources of capital and skill which might otherwise remain unutilised”. 

 

In 1967, It was then that the protection of small industry touched its height; the guarded 

initiatives of the reservation of products for exclusive manufacturing by the small 

industry. By the ‘Industrial Policy Statement’ of 1977-A high watermark in the 

evolution of the policy for small industry was greatly extended too many more 

products.  
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In 1996, the number of products reserved for SSI was increased from 180 to 504 a 

further to 836 items. It was then that the protection of small industry touched its acme; 

the guarded initiatives of earlier years were cast aside by a heightened zeal for an 

expanded role for this sector, in particular, the reservation of products for exclusive 

manufacturing by the small industry, begun in 1967items in 1996.2 

 

In 1995, Government grouped small scale industries into two categories- those using 

power but employing less than 50 persons and those not using power but employing 

less than 100 persons. 

 

In accordance with the provision of Micro, Small & Medium Enterprises Development 

(MSMED) Act, 2006 the Micro, Small and Medium Enterprises (MSME) are classified 

in two Classes: 

Manufacturing Enterprises- The enterprises engaged in the manufacture or production 

of goods pertaining to any industry specified in the first schedule to the industries 

(Development and Regulation) Act, 1951) or employing plant and machinery in the 

process of value addition to the final product having a distinct name or character or use.  

 

The Manufacturing Enterprises are defined in terms of investment in Plant & 

Machinery. 

 

Small Enterprise - A small enterprise is, where the investment in plant and machinery is 

more than twenty five lakh rupees but does not exceed five crore 

rupees; or 

Medium Enterprise - A medium enterprise, where the investment in plant and Machinery 

is more than five crore rupees but does not exceed ten corer rupees. 

 

Service Enterprises are defined in terms,   the enterprises engaged in providing or 

rendering of services are defined in terms of investment in equipment.  

 
Small Enterprise -  A small enterprise is, where the investment in equipment is more  

   than ten lakh rupees but does not exceed to core rupees; or 
                                                            
2 General review study of small & medium enterprise (SME) clusters in India Retrieved on 29.5.2013 
http://www.unido.org/fileadmin/import/userfiles/russof/small.pdf 
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Medium Enterprise - A medium enterprise, where the investment in equipment is more  

   than two crore rupees but does not exceed five crore rupees. 

 
Periodical Census is conducted to collect data on units registered with District Industries 

Centers. The Office of the Development Commissioner (MSME) has in the past conducted 

three censuses of registered SSI units. The First Census was conducted in 1973-74 in 

respect of 2.58 lakh SSI units registered up to 30-11-1973. The reference year for this 

Census was calendar year 1972 in respect of units not maintaining accounts and the actual 

accounting year closing between 1-4-1972 and 31-3-1973 for those units maintaining 

accounts. Some information was also collected for 1970 and 1971. During this Census, 

only 1.4 lakh units were found working.3 

 

The Second Census was conducted during 1990-92 in respect of 9.87 lakh SSI units 

registered up to 31-3-1988. The reference year for this Census was financial year 1987-88 

in respect of units not maintaining accounts and the actual accounting year closing 

between 1-4-1987 and 31-3-1988 for those units maintaining accounts. During this 

Census, only 5.82 lakh units were found working. 

 

In the Third census, the units registered permanently up to 31.3.2001 were covered on 

complete enumeration basis. A total of 22,62,401 units were surveyed. Out of these, 

13,74,974 units were found to be working and remaining 887427 units (39%) were found 

closed. 

 

The unregistered SSI sector was surveyed for the first time in the third census. This sector 

was surveyed using a two-stage stratified sampling design. Out of 9,94,357 rural villages 

and urban blocks, 19,579 rural villages and urban blocks were surveyed to identify the 

units of unregistered SSI sector. The size of the unregistered SSI sector was estimated to 

be 91,46,216. This comprises 38.75% SSIs and 61.25% SSSBEs. 

 

The Fourth Census (2006-07), conducted post MSMED Act 2006 implementation, which 

mandate coverage of all components of non-agricultural segments expanded scope of both 

Registered and Unregistered sector. Under Registered sector, in addition to DIC registered 
                                                            
3 Ministry of Small Scale Industries Notification vide S.O. 1642(E) dtd.29-09-2006 
http://www.dcmsme.gov.in/ssiindia/defination_msme.htm  (accessed on 23.8.2013) 
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enterprises, units under coverage of KVIC, Coir Board and identified MSMEs registered 

under Factories Act 1948 were covered. 

 

During the fourth All India Census, enterprises not registered as per the list available with 

DICs as on 31.3.2007, were also covered on sample survey basis under unregistered 

sector. The census of Registered Sector and sample survey of unregistered sector was 

carried out separately leading to publication of the final report of registered sector by 

2011.  During the census operation, information on enterprises are collected on their 

operation and production details. 

 

The small and medium enterprises as classified above are required to file Entrepreneurs 

Memorandum (EM) Part-I to District Industries Centre for starting an industrial project. 

On completion of the project, the entrepreneur is required to file Entrepreneurs 

Memorandum (EM) Part-II with DIC.   

 

The items manufactured in Small-scale service & Business enterprises in India include 

Pharma Products, Food products, Textile Products, Jute products, rubber products, 

plastic products, chemical products, glass and ceramics, mechanical engineering items, 

hardware, electrical items, transport equipment, electronic components and equipments, 

automobile parts, bicycle parts, instruments, sports goods, stationery items and clocks 

and watches.4 

 
 
1.2.2 Definition of SME in China 

 

With the opening up of China to market economy in the 1980s as part of the market-

oriented reforms initiated by Chinese leader Deng Xiaoping, private SMEs were finally 

recognised as vital to the country’s economic development. The definition of a small-

medium enterprise is most commonly based on the number of employees that usually with 

fewer than 500 employees. In China, the definition of an SME is complex, which depends 

on the industry category and based on the number of employees, annual revenue and total 

assets, and this criteria on small and medium-sized enterprises are based on the SME 

Promotion Law of China in 2003, which sets the guideline for classifying SME’s. 
                                                            
4 Small Scale Industry 08 - Jul 29, 2009 Scribed retrieved on 23-6-2013 
www.scribd.com/doc/17772021/Small-Scale-Industry-08 
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The relevant size of the SMEs is significantly smaller than the large and listed companies 

in China due to the size of their capital stock, credit allowance.  The Structural 

characteristics of SMEs in China have grown really large in size due to their continuous 

improvement and technological improvements. 

 

After the reformations of government legislations in 2005 for the favour of SMEs in 

China, SMEs have been operating in different branches of businesses such as 

manufacturing, services, construction, transport and retailing. This support has helped the 

emergence of many more SMEs in China which means there is even greater demand for 

financing all these SMEs. 

 

Small enterprises also make up huge proportion of SMEs in China which usually lack the 

degree of specialization and cooperation in the production areas. This is mainly because 

there is lack of government legislations that supports and shows guidelines for SMEs in 

China. 

 

The main market for SMEs is the domestic market of China which is due to the fact that 

SMEs cannot cope with fierce competition in the international markets or does not have 

advantage over foreign-invested companies with high-tech. Due to shortage of funds, most 

SMEs operate mainly in labour-intensive small and medium industries as the 

technological progress is slow for them. 

 

The Interim Categorizing Criteria on Small and Medium-sized Enterprises (SMEs), 

published in 2003 and based on the SME Promotion Law of China, sets the guidelines 

for classifying SMEs. It replaced the old guidelines that came into effect in 1988, and 

the supplementary criteria of 1992.  

 

SME definition in China depends on the industry category and is defined based on the 

number of employees, annual revenue, and total assets comprising a company.  
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Category  Industries  Employment Total assets  Business revenue  
Small   Industry    <300     <¥ 40million    < ¥ 30million  
 Construction <600 <¥ 40million   < ¥ 30million  
 Wholesale <100  < ¥ 30million  
 Retail <100  < ¥ 10million  
 Transport <500  < ¥ 30million  
 Post <400  < ¥ 30million  
 Hotel & 

Restaurant 
<400  < ¥ 30million  

Medium Industry   300-2000 <¥ 40million -
400million  

< ¥ 30million - 300million  

 Construction 600-3000 <¥ 40million -
400million  

< ¥ 30million - 300million  

 Wholesale 100-200  < ¥ 30million - 300million  
 Retail 100-500  < ¥ 10million - 150million  
 Transport 500-3000  < ¥ 30million - 300million  
 Post 400-1000  < ¥ 30million - 300million  
 Hotel& 

Restaurant 
400-800  < ¥ 30million - 150million  

 
 

Specific criteria apply to the industrial sector, construction, transportation, wholesale and 

retail business, and hotels and restaurants. Guidelines for the industrial sector requires 

SMEs to employ a maximum 2,000 people, and to have an annual revenue not exceeding 

RMB300 million. Their total assets should not exceed RMB 400 million. Medium-sized 

enterprises should employ a minimum of 300 people. Their annual revenue and total assets 

should not exceeding RMB30 million and 40 million respectively. The rest are classified 

as small enterprises. SME definition in China depends on the industry category and is 

defined based on the number of employees, annual revenue, and total assets comprising a 

company. 

 

An industrial SME is defined as having up to 2,000 employees; while a medium-sized 

business has between 301 and 2,000 employees; and a small business has less than 300. 

SMEs are an important part of China’s economy. Based on regional distribution maximum 

SMEs are located in the eastern area part of China. In China by industry distribution 

maximum business revenue coming from manufacturing industry. 
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SMEs are an important part of China’s economy. In 2007 a total of 4,459 large companies 

accounted for 0.19 percent of the total number of enterprises registered in the country; 

4,2291 medium-sized businesses, or 1.78 percent; and 2,327,969 small enterprises, or 98 

percent, of the total. Overall, SMEs account made up for 99.7 percent of the total number 

of companies operating in China at the time. Business revenue of SMEs accounts for 

60.42 percent of total earnings; small enterprises, 6.54 trillion, or 23.70 percent. The 

industrial income of SMEs accounts for 66.28 percent; 11.77 trillion of the small 

enterprises are about 37.29 percent. The SMEs are increasingly playing an important part 

role in employment generation. Large enterprises employ 20,877.8 thousand individuals, 

or 18.11 percent of the total employment; medium enterprises, 35,464.3 thousand, or 

30.76 percent; small enterprises, 58,947.8 thousand, or 51.13 percent.5 

 

1.3 Overview of Industrial Growth in India & China before 1950 
 

1.3.1 Overview of Industrial Growth in India before 1950 
 

During the Harappan age, there were great progress of economic activity in the fields like 

agriculture, industry and crafts and trade. Main crops grown were sesame, mustard as well 

as cotton, wheat and barley.  There were surplus grain and stored in granaries. Animals 

like sheep, goats and buffalo were domesticated. There were specialized groups of artisans 

like goldsmiths, brick makers, stone cutters, weavers, boat-builders and terracotta 

manufacturers. The outstanding examples of Harappan metal craft were bronze vessels 

and copper vessels. They were used gold and silver ornaments. They were manufactured 

wide variety of semi-precious stones from Beads. There was extensive internal trade with 

other parts of India and foreign trade was mainly conducted with Mesopotamia, 

Afghanistan and Iran.  They were imported gold, copper, tin and several semi-precious 

stones and  main exports were  agricultural products like wheat, barley, peas, oil seeds and 

a variety of finished products including cotton goods, pottery, beads, terracotta figures and 

ivory products. They were used bullock carts and oxen for land transport and boats and 

ships for river and sea transport. 
                                                            
5 SME Development in China: A Policy Perspective on SME Industrial Clustering by Mr. Liu Xiangfeng of 
Institute for International Economic Research (IIER), National Development and Reform Commission 
(NDRC) on March 2008 Available at: http://www.eria.org/SME%20Development%20in%20China_A%20 
Policy%20Perspective%20on%20SME%20Industrial%20Clustering.pdf – pp3,pp4,pp5 
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BC 300:  Chandra Gupta Maurya was the emperor. He had unified most of the Indian 

subcontinent and had brought the entire administration under one roof.  He had introduced 

a common economic system and developed trade and commerce as well as increased the 

productivity of agriculture.  Due to the enhanced infrastructure along with better security 

and greater uniformity in measurement as well as wide usage of coins and currency the 

trade and business improved. 

 

1st century India had (32.9%) share of world GDP and in AD 1000 it was  28.9%.  During 

the medieval period from the 12th to the 16th centuries, the country was prosperous as well 

as the towns in various parts witnessed considerable growth despite the regular political 

turmoil. Delhi, Lahore, Bombay, Ahmedabad,  Sonargaon and Jaunpur. Coastal towns 

grew into trade and industrial centres which in turn led to the general prosperity.6 

 

During the Seventeenth century India under Aurangzeb's Mughal Empire was 

economically more advanced than most of the European nations. India had (32.9%) share 

of world GDP. During the 18th century the estimated India’s economy was 24.4% and 

India was the second largest in the world.  During this period, India’s trade covered about 

90% of South Asia.  During this period systematic and   unified customs and tax-

administration was introduced.  Due to the quality and low cost as well as its 

craftsmanship the Indian products have better demand outside India.  Also Indian cotton 

textiles, saltpeter, tobacco, indigo, silk, brocades have also very good demand all over the 

world.   Therefore the traders from other countries  came to India for purchasing these 

goods by exchanging gold and silver thus India was the richest nation in the world.7   

 

Under colonial rule, India, as with most other developing countries, followed a non-

industrial model. But many Indians believed that progress was retarded by this. It was 

believed that true economic progress lay in industrialisation; Smith’s and Ricardo’s ideas 

of international specialisation and mutually advantageous free trade were rejected, at least 

until India became an exporter of more sophisticated goods. 

 

                                                            
6 Economic history of India From Wikipedia as on 22.5.2012 
7 http://radhikaranjanmarxist.blogspot.in/2011/08/economic-history-ofindia-1526-1875.html 
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India had the world's largest economy till the 18th century. India carried out most of its 

business with gold based countries, especially Britain. At this time a huge divide between 

silver-based and gold-based economies resulted. The worst affected countries who were 

dealing with a silver standard with economies with a gold standard.   

 

In the eighteenth and nineteenth centuries the growth of Indian industries declined, due to 

various reasons like political disintegration, end of the Mughal Empire etc.  Also in 1757 

when Britain’s successes in Plassey was smoothened the way for Europeanization of 

Indian trade and industry. When British conquest India the industrial revolution occurred 

in England and  they have taken full advantage of Technological Inventions at the same 

time even though India had commercial class have no industrial background.The entry of 

the British East India Company in the mid 18th century dealt a fatal blow to the prosperity 

of the country.  The Indian cotton industry  declined due to the imposition of a heavy tariff 

on Indian cotton and cotton goods exported to  England and at the same time they have 

exempted the duty on British goods imported to India. The Company increasingly 

monopolised the foreign trade in India thereby reducing the mercantile community to 

economic failure. Thus the once glorious arts and crafts of India died a natural death.8  

 

India was famous for her handicrafts right from Pre-British times. During the Mughal 

Period, India had a considerable variety of arts and handicrafts. In several handicrafts, 

specialization of jobs had advanced to such an extent that particular classes of artisans 

undertook distinct processes in the class of production; and the products commanded wide 

range of foreign markets. At that time no other country produced products that could be 

imported to India in exchange for cotton and silk goods which were in world-wide 

demand. 

 

The Industrial Revolution of 1770 has come to be thought of as the great turning point in 

human history. In 1770 was launched the modern era of unending economic growth, of 

liberation from the constraints of the land base under the old organic technology. There 

                                                            
8 Usha Rani B, Industries in India during 18th & 19th Century, 1984  pp18   
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has followed from this an intense debate on the features of the British economy in 1770 

that precipitated the break from the past. 

 

The history of modern industrial development in India dates back to about last 150 years 

which got acceleration during the post-independence period. The first charcoal based iron 

smelting was attempted in 1853 which failed by 1874. The first successful adventures 

were in the field of textile industry, i.e. cotton press by a Parsi C.N. Dewar at Mumbai in 

1854 and a jute spinning mill by George Acland at Risra (near Kolkata) in 1855. By 1860 

ten other cotton mills were started in Mumbai. The real expansion in cotton textile 

industry was noticed during 1870's following the spurt in demand in the wake of American 

civil war. By 1875-76 the number of mills rose to 47, of which about 62 per cent were 

located within the city of Mumbai (21 per cent in Bombay Presidency). The laying of first 

rail line between Mumbai and Thane in 1854 proved beneficial in this context. Until 1913-

14, before First World War, the number of cotton textile mills rose to 271 with total 

employment of 2, 60,000. The progress was not very encouraging in case of jute textile 

industry. The second jute mill was set up in 1859 with spinning and weaving facilities. 

Two more mills were added by 1862. A spurt came during 1869-1884 with the addition of 

23 new mills accounting for an average daily employment of 47,863. By 1913-14 the 

number of jute mills increased to 64 which provided average daily employment to 2, 

19,288 people. Majority of these mills were located in and around the city of Kolkata. The 

owners were exclusively Europeans (British). The impact of World Wars, on the whole, 

was beneficial for the growth of Indian industries, because India became the source of 

supply for allied operations east of Suez due to obstruction in foreign sources of supply.9 

 

Till 1914 trade and industry’s general conditions was prosperous on account of rich flow 

of British capital.  In the year 1929 even though there was a Great Depression in the world 

wide, the traditional Indian and modern secondary sector was no big impact. The World 

War I (1914-18) (which was fought on a global basis and the years immediately following 

the war experienced a sort of industrial boom. The crisis of 1921, the widely fluctuating 

exchange rates of 1921 to '27, the depression of 1929-'33, the recovery of 1934-'37, the 

adoption of constitution in 1935 and the formation of Ministries in various provinces 

                                                            
9 A historical account of industrialization in India and in Kerala http://shodhganga.inflibnet.ac.in/ 
bitstream/10603/169/17/09_chapter2.pdf  as on 26.8.2013 – pp2,pp5,pp6 
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during 1937-'39 were some of the main events that influenced India's industrial 

development during the inter-war period. 

 

It was during this period that Indian Industrial Commission 1916-18 the Fiscal 

Commission (1921-'22), the External Capital Committee (1925), the Rota1 Whitley 

Commission and Labour (1929-'31) and Central Banking Enquiry Committee (1940) were 

appointed to make a deep enquiry into their respective fields. This directly or indirectly 

helped the development of Indian industries.10 

 

Second World War gave boost to Indian industrial output, but the capacity was not much 

increased due to the problem of importing capital goods and the need of a domestic capital 

goods industry. 

 

The limitations of the growth of industrial output were the extreme poverty of the rural 

respondents. Even though the government provided the tariff protection alone did not help 

to create industrial plants, sponsor development banks or give preference to local industry 

in allotting contracts. The banking system helped industries little bit but technically 

educated people were very less. When India became independent most of these things 

have changed except rural respondents’ poverty, which limited the expansion of the 

market for industrial goods. 

 

The development of chemical industry in modern times dates from the middle of the 19th 

century. It followed a natural course and industries sprang up in localities where the 

necessary raw materials existed. In England, on account of limestone, coal and salt 

occurring in close proximity, the great alkali industry of Cheshire came into existence. 

Similarly, the bromide industry grew up in Strassfurt in Germany, and so on. In the pre-

World War I era, there was very little tendency for any country to develop a closed 

economy. England was quite content to receive her supplies of nitrates from Chile without 

wanting to start a synthetic nitrate industry. In a world of free trade, this is perhaps the 

most logical  course to follow. But the World War I gave a rude shock to this feeling of 

self complacency. England found that she had not only to import most of her food but also 

to fetch from far away Chile all nitrates for growing her food and for making explosives 
                                                            
10 Gregory C, The secret history of the industrial,  2001 pp4 
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and dyestuffs. There was no manufacture of dye-stuffs in England and she had to import 

90 per cent of her requirements from abroad. Practically, the same position obtained with 

regard to pharmaceuticals. The position was so acute that during 1914-18, the price of a 

common chemical like salicylic acid rose from a few shillings to £2.10-0 per lb. It was, 

therefore, not unnatural that England would revise her policy after the World War I and 

aim at a policy of self-sufficiency. Moreover, the World War I taught England that many 

products essential for the wartime economy had to be produced internally.  

 

Steps were taken in 1920-21 to formulate future development plans. Protection was given 

to manufacture of fine chemicals as a key industry by the imposition of a protective duty 

of 33.13 per cent under the Safeguarding of Industries Act 1921. The result was that 

between the period 1920-1938, the capital employed in the fine chemical industry in 

England was trebled and the amount spent on research was quadrupled. The total weight 

of fine chemicals produced in 1938 was eleven times that produced in 1920.11  

 

In India, the chemical industry in its modern form began after the World War 1, although 

the oldest chemical factory in India was established in the early years of the 19th century. 

In 1921, 14 large chemical works in India employed about 2,500 workers. In 1939, the 

number of factories rose to 38 employing about 8,000 workers.  

 

At the time of the Tariff Board Enquiry of 1931, only sulphuric acid and chemicals 

derived from it were manufactured in India. There was no manufacture of alkali at all. The 

Indian manufacturers referred their case to the Indian Tariff Board of 1931, which 

suggested certain measures for protecting the heavy chemical industry. In 1935 as a result 

of the protective measures recommended by the Tariff Board, 23 large factories employing 

4,200 workers came into existence. But the development of the chemical industry as a 

result of the protection given was comparatively slight and could in no way be compared 

to the phenomenal growth of this industry in the UK India had to import nearly Rs. 3 cores 

worth of chemicals excluding dyes every year. The UK supplied nearly 60 per cent of 

India's total imports, thanks primarily to the reorganisation of the chemical industry in UK 

after the World War I. The production of heavy chemicals requires knowledge of large 

                                                            
11 Raja .K, Industrial Development during Pre-independence Period in India, 2012  
http://www.preservearticles.com/2012013022046/industrial-development-during-pre-independence-period-
in-india.html  (on 26.8.2013)-pp1 
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scale technique and, consequently, a, well-developed engineering industry. The production 

of complex chemicals, however, is not attended usually with similar difficulties. In India, 

occasionally, some firms produced synthetic chemicals of a very complex nature with 

imported basic chemicals.12 

 

The origins of the pharmaceutical industry in India can be traced back to the colonial (pre-

independence) era. Most of the pre-independence pharmaceutical companies were owned 

by the British, perhaps with the only exception of Bengal Chemical and Pharmaceutical 

Works established in 1901 by the eminent chemist Prafulla Chandra Ray. However, during 

the British Raj, India continued to remain import dependent. The Second World War gave 

a boost to the Indian pharmaceutical industry with respect to its size as well as product 

range. Besides vaccines for infective diseases, the industry started producing various other 

drugs including alkaloids, chemotherapeutic drugs and calcium preparations. 

 

During the colonial regime the traditional textile industry of India was virtually decayed. 

However, in the early nineteenth century the modern textile industry took birth in India 

when the first textile mill was established at Fort Gloster near Calcutta in 1818. Next to 

Agriculture India mainly is into the Textile Sector. Indian Textile Industry is one of India's 

oldest industries and has a formidable presence in the national economy as it contributes to 

about 14% of manufacturing value-addition, accounts for around one-third of our gross 

export earnings and provides gainful employment to millions of people. 

 

In 1850's the cotton textile industry, however, made its real beginning in Bombay. In the 

year 1854 the first cotton textile mill of Bombay was established by a Parsi cotton 

merchant then engaged in overseas and internal trade. Indeed, the vast majority of the 

early mills were the handiwork of Parsi merchants engaged in yarn and cloth trade at home 

and Chinese and African markets.13  

 

The first cotton mill established in the year 1861 was at Ahmedabad, which was 

eventually to emerge as a rival centre to Bombay, which later spread the textile industry 

largely due to the Gujarati trading class. The cotton textile industry made rapid progress in 

                                                            
12 Ray. J. N, The Chemical Industry of India, 1950  
13 Amit SR, Saradindu B, Competing Through  Technological Capability:  The Indian Pharmaceutical 
Industry in a Changing Global Landscape, 2012 , Paper No.3 -  ISSN: 0976- 2051 – pp3 
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the second half of the nineteenth century and by the end of the century there were 178 

cotton textile mills; but during the year 1900 the cotton textile industry was in bad state 

due to the great famine and a number of mills of Bombay and Ahmedabad were to be 

closed down for long periods. 

 

1.3.2 Overview of Industrial Growth in China before 1950 
 

In the fourteenth century, China was the lead country in terms of per capita income and 

maritime technology. Early in the Ming dynasty, it turned its back on the world economy. 

By 1500, China pushed back by western Europe in per capita real income, technological 

and scientific capacity.  

 

1820 China was the world's largest economy followed by the UK and India. Till the 

nineteenth century, China was able to accommodate a fourfold increase in respondents 

while maintaining average per capita income more or less stable. Its capacity for extensive 

growth was most clearly demonstrated in the eighteenth century. Its GDP grew faster than 

that of Western Europe from the year 1700 to 1820, even though European per capita 

income grew by a fifth.  Between the year 1820 and 1950, per capita income fell from 90 

per cent to 20 per cent of the world average due mainly to civil wars and the intrusions of 

foreign colonialists. 

 

In the 1930s Chiang Kai-shek unification and political stability in China, industries 

developed continuously. From 1927 to 1931, Industries in China had developed and grew. 

But from 1931 to 1935 due to Great Depression Chinese industries had badly affected. But 

again 1936, industrial output had recovered and came to the year 1931position. In 1932, 

China's GDP pointed at 28.8 billion, but in the year 1934 it was 21.3 billion and in the 

year 1935 it was 23.7 billion.14 

 

The main reason for the low impact on the Chinese economy during the financial crisis is 

due to the substantial monetary and fiscal incentive, which has been introduced by the 

Chinese government. 

 

                                                            
14 Gupta Indraneel K S, China: Shifting Concentration of (Real) Wealth, 2010 
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1.4  Overview of Industrial Growth in India & China between 1950 to 
1999 i.e. up to Liberalization  

 

1.4.1 Overview of Industrial Growth in India between 1950 to 1999 i.e. up to 
Liberalization 

 

India’s first Prime Minister Jawaharlal Nehru declared on the eve of the departure of the 

British, on 14 August 1947, that India’s task in the future included "the ending of poverty 

and ignorance and disease and inequality of opportunity". These measures will be used to 

determine the success of the inward-looking policies he initiated, as well as to compare 

their success with the success of the reform policies. Therefore, growth of income per 

capita, alleviation of poverty and reduction of income inequalities are amongst the most 

important indicators. To measure advances regarding inequality of opportunity and 

ignorance, several indicators pertaining to education and health will be used. These are 

two important public goods to which every individual is entitled; both for their intrinsic 

importance and for their enhancement of instrumental personal, social and process roles, 

and also empowerment and distributive roles. 

 

From 1947 to 1964, Prime Minister, Jawaharlal Nehru,  saw industrialisation as the key to 

alleviating poverty. Industrialisation not only promised self-sufficiency for his nation that 

had just regained political sovereignty, but also offered external economies accruing from 

technical progress. Believing the potential of agriculture and exports to be limited, Indian 

governments taxed agriculture by skewing the terms of trade against it and emphasising 

import substitution, thus giving priority to heavy industry. Nehru believed a powerful state 

with a centralised planned economy to be essential if the country was to industrialise 

rapidly. The Industries (Development and Regulation) Act (IDRA) in 1951 laid the 

foundations for this administrative control on industrial capacity. But, over time, the 

licensing requirements became increasingly stringent and were accompanied by a gamut 

of procedures that required clearance by a number of disparate and uncoordinated 

ministries. In order to pursue IS, the Import Trade Control Order of 1955 subjected almost 
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all imports to quantitative restrictions in the form of import licenses. These were 

supplemented by tariffs at rates that were among the highest in the developing world.15 

 

Indian state intervention in industrial development has been extensive. Unlike many East 

Asian countries, which used state intervention to build strong private sector industries, 

India opted for state control over key industries. At different times, nationalised industries 

included chemicals, electric power, steel, transportation, life insurance, portions of the 

coal and textile industries, and banking. To promote these industries the government not 

only levied high tariffs and imposed import restrictions, but also subsidised the 

nationalised firms, directed investment funds to them, and controlled both land use and 

many prices. 

 

In the year 1950 - The government of India constituted the planning commission under the 

leadership of Jawaharlal Nehru.  The main responsibility of Planning Commission was 

making assessment of all resources of the country, augmenting deficient resources, 

formulating plans for the most effective and balanced utilization of resources and 

determining priorities and to promote a rapid rise in the standard of living of the people by 

efficient exploitation of the resources of the country, increasing production and offering 

opportunities to all for employment in the service of the community. Accordingly in the 

year 1951, the first five year plan was launched and a maximum resource was directed to 

the agricultural sector. As a result of the plan, the food production rose by 18%16. 

 

With the advent of planned economy from 1951 and the subsequent industrial policy 

followed by Government of India, both planners and Government earmarked a special role 

for small-scale industries and medium scale industries in the Indian economy. Due 

protection was accorded to both sectors, and particularly for small-scale industries from 

1951 to 1991, until the nation adopted a policy of liberalization and globalization. Certain 

products were reserved for small-scale units for a long time, though this list of products is 

decreasing due to change in industrial policies and climate.   In today’s  India, industries, 

particularly small and medium – sized manufacturing industries (SMEs), operate under 

various conditions and constraints, which stand on the way to the achievement of 

organisational goals. 

                                                            
15 http://www.indianmirror.com/indian-industries/textile.html( accessed on 22.12.2013) 
16 Angus Maddison,  China in the World Economy: 1300-2030   
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From  the year 1952 to 1978, per capita GDP grew by 1.7% per year because Nehruvian 

policies involved high levels of public investment in heavy industry and detailed controls 

on the private sector.  From the year 1978–90, these policies were modified and per capita 

growth rose to 2.6%. From the year 1991 this Policy became liberal more and more from 

time to time.17 

 

When India’s industrial history is reviewed, it is found that the country has mainly 

followed three regimes after independence. These are the planned or controlled period till 

the end of the 1970s, the limited liberalization period of the 1980s and the post-reform 

period beginning in early 1990s. It is seen that the performance of the industrial sector as a 

whole coupled with the manufacturing sector has witnessed substantial growth in terms of 

output after the 1980s, which further stabilized in the 1990s. However, mining and 

quarrying as well as electricity, gas and water supply sectors of industry have decelerated 

in the post-reform period.   

 

When India’s industrial history is reviewed, it is found that the country has mainly 

followed three regimes after independence. These are the planned or controlled period 

until the end of the 1970s, the limited liberalization period of the 1980s and the post-

reform period beginning in early 1990s. It is seen that the performance of the industrial 

sector as a whole coupled with the manufacturing sector has witnessed substantial growth 

in terms of output after the 1980s, which further stabilized in the 1990s. However, mining 

and quarrying as well as electricity, gas and water supply sectors of industry have 

decelerated in the post-reform period.18 

 

Under Prime Minister Indira Gandhi (1966-77), two major shifts took place in the role of 

the state. First, the neglect of agriculture was reversed through state activism in 

subsidising new seeds and fertilisers, agricultural credit, and rural electrification. The 

green revolution took off and by the mid-1970s India was self-sufficient in grain. The 

second shift was the further tightening of state control over every aspect of the economy. 

                                                            
17 www.planning commission.gov.in/aboutus/history/index.php?about=aboutbdy.htm 
18 planningcommission.gov.in/aboutus/history/index.php?about=aboutbdy.htm 



25 
 

Banks were nationalised, trade was increasingly restricted, price controls were imposed on 

a wide range of products, and foreign investment was squeezed.19 

 

In 1973, dealings in foreign exchanges as well as foreign investment came to be regulated 

by the Foreign Exchange and Regulation Act (FERA). The act virtually shut out the 

inflow of new technology from abroad in the 1970s and 1980s, particularly when these 

involved large equity participation. 

 

The Indian system of state planning went far beyond the usual inward-looking 

industrialisation policies that most developing countries pursued after World War II. The 

government regulated the most basic business decisions for all firms above a certain size: 

borrowing, investment, capacity utilisation, pricing and distribution. 

 

The over-restrictive, and often self-defeating nature of the regulatory framework, began to 

become evident by the late 1960s and early 1970s. Comprehensive planning was 

increasingly criticised as planned targets were not met and many plans were not even 

implemented. The lack of success in some dimensions led to a new and more restrictive 

set of regulations. One example is the attempt to reserve sectors for small industries and to 

restrict the growth of large firms. 

 

Beginning in the early 1980s, a mild trend towards deregulation started. Economic reforms 

were introduced, starting to liberalise trade, industrial and financial policies, while 

subsidies, tax concessions, and the depreciation of the currency improved export 

incentives. These measures helped GDP growth to accelerate to over 5% per year during 

the 1980s, compared to 3.5% during the 1970s, and reduced poverty more rapidly. 

However India’s most fundamental structural problems were only partially addressed. 

Tariffs continued to be among the highest in the world, and quantitative restrictions 

remained persistent.20 

 

                                                            
19 Ministry of MSME annual report 2011-2012 
20 http://blogs.exportersindia.com/2010/09/27/growth-of-sme-sector-in-india-an-analysis-2/  (accessed on 
20.8.2013) 
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Moreover, a significant government influence continued in the allocation of credit to firms 

and a discouragement of foreign investment. Relatively inefficient public enterprises, 

controlling nearly 20% of GDP, remained a drag on economic growth. 

 

The government expanded antipoverty schemes, especially rural employment schemes, but 

only a small fraction of the rising subsidies actually reached the poor. Competition 

between political parties drove subsidies up at every election. The resulting fiscal deficits 

(8.4% of GDP in 1985) contributed to a rising current account deficit. India’s foreign 

exchange reserves were virtually exhausted by mid-1991 when a new government headed 

by Narasimha Rao came to power. 

 

In July 1991, India launched a second major economic reform program. The government 

committed itself to promoting a competitive economy that would be open to trade and 

foreign investment. Measures were introduced to reduce the government’s influence in 

corporate investment decisions. Much of the industrial-licensing system was dismantled, 

and areas once closed to the private sector were opened up. These included electricity 

generation, areas of the oil industry, heavy industry, air transport, roads and some 

telecommunications. Foreign investment was suddenly welcomed. 

 

Greater global integration was encouraged with a significant reduction in the use of import 

licenses and tariffs (down to 150% from 400%), an elimination of subsidies for exports, 

and the introduction of a foreign-exchange market. Since April 1992, there has been no 

need to obtain any license or permit to carry out import-export trade. As of April 1, 1993, 

trade is completely free, barring only a small list of imports and exports that are either 

regulated or banned. The WTO estimated an average import tariff of 71% in 1993 which 

has been reduced to 40% in 1995. With successive additional monetary reforms, the rupee, 

since 1995, can nearly be considered a fully convertible currency at market rates. India 

now has a much more open economy.21 

 

 

 

                                                            
21 Jana Hambrock and Sebastian Hauptmann– Industrialisation In India, 1999 
www.tcd.ie/Economics/SER/archive/1999/essay20.htm- pp3 & pp4 
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1.4.2  Overview of Industrial Growth in China between 1950 to 1999 i.e. 
up to Liberalization 

 

 
After the People’s Republic of China was established in 1949, the Chinese Communist 

Party government, like governments of many other countries at the time, thought the most 

effective way to speed up the industrialization process was by increasing investment in 

heavy industries such as steel, concrete, and heavy machinery. China’s government 

mobilized the resources for investment by limiting household consumption and setting low 

prices for agricultural goods so that forced savings and surpluses extracted from the 

agricultural sector could be used for investment in such industries. 

 

This strategy of extensive growth based so heavily on capital accumulation was not 

sustainable and had grave welfare consequences. The big push towards industrialization 

during the Great Leap Forward years (1958–1960) not only failed to raise the GDP growth 

rate, it also had such disruptive effects on agricultural production that a severe famine 

occurred when China was hit by adverse weather shocks in 1959. The Great Leap Forward 

became the Great Leap Famine of 1959 –1961, when the official statistics admit to 15 

million deaths and unofficial estimates suggest double that number or more. Despite these 

disastrous results, the Chinese government continued its unbalanced growth strategy with 

only minor adjustments after the famine. Unfavourable terms of trade were set on farm 

products, which effectively imposed heavy taxes on farmers. The hukou or household 

registration system was implemented to keep heavily taxed farmers from leaving rural 

areas. Furthermore, farmers were prohibited from engaging in any nonfarm activities. 

These policies initially helped to ensure that the government could extract surpluses from 

the agricultural sector to support the capital accumulation in the industrial sector. 

However, they also created incentive problems that significantly reduced the productivity 

of farmers. As a result, agricultural output grew slowly. In the late 1970s, the agricultural 

sector included more than 70 percent of China’s labour force. Emergency grain imports 

were frequently needed to meet food deficits. China’s non-agricultural sector was little 

better. It was dominated by the state-owned enterprises in which resource allocation and 

production activities were carried out according to government plan rather than market 

signals. Most of the state-owned enterprises at that time were inefficient, overflowing with 

redundant workers, and often producing output for which there was no market demand. At 
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the same time, there were very few firms in the light industries like home appliances, 

furniture, and clothing and there were constant shortages of consumer products. The 

period from 1952 to 1978 Chinese government have created adverse incentives and gross 

misallocation of resources that resulted in declining aggregate productivity, recurring food 

crises, and relatively little improvement in living standards.22 

 

In the earliest stages of development, income inequality between the urban and rural 

sectors often increases. Surplus labor in agriculture moves to cities to seek higher 

productivity employment and urban incomes grow more rapidly than rural ones. However, 

the gap peaks, declines and eventually disappears as surplus labor shrinks and the rural 

sector modernizes. In the course of economic development, the largest cities evolve to 

become financial and business service centers, while industrial production decentralizes to 

small- and medium-sized cities which tend to highly specialize in particular lines of 

activity such as steel, autos, electronics, textiles, apparel, and wood products, as well as 

specialized services such as entertainment, insurance, and certain forms of health care.  

Most manufacturing and service production is more efficient when undertaken in 

urbanized areas where firms can more readily copy best practice in technology and 

management from more advanced firms, and more easily access skilled workers as well as 

transport services and other intermediate inputs. As places where innovations are 

incubated and sophisticated skills developed, cities are engines of growth. Most cities in 

China have too low Respondents to properly exploit the scale benefits of clustering local 

economic activity, thereby limiting urban productivity gains and economic growth. 

Relative to the rest of the world, China distinctly lacks cities in the range of 1-12 million 

in respondents. While Shanghai, Beijing and Guangzhou, for example, have evolved into 

mega-cities. In China, manufacturing should be decentralizing from the largest cities to 

medium- and small-sized cities. The comparative advantage and future growth potential of 

the largest cities lie in business and financial services. The rapid urbanization forthcoming 

in the next decade provides China with enormous opportunities to maintain high growth 

through more efficient uses of its existing resources (rather than just more investment), 

through increased growth of higher value manufacturing and services, and through 

increased domestic demand relative to export demand as hinterland cities accelerate their 

                                                            
22 Xiaodong . Z,  Understanding China’s Growth: Past, Present and Future, Journal of Economic 
Perspectives—Volume 26, Number 4—Fall 2012 
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growth. In the early stages of industrialization, the largest cities in a country are the focal 

points for development and importation of technology, and are the initial centers of 

industrialization. However, as development proceeds, technologies used in manufacturing 

production standardize, which permits decentralization of industrial production to small 

and medium-sized cities with lower labor and land costs. The natural economic base of the 

very largest cities is the business-service and financial sector, but in China these sectors 

are very small. In China have limited opportunities to invest in and establish life in cities, 

given lack of portability of rural wealth and lack of access to urban credit markets. Reform 

of capital markets to create an integrated national market complements labour market 

reform and is an integral part of integration of the urban and rural sectors. It seems 

economic growth in China would be better served by focusing on development of cities. 

 

In the year 1952-78, per capita GDP growth in China was well below the Asian average. 

In China’s, domestic policies bore some of the responsibility. In China, the establishment 

of the People’s Republic brought a sharp change in the political elite and mode of 

governance. The degree of central control was much greater than under the Ch’ing dynasty 

or the KMT. Landlords, national and foreign capitalist interests were eliminated by 

expropriation of private property and there were negligible links to the world economy. 

The political changes had substantial costs. China’s version of communism involved risky 

experimentation on a grand scale. Self–inflicted wounds brought the economic and 

political system close to collapse during the Great Leap Forward (1958–60), and again in 

the Cultural Revolution (1966–76) when education and the political system were deeply 

shaken. Allocation of resources was extremely inefficient.23 

 

The market-oriented reform that began in the late 1970s, particularly the success of the 

economic reform in rural areas, has brought about fundamental changes to China's 

economy. On the one hand, reform has brought the country into a new development period 

marked by the expansion of demand for non-essential commodities. On the other hand, it 

has changed the economy from a supply-motivated one to a demand-restricted one. In the 

past, the supply of necessities had been put under planned production, unified procurement 

and marketing, price control, rationing control and consumption subsidy. In a strict sense, 

they were not commodities under the old system. On such a basis, supported by the 
                                                            
23 Vernon Henderson. J,   China Economic Research and Advisory Programme Urbanization in China:  
Policy Issues and Options, 2009 - pp4, pp6,pp15, pp18 
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motivation of extraordinary growth of rural economy, the national economy has entered a 

new development period marked by the expansion of demands for non-essential 

commodities. And such an economy inevitably carries congenital deficiencies which are 

mainly reflected in the irrational relationship and structures between supply and demand, 

the separation of markets, identical structures of production and consumption, and the 

skewing of market indicators. China has entered the process of economic take-off and 

rapid urban development.24 

 

In view of the international environment and the very poor industrial base of the country 

following the founding of New China, the government decided to first develop heavy 

industry. Beginning with the First Five-Year Plan (1953-1957), China concentrated the 

energy of the entire respondents on large-scale industrial development. Some industries 

started from zero and others from a very weak base to build up an independent, fairly 

comprehensive industrial system within a fairly short time. Industry became the main 

driving force behind the country’s economic development. Under the conditions of a 

planned economy, social and economic development proceeded at a fast pace as a result of 

industrialization, but this also led to the emergence of certain problems, which manifested 

in a number of ways. The cost of industrial development in the framework of the highly 

concentrated planned economic system was negligence of development in other areas, 

especially agriculture because of the high differential set between the prices of industrial 

and agricultural products to support high investment, high accumulation and high 

consumption in industry. Moreover, the economic performance of industry was poor and 

the industrial structure was irrational. Since the institution of the reform and opening up 

policy, China has taken a more pragmatic approach by actively pursuing a path to 

industrialization more suited to conditions in the country, following a strategy of putting 

equal emphasis on industrial growth and improvement in the industrial structure, relying 

more on the role of market forces in the economic system, and taking advantage of both 

domestic and foreign resources and both domestic and foreign markets through opening up 

the country to the outside world. In this way, China has entered a period of accelerated 

industrialization during the institution of the reform and opening up policy, accumulating 

experience with global significance.   

 
                                                            
24 Economic history of China before 1911 From Wikipedia, the free encyclopaedia 
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1.4.2.1 Changes of Industrial systems and mechanisms in China 
 

Industrial growth to become the strong engine that drives economic development 

beginning in 1978, the industrial systems and mechanisms began shifting from a planned 

economy to a market economy, allowing the force of competition to accelerate industrial 

development, putting constant pressure on industrial enterprises to upgrade technology and 

make innovations and promoting sustained industrial growth. Chinese industry grew at an 

annual rate of 11.98% between 1978 and 2008, supporting a high national economic 

growth rate of 9.6% and creating the “Chinese miracle” in the history of global economic 

growth. At the same time, the entire chain of industrial production has been growing and 

constantly gaining in strength, giving a strong boost to the process of Chinese economic 

modernization.25 

 

1.4.2.2 Making use of the comparative advantage in China 
 

China has created a strong core competency to promote the development of an industrial 

base for rapid industrialization. In the 1980s and 1990s, China took advantage of its cheap 

production factors to actively participate in domestic and foreign market competition in an 

open manner, rapidly expanding production capacity and market share. Although 

industrial growth in China was still effected by high consumption and high cost during this 

period, the country’s industry was still able to develop a basic core competency marked by 

independent technological development, a historical contribution not easily denied. Even 

today, the competency of Chinese industry relies primarily on comparative advantages 

such as a cheap labor supply and is insufficiently based on technological advances. The 

Chinese economy, including industry, is still facing the huge task of transforming the 

mode of development, and the task of improving the core competency of industry will be 

an arduous and long-term effort.   

 

1.4.2.3 Promoting industrialization in China 
 

Promoting industrialization is the fact that industry promotes concomitant development in 

other areas. The beneficial experience gained from developing industry first, such as the 

                                                            
25 Jin Bei, Sixty Years of Industrialization in China From: English Edition of Qiushi Journal Vol.2 No.1, 
2010 http://english.qstheory.cn/economics/201109/t20110924_ 112480.htm 
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principle of industrial efficiency, corporate management, independent responsibility 

system and rules for competition within an industry, provides a greater and greater 

stimulus for the reform and development of other areas, and the reform and development 

of other areas is actually based mainly on the experience gained in the reform and 

development of industry. The rapid development of other areas has not only resulted in an 

expanded domestic market for the development of industry, but provided a strong boost 

for reform and opening up, which further eliminated institutional and structural barriers to 

efforts to deepen industrial reform and promoted long-term industrial progress as well.  

     

Stable, sustained industrial growth is the basis and prerequisite for smooth operation of the 

economy. When a country industrializes, industrial growth becomes an important factor 

affecting overall social and economic development. Sluggish industrial growth can cause 

all kinds of problems in economic and social development, such as difficulties in 

employment, incomes, markets and government budgets. Maintaining growth has become 

a top priority objective in China’s economic policy, particularly during this international 

financial crisis, and industrial growth is crucial for addressing the crisis. It is precisely 

because industry has been put first during the last 30 years of reform and opening up that 

Chinese industry has become a powerful international competitor in the face of strong 

competition. For this reason we can confidently said that China will be one of the first 

countries to recover from this international financial crisis and resume steady and rapid 

economic development. And, looking at the long term, a country’s potential for economic 

growth and development is in the end determined by how competitive its industry is. 

Therefore, strengthening of the ability of Chinese industry to compete in the international 

arena and rapid industrialization are the basis for resolving the current and all future major 

economic and social issues.  

 

Improving the core competency must be the priority objective in upgrading the industrial 

structure. Today’s world is, in general, still in an age of industrialization in which 

countries around the world are following the lead of countries that were the first to 

industrialize. In developed countries such as the US, for example, industry still constitutes 

an important foundation for the country’s economic system. China is a developing country 

that is now in the intermediate stage of industrialization. The upgrading of Chinese 

industry not only consists of upgrading in relation to different industries. Even more 

important, and of even greater general significance, is upgrading within each industry to 
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create lean manufacturing by upgrading manufacturing processes, upgrading the value 

chain and upgrading product quality. Therefore, upgrading industry is not simply a process 

of substituting “high end for low end,” but a process of “allowing the cream to rise to the 

top” through competition. Only by constantly working to develop more competitive 

industries or industry chains in promoting industrialization can China carry out effective 

industrial upgrading on the basis of sustained strong growth and control of the risks 

involved in upgrading.  

 

Technological innovation and mechanism optimization represent the core solutions to 

resolving resource and environmental issues. The division of the materials of the world as 

“resources” and “waste” is determined by industrial technology and industrial demand. 

The higher the level of industrial technology and the more developed the economic system 

of industry, the more “resources” there are in the world, i.e., the more materials of the 

world can be classified as “resources,” and even garbage can become resources. From a 

basic scientific perspective, any material can be turned into a resource with the right 

industrial process. We can see that, in essence, industrialization is a constant process of 

creating “resources.” Therefore, only by developing industry and never stopping the 

process of industrial development can we overcome the restrictions presented by lack of 

resources. In the same way, industrialization can make more places on earth suitable for 

human habitation, making the environment and human society more in harmony and 

bringing people closer to nature. Naturally, there are conditions to beneficially balance 

industrial development and environment and resources. In developing industrial 

technology, we must place the emphasis on making resource utilization more efficient and 

improving the environment and ensure that systems and mechanisms encourage resource 

conservation and environmental improvement in making advances in technology. 

Therefore, the key now to resolving issues with the environment and resources is to 

accelerate efforts to develop systems and mechanisms that promote innovations in 

industrial technology that lead to greater resource conservation and environmental 

improvement.  

 

Industrialization must first of all benefit the people. Starting with the new century, China 

has made application of the Scientific Outlook on Development the highest priority in all 

matters. Applying the Scientific Outlook on Development does not mean putting aside the 

pursuit of material wealth, but rather putting greater emphasis on human values in the 
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process of developing material civilization and creating material wealth. In other words, 

the criteria for judging development include more than just the material results and 

material wealth produced. Another important criterion is whether development benefits or 

promotes improvement in the lives of all the people and improvement in the living 

environment. Therefore, China believes that industrialization must put people first and not 

harm nature in the process of using natural resources so that generation after generation of 

people can enjoy the benefits of nature and thus enjoy the freedom, equality and dignity 

under affluent material conditions and the civilization, justice and harmony under thriving 

economic conditions. In this sense, the pursuit of wealth must and should be a kind of 

social responsibility and action. This means that enterprises in the process of creating 

wealth must both have responsibility to their stakeholders and have social responsibility 

and requires that the process of creating and accumulating wealth not only allows the 

process to continue generation after generation, but also should and must ensure that 

society and all of humankind can continue and that the process has value to them. 

Industrialization has not only been the main thrust of economic and social development 

during the 60 years since the founding of New China, but has also had great value to 

society and all of humankind. We firmly believe that as long as we promote 

industrialization bearing in mind our responsibility to all of humankind and taking 

practical steps, we can ensure that the entire Chinese respondents of 1.3 billion people can 

fully enjoy the benefits of modern industrial civilization and the accomplishments and 

values of Chinese industrialization will have an even greater impact on people around the 

world. 

 

China’s share in world trade did not change much between the year 1970 and 1978, while 

after the year 1978 China’s share increased substantially, consistent with a trade 

liberalizing impact of the year 1978 reforms. Other breakpoints around the year 1990 and 

around the year 2000, the rate at which China gains in terms of her world trade share 

increased, with China’s rate of trade growth increasing overall during this period. Chinese 

industry has been developing rapidly transforming the country from a backward nation to 

an economic power, from a poverty-stricken land to a country with the world’s largest 

accumulation of foreign exchange reserves, and from a country subjected to the forces of 

international free trade to a country able to actively implement and protect the free trade 

principles. Today we can proudly said that China’s industrialization has had a profound 

impact on global development.Industrialization in China over the past 60 years has taken a 
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tortuous path, with some great successes and many issues that need to be considered. 

Chinese industry has been growing and developing rapidly over the past 60 years, 

especially during the past 30 years, transforming the country from a backward nation to an 

economic power, from a poverty-stricken land to a country with the world’s largest 

accumulation of foreign exchange reserves, and from a country subjected to the forces of 

international free trade to a country able to actively implement and protect the free trade 

principles. China’s industrialization has had a profound impact on global development. 

 

By the mid-1980s, industrial reforms had achieved substantial success in some areas. 

Industrial output was about twenty-five times that of 1952. A wide range of modern 

industries had been established, and the country was one of the world's leading producers 

of coal, textiles, and bicycles. There were major plants in almost every key industry, and a 

strong effort had been made to introduce manufacturing into undeveloped and rural areas. 

Light-industry output of consumer goods had increased dramatically. In some cases, 

enterprises reduced operating costs, managers were able to exercise greater autonomy, and 

technical innovations were implemented to increase efficiency. 

 

Despite these bright spots in the 1980s, overall results were disappointing to Chinese 

economy. Major problems included failure to reform the price system, interference of 

local cadres in the managers' operation of enterprises, and perpetuation of the life tenure, 

"iron rice bowl" system for workers. Rapid industrial growth made energy shortages one 

of the most critical problems facing the economy, limiting industrial enterprises and mines 

to 70 or 80 percent of capacity. For a quick increase in output, the industry emphasized 

short-term development of thermal power plants. In the long term China planned to rely on 

its vast hydropower potential and nuclear power to meet electricity demand. 

 

In the 1980s large-scale, centrally controlled plants dominated manufacturing. These large 

plants were supplemented with many small-scale town and township enterprises, which 

accounted for significant percentages of national output of coal, construction materials, 

and leather products. 
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1.4.2.4 Reform of the industrial economy in the 1980s in China 
 

Before the market-oriented reform began in 1978, China's cities developed along an anti-

market road. Cities were able to develop at all simply because they provided space and 

environment for the implementation of the industrialization policy of giving priority to 

heavy industry. The central government carefully adopted a series of policies and systems 

that were discriminating against rural development and rejecting competition so as to 

achieve the objectives of social stability and industrial accumulation. The unified purchase 

and marketing system for the supply of agricultural products had replaced trade with 

paying tribute to the centre, thus facilitating the effort for capital accumulation and 

industrialization on the basis of a backward economy. In urban areas, technology and 

capital intensive industries were encouraged so as to ensure the development of 

productivity, while in rural areas, efforts concentrated on promoting labour intensive 

undertakings. Through this policy the government was able to contain the surplus rural 

labour to rural areas and to ensure the development of heavy industry in cities. The unique 

way of industrialization and urbanization created many features in China's economy: (1) 

while the per capita income remained low, the level of industrialization was relatively 

high. In 1978, industry accounted for 49.4% of GDP. During the same period, the same 

statistics in Spain was 38.7%, Yugoslavia was 33% and Mexico was 35%. (2) Within the 

manufacture sector the proportion of supply to heavy industry was extraordinarily high 

(64.1%) while the production for final consumption was un-proportionally low. (3) 

Industrial output value accounted for a very big proportion while the social employment 

structure remained true to the tradition of the agricultural state. In 1978, rural labour 

accounted for 76.3% of the total social work force (the 1952 figure was 88%). Due to 

these features, China's success in fast industrialization did not bring about corresponding 

increase in GNP and respondents urbanization. From 1960 to 1978, the proportion of 

industrial output value to GNP increased by 14 percentage points. But during the same 

period urban respondents had dropped by 1.8 percentage points.26 

 

The industrial sector employed only about 17 percent of the labour force in 1985 but, as a 

result of much higher labour productivity than the agricultural sector, accounted for over 

46 percent of national income. Industrial units were very diverse in size and technological 

                                                            
26 Technological and industrial history of the People's Republic of China . From Wikipedia, the free encyclopaedia accessed on 
29.8.2013 http://en.wikipedia.org/wiki/Technological_and_industrial_ history_of_the_People%27s_Republic_of_China 
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sophistication, ranging from tiny handicraft manufacturing enterprises to giant modern 

complexes producing such goods as steel, chemical fertilizer and synthetic fibbers. 

 

The majority of the country's large industrial units were clustered in the major industrial 

centers in the northeast, the Beijing-Tianjin-Tangshan area, the Yangtze River Valley, and 

Shanghai. Small and medium-size units were found throughout the country, and a number 

of first-rank plants were located far from the leading cities. Ownership of industrial 

enterprises fell into three general categories: state ownership, urban collective ownership, 

and rural collective ownership. Industry was dominated by the state-owned sector, which 

included the largest, most technically advanced, and most important enterprises. 

 

In 1985 state-owned enterprises produced 70 percent of national industrial output by 

value, held 75 percent of fixed industrial assets, and employed 46 percent of the industrial 

labour force (including rural industrial enterprises). Although all of these units were 

owned by "the state" in the abstract sense, operational control and effective ownership of 

specific enterprises were divided among the different levels of government. A few of the 

largest enterprises were under the direct authority of their respective ministries in the 

central government. Most major enterprises were owned by the province, autonomous 

region, or special municipality where they were located or were subject to shared control 

by the central ministry and the provincial-level government. Small and medium-size units 

usually were owned by city, prefecture, county, or town governments. Control of some 

enterprises was shared with higher administrative levels.27 

 

The problem lies with the urban structure and functions. Before the start of reform, China's 

cities were merely self-reliant concentration venues of industries rather than centers 

promoting regional economic growth, trade and technological progress. Besides the 

strategy of giving priority to heavy industry and "surpassing Britain and catching up with 

the United States," factors contributing to this phenomenon also included the rigid urban 

land system, housing system, municipal finance system, employment system and planning 

system. Individuals were deprived of the rights to free job selection, self-accumulation, 

and consumption. National economy and urban development were at the mercy of central 

decision-makers' preferences and the dictatorial economic structure. The state was fully 
                                                            
27 Yukun  Wang,  China:Urban Development towards the year 2000, 1993 – pp2,pp3,pp4,pp5 
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occupied with providing food for every citizen, and the impediments in the systems block-

ing urban development were not too obvious.  

 

In the year 1985 due to the continued expansion in treaty port facilities and the 

manufacturer in China contributed substantially to the growth of the modern sector, 

including railways, banking, commerce, industrial production and mining. There was also 

an associated growth of Chinese capitalist activity, which had its origins mainly in the 

comprador middlemen in the Treaty ports. There was an inflow of capital from overseas 

Chinese who had immigrated in substantial numbers to other parts of Asia. 

 

After the reformations of government legislations in 2005 for the favour of SMEs in 

China, nowadays, SMEs have been operating in different branches of businesses such as 

manufacturing, services, construction, transport and retailing. This support has helped the 

emergence of many more SMEs in China which means there is even greater demand for 

financing all these SMEs. Small enterprises also make up huge proportion of SMEs in 

China which usually lack the degree of specialization and cooperation in the production 

areas. This is mainly due to the fact that there is lack of government legislations that 

supports and shows guidelines for SMEs in China. The main market for SMEs is the 

domestic market of China which is due to the fact that SMEs can not cope with fierce 

competition in the international markets or does not have advantage over foreign-invested 

companies with high-tech. Due to shortage of funds, most SMEs operate mainly in labour-

intensive small and medium industries as the technological progress28. 

 

1.4.3 Overview of Industrial Growth in India between 2000 to 2014 i.e. after 
 Liberalization 
 

Indian business scenario changed in the post-liberalization period which started after 1991. 

The new  industrial, foreign trade and economic policies encouraged  the foreign 

companies entry into Indian market. Due to this the manufacturing sector of India faced 

stiff competition in  almost all the sectors. After liberalization process started,  the 

Government of India aimed at deregulations in various  sectors, encouragement to foreign 

direct investment and  privatization in the manufacturing sectors restricted for  

                                                            
28 Dudovskiy. J,   SMEs in China: Overview, 2012 <http://research-methodology.net/small-and-medium-
enterprises-in-china-overview/> Accessed on 23.08.13 
 



39 
 

government and public sector undertakings. This initiative of the government resulted in 

opening of the economy  and created competition among the manufacturing sectors 

comprising large, medium and small-scale sector. The central and state Governments in 

India have taken certain measures for improving the small-scale sector’s performance in 

the era of liberalization. The era of globalization will benefit mostly the industrialized 

countries or multinational companies operating in developing countries like India. 

Globalization will bring prosperity to the country only if government and multinational 

companies are willing to adopt a code of conduct which permits their profit motives to be 

harmonized with the self-reliant interest of the developing nations like India. 

 

In the late 1980s, government expenditure began to exceed its revenue by such large 

margins that it became unsustainable. Prices of many essential goods rose sharply. Imports 

grew at a very high rate without matching growth of exports. Foreign exchange reserves 

declined to a level that was not adequate to finance imports for more than two weeks. 

There was also not sufficient foreign exchange to pay the interest that needs to be paid to 

international lenders. 

 

India approached the International Bank for Reconstruction and Development (IBRD), 

popularly known as World Bank and the International Monetary Fund (IMF), and received 

$7 billion as loan to manage the crisis. For availing the loan, these international agencies 

expected India to liberalise and open up the economy by removing restrictions on the 

private sector, reduce the role of the government in many areas and remove trade 

restrictions.29 

 

India agreed to the conditionality’s of World Bank and IMF and announced the New 

Economic Policy (NEP). The NEP consisted of wide ranging economic reforms. The 

thrust of the policies was towards creating a more competitive environment in the 

economy and removing the barriers to entry and growth of firms. This set of policies can 

broadly be classified into two groups: the stabilisation measures and the structural reform 

measures. Stabilisation measures are short-term measures, intended to correct some of the 

weaknesses that have developed in the balance of payments and to bring inflation under 

                                                            
29 Gautam. R.K &  Singh. R,  Liberalization impact on Indian small industries: an empirical study of Punjab, 
2012 
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control. In simple words, this means that there was a need to maintain sufficient foreign 

exchange reserves and keep the rising prices under control. On the other hand, structural 

reform policies are long-term measures, aimed at improving the efficiency of the economy 

and increasing its international competitiveness by removing the rigidities in various 

segments of the Indian economy. The government initiated a variety of policies which fall 

under three heads viz., liberalisation, privatisation and globalisation. The first two are 

policy strategies and the last one is the outcome of these strategies.  

 

Development policies required that even though the revenues were very low, the 

government had to overshoot its revenue to meet problems like unemployment, poverty 

and respondents explosion. The continued spending on development programmes of the 

government did not generate additional revenue. Moreover, the government was not able 

to generate sufficiently from internal sources such as taxation. When the government was 

spending a large share of its income on areas which do not provide immediate returns such 

as the social sector and defence, there was a need to utilise the rest of its revenue in a 

highly efficient manner. The income from public sector undertakings was also not very 

high to meet the growing expenditure. At times, our foreign exchange, borrowed from 

other countries and international financial institutions, was spent on meeting consumption 

needs. Neither was an attempt made to reduce such profligate spending nor sufficient 

attention was given to boost exports to pay for the growing imports. 

 

Rules and laws which were aimed at regulating the economic activities became major 

hindrances in growth and development. Liberalisation was introduced to put an end to 

these restrictions and open up various sectors of the economy. Though a few liberalisation 

measures were introduced in 1980s in areas of industrial licensing, export-import policy, 

technology up gradation, fiscal policy and foreign investment, reform policies initiated in 

1991 were more comprehensive. Let us study some important areas such as the industrial 

sector, financial sector, tax reforms, foreign exchange markets and trade and investment 

sectors which received greater attention in and after 1991. 

 

1.4.3.1 Deregulation of Industrial Sector 
 

In India, regulatory mechanisms were enforced in various ways (i) industrial licensing 

under which every entrepreneur had to get permission from government officials to start a 
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firm, close a firm or to decide the amount of goods that could be produced (ii) private 

sector was not allowed in many industries (iii) some goods could be produced only in 

small scale industries and (iv) controls on price fixation and distribution of selected 

industrial products. 

 

The reform policies introduced in and after 1991 removed many of these restrictions. 

Industrial licensing was abolished for almost all but product categories — alcohol, 

cigarettes, hazardous chemicals industrial explosives, electronics, aerospace and drugs and 

pharmaceuticals. The only industries which are now reserved for the public sector are 

defence equipments, atomic energy generation and railway transport. Many goods 

produced by small scale industries have now been de-reserved. In many industries, the 

market has been allowed to determine the prices. 

 

1.4.3.2 Financial Sector Reforms:  
 

Financial sector includes financial institutions such as commercial banks, investment 

banks, stock exchange operations and foreign exchange market. The financial sector in 

India is controlled by the Reserve Bank of India (RBI). You may be aware that all the 

banks and other financial institutions in India are controlled through various norms and 

regulations of the RBI. The RBI decides the amount of money that the banks can keep 

with themselves, fixes interest rates, nature of lending to various sectors etc. One of the 

major aims of financial sector reforms is to reduce the role of RBI from regulator to 

facilitator of financial sector. This means that the financial sector may be allowed to take 

decisions on many matters without consulting the RBI. 

 

The reform policies led to the establishment of private sector banks, Indian as well as 

foreign. Foreign investment limit in banks was raised to around 50 per cent. Those banks 

which fulfil certain conditions have been given freedom to set up new branches without 

the approval of the RBI and rationalise their existing branch networks. Though banks have 

been given permission to generate resources from India and abroad, certain aspects have 

been retained with the RBI to safeguard the interests of the account-holders and the nation. 

Foreign Institutional Investors (FII) such as merchant bankers, mutual funds and pension 

funds are now allowed to invest in Indian financial markets. 

 



42 
 

1.4.3.3 Tax Reforms 
 

Tax reforms are concerned with the reforms in government’s taxation and public 

expenditure policies which are collectively known as its fiscal policy. There are two types 

of taxes: direct and indirect. Direct taxes consist of taxes on incomes of individuals as well 

as profits of business enterprises. Since 1991, there has been a continuous reduction in the 

taxes on individual incomes as it was felt that high rates of income tax were an important 

reason for tax evasion. It is now widely accepted that moderate rates of income tax 

encourage savings and voluntary disclosure of income. The rate of corporation tax, which 

was very high earlier, has been gradually reduced. Efforts have also been made to reform 

the indirect taxes, taxes levied on commodities, in order to facilitate the establishment of a 

common national market for goods and commodities. Another component of reforms in 

this area is simplification. In order to encourage better compliance on the part of taxpayers 

many procedures have been simplified and the rates also substantially lowered. 

 

1.4.3.4 Foreign Exchange Reforms  
 

The first important reform in the external sector was made in the foreign exchange market. 

In 1991, as an immediate measure to resolve the balance of payments crisis, the rupee was 

devalued against foreign currencies. This led to an increase in the inflow of foreign 

exchange. It also set the tone to free the determination of rupee value in the foreign 

exchange market from government control. Now, more often than not, markets determine 

exchange rates based on the demand and supply of foreign exchange. 

 

1.4.3.5 Trade and Investment Policy Reforms  
 

Liberalisation of trade and investment regime was initiated to increase international 

competitiveness of industrial production and also foreign investments and technology into 

the economy. The aim was also to promote the efficiency of the local industries and the 

adoption of modern technologies. In order to protect domestic industries, India was 

following a regime of quantitative restrictions on imports. This was encouraged through 

tight control over imports and by keeping the tariffs very high. These policies reduced 

efficiency and competitiveness which led to slow growth of the manufacturing sector. The 

trade policy reforms aimed at (i) dismantling of quantitative restrictions on imports and 

exports (ii) reduction of tariff rates and (iii) removal of licensing procedures for imports. 
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Import licensing was abolished except in case of hazardous and environmentally sensitive 

industries. Quantitative restrictions on imports of manufactured consumer goods and 

agricultural products were also fully removed from April 2001. Export duties have been 

removed to increase the competitive position of Indian goods in the international markets. 

 

1.4.3.6 Privatisation 
 

Privatisation implies shedding of the ownership or management of a government owned 

enterprise. Government companies can be converted into private companies in two ways 

(i) by withdrawal of the government from ownership and management of public sector 

companies and or (ii) by outright sale of public sector companies. 

 

Privatisation of the public sector undertakings by selling off part of the equity of PSUs to 

the public is known as disinvestment. The purpose of the sale, according to the 

government, was mainly to improve financial discipline and facilitate modernisation. It 

was also envisaged that private capital and managerial capabilities could be effectively 

utilised to improve the performance of the PSUs. The government envisaged that 

privatisation could provide strong impetus to the inflow of FDI. 

 

1.4.3.7 Globalisation 
 

Globalisation is the outcome of the policies of liberalisation and privatisation. Although 

globalisation is generally understood to mean integration of the economy of the country 

with the world economy, it is a complex phenomenon. It is an outcome of the set of 

various policies that are aimed at transforming the world towards greater interdependence 

and integration. It involves creation of networks and activities transcending economic, 

social and geographical boundaries. Globalisation attempts to establish links in such a way 

that the happenings in India can be influenced by events happening miles away. It is 

turning the world into one whole or creating a borderless world. 

 

1.4.3.8 Outsourcing  
 

This is one of the important outcomes of the globalisation process. In outsourcing, a 

company hires regular service from external sources, mostly from other countries, which 

was previously provided internally or from within the country (like legal advice, computer 
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service, advertisement, security — each provided by respective departments of the 

company). As a form of economic activity, outsourcing has intensified, in recent times, 

because of the growth of fast modes of communication, particularly the growth of 

Information Technology (IT). Many of the services such as voice-based business 

processes (popularly known as BPO or call centres), record keeping, accountancy, banking 

services, music recording, film editing, book transcription, clinical advice or even teaching 

are being outsourced by companies in developed countries to India. With the help of 

modern telecommunication links including the Internet, the text, voice and visual data in 

respect of these services is digitised and transmitted in real time over continents and 

national boundaries. Most multinational corporations, and even small companies, are 

outsourcing their services to India where they can be availed at a cheaper cost with 

reasonable degree of skill and accuracy. The low wage rates and availability of skilled 

work force in India have made it a destination for global outsourcing in the post-reform 

period. 

 

The reform process has completed one and a half decades since its introduction. Let us 

now look at the performance of the Indian economy during this period. In economics, 

growth of an economy is measured by the Gross Domestic Product.  The growth of GDP 

increased from 5.6 per cent during 1980-91 to 6.4 per cent during 1992-2001. This shows 

that there has been an increase in the overall GDP growth in the reform period. During the 

reform period, the growth of agriculture and industrial sectors has declined whereas the 

growth of service sector has gone up. This indicates that the growth is mainly driven by 

the growth in the service sector. The Tenth Plan (2002-07) has projected the GDP growth 

rate at 8 per cent. In order to achieve such a high growth rate, the agriculture, industrial 

and service sectors have to grow at the rates of 4, 9.5 and 9.1 percentage points 

respectively. However, some scholars raise apprehensions over the projection of such high 

rates of growth as unsustainable. The opening up of the economy has led to rapid increase 

in foreign direct investment and foreign exchange reserves. The foreign investment, which 

includes foreign direct investment and foreign institutional investment, has increased from 

about US $ 100 million in 1990-91 to US $ 150 billion in 2003-04. There has been an 
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increase in the foreign exchange reserves from about US $ 6 billion in 1990-91 to US $ 

125 billion in 2004-05.30 

 

On the other hand, the reform process has been widely criticised for not being able to 

address some of the basic problems facing our economy especially in the areas of 

employment, agriculture, industry, infrastructure development and fiscal management. 

 

1.4.3.9 Growth and Employment:  
 

Though the GDP growth rate has increased in the reform period, but the reform-led growth  

has not generated sufficient employment opportunities in the country 

 

1.4.4 Overview of industrial Growth in China between 2000 to 2013 i.e. after 
 Privatization and Trade Liberalization 
 

The 15th Congress of the Chinese Communist Party held in 1997 was a milestone in 

China’s economic policies. The Congress formally sanctioned ownership reforms of the 

state-owned firms and also legalized the development of private enterprises. With the 

reduction of legal barriers, private enterprises grew rapidly. Collective enterprises such as 

township and village enterprises lost their edge, some were closed and many of them were 

privatized, also in the form of management buyouts. As part of the lead-up to China’s 

joining the World Trade Organization in 2001, China’s government also started to cut 

tariffs, broadened trade rights, and liberalized its regime for foreign direct investment. 

 

Between 1998 and 2007, the share of total urban employment in domestic private 

enterprises and foreign-invested enterprises increased from 8 to 24 percent. The increase 

in the manufacturing sector was even more pronounced. By 2007, domestic private 

enterprises alone accounted for 51 percent of total urban employment in the manufacturing 

sector according to National Bureau of Statistics of China, 2008.  The combination of 

privatization and trade liberalization had strong effects on productivity growth in both the 

state and nonstate sectors. Between 1998 and 2007, the average annual total factor 

productivity growth rates of the state and nonstate sectors were 5.50 percent and 3.67 

                                                            
30 Neepur, Liberalisation-Privatisation and Globalisation: An Appraisal, 2014 
(http://schools.aglasem.com/15450) 
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percent, respectively. After stagnating for much of the first two decades of reform, the 

state sector finally experienced productivity growth in the last decade. In the 

manufacturing sector, productivity growth during this period is even higher. For the 

manufacturing sector, the total factor productivity growth rate is 13.4 percent a year. 

Because even state-owned enterprises were allowed to go bankrupt and exit during this 

period, reallocation through the process of entry and exit contributed significantly to 

productivity growth, accounting for 72 percent of the aggregate growth of total factor 

productivity in the manufacturing sector. Contribution of capital and labor reallocation 

among the existing firms to aggregate the total productivity growth in the manufacturing 

sector. They find that between 1998 and 2005, a more efficient allocation within four-

digit-level manufacturing industries contributed 2 percentage points per year to aggregate 

total factor productivity growth in the manufacturing sector, with a significant portion of it 

coming from the reallocation from state-owned to nonstate enterprises. In short, 

privatization and trade liberalization reduced barriers to entry and exit, and increased 

competition, which in turn led to rapid productivity growth in the manufacturing sector by 

raising within-firm productivity and through reallocation along both the extensive and 

intensive margins.31 

 

However, China’s non-tradable sectors-primarily construction and services-have faced 

much less international competition. There have also been significant barriers to entry of 

private and foreign-invested firms into service industries, and significant barriers to exit of 

state-owned enterprises in services. In 2007, the state sector still accounted for 77 percent 

of total urban employment in services, in contrast to 15 percent in manufacturing. In China 

productivity growth in the non-tradable sector lagged behind growth in the tradable sector. 

 

China’s economy has large opportunities for raising productivity growth through reducing 

the still-existing distortions and inefficiencies in its production. The reduction in 

distortions between 1998 and 2005, but estimated potential total factor productivity gain 

of 30 percent for China’s manufacturing sector if the distortions are reduced to the U.S. 

level.  

 

                                                            
31 Xiaodong. Z, Understanding China’s Growth: Past, Present, and Future 2012 
http://homes.chass.utoronto.ca/~xzhu/paper/JEP2012.pdf 
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The potential total factor productivity gain in China’s non-agricultural economy was at 

least 20 percent, in which half the gain comes from eliminating cross-province dispersion 

in returns to labour and the other half comes from eliminating within-province difference 

in returns to capital between the state and the non-state sectors. 

 

In the last three and half decades, China’s leaders have chosen to carry out economic 

reform without political reform or the establishment of rule of law. Instead, they have 

implemented institutional changes and policy reforms in a piecemeal fashion that usually 

provided benefits to key interest groups within the state sector. Giving monopoly rights to 

state-controlled or politically connected firms is one example. While this approach has 

helped to reduce political resistance to economic reform, it has also resulted in corruption 

and income inequality in addition to economic distortions. If reducing the state sector’s 

monopoly rights in various industries is important for reducing distortions and solving 

associated social-political problems of corruption and income inequality, it remains to be 

seen if China’s leadership will be flexible enough and strong enough to do so. 

 

1.5 Over view and Development of SMEs in India & China 
 

1.5.1 Over view and Development of SMEs in India 
 

With the advent of planned economy from 1951 and the subsequent industrial policy 

followed by Government of India, both planners and Government earmarked a special role 

for small-scale industries and medium scale industries in the Indian economy. Due 

protection was accorded to both sectors, and particularly for small-scale industries from 

1951 to 1991, until the nation adopted a policy of liberalization and globalization. Certain 

products were reserved for small-scale units for a long time, though this list of products is 

decreasing due to change in industrial policies and climate.   In today’s  India, industries, 

particularly small and medium–sized manufacturing industries (SMEs), operate under 

various conditions and constraints, which stand on the way to the achievement of 

organisational goals.  

 

Small industry has been one of the major planks of India’s economic development strategy 

since independence. India accorded high priority to SMEs right from independence and 

pursued support policies to make these enterprises viable and vibrant and over time, these 
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have become a major contributor to the GDP of the nation. Despite numerous protections 

and policy measures, SMEs remained mostly small, technologically backward and lacked 

competiveness.  The decade of 1990 was characterized by policy changes, nationally as 

well as internationally. These policy changes took place at the three levels – global, 

national and sectoral, which had the major implication on the functioning of small industry 

of India as well as their performance. The policy marked: 1) the beginning of end of 

protective measures for small industry and 2) promotion of competitiveness by addressing 

the basic concerns of the sector; namely technology, finance and marketing. These 

resulted in the decline of number of items reserved exclusively for small industry, to be 

brought down from 842 in 1991 to 239 in 2007. These policy changes led to the radical 

change in the environment for the functioning of small industry. 

 

In the recent past the SMEs have performed better. Between 2001 and 2006, net 

companies with the net-turnover of Rs 1 Crore – 50 Crore had a higher growth rate of 

701% as compared to 169% for large companies with turnover of over Rs. 1000 Crore. 

After a steep fall in the production between 1991 and 2000, there are has been a 

continuous growth in number of units, production, employment as well as the exports of 

the sector.  Now the scenario of Indian SMEs has changed completely. Some of the SMEs 

are acquiring companies abroad as part of the globalization process. The SME sector has 

transformed themselves to the need of large local manufacturers and suppliers to global 

manufacturers. SMEs have also started investing in R&D activities in order to compete in 

the global market.  SMEs  occupy a position of strategic importance in the Indian 

economic structure due to its significant contribution in terms of output, exports and 

employment. The small scale industry accounts for over 40% of gross industrial value 

addition and over 50% of total manufacturing exports. Further, there are approximately 30 

million SME units, that are spread all over the country and account for production of over 

8000 different types of the products, right from very basic to highly sophisticated. They 

have also become the biggest employment generating engine in the country, providing  1.3 

million jobs each year.32 

 

 

                                                            
32 Ministry of MSME annual report 2011-2012 p-3 
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With the positive outlook of Indian economy, Indian SMEs plan to increase their capital  

expenditure and hire more staff in the coming months. To add to this there is an increasing 

number of SMEs that are eyeing offshore expansion for their businesses. 

 

Major strength for many small and medium sized enterprises (SMEs)  is their close 

customer contact and their ability to maintain close customer  relationships. Nevertheless, 

in the light of today’s business environment all SMEs  have to take a closer look at their 

situation, even if they want to go on with their  local strategy and if business outside their 

traditional region has no strategic logic. The role SMEs play in today’s global economies 

is a highly interesting matter.  Initially, it was assumed SMEs would play a minor role in 

the rapid globalizing world economy. Multinational corporations (MNCs) would be the 

drivers of globalization and together with consumers they would reap the benefits. At 

least, this was the story as depicted in the popular press and by scholars.  Much of the 

conventional wisdom about SMEs and globalization appeared not to be true, and many 

aspects were challenged. It seems clear that SMEs also have to find a way to deal with the 

increased competition as a result of globalization. Instead of competing with merely local 

companies, SMEs now compete with various international competitors, be they MNCs or 

other SMEs. Given this context, it is assumed that innovation and forming strategic 

alliances are the answers to survive in the (local) marketplace.33  

 

SMEs are increasingly able to benefit from each other’s strengths and realize increased 

bargaining power; this would be an example of exploiting economies of  scale so that costs 

can be saved. Conventional wisdom about SMEs operating in an international setting has 

been that SMEs, given their size, cannot enjoy as much success as larger companies in  

foreign markets. In fact, it was believed there would only be two options for SMEs; to stay 

home and continue to do business domestically or to expand abroad with the help of larger 

players.  These convictions are false, according to Audretsch (2003:52) “evidence shows 

that small firms are, against the expectations of many traditional scholars, active players in 

the international arena”. Even more surprisingly, the small firms that venture abroad do 

this mostly by themselves; they tend not to seek help from bigger players.  However, the 

international activities SMEs generally engage in depend on the development of the 

industry they are operating in. Small and even more so medium-sized, foreign investing 
                                                            
33 Doing Business with India by Europe - India SME Business Council  
http://www.eisbc.org/Doing_Business_with_Indian_SMEs.aspx  accessed on 29.8.2013 
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firms come from the least mature industries. It is in these emerging industries that small 

firms can be active international players. An explanation for this occurrence is that mature 

industries tend to be consolidated to a very large extent and, consequently, dominated by 

huge corporations.  The second way globalization has affected SMEs is that it has changed 

the role of SMEs within domestic economies. Initially, SMEs were generally viewed as 

less efficient enterprises than their larger counterparts were and conventional wisdom 

would have predicted that increased globalization would present a more hostile 

environment to small businesses.34 

 

1.5.2 Overview  and Development of SMEs in China  
 

With the opening up of China to market economy in the 1980s as part of the market-

oriented reforms initiated by Chinese leader Deng Xiaoping, private SMEs were finally 

recognised as vital to the country’s economic development. The ensuing economic 

reforms involving state-owned enterprises (SOEs) in China, major SOEs rapidly changed 

into small and medium non-SOEs until the end of 2004. Meanwhile, more SMEs sprouted, 

spurred by the implementation of non-SOE promotion policy. Since then urban collective 

enterprises, town and village enterprises (TVE), alongside the private and self-

employment sector, have been sprouting and thriving all over China. The development of 

SMEs has increasingly contributed to China’s economic growth. They make up over 99 

percent of all enterprises in China today. The output value of SMEs accounts for at least 

60 percent of the country's gross domestic product, generating more than 82 percent of 

employment opportunities in China. SME clusters greatly enhance SMEs’ global 

competitiveness, generate and spread innovations, and distribute broad-based benefits.35 

 

The small and medium enterprises (SMEs) in China have achieved rapid and sustainable 

growth in the past two decades. Such growth has increasingly contributed to China’s 

economic development. Yet, weak linkages with external market, weak technological 

innovation, and limited SME financing have limited SMEs’ growth. This brings to the fore 

the need for more efficient and professional government services to SMEs to enhance their 

competitiveness. The absence of high-quality services for enterprises should prompt 

                                                            
34 Wouter. M.  & Silke. F,  The impact of Globalization on SMEs  An industry analysis of the  local industry  for travel agencies, 2008 
pp22 
35 Liu Xiangfeng, (IIER) & (NDRC), SME Development in China: A Policy Perspective on SME Industrial Clustering Chapter 2, 2008,  
pp3 
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government to provide SMEs with services that are more professional, more convenient 

and more individualized to enhance their competitive capability. 

 

Many small towns in China depend on township enterprises for their economic growth. 

Such enterprises are expected to generate more employment opportunities for the rural 

surplus labor force. A small town’s development must be supported by its industry. 

Such support can come from SME clusters of enterprises in the secondary and tertiary 

industry, could provide this kind of industry support, and attract rural surplus labor 

force to enter into the small town, which could accelerate the transfer of the rural 

surplus labor force. In Guangdong and Zhejiang provinces, typical SME clusters are 

mainly engaged in costume, textile, ceramics, hardware, household electric home 

appliances, among others and so on. These enterprises are basically traditional labor-

intensive manufacturers, employing rural surplus labor force work. 

 

Most SMEs clusters are based in towns found in the developed areas along the eastern 

coastal areas of in China, such as small towns in the Pearl River Delta and Yangtze 

River Delta. Well established enterprise clusters have found that small enterprise 

clusters develop very well in Jiangsu, Zhengjiang and Guangdong provinces. The more 

small enterprise clusters are specialized, the more competitive they are. SME clusters in 

the in mid-area and western area of China are still in the early stage of their 

development. 

 

The more specialized small enterprise clusters are, the more competitive they are. A large 

number of SME clusters based on private enterprises are economic drivers for small 

towns. 

 

The cluster economy is made up of professional towns and villages functioning as 

production hubs, with one or more towns focusing on one product. Some areas have set 

up large-scale specialized production and marketing, which shows great potential for 

success. This essentially illustrates the concept of “one village, one product” or “one 

town, one industry” as exemplified by provinces like Jiangsu, Zhejiang, and Guandong. 

The concentration of production of certain products in these areas has given rise to such 

catch phrases as Shengze textiles, Hengshan sewing machines, Ningbo costumes, 

Wenzhou shoes, Shaoxing synthetic textiles, Haining leather coats, Yiwu small 
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commodities, Yongkang hardware, to name a few. 

 

The SME cluster facilitates information exchange and knowledge extension sharing, 

which not only attracts talent and other vital components of production but also 

encourages the entry of new enterprises, or industry players, into the trade. Therefore, 

clustering has become a major strategic choice of key SMEs to enhance their 

competitiveness, which benefits their host small towns economically. 

 

From a regional economic perspective, the drive for greater profit pushes SMEs to pursue 

industrial cluster formation. This results in a host of economic benefits to the individual 

enterprises making up the cluster, which a single enterprise may not have. Through 

economies of scale, SMEs could enhance their efficiency and reduce their operational 

costs. Their collective presence in a small town pushes the latter to improve its 

infrastructure and develop new services that serve as incentive to existing enterprises and 

boost the town’s development. A cluster’s development fuels the host town’s 

competitive power. 

 

Due to Deng Xiaoping’s, reformed free-market system improved the standard of living of 

the Chinese people and the competitiveness of the Chinese economy.  Therefore, China 

became one of the fastest growing and most important economies in the world as well as 

most rapid industrialized country in world history.  

 

After the reformations of government legislations in 2005 for the favour of SMEs in 

China, SMEs have been operating in different branches of businesses such as 

manufacturing, services, construction, transport and retailing. This support has helped the 

emergence of many more SMEs in China which means there is even greater demand for 

financing all these SMEs. Small enterprises also make up huge proportion of SMEs in 

China which usually lack the degree of specialization and cooperation in the production 

areas. This is mainly because there is lack of government legislations that supports and 

shows guidelines for SMEs in China. The main market for SMEs is the domestic market 

of China which is because SMEs cannot cope with fierce competition in the international 

markets or does not have advantage over foreign-invested companies with high-tech. Due 

to shortage of funds; most SMEs operate mainly in labour-intensive small and medium 

industries as the technological progress 
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Small and medium-sized enterprises (SMEs) play a vital role in China’s economy as 

generators of employment, revenue and innovation. Companies are regarded as SMEs if 

they are owned by private entrepreneurs, employ 300 to 2,000 people, have annual sales of 

30 to 300 million RMB and own assets worth 40 to 400 million RMB (Zhong & Zhang, 

2010). In 2009, China’s registered SMEs exceeded 43 million in number and accounted 

for 58.5 percent of the country’s gross domestic product, half of its tax revenues and 68 

percent of its exports, created about 80 percent of the country’s jobs according to the 

China Association of SME (Xinhua, 2012a). SMEs are a vibrant force for the sustained 

development of the Chinese economy.36 

 

After decades of unprecedented growth China now needs a new growth model based on 

innovation and higher value manufacturing and service. Focusing on the right areas to 

enhance its innovation ecosystem will be important and SMEs may have to be at the centre 

of this; SMEs are key drivers of innovation in most countries. Countries like Germany 

have fully taken advantage of this SME strength, but China has significant work to do to 

address obstacles its SMEs face. There are several obstacles, but two are the focus of this 

paper: the lack of access to low-cost finance and the significant inefficiencies in their 

financial supply chain. While other issues, notably human capital and fair regulation and 

rules of law are of great importance too, we shall stay focused on the two financial ones 

we lay out above. 

 

Based on this scope and our global assessment and China’s position, China implemented a 

number of measures to address the obstacles faced by SMEs including 1) Subject SOEs to 

market discipline 2) Develop an SME lending focus 3) Reform its interest rate regime and 

4) Leverage innovative solutions to improve financial supply chain efficiency. China has 

succeeded in rapid industrialization to become the world’s factory where the tasks of 

industrial production across most industries are being outsourced to China. This wave of 

growth in China has been driven by a global division of labour as the world has 

recognized China’s comparative advantages including large-scale labour, low costs, and 

relatively good infrastructure. China’s entry into the WTO magnified this phenomenon by 

                                                            
36 Randriamalala JLS, Mijitaba M M,  & Pertiwi E , Analysis of the Emerging China Green Era and Its Influence on Small and 
Medium-Sized Enterprises Development: Review and Perspectives, Journal of Sustainable Development; Vol. 6, No. 4; 2013 
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giving China unprecedented access to world markets, an opportunity that China seized 

well. However, this wave of grow this not sustainable at the same pace any more, as some 

of the premises of the success so far are changing. On the demand side, the world demand 

for manufactured goods made in China is not as robust and importers are looking for better 

and more creative products. On the supply side, China’s low cost labour based 

comparative advantages are shrinking.  

 

To remain globally competitive, China urgently needs to embark on a new wave of 

industrial growth driven by innovation rather than relative labour cost advantages. By 

innovation, we mean not just new products or technologies, but also continuous process 

and design improvements to established products such as automobiles or machine tools. 

Chinese leadership has made it clear that a new development model is required: a shift of 

focus to domestic consumption and higher value manufacturing and service figures 

prominently in the current five-year plan. 

 

1.5.2.1 Socialized coordination   
 

Service-oriented enterprises have developed systems that make efficient and 

coordinated operations possible. For example, Hengshan town in Wujiang city is 

widely known as the national hub for wool-sweater production. Producing 100 million 

sweaters yearly, the cluster of enterprises operating in this town carries out all 

operations—from production to distribution in its base of operation. Order, transaction, 

packing, and delivery systems services are all also provided in a coordinated manner by 

those service enterprises. One town, for instance, has 3,500 enterprises producing wool 

sweaters; 600 enterprises handle the nationwide distribution; 500 others are engaged in 

affiliated operations; 400 enterprises produce materials; 200 are engaged in 

transportation; 100 enterprises repair equipment, all of them form an enterprise cluster 

with firm connection.37 

 

Meanwhile, people, products, capital and information are all essential components of 

enterprises cluster, which collectively can accelerate the development of transportation, 

                                                            
37 MasterCard Worldwide,  New Wave of Growth in China Innovation through Developing SMEs 
http://c15210660.r60.cf2.rackcdn.com/wp-content/uploads/2013/03/New-Wave-of-Growth-in-China-
Innovation-through-Developing-SMEs.pdf, accessed on 28-8.2013,  Pp 4 
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storage, telecommunications, restaurant, hotel, entertainment, education, sanitation, 

agency, financial insurance and real estate, etc. 

 
 
 
1.5.2.2 Local government support  
 

Local government units provide an enabling environment through appropriate 

policies and regulations as well as vital infrastructure, which are all essential to 

business. Small enterprises located in the areas between Shanghai and Zhejiang 

enjoy the convenience of having these facilities, which allow them to do business 

with local and foreign enterprises. Besides, local governments arrange for enterprise 

visits to other places, and organize them to participate in international trade exhibits 

every year. These governments also support various spare part associations and service 

companies and provide technical and R&D services. 

 

1.5.3 Industrial policy in India 
 

Government’s attitude and intention towards industries in general and SSIs in particular are 

reflected in Industrial policy Resolutions.  

 

1.5.3.1  Industrial policy resolution 1948 
 

The government stressed the role of SSIs for balanced industrial growth. It was stated that 

SSIs are particularly suited for the utilization of local resources and creation of employment 

opportunities. The primary responsibility for developing small industries by creating 

infrastructure has been provided to state governments. Central government frames the broad 

policies and coordinates the efforts of State Governments for the development of SSIs. 

 

1.5.3.2  Industrial policy resolution 1956 
 

It stated that besides continuing the policy support to cottage, village and small industries by 

differential taxation or direct-subsidies, the aim of state policy would be that the development 

of this sector is integrated with that of large scale industry. The focus was to improve the 

competitive strength of SSIs. To achieve this 128 items were exclusively reserved for 
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production in SSIs, and 166 items were reserved for exclusive purchase by government from 

this sector. 

 
1.5.3.3  Industrial policy resolution 1977 
 

It emphasize that whatever can be produced by SSIs must only be so produced. The main 

thrust of policy was effective promotion of cottage, village and small industries widely 

dispersed in rural areas and small towns. This thinking specified the following things: 

• 504 items were reserved for exclusive production in the small-scale industries. 

• The concept of District Industries Centres (DICs) was introduced so that in each district 

a single agency could meet all the requirements of SSIs under one roof. 

• Technological up-gradation was emphasized in traditional sector. 

• Special marketing arrangements through the provision of services, such as, 

• Product standardization, quality control, market survey, was laid down. 

 

1.5.3.4 Industrial policy resolution 1980 
 

The policy focused on the need of promoting SSIs through integrated industrial development 

between large and small sectors. Industrially backward districts were identified for faster 

growth of existing network of SSIs. Following measures were specified in the policy: 

 

a)  Investment limit was raised for tiny, small, and ancillary units to Rs.2 lacs, Rs.20 

lacs, and Rs.25 lacs respectively. 

b)  “Nucleus plants” in each industrially backward district replaced the “District 

Industries Centers.” These were to concentrate on assembling the products of SSIs 

and to produce inputs needed by large number of small units. 

c)  Reservation of items and marketing support for small industries was to continue. 

d)  Availability of credit to growing Small Scale units was continued. 

e)  Buffer stocks of critical inputs were to continue. 

f)  Agricultural base was to strengthen by providing preferential treatment to agro based 

industries. 

g)  An early warning system was to establish to avoid sickness and take appropriate 

remedial measures. 
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1.5.3.5  Industrial policy resolution 1990 
 

Main features of this Resolution are as follows: 

a)  It raised the investment ceiling in plant and machinery for SSIs. 

b)  It created central investment subsidy for this sector in rural and backward areas. Also, 

assistance was granted to women entrepreneurs for widening the Entrepreneurial 

base. 

c)  Reservation of items to be produced by SSIs was increased to 836. 

d)  Small Industries Development Bank of India was established to ensure adequate flow 

of credit to SSIs. 

e)  Stress was reiterated to upgrade technology to improve competitiveness. 

f)  Special emphasis was laid on training of women and youth under Entrepreneurial 

Development Programme. 

g)  Activities of Khadi and Village Industries Commission and Khadi and Village 

Industries Board were to expand. 

 

1.5.3.6 Industrial policy resolution 1991 
 

The basic thrust of Industrial policy resolution passed in the year 1991  was to simplify 

regulations and procedures by de-licensing, deregulating, and decontrolling. Its salient 

features are: 

a)  SSIs were exempted from licensing for all articles of manufacture. 

b)  The investment limit for tiny enterprises was raised to Rs. 5 lacs irrespective of 

location. 

c)  Equity participation by other industrial undertakings was permitted up to a limit of 24 

percent of shareholding in SSIs. 

d)  Factoring services were to launch to solve the problem of delayed payments to SSIs. 

e)  Priority was accorded to small and tiny units in allocation of indigenous and raw 

materials. 

f)  Market promotion of products was emphasized through co-operatives, public 

Institutions and other marketing agencies and corporations. 
 

1.5.3.7 Comprehensive policy package for SSIs  and Tiny sector 2000 
 
Main focus of Comprehensive policy package for SSIs  and Tiny sector 2000 policies are :-   

• The exemption for excise duty limit raised from 50 lacs to Rs One crore to 
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• improve the competitiveness. 

• Credit linked capital subsidy of 12% against loans for technology up gradation was 

provided in specified industries. 

• The third census of small scale industries by the ministry of SSI was conducted, which 

also covered sickness and its causes in SSI’s. 

• The limit of investment was increased in industry related service and business enterprises 

from Rs 5 lacs to Rs 10 lacs. 

• The scheme of granting Rs 75000 to each small scale enterprise for obtaining ISO 9000 

certification was continued till the end of 10th plan. 

• SSI associations were motivated to develop and operate testing laboratories. One time 

capital grant of 50% was given on reimbursement basis to each association. 

• The limit of composite loan was increased from Rs. 10 lacs to Rs 25 lacs. 

• A group was constituted for streamlining of inspection and repeal of redundant laws and 

regulations. 

• The coverage of ongoing Integrated Infrastructure Development was enhanced to cover 

all areas in the country with 50% reservation for rural areas and 50% earmarking of plots 

for tiny sector. 

• The family income eligibility limit of Rs. 24000 was enhanced to Rs 40000 per annum 

under the Prime Minister Rozgar Yozna (PMRY). 

 

1.5.3.8 Industrial policy package for SSI 2001-02 
 

This policy emphasizes the following: 

a)  The investment limit was enhanced from Rs 1 crore to Rs 5 crore for units in hosiery 

and hand tool sub sectors. 

b)  The corpus fund set up under the Credit Guarantee Fund Scheme was increased from 

125 crore to 200 crore. 

c)  Credit Guarantee cover was provided against an aggregate credit of Rs 23 crore till 

December 2001. 

d)  14 items were de-reserved in June 2001 related to leather goods, shoes and toys. 

e)  Market Development Assistant Scheme was launched exclusively for SSI sector. 

f)  Four UNIDO assisted projects were commissioned during the year under the 

Cluster Development Programme. 
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1.5.3.9 Industrial policy on SSIs 2003-04 
 

The following are the highlights of this endeavour: 

• 73 items reserved for exclusive manufacture in the SSI sector were de-reserved in 

June 2003. These consist of chemical and their products, leather and leather products, 

laboratory reagents etc. 

• Selective enhancement of investment in plant and machinery from Rs one crore to Rs 

5 crore. It was for 13 items in stationary sector and 10 items of drugs and 

pharmaceuticals sector, from June 2003. 

• Banks were directed to provide credit to SSI sector within an interest rate band of 2 

percent above and below their Prime Lending Rates (PLR). 

• The composite loan limit for SSI was raised from Rs 25 lacs to Rs 50 lacs. 

• The limit of dispensation of collateral requirement was raised from Rs 15 lacs to Rs 

25 lacs on the basis of good track record and financial position of the unit. 

• The lower limit of Rs 5 lacs on loans covered under the Credit Guarantee 

• Scheme was removed. All loans up to Rs 25 lacs were made eligible for 

• Guarantee cover under the Credit Guarantee Scheme. 

• 417 specialized bank branches were made operational for SSIs. 

• Third all India census for SSI was conducted throughout the country and its final 

results were released on January 17, 2004. 

• 60 clusters were identified in July 2003 for focused development. 

• Small and Medium Enterprise (SME) fund of Rs 10000 crore was set up under SIDBI 

to solve the problem of inadequate finance for SSIs. 

• Laghu Udyami Credit Card Scheme was liberalized. Under this scheme, the credit 

limit was increased to Rs 10 lacs from Rs 2 lacs. But, it was only for borrowers with 

satisfactory track record. 

 

1.5.3.10  Policy initiatives on SSI 2004-05 
 

Policy initiatives for this year are as follows: 

• The national commission on Enterprises in the Un-organized/Informal Sector was set 

up in September 2004. It suggested measures considered necessary for improvement in 
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the productivity of these enterprises, generation of large scale employment 

opportunities, linkage of the sector to institutional framework in areas like credit, raw 

material supply, and infrastructure, technology up gradation, marketing facilities, and 

skill development by training. 

• 85 items were de-reserved in October 2004. 

• The investment limit in plant and machinery was raised from Rs one crore to Rs 5 crore 

in October 2004, in respect of seven items of sports goods to help to upgrade the 

technology and enhance competitiveness. 

• The Small and Medium Enterprise (SME) fund of Rs 10000 crore was started by SIDBI 

since April 2004, with 80% of the lending for SSI units. The interest rate was 2% below 

the prevailing Prime Lending Rate (PLR) of the SIDBI. 

• The reserve Bank of India raised the composite loan limit from Rs 50 lacs to Rs 1crore. 

• Promotional Package for small enterprises was initiated. 

 

1.5.3.11 Policy package for SME 2005-06 
 

This policy package contains the following points: 

a)  The Ministry of Small Scale Industries has identified 180 items for de-reservation. 

b)  Small and Medium Enterprises were recognized in the services sector, and were 

treated on par with SSIs in the manufacturing sector. 

c)  The corpus of the Credit Guarantee Fund was raised from Rs.1132 crore in March 

2006 to Rs.2500 crore in five years. 

d)  Credit Guarantee Trust for Small Industries (CGTSI) was advised to reduce the one 

time guarantee fee from 2.5 per cent to 1.5 per cent for all loans. 

e)  Insurance cover was extended to approximately 30,000 borrowers, identified as chief 

promoters, under the CGTSI. The sum assured would be Rs.200000  per beneficiary 

and the premium will be paid by CGTSI. 

f)  The emphasis was laid on Cluster Development model not only to promote 

manufacturing but also to renew industrial towns and build new industrial townships. 

The model is now being implemented, in nine sectors including khadi and village 

industries, handlooms, handicrafts, textiles, agricultural products and medicinal 

plants.38 

                                                            
38 Madhu Bala(Dr.), Policy support to small scale industries (lesson – 20) 2013 p1,p2,p3 
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1.5.3.12 New initiatives by the Government 
 

The following new initiatives have been taken by the government:  

a) Advisory and Mentoring Services: Inadequate management skills are often the cause 

of non-performance of small enterprises. NSIC's advisory and mentoring services are 

aimed at effectively addressing this impediment to growth. It offers Mentor-pupil 

relationship services in which the Mentor, a person with wide experience is running 

his own business, will volunteer his services to individual or a group of units - the 

pupil. An advisor, a senior professional, generally retired and a specialist in a specific 

area will assist in the process. Mentors and advisor will provide the necessary 

professional and moral support in the early lifecycle of an enterprise or to existing 

units facing critical operational problems.  

b) Technology Business Incubators: Innovative entrepreneurial ideas have to be fostered 

and developed in a supportive environment before they become attractive for Venture 

Capital Institutions. Incubation centre enable technical entrepreneurs to conduct their 

Research and Development programs in a professional, friendly and supportive 

environment, without making any further investment. Technology Business 

incubators are an important tool for entrepreneurial development. Recognizing this 

need, NSIC has setup the following Technology Business Incubators.  

• Information Technology.  

• Product Design.  

• Energy and Environment.  

• Bio-Technology.  

• Electronics and Communications  

 

c)   Suppliers Rating Accreditation Services: Accreditation, a necessity for buyer comfort, 

speaks of the enterprise's ability to supply reliably and effectively a product,  in  

accordance  with  the  customer’s  changing  needs.  NSIC  provide accreditation to 

SSI units by developing an effective accreditation system process through  

collaboration  with  Indian  and  International Accreditation  agencies. Accreditation 
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is provided at two levels - for all Government purchases and for private national and 

international buyers. Inventory implies the goods held for the sale in the ordinary 

course of business, goods currently in the process of business, or goods waiting to be 

replaced in the production.  

 

Government is aware of the challenges faced by SSIs and has been trying to improve their 

competitiveness through various measures. These consist of the following:  

• Tax concessions have been provided to SSIs to promote investment in this sector 

and also to grant relief to small entrepreneurs.  

• Technological facilities have been increased.  

• Facilitate adequate flow of credit.  

• Measures to improve infrastructure facilities and promote marketing of products.  

• To access the latest information, automation of the Ministry of SSI Office of DC 

(SSI), Directorate of Industries and District Industries Centres have been set up.  

• Other initiatives, such as, Advisory and Mentoring Services, Technology 

Business Incubators, Suppliers Rating Accreditation Services have been taken up 

 

1.6.1 Overview of policies adopted by Chinese Government for the growth of SMEs 
 

Since 1990s’, the SMEs in China entered a prosperous period. It is important to keep in mind 

that SME policy in the PRC (People's Republic of China) is largely guided by the\Act on the 

Promotion of SMEs, which came into effect in 2003, and is the only such act dealing with 

SMEs. The Act includes policy measures such as financial support, support for start-up 

businesses, and support for technological innovation and market expansion. The Act also 

states that the PRC's government have to be involved in information provision and training 

services for SMEs. 

 

A joint benchmarking exercise may have a catalytic effect in terms of encouraging more 

intense exchanges between firms on technical issues, such as when employees from different 

firms are jointly trained in benchmarking techniques. In order to promote SMEs’ 
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development, Chinese government had taken various efforts for building the capacity of 

SMEs to make effective use of the Intellectual Property System.39 

 

In 2003, Law of the People’s Republic of China on the Promotion of SMEs was promulgated 

to encourage and support the SMEs’ innovations.  In Oct. 2007, the policy of supporting 

technology innovations of SMEs was also put into effect. Through this policy Chinese 

government planned to take various actions to build the capacity of SMEs by making 

effective use of IP system in their business strategy.  Main contents: 

• The government supports the SMEs to put greater efforts on performing R&D 

activities and establishing research institutes to support innovation activities.  

• The government encourages the SMEs to provide inspiriting measures for inventors 

to share the company’s profit with their own inventions. 

• All levels of SMEs & IP authorities helped SMEs by promoting the banks to provide 

more favor for SMEs’ projects, especially for those with excellent patented 

technology and sound market potential.  

• The government also promotes the SMEs’ patented technologies to be 

commercialized by establishing new service systems to provide services on the field 

of information, research and technology transfer, etc. The government also opened 

research facilities for SMEs’ convenience. All levels of IP authorities in China have 

cooperated with related units to build databases and issue relevant information for 

SMEs.  

• Enhance the measures on IP protection.  

 

Besides the policies, Chinese government also took many other measures for building the 

capacity of SMEs by making effective use of the IP system. For instance: 

• To encourage the SMEs to enhance IP protection by applying patent, the State 

Intellectual Property Office of People’s Republic of China (SIPO) quickened the 

speed of patent examining and approving by optimizing the examination processes, 

recruiting more examinants, ameliorating the examination system. 

                                                            
39 Yang. T, Lim Jamus. J, and Kanamori. T,  Strategies for the People’s Republic of China’s Small and 
Medium Enterprise Development within the National Innovation System, ADB Institute Research Paper 
Series No. 73 November 2008 p.16  
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• To meet the SMEs’ great demands on patent information, SIPO set forth to establish 

IP information centers in most of the provinces in China since 2001, providing daily 

consultant, patent information searching and collecting, patent information processing 

and analyzing etc.  

• In order to provide better services on consultancy about patent policies and related 

patent affairs, SIPO set up a customer service center, providing free service s to the 

public by telephone, e-mail, or letter and so on. 

• In order to help SMEs’ financing, SIPO cooperates with other related units to help 

SMEs to carry out the IPR mortgage, patent licensing and patent transfer. 

• In order to upgrade the SMEs’ capacities on using IP system as soon as possible, IP 

offices nationwide established sound IP pilot program for enterprises (includes 

SMEs). This program provides many services for SMEs, such as publicity, training 

and communication platforms etc. 

• The IP offices nationwide also provided many other services, such as: 

o Held intercourse meetings and forums for enterprises to share experience. 

o Published guidance on IP management for enterprises. 

o Provided IP management information with magazines. 

o Instructed the enterprises to improve the capacity on innovation and the ability to 

perform IP strategy research. 

o Provided in-depth extensive training to help enterprises ameliorate their IP 

management system. 

o Some municipal IP offices in China succeeded to establish local professional IP 

management instruction committee or enterprises IP special system or patent 

assistant system for building the capacity of SMEs to make effective use of the IP 

system.  

 
1.6.2 Network Clusters and the National Innovation System in China 
 

In addition to cooperation between SMEs in a cluster, the cluster also allows SMEs to 

interact with institutions in their surrounding environment. These institutions include 

universities and R&D institutes, banking and other types of financial intermediaries, non-

financial intermediaries (such as marketing and human resource firms), and relevant 

government departments; these institutions as functional agents. Moreover, certain policies 

also affect the cluster. Essentially, our model locates the network cluster within the broader 
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NIS; this national innovation system is comprised of the set of innovation actors, the linkage 

mechanisms among them, and the policies and institutional factors that influence the 

performance of each of the innovation sectors. As per the central policy of the Chinese 

government that foreign investment must be made in a manner that is consistent with Chinese 

policy and have to promote China’s development. China therefore follows a policy of guided 

investment, and the Catalog is the guide. The first Catalog was issued in 1995 and revised 

many times.  2011 version of the Catalog have  taken effect on January 30, 2012 through this 

Catalog, if any changes to existing foreign invested projects that take effect after the effective 

date must comply with the terms of the new Catalog.40 

 

1.6.3  Government Capacities - Changing mind-set 
 
The government only took care of SOEs in the past, but now has largely de-emphasized 

ownership and extended supports to all sorts of firms. This has been  done through several 

major efforts among which: 

• The 1999 Constitutional amendment formally acknowledged the role of the private 

sector 

• The establishment of an SME agency in the central government institutionalized a 

framework of supports to SMEs 

• The 2002 SME Promotion Lawset guidance and standards for government supports 

to SMEs 

 

1.6.4  Government Administration 
 
Relatively clean governments, a recent survey of 600 firms in Sichuan province found that 

corruption ranked sixth in firms’ concerns but unstable government policies and 

implementation. The same survey found that they ranked the third in firms’ concerns 

(following finance and unfair competition). 

 

 

 

 

                                                            
40 Dan.  H, and Dickinson. S, China’s New Foreign Investment Catalog. The Scope of FDI, 2012 Posted in 
China Business, Legal News  
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1.6.7 The SME Innovation Fund 
 
The fund was established in 1999 to provide merit-based free funds to technically advanced 

start-up SMEs. It is managed by the Ministry of Science and Technology. The budget for the 

fund ranges from 500 million to 1 billion RMB. 

 

The major criteria for selection are technology, profitability, and the management team. 

Evaluation of individual proposals takes place in Beijing by experts in technology, 

accounting, and management. The fund is regarded as the fairest in terms of the evaluation 

process. As a result, it has a very good reputation. 

 

The fund has played a significant role of leverage for a recipient firm to attract more equity 

investment and bank loans. In Sichuan, it is estimated that 1yuan from the fund can bring to 

the firm 5 yuan from the market. 

 

Funding to start-up companies generally has a low success rate. Among 15 such firms 

financed in Sichuan in 2002, only 3 have shown a sign of good performance. The problem is 

the lack of managerial capacity of the team. The evaluation process can be improved by 

adding more weights on economic performance. There are cases of frauds in which firms 

provide false information just for the purpose to get free money. 

 

1.6.8 The SME Guarantee Fund of Sichuan Province 
 

The fund is managed by the Sichuan SME Service Center under the provincial economic and 

trade commission. Its registered capital is 20 million yuan. In 2002, it guaranteed 170 million 

yuan of loans. The term is usually 1 year, but can be extended to a maximum of 3 years. Up 

to now, less than 1% of the guaranteed loans have been defaulted. The fund is applying to the 

provincial government for 20 million RMB to expand its operation. 
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2.1 Review of literature related to SME sectors in India 
 

Every research study is built on past knowledge, which is an outcome of constant human 

endeavour.  No research study can progress in isolation of other studies done in similar field.    

A thorough review and survey of related literature forms an important part of research. It 

deals with the critical examination of various published and unpublished works related to the 

present study. Knowledge of related research enables the study to define the frontiers of this 

fields; it helps in comparing the efficiency of various procedures and instruments used. 

Further review of literature avoids unintentional imitation of previous studies and also places 

this study in a better position to interpret the significance of Researcher’s own results. 

 

Desai (1983) also stated that SMEs has vast potential in terms of creating employment and 

output, promotion of export, expansion of base for indigenous entrepreneurship and dispersal 

of industries and entrepreneurship skills in both rural as well as backward areas. Desai also 

stated that rapid industrialization in India depends on the growth of SMEs. Most of the SMEs 

are operating under certain hindrance like shortage of raw materials, low levels of technical 

knowledge and counselling, poor infrastructure, inadequate capital and credit facilities, 

improper distribution system, lack of facilities for market analysis, research and 

development. They are also weak in marketing their products beyond their localities 

especially in international markets. 

 

As per the India's New Industrial Policy, 1991,  The industrial Reforms (1991) were 

introduced in five areas namely Industrial Licensing, Foreign Investment, Foreign 

Technology Agreements, Public Sector Policy and Monopolies and Restrictive Trade 

Practices Act (MRTP). The government permitted foreign investments with a limit of 51% in 

industries that required the use of advanced technology and large scale investments. The 

terms of agreement with regard to the transfer of technology was left to beneficiaries of the 

contract with minimal government interference. Regarding the MRTP Act, major attention 

was paid on monitoring unfair trade practices. No mandate of the central government was 

necessary for setting up and expansion of business units and mergers.   

 
Gregory Clark, University of California & Davis Susan Wolcott, University of Mississippi- 

mentioned in their report on One Polity, Many Countries: Economic Growth in India 1873-

2000, 2003 pp3 & 6 stated that The Indian economy experienced its decline in a long period 
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of relative political and social stability, first under British colonial rule until 1947, and even 

after independence. Indeed the erosion of India’s relative economic position has continued 

across three different political regimes. The accelerated economic growth since 1987 has 

been associated by many with   liberalization of the economy. But the era of reform properly 

dates only from 1991. Independence did create a substantial change in economic 

management. After 1947 there was a gradual move from a laissez faire policy, with low 

taxation rates and taxation based heavily on lump sum taxes on land rent, to an interventionist 

policy that relied more on taxes that could at some deadweight cost be evaded.3 But India has 

remained a lightly taxed economy.  

 
Stephen Broadberry and Bishnupriya G. (2005), in his paper, “Cotton textiles and the great 

divergence: Lancashire, India and  shifting competitive advantage” (p.29)  emphasis that due 

to the growing imports of cotton cloth from India via the East India Company during the 

seventeenth century, which opened up new opportunities for import substitution as the new 

cloths, patterns and designs became increasingly fashionable. However, high silver wages in 

Britain as a result of high productivity in other tradable goods and services meant that British 

producers of cotton textiles could not use labour-intensive Indian production methods. This 

stimulated a search for new methods of production that economised on the use of labour. As 

labour productivity increased in Britain and stagnated in India, comparative unit labour costs 

moved in Britain’s favour.  

 
S. Venkataramanaiah and S.P. Parashar (2007), Indian Institute of Management, in their 

paper titled “Enhancing the competitiveness of SMEs through industrial clusters: The 

Indian experience, International Journal of Technology Management and Sustainable 

Development Volume 6, 2007 pp1,2 & 15), stated that Indian industry is undergoing a 

major change due to the liberalisation, privatisation and globalisation (LPG) of the economy. 

Many investors and corporate organisations from developed economies are looking at India 

as one of the best locations for their global operations. The role of SMEs is becoming 

increasingly crucial for meeting the growing demand of both domestic and overseas firms 

operating in India. In transition economies like India and China, SMEs provide the best 

illustration of the changes in ownership structures, business culture and entrepreneurial 

behaviour. The SMEs that survived the downturn in 1990s have emerged as competitive 

global players. Many small and medium size organisations are on the way to becoming 

medium and larger ones. Many SMEs are also trying the initial public offer (IPO) channel to 
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raise funds, but the capital market is still not SME-friendly. The inherent strength of SMEs 

and their potential for growth have nonetheless started winning them the sympathy of many 

banks, financial institutions (FIs), state financial corporation’s (SFCs) and other support 

agencies.  

 

Dr. Raju KD in his working paper titled Small and Medium Enterprises (SMEs): Past, 

Present and Future in India PHDCCI, (2008) pp7 & 12 mentioned that  Small and medium 

industry occupies a position of strategic importance in the Indian economic structure due to 

its significant contribution in terms of output, exports and employment. Small industry has 

been one of the major planks of India's economic development strategy since Independence. 

India accorded high priority to small and medium enterprises (SMEs) from the very 

beginning and pursued support policies to make these enterprises viable and vibrant and over 

time, these have become major contributors to the GDP. Despite numerous protection and 

policy measures for the past so many years, SMEs have remained mostly small, 

technologically backward and lacking in competitiveness.  

 

Jadhavar & Sawant, 2005, in the paper WTO and its impact on Indian SMEs, stated that the 

opening of the Indian economy in added more problems to the SMEs compare to China. At 

the beginning, small scale enterprises in India found it difficult to survive. Small industry in 

India has been confronted with an increasingly competitive environment due to, liberalisation 

of the investment regime in the 1990s, favouring foreign direct investment (FDI); the 

formation of the World Trade Organisation (WTO) in 1995, forcing its member-countries 

(including India) to drastically scale down quantitative and non-quantitative restrictions on 

imports, and  domestic economic reforms.  The cumulative impact of all these developments 

is a remarkable transformation of the economic environment in which small industry 

operates, implying that the sector has no option but to 'compete or perish'. It is important to 

re-look into the basic issues of SMEs, past, present and future prospects, especially in the 

policy framework. 

 
Export-Import Bank of India, Quest Publications, August 2008 (Indian textile and clothing 

industry in global context: salient features and issues, p no.22, 24,29) stated that “Post 

MFA (Multi Fiber Arrangement), the Indian textile and clothing industry has been growing 

and has made India as one of the league countries involved in export of textile as well as 

apparel products. The world’s largest exporter of textiles (excluding clothing) in the case of 
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individual countries, China was topping the list and India stood at the 6th position in 2006. 

One of the key advantages of the Indian textile industry is abundant availability of raw 

material.  One of the challenges faced by the Indian textiles and garments sector in 2007-08 

was the sudden appreciation of Indian Rupee vis-à-vis US dollar. This has slowed down the 

growth momentum of textiles and clothing industry in India. Though, the growth trends in 

US dollar terms are not very much affected during the period April- February 2007, in Rupee 

terms, exports witnessed negative growth rate with regard to both textiles and clothing”.   

 

Rakesh Mohan, Deputy Governor, Reserve Bank of India during his Keynote address  at the 

Conference “Growth and Macroeconomic Issues and Challenges in India” organised by the 

Institute of Economic Growth, New Delhi on February 14, 2008) stated that - The Indian 

economy witnessed near stagnation in real GDP growth till the late 1970s. A closer review of 

the performance of the Indian economy, however, suggests a continuing increase in real GDP 

growth over each decade since Independence, interspersed with an interregnum during the 

1970s.  The growth of manufacturing production, in terms of decade averages, was roughly 

constant at around 5.6-5.9 per cent in the first five decades after Independence, except for the 

1970s.  

 

Pratik  Kadakia, Abhishek Nigam and Ankur Singhai of Tata Strategic Management Group 

in their report on Indian specialty chemicals: An unfolding growth story published on 

April, 2008 stated that, the specialty chemicals industry, consisting of approximately fifty 

segments including construction chemicals, electronic chemicals, polymer additives, textile 

chemicals and oil field chemicals. The market is concentrated largely in the US, Europe and 

Japan but future growth is expected to come from the emerging Asian markets. The high 

growth rates in these economies are ushering in prosperity and improved life style which 

mandate a greater usage of productivity and performance enhancing materials. The Indian 

specialty chemicals market including knowledge chemicals is likely to double. Typically this 

industry grows twice the GDP growth rate in emerging economies, which further strengthens 

the projected estimate. The industry is driven by twin growth engines: domestic demand 

(consumption in end user industries) and exports based production (India becoming a 

preferred destination to build global presence). The growth in domestic demand is attributed 

to both, growth in the end user industries and to the increased usage of specialty chemicals. 

As per the report the textile industry, one of the most significant consumers of specialty 

chemicals is expected to grow at 20% p.a. over the next five years.  In future increased 
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domestic availability of raw materials will support the growth of the Indian SMEs especially 

chemicals industry.  

 

Jatinder S. Bedi(Dr.)  in his paper titled, Assessing the Prospects for India’s Textile and 

clothing sector, 2009 - pp3, 35 & 137, mentioned that the industry is afflicted by slow and 

uneven modernisation across various segments. Insufficient modernisation is especially the 

case with dying and processing, weaving, garments, non-woven and technical textiles 

segments. Existing policies for modernization such as Technology Up gradation Fund 

Scheme (TUFS) and policy to attract FDI need to be properly designed to allow investments 

where they are most essential. Presently small size units will get benefits of various 

microfinance and credit schemes of government. There is a need to be taken into 

consideration as small scale sector seems to have definite edge in Textile and Clothing sector 

and modernization in this sector is crucial for the overall growth of this sector. 

 
Bhatt .S, & Narayanan. K,  in their study on Technological Strategies, Firm Size and 

Exports in Indian Basic Chemical Industry 02 Jun 2009 pp2 & 5, mentioned that the Indian 

Basic Chemical sector through foreign direct investments are some of the technological 

strategies which are being used by the firms in this industry.  The Basic Chemical industry 

can be thought to be producer of products from resource based and medium technology 

process industries where competitiveness is principally in reducing the costs of production 

for the standardized products either through process innovations or through high scale 

operations. But sometimes development of specialized product based on unexploited 

revolutionary technology can give competitive edge to a firm over its rivals.  The studies that 

have found a positive relationship between R&D and export competitiveness include 

Aggarwal (2001) for medium-high technology industry in India. The policy of import 

substitution policy regime, Indian government gave tax reduction and other incentives to 

encourage firms to invest on in-house R&D for product and processes innovations. However, 

the amount spent by Indian firms on R&D was, and still is, hardly anything compared to the 

world players especially with neighbor China. Many small and medium scale chemical 

enterprises flourished during the protected and licensing regime in the Indian Chemical 

industry. The few larger and older firms that could have become their competitors did not 

invest in any meaningful R&D or marketing or human resource development.  A few 

multinationals that existed during that time fared better than the domestic firms in 
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performance because they had access to R&D and technological options from their parent 

firms in other countries. 

 

Industrial Policy document government of India, (2005-2010),  empowered the small and 

micro units and they made eligible to categorized as SME and consequently more than 

17500 micro and small industrial units were classified as SMEs.  After the year 2006 till 

2010 more than 3000 new units have been converted into SMEs.  The consequence of this, 

it appears that there is tremendous growth in number of SME Units under textile sector in 

India.  Similarly the production level and employment generation in SMEs has shown 

significant growth.   It is significant to note that, despite of huge increase in number of 

SME Units under textile sector in India,  the export could not increase in proportion of 

increase in number of SMEs, which shows that the micro and small SMEs which had been 

added into SMEs sector in 2005-06 were producing goods for the Indian consumer and 

they were not able to produce the export quality goods. 

 

Nagaraja and Murthy N,  in his study on Problems Being Faced by SMEs in India (An 

Attempt to Study MSME Segment Minutely), 2010 (Pg4), mentioned that the major 

constraint faced by SMEs in India is "Power" i.e.  Man Power, Electric Power, Money 

Power, Purchasing Power, Political Power. He had advocated that to make the sector to 

become more vibrant and significant player in development of the Indian economy the 

Government of India have to setup a Board for developing policy frameworks and indicating 

procurement policy.  

 

Handbook on Indian Chemical Industry prepared by Tata Strategic Management Group, 

FICCI and Roland Berger Strategy Consultants in its study reports on “Sustaining the India 

Advantage a Handbook on Indian Chemical Industry,2010, (Page 10,13& 159) mentioned 

that Global chemicals industry grew at a healthy rate of  9% p.a. during the period 2004-

2008. However,  the industry went through a dramatic downturn in 2008-2009 due to the 

global  economic recession. In 2009, the global chemical industry is estimated to have seen a 

decline of 4.5 - 5% over 2008 levels as demand from large end-use industries such as 

construction, automotives, electronics etc. fell massively worldwide. The downturn witnessed 

shutting down and idling of significant capacities and other cost cutting measures like 

workforce reduction.  Increasing local production requires global competitiveness to 

withstand imports as well as for exports of surplus. Key success factors needed are feedstock 
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cost & availability, value chain access, technology, capital investment, presence of strong 

local players as well as access to a rapidly growing large domestic market. India is today seen 

as a growth market for many western companies. Domestic companies have built significant 

assets and have the opportunity to leverage them and will need to strengthen them further to 

withstand global competition. It could be worthwhile to explore partnerships, in select areas, 

for mutual beneficial development. 

 

N. Prasanna,  in his research titled, “Impact of Foreign Direct Investment on Export 

Performance in India” (2010, p.3 & 7) described that local firms grow and become 

international competitors; it becomes harder for them to obtain technology from 

Transnational Corporations (TNCs) through FDI.  If the Government of India aspires to 

continue on the export-oriented strategy and benefit from it in the long run, it needs to 

concentrate more on domestic efforts to expand manufacturing in line with the FDI policy 

framework. 

 

P Nayak  & Shakeel Ahmed in his paper titled, “Implementation of the Free Trade 

Agreement (FTA) with Association of South East Asian Nations (ASEAN) from 1st January 

2010, India has achieved an important milestone in pursuance to its objective to expand its 

economic and political relationship with the neighbouring nations. ASEAN consists of 10 

countries namely Brunei Darussalam, Cambodia, Indonesia, Lao PDR, Malaysia, Myanmar, 

Philippines, Singapore, Thailand and Vietnam. Textiles and Clothing (T&C) has been 

identified as a sensitive sector under the Free Trade Agreement (FTA). The sector has its own 

importance as far as its contribution to the Indian economy is concerned. During 2008-09, the 

sector accounts for 13 percent of Indian exports, contributes 4 percent to Gross Domestic 

Product (GDP), 26 percent to manufacturing output, 18 percent to industrial employment. As 

the second largest employer, the sector employs as large as 38 million directly and another 53 

million indirectly. India is a significant exporter of textiles and clothing to the world. In case 

of Indo-ASEAN textile and clothing trade, India has been consistently performing better than 

ASEAN and has favourable trade balances. Overall, the T&C exports of India look quite 

encouraging before the FTA was signed”.  

 

Virambhai S. Zalain his study Productivity and Financial Efficiency of Textile Industry of 

India,  Profile of textile industry.  Historical Background, 2010, chapter-1 P1 & 15, stated 

that, during the year 1990 in line with the general policy of liberalization, several measures 
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were undertaken to reduce controls and bring about greater transparency in the textile sector. 

The textile industry was de-licensed as per the Statement of Industrial Policy 1991 and the 

Textile Development and Regulation Order of 1992. Reforms on the fiscal and external fronts 

were also pursued with renewed zeal. Those measures liberated the Indian textile industries 

from the shackles of regulation that were in place up to the late 80s.These steps were only a 

beginning in ensuring that the different segments of the textile industry become competitive 

in the wake of liberalization.  Fashions have always influenced creation of demand in this 

industry, especially after the rise of retailers; control of the commodity chain. Given their 

closeness and greater understanding of the market than manufacturers, these traders sought to 

compete through market innovations like new designs and fashion marketing rather than 

through cost reductions by innovations in production techniques. 

 

Shambhu Ghatak’s article “Micro, Small and Medium Enterprises (MSMEs) in India: An 

Appraisal” 2010, said that Banks show their reluctance to extend credit to small 

enterprises because of  High administrative costs of small-scale lending due to 

Asymmetric information as well as High risk perception and Lack of collateral. Credit 

guarantee schemes diminishes the risk incurred by lenders and are mainly are action to 

small firms’ lack of collateral. Such schemes do have the potential to reduce the costs of 

small-scale lending and to improve the information available on borrowers. They enable 

small firms to access formal credit and also improve the terms of a loan. Such schemes 

assist small enterprises to obtain finance for working capital, investment and/or leasing 

purposes at reasonable conditions. This enables SMEs to improve their competitiveness 

and to extend their economic activity. Weaknesses of credit guarantee schemes can be 

avoided through proper design and private sector involvement. More support is needed for 

MSMEs from the government in the form of priority sector lending, government 

procurement programme, credit and performance ratings and marketing support. 

Technology transfers (such as green technology) and networking can revive the growth of 

MSMEs. 

 

Chemexcil 49th Annual Report (2011) stated that India’s geographic location provides easy 

access to the world markets; and low-cost advantage, availability of talent and skilled 

manpower make India the destination of choice. It also states that the Indian Government’s 

extensive support to give impetus to the Indian Chemical Industry by setting up the Task 
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Force to consider suggestions for National Chemical Policy to ensure steady growth of the 

country’s chemical sector. 

 

In the occasional paper (no. 117) of Indian chemical industry: a sector study conducted by 

Export-Import Bank of India (2011), Page Nos.65-73mentioned that Indian chemical industry 

holds a recognized position in the global map; however, there are few factors, which hinder 

the growth of the industry. These include: High prices of basic feed stock, SSI reservation / 

Fragmented nature of industry, Low levels of R&D, ICT interface, Brand Development, 

Common Infrastructure and Environmental Regulations etc. The said paper also indicated 

that due to globalization many Indian chemical companies enter into strategic alliances or 

merge operations to achieve economies of scale for clean technology, process consultancy, 

feedstock linkages, R&D, waste management, safe manufacture and environmental 

protection. In addition, Indian chemical companies are attempting to achieve global standards 

by improving productivity through various measures such as better raw material utilization, 

by-product reduction and use, energy reduction and conservation, effluent management, 

water management, up-gradation of plant and equipment, skill development. 

 

Suganya. C & Muthukannan. K  (2011) in his research titled, An Analysis of Current 

Scenario of Indian Textile Industry  (Published in Textile Review) revealed that the Indian 

Textile Industry is one of the leading textile industries in the world. Though was 

predominantly unorganized industry even a few years back, but the scenario started changing 

after the economic liberalization of Indian economy in 1991. The opening up of economy 

gave the much-needed thrust to the Indian textile industry, which has now successfully 

become one of the largest in the world. According to them the Cotton exports couldn't pick 

up owing to disparity in domestic and international cotton prices.  Also Imports of cotton 

were limited to shortage in supply of extra long staple cottons. 

 

Department of Chemicals & Petrochemicals, Govt. of India’s Annual Report 2011-2012, 

(Page No.4) mentioned that  the fiscal concessions granted to the small-scale sector in mid-

eighties led to establishment of a large number of units in the Small Scale Industries (SSI) 

sector. It also mentioned that currently, the Indian Chemical industry is in the midst of a 

phase of major restructuring and consolidation. With the shift in emphasis on product 

innovation, brand building and environmental friendliness, this industry is increasingly 

moving towards greater customer orientation. Even though India enjoys an abundant supply 
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of basic raw materials, it will have to build upon technical services and marketing capabilities 

to face global competition and increase its share of exports. 

 

Morakar P.R (2012) in his study titled, Problems and prospects of small scale industries of 

Goa: a geographical study Indian Streams Research Journal (P.2)state that,  the Small Scale 

Industries are not free from challenges as the policies of deregulation and de-reservation have 

resulted into increased competition for the MSME sector. Due to the globalization the labour 

force has changed tremendously and paved the way for getting avenues according to their 

skills and has helped to improve the life style. A recurrent opinion in industry and policy 

making bodies that there is lack of skilled labour to cater the need to meet out the demand for 

the product. Hence, there are a lot of opportunities for skilled workers.  

 
Reetu Sharma(2012) in her research study titled, Problems and prospects of small scale 

industrial units”, published in  Asia Pacific Journal of Marketing & Management Review 

reveals that the basic marketing problems related to exporting and non-exporting units. It is a 

well known fact that marketing mix is the combination of product, price, promotion and 

physical production. On basis of above variables it can be said that marketing activities start 

with origin of a product and continues after sale of product in shape of post sale services etc. 

 

Corporate Catalyst India’s brief report on chemical & petrochemical  industry in India – 

2012, p. 2 & 9said that the fiscal concession granted to small sector in mid-eighties led to 

establishment of large number of units in the Small Scale Industry sector. With the shift in 

emphasis on product innovation, brand building and environmental friendliness, this industry 

is increasingly moving towards greater customer orientation. With the initiation of economic 

reforms in 1991, industrial policy has been liberalized and except for few sectors, licensing 

has been discontinued.   

 
In the Study Group Report on New Paradigms for Textiles Industry (Texcon’12) by 

Confederation of Industries, 2012, mentioned that, the global trade in textiles and apparel is 

estimated at US$ 650 bn. in 2011. This is approximately 4% of the total global trade of all 

commodities. In previous 15 years (1995 to 2010) the textile and apparel trade has grown at a 

modest Compound Annual Growth Rate) CAGR of 5% per annum. During 1995 to 2000, the 

trade growth remained muted @ 3% CAGR. However, it accelerated to 7% during 2000 to 

2005 and then fell in subsequent 5 years to 4% CAGR. In the last 10 years, world has 
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witnessed a gradual shift in textile production from developed / western countries to 

developing/Asian countries. The textile industry, being one of the most significant sectors in 

the Indian economy, has been a key focus area for the Government of India. Government 

policy has played a fundamental role in shaping the growth, structure and technological 

evolution of the textile sector in India over the last decade. The strong demand from domestic 

and export market coupled with conducive policy environment provided by the Government 

has catalyzed the growth of the textile industry. With the objective of accelerating growth in 

investments and exports; Government of India has launched several schemes.  

 

Asian SMEs and globalization –ERIA(Sept 2013) : Economies, mentioned that in India 

Small enterprise promotion has continued to remain an important and integral part of Indian 

development strategy well before the First Five-Year Plan. Some of the  most persisting 

constraints facing the sector,  dominated by smaller units in the informal  sector, include poor 

or non-availability of loan  finance, low levels of technology,  inadequate physical and 

economic infrastructure, and a policy of product reservation for  small scale industries, which 

excludes entry of Large Enterprises. Poor monitoring of implementation and effect of various 

small firm policies has been an issue of concern. There has been a definite decline in the 

access to credit by small enterprises among SMEs. Given the large scale attempts to promote 

industrial clusters in the SME sector, cluster promotion in the Indian context must move 

beyond the ‘sectoral’ bind. In China, SME clusters have been formed in developed coastal 

areas. Each cluster consisting of one or more towns concentrates on one product. By 

obtaining economies of scale and scope, SMEs in the clusters can enhance efficiency and 

reduce costs. In these clusters, cooperation among SMEs for procurement and marketing is 

found common. Division of labour among SMEs is also is observed in these clusters.  

 
Report of the India-China  Joint Study Group  on  Comprehensive Trade  and Economic  

Cooperation 2013,  mentioned that Competition between India and China in textile exports 

has pushed Chinese enterprises to the manufacturing and export of garments, importing 

textile materials from India. The two countries can thus convert competition into new 

opportunities for cooperation through intra-industrial trade. The presence of Indian 

companies in China has also increased significantly, especially in sectors such as iron and 

steel, textiles, chemicals, automobile components, and pharmaceuticals. The two countries 

should increase the role of industry organizations and strengthen cooperation with particular 

attention to market information. For instance, the development of the textile industries of 
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both China and India plays a significant role in boosting their economy and employment 

generation. The textile industries of the two countries should therefore reinforce 

consultations, as well as, establish cooperative mechanisms to hold joint research and 

coordinate their responses to the problems of the industry. Strengthening cooperation and 

exchanges in the area of development experiences vis-à-vis SMEs could be of great 

significance to the two countries. Governments should play an active role in pushing forward 

China-India cooperation and exchanges in this area. First, the successful experiences in the 

development of SMEs should be shared, including government policies, management system, 

laws and regulations; second, the governments should create favourable conditions for the 

SMEs of the two countries to cooperate with each other; for example, by holding some 

exhibitions and information briefings for the products of SMEs so as to encourage the 

enterprises to communicate and cooperate with each other. Third, there is immense scope for 

Indian companies to improve productivity by forming alliances with their Chinese 

counterparts for establishing energy efficient and environment friendly projects, including in 

the area of biotechnology. Fourth, the two countries could consider cooperation in 

knowledge-based industries 

 

2.2 Review of literature related to SME sectors in China 
 

Yongzheng Yang and Chuanshui Zhong, China’s Textile and clothing exports in a changing 

world economy- The Developing Economies, XXXVI-I, 1988:p.4 said that   world’s largest 

clothing exporter and second largest textile exporter, China had to play an important role to 

this global issue. In the 1980s, it was feared that industrial economies may not be able to 

accommodate China’s continued expansion of textile and clothing exports (Whalley 1992). 

Multi-fibre Arrangement (MFA) restrictions have indeed become increasingly severe, but 

China has managed to increase its exports rapidly. In the fourteen years from 1980 to 1994, 

China’s exports of textiles and clothing increased eight fold. With rapid increases in domestic 

costs, however, China’s exports of textiles and clothing are approaching their peak and have 

begun to shift from textiles, clothing, and other labour-intensive manufactures to more 

capital- and technology-intensive products (Garnaut1996).The rapid growth of China’s textile 

and clothing exports has led to major changes in the world textile and clothing markets. 

However, the shift from labour-intensive to capital-intensive production will not proceed as 

fast as with more rapid economic growth. While China’s annual real GDP growth rate is 

reduced by one-third over the period 1992– 2005, annual output growth is only reduced by 
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25 per cent for textiles and 19 percent for clothing. The growth rate of total exports also falls 

by 19 per cent. Because textiles and clothing are more labour-intensive than other 

manufactures on average, their growth rates slow down to a lesser extent, 12 per cent and 14 

per cent, respectively. 

 

Carsten Herrmann-Pillath, Li Kai and Pan Jiancheng, mentioned in their  “Developmental 

Challenges  to Small and Medium Scale Industrial Enterprises  in the People’s Republic of 

China”, 2002 pp37 & 39  that depending on the general political mood and on the prevalence 

of different theoretical positions, SME are regarded either as a problem or as a high potential. 

In general, even in the most developed competitive market economies there is a widespread 

use of special support schemes for SME, which are based on the diagnosis of certain market 

failures in SME development. Nonetheless it is interesting to note that the share of companies 

established after 1993 is the highest in the food and beverages industries, textile and garment 

and chemical/pharmaceutical industries (above 40%) which means that these industries grew 

with the general economic expansion of the Nineties. Another interesting observation results 

to be that there are two branches in which there is a very high share of exporters, namely 

textiles/garments. Shortages in funding are always mentioned as prime reason of troubles, for 

example, in marketing and training. SME suffer from very serious shortages in qualified 

technical personnel. SME policies cannot be formulated on the national level, with the 

possible exception of finance. SME policies in China, therefore, should follow the recent 

approaches in developed industrial countries which favour a “regionalization of regional 

policy” and a decentralization of enterprise support policies, with tight budget constraints.  

 

Hung-gay Fung, (2005), A study on China’s Foreign Trade and Investment: An Overview 

and Analysis by p.1 & 2, mentioned that, it is found that since the inception of economic 

reform in 1978, China has achieved remarkable economic growth. As China is still in the 

process of moving toward a market-oriented economy many earlier policy tools such as the 

use of a fixed exchange rate regime and inconvertibility of capital account for the balance of 

payments remain intact. Apparently, these adopted polices serve several functions, First they 

intend to insulate Chinese economy from shocks of speculative external forces that can be 

destabilizing. Second, they enable Chinese policymakers to have better control of fund inflow 

and outflow in order to maintain more economic stability for the Chinese economy. Finally 

they allow China to accumulate sufficient foreign reserves, which can potentially represent a 

symbol of stability and strength. As China encourages foreign firms to invest in China, Better 
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incentives (such as differential tax packages and lower import tariffs) are provided to them, 

creating a differential tax treatment or non-uniformity of policy incentives between domestic 

and foreign firms. 

 

Study report of European commission on China’s Textiles & Clothing Industry and its 

Market Expansion Strategy  (2005), it is stated that the restructuring of the textile industry 

has an encouraging effect on the performance of the clothing industry mentioned that  A 

vibrant fibre processing industry has further integrated the various links in the supply chain, 

which is one of China’s key competitive advantages. Nevertheless, even as China’s Textile 

and Clothing (T&C) industry makes significant absolute gains in terms of fibre-processing 

and garment production capacity, the sector’s relative overall export performance as a 

percentage of total exports has been steadily decreasing. On the upstream side of the sector, 

Chinese textile companies have been adding new capacity last few years and have made 

significant headway in enhancing efficiency and quality of production. Textile enterprises 

will not benefit directly from the phase-out of the quota system in a significant way. But they 

will stand in a better position to reap the benefits of greater internationalization by the 

government’s efforts to rationalise the sector. The Chinese clothing sector will be the biggest 

market-share winner in the restructuring of the global textile trade system, as buyers 

strengthen their purchasing activities in China. Recent economic projections suggest that the 

share of China’s exports of clothing products in key markets will vastly outstrip its share of 

textile exports. A recently published WTO report, for instance, projects that China’s share of 

the combined US/Canada garment market will balloon from 16% to 50%, whereas its share 

of these countries’ textile market will rise marginally from 11% to 18%. In the EU, China’s 

share of the garment market is projected to reach 29%, up from 18%. The projected increase 

in China’s share of the EU textile imports however is negligible.  Accession to the WTO has 

strengthened China’s textile and clothing sector as key importers of textiles and clothing, 

including the United States, the European Union and Canada, have begun to phase out quotas 

on Chinese imports as outlined in the ATC. Indeed, the sector has demonstrated a burgeoning 

export performance since the implementation of the third stage of ATC came into effect in 

2002. In the EU, China’s textile and clothing products removed from quota restrictions 

surged by 46% in value and 188% in volume in 2002, while average prices decreased by 

50%, according to EU estimates. Indeed, China has become the largest exporter of textile and 

clothing products to the EU, ahead of the combined top three Mediterranean exporters to the 

EU (Turkey, Tunisia and Morocco), in spite of the duty- and quota-free import benefits 
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enjoyed by the latter. Furthermore, experts predict that continued export growth in the sector 

coupled with the coming into effect of the final round of ATC liberalisation will significantly 

increase imports of Chinese textile and clothing products by the EU. China’s textiles and 

clothing industry has achieved remarkable growth and plays an important role in the 

domestic economy as both a foreign exchange revenue-earner, as well as a key source of 

employment. 

 

Cheung, 2009, in his research stated that, because of the open-door policy from the year 

1980 onwards and especially from the year 2000-01 onwards, the world has been amazed 

by China’s elevated economy, whose growth rate is matched by no other country.  The 

China Government formulated and implemented the industrial policies that have made 

aggressive effect on the economy.  The promotional industrial policies related to achieve 

goals of economies of scale through massive production and export in several fields 

including automobiles, textile, chemical, pharmaceuticals have made china number one in 

the world.  

 

Selin Ozyurt of  EURIsCO, in his article Total Factor Productivity Growth in Chinese 

Industry 1952-2005, 2006 pp1 & pp12 mentioned that  China has undergone a continuous 

and spectacular economic growth since the beginning of the economic reform policy, in the 

early 1980’s. Along with the rapid economic takeoff, Chinese economy has experienced a 

progressive transition from a centrally planned to a market based economy. The structural 

transformation of Chinese economy over the past two decades is striking: Prior to 1978 China 

was, above all, an autocratic country isolated from the global economy. Since 1978, it 

emerged progressively in the global economy as a major trading partner. Besides, China’s 

opening up to the world boosted inward foreign direct investment (FDI). Starting from the 

late 1990’s, China has become the first recipient of FDI among developing countries. 

Economic reform program implemented in the early 1980’s was built, largely, on the 

promotion of industry at the expense of agriculture. Over the past two decades, the rapid 

industrialization of China was mainly marked by the surge of small-scale enterprises in rural 

areas which absorbed huge amounts of surplus labour in agriculture. As a consequence, 

during the reform era, substantial efficiency gains have been reaped from the reallocation of 

resources to higher productivity sectors (Maddison, 1998; Wu, 2004; World Bank, 1972). 

Alongside the reform policies, Chinese industry underwent substantial structural changes that 

may have had an effect on production technologies. Chinese industry, between 1952 and 
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2004 capital accumulation has been the main engine of economic takeoff. Over the same 

period, TFP growth contributed significantly to economic growth. The report also said that 

the TFP gains have exhibited a sharply increasing pattern since the early 1990’s, along with 

the accelerated integration of China into the world economy. 

 

Kahn and Yardley, 2007,  in his study reveals that on the basis of various promotional 

schemes and incentives, the textiles and clothing industry has made remarkable contribution 

to the growth of China’s economy.  This includes the protection and supply of free or 

concessional labor, concessional electricity,  import and export subsidies, rebate in income 

tax etc,  the Chinese industries particularly SMEs have shown tremendous growth during 

1990-91 to 2001.  After signing agreement of WTO, till 11th five year plan i.e. up to 2010  

the SME sector were enjoying all benefits.   After the year 2010, the most of the rebates and 

subsidies were almost intact for the SME sector but slightly on reducing way.  With the 

consecutive soaring double-digit growth rates in recent fiscal years, the escalating industrial 

development places China’s environment under pressure.  

  

The World Bank Report (2007) revealed that China’s GDP rose sharply in the first three 

quarters of 2007, and achieved an overall 11.5% growth in the same year. As per the World 

Bank statistics, China’s average income was USD 2025 in 2006 compared with USD 293 in 

1985. Among the myriad commodities produced in China, textiles and clothing are some of 

the main income-generating sources.  

 

According to the World Trade Organisation (WTO 2008), China is now the world’s largest 

exporter of textiles and clothing. As shown in Figure 1, within the period of 1990–2007 (the 

latest year), the value of textile exports has increased significantly from over USD 7.21 

billion to USD 48.68 billion. This is an increase of over six-fold in less than two decades 

(WTO 2008). In addition to the prominent impact that the textile export value has on China’s 

economy, the industry employed about 10 million people in 2006, which accounted for over 

13% of the country’s total labour force. As illustrated in Figure 2, the number of textiles and 

clothing enterprises has climbed steadily in the past seven years (National Bureau of 

Statistics of China 2006).  

 

There is a great deal of literature describing how the economic activities result in a negative 

impact on this historic land (Smil 1996, The World Bank 2001, Chai 2002). The direct 
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relationship between economic development and environmental deterioration has been 

investigated. Smil (1996) stated that environmental exploitation is related to economic 

expansion because all economies are just a part of the world’s ecosystem. It is devastating for 

a country to continue prospering without considering environmental problems (Fang 2001).     

 

 

Alberto Bagnai, in his paper titled “Rising China in the Age of Globalisation, 2007 Pp7, pp12 

mentioned that the China, after a moderate decline in the Nineties, is now experiencing again 

very high rates of investment. The specification of the Chinese sub model differs in several 

respects from the common framework in order to take into account some important features 

of the Chinese economic structure and data. The most important departures from the basic 

framework are that in the Chinese sub model the supply side features a set of production 

functions disaggregated by main economic sector (hence the labour demand function and the 

investment function are disaggregated accordingly), and that total respondents is 

disaggregated into urban and rural respondents (therefore, disposable income and the 

consumption function are disaggregated accordingly).  As far as the specification of the 

supply side is concerned, the departure from the structure adopted for the other countries was 

called for basically for addressing a rather severe data issue concerning the measurement of 

unemployment.   

 

Hongji Zhu Moustgaard , in his  Master Thesis 2008, mentioned that , since 1978, the 

Chinese government has made the policy to encourage farmers to take over the arable lands 

by making contract. Under the system, the efficiency of farming has increased significantly 

that has lead to the situation of manpower surplus. Many farmers instead of leaving their 

hometown have chosen to build their own enterprises locally in consuming the extra 

manpower for profitability, and many of these enterprises have targeted the textile industry 

because it has low entry barriers such as low requirements towards technology and capitals. 

So the Chinese textile industry has strong regional distinctiveness. The half of China’s textile 

industry is characterised by the regional clusters.  In the world, today, “Made in China” has 

another image which is “Made by Clusters”. In the U.S., the most important 60 products 

imported from China that are mostly produced by the clusters. 

 

Marco Biselli in his article “China’s Role in the Global Textile Industry” 2009 pp11 & 12 

mentioned that  China’s position in the textile industry is extremely strong and undoubtedly 
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leads the global production, even under the negative effects of the global financial crisis, 

China is still the most competitive location in the world for the textile industry (China’s 

competitiveness index for this industry was evaluated at 102.8 in 2009). During the financial 

crisis, while the overall decrease in Chinese exports amounted around 15%, the textile 

industry felt only partially the downturn effects. Textile export amounts decreased by a 

relatively low 7% in 2009 and it took very little time of to show significant signs of recovery. 

In the first 10 months of  2010, China exported more than US$ 62 billion dollars in textile, a 

rise of 29% comparatively to the same period in 2009. In this same period, exports of clothes 

also grew, totalling more than US$ 100, presenting an increase of nearly 20% compared to 

2009. However, the textile industry is changing in China, and it could reshape the country’s 

competitiveness in the sector. High amounts of foreign investment and technical expertise 

were attracted to China in the past decades. Consequently, China stepped forward into the 

production of more sophisticated, value added products. This is a good outcome to China, as 

it moves to higher margin and less commoditized products. In recent years, China started to 

focus on more sophisticated textile products, and the production of some basic products 

shifted to other countries in Southeast Asia as Cambodia and Vietnam. The higher risks for 

the industry stability are: labour pressure for higher salaries, which could damage the existing 

strong labour cost advantage; and internal and external pressure to appreciate the exchange 

rate, which could drastically reduce the competitiveness of Chinese products abroad. Another 

risk the Chinese textile industry might suffer is the appreciation of the exchange rate. The 

massive trading surplus in China puts high pressure on the Yuan. In addition, strongly 

affected by the financial crisis, developed countries are desperate to reduce their trading 

deficit and to increase their domestic producers’ competitiveness.  

 

As per the news bulletin, Economy Watch  dated 30 June 2010 the Economic reforms started 

in China in the 70s and 80s with the initial focus on collectivizing agricultural activities in the 

country. The leaders of the Chinese economy, at that point in time, were trying to change the 

center of agriculture from farming to household activities. The reforms also extended to the 

liberalization of prices, in a gradual manner. The process of fiscal decentralization soon 

followed. China's economy is huge and expanding rapidly. In the last 30 years, the rate of 

Chinese economic growth has been almost miraculous, averaging 8 percent growth in Gross 

Domestic Product (GDP) per annum. The economy has grown more than 10 times during 

that period, with Chinese GDP reaching 3.42 trillion US dollars in 2007. China already has 

the biggest economy after the United States and most analysts predict China will become the 
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largest economy in the world in the forthcoming century. China’s respondents in 2010 was 

1.341 billion, and it’s expected to grow to 1.375 billion in 2015. In 2010, China’s 

unemployment rate stood at only 4.1 percent, decreasing 4.65 percent from the previous year 

and expected to decrease further to 4 percent in 2011. Forecasts for 2015 predict China’s 

unemployment rate to remain at 4 percent between 2011 to 2015. However, there are still 

inequalities in the income of the Chinese people. The per capita income of China is only 

about 2,000 US dollars, which is fairly poor against global standards. As part of the reforms, 

more independence was granted to business enterprises that were owned by the state 

government. This led to the creation of a number of various types of privately held 

enterprises within the services sector, as well as the light manufacturing sectors.  

 

Dilip Parekh & Sameer Patel, (2011), in their research found that, the cotton textile industry 

in China is facing difficulties as the sales have been poor due to domestic factors and weak 

recovery of the international market. 

 

As per  James J. Shen, in the China Pharmaceutical Guide (PP.5&30 )2011  said that,  inspite 

of many challenges and difficulties, the Chinese pharmaceutical industry and market have 

achieved remarkable growth in the past two decades. Also the country’s new healthcare 

reform will ultimately led to a more stable and healthier market environment. With revival of 

China's export incentive policies, the Chinese import and export of medicines and health 

products swelled 24.57% in 2010 to US$60,197 million, according to data from the China 

Chamber of Commerce for Import and Export of Medicines and Health Products 

(CCCIEMHP). Among the total, export surged 24.87% to US$39,733 million last year, while 

import grew 23.98% to US$20,464 million. Despite the anticipated growth, the future 

outlook of the Chinese pharmaceutical industry in the near future will continue to be heavily 

influenced by new government policies in areas such as healthcare reform, drug pricing, drug 

registration, basic medical insurance, and healthcare administration. 

 
Study Report on the Textile and apparel market in China by EUSME Centre- 2011 pp1, 

5,12,13 & 17 mentioned that China has been the biggest textile and apparel exporter in the 

world since 1994, occupying 40% of world exports in 2010. Online purchases have been 

rapidly increasing in the past five years in China. In a broad product sector such as fashion, 

the average annual growth of B2C retail is over 130% between 2005 and 2010. After over a 

decade of double digit growth, the Chinese textile and apparel industry is now at a 
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crossroads. Companies in this sector have to battle challenges on many fronts: increasing cost 

of raw materials, labour, energy and power; inadequate supply of labour; and the credit 

crunch brought by the central government’s recent credit tightening. For export oriented 

companies: weak demand from developed markets since the beginning of the financial crisis, 

slow recovery, currency strengthening, lower export tax rebates, and an increasing shift to 

lower cost countries in Asia (Vietnam, Indonesia, Bangladesh, Pakistan), Eurasia (Turkey), 

and Central America (Honduras) add further difficulties.  The government aims to rebalance 

China’s economic structure by eliminating over capacity, lowering energy consumption and 

pollution, promoting industry upgrade and boosting domestic consumption.  To move up the 

value chain and be better positioned for a world market, both Chinese companies and foreign 

companies in China need to invest more in the development of new fibre, fabric and garment 

innovations. There will be opportunities for experienced European SMEs that can offer 

professional design, development and consultancy services. For example, a large Chinese 

cashmere yarn exporter is working with Italian designers and engineers to produce cashmere 

coated water-soluble PVA, cashmere/metallic blends, de-haired yak and pearl fibre. 

Counterfeiting or imitation of brand name products is rampant in China while IPR legislation 

is still in the developing stage and IPR enforcement is weak. Proper trademark registration 

and short innovation cycles will help mitigate the risks.  Wholesale markets are mostly 

dominated by low and medium-end products. Because of a lack of national distributors, 

European SMEs have to deal with local distributors in each region which is a heavy tap on an 

SME’s limited resources. It is not easy to find a sales agent who is able to both execute a 

high-end product image and have strong connections with different sales channels. 

 

China Textile Network Company,  Textile and Apparel Weekly January 20, 2012 p.1 & P.9 

mentioned that, in 2011, under the supporting role of the relatively stable domestic 

macroeconomic environment, the growing income and other factors, the overall domestic 

market of China’s textile industry still maintained a steady growth momentum. In the same 

period, China’s large-scale textile enterprises realized sales value of 4839.781 billion Yuan, 

up 27.57 percent year on year, of which domestic output value is 4010.112 billion Yuan, up 

30.32 percent year on year. Proportion from the data structure, the output value of China’s 

domestic textile industry output accounted for 82.86 percent of the whole sales output value, 

compared with the same period last year continues to rise 1.75 percentage points. However, 

overall growth in the domestic market also shows a slowdown in performance. From January 

to November 2011, domestic output growth of China’s textile industry was down 0.83 
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percentage points compared with the date 31.15 percent from January to October. The global 

market for technical textiles is set to grow rapidly driven by the expanding use of the material 

in emerging markets. Asia, in particular, is expected to emerge as a force to reckon with in 

the technical textiles market due to rapid growth in local markets, and the rising installation 

of local production capacity. Asian countries such as Japan, China, Taiwan, India, and Korea 

are expected to drive global consumption of technical textiles. In particular, India is expected 

to emerge as a major player largely due to the abundance of raw materials, and availability of 

skilled manpower. The Geo-textiles segment is expected to register the fastest growth in view 

of climate changes that are increasing the threat of hurricanes, and floods, among other 

disasters. Germany, France, Japan, UK, Korea, India, China, and the US are the leading 

producers of technical textiles, globally. China dominates the global textile market in terms 

of annual production capacity for cotton textiles, woollen fabrics and chemical fiber 

garments. In view of the recession, China adopted a different strategy to focus on domestic 

market, as against the earlier export-oriented operations. Improving economic conditions, 

coupled with favourable government support policies as well as industrial up-gradations 

contributed to the increase in industry's production output. Domestic demand is expected to 

drive production, sales and exports growth in the Chinese textile industry. Factors such as 

favourable infrastructure, liberal labour laws, and social security are expected to contribute to 

the industry growth. Cotton is a major raw material used in about 40-50% of textiles. In 

addition, cotton makes up for about 85% of all natural fibers, other than wool, hemp and 

linen. Cotton consumption is largely driven by respondents growth, as evident by the fact that 

consumption has tripled during the period 1950 and 2009. In addition, factors such as rising 

per capita incomes, stable or falling prices of cotton in comparison to other fibers, and 

extensive promotional campaigns of market participants have contributed to substantial 

growth in demand for cotton. India, China, Pakistan and the US dominate the global cotton 

production. 

 

 Aruvian's Research analysis  “Chemical Industry in China”, 2012 stated that,  Textile 

products are significant foreign trade products of China, occupying an important position in 

Chinese foreign trade.  Also the Textile Industry is s a labor-intensive industry, the textile 

industry provides China with a lot of occupational opportunities, while as the major raw 

materials of garments and other daily-used products, the development of textile industry also 

determines the supply-demand relation and price change of garment industry, and other 

industries.  The study also predicted that in the coming years, Chinese textile industry will 
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remain the strong advantage globally owing to the perfect industry chain and large domestic 

market.  The textile industry is the China's traditional advantageous industry, playing an 

important role in the national economy. China is the largest production and export country of 

textiles and clothes. 

 

The said report also mentioned that although after US, China is the second largest consumer 

of chemical, like basic chemical products 45% of the total for Asia. China has a net chemical 

deficit with the world market and is heavily dependent on imported materials. This 

dependency has been affected by price trends in the world market caused by heavy 

international demand for raw materials, petroleum and other chemical inputs. 

 
Research Report on China's Textile Industry, 2012 by  China Research and Intelligence Co., 

Ltd. Mentioned that  in 2009, with the deterioration of economic situation, the Chinese 

government issued a large number of industrial supporting policies including constant 

increase of export rebates, Planning on Adjustment and Promotion of Textile Industry, the 

exemptions and deductions of exit & entry quarantine fee, etc. In 2011, the sales revenue of 

China's textile industry was CNY 3,277.3 billion, with an increase of 25.68% YOY.  In 2011, 

both the exports of Chinese textiles and garments comprehensively increased and the export 

amounts were separately USD 94.71 billion and USD 153.24 billion, respectively increasing 

by 22.9 % and 18.4%. The growth rate of garment export lagged behind that of textiles. With 

the development of China's industrialization and urbanization, the rising living standards of 

customers and demand levels, the demand for textiles gradually shifts from low to medium-

end products to high-end products, fostering the increase of market scale. Under the condition 

of export pressure, China's domestic market becomes the key market needed to be developed 

for textile enterprises, which will become the first driving force for the development of textile 

industry. In 2011, the import amount of Chinese textiles was USD 19.03 billion, increasing 

by 7.4% YOY, among which the growth rate of finished textile products was the sharpest, 

with a rise of 11%. In 2011, the import volume of China's textile raw materials reached 5.108 

million tons, with an increase of 7.4% YOY; the import amount was USD 15.33 billion, up 

by 48.2%. Among them, the import volume of cotton achieved 3.365 million tons, rising by 

18.5%, and the import amount was USD 9.47 billion, increasing by 67.4%; the import 

volume and amount of wool separately increased by 1.3% and 45.7%; the import volume and 

amount of chemical fibre respectively rose by 3.4% and 26%. It is predicted that in the 
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coming years, Chinese textile industry will remain the strong advantage globally owing to the 

perfect industry chain and large domestic market. 

 
Louis Kuijs of Fung Global Institute in his working paper titled, “Economic Growth Patterns 

and Strategies in China and India: Past and Future”,(2012), mentioned that China and India 

have both seen rapid growth, development and opening up in recent decades, especially 

China. They have combined rapid economic growth with substantial improvements in living 

standards, poverty alleviation, and health and education indicators. China and India are 

leading the shift in the centre of economic gravity towards Asia, and the economic prospects 

of economies throughout the world have become increasingly dependent on sustained 

demand in the two Asian giants. It tentatively characterises the existing economic growth 

patterns and problems; summarises how governments want to adjust their growth strategies; 

introduces some key features of the policymaking process and some of the institutional and 

political economy problems; and sketches some tentative economic scenarios. Their 12th 

five-year plans (5YPs) reflect their visions and objectives. However, adjusting growth and 

development strategies is complex and difficult from both economic and political economy 

perspectives. Thus, there is a lot of uncertainty about the direction of policy and about 

whether and how China and India will adjust their pattern of growth.  India has since the mid-

1980s also embarked on market-oriented reform. India’s policies have typically not explicitly 

targeted at industrialisation and investment as much as in China and India’s growth pattern 

has been less industry- and export-oriented. India’s potential GDP growth rose over time 

because of higher investment and total factor productivity (TFP) growth.  

 
Guillermo Cardoza, Gaston Fornes and Ning Xu in their Working Paper titled Institutional 

determinants of Chinese SMEs’ internationalization: the case of Jjiangsu province, (2012) 

pp11 & 12  mentioned that  SMEs account for 60% of China’s GDP, are responsible for 66% 

of the country’s patent applications and more than 80% of its new products. They are also 

responsible for 68% of China’s exports and provide more than 80% of total employment. In 

addition, according to the Ministry of Industry and Information Technology (MIIT) (People's 

Daily Online, 2010), there are more than 10 million Chinese SMEs and they account for 99 

percent of the total enterprises, 50 percent of tax revenue, and 80 percent of urban 

employment. Until 1988 private enterprises were not allowed to exist in China and the 

institutional environment (mainly, property rights protection and contract enforcement) in 

which they have emerged was mostly hostile during the transition from a centrally planned 
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economy to a market-based economy. These barriers have also affected Chinese SMEs in 

their process of internationalization. More specifically, limited access to private and public 

financial resources, lack of adequate policy frameworks, weak protection systems for 

intellectual property rights, and suitable regulations for SMEs and the isolation of these 

companies from the research centres and universities limit the possibilities of strengthening 

the SMEs’ management and the financial and technological capabilities needed to compete in 

domestic and foreign markets. In order to mitigate risks associated with market imperfections 

a growing number of Chinese SMEs are opting to internationalize their business activities. 

SMEs from Jiangsu tend to internationalize their business activities in order to overcome the 

competitive disadvantages associated with limited access to financial resources in the home 

markets found that restricted access to finance is not a barrier to the internationalization of 

SMEs from China’s Ningxia Hui Autonomous Region.  

 
As mentioned in the Guide to IPR Protection in China for the Textile Industry by China 

IPR SME Helpdesk 2012, China apparel designs may also be protected as works of 

copyright. Copyright protection is granted automatically on creation of a work, allowing a 

design to enjoy double protection through a design patent and copyright. Having a 

registered copyright in China is a convenient way to show evidence of ownership. 

Companies licensing technologies to Chinese entities in the form of technical solutions or 

services should comply with China’s technology transfer regulations. Apart from the 

protection of their designs, apparel companies can also use copyright to protect their 

catalogues, brochures and websites. Apart from direct copying of a trademark, 

unscrupulous competitors may sell products with similar marks or designs, but not 

identical. Although the marks or designs may not be similar enough to be considered 

trademark infringement, such imitations may be dealt with through the Chinese 

Anti‐Unfair Competition Law. The Anti-Unfair Competition Law may also be used when 

someone has used your brand without authorisation at retail outlets or other products for 

which you do not have a trademark registration. 

 

Data released by the National Bureau of Statistics 2013, show that the added value of the 

textile industry from January to June was greater than the same period last year. However, 

exports to Europe, Japan and other major overseas markets have dipped. 
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Chen Camgsong , Vice president of the Fujian textile and apparel business association, 

(2013) stated in his paper that the slow demand from the global market, soaring cotton prices, 

high labor costs and the appreciation of the Chinese currency have led to fewer overseas 

orders, which dampening the growth of SMEs in China.   

 

Article “Consecutive Decline in Textile and Clothing Export to EU and Japan File 

Date：2013-03-11”  mentioned that, while favoured by the gradual growth of textile and 

clothing export in Southeast and South Asia, China’s textile industry suffered a setback in the 

EU market for the last two consecutive years, 2011 and 2012. China’s textile and clothing 

market share in EU market decreased from 42.5% in 2012 to 41% in 2011, further declined 

to 39.9% in 2012. In Japan, our market share also declined from 77.1% in 2010 to 74.9% and 

73.2% in 2011 and 2012, respectively. Meanwhile, the products volume export from ASEAN 

increased gradually in EU and Japan, rising to 8.3% and 13.7% in EU and Japan, 

respectively. The export revenue of textile and clothing from Bangladesh to the two main 

markets also rose to 9.4% and 1.2%, respectively. 

 
UHY’s New Article on “China’s declared backing for SMEs may open doors to foreign 

investors” (2013), pp1 & 5 mentioned that Small-medium sized enterprises (SMEs) 

contribute 60% of China’s industrial output and create 80% of China’s jobs. But for the year 

just past, Chinese SMEs have been experiencing hardships: some have been at risk of 

collapse. Shortages of electricity, capital and labour have led them to this predicament, and 

soaring costs have made things worse. Faced with this indictment of faltering growth, the 

Chinese government’s 12th Five-Year Plan contains a key strategy specifically in support of 

SMEs. According to the plan, the total number of China’s SMEs will grow steadily over the 

next five years and achieve an average annual growth rate of 8%. Five primary missions 

underpin the plan: to improve the capacity of establishing business and creating jobs; to 

optimise the structure of SMEs; to boost the development of “new, distinctive, specialised 

and sophisticated” industries and industrial clusters; to upgrade enterprise management; and 

to refine SME support systems. 

 
Sun Xuegong in his article “Integrating China’s Small and Medium Enterprises into 

International Production Networks: Barriers and Policy Responses” 2013, said that the 

survey confirms that internal financing is a predominant source of SMEs’ financing. This 

is especially true for capital expenditure. In our sample, retained earning accounts for 
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91.51% of capital spending and 71.77% of working capital respectively. Bank lending 

serves as the second important source of SME financing. It is quite significant for 

financing working capital of SMEs, accounting for 21.73%. In capital spending, bank 

lending is less important, accounting for only 5%. The other sources of financing are 

negligible, their combined shares in the total SME financing, including both working 

capital and capital spending, are less than 10%. The financing difficulties of SMEs are not 

limited to the availability of finance, but also include its cost. The survey showed that the 

interest on borrowings of SMEs is as high as 20% while the prevailing rate of one year 

lending now stands at 5.31%. 

 

2.3 Identification of Research Gap 
 

Small & Medium Enterprises has emerged as India’s engine of growth in the New 

Millennium. The primary objective of the Small Scale Industrial Policy during the nineties 

was to impart more vitality and growth-impetus to the sector to enable it to contribute its mite 

fully to the economy, particularly in terms of growth of output, employment and exports. The 

sector has been substantially de-licensed.  Efforts made to deregulate and de-bureaucratize 

the sector with a view to remove all restraints on its growth potential, reposing greater faith in 

small and young entrepreneurs. All statutes, regulations and procedures  were  reviewed  and  

modified,  wherever  necessary,  to  ensure  that  their operations did not militate against the 

interests of the small and medium enterprises. The most important factor for economic 

development of a country is its industrialization.  As per the industrial policies and planning 

in all five year plans major emphasis is given to the three major groups of industries; large-

scale industries, small-scale industries and cottage industries as a process of industrial 

development.  The reviews and reports of government show that the Small and Medium 

Enterprises (SMEs) are showing their impact on national and regional economies throughout 

the world. They have been recognized in both developed and developing countries as an 

effective instrument for creating employment opportunities with a small amount of capital 

investment. 

 

The small scale and cottage industries also play an important role in removing regional 

disparities. The industrial development in a backward area can only be achieved by the rapid 

development and promotion of small scale industries. Besides economic aspects, the social 

role of small scale and cottage industrial units are quite significant in achieving various social 
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goals such as removal of poverty, attainment of self-reliance, reduction in disparities in 

income, wealth and standard of living and regional imbalances. In 1995, Government 

grouped small scale industries into two categories- those using power but employing less 

than 50 persons and those not using power but employing less than 100 persons. 

 

Small and medium-sized enterprises are the backbone of all economies and are a key source 

of economic growth, dynamism and flexibility in advanced industrialized countries.  SMEs 

are also larger contributors to exports and employment and major contributors to Gross 

Domestic Product. Small businesses are particularly important for bringing innovative 

products or techniques to the market. SMEs are playing a critical role in the social 

development of emerging markets by creating jobs and generating income for low-income 

groups. This promotes economic growth and social stability and also contributes to the 

development of a dynamic private sector.  

 

This is being a wide area; the researcher proposes to study the functioning of SMEs in India 

and China of selective segments i.e. Chemical Sector, Pharmaceutical Sector and Textile 

Sector. Researcher have studied many books, articles related the above topics associated to 

the Chemical Sector, Pharmaceutical Sector and Textile Sector  but there is no literature or 

articles available in these topics and there is a need to fill this gap.  To fill this gap Researcher 

will study the working and performance of SME sectors in India and China with special 

reference to Chemical, Pharmaceutical and Textile SME sectors then briefly review the main 

reason in these areas and end with a brief evaluation.   

 

In many aspects, China and India are very similar. Both countries are located in Asia with 

similar sized Respondents, and both belong to the group of emerging markets with fast-

growing economies. Both countries also have low wages for most workers in many 

industries. However, despite a number of similarities between China and India, there are still 

a larger number of differences between these two countries in the areas related to Chemical, 

Pharmaceutical & Textile   manufacturing. Thus there is an imperative need to undertake a  

comprehensive research to evaluate the performance of SMEs in India and China and also 

find out whether there is any relationship between the Performance Indicators of SMEs and 

Government Policies. 
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The review of more than fifty literature thus reveals that there are lots of materials available 

on performance of SMEs in India and performance of SMEs in China, but there are very 

negligible studies have been conducted on the  SMEs’ role and contribution  with special 

reference to Chemical, Pharma & Textile sectors in India and China.  Therefore the 

Comparative Study of SMEs’ Contribution in India and China: A Study of Selected 

Sectors with special reference to Chemical, Pharma & Textile sectors has been selected for 

study.  The present study is an earnest attempt in the direction of bridging this gap.  The 

study is devoted to the selected but important sectors of both Indian and Chinese 

Economy, i.e. Chemical sector, Pharma sector and Textile sector.  Through this study the 

efforts have been made to measure the financial performance of SMEs in selected three 

sectors in terms of the growth of units, production, Employment and export during the 

period of last 24 years i.e. from the year 1990-91 to 2013-2014.Through the research the 

effort is made to make a comparison of the performance of Chemical, Pharma  and Textile 

industries in SME sector in India and China  on the basis of selected three sectors and four 

parameters namely number of unit, production, employment and exports. 
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3.1 Introduction 
 

Research in common parlance refers to a search for knowledge.  One can also define research 

as a scientific and systematic search for pertinent information on a specific topic.  In fact, 

research is an art of scientific investigation.  Dictionary definition of research is a careful 

investigation or inquiry especially through search for new facts in any branch of knowledge.  

Some people consider research as a movement from the known to the unknown.  Research is 

actually a voyage of discovery.  The inquisitiveness is the mother of all knowledge and the 

method, which one employs for obtaining the knowledge of whatever the unknown, can be 

termed as research. 

 

Research is an academic activity and as such the term should be used in a technical sense, 

research comprises defining and redefining problems, formulating hypothesis or suggested 

solutions; collecting, organizing and evaluating data; making deductions and reaching 

conclusions; and at last carefully testing the conclusions to determine whether they fit the 

formulating hypothesis.  Encyclopaedia of Social Science defines research as the 

manipulation of things, concepts or symbols for the purpose of generalizing to extend, correct 

or verify knowledge, whether that knowledge aids in construction of theory or in the practice 

of an art. 

 

Research is, thus an original contribution to the existing stock of knowledge making for its 

advancement.  It is the pursuit of truth with the help of study observation, comparison and 

experiment.  In short, the search for knowledge through objective and systematic method of 

finding solution to a problem is research.  The systematic approach concerning generalization 

and the formulation of a theory is also research.   In this research also efforts have made to 

study and evaluate the growth and performance of SMEs in India and China and find out the 

reasons of success or failure in achieving the desired performance in terms of production, 

employment, export and number of units under SMEs in selected sectors of India and China. 

 

3.2   Research Problem and Research Questions 
 

The SME sector in India as well as in China plays dominant role in the economic 

development of India and China.   The textile SMEs, pharmaceutical SMEs and chemical 

SMEs account about 40 to 50 percent of India as well as China’s total exports and are 
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therefore, a very important for both economies.  These three sectors are growing by 5 to 7% 

in India and 3 to 5% in China and the forecast is that these three sectors will grow by 5 to 8 % 

per annum in the next ten years.  To sustain this growth, it is imperative that, these sectors 

produces goods of high quality at reasonable prices. This means that these three sectors must 

continuously moderate its technology and increase the production and export.  Therefore, 

these three sectors have an integral role to play in the growth of India’s production, 

employment as well as export.  Analysts note that textile, chemical and pharma sector are 

becoming more and more competitive worldwide as more and more developing countries 

enter the global trade. To maintain if not increase, its global market share, the Indian SMEs 

must procure modern, low-cost, machinery and technology so that it can produce high quality 

goods for export at competitive prices. 

 

3.2.1 Problem Identification 
 

This thesis is grounded in the practical question, ‘Whether the SME sector of India is more 

effective than China?  What are the determining factors for faster growth of SME sector in 

China?  Whether the government policies have played important role in the growth and 

development of SME sector in India and China? What are the problems of SME sector in 

India and China?  What are the remedial measures for development of SME sector? How can 

government policies, be better which will improve the SME sector?’ Discussion of these 

practical problem leads into the realms of design theory where the problem must be 

expressed in theoretical terms and concepts. It is this theoretical aspect of the practical 

problem on which this research is focused.  

 

The literature as well as various researches on the subject related to the SME sector, its 

development and its problems are reviewed in relation to the research problem, and from this 

review emerge four research questions that represent the essence of the research problem and 

which must be satisfactorily addressed for its resolution: 

 
• In what manner the SMEs, especially Textile, Chemical and Pharmaceutical sectors 

have played roles in economic development of India and China?  

 
• Which factors contributed for the development of SMEs in terms of production, 

employment and export in India as well as China? 
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• What are the different facilitating factors of growth and development of SMEs in 

India and China? 

 
• How the government policies played role in the growth and development of SMEs in 

India and China? 

 
After understood the need for the research, it is derived the following   research questions. 

The context which inspires the research questions along with the specific research questions 

are given below.  

 

3.2.2 Research Questions and its Context 
 

Context Research questions 
SMEs help in the development of the 
country. 

What is SMEs? (Chapter.1) What is SMEs 
contribution in India’s and China’s economic 
development? (Chapter-2)  

Sector specific growth and 
development of SMEs are different. 

What is the growth of SMEs in Chemical, 
Pharmaceutical and Textile Sector of India as 
well as China? (Chapter. 4) 

SMEs often face facilitating and 
hindrance from the external 
environment.  

Which are the facilitating and limiting factors 
for the growth of SMEs in India and China? 
(Chapter.5) 

SMEs contribute in the economy 
through production of items and 
generate employment.  

What is the status of sector specific SMEs in 
terms of numbers of units, production level, 
employment generation and export 
contribution? (Chapter.5 & 6) 

Government plays a vital role in 
framing policies and programmes for 
SMEs. 

What are the government policies and 
programmes that support SMEs in India and 
China? (Chapter. 5 & 6) 

Major study on SMEs reveals various 
possibilities for development. 

Which are the thrust areas to develop SMEs? 
(Chapter.7) 

 

3.3. Research Objectives: 
 

The Objectives of this research is to analyze and interpret three major issues: 

• To evaluate & compare the performance of Chemical Sector, Pharmaceutical Sector 

and Textile Sector SMEs in India & China.  
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• To study the policy matters related to SMEs under Chemical Sector, Pharmaceutical 

Sector and Textile Sector in India and China and their impact on the performance of 

SMEs of these sectors.  

 

• To find out problems, issues & prospects of SMEs under Chemical Sector, 

Pharmaceutical Sector and Textile Sector in India & China.  

 

3.4   Hypothesis 
 

A hypothesis is a special proposition, formulated to be tested in a certain given situation as 

a part of research which states what the researcher is looking for.  In the research study, 

one important hypotheses has been tested, which is as under: 

 

H10=  Within the given legal & policy framework, there is  no difference between the 

performance of Chemical SME sectors in India and China   

H11= Within the given legal & policy framework Chemical SME sectors in China are 

performing  well as compared to India 

 

H20=  Within the given legal & policy framework there is no significant difference in 

Pharma industries in SME sectors between India and China  

H21=  Within the given legal & policy framework Pharmaceutical SME sectors in China   

are performing well as compared to India  

 

H30 =  Within the given legal & policy framework, there is no significant difference 

between the performance of Textile SME sectors in India and China 

H31=  Within the given legal & policy framework performance of Textile industries in 

SME sector in China is doing better than India 

 

H40:  There is no significant difference between the Government Policies and related issues 

which make impact on growth and development of SMEs in India and China.  

H41:  SMEs of India and China significantly differ in the opinion of SMEs on various 

issues due to government policies”. 
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3.5   Research Design  
 

This research aims at studying the growth and performance of SMEs of selected three sectors 

and identifying their problems and finding a solution for an immediate problem facing the 

SME sector in large.  In order to accomplish the objective, this research will be considered as 

exploratory as well as applied Research. The study is concentrated to evaluate the financial 

performance of SMEs in selected sectors in India and China.   The research is mainly based 

on secondary data related to the financial performance of the SMEs in selected sector.  The 

data related to the growth and performance related to number of SME units, production, 

employment generation and exports by the SMEs from the selected sector have been 

collected from the annual reports of business organizations like Chamber of Commerce, 

FICCI, Government Publications, and other published reports and  authentic records of 

individual SMEs.  The primary data related to the government support, policy implications 

and problems of SMEs have been collected through personal interviews and structured 

questionnaire from the representatives of selected SMEs and government officials. 

 

3.5.1  Sample Size and Sampling Method 
 

As per the report of Ministry of MSME, Government of India, 2013, there are around 

1,66,653 Chemical SMEs, Pharma SMEs and Textile SMEs in India.  As per the industrial 

census of China, 2013, there are around  1,92,184 Chemical, Pharma and Textile Enterprises 

in SMEs  in China.  Thus there are 3,58,837 SMEs in these three sectors in India as well as 

China taken together. 

 

Sampling Size Formula 
 

Confidence Level: 95% for the worst case scenario (+/- 50%) 

Confidence Interval: 4 

Respondents: 3,58,837 

Sample size: 400 

 

Considering the respondents of number of SMEs in India and China, Researcher have taken 

sample of 450 as against required 400 as per the Slovin’s formula.  But to give more 

representation to respondents & coverage the samples size taken is 450 from India & China. 
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The sample will be selected on random basis from cities like Mumbai, Hyderabad, Lucknow, 

Chennai, Bangalore & Ahmedabad, in India as well as Chengdu, Shenzhen, Wuhan, 

Guangzhou and Shenyang in China. 

 

3.5.2 Bifurcation of sample 
 

Out of the total respondents select randomly 75 samples from Chemical sector, 75 samples 

from Pharmaceutical sector & 75 samples from Textile sector i.e. 225 samples from India as 

well 75 samples from Chemical sector, 75 samples from Pharmaceutical sector & 75 samples 

from Textile sector i.e 225 samples  from China therefore total sample size will be 450.  

 

3.5.3 Sampling Method 
 

For sampling Stratified/clustered  and convenient sampling method is used .   Ratio Analysis, 

Trend Analysis, T-test and ANOVA (Analysis of Variance) like Statistical   methods are used 

for Samples testing. 

 

3.5.4 Data collection and data analysis 
 

“Research is a process of a systematic and in-depth study or search of any particular topic, 

subject or area of investigation, backed by the collection, compilation, presentation and 

interpretation of relevant details or data. It is a careful search or inquiry into any subject or 

subject matter, which is an endeavour to discover or find out valuable facts, which would 

be useful for further application or utilization” researchers and analysis of management 

problems would result in certain conclusions by means of logical analysis. 

 

For the purpose of the Comparative Study of SMEs’ Contribution in India and China: A 

Study of Selected Sectors of chemical, Pharma & Textile SME sectors the primary and  

secondary data are used.  

 

The Primary data shall be collected from various selected Chemical, Textile & 

Pharmaceutical SME segment by personal visits for administrating the structured 

questionnaire and unstructured interview.  Accordingly a filed survey will be conducted to 

obtain primary data adopting a sampling design of “two stage purposive sampling” with the 

selection of industries at the first stage and industrial units at the second stage.  The 
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questionnaires already designed for the entrepreneurs.   Majority of the units do not maintain 

proper and uniform records or accounts of their business.  Moreover the sector is unorganized 

and disclosure of accurate information by entrepreneurs left doubt. However, efforts on the 

part of the researcher managed to gather the adequate information as much as possible for the 

purpose of data analysis. 

 

As definition point of view “the term secondary data refers to the statistical material which 

is not originated by investigator himself but which he obtains from some one’s records” 

Secondary data, which were not gathered specially to meet the needs of the problem at 

hand. For the study, data have been collected for the period twenty four years from 1990-

91 to 2013-14 from published reports from various SMEs as well as various chamber of 

commerce associations in different parts of India and China by visiting personally or by 

post. Other publications have also been used such as R.B.I. Bulletin, Other periodicals 

Journals. Personal interviewing of various Small and Medium Entrepreneurs in India and 

China to collect some keynote information of the different Companies in Chemical, 

Pharma &  Textiles SME sectors in India and China. 

 

The figure contained in the annual reports and accounts have been rounded off to two 

decimal points. All the collected data have been presented and formulating in the form of 

condensed balance sheet and income statement. All the ratios and mentioned statement 

have been analyzed and interpreted. 

 

As conclusion point of view inter firm comparison has been made for analysis of 

performance of selected sectors. Various techniques of analysis used e.g. Ratio analysis, 

Trend analysis, Graphs, Means and Diagrams. Percentage and simple average methods 

have been used for the presentation and interpretation of the data. At the end on thesis the 

conclusion and several thought provoking suggestions have been made for  the  

sustainable growth and development of SMEs under Chemical, Pharma and Textile sectors 

in India and China. For the study, statistical tools like Means, trend analysis, T-Test and 

ANOVA have been used for analysis of data. 
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3.6 Scope and limitation of the study 
 

Scope of this research is limited to the financial Performance as well as impact of 

Government policies of Chemical, Pharmaceutical and Textile Sectors in India and China.  

The scope of research is significant to identify the problems and find out solutions to 

improve the performance of Chemicals, Pharmaceuticals and Textiles in SME sector in 

India & China 

 

Scope of our study is limited to make micro level comparative analysis of unit, employment, 

production,& export of SME sector in India and China with special reference to Chemical 

Sector, Pharmaceutical Sector and Textile Sector. 

 

Study is restricted to the Registered SMEs under three sectors of Chemical Sector, 

Pharmaceutical Sector and Textile Sector.  Study mainly depending upon the secondary data 

and hence secondary data will have all the limitations in analysis.    

 
3.7 Chapterisation  Scheme 

 

The outcome of the current study is presented in the form of a thesis which is divided into the 

following chapters. 

Chapter –I:  Introduction 

Chapter –II:  Review of Literature  

Chapter –III Research Methodology 

Chapter –IV: Growth & Development of SMEs’ special reference to selected sectors in 

India & China 

Chapter – V: Facilitating & Limiting Factors for the growth of SMEs in India& China 

With special reference to Government policies 

Chapter – VI Data Analysis & Interpretation 

Chapter – VII:  Findings, Suggestions  and Conclusions 

     Reference 

     Appendices 

  

Chapter-I:  Introduction:  

This chapter  basically deal with a brief introduction on the topics, importance of the study. It 

also reviewed a number of literatures on the subject at local, regional, national, and 
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international level. Apart from these, objectives of the study, hypothesis and the 

chapterization scheme are also incorporated in this chapter. 

 

Chapter-II:  Review of Literature 

This chapter contents the review of literatures related to evaluation, growth and development 

and other issues related to MSMEs in India as well as China.   

 

Chapter – III:  Research Methodology:  

This chapter explains the methodology applied and limitations of the study in this research. 

The research methodology aims to finalize the activities of research design and data 

collection procedure which are as listed below:  

• Design of sampling plan  

• Design of experiment  

• Design of questionnaire  

• Determination of sample size  

• Design of sampling frame  

• Execution of survey  

 

Chapter-IV: Growth & Development of SME’s with special reference to selected sectors 

in India & China:  

This chapter  mainly deals with the brief history of SMEs in India & China also Growth& 

Development of SMEs’ special reference to selected sectors in India & China.  

 

Chapter-V:  Facilitating & Limiting Factors for the growth of SMEs in India & China 

with special reference to Government Policies:  

This chapter  mainly discusses the various aspects of Government policies pertaining to 

SMEs announced at the central and state level from time to time in India as well as in China. 

 

Chapter-VI:  Data  Analysis & Interpretation:  

This chapter  covers the Data Analysis & Interpretation, which mainly explains the 

preliminary analysis; the data are presented in the form of charts and graphs to have insight 

into the research problem.  This chapter will have a major subsection on results and 
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discussions. Also after designing the questionnaire and explain the data collection activity 

with the help of interviewers as per the assumed sampling plan and experimental design.  

 

Chapter-VII:  Findings, Suggestions & Conclusions  

In this chapter the researcher has made an attempt to present  the summary of major findings, 

suggestions based on the observation and response received and placed suitable  suggestions 

for the growth and development of Chemical, Pharma and Textile Enterprises in SME sector 

in India and China and concluded overall study. 

 

Bibliography 

Bibliography  presented in the thesis on the basis of alphabetical catalogue of different 

literatures   used in this research.  
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CHAPTER – IV 
 
 
 

Overview of Growth and Development of SMEs with special 
reference to selected sectors in India and China 

 
 
 

4.1 Overview of Growth & Development of SME’s with special 
reference to selected sectors in India 

4.1.1 Overview of  Growth & Development of SME’s with special reference 
to Chemical sectors in India 

4.1.2 Overview of  Growth & Development of SME’s with special reference 
to Pharma  sectors in India 

4.1.3 Overview of  Growth & Development of SME’s with special reference 
to Textile sectors in India 

4.2 Overview of  Growth & Development of SME’s with special 
reference to selected sectors in China 

4.2.1 Overview of  Growth & Development of SME’s with special reference 
to Chemical sectors in  China 

4.2.2 Overview of  Growth & Development of SME’s with special reference 
to Pharma  sectors in China 

4.2.3 Overview of  Growth & Development of SME’s with special reference 
to Textile sectors in China 
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4.1. Overview of Growth & Development of SME’s with special 
reference to selected sectors in India 

 
4.1.1   Overview of Growth and Development of SMEs with special reference to 

Chemical sectors in India  
 

The Indian chemical industry forms the backbone of the industrial and agricultural 

development of India and provides building blocks for downstream industries. Chemical 

industry is one of the oldest industries in India. The industry has grown at a pace 

outperforming the overall growth of the industry. Growing interdependence of economies 

due to increasing international trade is resulting in a chemical industry that is highly 

globalised in terms of production and supply.  

 

The Chemicals Industry comprises both small and large scale units. The fiscal concessions 

granted  to small sector in mid-eighties led to establishment of large number of units 

in the Small Scale Industry (SSI) sector. 

 

The Chemical industry is critical for the economic development of any country, 

providing products and enabling technical solutions in virtually all sectors of the 

economy. Specialty Chemicals are the fastest growing segment in the chemical industry. 

These are high value, low volume chemicals known for their end-use applications and/or 

have performance enhancing properties. There is immense potential for increasing 

consumption within the country as also for India to become a reliable supplier of such 

quality chemicals to the world. Compared to United States, Europe and even China, 

there is comparatively very low usage of such chemicals in India. Increasing judicious 

usage of such chemicals will not only help in the growth of this important segment of 

the chemical industry but also facilitate overall economic growth. 

 

The Indian Chemicals Industry comprises both small and large-scale units. The fiscal 

concessions granted to small sector in mid-eighties led to establishment of large number 

of units in the Small Scale Industries (SSI) sector. Currently, the Indian Chemical 

industry is in the midst of a major restructuring and consolidation phase. With the shift 

in emphasis on product innovation, branch building and environmental friendliness, this 

industry is increasingly moving towards greater customer orientation. Even though India 

enjoys an abundant supply of basic raw materials, it will have to build upon technical 
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services and marketing capabilities to face global competition and increase its share of 

exports. 

 

As the Indian economy was a protected economy till the early nineties, very little large-

scale R&D was undertaken by the Chemical industry to create intellectual property. The 

Industry would, therefore, have to make large investments in R&D to successfully 

counter competition from the international chemicals industry. India has a number of 

scientific institutions and the country’s strength lies in its large pool of highly trained 

scientific work force. India also produces a large number of fine and specialty 

chemicals, which have very specific uses and are essential for increasing industrial 

production. These find wide usage as food additives and pigments, polymer additives, 

anti-oxidants in the rubber industry, etc.  

 

The specialty chemical industries, consisting of approximately fifty segments including 

construction chemicals, electronic chemicals, polymer additives, textile chemicals and 

oil field chemicals. The market is concentrated largely in the US, Europe and Japan but 

future growth is expected to come from the emerging Asian markets. The high growth 

rates in these economies are ushering in prosperity and improved life style which 

mandate a greater usage of productivity and performance enhancing materials. 

 

The Dyestuff sector is one of the important segments of the chemicals industry in India, 

having forward and backward linkages with a variety of sectors like textiles, leather, 

paper, plastics, printing inks and foodstuffs. The textile industry accounts for the largest 

consumption of dyestuffs. From being importers and distributors in the 1950’s, it has 

now emerged as a very strong industry and a major foreign exchange earner. India has 

emerged as a global supplier of dyestuffs and dye intermediates, particularly for 

reactives, acid, vat and direct dyes. India accounts for 7% of the world production. 

 

Chemical fertilizers and pesticides played an important role in the “ Green Revolution” 

during the 1960s and 1970s. Indian exports of agrochemicals have shown an impressive 

growth over the last five years. The key export destination markets are USA, U.K., 

France, Netherlands, Belgium, Spain, South Africa, Bangladesh, Malaysia and 

Singapore. 

 



110 
 

India is one of the most dynamic generic pesticide manufacturers in the world with more 

than 60 technical grade pesticides being manufactured indigenously by 125 producers 

consisting of large and medium scale enterprises (including about 10 multinational 

companies) and more than 500 pesticide formulators spread over the country. India is 

the 4th largest producer of agrochemicals after USA, Japan and China.  The 

agrochemicals market in India is Rs.4500 crores.The government is promoting research 

on the use of alternative and safe pesticides using neem seeds. A country programme 

entitled “Development and production of neem products as Environment Friendly 

Pesticides” is being undertaken by the Department of Chemicals & Petrochemicals with 

the financial assistance of United Nations Development Programme (UNDP). 41 

 

Petrochemicals are derived from various chemical compounds, mainly from 

hydrocarbons. These hydrocarbons are derived from crude oil and natural gas. Among 

the various fractions produced by distillation of crude oil, petroleum gases, naphtha, 

kerosene and gas oil are the main feed stocks for petrochemical industry. Ethane, 

propane and natural gas liquids obtained from natural gas are the other important 

feedstock used in the Petrochemicals industry. Petrochemical industry plays a vital role 

in economic growth and development of manufacturing sector. The value addition in the 

petrochemicals industry is higher than most of the other industry sectors. The 

Petrochemical industry, which entered in the Indian industrial scene in 1970s, registered 

a rapid growth in the 1980s and 1990s. Petrochemical industry mainly comprise of 

synthetic fibre/yarn, polymers, Synthetic Rubber (elastomers), Synthetic detergent 

intermediates, performance plastics and plastic processing industry.  Today, 

petrochemical products permeate the entire spectrum of daily use items and cover almost 

every sphere of life like clothing, housing, construction, furniture, automobiles, 

household items, agriculture, horticulture, irrigation, packaging, medical appliances, 

electronics and electrical etc.  Presently there are five naphtha and three gas cracker 

complexes in operation with combined ethylene capacity of about 2.6 million tonnes per 

annum. In addition, there are four aromatic complexes in operation with a combined 

Xylene capacity of about 2.1 million tonnes. The production performance of major 

petrochemicals during 2001-02 to 2005-06 is as follows: Presently there are five naphtha 

and three gas cracker complexes in operation with combined ethylene capacity of about 

                                                            
41 http://chemicals.nic.in/chem1.htm retrieved on 7.9.2013 
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2.6 million tonnes per annum. In addition, there are four aromatic complexes in 

operation with a combined Xylene capacity of about 2.1 million tonnes.42 

 

Basic Chemical sub-sector of the Indian Chemical industry is one of the old industries in 

the world as well as in India. The firms in this industry are mainly producers of the 

intermediate goods that are used by various other industries including leather, textile, 

paints, plastics, rubber, and other chemicals. This industry is expected to be highly 

developed since it acts as backbone for many other industries. 

 

Gujarat is the hub of the Indian Chemical industry, contributing to over 50% of its 

production.  Gujarat   government has announced a number of measures to improve 

competitiveness in the Chemical sector.  Industrial licensing has been abolished for most 

sub-sectors (except a small list of hazardous chemicals). Approval is being granted for 

FDI up to 100 per cent in the chemicals sector. The government is continuously 

reducing the list of reserved chemical items for production in the small-scale sector, 

thereby facilitating greater investment in technology up-gradation and modernization. 

Policies have been initiated to set up integrated Petroleum, Chemicals and 

Petrochemicals Investment Regions (PCPIR). New initiatives are likely to attract large 

investments – both domestic and foreign with requisite improvements in infrastructure 

and competition due to Gujarat’s investor-friendly policy towards industrial 

development have resulted in Gujarat evolving as the hub of India's chemical and 

petrochemical industry - with the state accounting for more than half of India's total 

chemical industry and national petrochemical production. The chemical industry is 

today the largest and fastest growing component of Gujarat's manufacturing sector. 

 

The wide and diverse spectrum of products can be broken down into a number of 

categories, including inorganic and organic (commodity) chemicals, drugs, 

pharmaceuticals, plastics, petrochemicals, dyes, pigments, fine chemicals, specialty 

chemicals, pesticides, agrochemicals and fertilizers.  

 

Trade in chemicals to and from India in the recent years has increased substantially. 

Though earlier the exports were to countries of South East Asia, Africa, this is now 
                                                            
42 http://www.globalintelligence.com/insights-analysis/asia-news-update/asia-news-update-february-8-
2013/india-indian-chemical-industry-provides-huge-scope/#ixzz2kbTkq45d retried on 14.11.2013 
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changing. Indian Chemicals have markets in countries such as USA, UK, Germany, 

France, Japan, etc.  

 

The chemical industry provides tremendous scope for Small and Medium Enterprises as 

well as to big players to grow because of the increasing demand of chemical products within 

the country and in international market. In fact global companies are also looking at India 

for future business deals as the country provides good quality of products and services. In 

addition to association and individuals, the government is also taking measures to promote 

chemical sector like, working on Public Private Participation (PPP) model for building 

necessary infrastructure, especially for ports and roads, availability of finance to improve 

infrastructural facilities for Small and Medium Enterprises, large scale infrastructure 

projects, especially those involving multiple states, Ensure feedstock availability and 

Rationalize taxes and duties.  

 

Besides to association and individuals, the government is taking measures to promote 

chemical sector and helping finance to improve infrastructural facilities for Small and 

Medium Enterprises. The Indian government with a special focus on modernization takes 

an active role in promoting and advancing the domestic chemical industries.  India is 

becoming favoured destination for global and regional chemical & pharma majors 

due to its manufacturing capabilities and low labour cost. 

 

Growth of small organisations is influenced by the background/resource of the 

entrepreneur, the nature of the firm, and the strategic decisions taken by the 

owner/manager. Entrepreneurs of the small businesses are the sole strategic decision 

makers and their close control supports easy translation of entrepreneurial vision into 

action. Their ability, need and opportunity are the major determinants of growth. Small 

business entrepreneurs show different motives and also have different attitude and 

behaviour towards growth. 

 

Today, the Chemical industry is leading the change towards bringing a cleaner, greener, 

brighter future. Every technology or service or product is promoting greenness. So much 

so, that green chemistry is becoming an industry in itself.  Green chemistry will drive 

future growth of the chemical industry. Indian chemical industry to promote sustainable 

development by investing in green technologies, adding that the industry must ensure 
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increased adherence to safety and international health & environmental standards.  For the 

green chemistry development measures chemical manufacturing plants are being designed 

to maximise energy efficiency, Waste heat from one process is the warm-up for the 

feedstock for the next step. 

 

Indian Chemical industry generates around 70,000 commercial goods ranging from plastic 

to toiletries and pesticides to beauty products. It is regarded as the oldest domestic sector 

in India and in terms of volume it gives a sense of pride to India by featuring as the 12 

largest producers of chemicals. With an approximate cost of $28 billion, it amounts to 

12.5% of the entire industrial output of India and 16.2% of its entire exports. Under 

Chemical industries some of the other rapidly emerging sectors are petrochemical, 

agrochemical, and pharmaceutical industries.43 

 

The chemical industry provides tremendous scope for Small and Medium Enterprises as 

well as to big players to grow because of the increasing demand of chemical products 

within the country and in international market. In fact global companies are also looking at 

India for future business deals as the country provides good quality of products and 

services. In addition to association and individuals, the government is taking measures to 

promote chemical sector and helping finance to improve infrastructural facilities for Small 

and Medium Enterprises. 

 

4.1.2  Overview of Growth and Development of SMEs with special reference to 
Pharma sectors in India  

 

The early stage of Pharmaceutical evolution has been divided into two distinct phases viz., 

the pre-independence and the post independence scenarios. 

 

Before the advent of British Rule, the indigenous forms of medicine were in use 

(Ayurrvedic or Unani) in India. The Central Government of British India first introduced 

the allopathic form of medicine in the country. However, there were no production units in 

the country. Instead, the foreign companies exported raw materials from India, 

transformed it into finished products, and imported it back to India. In spite of sincere 
                                                            
43 Mazumdar, N. Performance of Pharmaceutical companies in India, 2013 
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efforts by a handful number of entrepreneurs to establish indigenous companies, drug 

production in the country was low and could hardly meet only 13% of the total medicinal 

requirement of the country. The indigenous industry, however, received impetus during 

the Second World War due to the fall in the supply of drugs from foreign companies and 

many more Indian companies like Unichem, Chemo Pharma, Zandu Pharmaceutical 

Works, Calcutta Chemicals, Standard Chemicals, Chemical Industrial and Pharmaceutical 

Laboratories (now known as Cipla), East India Pharmaceutical Works and others were 

established. With the entry of new firms in the market the production of drugs increased 

rapidly and indigenous firms were able to satisfy about 70% of the country’s medicinal 

requirement. During this period, foreign companies across the globe as well as Indian 

companies were engaged in production related activities and the importance of R&D was 

unknown to them. Whichever new inventions of drugs were made were mainly due to the 

individual efforts of scientists and the drug companies were not involved in it.44 

 

The period spans from 1945 to approximately the mid 1970s. A major breakthrough 

known as therapeutic revolution marked the beginning of this period and resulted in a 

phenomenal growth of the global pharmaceutical industry located mainly in Germany, 

Switzerland, the UK and also to some extent in the US. A noteworthy achievement during 

this period was a shift in drug therapy from treating the symptoms to treating the disease 

itself (Temin 1979). At the same time there was a significant shift in the structure of the 

industry mainly because the global pharmaceutical industry instead of being mere 

production units also embarked on the path of massive investment in R&D. The 

commercialization of newly invented pharmaceutical products like penicillin and other 

synthetic drugs also turned out to be a lucrative business.  

 

In comparison Indian companies were however, not influenced by the wave of therapeutic 

revolution. The lack of technology, capital and support from the government were the 

principal hindrances for Indian companies to embark on the new trajectory of drug 

development. 

 

                                                            
44 Ghosh A, and Deep Chaim  K,  Balance of Competition and Intellectual Property Laws in the Indian  
Pharmaceutical Sector, Journal of Intellectual Property Rights Vol. 12, 2007- pp2 
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Concerned about the lack of manufacturing facilities and guided by the perception that 

‘foreign technology’ was an important component for the growth of the pharmaceutical 

sector, the Government of India in its Industrial Policy Statement of 1948 decided to take 

a liberal attitude towards Multi National Companies  and allowed them to establish plants 

without facing the hurdle of licensing agreements. Such liberal attitude of the government 

towards MNCs led to a free flow of foreign capital and the sector witnessed rapid growth. 

 

However, in spite of the progress made by the sector, it was observed that foreign 

companies did not establish any production unit in India, but were engaged in assembling 

bulk drugs (imported from their country) for manufacturing the final product 

(Pharmaceutical Enquiry Committee 1954). MNCs were not keen to establish production 

units in the country because the production of bulk drugs required investment in plant and 

machinery whereas importing bulk drugs and processing them into the formulation was an 

easier and more profitable business.  In order to fulfil regulatory requirements many 

foreign companies started their production in India. During this period, a large number of 

domestic companies also entered the market mainly due to government support under the 

Industrial Licensing Act and started producing a wide range of products. 

 

The development of the pharmaceutical industry in India is a relatively recent 

phenomenon. It was during the 1950s and 1960s that the pharmaceutical sector started 

developing  and  as  a  result  of  western pharmaceutical giants working with the Indian 

public sector. However, even this arrangement could not cater   to   India’s   domestic   

needs.   The   Indian pharmaceutical sector has tremendous growth, from being a small 

player in the 1970s, to becoming a prominent provider of healthcare products; meeting 

almost 95% of the country’s pharmaceutical needs today. Moreover, in order to ensure 

access to drugs, the government set prices at affordable levels, thereby not providing 

sufficient incentive, causing a situation in terms of a crisis in healthcare. 

 

The Indian pharmaceutical sector has come a long way, from being almost non-existent 

before 1970 to a prominent provider of healthcare products at present. The Indian 

Pharmaceutical Industry today is in the front rank of India’s science-based industries with 

wide ranging capabilities in the complex field of drug manufacture and technology. It 

ranks very high in the third world, in terms of technology, quality and range of medicines 
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manufactured. From simple headache pills to sophisticated antibiotics and complex 

cardiac compounds, almost every type of medicine is now made indigenously. 

 

The Indian Pharmaceutical Industry to become globally competitive through world class 

manufacturing capabilities with quality and cost efficiency of production capacity and 

radical up-gradation of research and development capabilities for new drugs and 

associated activities like clinical trials and contract manufacturing. There is need to 

develop world class support infrastructure both for production and research. 

 

The core strength of Indian pharmaceutical industry today is its huge export potential. The 

industry is making adequate returns from the domestic sales but bulk of its profits come 

from the export of generics and active pharmaceutical ingredients to the developed 

markets. The industry has been exporting more than half of its total production. The 

largest export destination continues to be the US, followed by the UK, Germany, South 

Africa, and Russia. 

 

Segment wise, generic drugs account for 58% of total exports, APIs account for 40% and 

traditional medicines account for the remaining 2%. Many pharmaceutical firms have 

already established themselves as leading API manufacturers and generic players in  

the US and European markets. Thus the Indian firms have made their presence felt in 

developed markets and continue to maintain the quality of its APIs and generic 

formulations. The country’s commerce ministry has set an ambitious export target. More 

than 50 per cent share of exports is by way of dosage forms. Indian companies are now 

seeking more Abbreviated New Drug Approvals (ANDAs) in USA in specialized 

segments like anti-infective, cardio vascular and central nervous system groups. India 

currently exports drug intermediates, Active Pharmaceutical  Ingredients (APIs), Finished 

Dosage Formulations (FDFs), Bio- Pharmaceuticals and Clinical Services to various parts 

of the world. 

 

India has always been an important contributor to the pharmaceuticals sector with the 

domestic market showing unprecedented growth in the last few years. The sector is 

growing at 10-12% per annum with growth in respondents, specifically increasing number 

of old people, rapid urbanisation, better purchasing power with the middle income group 

and the focus of the country towards innovation and research. The growing generics 
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business of the pharma industry is expected to be the largest driver of growth in future too, 

with a large portion of patented drugs losing their patent privilege in the next few years.45  

 

The Pharmaceutical industry in India is the world's third-largest in terms of volume and 

stands 14th in terms of value. The demand for pharmaceutical products in India is 

significant and is driven by many factors like low drug penetration, rising middle-class & 

disposable income, increased government & private spending on healthcare infrastructure, 

increasing medical insurance penetration, changing demographic pattern and rise in 

chronic lifestyle-related diseases; adoption of product patents, and aggressive market 

penetration driven by the relatively smaller companies.  The Pharmaceutical industry in 

India meets more than 70% of the country's demand for bulk drugs, drug intermediates, 

pharmaceutical formulations, chemicals, tablets, capsules, orals and injectables.  

 

The Strengths of Pharma Sector are Low cost of innovation/manufacturing/Capex costs/ 

expenditure to run a cGMP compliance facility. Low cost scientific pool on shop floor 

leading to high quality documentation. It is not only an API and formulation 

manufacturing base, but also as an emerging hub for Contract research, Bio-technology, 

Clinical trials and Clinical data management. The Indian SME Pharma Sector providing 

quality healthcare at affordable prices. 

 

The exports to US accounts for more than 40% of the total exports of pharmaceuticals 

from India. The trigger for the development of the generics market in the US came in the 

form of legislative action initiated in the first half of the 1980s. The Drug Price 

Competition and Patent Restoration Act of 1984 (better known as “the Hatch-Waxman 

Act”) created opportunities for marketing of generics or the so-called abbreviated new 

drug applications (ANDAs). The Hatch-Waxman Act established the ANDA approval 

process, which allows lower-priced generic versions of previously approved innovator 

drugs to be brought into the market. 

 

Similarly Europe is emerging as a key market and a potential growth driver for Indian 

SME Pharma sector. Germany, France, the UK and Italy accounting for more than 50% of 

the market. The governments in Europe are trying to reduce healthcare costs by embracing 

                                                            
45 Sector briefing: Biotechnology and Pharmaceutical opportunities in India by UK Trade & Investment 
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generic drug companies. India has had a unique position among the countries in the 

developing world for it has a strong generic pharmaceutical industry, which has been able 

to provide medicines at prices that were amongst the lowest in the world. Much of the 

credit for this development goes to the Patents Act that India has enacted from time to 

time. Strengthening of patent laws has helped India in increasing the investments by 

foreign firms in the Indian market.46 

 

4.1. 3  Overview of Growth and Development of SMEs with special reference to 
Textile Sector in India  

 

The Indian cotton textile industry is one of the most important sectors that affect the 

economy of the country as a major chunk of Indian respondents is dependent on this sector 

for their livelihood. Although this sector is very critical, only a few studies have been 

carried out to appreciate the effectiveness of this sector in the post-liberalization period, as 

liberalization has changed the economic scenario of the country. This study aims to 

compare the performance of firms incorporated before liberalization and those 

incorporated after liberalization. This study is also intended to study the effect of different 

variables on a firm’s performance. In this study, a firm’s performance is measured in 

terms of weighted ROCE and Net Sales. The study will certainly strengthen the existing 

body of knowledge by providing some empirically tested insights for the Indian cotton 

textile industry and other similar industries. India’s textile industry is also significant in a 

global context, ranking second to China in the production of both cotton yarn and fabric 

and fifth in the production of synthetic fibres and yarns. It can be inferred that one out of 

every six Indians is directly or indirectly associated with this industry. This industry offers 

one of the most basic needs of the people i.e., clothing and helps in improving the quality 

and standard of life. From the production of raw input to the delivery of the finished 

products with substantial value addition at each stage of processing, it has a distinctive 

position as a self-reliant industry of the Indian economy. Its vast potential for creation of 

employment opportunities in the agricultural, industrial, organized and decentralized 

sectors and rural and urban areas, particularly for women and the disadvantaged is 

noteworthy. The industry has a great advantage of availability of low-cost enormous 

network of skilled human resource, flexibility in production processes and long experience 

                                                            
46 Intellectual Property Rights for SMEs in the Pharmaceutical Industry - retrieved from 
http://www.wipo.int/sme/en/documents/ip_pharma.html  on 4.10.2013 
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with European Union and US. The low-wage structure in India has also caused a shift in 

production of textiles from developed countries to India.  This industry offers one of the 

most basic needs of the people i.e., clothing and helps in improving the quality and 

standard of life. From the production of raw input to the delivery of the finished products 

with substantial value addition at each and every stage of processing, it has a distinctive 

position as a self-reliant industry of the Indian economy. Its vast potential for creation of 

employment opportunities in the agricultural, industrial, organized and decentralized 

sectors and rural and urban areas, particularly for women and the disadvantaged is 

noteworthy.47 

 

The Indian Textile industry occupies an important place in the economy of the country 

because of its contribution to the industrial output, employment generation and   foreign 

exchange earnings.  At present, the contribution of the textile industry to GDP is about 4 

percent. The textile industry provides direct employment to about more than 35 million 

people and is the second largest employment provider in India after agriculture. Of this, 

textile industry alone accounts for 29 million and the apparel industry accounts for balance 

6 million people. With exports as well as domestic sector growing rapidly the Textile and 

Apparel Industry is expected to provide direct employment to 40 million people by year 

2010.  Size of the Indian Textile and Apparel Industry is estimated to be US $ 85 bn. 

comprising US $ 45 bn.  in domestic and balance in  exports by 2010. The contribution of 

this industry to gross export earnings is about 17% and it adds less than 2 % to the gross 

import bill of the country in 2004-05.  The textile industry is a self -reliant industry from 

the production of raw materials to the delivery of final products with considerable value 

addition at each stage of processing.  The industry was delicensed in 1991 and under the 

current policy no prior government approval is necessary to set up textile mills. The per 

capita cloth availability in the country has increased from 22.87 square meters in 1991-92 

to 33.51 square meters in 2004-05.48 

 

The textiles and clothing industry are dominated by small, fragmented and non-integrated 

units with the exception of spinning sector. The spinning segments production is 

dominated by large units and has been able to undergo significant modernization at a rapid 

                                                            
47 Kunal G., and  Lokinder K. Tyagi,  Indian Cotton Textile Industry: A Pre- and Post-Liberalization 
Comparative Study,  2002 pp14 
48 http://www.niir.org/information/content.phtml?content=47 
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rate. In recent years, a trend towards consolidation and integration with the value chain 

upstream along with modernization in segments like garments has been witnessed. The 

ginning, weaving and processing sectors, on the other hand, lags behind as regards 

modernisation. Within the weaving sector, increasing dominance of the power loom sector 

is being witnessed over the years. The garments sector is undergoing significant expansion 

and modernization process in recent years and this opportunity has been created through 

de-reservation. The recent global slowdown has however impacted the prospects of this 

sector also .This industry covers a wide range of activities ranging from generation of raw 

materials such as jute, wool, silk and cotton to greater value added goods such as 

readymade garments prepared from different types of manmade or natural fibres. Textile 

industry provides job opportunity to over 35 million individuals thus playing a major role 

in the nation's economy. It has 4 per cent share in GDP and shares 35% of the gross export 

income besides adding 14% of value addition in merchandizing sector.49 

 

4.2 Overview of Growth & Development of SME’s with special 
reference to selected sectors in China 

 
4.2.1 Overview of Growth and Development of SMEs with special reference to 

Chemical sector in China 
 

The chemical industry is the third largest in China, after textiles and machinery, and 

accounts for 10% of the country’s GDP, as well as for between 35% and 40% of the global 

demand growth for chemicals. China’s chemical industry is the second largest consumer, 

after the US, of basic chemical products - fully 45% of the total for Asia.50  

 

However, despite this growth, China has a net chemical deficit with the world market and 

is heavily dependent on imported materials. This dependency has been affected by price 

trends in the world market caused by heavy international demand for raw materials, 

petroleum and other chemical inputs. 

 

                                                            
49 Bed J. S (Dr.), Assessing the prospects for India’s Textile and clothing sector of National Council of 
Applied Economic Research- July 2009 – pp44, pp45 
50 Aruvian, Chemical Industry in China, 2013 http://www.researchandmarkets.com/reports/ 
499828/chemical_industry_in_china  accessed on 22.10.2013  
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China joined the World Trade Organization in 2001, which committed it to cutting tariffs 

on chemicals. In coming years, this could expose weaknesses in various parts of the 

domestic chemical manufacturing centre. 

 

The massive globalization and consolidation strides taken by the industry with the 

requirement of heavy capital investment that brings in more competition and the overall 

focus of the industry to meet the environmental challenge. 

 

The processes applied in the Chinese chemical industry and their defining global standards 

thereby ensuring leadership in exports as well as attracting significant FDI in the industry. 

The industry’s dynamics like competition, infrastructure and the regulatory policies with 

the reporting requirements deployed on the industry. 

 

A comprehensive section on the affect of the REACH agreement, which came in to effect 

from June 1, 2007, on the Chinese Chemical Industry. The report also profiles some of the 

leading players in the industry who have earned the reputation and pride for the Chinese 

Chemical Industry globally and have placed China at the top of the pecking order.As 

China’s economy and industrial base continue their rapid expansion, the country’s demand 

for chemicals will increase accordingly, making this market as world’s most exciting 

market in this sector. After three decades of annual growth close to or more than 10 

percent, China’s GDP at a nominal exchange rate surpassed that of Japan in 2010, making 

China the world’s second-largest economy. Although the 12th five-year plan, to be 

adopted.  During 2011, an aim to rein in growth in the quest for sustainability, the annual 

growth target is still set at 7 percent, and actual growth is likely to be even higher. (Under 

the previous five-year plan, projected annual growth was  7.5 percent, but actual growth 

was regularly at least 3 percent higher.)  By contrast, the world’s other leading 

economies—the U.S., Japan, and Germany—are expected to achieve compound annual 

growth rates of only 1 to 2 percent during the coming decade.   

 

China’s growth was only briefly dented by the global economic down turn following the 

2008 financial  crisis. It weathered the storm by implementing a huge fiscal stimulus 

program, amounting to some 15 percent of GDP. Most of the funds were directed to new 

transport infrastructure (US$265 billion), but there were also significant spends on rural 

infrastructure ($54 billion) and the environment ($51 billion). In addition, the government 
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cut interest rates and introduced initiatives to boost consumer spending. Chinese demand 

for chemicals dipped sharply at the end of 2008, but had resumed a strong growth trend in 

less than a year. The rise of China’s economy has thus far been export-driven, with foreign 

investment attracted primarily by the low-cost manufacturing base and heavy government 

investment in infrastructure. In recent years, government policy has been trying to move 

away from this “investment push” economy toward a more sustainable long-term growth 

model based on “consumer pull,” and has focused more efforts on stimulating domestic 

consumption.51 

 

The last decade or so has seen the emergence of a large middle class with significant 

disposable income, at last making this ideal of a consumption-led economy feasible. This 

transformation will lead to a shift in the industrial balance, with an expansion of the light 

manufacturing and service sectors. However, increasing government concerns with health, 

safety, and environment (HSE) and social welfare are highlighted in the new five-year 

plan. They will drive up operating costs and inhibit growth to some extent.  

 

Discontinuities in demand structure are creating opportunities in new value chains for 

China’s chemical producers. The automotive, construction, and textiles industries have 

seen consistently high growth—well above that of overall GDP—throughout the past 

decade, and this is likely to continue. However, in percentage terms, the solar energy 

sector has exceeded them all, with a 50 percent expansion over the past five years; with 

the increasing government emphasis on renewable energy, this growth is accelerating 

further, almost doubling year-by-year from 2009 onward.52 

 

Hence, polyethylene/polypropylene, EVA, and elastomers (used in tires) for the 

automotive industry, along with construction uses of polyurethane, will remain major 

growth areas, but demand for PVA, PVB, and EVA for use in solar panels is also 

becoming significant There are also major regional discontinuities in chemical production, 

reflecting the distribution of China’s industrial base. At present, the chemical industry’s 

installed capacity is heavily concentrated on the east coast, primarily in the provinces of 

                                                            
51Chris McNally, Edward Tse, Verity. R,  and Andrew Cainey Booz et all,  “Co-Future-of-Chemicals-  
Chinese-Industry-Trends-Opportunities”,  pp3,pp4,pp5  accessed on 26.10.2013 
52 Specialty Chemicals in China: Catalysts for Growth - by Andrew Thomson, Director, and Alexis Zirah, of 
KPMG in China and Hong Kong SAR. Pp3,pp6,pp8 accessed on September10, 2013 
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Shandong and Jiangsu. Among the western provinces, only Sichuan has significant 

capacity. A prime aim of government policy is to redress this unbalanced development: 

Industries are being encouraged to set up in the “Tier Two” and “Tier Three” provinces of 

central and western China through a variety of preferential policies (land credits, tax 

exemptions, subsidies, etc.). The far western region of Xinjiang, thought to contain major 

oil and natural gas reserves, is becoming a particular focus of this initiative.  

 

The domestic production base has mastered commodity chemicals, but asset build and 

technology transfer in the more advanced chemical segments has been slow, and there 

remains a great dependence on the import of fine and specialty chemicals (an area of 

rapidly expanding demand, as China’s manufacturing industry increases in sophistication). 

Local producers have gradually developed their own technologies for some of the more 

complex chemicals, and the import window for products such as butanol, ethylene, and 

pigments is closing. However, technologies for producing polycarbonates and 

polyamides—in high demand in the automotive and telecommunications industries—are 

still far from mature in China, and these will continue to provide a strong market for 

importers. 

 

Chinese companies produce a large range of commoditised chemicals such as vitamins 

and pharmaceutical inputs. Many international specialty chemicals companies have 

stopped producing these products because of their lower margins. However, growth in 

these areas is strong in China and may provide the foundation for the development of more 

specialised products in years to come.  

 

The vast majority of domestic companies are tiny firms producing usually one, sometimes 

two products, for consumption locally; almost all of these are lower-end products, 

supplied with either no or negligible supporting services — the source of most value in the 

industry. While their output may technically fall into the specialty category, the nature of 

their business has more in common with commodity producers.  

 

Every segment of the specialty chemicals sector, there is a divide between a domestic 

sector feeding the lower end of the market and a foreign-invested part supplying the higher 

end. For foreign companies, production in China has largely been developed to supply 
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demand within the country, with sourcing from China being a relatively minor element of 

the business, except to buy commodity inputs for more sophisticated products.  

 

Most of the chemical producers in China are small and manufacture just one or two 

products. In the long term, the sector will not be able to support so many businesses, 

making eventual consolidation likely. In the shorter term, the sheer number of these 

businesses will keep the industry highly competitive, although it may not prevent prices 

for many lower-end products being highly volatile. Foreign companies occupy much of 

the higher end of the market. In the medium term, and maybe beyond, they are unlikely to 

see their dominance eroded to any sizeable degree due to their strengths in services and 

support — the principal source of benefit in the sector. Stronger enforcement of existing 

environmental and other regulations reflects a growing concern on the part of the 

government to clean up the industry and improve health and safety standards. Compliance 

will be more of an issue for domestic companies than for foreign ones, which have built in 

higher standards from the start. China offers some potential for specialty chemicals 

research and development, although the emphasis is more likely to be on the development, 

application and customisation of products than basic research.  

 

Specialty chemicals are going to play a key role in the development of China’s 

manufacturing industries over the next decade and beyond. To date, much of the country’s 

economic success has stemmed from taking full advantage of low-cost inputs of labour, 

land and in some cases raw materials. However, for China to continue developing 

strongly, manufacturers, especially domestic ones, are going to have to look at improving 

the quality and sophistication of their products, and the underlying processes by which 

they are made. It is here that specialty chemicals will play a key role.  Specialty chemicals 

are those additives and ingredients at the higher end of the chemicals value chain, which 

tend to be used in relatively small amounts on the basis of some performance-improving 

property, and which often require supporting services to ensure that their application 

produces the desired result. They comprise everything from dyestuffs and pigments, 

through the active ingredients in pharmaceuticals and cosmetics, to the materials used to 

produce integrated circuits and computer chips.  

 

Many domestic companies focus relentlessly on reducing costs — for example by looking 

to increase capacity — rather than investing in the development of product support 
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services. As a result, margins in the sector, particularly for domestic companies, are likely 

to fall further. Only a consolidation of the industry and an emphasis on developing skills 

and processes aimed at delivering not just performance-improving products but the 

support in customising and effectively applying these products will see this trend reversed.  

 

Given both China’s continuing economic expansion, and in particular growing demands 

from the government to increase productivity and product quality, the general prospects 

for the sector are good. So while growth is assured for the sector, its size and nature will 

depend upon a range of variables, the most important of which will be the rate at which 

the industry consolidates and the degree to which environmental and intellectual property 

rules are enforced.  

 

While active pharmaceutical ingredients represent the biggest single segment of the 

Chinese specialty chemicals, the domestic industry is particularly strong in the areas of 

textile chemicals and dyestuffs — unsurprising given China’s position as the world’s 

leading textiles producer. Exports are an important part of the synthetic dyestuffs segment, 

with more than one-third of the 700,000 or so tons produced a year sent abroad. 

 

The Chinese government has been very active in promoting legislation on the 

environmental management of chemicals and strictly implementing the environmental 

management registration of new chemical substances and imported and exported toxic 

chemicals. China has revised a series of administrative regulations, e.g. “the Measures on 

Environmental Management of New Chemical Substances”, and “the Catalogue of Toxic 

Chemicals Strictly Restricted from Import and Export”, strengthened environmentally 

sound management of chemicals, and conducted a survey of pollution sources with a focus 

on persistent organic pollutants and mercury.53 

 

4.2.2 Overview of Growth and Development of SMEs with special  reference to 
 Pharma sectors in China 
 

The Chinese pharmaceutical industry appeared at the beginning of the 1950s, following a 

government decision to become self‐sufficient regarding all aspects involving health care. 

                                                            
53Specialty Chemicals in China: Catalysts for Growth - by Andrew Thomson, Director, and Alexis Zirah, of 
KPMG in China and Hong Kong SAR. Pp3,pp6,pp8 accessed on September10, 2013  



126 
 

Before, Chinese patients had access to the pharmacopoeia of traditional Chinese medicine 

(TCM); only the richest had access to imported Western medicines. After Mao Zedong’s 

death, China adopted the market economy for some sectors, including the pharmaceutical 

one. This led to the privatisation of numerous public companies. The State Pharmaceutical 

Administration of China (SPAC) was set up to oversee this transition and was dissolved in 

1998. 

 

The patent law has undergone profound changes in the past twenty years. Until 1992, 

China excluded patents on drugs but protected the manufacturing methods. Any drug that 

had not been previously produced in China could be qualified as new drug, even if it had 

been invented and previously produced abroad. Chinese companies were thus legally 

authorized to copy foreign drugs.54 

 

There are about 80 scientific parks in China; they receive financial support from the 

government and local authorities. Ten of them play an important role in the biotech sector 

(like the Zhongguancun Life Science Park in Beijing). The aim of the parks is to persuade 

big domestic and foreign companies to set up their R&D centres there as well as to 

facilitate the creation of innovative biotech companies (like spin‐offs). The parks offer 

cheap premises and important fiscal advantages: Corporate income tax (CIT) at 15% 

(instead of 25%). The tax can be completely waived for the first two years and be halved 

the three following years. Revenues created through technology transfers and consultative 

services are tax‐exempt if below RMB 5 mio and benefit from a 50% reduction if above 

this sum.55 

 

China is the world's second largest pharmaceutical market after the US. Reform of the 

healthcare system has been a major priority of the Chinese government to make it more 

affordable. Before the 1990s, most of companies and factories in China were state owned 

and their employees could reimburse all medical bills. Today, that system no longer exists 

and medical bills are paid by social medical insurance, which is contributed by individuals 

                                                            
54 The people's republic of china national report on sustainable development, Chapter-1 pp29 accessed on 
September 9, 2013 www.china-un.org/eng/zt/sdreng/P020120608816970051133.pdf  
55 The people's republic of china national report on sustainable development, Chapter-1 pp29 accessed on 
September 9, 2013 www.china-un.org/eng/zt/sdreng/P020120608816970051133.pdf  
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and employers on a monthly basis, and/or commercial medical insurance, which 

individuals buy from insurance companies. 

 

Growth prospects in China’s pharmaceutical industry  are promising, with the potential for 

growth of up to 20 percent annually. Most of the rise in domestic production is coming 

from increased manufacture of generic and non-branded drugs and vitamins, produced 

both to feed rising domestic demand and for export (APIs account for around half of all 

China’s medical exports). Domestic production is mostly of bulk and commodity products 

including aspirin, paracetamol and penicillin. Foreign companies dominate the branded 

market in China, with their output largely produced in joint ventures with Chinese 

partners.  

 

While the government is keen to encourage the development of the domestic 

pharmaceuticals sector, weak intellectual property protection and fierce price competition 

between companies making largely the same range of generic products has contributed to 

declining profitability in the last few years. This is making it hard for companies to afford 

or justify long-term investments in research and development. While various foreign 

companies in the sector have established research facilities in China, few domestic 

businesses have invested significantly in researching or developing new drugs.56  

 

4.2.3 Overview of Growth and Development of SMEs with special  reference to 
 Textile sector in China  
 

Shengze, known as the “silk town,” has an extensive production line. It is one of four 

towns (the others being Suzhou, Hangzhou and Taihu) that were collectively called the 

major silk towns of China during the Ming and Qing Dynasties. The silk industry of 

Shengze has shifted from low- to high-quality materials, from textiles to R&D, from low 

to high-value added. Shengze has more than 2,000 textile factories, which have combined 

more than  75,000 shuttle less looms. It has formed a textile production chain from silk 

reeling, polyester spinning, weaving, dyeing and finishing, deep processing of textiles to 

the manufacture of clothes and garments. The development of Shengze’s textile industry 

also helped to establish textile enterprises in its surrounding areas. Today Shengze’s textile 
                                                            
56 The Pharmaceutical Industry and China, 2012, www.ihest.fr/IMG/pdf/the_pharma_industry_in_ 
china_ihest.pdf,  accessed on 23.1.2013 
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industry boasts a highly competitive textile production base operating in the areas around 

Shengze, which include Wujiang City, Jiaxing in Zhejiang, and some towns in Huzhou. 

 

The Textile Industry is a recognized national precious stone in China. Archaeological 

studies suggest that the first textile, different from furor skins sewn together, was felt 

(non-woven cloth produced by condensing and pressing woollen fibres). The locations 

where textile was first used are believed to be: Egypt, India, Turkey and China. Since 

ancient years, China was a key player in the textile market. During the Shang Dynasty 

(1766 BC and 1122 BC), Chinese produced and wore vivid silk tunics and ankle-length 

skirts. In the Han Dynasty (220–265 CE), China started trading textile with remote buyers. 

The trade emerged along the Silk Road and achieved its peak between the 5th and 12th 

centuries CE, reaching lands as distant as Rome and Iran. The Chinese textile production 

and trading strongly influenced the development of the textile industry in Medieval 

Europe. Through Modern times, England, Italy, France, Spain, Germany and Scandinavia 

developed sophisticated clothing markets. Until the nineteenth century, China was the 

world’s largest and most advanced economy. In the textile industry it was not different. 

China was a large, advanced textile producer. In the industrial revolution, textile 

production was mechanised leading to mass production and assembly line organization. 

Sewing machines emerged in the 19th century reshaping clothing production. During this 

period, Europe, especially England, achieved great efficiency gains and Chinese 

competitiveness lagged behind. In the end of last century, the textile industry was shaped 

by the effects of globalization. China has become a dominant exporter, attracting 

manufacturing facilities from many different sectors and geographies. Textile producers 

located not only in developed countries but also low income countries relocated facilities 

to China.  

 

The competitiveness of China resulted in a shift in the textile production. Especially 

producers located in developed countries struggle to compete in the global textile industry 

and gradually are put out of business. Long before China opened its market, other 

developing countries presented similar competitiveness and threatened producers in 

developed markets. These producers and governments of developed countries feared 

loosing the market for the textile volumes produced domestically. In order to avoid or 

limit the negative impact that developed economies could suffer, in 1974 it was introduced 

the Multi Fibre Arrangement (MFA); also know as Agreement on Textile and Clothing 
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(ATC). This policy intervention was created to protect domestic industries in major 

developed countries, which alleged that producers in developing countries were applying 

dumping. MFA imposed quotas on the year amount of textile that developing countries 

could export to developed markets from 1974 through 2004. It was set to expire on 1st 

January 2005. In the meantime, producers in developed countries had time to improve its 

efficiency and recover its competitiveness. However, they never managed to match the 

required competitiveness to remain in the market. China, as a developing country, also had 

to export according to the limits pre-defined in the MFA. For this reason, after the 

economy reform in 1979, China could enjoy only to some extent the benefits its 

competitiveness in the textile market.   

 

China’s position in the textile industry is extremely strong and undoubtedly leads the 

global production. A study presented by the end of 2009 claims that, even under the 

negative effects of the global financial crisis, China is still the most competitive location in 

the world for the textile industry (China’s competitiveness index for this industry was 

evaluated at 102.8 in 2009).  Chinese prevailing competitiveness in the textile industry is 

also supported by public investments and industry internal organization in China. There 

are cities, like Changshu City (Jiangsu province) and Dongguan City (Guangdong), which 

concentrate a high number of textile enterprises (2300 and 6500 textile companies 

respectively). Companies in these cities are co-ordinately moving to improve the industry 

competitiveness. In Changshu, for example, more than 50% of all integrated production 

textile machines meet international standards. It is an important movement, given China’s 

accession into WTO. In addition, these textile industrial centres help to attract new 

companies and investors due to the existing appropriated infrastructure and business 

momentum.57  

  

                                                            
57 Marco Biselli,  China’s Role in the Global Textile Industry” 2009 -  pp2, pp5, pp9, pp11 
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5.1 Government Policy & Programs in India  
 
5.1.1 Government Policies & Programs for SMEs in India 1948-1991 
 
The study reveals that all the Policy Resolutions from 1948 to 1991,  recognition was 

given to the micro and small enterprises,  termed   as   an   effective   tool   to   expand   

employment opportunities,  help  ensure  equitable  distribution  of  the  national  income  

and  facilitate  effective  mobilization  of  private sector resources of capital and skills. The 

Micro, Small and Medium Enterprises Development Organisation [earlier known  as  

Small  Industries  Development  Organization  (SIDO)] was set up in 1954 as an apex 

body for sustained and organised growth of micro, small and medium enterprises.  Within 

next two years,  the  National  Small  Industries Corporation, the Khadi and Village 

Industries Commission and the Coir Board were also set up. The era provided the 

supportive measures that were required to nurture MSEs, in the form of reservation of 

items for their exclusive manufacture, access to bank credit on priority through the Priority 

Sector Lending Programme of commercial banks, excise exemption, reservation under the 

Government Purchase Programme and 15% price preference in purchases, infrastructure 

development and establishment of institutes for entrepreneurial and skill development. 

MSME - Development Institutes [earlier known as Small Industries Service Institute 

(SISI)] were set up all over India to train youth in skills/entrepreneurship. Tool Rooms 

were established with German and Danish assistance for providing technical services 

essential to MSEs as also for skill-training. At the State level, District Industries Centres 

were set up all over the country. 

 

The new Policy for Small, Tiny and Village Enterprises of August, 1991 laid the 

framework for government support in the context of liberalisation, which sought to replace 

protection with competitiveness to infuse more vitality and growth to MSEs in the face of 

foreign competition and open market. Supportive measures concentrated  on  improving  

infrastructure, technology and quality. Testing Centres were set up for quality certification 

and new Tool Rooms as  well  as  Sub-contracting  Exchanges  were established. The 

Small Industries Development  Bank   of   India (SIDBI)   and   a   Technology  

Development and Modernisation Fund were  created  to  accelerate  finance  and  technical  

services to the sector. A Delayed Payment Act  was enacted to facilitate prompt payment 
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of  dues to MSEs and an Industrial Infrastructure Development (IID) scheme was launched 

to set mini industrial estates for small industries.58 

 

The Ministry of MSME [earlier known as  Ministry of Small Scale Industries and Agro & 

Rural Industries  (SSI & ARI)] came into being from 1999 to provide focused attention to 

the development and promotion of the sector. The new Policy Package announced in 

August, 2000 meant for  the persisting problems  relating to credit, infrastructure, 

technology and  marketing more effectively. A Credit Linked Capital  Subsidy  Scheme  

was  launched  to  encourage  technology up-gradation in the MSE sector and a  Credit 

Guarantee Scheme was started to provide collateral-free  loans  to  micro  and  small 

entrepreneurs,  particularly  the  first  generation entrepreneurs. The exemption limit for 

relief from payment of Central Excise duty was raised to Rs.1 crore ($0.25 million) and a 

Market Development Assistance Scheme for MSEs was introduced. At the same  time,  

consultations  were  held  with stakeholders and the list of products reserved for 

production  in  the  MSE  sector  was  gradually  reduced each year. In 2006, the long-

awaited enactment for this sector finally became a reality with the passage of the Micro, 

Small and Medium Enterprises Act. In March, 2007, a third Package  for the Promotion of 

Micro and Small Enterprises was announced  which  comprises  the proposals/schemes 

having direct impact on the promotion and development of the micro and small 

enterprises, particularly in view of the fast changing economic environment, wherein to be 

competitive is the key of success.59 

 

5.1.2 Micro, Small and Medium Enterprises Development Act, 2006 
 

The Micro, Small and Medium Enterprises Development (MSMED) Act, 2006 seeks to 

facilitate the development of these enterprises as also enhance their competitiveness. It 

provides the first-ever legal framework for recognition of the concept of “enterprise” 

which comprises both manufacturing and service entities. It defines medium enterprises 

for the first time and seeks to integrate the three tiers of these enterprises, namely, micro, 

small and medium. The Act also provides for a statutory consultative mechanism at the 

national level with balanced representation of all sections of stakeholders, particularly the 

                                                            
58 Ministry of Small Scale Industries Notification vide S.O. 1642(E) dtd.29-09-2006 (online) available from: 
http://www.dcmsme.gov.in/ssiindia/defination_msme.htm  
59 Ministry of MSME annual report 2011-2012 p-3 
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three classes of enterprises; and with a wide range of advisory functions. Establishment of 

specific Funds for the promotion, development and enhancing competitiveness of these 

enterprises, notification of schemes/programmes for this purpose, progressive credit 

policies and practices, preference in Government procurement to products and services of 

the micro and small enterprises, more effective mechanisms for mitigating the problems of 

delayed payments to micro and small enterprises and assurance of a scheme for easing the 

closure of business by these enterprises are some of the other features of the Act. 

 

5.1.3 Foreign Direct Investment (FDI) Policy 
 

With the promulgation of the MSMED Act, 2006, the restrictive 24% ceiling prescribed 

for equity holding by industrial undertakings, whether domestic or foreign, in the MSEs 

has been done away with and MSEs are defined solely on the basis of investment in plant 

and machinery (manufacturing enterprises) and equipment (service enterprises). Thus, the 

present policy on FDI in MSE permit FDI subject only to the sectoral equity caps, entry 

routes and other relevant sectoral regulations.60 

 

5.1.4 De-reservation 
 

The issue of de-reservation has been a subject of animated debate within  government for 

the last twenty years. The Approach to the Eleventh Five Year Plan  notes  the  adverse  

implications  of  reservation  of  products  for  exclusive  manufacture by the MSEs and 

recommends the policy of progressive de-reservation. To facilitate further investments for 

technological up-gradation and higher productivity in the micro and small enterprises, 654 

items have been taken off the list of items reserved for exclusive manufacture by the 

manufacturing micro and small enterprises in the last few years - reducing it to 21 at 

present. This has helped the sector in enlarging the scale of operations and also paved the 

way for entry of larger enterprises in the manufacture of these products in keeping with the  

global standards.61 

 

 
                                                            
60 Micro, Small and Medium Enterprises in India, An Overview by Development Commissioner, 
Government of India (accessed on 17.8.2013)  (online) available www.dcmsme.gov.in -  P7 
61 Ministry of Small Scale Industries vide its notification No. S.O. 1722(E) dated October 5,2006  (accessed 
on 10.1.2012) 
 



135 
 

 

5.1.5 Credit/Finance 
 

The Government has initiated several measures to facilitate easy access of funds to 

MSME sector. One such initiative is priority sector lending. For public and private sector 

banks, 40 per cent of the Net Bank Credit (NBC) is earmarked for the priority sector. 

Credit to MSMEs is through the priority sector lending policy of the bank. For the 

foreign banks, 35 per cent is for priority sector of which 10 per cent is reserved for 

MSMEs. Any shortfall in lending by foreign banks has to be deposited in Small 

Enterprise Development Fund (SEDF) setup by SIDBI. 

 
The Government has also announced policy package for stepping up credit to small 

and medium enterprises with the objective of doubling the credit flow to the sector in 

the next five years. In recent years, the sector has shown interest in alternative sources 

of funding such as primary/secondary securities market, venture capital and private 

equity, external commercial borrowings, factoring services etc. Efforts are being put 

for Limited Liability Partnership Act to  provide  thrust to MSMEs in their move 

towards corporatization. 

 
The Government has introduced a Credit Guarantee Scheme which provides collateral 

free credit facility by eligible lending institutions to new and existing MSMEs for loans 

upto100 lakh per borrowing unit. 

 
Performance and Credit Rating Scheme was launched in April 2005 with an objective 

of improving their performance and access bank credits if the rating is high. Under the 

scheme, 75 per cent of the fees charged by the rating agencies are reimbursed by the 

Government to a maximum of n Rs.40,000. 

 

5.1.6 Priority Sector Lending 
 

Credit to the MSEs is part of the Priority Sector Lending Policy of the banks. For the 

public and private sector banks, 40% of the net bank credit (NBC) is earmarked for the 

Priority Sector. For the foreign banks, however, 32% of the NBC is earmarked for the 

Priority Sector, of which 10% is earmarked for the MSE sector. Any shortfall in such 
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lending by the foreign banks has to be deposited in the Small Enterprise Development 

Fund (SEDF) to be set up by the Small Industries Development Bank of India (SIDBI). 

 

The SIDBI is the principal financial institution for promotion, financing and development 

of the MSE sector. Apart from extending financial assistance to the sector, it coordinates 

the functions of institutions engaged in similar activities.  SIDBI's major operations are in 

the areas of : (i) refinance assistance (ii) direct lending, and (iii) development and support 

services. Commercial banks are important channels of credit dispensation to the sector and 

play a pivotal role in financing the working capital requirements, besides providing term 

loans (in the form of composite loans). At the State level, State Financial Corporation’s 

(SFCs) and twin-functional State Industrial Development Corporations (SIDCs) are the 

main sources of long-term finance for the MSE sector. 

 

Recognising the importance of easy and adequate availability of credit in sustainable 

growth of the MSE sector, the Government has announced a 'Policy Package for Stepping 

Up Credit to Small and Medium Enterprises (SMEs)', with the objective of doubling the 

flow of credit to this sector within a period of five years. To ensure better flow of credit to 

MSEs, the Ministry of MSME is also implementing the following major schemes: 

 

5.1.7 Credit Guarantee Scheme 
 

To ensure better flow of credit to micro and small enterprises by minimizing the risk 

perception of banks/financial institutions in lending without collateral security, the 

Government launched Credit Guarantee Fund Scheme for Micro and Small Enterprises in 

August 2000. The scheme covers collateral-free credit facility extended by eligible  

ending institutions to new and existing micro and small enterprises for loans up to Rs.100 

lakh ($250,000) per borrowing unit. The guarantee cover is up to 75 per cent of the credit 

sanctioned [85% in respect of loans up to Rs.5 lakh ($12,500) and 80% for loans provided 

to MSEs owned/operated by women and all loans in the North-East Region]. 

 

5.1.8 Performance & Credit Rating Scheme 
 

The Performance & Credit Rating Scheme for manufacturing MSEs was launched in 

April, 2005 with the objective of assisting the MSEs in obtaining performance-cum-credit 
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rating which would help them in improving performance and also accessing bank credit on 

better terms if the rating is high. Under the scheme (implemented by the National Small 

Industries Corporation in conjunction with reputed rating agencies), 75% of the fee 

charged by the rating agency is reimbursed by the Government subject to a maximum of 

Rs.40,000 ($1,000).Emerging Sources Faced with increased competition on account of 

globalisation, MSMEs are beginning to move from an obsession with bank credit to a 

variety of other specialized financial services and options. In recent years, the country has 

witnessed increased flow of capital in the form of primary/secondary securities market, 

venture capital and private equity, external commercial borrowings, factoring services, etc. 

More advanced MSMEs have started realising the importance of these alternative sources 

of funding to raise resources and the need for adopting better governance norms to take 

advantage of these funding sources. The enactment of the Limited Liability  Partnership 

Act, 2008 is expected to provide a thrust to the MSMEs in their move towards 

corporatisation.  

 

5.1.9 Competitive Technology 
 

To facilitate technology up-gradation and quality improvement, several measures have 

been initiated by the Government of India. The Government has set up ten state of 

the art Tool Rooms and Training centers. These tool rooms are proficient in mould 

and die making technology and abreast with latest technology such as CAD/CAM, 

CNC machining for tooling, Vacuum Heat Treatment, Rapid Prototyping etc. Tool 

Rooms offer training programs on technical skills required for the manufacturing sector. 

 
The Government has introduced ISO 9000/14001 Certification Fee Reimbursement 

Scheme and reimburses 75 per cent of the certification fees subject to maximum of Rs. 

75,000. To facilitate replacement of old machinery with new ones, Government 

introduced Credit Linked Capital Subsidy Scheme with state assistance of 15 per cent 

of the bank credit required to finance the new purchases. 

 

In today's fast paced global business scenario, technology has become more vital than ever 

before. With a view to  foster the growth of MSME sector in the country, Government has 

set up ten state-of-the-art Tool Rooms and  Training Centres. The training programmes are 

designed with optimum blend of theory and practice giving the trainees exposure on actual 
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jobs and hands on working experience. The Tool Rooms have also developed special 

training programmes to meet the requirements at international level, which are attended by 

participants from all over the globe. 

 

5.1.10  ISO 9000/14001 Certification Fee Reimbursement Scheme 
 

To enhance the competitive strength of the MSEs, the Government introduced a scheme to 

incentives technological up-gradation, quality improvement and better environment 

management by the SMEs. The scheme reimburses 75% of the fees, subject to a maximum 

of Rs.75,000 ($2000), for acquiring Quality Management System (QMS)/ISO 9000 

certification and/or Environment Management System (EMS)/ISO 14001 certification by 

the SMEs.  

 

5.1.11 Micro and Small Enterprises Cluster Development Programme  
 

The Micro and Small Enterprises Cluster Development Programme (MSECDP) is 

implemented for holistic development of clusters of SMEs. The programme envisages 

measures for capacity building, skill development, technology up-gradation of the 

enterprises, improved credit delivery, marketing support, setting up of common facility 

centres, etc., based on diagnostic studies carried out in consultation with cluster units and 

their collectives and management of cluster-wide facilities by the cluster collectives. 

 

5.1.12 Credit Linked Capital Subsidy Scheme 
 

The Credit Linked Capital Subsidy Scheme (CLCSS) aims at facilitating technology up-

gradation by providing 15% upfront capital subsidy w.e.f. 29th September, 2005 to 

manufacturing SMEs, on institutional finance up to Rs.1 crore ($0.25 million) availed of 

by them for induction of well-established and improved technologies in the specified sub-

sectors/products approved under the scheme. 

 

5.1.13 National Manufacturing Competitiveness Programme 
 

The National Manufacturing Competitiveness Programme is the nodal programme of the 

Government of India to develop global competitiveness among Indian MSMEs. 

Conceptualised by the National Manufacturing Competitiveness Council, the Programme 
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was initiated in 2007-08. There are ten components under the NMCP targeted at 

enhancing the entire value chain of the MSME sector.62  

 

5.1.14.1 Building Awareness on Intellectual Property Rights for the Micro, Small &  

Medium Enterprises (MSMEs): The scheme for “Building Awareness on 

Intellectual Property Rights (IPR), for the Micro, Small & Medium  Enterprises 

(MSMEs) has been launched to enable Indian MSMEs  to  attain  global  

leadership  position  and  to empower  them  in  using  effectively  the  tools  of 

Intellectual   Property   Rights (IPR)   of   innovative projects.  

 

5.1.14.2 The main features of the scheme are:  Awareness/Sensitization Programmes on 

IPR; (ii) Pilot Studies for Selected Clusters/Groups of Industries; (iii) 

Interactive seminars/Workshops;(iv) Specialised Training; (v) Assistance for 

Grant on Patent/GI Registration; (vi) Setting up of IP Facilitation Centre 

(IPFC); and (vii) Interaction with International Agencies. These initiatives are 

being developed through Public-Private Partnership (PPP) mode. 

 

5.1.14.3 Scheme for Providing Support for Entrepreneurial and Managerial 

Development of SMEs through Incubators: The scheme aims at nurturing 

innovative business ideas (new/indigenous technology, processes, products, 

procedures, etc.), which could be commercialized in a year.  Under the scheme, 

various institutions like  Engineering Colleges, Research Labs etc. will be 

provided funds upto Rs.6.25 lakh for handholding each new idea/ entrepreneur. 

The incubator will provide technology   guidance, Workshop and Lab support 

and linkage  to other agencies for successful launching of the Business and 

guide the entrepreneur in establishing the enterprise. 

 

5.1.14.4 Enabling Manufacturing Sector be Competitive through Quality Management 

Standards (QMS) and Quality Technology Tools (QTT): During the year 2008-

09, Government of India launched a scheme, 'Enabling Manufacturing Sector 

be Competitive through Quality Management Standards (QMS) and Quality 
                                                            
62 How Do Economies Define  Micro, Small and Medium Enterprises (MSMEs)? By Khrystyna Kushnir 
2010 Online available http://www.ifc.org/wps/wcm/connect/624b8f804a17abc5b4acfddd29332b51/MSME-
CI-Note.pdf?MOD=AJPERES p.34  
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Technology Tools (QTT)' in order to improve quality and productivity in the 

MSE sector. The scheme is aimed at improving the quality of the products in 

the MSE sector and inculcate the Quality consciousness in this sector. The 

major activities under this scheme are : (i) Introduction of Appropriate 

Modules for Technical Institutions; (ii) Organising Awareness Campaigns for 

MSEs; (iii) Organising Competition-Watch (C-Watch); (iv) Implementation of 

Quality Management Standards and Quality Technology Tools in selected 

MSEs; (v) Monitoring International Study Missions; and (vi) Impact Studies of 

the initiatives. 

 

5.1.14.5 Mini Tool Rooms under PPP mode: Under the scheme, 'Mini Tool Rooms 

under PPP mode', 15 Mini Tool Rooms will be set up during the 11th Plan 

period.  Competitive bidding from entrepreneurs and Associations will be 

invited to set up Tool Rooms with Government support upto Rs.9 crore. They 

will be more competitive and user friendly as they will not be bound by the 

Government procedure and competitiveness will be the only criteria for 

selection of promoters of these Tool Rooms. The approved Plan expenditure 

under the Scheme is Rs. 135 crore. 

 

5.1.14.6 Marketing Assistance/support to MSEs (Bar Code): The objective of the 

'Marketing Assistance/ Support to MSEs' scheme of NMCP is to popularise the 

Bar Code registration and motivate the Small and Micro-Manufacturing 

Enterprises to adopt the Bar Code Certification on large scale and to sell their 

value added products worldwide and enable higher export price realization.  It 

also helps in domestic marketing (wholesale & retail). 75% of annual fee 

(recurring) of Bar Code certification for the first three years are reimbursed to 

Micro & Small Entrepreneurs, under the Scheme. 

 

5.1.14.7 Lean Manufacturing Competitiveness Programme for MSMEs: Under the Lean 

Manufacturing Programme (LMP), MSMEs will be assisted in reducing their 

manufacturing costs, through proper personnel management, better space 

utilization, scientific inventory management, improved process flows, reduced 

engineering time and so on.  LMP also brings improvement in the quality of 

products and lowers cost which are essential for competing in national and 
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international markets. The total Government of India contribution is stipulated 

as Rs. 28.60 crore (approx.) for this scheme. The broad activities planned under 

the scheme include Total Productive Maintenance (TPM), 5S, Visual Control, 

Standard Operation Procedures, Just in Time, Kanban System, Cellular Layout, 

Poka Yoke, TPM, etc.  The Scheme has been approved as a pilot project for 

Lean Techniques interventions in 100 Mini Clusters. (g) Promotion of 

Information & Communication Tools (ICT) in Indian MSME Sector: The 

objective of this programme envisages that some of those clusters of SMEs, 

which have quality production and export potential, shall be identified & 

encouraged and assisted in adopting ICT applications achieve competitiveness 

in the national and international markets. The total Government of India 

contribution is stipulated as Rs. 160 crore (approx.) for this scheme. The broad 

activities planned under the scheme include, identifying target  clusters for ICT 

intervention, setting up of e-readiness infrastructure, developing web portals 

for clusters, skill development of MSME staff in ICT applications, preparation 

of local software solutions for MSMEs to enhance their competitiveness, 

construction of e-catalogue, e-commerce, etc. and networking MSME cluster 

portals on the National Level Portals in order to outreach MSMEs into global 

markets. 

 

5.1.14.8 Design Clinics Scheme for MSMEs: The main objective of the scheme is to 

bring the MSME sector and design expertise into a common platform and to 

provide expert advice and solutions on real time design problems, resulting in 

continuous improvement and value-addition for existing products. It also aims 

at value-added cost effective solutions. The Government of India contribution 

is stipulated as Rs.50 crore for this scheme. The broad activities planned under 

the scheme include creation of Design Clinics Secretariat along with regional 

centres for intervention on the design needs of the MSME sector. 

 

5.1.14.9 Marketing Assistance and Technology Up-gradation Scheme for MSMEs: The 

objective of this scheme is to identify and encourage those clusters of MSMEs, 

which have quality production and export potential and assist them to achieve 

competitiveness in the national and international markets. The scheme aims at 

improving the marketing competitiveness of MSME sector by improving their 
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techniques and technology for promotion of exports. The Government of India 

contribution is stipulated as Rs.19 crore for this scheme. The broad activities 

planned under the scheme include technology up-gradation in packaging, 

development of modern marketing techniques, competition studies, etc. 

 

5.1.14.10 Technology and Quality Up-gradation Support to MSMEs: The objective of the 

Scheme is to sensitize the manufacturing (MSME) sector in India to upgrade 

their technologies, usage of energy efficient technologies to reduce emissions 

of Green House Gases, adoption of other technologies mandated as per the 

global standards, improve their quality and reduce cost of production, etc., 

towards becoming globally competitive. The major activities planned under the 

scheme include Capacity Building of MSMEs Clusters for Energy 

Efficiency/Clean Development Interventions, Implementation of Energy 

Efficient Technologies in MSME sector, Setting up of Carbon credit 

aggregation centres and encouraging MSMEs to acquire product certification 

licences from National/International bodies. 

 

5.1.14 Skill Development:  
 

The Ministry of Micro, Small & Medium Enterprises promotes the development of micro 

and small enterprises in the country with the objective of creating self-employment 

opportunities and upgrading the relevant skills of existing and potential entrepreneurs.  

The  entrepreneurship  and  skill development scheme is implemented by Office of the DC 

(MSME) through  its  network  of 58  MSME-DIs  and  their  branches.  The programmes 

are conducted include Entrepreneurship Development, Entrepreneurship and Skill 

Development, Management Development and Business Skill Development.  These 

programmes are of short duration and the curriculums based on needs of the industry and 

are customized, if required by the clients. 20% of the targeted training programmes are 

conducted exclusively for the weaker sections of the society (SC/ST/Women/Physically 

Handicapped), for which no fee is charged.  Besides, a stipend of Rs.500/- p.m. is 

provided. The office of the DC (MSME) also conducts vocational and educational training 

through its Regional Testing Centres, Field Testing Stations and autonomous bodies like 

Tool Rooms and Technology Development Centres (TDCs). This long term, short term, 

trade/field-specific and industry-specific tailor-made courses also include specialized 
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programmes for Engineers, Diploma holders so that their absorption by the industry is 

immediate. A good number of trainees have set up their own enterprises in creating 

employment opportunities. The Ministry is at present training about 3 lakh persons per 

annum both for business and technical skill development, which is among the largest 

programme by any single Ministry in India. The Ministry is also focusing on socially 

backward groups and on least developed areas under its 'Outreach Programme'. 

 

5.1.15 Marketing and Procurement: 
 

Under Government Stores Purchase Programme, various facilities are provided to 

enterprises registered with National Small Industries Corporation (NSIC) in order to assist 

them for marketing their products in competitive environment.  These facilities are: (i) 

issue of Tender Sets free of cost; (ii) exemption from payment of Earnest Money Deposit; 

(iii) waiver of Security Deposit up to the Monetary Limit for which the unit is registered; 

and (iv) price preference up to 15% over the quotation of large-scale units. In addition to 

these facilities/benefits, 358 items have also been reserved for exclusive purchase from the 

MSE Sector. However, as these guidelines were/are not of a mandatory nature, the same 

has failed to achieve the desired results. To assist the MSEs in marketing of their products, 

Section 12 of the new MSMED Act enjoins the formulation of a scheme of preferential 

procurement of goods/services produced/rendered by MSEs both at the Central and 

State/UT levels. Once formulated, the procurement scheme may be more effective in 

providing the much-needed marketing support that MSEs seek so desperately. Each 

Ministry/Department, CPSU, etc., would have to make specific mention of the compliance 

of the preference policy in its Annual Report to be tabled in Parliament.63 

 

5.1.16  Export Promotion: 
  

Export promotion from the MSE sector has been accorded a high priority. To help SMEs 

in exporting their products,  the following facilities/incentives are provided:  

 

                                                            
63 Dr. Jatinder S. Bedi, Project Leader,  National Council of Applied Economic Research :”Assessing the 
Prospects for India’s Textile and Clothing Sector”  July 2009 (online) available from: 
<texmin.nic.in/reports/Report_NCAER_CITI_nmcc_20091001.pdf> – PP14 
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5.1.16.1 Products of MSE exporters are displayed in international exhibitions and the 

expenditure incurred is reimbursed by the Government;  

5.1.16.2 To acquaint MSE exporters with latest packaging standards, techniques, etc., 

training programme on packaging for exporters are organised in various parts of 

the country in association with the Indian Institute of Packaging;  

5.1.16.3 Under the SME Marketing Development Assistance (MDA) Scheme, assistance 

is provided to individuals for participation in overseas fairs/ exhibitions, overseas 

study tours, or tours of individuals as member of a trade delegation going abroad. 

The Scheme also offers assistance for Sector specific market study by SME 

Associations/Export Promotion Councils/Federation of Indian Export 

Organisation;   Initiating/contesting anti-dumping cases by MSE 

Associations; and  Reimbursement of 75 per cent of the onetime registration fee 

and annual fee (recurring for first three years) charged by GSI India (formerly 

EAN India) for adoption of Bar Coding.64 

 

5.1.17 Infrastructure Development 
 

For setting up of industrial estates and to develop infrastructure facilities like power 

distribution network, water, telecommunication, drainage and pollution control facilities, 

roads, banks, raw materials, storage and marketing outlets, common service facilities and 

technological back up services, etc., for MSMEs, the Integrated Infrastructural 

Development (IID) Scheme was launched in 1994. The scheme covers rural as well as 

urban areas with a provision of 50 per cent reservation for rural areas and 50 per cent 

industrial plots are to be reserved for the micro enterprises.  The Scheme also provides for 

up-gradation/ strengthening of the infrastructural facilities in the existing industrial estates. 

The estimated cost (excluding cost of land) to set up an IID Centre is Rs.5 crore ($1.25 

million). Central Government provides 40 per cent in case of general States and upto 80% 

for North East Region (including Sikkim), Jammu & Kashmir, Himachal Pradesh and 

Uttarakhand, as grant and remaining amount could be loan from SIDBI/Banks/Financial 

Institutions or the State Funds. The IID Scheme has been subsumed under the Micro and 

Small Enterprise Cluster Development Programme (MSECDP). All the features of the IID 

Scheme have been retained and will be covered as “New Clusters” under MSECDP. 
                                                            
64 Ministry of Small Scale Industries vide its notification No. S.O. 1722(E) dated October 5,2006  (accessed 
on 10.1.2012) 
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5.1.18 Fiscal Concessions 
 

Under the General Excise Exemption Scheme, full excise exemption up to turnover of 

$375 thousand per annum is provided to enterprises having annual turnover of up to $1 

million. However, the limits of excise exemptions has encouraged tendency among MSEs 

is to go in for horizontal expansion (i.e., fragmentation) rather than vertical expansion and 

upward graduation into medium and large enterprises. For incentivising such graduation of 

small to medium/large enterprises so as to enable them to achieve economies of scale, 

extension of excise exemptions to the graduating medium enterprises on a tapering scale is 

under consideration of the Government. 

 

5.1.19  Strengthening of Database 
 

A reliable database is the key input in any policy decision-making process. This is more so 

for the MSME sector in view of its large size and wide disparity among the enterprises 

within the sector. The Ministry has so far conducted three Census in the year 1971-72, 

1992-93 and 2002-03 for strengthening/updating the database on MSE sector. However, 

the long gap between the Census has limited the reliability of the MSE database. To 

strengthen the database for the MSME Sector, statistics and information will now be 

collected in respect of number of units, employment, rate of growth, share of GDP, value 

of production, extent of sickness/closure, exports and all other relevant parameters of 

micro, small and medium enterprises, including khadi and village industry, through annual 

sample surveys and quinquennial census. The quinquennial census and annual sample 

surveys of MSMEs also collect data on women-owned and / or managed enterprises. 

 

5.1.20 Outreach Programme 
 

The Ministry of MSME launched a special programme, namely, 'Outreach Programme for 

Skill Development in Less Developed Areas' in September, 2006. Under this programme, 

the field offices of the Ministry organizes short-term skill development programmes in the 

less developed areas. Such short-term courses are tailor-made for these areas so as to 

enable trainees to get employment or start self-employment ventures. These programmes 

are of short duration of 1-3 weeks and the activity selected for trainees are relevant to the 

local requirement. The target group consist wholly or partly of disadvantaged sections. 
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Further, under the recently announced Promotional Package for MSEs, 20% of Skill 

Development Programmes have been reserved for weaker sections along with the 

provision of a stipend of Rs.500 per capita per month exclusively for SCs/STs, women and 

physically   handicapped.   In   case   of   the   regular   EDP/MDP/Skill   Development 

programmes, a nominal fee of Rs.100 is charged.  However, there is no fee for SCs/STs, 

women and physically handicapped candidates. India's pioneering policies for the 

development of MSEs offers case studies for the developing world. Government has 

moved away, though not yet fully, from its role of direct interventions to that of a friend 

and facilitator. There is growing realization that protection in the form of reservation 

needs to be replaced with easy access to capital, technology and skill development to 

integrate the MSMEs more firmly with the domestic and global economy.  

 

In India Small enterprise promotion has continued to remain an important and integral part 

of Indian development strategy well before the First Five-Year Plan. Some of the  most 

persisting constraints facing the sector,  dominated by smaller units in the informal  sector, 

include poor or non-availability of loan  finance, low levels of technology,  inadequate 

physical and economic infrastructure, and a policy of product reservation for  small scale 

industries, which excludes entry of Large Enterprises . Poor monitor ring of 

implementation and effect of various small firm policies has been an issue of concern. 

There has been a definite decline in the access to credit by small enterprises among SMEs. 

Given the large scale attempts to promote industrial clusters in the SME sector, cluster 

promotion in the Indian context must move beyond the ‘sectoral’ bind. 

 

5.1.21 India’s History and Approach to Competition Law in Pharmaceutical 
 Industries 
 

The Monopolies and Restrictive Trade Practices Act, 1969 (the MRTP Act) was the first 

legislation with  regard  to  competition  law  in  India.  This legislation   was   primarily   

designed   to   meet requirements of the then prevailing economic, social and  policy 

situation.  Then  came  liberalization  in 1991, and thus, the MRTP Act was outdated, and 

required immediate and intensive study, to assess the nature of amendments necessary to 

address the new situations that were arising, with the entry of foreign entities into   the   

Indian   scenario.   Mergers, acquisitions, takeovers, and active investments were leading 

to a situation of necessity to protect domestic industries and markets. 
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For   this   purpose,   the   Government   of   India constituted  a  High  Level  Committee  

under  the chairmanship of SVS Raghavan, with the aim of examining the MRTP Act, and 

gauging its relevance, and to bring about a new regime, which would be consonant to and 

able to protect the domestic entities from international competition. It was due to the 

recommendations of this Committee that the MRTP Act was ultimately phased out, with 

the introduction of the new Indian Competition Act, 2002. However, it is necessary to 

note, that even now, certain major provisions of the Competition Act are yet to be notified, 

and the MRTP Act continues to be in force in those regards, especially since the MRTP 

Act is to be repealed by the Competition Act, and the MRTP Commission is to be 

dissolved by a notification of the Central Government, which is yet to come. 

 

5.1.22 The legal system for Pharma Industry in India  
 

For several years post independence, the Indian pharma industry was monopolised by 

multinational companies. There were few state-owned Indian companies that 

manufactured bulk drugs with support from WHO that coexisted. In the early 1970s the 

Indian government abolished the patents for products and made lenient patents for 

processes, as a measure to encourage growth of the local industry. The patent period was 

also reduced to 7 years. The government also increased import duties on medicines from 

abroad and forced multinational companies to reduce their share in Indian companies to 

2/5. However, in the 1980s, the growth of the state-run companies declined mainly owing 

to central and state government related bureaucracy and improper corporate governance. 

The weakening patent system and inefficient state-run systems gave birth to a range of 

private sector companies that started manufacturing pharma drugs in large quantities 

tailored for the Indian market. Over the years, Indian pharma began stealing the limelight 

when the country sold global products at a fraction of the price. This flexibility in 

production was possible when the country did not recognise product patents and was able 

to use substances in pharma manufacture at low non-patent costs, thus mitigating financial 

risks considerably. India evolved into a global leader in the generics and reverse-

engineering market. A classic example is when Cipla, in 2001, offered an AIDS drug that 

was being sold by a US company at $12,000 to African countries at a price as low as 

$300! This state often took India to legal disputes with multinational companies. In 1995, 

when India decided to sign up with the Trade-Related Aspects of Intellectual Property 
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Rights (TRIPS) agreement, the country was given 10 years to modify it IP system and 

comply with the global standards. In January 2005, the Indian patent system was 

regularised and India now recognises product as well as process patents. The patent period 

has also been enhanced to 20 years. These legal changes in India have now made it 

considerably difficult for the country to continue manufacturing low cost generics in the 

above fashion. Indian companies who wish to copy the original formula will have to pay 

high licence fees to the owner. However, this encourages multinational companies from 

across the globe to confidently come to India to work on their research and innovation by 

collaborating with Indian companies or sourcing support from them. As a consequence of 

these major changes to India’s drug patent legislation, the country’s pharmaceutical 

industry is undergoing a process of re-orientation. Its new focus is increasingly on self-

developed drugs and contract research and/or production for western drug companies. 

Indian companies have been rapidly increasing their manufacturing capacities and have 

made India almost self-sufficient in medical needs. These changes have also brought back 

several of the multinationals who had left India during the unfriendly patent system. These 

companies are now looking at India not only for the traditional strengths in contract 

manufacturing but also as a highly attractive location for R&D, mainly in the conduct of 

clinical trials and other services.  

 

5.1.23 Patent law changes will lead to innovative drugs  
 

The introduction of pharmaceutical product patents in India is expected to have a 

significant effect on public health and local pharmaceutical industries. It is in this regard 

that IPR is seen as the answer to protection of the process of production,   and   the   

equivalent,   postproduction protection of the markets and the consumers, comes from 

competition or antitrust law. Since 2005 India’s Pharma sector has no longer been 

protected by the country’s lax patent legislation. Hence innovation must come before 

imitation now. Large manufacturers already began to adjust their business models some 

time ago and put greater emphasis on drugs research. On a long-term horizon, they do not 

want to limit themselves to the production of low-cost generics. Even though a number of 

companies are well positioned in the generics market, many of them are seeking to turn 

into research-based firms. India’s leading pharmaceutical companies are currently 

spending nearly one-tenth of their revenues on research and development.  
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5.1.24 Development of Bio-Technology 
 

The research and development industry in India is fast developing and made strides in 

1990s, thus, the Government of India responded with policy support and frameworks to 

allow safe, sustainable and secure development. 

 

India recognized importance of biotechnology as a tool to advance growth of agricultural 

and health sectors as early as in the 1980s, was borne out by India’s Sixth Five Year Plan 

(1980-85) which was the first   policy   document   to   cover   biotechnology development,  

which  proposed  to  strengthen  and develop capabilities in areas such as immunology, 

genetics, communicable diseases, etc. 

 

Special   emphasis   was   placed   on   developing biotechnology  in  the  Ninth  Five  

Year  Plan  and accordingly, agricultural and allied biotechnology was given 26%  of  the  

total  allocation,  while  medical biotechnology  was  given 13%.  Once  that  sector 

stabilized, the focus in the Tenth Five Year Plan shifted  to  medical  biotechnology,  as  

agricultural biotechnology  has 27%  of  total  allocation,  while medical biotechnology 

has almost 36%. 

 

This   development   however,   cannot   occur   in isolation and needs to be protected by 

measures under competition law, for example, restraining of anti-competitive   behaviour,   

limitation   of   abuse   of monopoly position in the markets and industries, and to promote 

development, access and consumer/market welfare.  These are some of the aspects which 

need to be examined in the Indian pharmaceutical industry. 

 

5.1.25 Indian Regulatory Framework with regard to Drugs 
 

The drug industry in India did not have any price controls till 1962, when the government 

fearing a price increase, imposed a statutory price control on the prices of drugs and 

pharmaceutical products under the Defence of India Act, 1915. 

 

5.1.26 Intellectual property rights 
 

Confidential information, protected as trade secrets, is also important for many companies, 

as is the valuable expertise or undisclosed test data relating to new or improved drugs. 
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Understanding the trademark system is important for companies selling branded products. 

Industrial designs, plant variety protection and copyright and related rights are generally 

less relevant to most SMEs in the pharmaceutical sector but this could vary depending on 

the product line and strategy of each company. A patent is an exclusive right granted by 

the State for an invention that is new, involves an inventive step (or is non-obvious) and is 

capable of industrial application (or useful). It provides its owner the exclusive right to 

prevent others from making, using, offering for sale, selling or importing the patented 

invention without the owner's permission. A patent is a powerful business tool for 

companies to gain exclusivity in the market over a new product or process and develop a 

strong market position and/or earn additional profits through licensing. 

 

5.1.27 Patent Laws in India: 
 

A patent is an exclusive right granted by the State for an invention that is new, involves an 

inventive step (or is non-obvious) and is capable of industrial application (or useful). It 

provides its owner the exclusive right to prevent others from making, using, offering for 

sale, selling or importing the patented invention without the owner's permission. A patent 

is a powerful business tool for companies to gain exclusivity in the market over a new 

product or process and develop a strong market position and/or earn additional profits 

through licensing. 

 

Patent rights were introduced in India in 1856 and later modified in 1859, along the lines 

of the English Patent Act of 1852. In 1872, The Patents and Designs Protection Act were 

introduced and were replaced with the Inventions and Designs Act in 1888. The Indian 

Patents and Designs Act were passed in 1911 and several amendments were made to this 

Act between 1911 and 1970. Subsequently, the Patent Act 19705 (“the Patents Act”) was 

passed, repealing all of the previous legislations. The Patents Act 1970 came into force on 

April 20th, 1972. India is also a signatory to the Paris Convention for the Protection of 

Industrial Property 1883 and the Patent Cooperation Treaty 1970. 

 

The 1970 Act’s stated objective was to foster the development of an indigenous Indian 

pharmaceutical industry and to guarantee that the Indian public had access to low-cost 

drugs. Patents Act, 1970 had two key features: First, only process patents were allowed for 

chemical entities, including pharmaceuticals. No pharmaceutical product patents were 
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admissible. Second, the term of patent protection for the pharmaceutical patents was made 

shorter than needed to develop and test new drugs. 

 

This allowed Indian companies to reverse engineer or copy foreign patented drugs without 

paying a licensing fee. This helped the domestic industry to build up considerable 

competencies and offer a large number of cheaper “copycat” generic versions at lower cost 

as long as they employed a production process that differed from that used by the patent 

owner. 

 

The establishment of the World Trade Organization (WTO) has led to a tremendous 

paradigm shift in the world trade. The agreement on Trade-Related (Aspects of) 

Intellectual Property Rights (TRIPS) was negotiated during the Uruguay round trade  

negotiations of the General Agreement on Tariffs and Trade (GATT) and “one of the 

primary reasons for incorporating intellectual property issues into the GATT framework 

was the pharmaceutical industry”. India signed the GATT on 15th April 1994, thereby 

making it mandatory to comply with the requirements of GATT, including the agreement 

on TRIPS. Being a developing country, India took ten years of time to meet the minimum 

standards under the TRIPS Agreement. 

 

The establishment of the World Trade Organization (WTO) has led to a tremendous 

paradigm shift in the world trade. The agreement on Trade-Related (Aspects of) 

Intellectual Property Rights (TRIPS) was negotiated during the Uruguay round trade 

negotiations of the General Agreement on Tariffs and Trade (GATT) and “one of the 

primary reasons for incorporating intellectual property issues into the GATT framework 

was the pharmaceutical industry”.  India signed the GATT on 15th April 1994, thereby 

making it mandatory to comply with the requirements of GATT, including the agreement 

on TRIPS. Being a developing country, India took ten years of time to meet the minimum 

standards under the TRIPS Agreement. 

 

In order to be TRIPS compliant, India amended the Patents Act 1970 three times in 1999, 

2002 and 2004 before the latest amendment in 2005. The 1999 amendments put forth in 

place a mechanism for accepting product patent applications covering pharmaceuticals 

from January 1, 1995 (better known as the mail-box provisions) and to provide exclusive 

marketing rights (EMR) if certain conditions are fulfilled. The 2002 amendments were 
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aimed at bringing the Patents Act 1970 in conformity with all the relevant provisions 

included in the TRIPS Agreement, except extending the product patent regime in the field 

of pharmaceuticals. The 2004 amendment abolished the EMR provisions. 

 

India’s Patents (Amendment) Act, 2005, introduced  patent  protection  for  

pharmaceutical  products,  in  accordance with the TRIPS, but possible effects on  

industrial development and public health still remain  unclear, since the new regime hurts 

domestic firms,  but promotes development of drugs suited to foreign  necessity. 

Intellectual property rights (IPR) are economically and politically significant, in a variety 

of ways. Patents,  copyrights,  trademarks,  industrial  designs,  plant variety rights and 

geographical indications are  frequently dealt with in the course of any discussion on the 

subject of the pharmaceutical industry, in the course of research and development, or in 

the course of  marketing,  business  and  the  economic  side  of  things.  

 

The Patent (Amendment) Act 2005 enacted on 22nd March, 2005, finally implemented the 

product patent regime in India. The Amendment grants new patent holders a 20-year 

monopoly starting from the date the patent was filed. Product patent regime  

encouraged significant numbers of foreign pharmaceutical companies to participate in the 

Indian market and, in 2005; foreign drug producers filed approximately 8,926 patent 

applications to cover their patented drugs sold as generics in the Indian market. It  

also upgraded the Indian Pharma Industry to Global standards. 

 

The new patent regime has opened up new avenues for the Indian Pharmaceutical Industry 

and also concretized the path to success through, New initiatives and measures for patent 

protection of existing business, and Promotion of new business avenues including: 

Contract manufacturing; Contract R&D; and Contract Clinical. 

 

The leading generic firms of the industry have been showing considerable dynamism since 

1995. The R&D efforts of the leading generic firms have borne considerable fruits.  

Liberalization facilitated the ability of Indian firms to exploit this opportunity of 

marketing generic drugs to the US and other western economies. Indian firms prepared 



153 
 

themselves to take a share of this increasing global market. Market approvals in both the 

US and the UK, in particular, have increased tremendously in the past few years.65 

 

During the last seventeen years, Indian patent regime has undergone radical change 

complying with the Trade Related Aspects of Intellectual Property Rights (TRIPS) 

agreement to move hand in hand with the Global patent scenario.  

 

5.1.28 Drugs and Cosmetics Act, 1940 
 

The   next   important   legislation   in   the   Indian perspective is the Drugs and Cosmetics 

Act, 1940 which governs the import, manufacture, distribution and sale of drugs in India.  

The Drug Controller General of India, an authority established under the Drugs and 

Cosmetics Act, oversees the conduct of clinical trials and is responsible for the approval 

and registration of drugs and issues manufacturing and marketing licenses for the same. 

The Drug Prices Control Order was passed first in 1970, revised in 1979, 1987 and finally, 

in 1995. Another instrument is the Indian Pharmaceutical Policy, 2002, which focuses on 

liberalization by reducing the number of drugs subject to price control, and also inviting 

further foreign investment. 

 

Government initiatives in the public health sector have recorded some remarkable 

successes eventually with focus on investments related to better medical infrastructure, 

rural health facilities etc.  100 per cent FDI is permitted for health and medical services 

under the automatic route. And the drugs and pharmaceuticals sector has attracted FDI 

worth US$ 5.0 billion between April 2000 and November 2011. Union Budget 2012-13, as 

expected, is positive for the pharmaceutical sector.  

 

The government has again increased budgetary allocation for healthcare spending, which 

would be an overall positive for the sector. Indian pharmaceutical companies have been 

investing on the R&D front to tap opportunities in the domestic and global markets. To 

encourage the same, the weighted deduction on R&D expenditure to 200% (in-house 

research) was extended for a further period of five years. R&D sops would continue to be 

positive for the sector in total.  The lack of patent protection made the Indian market 

                                                            
65 L.G. Burange and Yamini.S,  A review of India’s industrial policy and performance, 2011, p.1 
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undesirable to the multinational companies that had dominated the market, and while they 

streamed out. Indian companies carved a niche in both the Indian and world markets with 

their expertise in reverse-engineering new processes for manufacturing drugs at low costs.  

India gained its foothold on the global scene with its innovatively engineered generic 

drugs and active pharmaceutical ingredients (API), and it is now seeking to become a 

major player in outsourced clinical research as well as contract manufacturing and 

research. 

 

In an economy green always symbolises money.  Sustainability is a tough anthem to 

preach and practise. R&D efforts are now being directed towards cost-effectiveness of 

sustainable solutions. Thereby expecting seamless adoption in the chemical industry.  

Optimizing use of natural resources, making more efficient use of energy, minimising 

discharge of effluents, reducing fugitive emission release of volatile organic compounds 

during storage, handling & use, reducing carbon footprint and minimising outflow of 

greenhouse gases are key focus areas for sustainable manufacturing.   

 

The profits in all businesses including those in chemical industry are sustainable in the 

long run only when associated with stakeholder value combined with enterprise value.  

Unsustainable business practices will ultimately fail.  The long term benefits of sustainable 

solution are being identified and embraced.  All our operations are focussed on achieving 

reduced levels of materials, energy & Water consumption, emissions and pollutants using 

the state of the art technologies with revamp and retrofit in the existing facilities.   

 

5.2 Government Policy & Programs in China 
 

5.2.1 SME Policies and Programs 
 

The government tasked to oversee SMEs in China consists of four administrative 

departments: the National Development and Reform Commission, China Coordination 

Centre for Cooperation of SMEs with Foreign Countries, China Association of SMEs, and 

local SMEs department in every province. Development policies and plans of governing 

SMEs were issued in 2003. There are various ways by which government supports SMEs.  
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The SME promotion law, enacted in January 2003, lays the groundwork for public support 

for small and medium enterprises. Under this law, the government protects the lawful 

investments of SMEs and their equity investors alongside their investment earnings. 

 

Government administrative departments protect the legal rights of SMEs, including their 

rights to fair competition and fair trade. The state also identifies priority sectors for SME 

development through various means. Second, in 2005, the government issued a document 

titled “State Council on Encouraging, Supporting and Guiding the Development of Private 

and Other Non-Public Owned Economies” (containing 36 Articles on Non-Public Owned 

Economies), which eased up market access conditions for non-public economies, thus 

according them broader development space. Third, the government published the SME 

Growth Project in 2006.Its aims were a Government administrative departments protect 

the legal rights of SMEs, including their rights to fair competition and fair trade. The state 

also identifies priority sectors for SME development through various means. In 2005, the 

government issued a document titled “State Council on Encouraging, Supporting and 

Guiding the Development of Private and Other Non-Public Owned Economies” 

(containing 36 Articles on Non-Public Owned Economies), which eased up market access 

conditions for non-public economies, thus according them broader development space.66  

 

The government published the SME Growth Project in 2006 with the following  aims: to 

promote the system building of policy and regulation for SMEs; to cultivate the social 

service system of SME; to facilitate SME structural adjustment; to sustain the SME 

reforms; to strengthen SME training; to improve innovative ability; to resolve financing 

difficulties affecting SMEs; to encourage SMEs to expand offshore through the provision 

of FDI incentives, among others; to  improve the overall supervision of SMEs.  Also the 

government adopted a series of promotion regulations and measures in further support of 

SMEs.67   

 
 
 
 
 

                                                            
66 Chinese ministries give SMEs preferential policies in gov't procurement by English.nes.cn dated 2012-01-
06 23:49:20 online available http://news.xinhuanet.com/english/china/2012-01/06/c_122548702.htm , p-1 
67 Jin Bei, Sixty Years of Industrialization in China, English Edition of Qiushi Journal Vol.2 No.1 2010   
http://english.qstheory.cn/economics/201109/t20110924_112480.htm 
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5.2.2 Financing for SME development 
  

The state-allocated budget for SME financing includes an item dedicated to supporting 

SME development. It also set up an SME development fund to encouraged donations 

through tax incentives extended to SMEs. The government also required financial 

institutions to improve the financing environment for SMEs, strengthen their support to 

SMEs in terms of enhanced credit and direct financing channels. It likewise enjoined 

various types of venture capital to increase investments in SMEs by giving them tax 

incentives.68 

 

5.2.2.1 SME financing.  
 

The concerned Government departments actively pursued the establishment of a credit 

guarantee system for SMEs, and provided tax incentives to encourage the establishment 

and growth of SMEs. Incentives, including tax reduction and income tax waivers, are 

given to SMEs that meet the state-stipulated number of jobs that are expected to be 

generated each year; SMEs operating in economically underdeveloped or impoverished 

areas, and SMEs which employ a prescribed number of physically challenged people.  

 

5.2.2.2 Market access  
 

Government also assists SMEs to improve their market access by helping them enhance 

their skills. SMEs are enjoined to conscientiously implement the nation’s industrial 

policies, industrial planning regulations, specifically those on market access. Such 

stipulations, among others, allow them to gain access to or avail themselves of vital 

services, such as those involving monopoly industries, public utilities and infrastructures, 

social undertakings, Financial Services, and National Defence Science and Technology 

Industries, which are now open to these enterprises, provided they secure prior 

government approval. 

 

Existing regulations, rules and policy stipulations that tend to restrict market access for 

non-public economic sectors are currently under review by the applicable departments and 

                                                            
68 Chinese ministries give SMEs preferential policies in gov't procurement by English.nes.cn dated 2012-01-
06 23:49:20 online available http://news.xinhuanet.com/english/china/2012-01/06/c_122548702.htm , p-1 
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local governments for possible revisions. Market competition mechanisms will also be 

introduced in the electric power sector, telecommunications, railway, civil aviation, 

petroleum and other industries and fields. At present, government procurement system 

tends to favour products and services generated by SMEs. 

 

Government encourages SMEs to expand their markets by enforcing financial policies that 

allow, among others, imports and exports credit, export credit insurance, etc. It enjoys 

qualified SMEs to invest in foreign markets.69 

 

5.2.2.3 Networking with other enterprises  
 

Government encourages qualified enterprises to expand their network. It also promotes 

specialization and coordination among SMEs so they can pursue collective development 

of materials supply, production, sale, and technological innovations in a bid toward market 

expansion. The state also promotes merger and acquisition activities among SMEs, 

alongside reorganization and optimized resource utilization. Provision of government 

subsidy or loan facility is intended to support and encourage SME technological 

innovations with large enterprises.70  

 

5.2.2.4 Efficient SME supervision  
 

Given the production and management characteristics of SME, the state is also working 

toward better management system. There are also efforts toward standardized charges 

collected by public organizations and institutions so as not to unduly burden SMEs.  

 

5.2.2.5 Improved social services for SMEs  
 

Government is vigorously developing various types of social intermediary service 

organizations, intensifying policy support for needed automatic funding of specific 

undertakings, supporting the conduct of trainings among enterprise personnel, 

strengthening services for science and technological innovations, supporting enterprises in 

                                                            
69 Source: SME promotion law of China,2003 (accessed on 11.3.2013) 
70 Lei Ye,  David Tweed, Paul Toulson  et al, Challenges and obstacles faced by small and medium sized 
businesses (SMEs) in china  
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opening up domestic and foreign markets, and actively pushing for the creation of a credit 

system for enterprises.71 

 

5.2.2.6  Other State Government Schemes: 
 

 In 2004, Many State Government of People Republic of China undertakings introduced 

various schemes for the growth of SMEs like:- Provision of innovation funds for 

technology-based SMEs, Administrative management of development of private and other 

non-public owned  economies, Financing of technology-based SMEs, Regulation of entry 

of non-public investments into cultural industry, Entry of non-public investment into 

railway construction was published recently, Guiding opinion of development and 

reformation of commercial SME.72 

 

5.2.3 Nonbank Financial Service Providers in China 
 

5.2.3.1 Trust Companies Extend Trust Loans 
 

As they are not authorized to absorb deposits, the loans are mainly financed through 

various financial products, such as wealth management products, issued to enterprises and 

individuals. Banks and trust companies act as intermediaries only to earn fees, and usually 

do not undertake risks should borrowers default. 

 

5.2.3.2 Enterprises Provide Entrusted Loans 
 

Enterprises that wish to lend significant sums to other enterprises are prohibited from 

doing so directly; however, they can provide Entrusted Loans with banks or other financial 

institutions as intermediaries. In the same vein as trust loans, banks and other financial 

institutions play only an intermediary role to earn fees, and it is very rare to assume default 

risks. 

 

 

                                                            
71  Barton, S. and Gordon, P. (1987), “Corporate Strategy: Useful Perspective for the Study of Capital 
Structure?”Academy of Management Review, Vol. 12, No. 1,  pp    67-75 
72 Bank of England (2003), “Quarterly Report on Small Business Statistics”, Bank of England, October, 
available at: www.bankofengland.co.uk.Acessed on 05.01.2011 
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5.2.3.3 Licensed Financial Leasing Companies Offer Leasing Services 
  

These are regulated by CBRC and PBC because they can engage in some kind of banking 

business, such as financing from the interbank market. Many are subsidiaries of banks. 

Non-licensed financial leasing companies are mainly regulated by the Ministry of 

Commerce, and they usually conduct traditional leasing business.73 

 

5.2.3.4 Credit Guarantee Companies Offer Bank Loan Guarantees 
  

Since 1992 the government has permitted the establishment of credit guarantee companies. 

Licensed credit guarantee companies provide guarantees for bank loans, and their credit 

volume represents bank lending that would not have taken place without their 

involvement. So-called noncredit guarantee companies are illegal. An unknown proportion 

of credit and noncredit guarantee companies have been illegally involved in direct lending 

and taking deposits from the public. 

 

5.2.3.5 Pawnshops Offer Collateral-Based Loans 
  

Pawnshops were abolished in 1949 but reappeared in the 1980s. After a review in the 

1990s, they are now regulated and supervised by the Ministry of Commerce. While not 

intended for enterprise loans, in a situation of tight bank credit, they have become an 

important source of short-term business lending, taking real estate and vehicles as 

collateral. Some have also illegally started taking deposits.74 

 

5.2.3.6 Micro Credit Companies Offer Cash flow-Based Loans 
 

In 2005 PBC designed and pilot-tested the Micro Credit Company (MCC)—a new type of 

small, rural focused, and privately funded, credit-only—intended to offer nonbank credit 

providers a vehicle for legalizing their businesses. In 2006 it issued guidelines for 

investors to create Micro Credit Companies. The 2008 guidelines for Micro Credit 

Companies issued by CBRC in conjunction with PBC marked their official acceptance as 

                                                            
73 Berger A.N. and Udell G.F. (1995), “Relationship lending and lines of credit in small firm finance”,   
Journal of Business, Vol. 68, pp351–382. 
74 Cassar, G., & Holmes, S. (2003), “Capital structure and financing of SMEs: Australian evidence”, 
Accounting and Finance Vol. 43 
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non-deposit-taking companies. Micro Credit Companies were to be supervised by the 

provinces’ financial offices. While Micro Credit Company lending is technically legal, 

regulatory support has not been unambiguous. CBRC is concerned about Micro Credit 

Companies illegally taking deposits. 

 

5.3 Facilitating & Limiting Factors for the growth of Chemical, Pharma 
& Textile  SMEs  in India 

 

5 3.1  Facilitating & Limiting Factors for the growth of Chemical  SMEs in India 
 

The major challenges faced by Chemical Industries in India are quest for feedstock and 

knowledge management. Traditionally naphtha-based crackers have been providing 

feedstock to the industry. Today, they are being replaced by new gas-based crackers. India 

and China will pose a stiff competition to the Middle  East due to the vibrant exports and 

large unexplored reserves of oil and gas. Indian government is acting as a facilitator by 

setting up LNG terminals and acquiring equity interests in overseas proven oil reserves. 

This will fuel rapid growth in chemical industry. The government is also engaged in the 

formulation of a National Policy on Pharmaceuticals and mega-industrial chemical estates. 

 

5 3.2  Facilitating & Limiting Factors for the growth of Pharma SMEs in India 
 

India's traditional lucrative export markets are becoming a little less secure, for a number 

of reasons. Generic prices have not been rising in the U.S   Also; new competitive threats 

have arrived, such as authorized generics produced by major drug producers, new mid-

sized players, Chinese and Eastern Europe manufacturers, and fully integrated generics 

firms, which are less reliant on Indian “back-end” businesses. India's new patents regime 

is already producing changes in terms of greater commitment to discovery research within 

the industry, although a major shift for Indian firms away from reverse engineering will 

not be seen for three to four years.  Rising levels of respondents and incomes, plus the 

arrival of new products, will continue to grow the domestic market. 

 

5 3.3  Facilitating & Limiting Factors for the growth of Textile SMEs in India 
 

The recent global slowdown has however impacted the prospects of this sector. price of 

the cloth was fixed by the Government below the cost of production. Similarly under the 
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yarn distribution scheme of 1972, the Government made it obligatory on all mills to 

supply 50 per cent of the production of yarn to the decentralised sector at reduced rates. 

The high import duty on imported cotton, upward revision of the price of the indigenous 

cotton and heavy excise duty on cotton cloths are other detrimental factors. Another prob-

lem of the mill sector is related to the production of controlled cloths wherein mills are 

incurring huge loss. The cotton textile industry of the country is thus facing both short-

term and long-term problems. Short term problem like problems of high prices, shortage 

of raw materials, liquidity problems due to poor sales and accumulation of huge stocks due 

to poor demand in the market. The long term problems of the industry include the slow 

pace of modernisation, outdated technology resulting into low productivity, high cost of 

production, low profitability and increasing sickness of mills.  Initially, US & Europe 

textile business moved to China, India, Bangladesh, Pakistan, Sri Lanka & other Asian 

Countries, so much so that Bangladesh even overtook India in terms of exports due to the 

special status. The focus further moved to African countries and now Burma is becoming a 

hot spot for textile processing, as textile business is not so sustainable in many of these 

countries. There are no more advantages of cheap labour and other resources, like power 

& water, which are almost becoming on par with US & Europe. The strict regulations on 

pollution norms, child labour, etc are now observed in many countries, including India as 

major challenges. 

 

5.4 Facilitating & Limiting Factors for the growth of Chemical, Pharma 
& Textile SMEs in China  

 

5.4.1  Facilitating & Limiting Factors for the growth of Chemical SMEs in China 
 

Strengthening environmentally sound management of chemicals,  The Chinese 

government has been very active in promoting legislation on the environmental 

management of chemicals and strictly implementing the environmental management 

registration of new chemical substances and imported and exported toxic chemicals. China 

has revised a series of administrative regulations, e.g. “the Measures on Environmental 

Management of New Chemical Substances”, and “the Catalog of Toxic Chemicals Strictly 

Restricted from Import and Export”, strengthened environmentally sound management of 
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chemicals, and conducted a survey of pollution sources with a focus on persistent organic 

pollutants and mercury.75 

 

Number of  changes and challenges that are reshaping the global chemical industry, 

opening the door for China to become an industry leader. To speed up their own 

development, Chinese chemical companies can leverage the best practices of Western 

companies—adopting some, and adapting others to their local needs. This is particularly 

important today, as the Chinese industry seeks to meet market demands for new chemicals 

while, at the same time, managing cost pressures from soaring wages and commodity price 

inflation. Opportunities abound, and Chinese companies are well positioned to capture 

them by accelerating their development cycle and preparing for tougher competition with 

Western players. 

 

In spite of the foregoing efforts of the state, there are still some constraints in the 

government service system, which affect the SME operations. In recent years, some 

positive steps have been taken to improve the delivery of government services to SMEs. 

Admittedly, however, businesses do not just expect support and advice from the 

government. The former also want the latter to complement the private sector by filling 

gaps in supply and addressing market failures. For instance, problems of duplication and 

inconsistency in the quality and sources of services remain. Access to public funds is also 

difficult in terms of time and cost. At present, government services include advice, grants, 

skills and training and specific support for manufacturers, such as the manufacturing 

advisory service. By providing these services, government hopes to make the target 

enterprises more competitive.76 

 

Businesses also report difficulty in accessing public funds, both in terms of time and cost. 

While there are signs of improvement in some services, there are still government 

agencies whose approach to business is poor. Much more work is required for government 

services to be become efficient and accessible to all enterprises considered coherent, 

accessible and of a high quality. 

                                                            
75  China Banking Regulatory Commission (CBRC) (2006), Strengthening Regulations, Improving City 
Commercial Bank’s Reform and Development 
76 Chen, J. (2006), “Development of Chinese Small and Medium-sized enterprises”, Journal of Small 
Business and Enterprise Development, Vol.13 
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Business sector feedback on government services for SMEs is by and large poor. For 

instance, where state services in the areas of preferential policy, finance guarantee service, 

tax burden alleviation, market condition management, and public service are concerned, 

nearly all Respondents to the survey (on which the data presented were based) said they 

were “too general“ and that there were still many obstacles and constraints to the SMEs’ 

pursuit of their business goals. One common cause of complaints is the lack of assistance 

catering to their different needs, these shows that government should provide small and 

medium enterprises with services that suited to SMEs needs. 

 

Notwithstanding the foregoing efforts of the state, there are still some constraints in the 

government service system, which affect the SME operations. In recent years, some 

positive steps have been taken to improve the delivery of government services to SMEs. 

Admittedly, however, businesses do not just expect support and advice from the 

government. The former also want the latter to complement the private sector by filling 

gaps in supply and addressing market failures. For instance, problems of duplication and 

inconsistency in the quality and sources of services remain. Access to public funds is also 

difficult in terms of time and cost. At present, government services include advice, 

grants,  skills  and  training  and  specific  support  for  manufacturers,  such  as  the 

manufacturing advisory service. By providing these services, government hopes to make 

the target enterprises more competitive. 

 

In China, SME clusters have been formed in developed coastal areas. Each cluster 

consisting of one or more towns concentrates on one product. By obtaining economies of 

scale and scope, SMEs in the clusters can enhance efficiency and reduce costs. Field  

surveys were undertaken in the Guanlin cable cluster, Shengze textile cluster and 

Hengshan sewing machine cluster. In these clusters, cooperation among SMEs for 

procurement and marketing is found common. Division of labour among SMEs is also is 

observed in these clusters.  

 

Develop market (both supply and demand)for business development services; improve the 

legal environment of business development services, with the focus on the management of 

service quality. Encourage associations to have business development services; implement 

actively SME support programs; participate in the policy making process of SME support 
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policies and support programs in order to strengthen the supporting role of these 

associations and to make them really become the legal representative for SMEs’ interests;  

Improve the effectiveness in coordinating SME development support activities, enhance 

the role played by the SME Promotion Council; enhancing capacity at the local level in the 

management, promotion and development of SMEs.77 

 

China’s chemical industry is heading towards a new level of maturity by pursuing self-

sufficiency and sustainability. The ‘12th Five-Year Petroleum and Chemical Industry 

Development Guide’, released by the China Petroleum and Chemical Industry Association 

in 2012, requires Chinese enterprises to choose a new path of industrialisation, create 

‘national champions’ and work towards sustainability. 

 

Five year plans continue to play a crucial role in China, serving as ‘business plans’ for the 

government and industry to follow. As such, the 12th Five-Year Plan (2011-2015) remains 

a sound point of reference for predicting future trends in the chemical industry. Policy-

makers have demarcated seven strategic emerging industries, four of which are related to 

the chemical sector. The emphasis on new energy, new materials, new energy automotive 

and energy-saving has triggered what amounts to a race among Chinese chemical 

companies to power ahead in the higher grade chemical segments and evolve aggressive 

acquisition strategies towards this end.78  Earlier, medium-to-large Chinese companies 

were mostly engaged in the bulk chemicals side of the business, while a relatively small 

number of foreign multinational corporations dominated the niche market in specialty and 

high-end chemical segments.  

 

Since chemical manufacturers have high fixed costs and produce commoditised products, 

it was difficult for them to differentiate and expand their portfolios. As a result, each 

player developed dominance over their respective segments and the markets of local and 

global corporations seldom overlapped. All this is now changing. Chinese companies are 

relentlessly expanding their product portfolios and seeking new world markets, a startling 

development that may change the global chemical landscape forever. 

 

                                                            
77 Gregory, B.T., Rutherford, M.W., Oswald, S. and Gardiner, L. (2005), “An empirical investigation of  the  
growth  cycle  theory  of  small  firm  financing”,  Journal of Small Business Management, Vol. 43, No. 4 
78 Fu Zhuo.China’s SMEs financial management model [D].Xiamen University, 2001 
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Most significantly, the 12th Five-Year Plan seeks to create ‘national champions’ to 

increase China’s self-sufficiency in chemicals and establish an environment that promotes 

sustainability. In other words, domestic manufacturing companies are being encouraged to 

enhance their value chains and compete internationally.  

 

For chemicals, the starting point for self-sufficiency is the growth of segments like 

specialty and fine chemicals. There are several sectors in which China is a net importer 

and has set a goal of 80 percent self-sufficiency by 2015. In new chemical materials, the 

goal is to increase self-sufficiency  from 56 percent in 2009 to 76 percent by 2015. The 

fine chemical segment is also undergoing structural adjustment and product innovation — 

the value of China’s fine chemical production is expected to reach RMB 1.6 trillion by 

2015, more than double the amount in 2008.79  

 

Although China is the biggest producer of chemicals, it still suffers from a deficit between 

total chemical demand and its supply. As of now, demand for chemicals used in plastics 

far outpaces local capacity and this deficit is expected to remain until 2020, which is a 

cause of considerable concern for the government.  

 

Domestic chemical companies are now expected to rise to the challenge by adapting to a 

new round of upgrades and reforms. They are expected to be world class enterprises and to 

employ a variety of strategies to gain greater access to Western technology and processes. 

With this target in mind, SOEs, as well as private companies, are enhancing their product 

portfolios, seeking breakthroughs by means of innovation, and working on proactive 

strategies in order to pursue business opportunities wherever they become available.  

 

Another vital component of the 12th Five-Year Plan is the government’s determination to 

balance the geographic spread of its industries and shift economic activity to the inland 

areas of central and western China. The petrochemical and chemical industries have 

played an important role in changing this balance.  

 

                                                            
79  Jensen, M. and Meckling, W. (1976), “Theory of the firm: managerial behaviour, agency costs and 
ownership structure”, Journal of Financial Economics, Vol. 3, pp305–360 
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While the industrial East still remains the nerve centre of activity, growth in the central 

and western regions has accelerated greatly. The Inner Mongolia Autonomous Region 

now has 12 major petrochemical and chemical enterprises, while Xinjiang Uygur 

Autonomous Region and Ningxia Hui Autonomous Region have built seven and four 

major chemical bases, respectively, over the last 10 years.46 Interestingly, enterprises 

operating in western regions such as Qinghai and Xinjiang have enjoyed the highest profit 

margins in the industry in the last few years. 

 

5.4.2  Facilitating & Limiting Factors for the growth of Pharma SMEs in China 
 

Competition and rivalry among foreign firms and Chinese companies is going to be 

strongly affected by the changing landscape in proprietary technology. At the moment, 

foreigners hold the monopoly in many proprietary technologies. 

 

Due to the rapid development of the Chinese pharmaceutical  market, both local and 

multinational pharmaceutical enterprises have made efforts to expand their presence in the 

market, which has lead to increasingly fierce competition. Pharmaceuticals 

(pharmaceutical companies) in China are facing challenges are – (a) Diversified 

procurement models in different  regions magnify the complexities of sales and market 

access, (b) Increased challenges to growth: Steep competition and higher  regulations on 

drug manufacturing and management make it  more difficult to increase market share. © 

Downward pressure on pricing: Pressures on retail pricing and reforms to procurement 

processes will result in margin erosion (d) Development of new markets: The healthcare 

reform will lead to new opportunities in rural markets, including growth in TCM 

opportunities.80 

 

5.4.3  Facilitating & Limiting Factors for the growth of Textile SMEs in China 
 

In global economy the key point in keeping the national competitiveness is to hold the 

leading position of the Global Value Chain (GVC). The core links of Global Apparel 

Commodity Chain (GACC) are occupied by several large magnet retailer chains, brand 

tycoon and MNEs which holding the core industrial technology. So on the global scale 

                                                            
80 Kimki, A. (1997), “Intergenerational Succession in Small Family Businesses: Borrowing Constraints and 
Optimal Timing of Succession”, Small Business Economics, Vol.  9 
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even if all trade barriers would be moved in the long run, the enterprises from developing 

countries are not able to enter the global market without casting the great effort in 

improving its position within the GVC. The leading enterprises are controlling the 

enterprises within the GACC by use of their capabilities in making R&D, designing, 

branding and market accessing. On the contrary, the enterprises which have been 

controlled by them are normally within the stream of high competing and low value 

adding process. So upgrading the positions of the enterprises and the industrial clusters in 

GVC should be raised to one of the most important issues. Optimising the conditions of 

the textile clusters. Since globalisation, small-medium-enterprises (SMEs) are difficult to 

achieve advantages in global competition, so that it becomes increasingly important for the 

SMEs to build partnership in regional scale. The practice experience of China has 

demonstrated industrial clustering is a feasible strategy. Previously, it has been mentioned 

that there are still many existing disadvantages of the Chinese textile industrial clusters. In 

addition, the challenges they face are aggravating since globalisation. So optimising the 

conditions of the current clusters should be raised to another important issue. 

Strengthening the innovation capabilities and establishing innovation system. China’s 

traditional industrial clusters are generally constructed by SMEs, which are heavily 

lacking of the innovation ability and the establishment of innovation system. The core 

technology lacking is the main reason for many developing countries that can only gain 

the least profits. Due to a period of time that China has heavily importing but superficially 

assimilating the foreign technology, which has resulted in technology importing are 

becoming a continuous process and ultimately China are increasingly dependent on 

foreign technology with index that shows of over 50%, however, all developed countries 

are less than 30%, and the U.S and Japan are now two least foreign technology dependent 

countries with the rate of less than 5%. If China is not going to pay increasing attention to 

the situation above, the Chinese division of labour in the GVC will be lock-in to the low 

technology involvement and the low value adding processes in a long term perspective. 

So, obviously, to strengthen the national innovation capabilities both in the national and in 

the regional level are significantly important, but, to start with, it has to be implementing 

in the firm level.81   

 

                                                            
81 Kanamori,T.(2004) Fiscal Reforming the People’s Republic of China-Current Issues and Future Agenda. 
Research Paper55,Asian Development Bank Institute 
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The prominent problems and risks facing the operation of textile industry mainly lie in 

three aspects. First, the export pressure is yet to be eased fully. Although in the first two 

months of Q1, the industry welcomed the notable rally in exports, the growth was mainly 

related to non-demand factors such as low base numbers last year and massive pre-festival 

deliveries. On the other hand, the data concerning international macro economy and 

overseas market consumption have been read no significant recoveries, meaning that 

China’s textile industry doesn’t possess the external conditions for persistently high 

growth of exports.  Second, the cotton issue is still highlighted. As the oversupply 

situation in the international cotton market remains in place, international cotton prices 

lack the momentum to bounce back, while domestic cotton prices in China continue to 

stay at high levels supported by the state purchase and reserve for cotton, which leads to a 

price gap of approximate 4,500 yuan/ton. Coupled with the influence from high ex-

warehouse prices, long period for stock removal and instable quality of reserved cotton, 

cotton textile enterprises are still struggling with heavy development pressure. Third, the 

survival of vast micro- and small-sized enterprises still needs attention. According to a 

survey, currently micro- and small-sized textile enterprises are faced with obvious 

difficulty in development, with the rate of operation and worker return much lower than 

that of large-sized ones. As a result, it is a key task for textile industry to ensure the stable 

business of micro- and small-sized enterprises in the process of structural adjustment and 

transformation, in order to avoid the massive bankruptcy and the possible influence on 

social stability.  
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6.0 Analysis and Interpretation of Data 
 

In this chapter the analysis of growth of SME Units, Production of SME Units, 

Employment generated by SMEs & Export of SMEs of selected sectors namely Chemical, 

Pharmaceutical Sector and Textile sector in India and China for the period of 1990-91 to 

2013-14 have been made.  In the second part of the study comparative analysis of growth 

of SMEs in India as well as China has been made.  In the third part of this chapter, the 

detailed analysis of facilitating and limiting factors for growth and development of SMEs 

have been made.  The hypothesis have been tested at the end of the chapter.  

 

6.1  Analysis of Growth of SMEs under Chemical  Sector in India 
 

Table No. 6.1 reveals that the number of Chemical SME units, their production, 

employment generation and export in India have been increased significantly during the 

years from 1990-91 to 2013-14.   
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TABLE: 6.1 
 

Growth of SME Units, Production, Employment & Export of Chemical SMEs in 
India 

 

 
Year 

Unit Production Employment Export 

in 
Number 

Growth 
YoY  % 

Value in 
Million 
USD 

Growth 
YoY 
% 

In 
Number 

Growth 
YoY 
% 

Value  
(million 
USD) 

Growth 
YoY 
% 

1990-91 9790 13677 107490 1728 
1991-92 10060 2.76 15177 10.97 109800 2.15 1869 8.15 
1992-93 10251 1.90 17477 15.15 112452 2.42 1786 0.01 
1993-94 10549 2.91 19277 10.30 114792 2.08 1877 5.10 
1994-95 10760 2.00 22177 15.04 120420 4.90 2067 10.10 
1995-96 11084 3.01 24534 10.63 125379 4.12 2397 15.98 
1996-97 11621 4.84 27065 10.32 129258 3.09 2713 13.17 
1997-98 12171 4.73 30176 11.49 132948 2.85 3096 14.14 
1998-99 12436 2.18 33205 10.04 138165 3.92 3609 16.56 
1999-2000 12715 2.24 36498 9.92 146730 6.20 4207 16.55 
2000-01 13410 5.47 40179 10.09 152619 4.01 4886 16.15 
2001-02 13821 3.06 43896 9.25 158790 4.04 5652 15.68 
2002-03 15149 9.61 48445 10.36 165960 4.52 6455 14.22 
2003-04 16505 8.95 54958 13.44 173220 4.37 7446 15.35 
2004-05 18059 9.42 62081 12.96 180780 4.36 8844 18.77 
2005-06 19842 9.87 69756 12.36 186870 3.37 10370 17.25 
2006-07 36167 82.3 94449 35.40 271569 45.33 12335 18.96 
2007-08 37298 3.13 104639 10.79 282600 4.06 14194 15.07 
2008-09 39170 5.02 114338 9.27 294600 4.25 16708 17.71 
2009-10 41080 4.88 124218 8.64 306537 4.05 18909 13.17 
2010-11 42073 2.42 135980 9.47 315045 2.78 21271 12.49 
2011-12 43066 2.36 148030 8.86 321540 2.06 24105 13.32 
2012-13 44756 3.92 159531 7.77 327456 1.84 26930 11.72 
2013-14 45093 0.75 170012 6.57 332874 1.65 30754 14.20 
Total Growth  from 
1991 to 2014 361  1143  210  1680 

(Source: Author’s calculations based on (1) Directorate General of Commercial Intelligence and Statistics - 
DGCIS, Kolkata) &  (2)http://www.infodriveindia.com/india-exports-trade-data.aspx, 3) Annual Report 
2001 to 2014, Department of Chemical and Petrochemicals  (last accessed on 12.1.2015) 

 

 

 

 



173 
 

FIGURE 6.1 

 
(Source: Author’s calculations based on (1) Directorate General of Commercial Intelligence and Statistics - 
DGCIS, Kolkata) &  (2)http://www.infodriveindia.com/india-exports-trade-data.aspx, Directorate General of 
Commercial Intelligence and Statistics - DGCIS, Kolkata) &  (3) Annual Report 2001 to 2014, Department 
of Chemical and Petrochemicals (last accessed on 12.1.2015) 
 

FIGURE 6.2 
 

 
(Source: Author’s calculations based on (1) Directorate General of Commercial Intelligence and Statistics - 
DGCIS, Kolkata) &  (2)http://www.infodriveindia.com/india-exports-trade-data.aspx, Directorate General of 
Commercial Intelligence and Statistics - DGCIS, Kolkata) &  (3) Annual Report 2001 to 2014, Department 
of Chemical and Petrochemicals (last accessed on 12.1.2015) 
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6.1.1      Analysis of growth of SME Units in Chemical sector in India  
 

The analysis in table No. 6.1, Figure No. 6.1 and 6.2 reveal that the number of SME units 

in chemical sector in India were merely 9790 in the year 1990-91, which have been 

increased significantly by 361% and reached up to 45093 in the year 2013-14.  The 

Compound Annual Growth Rate (CAGR) for Chemical SME Units in India during the last 

24 years was 6.87%.  The micro analysis of growth indicates that the CAGR of Chemical 

SME units during the decade starting from 1990-91 to 1999-2000 stood at 2.95%.  The 

major reasons for the low growth rate of SME units in chemical sector were due to  

various statutory regulations as well as stringent rules for obtaining license, permission, no 

objection certificate for environment clearance etc. to establish the chemical industry. The 

other stumbling blocks were lack of availability of funds and high rate of interest on loans.  

But after the liberalization of Indian Economy, the government policies were little 

liberalized and norms for industrial sectors were relaxed from 2001 onwards to give boost 

to the industrial development.  Consequently, it was found that several new SMEs have 

come up from the year 2001 onwards.  The study shows that the CAGR of SME unit in 

chemical sector increased somewhat 13.25% during the period of 2000-01 to 2009-2010.  

 

It is significant to note that, the Government of India had enacted a new act titled “Micro, 

Small and Medium Scale Enterprise Development Act (MSMED Act) 2006”  with 

incorporation of various supporting policy measures and practices to promote the small 

and medium scale industry.  Under the MSMED Act 2006, the earlier, rather limited, 

concept of ‘Industries’ has been widened to that of ‘Enterprises’. Enterprises have been 

classified broadly into two categories, namely enterprises engaged in the 

manufacture/production of goods pertaining to any industry; & enterprises engaged in 

providing/rendering of services. MSME have been defined in terms of investment in plant 

and machinery/equipment upto 25 lakh investment as Micro Enterprises and  from Rs. 25 

lakh to 5 Crores as Small Enterprise and the industry having an investment in plant and 

machinery/ equipment  from Rs. 5 Crores to Rs. 10 Crores as Medium Scale Enterprise.    

This policy have given major boost to the small industrial sector i.e. SMEs from the year 

2006-07 onwards.   Along with other supportive policies measure and simplification of 

procedures several small and tiny industries working in Chemical sector have been 

converted as MSMEs.   For this reason it is found that the MSMEs in chemical sector have 
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grown by 82.3% in the year 2006-07. The average growth rate of number of MSME units 

came down immediately from the year 2007-08, which shows that very few or minimum 

number of industries have been classified as MSMEs after 2007-08.  The growths of 

MSME Units have shown declining trend and the CAGR for MSME units under chemical 

sector were only 2.03% during the period from 2010-2011 to 2013-2014.  The slow pace 

of growth in new MSMEs in chemical sector was due to lack of funds, high rate of 

interest, high cost of energy and high cost of production in compare to China and also lack 

of incentives to start new industry in chemical sector.   

 

6.1.2      Analysis of growth of Production by SME Units in Chemical Sector in India 
  

Table No. 6.1 also reveals that production in chemical industries in SME sector in India 

increased by 11 times during the last 24 years.  The production of chemical industries in 

SME sector was valued at 13677 million USD which has been increased up to 170012 

million USD.   It is noteworthy to mention that, the number of SME units have been 

increased by four times, where as production has been increased by 11 times, which 

indicates that the production capacity as well as productivity of SME units have been 

increased.  The reason of more growth in production by Indian chemical SMEs were due 

to increase in capacity utilization, expansion of plants and use of modern technology.   The 

study reveals that, even though the growth rate of SME units was more than 82% in the 

year 2006-07, but as against this the production of chemical SMES have been grown by 

35% only, which explicates that the small and micro industries which have been converted 

in to SMEs in 2006-07 were having very small production capacity. 

 

The study also reveals that the production in chemical SMEs has increased by 11% to 15% 

during the period from 1990-91 to 2005-06, till the new MSMED Act 2006, enacted to 

support SME sector. Also many chemical products were banned in Western countries like 

Europe & USA, looking to the high demand of  such products in such countries, SMEs in 

chemical sector in India started huge quantity.    The average annual growth rate (CAGR) 

was 11.58% during the last 24years, which was almost double than the CAGR of number 

of SME unit in this sector. 
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6.1.3      Analysis of growth of Employment by SME Units in Chemical Sector in   
   India 
 

The analysis in table No. 6.1 reveals that SMEs under chemical sector in India have 

created a large number of employments.  As per the analysis, it is found that the Indian 

SMEs under chemical sector have provided direct employment to 332874 people still 

2013-14 which was merely 107490 at the end of year 1990-91, registering the CAGR of 

5.4%.The growth rate (CAGR) of employment by Indian SMEs under chemical sector 

shown increasing trend and it was 3.52% per annum over the period from 1990-91 to 

1999-2000.  The study also reveals that the second decade of study period i.e. 2000-01 to 

2009-10 was far better than earlier decade.  In this decade the CAGR of Indian SMEs 

under chemical sector was between 4 to 5% except in the year 2006-07.  The CAGR of 

employment generation by Indian SMEs under chemical sector during the period of 2000-

01 to 2009-10 was 8.06%.  The year 2006-07 was exceptional for SME sector in India and 

like other growth indicators; the growth rate of employment creation by Indian chemical 

SMEs was highest at 45% due to swift increase in SME units in 2006-07.   It is interesting 

to find from the study that, each Indian SME under chemical sector in India on an average 

had been providing employment to around 11 persons, but the stiff growth in SMEs, after 

2006-07, the employment generation per Indian SMEs under chemical sector has reduced 

by 40% which is alarming for SME sector. The reason for lowering the growth rate in 

employment generation per unit in Indian SMEs under chemical sector was, conversion of 

smaller industries having less number of employees into SMEs.   Another reason for 

lowering growth rate in employment generation was adoption of latest technology and 

automation by the Indian SMEs under chemical sector, resulted into reduction of direct 

employment.  Keeping aside the year 2006-07, the growth rate of employment generation 

by SMEs under chemical sector was normal and it stood between 3 to 5 percent during the 

study period.  It is interesting to know that the growth rate of employment generation by 

Indian SMEs under chemical sector has been reduced drastically during the year 2010-11 

to 2013-14  and  it was merely 1.85% during this period. 

 

6.1.4      Analysis of growth of Exports by SME Units in Chemical sector in India  
 

Table no.6.1 indicates that the chemical SMEs in India are exporting their products in 

sizable quantity.  Exports of Indian chemical SMEs was 1728 million USD in 1991 which 

has been increased by around 17 times during the last 24 years and reached up to 30754 
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million USD. The average export per SME in chemical sector in India was 0.18 Million 

US Dollar in 1990-91, which has been significantly increased up to 0.68 million USD per 

SME at the end of year 2014. 

 

The growth rate of export was 13.33% during the study period.  It is interesting to note 

that during the last 24 years export of chemicals by SMEs from India is consistently 

maintaining the growth rate between 13% to 15%.  It is significant to note that even as per 

the new government policy introduced in the year 2006-07 around 16325 new SMEs were 

added but the growth of export was almost consistent, which means that there is no impact 

of conversion of several small and micro units into SMEs on exports of chemicals 

products from India.  Despite of increase in the production as well as exports at absolute 

term, the ratio of exports to production of chemical SME in India constantly remained 

between 15 to 20 percent during the entire period of study.   Even after increase in the 

huge number of SME units in the year in 2006-07 the growth in the exports as well as 

export per SME could not increase meaningfully because most of the products 

manufactured by SMEs used domestically. 

 

6.2      Analysis of growth of SMEs in Pharmaceutical sector in India  
 

The analysis in Table 6.2 related to growth in number of Pharmaceutical SME units, 

production, employment and export revealed that all the parameters shown significant 

progress during the period from 1990-91 to 2013-14.    
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TABLE: 6. 2 
 

Growth of Units, Production, Employment & Exports of SMEs under 
Pharmaceutical Sector in India 

 

Year 

Unit Production Employment  Export 

 
Number Growth

Value  
(million 
USD) Growth  Number Growth 

 Value 
(million 
USD)  Growth 

1990-91 2205   2611.4   23745   445.91  
1991-92 2260 2.49 2510.6 -3.86 24900 4.86 597.99 34.11
1992-93 2276 0.71 2760.6 9.96 26226 5.33 502.79 -15.92
1993-94 2315 1.71 2617.8 -5.17 27396 4.46 640.74 27.44
1994-95 2390 3.24 3010.5 15.00 28710 4.80 774.59 20.89
1995-96 2442 2.18 3810.7 26.58 29690 3.41 962.18 24.22
1996-97 2497 2.25 4286.8 12.49 30879 4.00 1195.8 24.28
1997-98 2586 3.56 4677.4 9.11 31974 3.55 1313.4 9.83
1998-99 2668 3.17 4560.0 -2.51 33083 3.47 1452.9 10.62
1999-00 2758 3.37 5086.4 11.54 34365 3.88 1608.8 10.73
2000-01 2955 7.14 5655.2 11.18 35910 4.50 1855.7 15.35
2001-02 3061 3.59 5761.7 1.88 37395 4.14 2006 8.10
2002-03 3175 3.72 6317.2 9.64 39030 4.37 2753.5 37.27
2003-04 3330 4.88 7665.3 21.34 40710 4.30 3356.8 21.91
2004-05 3498 5.05 9295.5 21.27 42390 4.13 3906.8 16.38
2005-06 3771 7.80 10390.2 11.78 45435 7.18 4685.5 19.93
2006-07 6084 61.34 11922.3 14.75 90785 99.81 5787.2 23.51
2007-08 6899 13.40 15734.6 31.98 96300 6.07 6746.5 16.58
2008-09 7285 5.60 17567.6 11.65 112126 16.43 8225.8 21.93
2009-10 7640 4.87 21230.0 20.85 128269 14.40 9284.1 12.87
2010-11 8037 5.20 25666.0 20.89 134773 5.07 10189 9.74
2011-12 8383 4.31 29515.8 15.00 141770 5.19 7637.7 -25.04
2012-13 8678 3.52 35419.2 20.00 149228 5.26 9682.3 26.77
2013-14 9132 5.23 41794.4 18.00 164150 10.00 10906 12.64

Total Growth 
from 1991-2014 314   1500   591   2346 

 
(Source: Author’s calculations based on (1) Directorate General of Commercial Intelligence and Statistics - 
DGCIS, Kolkata) &  (2)http://www.infodriveindia.com/india-exports-trade-data.aspx, Directorate General of 
Commercial Intelligence and Statistics - DGCIS, Kolkata) &  (3) Annual Report 2001 to 2014, Department 
of Chemical and Petrochemicals (last accessed on 12.1.2015)
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were relaxed which were favourable to growth of Industries.  Consequently, it was found 

that several new SMEs have come up from the year 2001 onwards.  The study shows that 

the CAGR of SME unit in pharma sector increased up to 11.13% during the period of 

2000-01 to 2009-2010.   

 

As Indian Government enacted a new act titled “Micro, Small and Medium Scale 

Enterprise Development Act (MSMED Act) 2006” which MSME have been defined in 

terms of investment in plant and machinery/equipment upto 25 lakh investment as Micro 

Enterprises and  from Rs 25 lakh to 5 Crores as Small Enterprise and the industry having 

an investment in plant and machinery/equipment  from Rs. 5 Crores to Rs 10 Crores as 

Medium Scale Enterprise.  This policy helped several existing small industries to classify 

them as SMEs.   As a part of policy measures the government has simplified the 

procedures of establishment of small industries in pharma sector.   For this reason it is 

found that the SMEs in pharma sector have grown by 61.34% in 2006-07. The average 

growth rate of number of SME units came down immediately at normal growth rate of 5 to 

7 percent from the year 2007-08, which shows that very less or minimum number of 

industries have been classified as SMEs after 2007-08.  The growth of SME Units has 

shown declining trend and the CAGR for SME units were only 4.35% during the period 

from 2010-2011 to 2013-2014.  The slow pace of growth in new SMEs in pharma sector 

was due to requirement of huge funds, high rate of interest, and high cost of production in 

compare to China and also lack of incentives by government to start new industry in 

pharma sector.   

 

6.2.2      Analysis of growth of Production by SMEs units in Pharma sector in India  
 

The study of table no. 6.2 and 6.3 also reveals that production in pharmaceutical industries 

under SME sector in India increased from 2611 million USD to 41794 million USD by 15 

times at the CAGR of 12.25% during the last 24 years.  The production of pharmaceutical 

industries under SME sector was valued at 2611 Million USD which has been increased 

up to 41794 million USD.   It is noteworthy to mention that,  the SME units of 

pharmaceutical sector have been increased by  four times, where as production of SME 

units of pharmaceutical sector has been increased by 15 times, which indicates that the 

production capacity as well as productivity of pharmaceutical SMEs have been increased.  

The reason for more growth in production by SME units of pharmaceutical sector were 
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due to increase in capacity utilization, expansion of plants and use of modern technology.   

The study shows that, even though the growth of SME units was more than 61.34% in the 

year 2006-07, but as against this the production of  Pharma SMES have been grown by 

31.98% only, which explicates that the more number of small and micro industries which 

have been converted in to SMEs in 2006-07 were having very smaller amount of 

production capacity. 

 

The study also reveals that the production in SME units of pharmaceutical sector has 

increased ranging between 3 to 5% during the period from 1990-91 to 2005-06, till the 

new MSMED Act 2006, enacted to support SME sector.  The average annual growth rate 

(CAGR) of SME production  was 12.25% during the last 24years, which was almost 

double than the CAGR of number of SME units in this sector.  

 

It is significant to note that even as per the industrial policy of 2006-07 more than 2300 

new small industries were added in to SME fold but the growth trend of export was almost 

similar, which means that there is no impact of conversion of small and micro units to 

SMEs on export of pharma products from India.   The following table reveals the growth 

rate of Pharma SMEs in India. 

 

6.2.3      Analysis of growth of Employment by SME units in Pharma sector in India  
 

The analysis in table No. 6.2  and Figure No 6.3 reveal that SME units of pharmaceutical 

sector in India have created  a noteworthy number of employment.  As per the analysis, it 

is came to know that the Indian SME units of pharmaceutical sector have provided direct 

employment to  164150 people  till the year 2013-14 which was merely 23745 people  in 

the year 1990-91,  registering the CAGR of 8.39%.    The growth rate (CAGR) of 

employment by Indian SMEs under pharma sector shown increasing trend and it was 

4.14% per annum over the period from 1990-91 to 1999-2000.  The study also reveals that 

the second decade of study period i.e. 2000-01 to 2009-10 was far better than earlier 

decade.  In this decade the CAGR of Indian SMEs under pharma sector was between 3 to 

5% except in the year 2006-07.  The CAGR of employment generation by   Indian SMEs 

in pharma sector during the period of 2000-01 to 2009-10 was 15.20%.  The year 2006-07 

was exceptional for SME sector in India and alike other growth indicators,  the growth rate 

of employment creation by Indian pharma SMEs was uppermost at 99.81 due to swift 
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increase in SME units in 2006-07.   It is interesting to find from the study that, each Indian 

SME in pharma  sector in India on an average had been providing employment to 11 

persons to 12 persons till 2006-07,  but after the stiff growth in SMEs, after 2006-07, the 

CAGR of employment generation reduced drastically.  But it is noteworthy to note that, 

the growth rate of employment generation per unit of Indian SMEs under pharma sector  

have increased significantly up to 18 persons, which support the government policy of 

growth which creates employment.  The reason for increasing the growth rate in 

employment generation per unit in Indian SMEs under pharma sector was traditional and 

using indigenous technology lead by labor orientation.  Though the SMEs have increased 

their capacity, they have increased employment in proportion as Pharma industries are 

labour intensive industries.   

 

6.2.4      Analysis of growth of Export by SME units in Pharma sector in India  
 

Table no.6.2 and Figure no.6.3 reveal that the SME units of pharmaceutical sector in India 

are far ahead in the export of phama products.   Export of SME units of pharmaceutical 

sector was 445.91 million USD in 1991 which has been increased by around 24 times 

during the last 24 years and reached upto 10906 million USD. The average export per 

SME in pharma sector was merely 0.20 Million US Dollar in 1990-91, which has been 

significantly increased up to six times i.e. up to 1.19 Million USD at the end of the year 

2013-14.  The growth rate of export of pharma SMEs was ranging between 8 to 37% 

during the study period.  

 
6.3      Analysis of growth of SME units in Textile Sector in India  
 

The textile sector and especially the textile SME sector in India have shown significant 

progress during the period 2001 to 2010. The growth in number of SME units, their 

production, employment and export by the textile SMEs in India from the year 1990-91 to 

2013-14 is exhibited in the following table. 
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TABLE: 6.3 
 

Growth in Units, Production, Employment & Export of Textile SMEs in India  
 

Year 

Unit Production Employment Export 

In 
Number 

Growth 
YoY % 

Value 
Million 
USD 

Growth 
YoY %

In 
Number 

Growth 
YoY % 

(Value  
Million 
USD) 

Growth 
YoY % 

1990-91 39007 37093 166236 4342.6 
1991-92 40035 2.64 38117 2.76 177482 6.77 4493.1 3.47 
1992-93 41064 2.57 39118 2.63 184054 3.70 4607.4 2.54 
1993-94 42154 2.65 40119 2.56 191476 4.03 4872.3 5.75 
1994-95 44361 5.24 41120 2.50 204024 6.55 5017.7 2.98 
1995-96 46310 4.39 42121 

 

2.43 220228 7.94 5231.6 4.26 
1996-97 47711 3.03 43127 2.37 227922 3.49 5435.8 3.90 
1997-98 50245 5.31 44022 2.09 247198 8.46 5650.4 3.95 
1998-99 52312 4.11 45123 2.50 261556 5.81 5866.3 3.82 
1999-00 54131 3.48 46323 2.66 280926 7.41 6022.1 2.66 
2000-01 55922 3.31 46896 1.24 302774 7.78 6585.0 9.35 
2001-02 57703 3.18 49098 4.70 331016 9.33 7006.5 6.40 
2002-03 60172 4.28 50333 2.52 352368 6.45 8017.0 14.42 
2003-04 63043 4.77 51390 2.10 378428 7.40 9091.5 13.40 
2004-05 66792 5.95 52462 2.09 403476 6.62 10055.3 10.60 
2005-06 69613 4.22 54991 4.82 571946 41.75 11402.1 13.39 
2006-07 90172 29.53 72126 31.16 595154 4.06 15373.2 34.83 
2007-08 93563 3.76 78289 8.54 623184 4.71 18425.7 19.86 
2008-09 97312 4.01 82276 5.09 642676 3.13 20016.4 8.63 
2009-10 101260 4.06 85198 3.55 663236 3.20 20853.0 4.18 
2010-11 104769 3.47 89096 4.58 685830 3.41 21225.0 1.78 
2011-12 108740 3.79 91999 3.26 709188 3.41 22026.6 3.78 
2012-13 111806 2.82 95929 4.27 723624 2.04 22503.0 2.16 
2013-14 114428 2.35 99822 4.06 743798 2.79 23530.4 4.57 
 
Source: Author’s calculations based on (1) Directorate General of Commercial Intelligence and Statistics - 
DGCIS, Kolkata) & (2)http://www.infodriveindia.com/india-exports-trade-data.aspx 
(3)http://texmin.nic.in/reports/Report_ NCAER_CITI_nmcc_ 20091001.pdf 
(4)http://www.citiindia.com/policy-research/research-papers.html (last accessed on 12.1.2015) 
 
 

 
 



184 
 

FIGURE: 6. 4 
 

CAGR of No of Units, Production, Employment and Export of  Textile sector SMEs 
in India during 1991 to 2014 

 
(Source: Author’s calculations based on (1) Directorate General of Commercial Intelligence and Statistics - 
DGCIS, Kolkata) &  (2)http://www.infodriveindia.com/india-exports-trade-data.aspx, Directorate General of 
Commercial Intelligence and Statistics - DGCIS, Kolkata) &  (3) Annual Report 2001 to 2014, Department 
of Chemical and Petrochemicals (last accessed on 12.1.2015) 
 
6.3.1      Analysis of growth of SMEs units in Textile Sector in India  
 

The analysis of table No. 6.3 and Figure 6.4 reveal that the number of SME units under 

Textile sector in India which were merely 39007 in the year 1990-91 which has been 

increased by three times and reached up to 114428 in the year 2013-14.  The Compound 

Annual Growth Rate (CAGR) for Textile SME Units in India during the last 24 years was 

4.79%.  The micro analysis of growth of textile SMEs in India indicates that the CAGR of 

textile SME sector during the decade starting from 1990-91 to 1999-2000 stood at 3.71%.  

Major reasons for the low growth rate of SME units under textile sector were stringent 

rules of license/permission, environment protection laws etc. to establish the textile 

industry. The other stumbling blocks were lack of availability of funds, high rate of 

interest on loans, high cost of energy and unskilled labours also availability of cheap 
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imported textile fabrics.  But after the liberalization of Indian Economy, the several 

government policies were liberalized and norms were relaxed so as to promote the small 

industries.  The study shows that the CAGR of SME units in textile sector increased up to 

6.82% during the period of 2000-01 to 2009-2010.   

 

As the MSMED Act 2006 came into existence from 2006 and the objective of the same 

was to promote more and more SMEs.  Under this act, MSME have been defined in terms 

of investment in plant and machinery/equipment upto 25 lakh investment as Micro 

Enterprises and  from Rs 25 lakh to 5 Crores as Small Enterprise and the industry having 

an investment in plant and machinery / equipment  from Rs. 5 Crores to Rs 10 Crores as 

Medium Scale Enterprise. This policy have given major boost to the small industrial sector 

i.e. textile SMEs from the year 2006-07 onwards.   Along with other supportive policies 

measure and simplification of procedures several small and tiny industries in textile sector 

have been converted as SMEs.   For this reason it is found that the SMEs in textile sector 

have grown by 29.53% in 2006-07. The average growth rate of number of textile SME 

units drastically declined immediately from the year 2007-08, which shows that very less 

or minimum number of textile industries have been classified as SMEs after 2007-08.  The 

growth of SME Units has shown declining trend and the CAGR for SME units was only 

2.98% during the period from 2010-2011 to 2013-2014.  The slow pace of growth in new 

SMEs in textile sector was due to requirement of huge funds, high rate of interest, high 

cost of production and also lack of incentives to start new industry in textile sector as well 

as cheap import of textile fabrics from China.   

 

6.3.2      Analysis of growth of production of SMEs in Textile Sector in India  
 

Table No. 6.3 and Figure 6.4 reveal that during the last 24 years production in textile 

industries in SME sector in India increased up to three folds.  The production of textile 

industries in SME sector was valued at 37093 Million USD which has been increased up 

to 99822 million USD.   It is noteworthy to mention that, the number of SME units have 

been increased by three times, where as production also increased by three times, which 

indicates that the production capacity as well as productivity of SME units have been 

increased.  The reason of growth in production by Indian textile SMEs were due to the 

increase in capacity utilization level, expansion of plants and use of modern technology.   

The study shows that, even though the growth of SME units was more than 30% in the 
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year 2006-07,  and the production of textile SMEs have also been grown by 31% which 

explicates that the small and micro industries which have been converted in to SMEs in 

2006-07 were having sizable production capacity. The average annual growth rate 

(CAGR) of textile SMEs was 4.40% during the last 24years, which was almost equal to 

CAGR of number of SME unit in this sector.  It is noteworthy to mention that production 

per unit by textile SMEs in India were came down by 10% during the study period, which 

shows that the textile SMEs were not able to increase production capacity and productivity 

as other sectors have done. 

 

6.3.3      Analysis of growth of employment in SMEs in Textile Sector in India  
 

The study of  Table no. 6.3 and Figure No. 6.4 reveal that SMEs under textile sector in 

India have created a huge number of employment.  As per the analysis, it is came to know 

that the Indian SMEs under textile sector have provided direct employment to  743798 

people  till 2013-14 which was merely 166236 in at the end of year 1990-91,  registering 

the CAGR of 6.73%.    The growth rate (CAGR) of employment by Indian SMEs under 

textile sector shown increasing trend and it was 6% per annum over the period from 1990-

91 to 1999-2000.  The study also reveals that the second decade of study period i.e. 2000-

01 to 2009-10 was far better than earlier decade.  The CAGR of employment generation 

by   Indian SMEs under textile sector during the period of 2000-01 to 2005-06 was 

ranging between 6 to 8% and in the year 2006-07 it was amazing. It was exceptional for 

SME sector in India and alike other growth indicators,  the growth rate of employment 

creation by Indian textile SMEs was uppermost at 41.75% due to swift increase in SME 

units in 2006-07.   It is interesting to find from the study that, each Indian SMEs in textile 

sector in India on an average had been providing employment to 6 persons,  but after the 

stiff growth in SMEs, after 2006-07, the employment generation per Indian SMEs under 

textile sector has increased up to 7 persons per SME, which is good sign in support of  

government policy of economic growth through employment growth for SME sector. The 

growth rate of employment generation by SMEs under textile sector during the  study 

period 2010-11 to 2013-14   was very less  and it stood between 2% to 3%.  The reason for 

lowering growth rate in employment generation during the years was due to adoption of 

latest technology by the Indian textile SMEs,  which resulted into reduction of direct 

employment during this particular period. 
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6.3.4      Analysis of growth of Export of SMEs in Textile Sector in India  
 

The analysis of table no.6.3 and Figure 6.4 reveal that the textiles SMEs in India are 

exporting their products in sizable quantity.  Export of Indian textile products by SMEs in 

this sector was 4343 million USD in 1990-91 which has been increased by around six 

times during the last 24 years. The average export per SME in textile sector was 0.11 

Million US Dollar in 1990-91, which has been significantly increased by 0.21million USD 

up to 2013-14. 

 

The growth rate of export was 7.62% during the study period.  It is interesting to note that 

export of textile SMEs from India is consistently maintaining the growth rate between 3% 

to 9% during the period from 1991 to 2006 but it has increased by 13.66 % during the 

decade of 2000 to 2010.  It is significant to note that the textile SMEs have taken full 

advantage of government policies in the year 2006-07 and  increased the export from 8 % 

in 2000,  increased  more than 25% of the total production of textile SMEs.  It is also 

found that the growth rate of export of textile by Indian SMEs was consistent and 

increasing during the entire period study.  It shows that there is significant impact of 

government policy of conversion of small and micro units to SMEs on export of textile 

products from India.   The study also shows that the export of textile has been increased 

from 0.11 Million USD to 0.21 million USD  per textile SME. The ratio of export to 

production by textile SME was 10 to 12 percent during 1991 to 2000 but it has been 

significantly progressed from 2006-07 and reached up to 20 percent at the end of 2013-14.  

 

6.4   Inter-comparison of growth of SMEs under different sectors in India 
 
The study reveals that the SME sector has grown in terms of all parameters in India, but 

the growth was not uniform for all the sectors.  The following Figure indicates the inter 

comparative analysis of SMEs sectors growth. 
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FIGURE: 6. 5 
 

CAGR of Number of Units  in Chemical, Pharma and Textile  Sector SMEs in India 
from 1990-91 to 2013-14 

 

 
(Source: Author’s calculations based on (1) Directorate General of Commercial Intelligence and Statistics - 
DGCIS, Kolkata) &  (2)http://www.infodriveindia.com/india-exports-trade-data.aspx, Directorate General of 
Commercial Intelligence and Statistics - DGCIS, Kolkata) &  (3) Annual Report 2001 to 2014, Department 
of Chemical and Petrochemicals (last accessed on 12.1.2015) 
 

6.4.1   Inter-comparison of growth of SMEs Units under different sectors in India: 
 

The Figure No. 6.5 reveals that the growth in establishment of New SME Units in all the 

SME sectors namely Chemical Sector, Pharma Sector, and Textile sector was higher 

during the decade of 2000-01 to 2009-10 because of adding several new SMEs under new 

definition of SMEs decided by the Indian Government in 2006-07. The growth rate was 

lowest during 1990-91 to 1999-2000 because of stringent procedure of starting new 

industry and lack timely and adequate availability of funds to SME. Similarly the growth 

rate in SME units   was low in the period of 2010-11 to 2013-14 because of impact of 

global recession.  The table also reveals that the growth of rate of chemical sector was 

higher than the other two sectors during the study period. The growth rate of Textile SME 

units was lowest among the selected sector during the entire study period of 24 years. 
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6.4.3   Inter-comparison of growth of Employment in SMEs under different sectors 
in India 

 
FIGURE: 6. 7 

 

 
(Source: Author’s calculations based on (1) Directorate General of Commercial Intelligence and Statistics - 
DGCIS, Kolkata) &  (2)http://www.infodriveindia.com/india-exports-trade-data.aspx, Directorate General of 
Commercial Intelligence and Statistics - DGCIS, Kolkata) &  (3) Annual Report 2001 to 2014, Department 
of Chemical and Petrochemicals (last accessed on 12.1.2015) 
 

The Figure No. 6.7 reveals that the growth rate of employment generation by SMEs was 

higher during the decade of 2001 to 2010 in all the SMEs sectors due to increase in SME 

units in the year 2006-07.  The Figure also shows that the SMEs under, pharma sector 

were having higher growth rate in employment than the chemical SMEs, and textile 

SMEs.  The growth rate of employment generation of Textile sector was higher during the 

decade of 1990-91 to 1999-2000 but in the decade of 2001 to 2010 the growth rate of 

employment generation by textile SME sector was reduced in comparison to other two 

sectors.  As per the new industrial policy of government, several new micro and small 

industries were converted into SMEs from 2006-07 and therefore, the employment of all 

the sectors have been increased during the year 2006-07. The chemical sector SMEs were 

lagging behind in the growth rate of employment generation during the entire period of 24 

years.  The growth rate of employment generation of all the sector found low from the 
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year 2010-11 to 2013-2014, because due to global recession all SME sectors in India were 

facing difficulties in export.  It is to be noted that the SME sector is playing vital role in 

employment generation and provided huge employment to Indian people during the study 

period and it is growing continuously in absolute numbers, but the growth rate was 

declining because of one important factor namely the adoption of new technology by the 

SMEs which reduced the dependency on workers. 

 

6.4.4   Inter-comparison of growth of Export by SMEs under different sectors in 
India 

 
FIGURE: 6.8 

 

 
(Source: Author’s calculations based on (1) Directorate General of Commercial Intelligence and Statistics - 
DGCIS, Kolkata) &  (2)http://www.infodriveindia.com/india-exports-trade-data.aspx, Directorate General of 
Commercial Intelligence and Statistics - DGCIS, Kolkata) &  (3) Annual Report 2001 to 2014, Department 
of Chemical and Petrochemicals (last accessed on 12.1.2015) 
 

The analysis of  Figure No. 6.8 gives the comparative information about the sectoral 

changes in exports by SMEs during the different three periods i.e. 1990-91 to 1999-2000, 

2000-01 to 2009-10 and 2010-11 to 2013-14.   The Figure shows that the growth rate of 

export of SMEs in India in all the sectors namely chemical sector, pharma sector, and 

textile sector was significantly higher during the decade of 2000-01 to 2009-10.  The 
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reasons for higher growth during this period was mainly because several new SME Units 

were newly classified under SME sector because of relaxing SME norms and as per new 

definition of SME any enterprise having investment in plants and machinery of Rs25 lakh 

to 5 Crores were defined as Small Enterprise and an enterprise having investment in plants 

and machinery of  Rs.5 Crores to Rs.10 Crores was defined as Medium Enterprise. And 

because of new definition several new units were added in SME fold from the year 2006-

07.    The Figure also shows that the growth rate of Pharma sector was highest followed by 

chemical and textile.  The growth rate of export of textile SME sector was found lowest 

during the entire study period.   It is noteworthy to mention that the growth rate of export 

of all sectors of SME was lowest during 1990-91 to 1999-2000 because of several 

restrictions like strict norms and procedure, high tax rates, high cost of funds, lack of 

funds etc. But comparatively Pharma sector was having higher growth period from 1990 

to 2010 because of huge exports to Non-Regulatory Markets and row markets.   

 

6.5   Analysis of growth of SMEs  under Chemical sector in china 
 

As the study has shown that the SME Sector in India has made tremendous progress 

during the period of 1991 to 2014 in all selected parameters namely number of units, 

production, employment and export.  Likewise, the researcher has made an attempt to 

analyze the performance of SMEs in selected sectors in China.  The following table 

reveals the progress and trend analysis of SMEs under Chemical sector in China during 

the period from 1991 to 2014. 
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TABLE : 6.4 
 

Growth of SME Units, Production, Employment & Export of Chemical Sector SMEs 
in China 

 

  Units   Production Employment Export 

Year Number  Growth

Value  
million 
USD Growth

In 
Number Growth 

Value  
(million 
USD)   Growth

1990-91 21264  464000  1790000   4200.01 
1991-92 21612 1.64 516300 11.27 1899000 6.09 4600.18 9.53 
1992-93 21909 1.37 574900 11.35 2028000 6.79 5100.48 10.88
1993-94 23757 8.43 585500 1.84 2212000 9.07 5800.23 13.72 
1994-95 25125 5.76 630900 7.75 2408000 8.86 6900.36 18.97 
1995-96 26958 7.30 669700 6.15 2627000 9.09 7800.94 13.05 
1996-97 27981 3.79 700000 4.52 2699000 2.74 8600.77 10.25 
1997-98 30063 7.44 725600 3.66 2780000 3.00 9400.27 9.30 
1998-99 32379 7.70 719200 -0.88 2956000 6.33 9800.71 4.26

1999-2000 33603 3.78 767200 6.67 3088000 4.47 10300.7 5.10 
2000-01 35571 5.86 833900 8.69 3254000 5.38 12001 16.51 
2001-02 38907 9.38 918200 10.11 3374000 3.69 13300.5 10.83
2002-03 42543 9.35 1037900 13.04 3499000 3.70 15300.3 15.03 
2003-04 46260 8.74 1127800 8.66 3565899 1.91 19500.8 27.45 
2004-05 55416 19.79 1257900 11.54 3656554 2.54 26300.6 34.87 
2005-06 66096 19.27 1449800 15.26 3750391 2.57 35700.7 35.74 
2006-07 74649 12.94 1504200 3.75 3894015 3.83 44500.3 24.65 
2007-08 86454 15.81 1570800 4.43 3990820 2.49 60300.2 35.51 
2008-09 88884 2.81 1590700 1.27 4098000 2.69 79300.5 31.51 
2009-10 91749 3.22 1612300 1.36 4234000 3.32 88000.2 10.97 
2010-11 93858 2.30 1673900 3.82 4311000 1.82 97500.7 10.80
2011-12 96774 3.11 1746300 4.33 4424000 2.62 104701 7.38 
2012-13 99861 3.19 1827900 4.67 4513200 2.02 113501 8.40 
2013-14 102267 2.41 1952100 6.79 4645192 2.92 123701 8.99
Source: Author’s calculations based on 
http://www.stats.gov.cn/english/statisticaldata/yearlydata/YB2000e/index1.htm   
 (2) http://www.stats.gov.cn/english/statisticaldata/AnnualData/ 
(3)http://www.stats.gov.cn/english/statisticaldata/yearlydata/YB2000e/M22E.htm  
 (4)Copyright © 2001-2004 ACMRAll China Marketing Resarch Co.,Ltd (last accessed on 22.11.2014)
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6.5.1 Analysis of growth of Units in Chemical sector SMEs in China 
 

The analysis of table no. 6.4 and Figure no.6.9 & 6.10 reveal that the number of SME 

units under chemical sector which were merely 21264 in the year 1990-91, have been 

increased by 380% and reached up to 102267 in the year 2013-14.  The Compound 

Annual Growth Rate (CAGR) for Chemical SME Units in China during the last 24 years 

was 6.76%.  The micro analysis of growth indicates that the CAGR of Chemical SME 

units during the decade starting from 1990-91 to 1999-2000 stood at 5.25%.  During this 

decade the growth of Chemical Units in SME sector in China was low and uneven because 

of the under-developed infrastructural facilities required for basic industries as well as 

uncertain regulatory norms. 

 

The study shows that, government enacted the First, the SME promotion law,  in January 

2003, to support the SMEs, which laid the groundwork for public support for small and 

medium enterprises. Under this law, the government protects the lawful investments of 

SMEs and their equity investors alongside their investment earnings. Therefore, more 

SMEs sprouted, spurred by the implementation of non-SOE (State Owned Enterprises) 

promotion policy. Since then urban collective enterprises, town and village enterprises 

(TVE), alongside the private and self-employment sector, have been sprouting and 

thriving all over China.  Also  after the enactment of the Industrial policies include 

industrial structure policies, industrial organizational policies, industrial technology 

policies, industrial distribution policies and other policies and laws and regulations which 

have a great bearing on the industrial development. These policies have given major boost 

to the small industrial sector. Consequently, it was found that more than 55000 SMEs have 

come up from the year 2001 to 2010.  The study shows that the CAGR of SME unit in 

chemical sector increased up to 10.72% during this period.  

 

The growth of Units in Chemical SME sector in China  has shown declining trend during 

the period from 2010-2011 to 2013-2014  and the CAGR for SME units was only 2.75%.   

Due to the strict implementation of the law for Prevention of Environmental Pollution to 

ensure the good health of the public, and promote the development of socialist 

modernization have created uncertainty for various SMEs in Chemical Sector. In the 12th 

Five-Year Plan (2011-2015), the Chinese government reinforced the importance of 

building rules around the price of its resources and also recognised that reforms have been 
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deepened. Thus costs of raw materials for Chinese SMEs had kept increased. Combined 

with increases in the exchange rate, the advantages that Chinese SMEs have attracted 

foreign business contracts based on the low price of their resources have discontinued. 

Subsequently to reach the goal of reducing 10% of the emissions of all industrial 

pollutants and 20% of unit GDP energy consumption by2010, the government has called 

for energy savings, and has issued many energy-related regulations. Many SMEs are in 

industries which require high energy consumption and produce heavy pollution. They 

have often neglected the issues of environment protection and energy saving because of 

limited funds and small size. Thus, these SMEs have been under serious pressure since the 

policies of energy saving started therefore, either they reduced production or they forced 

to close down their operations. 

 

6.5.2 Analysis of growth of Production in Chemical SME sector in China  
 

Table No. 6.4 and Figure no. 6.9 & 6.10 also reveals that production in chemical industries 

in SME sector in China increased by valued at 464000 million USD which has been 

increased up to 1952100 million USD during the last 24 years.  The Compound Annual 

Growth Rate (CAGR) for production in  Chemical SMEs in China during the last 24 years 

was 6.17%.  The micro analysis of growth indicates that the CAGR of production in 

Chemical SME units during the decade starting from 1990-91 to 1999-2000 stood at 

5.82%.  During this decade due to the under-developed infrastructural facilities required 

for basic industries as well as uncertain regulatory norms the growth of Chemical Units in 

SME sector in China was low, therefore the growth of production was very also low. 

 

The study also shows that, government enacted the First SME promotion law,  in January 

2003, to support the SMEs, which laid the groundwork for public support for small and 

medium enterprises. Under this law, the government protects the lawful investments of 

SMEs and their equity investors alongside their investment earnings. Therefore, more 

SMEs sprouted, spurred by the implementation of non-SOE promotion policy. But the 

production  was not increased according to the growth of units. The average annual growth 

rate (CAGR) of production of chemical SMEs from 2000-01 to 2009-10 was 7.81%. 

 

The growth of production in Chemical SME sector in China  has shown declining trend 

during the period from 2010-2011 to 2013-2014  and the CAGR for production was only 
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4.90%.   Due to the global recession the demand was very less. Also 12th Five-Year Plan 

(2011-2015), the Chinese government reinforced the building rules around the price of its 

resources and also recognised that reforms have been deepened. Thus costs of raw 

materials for Chinese SMEs had kept increased. Combined with increases in the exchange 

rate, the advantages that Chinese SMEs have attracted foreign business contracts based on 

the low price of their resources have discontinued.  But however the economy of scale has 

been always high in China. 

 

6.5.3 Analysis of growth of Employment in Chemical sector SMEs in China  
 

The analysis of Table No. 6.4 and Figure no. 6.9 & 6.10 also reveals that SMEs under 

chemical sector in China have created a large number of employments.  As per the 

analysis, it has come to know that the China SMEs in chemical sector have provided direct 

employment to 2645192 people in the year 2013-14,  which was  1790000 at the end of 

the year 1990-91, by registering the CAGR of 2.35%. The growth rate (CAGR) of 

employment by China SMEs in chemical sector was  increased 6.27% per annum over the 

period from 1990-91 to 1999-2000.  The study also reveals that the second decade of study 

period i.e. 2000-01 to 2009-10 was worse than earlier decade.  In this decade the CAGR of 

SMEs in China under chemical sector was 3.21% . It is interesting to find from the study 

that, each SME under chemical sector in China on an average had been providing 

employment to 84 persons in the year 1990-91,  but the employment generation per SME 

in China under chemical sector has reduced to 45 during the year 2013-14 which is 

alarming for SME sector. The reason for lowering the growth rate in employment 

generation per SME unit in China under chemical sector was, due to the rapid adoption of 

new and modern technologies and automation have increased manufacturing capacity also 

efficiency gains from the removal of trade barriers due to the increased competition. SMEs 

have also had problems finding workers and technicians because the labour remuneration 

offered by SMEs is relatively low. Labour costs for SMEs increased dramatically after the 

Labour Contract Law was enacted in 2008.  

 

6.5.4 Analysis of growth of  Export in Chemical sector SMEs in China  
 

The analysis of Table No. 6.4 and Figure no. 6.9 & 6.10 shows that the chemical SMEs in 

China are exporting their products in substantial quantity.  Export of chemical products by 
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SMEs in China  was 4200 million USD in 1991 which has been increased to 123700.9 

million USD during the year 2013-14.  The growth rate of export was 15.14% during the 

study period.  It is interesting to note that export of chemical products by SMEs in China 

is consistently maintaining the growth rate during the last 24 years.  

 

The study shows that the chemical SMEs sector has exported the goods worth 4200.01 

million USD in 1990-91, which have been increased magnificently up to 10300.73 million 

USD in 1999-2000.  The main reason for the stiff increase in the export of Chemical 

products by SMEs in China was due to the government’s pro-active policies towards the 

SMEs. Over and above government has taken several initiatives to boost the export of 

chemical products from China.  As well as China took advantage of its cheap production 

factors like mass production and by using the backward integration in their production 

activities they were actively participated in domestic and foreign market competition in an 

open manner, rapidly expanding production capacity and market share. 

 

 It is significant to note that during the year 2000-2001 to 2009-2010 Export of Chemical 

products from China have also increased significantly.  China exported chemical products 

worth 12000.98 million USD the year 2000-2001 and it was 88000.17 million USD in 

2009-2010 an average growth of 24.31% per annum.  This is because Laws were revised 

in 2000 to ease export performance also increased domestic requirements. The NPC 

endorsed the “go west” policy in March 2001. This policy is a priority in the Tenth Five-

Year Plan (2001–2005) and is designed to address the substantial disparities in regional 

living standards. Since 2002, the Ministry of Foreign Trade and Economic Cooperation 

(MOFTEC) has lifted controls over import and export rights.  Also Chemical SME Sector 

have  benefited from the expiration of restrictive Trade Agreements aided by China’s entry 

into the World Trade Organization, which allowed the country to take greater advantage of 

its vast pool of low-skill labour. Global demand skyrocketed over this period for products 

based on the advanced technologies, and Chinese producers took this advantage. China’s 

own domestic market became a key source of demand; labour costs in neighbouring high-

tech producers were on the rise; and also the investment in the West, particularly in the 

high-tech sector, which was severely impaired from the 2001 recession. China’s gains in 

global manufacturing came primarily at the expense of advanced economies. 
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The study also shows that due to global recession  the growth of export by  Chemical 

SMEs in China  was low during the year 2010-11 to 2013-14 and  the Compound Annual 

Growth Rate (CAGR) for SME units under chemical sector was 8.89%. 

 
6.6 Analysis of Growth of Pharma sector SMEs in China 
 

The pharmaceutical industry and especially SMEs in China has grown very fast during the 

period of study. The numbers of units, production of SMEs, employment generation and 

exports of the pharma SMEs have grown by 149%, 2047%, 411.6% and 219 % 

respectively during the last 24 years.  The detailed analysis of growth Year on Year in all 

these sectors have been analysed in the following table 6.5 and figure 6.11. 
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TABLE 6.5 
 

Growth of SME Units, Production, Employment & Export of Pharma Industries 
under sector SMEs in China 1990-91 to 2013-2014 

 

 Year 

Units Production Employment Export 

Number 
Growth 
% 

Value 
(million 
USD)   Growth Number Growth 

 Value 
(million 
USD)   Growth

1990-91 9926   15932   252732   3633   
1991-92 10122 1.97 16653 4.53 273796 8.33 3817 5.06 
1992-93 10214 0.91 18065 8.48 297672 8.72 4105 7.55
1993-94 10322 1.06 19983 10.62 341710 14.79 4340 5.72 
1994-95 10483 1.56 22834 14.27 363070 6.25 4670 7.60 
1995-96 10644 1.54 25874 13.31 383070 5.51 4930 5.57 
1996-97 10720 0.71 30244 16.89 416837 8.81 5470 10.95 
1997-98 10904 1.72 34980 15.66 436837 4.80 6230 13.89 
1998-99 11102 1.82 38932 11.30 473661 8.43 6930 11.24
1999-00 11249 1.32 39518 1.51 493818 4.26 7230 4.33 
2000-01 11598 3.10 40657 2.88 537610 8.87 9540 31.95 
2001-02 11878 2.41 58736 44.47 600043 11.61 13368 40.13
2002-03 12250 3.13 60916 3.71 660335 10.05 13400 0.24 
2003-04 12776 4.29 61620 1.16 750093 13.59 13478 0.58 
2004-05 13497 5.64 71887 16.66 831107 10.80 16809 24.71 
2005-06 14423 6.86 92959 29.31 907681 9.21 22171 31.90 
2006-07 15508 7.52 183665 97.58 993564 9.46 44867 102.37 
2007-08 17105 10.30 243389 32.52 1062141 6.90 60060 33.86 
2008-09 19257 12.58 258242 6.10 1125000 5.92 62540 4.13 
2009-10 21029 9.20 263444 2.01 1185000 5.33 65800 5.21 
2010-11 21949 4.37 283600 7.65 1211020 2.20 71000 7.90 
2011-12 22704 3.44 307700 8.50 1243100 2.65 75800 6.76 
2012-13 23564 3.79 310700 0.97 1277587 2.77 76400 0.79 
2013-14 24684 4.75 342100 10.11 1293138 1.22 83276 9.00 
Growth 249% 

 
2147% 

 
411.6% 219% 

Source: Author’s calculations based on 
 http://www.stats.gov.cn/english/statisticaldata/yearlydata/YB2000e/index1.htm  
(2) http://www.stats.gov.cn/english/statisticaldata/AnnualData/ 
(3)http://www.stats.gov.cn/english/statisticaldata/yearlydata/YB2000e/M22E.htm   
(4)Copyright © 2001-2004 ACMRAllChina Marketing Research Co.,Ltd (last accessed on 22.11.2014) 
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FIGURE 6.11 
 

Growth Rate (CAGR) of SME Units, Production, Employment and Exports by 
Pharma Sector SMEs in China during 1990 to 2014 

 

 
Source: Author’s calculations based on http://www.stats.gov.cn/english/statisticaldata/yearlydata/ 
YB2000e/index1.htm  (2) http://www.stats.gov.cn/english/statisticaldata/AnnualData/ 
(3)http://www.stats.gov.cn/english/statisticaldata/yearlydata/YB2000e/M22E.htm  
 (4)Copyright © 2001-2004 ACMRAll China Marketing Resarch Co.,Ltd (last accessed on 22.11.2014) 
 

6.6.1 Analysis of growth of Unit in Pharma sector SMEs in China  
 

The analysis of table 6.5 reveals  that the number of SME units under pharmaceutical 

sector in China were  9926 at the end of the year 1990-91, which have been increased by  

almost three times and reached up to 24684 units at the end of year 2013-14.  The Figure 

6.11 indicates that the Compound Annual Growth Rate (CAGR) for SME units under 

pharmaceutical sector during the last 24 years was 3.87%.  The micro analysis of growth 

indicates that the CAGR of SME units under pharmaceutical sector during the decade 

starting from 1990-91 to 1999-2000 positioned at 1.40%.   The attitude of the Chinese 

people were adopted Traditional Chinese Medicine.  Also multinational pharma products 

occupied prominent positions among Chinese people’s through retail pharmacies. 

Therefore during this decade growth of pharma units in SME sector was very less. 

 

Accordingly, it was found that several new SMEs have come up from  2001 onwards.  The 

study shows that the CAGR of SME unit in pharma sector in China  increased up to 6.51% 
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during the period of 2000-01 to 2009-2010.  The radical Healthcare Reform  Plan, passed 

in April 2009, to fix the ailing medical system for its 1.3 billion citizens.  Also the 

National Essential Drug List (NEDL) under the National Essential Drug System (NEDS) 

introduced by the Government to  reduce the cost of medical services, which  was 

applicable to government-funded hospitals,  grassroots clinics, and other health 

institutions,  therefore many SME units established in the Pharma Sector during this 

period. 

 
The growth of SME Units in Pharma sector have shown declining trend and the CAGR for 

SME units was only 4.09% during the period from 2010-2011 to 2013-2014.  The slow 

pace of growth in new SMEs in pharma sector was due to  the cap was announced 2010 on 

the retail prices of 174 ‘self-developed’ medicines. A ‘self-developed’ medicine is one 

developed by a pharmaceutical company on which the patent has expired.  In China, these 

medicines are owned mainly by international pharmaceutical giants. Of the 174 capped, 

107 were mainly produced by foreign drug-makers and large industries therefore SMEs 

were not able to competitive with these multinational companies. With the SMEs unable 

to keep pace with the increase in occurrences and complexity of the major disease, foreign 

manufacturers realised the potential in the China drug markets. MNCs have shifted focus 

to conduct clinical trials for various ailments more common to ethnic Chinese. Therefore 

the growth of  unit in Pharma SME sector was decreased during this period. 

 

6.6.2 Analysis of growth of Production in Pharma sector SMEs in China  
 

During the study while analysing the table 6.5 reveals that production in pharmaceutical 

industries under SME sector in China increased by 2047 percent at 13.63% CAGR during 

the last 24 years.  The production of pharmaceutical industries under SME sector was 

valued at 15932 Million USD which has been increased up to 342100 million USD.   It is 

noteworthy to mention that,  the SME units of pharmaceutical sector have been increased 

by  three times, where as production of SME units of pharmaceutical sector has been 

increased by 22 times, which indicates that the production capacity as well as productivity 

of pharmaceutical SMEs have been increased.  The reason of more growth in production 

by SME units of pharmaceutical sector were, increase in capacity utilization, expansion of 

plants and use of modern technology.   The study shows that, even though the growth of  

production in SME pharma sector  was more than 97.58% in the year 2006-07,  but as 
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against this the unit in chemical SMEs have been grown by 7.52% only. which explicates 

that even though small number of units added in the SME sector during this period but  

these units were having very greater amount production capacity. 

 

The study also reveals that the production in SME units of pharmaceutical sector has 

increased ranging between 10 to 15% during the period from 1990-91 to 1999-2000 and 

the average annual growth rate (CAGR) of SME production was 10.73%.  But it is 

surprise to note that   during the year 2000-01 to 2009-2010 the average annual growth 

rate (CAGR) of pharma production in SME sector was 23.64%.   

 

The growth of production in Pharma SME sector in China  has shown declining trend 

during the period from 2010-2011 to 2013-2014  and the CAGR for production was only 

6.81%.   Due to the global recession the demand was decreased. The sluggish rate of 

production growth in SMEs in pharma sector was due to  the cap was announced 2010 on 

the retail prices of 174 ‘self-developed’ medicines. A ‘self-developed’ medicine is one 

developed by a pharmaceutical company on which the patent has expired.  In China, these 

medicines are owned mainly by international pharmaceutical giants. Of the 174 capped, 

107 were mainly produced by foreign drug-makers and large industries therefore SMEs 

were not able to competitive with these multinational companies and reduced the 

production. Also the SMEs were unable to keep pace with the increase in occurrences and 

complexity of the major  disease, foreign manufacturers see  potential in the drug markets  

in China. MNCs have shifted focus to conduct clinical trials for various ailments more 

common to ethnic Chinese. Therefore the growth of production was decreased during this 

period. 

 

6.6.3 Analysis of growth of  Employment in Pharma sector SMEs in China  
 

The analysis of table No. 6.5  and Figure 6.11 also disclose that SME in pharmaceutical 

sector in China have created  a remarkable number of employment.  As per the analysis, 

its reveals that the China SME units of pharmaceutical sector have provided direct 

employment to  1293138 people still 2013-14 which was just 252732 in the year 1990-91 

by registering the CAGR of 6.37%.    The growth rate (CAGR) of employment by China 

SMEs under pharma sector shown increasing trend and it was 7.77% per annum over the 

period from 1990-91 to 1999-2000.  The study also reveals that the second decade of study 
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period i.e. 2000-01 to 2009-10 was far better than earlier decade.  In this decade the 

CAGR of China SMEs under pharma sector was between 5 to 13%.  The CAGR of 

employment generation by   China SMEs under pharma sector during the period of 2000-

01 to 2009-10 was 9.18%.    It is interesting to find from the study that, each China SME 

under pharma  sector in China on an average had been providing employment to  30 

persons to 50 persons till 2013-14. The reason for increasing growth rate in employment 

generation per unit in China SMEs under pharma sector was, traditional and indigenous 

technology lead by labor orientation.  Though the SMEs have increased their capacity, 

they have increased employment in proportion.   

 

6.6.4 Analysis of growth of  Export  in Pharma sector SMEs in China  
 

During the study whilst analysing the table 6.5 and Figure 6.11 reveals that the SME units 

of pharmaceutical sector in China are well ahead in phama export.  The value of the 

pharma products exported by  SMEs in pharmaceutical sector was 3633 million USD in 

1991 and it has been increased by around 2192 times during the last 24 years. The average 

export per SME in pharma sector was merely 0.37 Million US Dollar in 1990-91, which 

has been significantly increased up to 10 times and up to 3.37 Million USD at the end of  

2013-14.  The growth rate of export of pharma SMEs was ranging between 10 to 50 

percent during the study period.  The export per SME in  China was merely 3633 million 

USD in 1991 which has been increased by 8 times and reached up to 83276 milllion USD 

in the 2014. 
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6.7 Analysis of Growth of Textile sector SMEs in China 
 

TABLE : 6.6 

 
Growth of SME Units, Production, Employment & Export of Textile Industries  in 
sector SMEs in China from 1990-91 to 2013-14 
 

  Units Production   Employment Export   

Year 
In 

Number Growth 

Value  
million 
USD) Growth 

In 
Number Growth 

(Value  
Million 
USD)   Growth 

1990-91 23538  170101  496000   20240   
1991-92 25763 9.45 180801 6.29 516000 4.03 21120 4.35
1992-03 26990 4.76 190670 5.46 530000 2.71 22120 4.73
1993-04 28453 5.42 209300 9.77 566000 6.79 24000 8.50
1994-05 30582 7.48 229130 9.47 586000 3.53 26100 8.75
1995-06 32015 4.69 250018 9.12 620080 5.82 28900 10.73
1996-07 33502 4.64 275910 10.36 652400 5.21 32000 10.73
1997-08 35145 4.90 296879 7.60 679800 4.20 35000 9.38
1998-99 36515 3.90 317100 6.81 701800 3.24 38500 10.00

1999-2000 39295 7.61 327800 3.37 758180 8.03 40300 4.68
2000-01 40144 2.16 338700 3.33 809000 6.70 42200 4.71
2001-02 40394 0.62 349022 3.05 852000 5.32 43400 2.84
2002-03 40598 0.51 352239 0.92 882002 3.52 51800 19.35
2003-04 43723 7.70 375352 6.56 946676 7.33 60900 17.57
2004-05 45844 4.85 392003 4.44 998316 5.45 75100 23.32
2005-06 48535 5.87 408400 4.18 1041712 4.35 85000 13.18
2006-07 51434 5.97 439900 7.71 1089682 4.60 94100 10.71
2007-08 54452 5.87 467500 6.27 1143076 4.90 111200 18.17
2008-09 55558 2.03 482305 3.17 1210400 5.89 125200 12.59
2009-10 59956 7.92 505342 4.78 1270800 4.99 137100 9.50
2010-11 60212 0.43 530100 4.90 1298000 2.14 146500 6.86
2011-12 62452 3.72 551400 4.02 1330600 2.51 168000 14.68
2012-13 63360 1.45 574800 4.24 1343862 1.00 195000 16.07
2013-14 65233 2.96 602432 4.81 1372720 2.15 209750 7.56

% Growth from 
1991 to 2014 177   254   177   936 

Source: Author’s calculations based on 
http://www.stats.gov.cn/english/statisticaldata/yearlydata/YB2000e/index1.htm   
 (2) http://www.stats.gov.cn/english/statisticaldata/AnnualData/ 
(3)http://www.stats.gov.cn/english/statisticaldata/yearlydata/YB2000e/M22E.htm   
(4)Copyright © 2001-2004 ACMRAll China Marketing Research Co.,Ltd 
 (last accessed on 22.11.2014) 
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Figure: 6.12 

Growth Rate (CAGR) of SME Units, Production, Employment and Exports by 
Textile  Sector SMEs in China during 1990-91 to 2013-14 

 

 
Source: Author’s calculations based on http://www.stats.gov.cn/english/statisticaldata/yearlydata/ 
YB2000e/index1.htm  (2) http://www.stats.gov.cn/english/statisticaldata/AnnualData/ 
(3)http://www.stats.gov.cn/english/statisticaldata/yearlydata/YB2000e/M22E.htm  
 (4)Copyright © 2001-2004 ACMRAll China Marketing Resarch Co.,Ltd (last accessed on 22.11.2014) 
 

6.7.1 Analysis of growth of  Units in Textile SME sector in China  
 

The analysis in table No. 6.6 and Figure 6.12 reveals that the number of SME units under 

Textile sector in China which were merely 23538 units in the year 1990-91, have been 

increased by 177% and reached up to 65233 units in the year 2013-14.  The Compound 

Annual Growth Rate (CAGR) for Textile SME Units in China during the last 24 years was 

4.34%.  The micro analysis of growth of textile SMEs in China indicates that the CAGR 

of textile SME sector during the decade starting from 1990-91 to 1999-2000 stood at 

5.87%.  The main reason for very low growth in number of units during this period was 

Small enterprises enjoy very less tax benefits partly because they often face lower tax rates 

or greater opportunities for tax evasion. However, they often receive lower priority in 

government policy, therefore SMEs have more restricted access to the state–controlled 

banking sector and to the supply of raw materials.  Also Tariffs on the textile and clothing 
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sector have been much higher than those in other sectors and have been characterised by 

tariff peaks (above 15 per cent) in industrial markets.  Also before 1993 the domestic price 

of China’s cotton, which is the main raw material  was very low.  In 1994 the Government 

increased the cotton purchase price by 47 per cent, and again in 1995 by 29 per cent, 

which caused an enormous increase in the price of domestic cotton which made the 

government-issued cotton purchase price higher than the world price. Since 1999, the 

Chinese Government decided to free the cotton price, and domestic cotton prices dropped.  

Government policies in China are also  responsible for inconsistent growth in number of 

units under Textile SMEs sector. 

 

The study shows that the number of units under Textile SMEs sector in China were 

increased from 40144 in the year 2000-01 to 59956 units in the year 2009-10 at an average 

growth of 4.35%. During the year 2000 China opened its cotton markets to import the  

high quality and low priced foreign cotton have influenced Chinese cotton production 

therefore many SMEs have started functioning.  Also the textiles and clothing sectors have  

benefited greatly from the liberalization of the textile trade after China joins the WTO. 

 

The growth of SME Units have shown declining trend and the CAGR for SME units was 

only 2.14% during the period from the year 2010-2011 to 2013-2014.The growth rates in 

the number of units under Textile SMEs sector in China have been increased at an  

inconsistent rates during this time.  The reason for inconsistency in growth rate was due to 

several numbers of units under Textile SMEs sector have been closed down and very few 

unit worked successfully due to the strict implementation of environment policy.  Hence it 

can be concluded that there was no consistent growth in number of units under Textile 

SMEs sector in China from the year 2011 to 2014.   

 

6.7.2 Analysis of growth of  production in Textile SME sector in China  
 

The analysis of table No. 6.6 and Figure 6.12 reveals that production in textile industries 

in SME sector in China increased almost six folds during the last 24 years.  The 

production of textile industries in SME sector was valued at 170101 Million USD in the 

year 1990-91 which has been increased up to 602432 million USD in the year 2013-14.   It 

is noteworthy to mention that,  the number of SME units have been increased by  3 times, 

where as production has been increased by six times, which indicates that the production 
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capacity as well as productivity of SME units in Textile sector is very higher.  The reason 

of more growth in production by China textile SMEs were, increase in capacity utilization 

level, expansion of plants and use of modern technology .  The average annual growth rate 

(CAGR) was 5.41% during the last 24years, which was almost equal to CAGR of number 

of SME unit in this sector. 

 

During the study it was found that the growth of production of SMEs sector particularly 

the textile sector in China in the years 1990-91 to 1999-2000 have been increased from 

170101 million USD to 327800 million USD by registering the annual average growth of  

CAGR only  7.58%.   China had played important role in the global market as the world’s 

largest clothing exporter and second largest textile exporter. During this period China’s 

exports of textiles and clothing increased eightfold. With rapid increases in domestic costs, 

however, China’s exports of textiles and clothing are approached their peak. Therefore, to 

fulfil the export demand production has increased.  

 

But it is surprised to note that during the years 2000-2001 to 2009-10 production was 

increased from 338700 million USD to 505342 million USD by registering the annual 

growth rate of only 4.44%    The main reason for the same was because China managed to 

expand the production of value added, technical textiles. The improvement on the Chinese 

production standards and technology was pushed by the increasing inflow of Foreign 

Direct Investment. In addition, these companies also brought and shared foreign expertise 

with local workers. Especially in the cases when these companies were established 

through joint ventures, the knowledge sharing process was even more intense. It was also 

found that the growth of production in Textile SMEs was higher in the year  2002-03 to 

year 2007-2008 because of SME promotion law, enacted in January 2003, lays the 

groundwork for public support for small and medium enterprises. Under this law, the 

government protects the lawful investments of SMEs and their equity investors along with 

their investment earnings. Government administrative departments protected the legal 

rights of SMEs, including their rights to fair competition and fair trade. Common cause of 

complaints is the lack of assistance catering to their different needs. These shows that 

government have provided various supports to the  small and medium enterprises in 

Textile sector  with services that suited to SMEs growth, therefore growth of the units 

increased accordingly production increased. 
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The study also reveals that during the year 2010-2011 to 2013-2014, the production was 

increased from 530100 million USD to 602432 million USD by an annual average growth 

rate of 4.49% this is mainly benefited due to the liberalization of the textile trade after 

China joined the WTO. Also demand for  Chinese cloth in European union as well as USA 

increased abnormally to full fill this demand many  SMEs have adopted new technology to 

increase the production increased. 

 

6.7.3 Analysis of growth of  employment in Textile sector SMEs in China  
 

While analysing the table No. 6.6 and Figure 6.12,  reveals that SMEs under textile sector 

in China have created  a huge number of employment.  As per the research analysis, it is 

came to know that China SMEs under textile sector have provided direct employment to 

1372720  people in the year 2013-14 which was merely 496000  at the end of the year 

1990-91,  registering the CAGR of 4.33%.   It is interesting to find from the study that, on 

an average SMEs in textile sector in China providing employment to 20 persons during the 

study period. The growth rate (CAGR) of employment by China SMEs in Textile  sector 

shown increasing trend and it was 4.84% per annum over the period from the year 1990-

91 to 1999-2000.  It was found that the growth of employment generation in textile SMEs 

sector in China is continuously increasing but it was inconsistent.  The growth rate of 

employment generation in textile SME sector from  1990-91 to 1999-2000 was 496000 to 

758180 by annual average growth of 4.84%.As the world’s largest clothing exporter and 

second largest textile exporter, China has a particularly important role  played in the  

global market. During this period China’s exports of textiles and clothing increased 

eightfold.  Collectively owned urban enterprises (owned by the workers) were small units 

equipped with less machinery.  Many of these units were engaged in handicraft production  

which is labour intensive activities.  Therefore employment growth increased. 

 

The research study also reveals that during the second decade of study period i.e. in the 

year 2000-01 to in the year 2009-10 the production in Textile SME sector was far better 

than earlier decade.  In this decade the CAGR of China SMEs under Textile sector was 

between 4 to 8% except in the year 2002-03.  The analysis  shows that the employment 

generation in textile SMEs sector in China during the period 2000-01 to 2009-10 increased 

from 809000  to 1270800 registering the annual average growth of 5.31 % per annum. 

During this decade of study it was found that, there was a continuous increase in the 
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employment and the growth rate was  consistent because of SME promotion law, enacted 

in January 2003, lays the groundwork for public support for small and medium 

enterprises. Government administrative departments protected the legal rights of SMEs, 

including their rights to fair competition and fair trade. By the end of 2004,  WTO 

Agreement on Textiles and Clothing (ATC),  replaced the Multi fibre Arrangement 

(MFA), China has accelerated its integration into global production  networks (GPNs) thus 

China become the biggest producer and exporter of textiles and clothing accordingly 

growth of employment increased. 

 

The study also reveals that during the year 2010-2011 to 2013-2014 Cumulative Annual 

employment growth Rate was increased very less i.e. only 1.95% only  During this time 

the growth of units in Textile SMEs sector was also very less due to implementation of  

new environment policy.  Over and above many units adopted modern and latest 

technology. Due to  all these reasons the growth of employment was very less.   Hence it 

can be concluded that there was no consistent growth in  employment  under Textile SMEs 

sector in China from the year 2011 to  the year 2014. 

 

6.7.4 Analysis of growth of exports in Textile sector SMEs in China  
 

The analysis of Table no.6.6 and Figure 6.12 reveals that the textile SMEs in China are 

exporting their products in sizable quantity.  Exports of China textile SMEs was 20240 

million USD in the year 1990-91 which has been increased by around ten times during the 

last 24 years. The average exports per SME in textile sector was 20240 Million US Dollar 

in the year 1990-91, which has been significantly increased up to 10 times up to the year 

2013-14. 

 

The growth rate of export was 7.98% during the study period.  It is interesting to note that 

export of textile SMEs from China is consistently maintaining the growth rate between 4% 

to 10% during the period from the year 1991 to the year 2000. The main reason for 

increase in the export of textile products from China SMEs was the government’s pro-

active policies for the SMEs. 

 

Over the period of the year 2000-01 to the year 2009-10 the annual average growth of 

export was found 13.20%. The growth rate exports of textile products by textile SMEs 
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sector in China have been increased because the new textile Policy introduced by 

government under liberalised economic policy.   The  major factor is the shift in 

competitive advantage in the world textile and clothing sector because textiles and 

clothing are labour-intensive. China’s competitive advantage in textiles and clothing sector 

largely lies in its availability cheap unskilled labour and textile SMEs have taken full 

advantage of this.  Therefore, increase in demand of textile garments  produced by China 

in US and other European countries. 

 

It is also found that the growth rate of exports of textile by China SMEs was consistently 

increased during the entire period of study.  The study also shows that the annual average 

growth (CAGR) of export was found 11.29%.  Continuous growth in export of textile 

products by Chinese SMEs was mainly due to the advantage of its cheap production cost  

as well as aggressive domestic and foreign market competition in totally and  rapidly 

expanded the production capacity to increase the  market share. 

 
6.8   Comparative Analysis of growth of SMEs in India and China   
 

After analyzing in detail the performance of individual SME sector in India and China and 

also  comparison between various performance indicators have been analyzed, so as to 

make comparison between the growth and performance of SME sector in both the 

countries.   Table No. 6.7 and 6.8 shows the comparative performance of SMEs under 

chemical sector in both countries. Whereas the tables and figures exhibited thereafter give 

comparative pictures of growth of SMEs in pharma as well as textile sectors in India and 

China. 
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TABLE 6.7 
 

Comparative Growth Analysis of No of Units and Production of Chemical sector 
SMEs in India and China 

 

 
No of Units in Chemical 
SMEs Production 

Year 
SME 
Units 
India 

SME 
Units 
China 

Growth 
Rate in 
India 

Growth 
Rate in 
China  

Produc
tion in 
India 
Millio
n USD 

Product
ion in 
China 
million 
USD 

Growth 
Rate in
India  

Growt
h Rate 
in 
China  

Prod 
Per 
Unit 
India 

Prod 
Per 
unit 
China 

1990-91 9790 21264 2.50 1.75 13677 464000 10.20 10.80 1.40 77.49
1991-92 10060 21612 2.76 1.64 15177 516300 10.97 11.27 1.51 83.22
1992-93 10251 21909 1.90 1.37 17477 574900 15.15 11.35 1.70 91.21
1993-94 10549 23757 2.91 8.43 19277 585500 10.30 1.84 1.83 84.62
1994-95 10760 25125 2.00 5.76 22177 630900 15.04 7.75 2.06 85.55
1995-96 11084 26958 3.01 7.30 24534 669700 10.63 6.15 2.21 83.86
1996-97 11621 27981 4.84 3.79 27065 700000 10.32 4.52 2.33 84.06
1997-98 12171 30063 4.73 7.44 30176 725600 11.49 3.66 2.48 81.33
1998-99 12436 32379 2.18 7.70 33205 719200 10.04 -0.88 2.67 73.44
1999-00 12715 33603 2.24 3.78 36498 767200 9.92 6.67 2.87 75.21
2000-01 13410 35571 5.47 5.86 40179 833900 10.09 8.69 3.00 76.81
2001-02 13821 38907 3.06 9.38 43896 918200 9.25 10.11 3.18 80.76
2002-03 15149 42543 9.61 9.35 48445 1037900 10.36 13.04 3.20 83.16
2003-04 16505 46260 8.95 8.74 54958 1127800 13.44 8.66 3.33 84.04
2004-05 18059 55416 9.42 19.79 62081 1257900 12.96 11.54 3.44 82.91
2005-06 19842 66096 9.87 19.27 69756 1449800 12.36 15.26 3.52 79.09
2006-07 36167 74649 82.27 12.94 94449 1504200 35.40 3.75 2.61 74.90
2007-08 37298 86454 3.13 15.81 104639 1570800 10.79 4.43 2.81 70.38
2008-09 39170 88884 5.02 2.81 114338 1590700 9.27 1.27 2.92 56.75
2009-10 41080 91749 4.88 3.22 124218 1612300 8.64 1.36 3.02 56.41
2010-11 42073 93858 2.42 2.30 135980 1673900 9.47 3.82 3.23 57.16
2011-12 43066 96774 2.36 3.11 148030 1746300 8.86 4.33 3.44 79.17
2012-13 44756 99861 3.92 3.19 159531 1827900 7.77 4.67 3.56 71.44
2013-14 45093102267 0.75 2.41 170012 1952100 6.57 6.79 3.77 70.00
Source: Author’s calculations based on:  
(1) Directorate General of Commercial Intelligence and Statistics - DGCIS, Kolkata) 
&(2)http://www.infodriveindia.com/india-exports-trade-data.aspx 
(3)http://texmin.nic.in/reports/Report_NCAER_CITI_nmcc_20091001.pdf 
(4)http://www.citiindia.com/policy-research/research-papers.html 
(5)http://www.stats.gov.cn/english/statisticaldata/AnnualData/ 
(6)http://www.stats.gov.cn/tjsj/ndsj/2014/indexeh.htm 
(7)http://www.stats.gov.cn/english/statisticaldata/yearlydata/YB1996e/index1.htm 
(8)Chinese Manufacturing Performance in Comparative Perspective, Copyright © 2001-2004 ACMRAll 
China Marketing Research Co.,Ltd 
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TABLE 6.8 
 

Comparative Growth Analysis of Employment and Exports of Chemical sector SMEs 
in India and China during 1990 to 2014 

 

Year  
  
  

Employment Export  
Chemical SMEs 

in India 
Chemical SMEs 

in China 
Chemical SMEs 

in India 
Chemical SMEs 

in 

In 
Number Growth

In 
Number Growth

Value  
(million 
USD)  Growth 

Value  
(million 
USD)   Growth

1990-91 107490  1790000  1728.0   4200.01   
1991-92 109800 2.15 1899000 6.09 1868.8 8.15 4600.18 9.53
1992-93 112452 2.42 2028000 6.79 1786.1 -4.43 5100.48 10.88
1993-94 114792 2.08 2212000 9.07 1877.2 5.10 5800.23 13.72
1994-95 120420 4.90 2408000 8.86 2066.8 10.10 6900.36 18.97
1995-96 125379 4.12 2627000 9.09 2397.0 15.98 7800.94 13.05
1996-97 129258 3.09 2699000 2.74 2712.8 13.17 8600.77 10.25
1997-98 132948 2.85 2780000 3.00 3096.3 14.14 9400.27 9.30
1998-99 138165 3.92 2956000 6.33 3609.2 16.56 9800.71 4.26
1999-00 146730 6.20 3088000 4.47 4206.5 16.55 10300.7 5.10
2000-01 152619 4.01 3254000 5.38 4885.9 16.15 12001 16.51
2001-02 158790 4.04 3374000 3.69 5651.8 15.68 13300.5 10.83
2002-03 165960 4.52 3499000 3.70 6455.3 14.22 15300.3 15.03
2003-04 173220 4.37 3565899 1.91 7445.9 15.35 19500.8 27.45
2004-05 180780 4.36 3656554 2.54 8843.7 18.77 26300.6 34.87
2005-06 186870 3.37 3750391 2.57 10369.5 17.25 35700.7 35.74
2006-07 271569 45.33 3894015 3.83 12335.4 18.96 44500.3 24.65
2007-08 282600 4.06 3990820 2.49 14193.8 15.07 60300.2 35.51
2008-09 294600 4.25 4098000 2.69 16708.1 17.71 79300.5 31.51
2009-10 306537 4.05 4234000 3.32 18908.8 13.17 88000.2 10.97
2010-11 315045 2.78 4311000 1.82 21271.0 12.49 97500.7 10.80
2011-12 321540 2.06 4424000 2.62 24104.6 13.32 104701 7.38
2012-13 327456 1.84 4513200 2.02 26929.7 11.72 113501 8.40
2013-14 332874 1.65 4645192 2.92 30754.3 14.20 123701 8.99

 
Source: Author’s calculations based on:  
(1) Directorate General of Commercial Intelligence and Statistics - DGCIS, Kolkata) 
&(2)http://www.infodriveindia.com/india-exports-trade-data.aspx 
(3)http://texmin.nic.in/reports/Report_NCAER_CITI_nmcc_20091001.pdf 
(4)http://www.citiindia.com/policy-research/research-papers.html 
(5)http://www.stats.gov.cn/english/statisticaldata/AnnualData/ 
(6)http://www.stats.gov.cn/tjsj/ndsj/2014/indexeh.htm 
(7)http://www.stats.gov.cn/english/statisticaldata/yearlydata/YB1996e/index1.htm 
(8)Chinese Manufacturing Performance in Comparative Perspective, Copyright © 2001-2004 ACMRAll 
China Marketing Research Co.,Ltd 
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6.8 Comparison between growth of  Chemical sector SMEs in India 
 and China 
 

6.8.1  Comparison between growth of  units in Chemical sector SMEs in India and 
 China 

FIGURE 6.13 

 
Source: Author’s calculations based on:  
(1) Directorate General of Commercial Intelligence and Statistics - DGCIS, Kolkata) & 
(2)http://www.infodriveindia.com/india-exports-trade-data.aspx  
(3)http://texmin.nic.in/reports/Report_NCAER_CITI_nmcc_20091001.pdf 
(4)http://www.citiindia.com/policy-research/research-papers.html 
(5)http://www.stats.gov.cn/english/statisticaldata/AnnualData/ 
(6)http://www.stats.gov.cn/tjsj/ndsj/2014/indexeh.htm 
(7)http://www.stats.gov.cn/english/statisticaldata/yearlydata/YB1996e/index1.htm 
(8)Chinese Manufacturing Performance in Comparative Perspective, Copyright © 2001-2004 ACMRAll China Marketing Research 
Co.,Ltd 
 

Figure No. 6.13 gives comparative picture of number of SMEs in chemical sector in India 

and China during the period from the year 1991 to the year 2014 and it shows that the 

SMEs in this sector are growing in both the countries continuously with almost similar 

growth rate from the year 1991 to the year 2006.  But from the year 2006-07 the growth 

rate of SMEs in chemical in India was higher because of inclusion of several existing 

small industries under the MSME definition.  In the year 1991, there were 9790 SMEs 

units in chemical sector in India which have been grown up to 45093 in the year 2014 

which is remarkable progress.   
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The Figure indicates that numbers of SMEs in chemical sector in China during the period 

from 1991 to 2014 were continuously increasing except in the year 2011-12.  The Figure 

shows that the SMEs in China were 21264 in the year 1991 which have been increased up 

to 102267 SME Units in the year 2014.  The number of SMEs in China has also grown 

with almost similar growth rate that of India from 1991 to 2006.  But in the year 2006-07 

the growth rate of SMEs in India was higher because of inclusion of several existing small 

industries under the fold of SMEs through new MSME definition. But the overall growth 

rate of SME units was higher in China than India. 

 

But it is to be noteworthy to clarify that, though it seems that the growth rate of SMEs 

units in India was higher than China in the decade 2001 to 2010.   It is interesting to note 

that the size of a SME units, their production capacity in India found to be less than 20% 

of China.  Even smallest chemical SME unit is five to six time bigger than Indian SMEs in 

terms of production, productivity, labor, employment and export.  Hence the comparison 

of growth unit in chemical  SME sector in  India and China is not appropriate, as it will 

give misleading picture.  

 
6. 8.2 Comparison of Growth of Production by  Chemical sector SMEs  in India & 

 China 
FIGURE 6.14 

 
Source: Author’s calculations based on:  (1) Directorate General of Commercial Intelligence and Statistics - DGCIS, Kolkata) & 
(2)http://www.infodriveindia.com/india-exports-trade-data.aspx 
(3)http://texmin.nic.in/reports/Report_NCAER_CITI_nmcc_20091001.pdf (4)http://www.citiindia.com/policy-research/research-
papers.html (5)http://www.stats.gov.cn/english/statisticaldata/AnnualData/ (6)http://www.stats.gov.cn/tjsj/ndsj/2014/indexeh.htm 
(7)http://www.stats.gov.cn/english/statisticaldata/yearlydata/YB1996e/index1.htm 
(8)Chinese Manufacturing Performance in Comparative Perspective, Copyright © 2001-2004 ACMRAll China Marketing Research 
Co.,Ltd 
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The Figure No. 6.14 give comparative picture of production of SMEs in chemical sector in 

India and China during the period from the year 1991 to the year 2014 and it shows that 

the production of SMEs in both the countries have grown during the study period from the 

year 1991 to the year 2014.   

 

Despite of huge growth of SMEs in India in the year 2006-07 by inclusion of several 

existing small industries under SME fold, the position of SMEs in India was found trivial 

in compare to China.  In the year 1991, the production of Indian SMEs in Chemical Sector 

was 13677 Million USD which was less than 3% of the production by Chinese SMEs.  

The progress of Chinese SMEs were extra ordinary because the policies of Chinese 

government  to promote the SME sector by providing several supports like cheaper labor, 

low cost raw material, low cost of electricity and tax rebates from the beginning. On the 

other hand India has minimum support on the above parameters.  

 

The Figure indicates that production of SMEs in chemical sector in China was 1952100 

Million USD where it was at 170012 Million USD in India, which even less than 9% of 

production of Chinese SMEs at the end of the year 2014.  It is interesting to note that, the 

entire production of Indian SMEs in chemical sector made in the year 2013-14 is less than 

one third of the production of Chinese SMEs made in the year 1991.  The growth rate of 

production of SME unit in India may be equal or some time higher than China but if we 

compare the size of a SME units and production per SME then Indian SME unit is not 

even at 10% of Chinese SME Unit.  Even Smallest chemical SME unit in China is five to 

six time bigger than Indian SMEs in terms of production, productivity,  employment and 

export.  So growth of production in Chemical  SME sector in India and China is not 

appropriate and it will give misleading picture. 
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6.8.3 Comparison of Growth of Employment Generation by Chemical sector SMEs 
in India and China 

 

FIGURE 6.15 

 
Source: Author’s calculations based on:  (1) Directorate General of Commercial Intelligence and Statistics - DGCIS, Kolkata) & 
(2)http://www.infodriveindia.com/india-exports-trade-data.aspx 
(3)http://texmin.nic.in/reports/Report_NCAER_CITI_nmcc_20091001.pdf (4)http://www.citiindia.com/policy-research/research-
papers.html (5)http://www.stats.gov.cn/english/statisticaldata/AnnualData/ (6)http://www.stats.gov.cn/tjsj/ndsj/2014/indexeh.htm 
(7)http://www.stats.gov.cn/english/statisticaldata/yearlydata/YB1996e/index1.htm 
(8)Chinese Manufacturing Performance in Comparative Perspective, Copyright © 2001-2004 ACMRAll China Marketing Research 
Co.,Ltd 
 

The analysis in Figure No. 6.15 shows the comparative picture of employment generation 

by SMEs in chemical sector in India and China during the period from the year 1991 to the 

year 2014.  The Figure shows that the employment generations by SMEs in both the 

countries have grown during the study period from the year 1991 to the year 2014.  

Despite of huge growth of SMEs in India in the year 2006-07 by inclusion of numerous 

small industries into SMEs fold, the growth of employment generation by Indian SMEs 

was negligible in compare to Chinese SMEs.  In the year 1991, the employment 
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generation by Indian SME in Chemical Sector was 107490 compare to 1790000 

employment generation by Chinese SMEs.  The progresses of Chinese SMEs were extra 

ordinary because the pro-active labor policies of china to promote more and more 

employment.  The other factors which help to motivate entrepreneurs to establish new 

industries such as easy legal procedure, simplified clearance system, easy access to skilled 

labor, low cost raw material and electricity and tax rebates  and export incentives have 

been provided by the Chinese government. Secondly the Chinese SMEs have massive 

production capacity and economies of scale are very high which resulted in to huge 

employment generation. On the other hand India is lagging behind in all the above 

parameters in comparison to China.  

 

The Table No. 6.8 Figure No. 6.15 also indicates that employment generation by the 

SMEs in chemical sector in China was 3654000 in the year 2000-01, where it was only 

152619 in the year 2000-01 by Indian chemical SMEs, which was less than 24% of the 

employment generated by Chinese SMEs.  It is significant to note that, the total 

employment generation by Indian SMEs in chemical sector in the year 2013-14 was not 

even 20% of the employment provided by Chinese SMEs even before 24 years i.e. in the 

year 1991.  The growth rate of employment by chemical SMEs in India may be equal to 

Chinese SMEs, but in absolute term Indian SMEs are far behind than the Chinese SMEs.  

The total employment generated by Indian SMEs was not even at 11% of Chinese SMEs 

at the end of the year 2014. Hence,  growth of employment in Chemical  SME sector in 

India and China is not appropriate and it will give misleading picture. 
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6.8.4  Comparison of Growth of Exports  in Chemical Sector SMEs in India and 
 China 

FIGURE 6.16 

 
Source: Author’s calculations based on:  (1) Directorate General of Commercial Intelligence and Statistics - DGCIS, Kolkata) & 
(2)http://www.infodriveindia.com/india-exports-trade-data.aspx 
(3)http://texmin.nic.in/reports/Report_NCAER_CITI_nmcc_20091001.pdf (4)http://www.citiindia.com/policy-research/research-
papers.html (5)http://www.stats.gov.cn/english/statisticaldata/AnnualData/ (6)http://www.stats.gov.cn/tjsj/ndsj/2014/indexeh.htm 
(7)http://www.stats.gov.cn/english/statisticaldata/yearlydata/YB1996e/index1.htm 
(8)Chinese Manufacturing Performance in Comparative Perspective, Copyright © 2001-2004 ACMRAll China Marketing Research 
Co.,Ltd 
 
The Figure No. 6.16 indicates that the export by SMEs in chemical sector in India and 

China during the study period from the year 1991 to the year 2014.  The Figure shows that 

the export of SMEs in both the countries have grown during the study period from the year 

1991 to year 2014.  Despite of enormous growth of SMEs in India in during the period 

2001 to 2010 and especially in the year 2006-07 because of inclusion of several existing 

small industries under the fold of SMEs, the growth of export by Indian SMEs could not 

grow at desirable rate.  On the other hand the growth of export of China from the year 

2003-04 to the year 2008-09 was found extra ordinary.  The analysis shows that the export 

of Indian SMEs in Chemical Sector in the year 1991 was 1728 Million USD and increased 

up to 30754 million USD in the year 2014, but it was very less in compare to China.  The 

export of Indian SMEs was less than 40% and 25% of the Chinese production in the 
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corresponding years.  The progress of Chinese SMEs were extra ordinary because the 

proactive policy of China to promote the SME sector by providing several supports like 

export subsidies, cheaper labor, low cost raw material, low cost of electricity and tax 

rebates from the beginning. On the other hand India has minimum support on the above 

parameters.  

 

The annual growth rate of exports of Indian chemical SMEs may be equal as China but 

taken in to consideration of the total volume of export or per unit export then India lags far 

behind than China.  The study analysis in the tables 6.7 and 6.8 reveals that the positive 

thing for Indian SME side is that they have more export to production ratio. The Indian 

SMEs exports around 18 % of their production, where as Chinese SMEs export only 6% 

of their production. The growth rate of export  by chemical SMEs in India may be higher 

than Chinese SMEs, but in absolute term Indian SMEs are far behind than the Chinese 

SMEs.   Hence, comparison of growth of exports in chemical SME sector in India and 

China is not appropriate, as it will give misleading picture. 

 
6.9 Comparison between growth of  Pharma Sector SMEs in India and 

 China 
 

FIGURE 6.17 

 
Source: Author’s calculations based on:  (1) Directorate General of Commercial Intelligence and Statistics - DGCIS, Kolkata) & 
(2)http://www.infodriveindia.com/india-exports-trade-data.aspx 
(3)http://texmin.nic.in/reports/Report_NCAER_CITI_nmcc_20091001.pdf (4)http://www.citiindia.com/policy-research/research-
papers.html (5)http://www.stats.gov.cn/english/statisticaldata/AnnualData/ (6)http://www.stats.gov.cn/tjsj/ndsj/2014/indexeh.htm 
(7)http://www.stats.gov.cn/english/statisticaldata/yearlydata/YB1996e/index1.htm 
(8)Chinese Manufacturing Performance in Comparative Perspective, Copyright © 2001-2004 ACMRAll China Marketing Research 
Co.,Ltd 
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6.9.1  Comparison of Growth of No. of SMEs under Pharma sector  in India and 
 China 
 

The Figure No. 6.17 give comparative picture of number of SMEs in pharma sector in 

India and China during the period from the year 1991 to the year 2014 and it shows that 

the SMEs are growing in both the countries continuously with almost similar growth rate 

from the year 1991 to the year 2006.  But from the year 2006-07 the growth rate of SMEs 

in India as well as China was increased significantly.  The reason for increase in SMEs in 

India from the year 2006 was due to inclusion of several existing small industries under 

the fold of SMEs, whereas China’s growth increases because of their robust policy for 

SMEs to boost their export.  In the year 1991, there were 2205 registered SMEs units in 

pharma Sector in India which have been grown up to 9132 at the end of year 2014.   

 

The Figure 6.17 also indicates that number of SMEs in pharma sector in China during the 

period  1991 to 2014 were increased continuously with similar growth rate, but the 

absolute growth of SMEs in China was far more than India.  The Figure shows that in the 

year 1991 there were 9926 Pharma SMEs in China, which have been increased up to 

24684 in the year 2014.  The number of SMEs in India as well as China grown with 

almost similar growth rate from the year 1991 to the year 2006, but after the year 2006-07 

the growth rate of SMEs in India as well as China has increased at higher space.   

 

But it is to be noteworthy to mention that, though the growth rate of SMEs units in India 

was found similar to China but the growth of SME units in China in absolute term was 

much higher than the growth in India. Hence the comparison of growth rate and the 

number of SMEs in India and China will not give true picture of growth and development 

of SMEs,  because, even smallest pharma SME unit of China is five to six times bigger 

than Indian SMEs in terms of production, productivity, employment and export.   So 

growth of Unit  in Pharma   SME sector in India and China is not appropriate and it will 

give misleading picture. 
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6.9.2 Comparison of Growth of Production by Pharma sector SMEs in India and 
China during 1990 to 2014 

 

FIGURE 6.18 
 

 
Source: Author’s calculations based on:  (1) Directorate General of Commercial Intelligence and Statistics - DGCIS, Kolkata) & 
(2)http://www.infodriveindia.com/india-exports-trade-data.aspx 
(3)http://texmin.nic.in/reports/Report_NCAER_CITI_nmcc_20091001.pdf (4)http://www.citiindia.com/policy-research/research-
papers.html (5)http://www.stats.gov.cn/english/statisticaldata/AnnualData/ (6)http://www.stats.gov.cn/tjsj/ndsj/2014/indexeh.htm 
(7)http://www.stats.gov.cn/english/statisticaldata/yearlydata/YB1996e/index1.htm 
(8)Chinese Manufacturing Performance in Comparative Perspective, Copyright © 2001-2004 ACMRAll China Marketing Research 
Co.,Ltd 
 

The Figure No. 6.18 gives comparative analysis of production of SMEs in pharma sector 

in India and China during the period from the year 1991 to the year 2014 and it shows that 

the production of SMEs in both the countries have grown during the study period from the 

year 1991 to the year 2014.   

 

Despite of huge growth in number of SMEs in India in the year 2006-07, the growth of 

SMEs in India was found inconsequential in compare to China.  In the year 1991, the 

production of Indian SMEs in Pharma sector was 2611.4 Million USD which was less 

than 18% of the production by Chinese Pharma SMEs.  The progress of Chinese SMEs 
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were incredible because of the proactive policies of government of People Republic of 

China  to promote the SME sector by providing several supports like cheaper labor, low 

cost raw material, low cost of electricity and tax rebates from the beginning. On the other 

hand India has minimum support on the above parameters.  Production for each SME Unit 

by Chinese Pharma industry was three times more than Indian SMEs. The major reasons 

for low growth in India were due to  high cost of raw material, electricity, labor and lack 

of subsidies and incentives unlike China. 

 

The Figure indicates that production of SMEs in Pharma sector in China was 342100 

Million USD in the year 2013-14 where in India it was merely 41794 Million USD, which 

even less than 15% of production of Chinese Phama SMEs.   So growth of production  in 

Pharma   SME sector in India and China is not appropriate and it will give misleading 

picture. 

 
6.9.3 Comparison of Growth of Employment Generation in Pharma sector SMEs  

in India and China during 1990 to 2014 
 

FIGURE 6.19 

 
Source: Author’s calculations based on:  (1) Directorate General of Commercial Intelligence and Statistics - DGCIS, Kolkata) & 
(2)http://www.infodriveindia.com/india-exports-trade-data.aspx 
(3)http://texmin.nic.in/reports/Report_NCAER_CITI_nmcc_20091001.pdf (4)http://www.citiindia.com/policy-research/research-
papers.html (5)http://www.stats.gov.cn/english/statisticaldata/AnnualData/ (6)http://www.stats.gov.cn/tjsj/ndsj/2014/indexeh.htm 
(7)http://www.stats.gov.cn/english/statisticaldata/yearlydata/YB1996e/index1.htm 
(8)Chinese Manufacturing Performance in Comparative Perspective, Copyright © 2001-2004 ACMRAll China Marketing Research 
Co.,Ltd 
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The Figure No. 6.19 shows that the employment generations by SMEs in both the 

countries have grown during the study period from 1991 to 2014.   

 

Despite of huge growth in number of  SMEs in India in the year 2006-07 by inclusion of 

numerous small industries into SMEs fold, the growth of employment generation by 

Indian SMEs of pharma sector was negligible in compare to Chinese SMEs.  In the year 

1991, the employment generation SMEs in pharma sector in India was 23745 persons 

which was less than 9% of the employment generation by Chinese SMEs in the year 1991 

which was 252732 SMEs in Pharma sector.  The progress of Chinese SMEs was extra 

ordinary because the proactive labor policies of china to promote more and more 

employment.  The other factors which help to motivate entrepreneurs to establish new 

industries such as easy legal procedure, simplified clearance system, easy access to skilled 

labor, low cost raw material and electricity and tax rebates  and also export incentives 

have been provided by the Chinese government to boost exports. Secondly the Chinese 

SMEs have massive production capacity and economies of scale are very high which 

resulted in to huge employment generation. On the other hand India is lagging behind in 

all the above parameters in comparison to China.  

 

The Figure No. 6.19 also indicates that employment generation by the SMEs in Pharma 

sector in China was 1293138 persons in 2013-14, where it was only 164150 in Indian 

Pharma SMEs in the same year.  The employment generation by Indian SMEs in 2013-14 

was only 12% of Chinese SMEs in Pharma sector.  It is interesting to note that, the total 

employment generation by Indian SMEs in Pharma sector in 2013-14 is around 65% of the 

employment provided by Chinese SMEs in 1991, it means the Chinese Pharma SMEs 

were providing more employment to their citizens before 24 years that of India.  The 

growth rate of employment in  Pharma SME sector in Indian SMEs are far behind than the 

Chinese SMEs.   Hence, comparison of growth of employment in Pharma SME sector in 

India and China is not appropriate, as it will give misleading picture. 
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6.9.4 Comparison of Growth of Export of SMEs under Pharma sector in India and 
China 

 
FIGURE 6.20 

 

 
Source: Author’s calculations based on:  (1) Directorate General of Commercial Intelligence and Statistics - DGCIS, Kolkata) & 
(2)http://www.infodriveindia.com/india-exports-trade-data.aspx 
(3)http://texmin.nic.in/reports/Report_NCAER_CITI_nmcc_20091001.pdf (4)http://www.citiindia.com/policy-research/research-
papers.html (5)http://www.stats.gov.cn/english/statisticaldata/AnnualData/ (6)http://www.stats.gov.cn/tjsj/ndsj/2014/indexeh.htm 
(7)http://www.stats.gov.cn/english/statisticaldata/yearlydata/YB1996e/index1.htm 
(8)Chinese Manufacturing Performance in Comparative Perspective, Copyright © 2001-2004 ACMRAll China Marketing Research 
Co.,Ltd 
 

The Figure No. 6.20 indicates that the exports by SMEs in Pharma sector in India and 

China during the study period from the year 1991 to the year 2014.  The Figure shows that 

the export of SMEs in both the countries have grown during the study period from 1991 to 

2014 but the growth rate of export by Chinese SMEs have been grown at very higher rate 

from 2006-07. It is to noteworthy to mention that, despite of huge growth of SMEs in 

India in 2006-07 because of inclusion of several existing small industries under the fold of 

SMEs, the growth of export by Indian Pharma SMEs was found negligible in compare to 

China.  In the year 1991, the export of Indian SMEs in Pharma sector was 446 Million 

USD which was less than 20% of the export by Chinese SMEs.  The progress of Chinese 
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SMEs were extra ordinary because the Chinese proactive policy to promote the SME 

sector by providing several supports like export subsidies, cheaper labor, low cost raw 

material, low cost of electricity and tax rebates from the beginning. On the other hand 

India has minimum support on the above parameters.   

 

The above Figure indicates that exports of SMEs in Pharma sector in China was 83276 

Million USD where it was only 10906 Million USD, which accounts less than 15% of 

Chinese SMEs at the end of the year 2014.    The ratio of export to production in Pharma 

SMEs in China was continuously increasing during the period, it was around 20 % in the 

year 1991 and it has been increased up to 30% in the year 2014, where as in India the ratio 

of export to production was 14% in the year 1991 and increased up to 23% in the year 

2014.  Though the growth rate of export ratio of SMEs in Pharma sector is similar in both 

the countries but the export of Pharma SMEs in China in absolute term is around 8 times 

bigger than Indian Pharma SMEs.  Hence, comparison of growth of exports in Pharma 

SME sector in India and China is not appropriate, as it will give misleading picture. 

 
6.10 Comparison between growth of  Textile Sector  SMEs in India and 

China 
 
6.10.1 Comparison of growth in units of Textile sector SMEs in India and China 
 

FIGURE 6.21 
 

 
Source: Author’s calculations based on:  (1) Directorate General of Commercial Intelligence and Statistics - DGCIS, Kolkata) & 
(2)http://www.infodriveindia.com/india-exports-trade-data.aspx 
(3)http://texmin.nic.in/reports/Report_NCAER_CITI_nmcc_20091001.pdf (4)http://www.citiindia.com/policy-research/research- 
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A comparative picture of number of SMEs in Textile sector in India and China during the 

period from the year 1991 to the year 2014 is exhibited in Figure 6.21.  The figure 

indicates that the SMEs under textile sector in India as well as in China are growing 

continuously with almost similar growth rate from the year 1991 to the year 2006.  But 

from the year 2006-07 the growth rate of SMEs in India was higher than China because of 

change of definition of SMEs and inclusion of several existing small industries under the 

fold of SMEs.  In the year 1991, there were 39007 SMEs units in Textile Sector in India 

which have been grown up to 114428 in the year  2014 which is remarkable progress.   

 

The Figure also indicates that numbers of SMEs in Textile sector in China during the 

period from the year 1991 to the year 2014 were increasing continuously except in the 

year 2001-02 and the year 2002-03.  The Figure shows that the SMEs in China were 

23538 in the year 1991 which have been increased up to 65233 SME Units in the year 

2014.   

 

It is to be important to note that, although it seems that the growth rate of Textile SMEs 

units in India is higher than China but if, compare the size of a textile SME units and 

production per SME then Indian SMEs are not even equal to 20% of Chinese production 

and productivity.   
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6.10.2 Comparison of growth of production of SME  in  Textile sector  in India and 
China 

 
FIGURE 6.22 

 

 
Source: Author’s calculations based on:  (1) Directorate General of Commercial Intelligence and Statistics - DGCIS, Kolkata) & 
(2)http://www.infodriveindia.com/india-exports-trade-data.aspx 
(3)http://texmin.nic.in/reports/Report_NCAER_CITI_nmcc_20091001.pdf (4)http://www.citiindia.com/policy-research/research-
papers.html (5)http://www.stats.gov.cn/english/statisticaldata/AnnualData/ (6)http://www.stats.gov.cn/tjsj/ndsj/2014/indexeh.htm 
(7)http://www.stats.gov.cn/english/statisticaldata/yearlydata/YB1996e/index1.htm 
(8)Chinese Manufacturing Performance in Comparative Perspective, Copyright © 2001-2004 ACMRAll China Marketing Research 
Co.,Ltd 
 

The Figure No. 6.22 gives comparative picture of production of SMEs in Textile sector in 

India and China during the study period from the year 1991 to the year 2014 and it shows 

that the production of SMEs in both the countries have grown during the study period.   

 

Despite of huge growth of number of SMEs in India in the year 2006-07 by inclusion of 

several small industries under the fold of SMEs, the growth of SMEs in India was found 

tiny in compare to China.  In the year 1991, the production of Indian SMEs in textile 

sector was 37093 Million USD which was less than 25% of the production by Chinese 

textile SMEs.  The progress of Chinese textile SMEs were extra ordinary because the pro 

active government  policies of china to promote the SME sector by providing several 
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supports like cheaper labor, low cost raw material, low cost of electricity and tax rebates 

from the beginning. On the other hand India has minimum support on the above 

parameters.  

 

The Figure indicates that production of SMEs in textile sector in China was 170101 

Million USD in the year 1991 and it was grown up to 602432 million USD at the end of 

the year 2014.  The production of Indian textile SMEs in the year 2014 was 99822 million 

USD, which was even less than 15% of production of Chinese textile SMEs at the end of 

the year 2014.  The major reasons for the low growth in India were due to high cost of raw 

material, electricity, labor as well as lack of subsidies and incentives unlike China.   

 
6.10.3 Comparison of Growth of Employment Generation in Textile sector SMEs  in 

India and China 
 

FIGURE 6.23 
 

 
Source: Author’s calculations based on:  (1) Directorate General of Commercial Intelligence and Statistics - DGCIS, Kolkata) & 
(2)http://www.infodriveindia.com/india-exports-trade-data.aspx 
(3)http://texmin.nic.in/reports/Report_NCAER_CITI_nmcc_20091001.pdf (4)http://www.citiindia.com/policy-research/research-
papers.html (5)http://www.stats.gov.cn/english/statisticaldata/AnnualData/ (6)http://www.stats.gov.cn/tjsj/ndsj/2014/indexeh.htm 
(7)http://www.stats.gov.cn/english/statisticaldata/yearlydata/YB1996e/index1.htm 
(8)Chinese Manufacturing Performance in Comparative Perspective, Copyright © 2001-2004 ACMRAll China Marketing Research 
Co.,Ltd 
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The Figure No. 6.23 gives comparative picture of employment generation by SMEs in 

Textile sector in India and China during the period from the year 1991 to the year 2014.   

 

The Figure shows that the employment generations by SMEs in both the countries have 

grown during the study period from the year 1991 to the year 2014.  Despite of huge 

growth of SMEs in India in the year 2006-07 by inclusion of numerous small industries 

into SMEs fold, the growth of employment generation by Indian SMEs was negligible in 

compare to Chinese SMEs.  In the year 1991, the employment generation by Indian SME 

in Textile Sector was 166236 persons which was less than 35% of the employment 

generation by Chinese SMEs (496000) in the year 1990-91.  The progress of Chinese 

SMEs are extra ordinary because the pro active labor policies of china to promote more 

and more employment.  The other factors which help to motivate entrepreneurs to 

establish new industries  such as easy legal procedure, simplified clearance system, easy 

access to skilled labor, low cost raw material and electricity and tax rebates  and export 

incentives have been provided by the Chinese government. Secondly the Chinese SMEs 

have massive production capacity and economies of scale were very high which resulted 

in to huge employment generation. On the other hand India is lagging behind in all the 

above parameters in comparison to China.  

 

The Figure No. 6.23 also indicates that employment generation by the SMEs in Textile 

sector in China was 1372720 in the year 2013-14,  where it was  743798 by Indian Textile 

SMEs which was around 45% of employment generation by the Chinese SMEs.    The 

growth rate of employment by Textile SMEs in India may be equal to Chinese SMEs, but 

in absolute term Indian SMEs are far behind than the Chinese SMEs.   
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6.10.4 Comparison of Growth of Export of Textile sector SMEs in India and China 
 

FIGURE 6.24 
 

 
Source: Author’s calculations based on:  (1) Directorate General of Commercial Intelligence and Statistics - DGCIS, Kolkata) & 
(2)http://www.infodriveindia.com/india-exports-trade-data.aspx 
(3)http://texmin.nic.in/reports/Report_NCAER_CITI_nmcc_20091001.pdf (4)http://www.citiindia.com/policy-research/research-
papers.html (5)http://www.stats.gov.cn/english/statisticaldata/AnnualData/ (6)http://www.stats.gov.cn/tjsj/ndsj/2014/indexeh.htm 
(7)http://www.stats.gov.cn/english/statisticaldata/yearlydata/YB1996e/index1.htm 
(8)Chinese Manufacturing Performance in Comparative Perspective, Copyright © 2001-2004 ACMRAll China Marketing Research 
Co.,Ltd 
 

The Figure No. 6.24 indicates that the export by SMEs in Textile sector in India and China 

during the study period from the year 1991 to the year 2014.  The Figure shows that the 

export of SMEs in both the countries have grown during the study period from the year 

1991 to the year 2014 but the growth rate of export by Chinese SMEs have been grown at 

very higher rate from the year 2006-07. It is to noteworthy to mention that, despite of huge 

growth of SME units in India in the year 2006-07 because of inclusion of several existing 

small industries under the fold of SMEs, the growth of exports by Indian Textile SMEs 

was found negligible in compare to China.  In the year 1991, the export of Indian SMEs in 

Textile sector was 4343 Million USD which was around 25% of the export Chinese SMEs 

in textile sector.  Similarly in the year 2013-14 the exports of India (23530 million USD) 
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was less than 12% of exports by Chinese SMEs (209750 million USD) in this sector.  The 

progress of Chinese SMEs were incredible because the proactive policy of China 

Government for giving boost to export by SMEs by offering several supports like export 

subsidies, low cost raw material, low cost of electricity and tax rebates. On the other hand 

India has minimum support on the above parameters.  The export ratio to production was 

around 12%  for China in the year 1991, which has been increased up to 32 percent in the 

year 2014, where as it has grown from 9% to 24% in India during the corresponding 

period.  

 
From the above comparative analysis it is found that, the SMEs under Chemical Sector, 

Pharma Sector and Textile Sector in India and China are growing continuously, but in 

absolute term the growth of Chinese SMEs are far better than India, in terms of all four 

parameters namely growth in number of units, production, employment and exports.  

Hence, comparison of growth of exports in SME sector in India and China is not 

appropriate, as it will give misleading picture. 
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6. 11    Analysis of Descriptive Statistics 
 

After making detailed analysis of growth and performance during the study period, it is 

found that   the comparative analysis through descriptive analysis efforts have been made, 

to find out the problems of SMEs in India and China, which hamper the growth and 

performance of SME sector. 

TABLE 6.9 
 

Descriptive Statistics India 
Country 
Name Problems of SMEs N Mean Std. Deviation 
India Higher Tax Structure 225 3.84 1.03 
  High rate of electricity 225 3.00 0.88 
  Cost of labor 225 2.08 0.79 
  Availability of labor 225 2.14 0.70 
  Non Technical labor 225 2.06 0.80 
  Govt. policy on export promotion 225 2.91 0.92 
  Availability of raw material 225 2.72 0.94 
  High cost of raw material 225 2.59 0.96 
  Instability in government 222 2.20 0.90 
  Import of goods from other countries 225 2.58 0.96 
  Transport facilities 225 2.71 0.97 
  Storage facilities 225 3.04 0.89 
  Seasonal availability of raw material 225 3.67 1.00 
  Non availability of funds 225 3.77 0.97 

(Source: SPSS Output) 
 

On a five point likert scale the problems were rated. The scale was defined as 1= Not at all 

important, 2= Somewhat important, 3= Neither important nor Unimportant or Moderately 

Important, 4= Important and 5= Very important. It may be inferred that mean values above 

3 are important problems faced by the SMEs under Textile, Chemical and Pharmaceutical 

sector in the country in which they are doing business. With respect to India higher tax 

structure, seasonal availability of raw material and non-availability of funds are cited as 

the important problems, the standard deviation is nearer to 1, which indicates that the 

responses amongst the SMEs under Textile, Chemical and Pharmaceutical sector  are quite 

varied. Higher rate of electricity, government policy on export promotion, Availability of 

raw material, High cost of raw material, Import of goods from other countries, Transport 

facilities and Storage facilities have a mean score of 3 or nearer to 3, which depicts that 

the nature of the problem is moderately important, further its standard deviation is less 
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than 1 which indicates there is consensus in the response provided by the respondents. For 

the statement whose average score is 2 reflects somewhat important status of the problem. 

Cost of labour, availability of labour, non-technical labour and instability in government 

are somewhat important problems, as responded by the respondents with a high level of 

consensus in their answer as the standard deviation is less than 1.      

  
TABLE 6.10 

 
Descriptive Statistics China 

Country Name Problems N Mean Std. Deviation
China Higher Tax Structure 225 2.20 0.62 
  High rate of electricity 225 2.92 0.96 
  Cost of labor 225 2.18 0.62 
  Availability of labor 225 2.13 0.68 
  Non Technical labor 225 2.11 0.74 
  Govt policy on export promotion 225 2.58 0.99 
  Availability of raw material 225 2.56 0.98 
  High cost of raw material 225 2.52 0.95 
  Instability in government 225 1.59 0.57 
  Import of goods from other countries 225 2.36 0.95 
  Transport facilities 224 2.71 0.93 
  Storage facilities 225 2.85 0.98 
  Seasonal availability of raw material 225 3.17 1.16 
  Non availability of funds 225 2.40 0.93 

(Source: SPSS Output) 
 

On a five point likert scale the problems were rated. The scale was defined as 1= Not at all 

important, 2= Somewhat important, 3= Neither important nor Unimportant or Moderately 

Important, 4= Important and 5= Very important. For the statements whose mean score is 3 

or nearer to 3, the status of problem is moderately important. In China, high rate of 

electricity, government policy on export promotion, availability of raw material, high cost 

of raw material, transport facilities, storage facilities and seasonal availability of raw 

material are the problems faced by SMEs under Textile, Chemical and Pharmaceutical 

sector  of China which are moderately important. Higher tax structure, Cost of labor, 

Availability of labor, Non Technical labor, Instability in government, Import of goods 

from other countries and Non availability of funds have average score nearer to 2, 

depicting somewhat important state of the problem. A SD of less than 1 reflects a strong 

consensus amongst the Respondents. A SD greater than 1, reflects that entrepreneur’s 

responses are quite varied with respect to the problem of seasonal availability of raw 

material.  
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Independent Sample T-Test 
 

H0: SMEs of India and China do not significantly differ in their opinion on various 

problems. H1: SMEs of India and China significantly differ in their opinion on various 

problems. 

TABLE: 6.11 
 

Test Statistics: Independent Sample T-Test 
 

Problems 

Levene's 
Test for 
Equality of 
Variances 

t-test for 
Equality of Means 

F Sig. t df 
Sig. 
(2-tailed)

Mean 
Difference 

Std. Error
Difference

Higher Tax Structure 55.51 0.00 20.51 366.91 0.00 1.64 0.08 
High rate of electricity 5.48 0.02 0.87 444.90 0.39 0.08 0.09 
Cost of Labour 21.00 0.00 -1.52 424.91 0.13 -0.10 0.07 
Availability of labor 0.20 0.65 0.14 447.70 0.89 0.01 0.07 
Non Technical labor 3.67 0.06 -0.61 445.01 0.54 -0.04 0.07 
Govt policy on export 
promotion 

4.11 0.04 3.66 445.50 0.00 0.33 0.09 

Availability of raw 
material 

0.51 0.48 1.77 447.14 0.08 0.16 0.09 

High cost of raw 
material 

0.06 0.81 0.74 447.98 0.46 0.07 0.09 

Instability in 
government 

34.01 0.00 8.66 373.29 0.00 0.62 0.07 

Import of goods from 
other countries 

0.03 0.87 2.42 448.00 0.02 0.22 0.09 

Transport facilities 0.15 0.70 0.02 446.37 0.99 0.00 0.09 
Storage facilities 2.17 0.14 2.16 444.24 0.03 0.19 0.09 
Seasonal availability of 
raw material 

9.13 0.00 4.88 438.63 0.00 0.50 0.10 

Non availability of 
funds 

0.22 0.64 15.27 447.13 0.00 1.36 0.09 

(Source: SPSS Output) 

 

From the highlighted value in the above table it may be inferred that at 95% level of 

confidence Levene’s test of equality of variance was found to be significant (i.e. p-

value>0.05). Once the equality of variances was proved to be significant at 5 percent level 

of significance, the two tailed independent t-test was performed. For the p-value > 0.05, 
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implies that H0 is not rejected, i.e SMEs in Chemical, Pharmaceutical and Textile sectors  

of India and China do not significantly differ in their opinion on various problems. 

Identical set of problems are faced by Indian as well as Chinese SMEs in Chemical, 

Pharmaceutical and Textile sectors  with respect to availability of labour, non-technical 

labour, availability of raw material, high cost of raw material and transport facilities. The 

set of identical problems faced in two different countries wipes out the location choice to 

start the business in either of the country redundant. No cost advantage in terms of lower 

cost of production would accrue if the selection is made to start the business in either India 

or China, as set of problems are similar. For the p-value < 0.05, implies that H0 is rejected, 

i.e.  SMEs in Chemical, Pharmaceutical and Textile sectors  of India and China 

significantly differ in their opinion on various problems. Imports of goods from other 

countries, Storage facilities, Non availability of funds are the factors in which SMEs in 

Chemical, Pharmaceutical and Textile sectors significantly differ. In relation to descriptive 

statistics it may be noted that in India import of goods from other countries and storage 

facilities are moderately important problems. Non-availability of funds in India is an 

important problem faced by SMEs in Chemical, Pharmaceutical and Textile sectors. In 

China, unlike India, import of goods from other countries and storage facilities are 

moderately important problems. Non availability of funds is somewhat important problem 

in China.   

 

H0: Indian SMEs in Chemical, Pharmaceutical and Textile sectors do not significantly 

differ in the opinion of following factors. 

 

H1: Indian SMEs in Chemical, Pharmaceutical and Textile sectors dealing in Chemical, 

Pharmaceutical and Textile sectors significantly differ in the opinion of following factors. 
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TABLE 6.12 
 

ANOVA: INDIA 
Sum of Squares df Mean Square F Sig. 

Higher Tax 
Structure 
 

Between Groups 5.13 2 2.56 2.46 0.09 
Within Groups 231.79 222 1.04 
Total 236.92 224 

High rate of 
electricity 
 

Between Groups 2.59 2 1.29 1.68 0.19 
Within Groups 171.41 222 0.77 
Total 174.00 224 

Cost of Labour 
 
 

Between Groups 0.38 2 0.19 0.30 0.74 
Within Groups 139.33 222 0.63 
Total 139.72 224 

Availability of 
labor 

Between Groups 0.28 2 0.14 0.28 0.76 
Within Groups 108.45 222 0.49 
Total 108.73 224 

Non Technical 
labor 
 

Between Groups 0.12 2 0.06 0.09 0.91 
Within Groups 143.01 222 0.64 
Total 143.13 224 

Govt policy on 
export 
promotion 

Between Groups 0.06 2 0.03 0.04 0.96 
Within Groups 188.16 222 0.85 
Total 188.22 224 

Availability of 
raw material 

Between Groups 2.88 2 1.44 1.64 0.20 
Within Groups 194.48 222 0.88 
Total 197.36 224 

High cost of 
raw material 

Between Groups 28.99 2 14.49 18.33 0.00 
Within Groups 175.57 222 0.79 
Total 204.56 224 

Instability in 
government 
 

Between Groups 16.87 2 8.44 11.47 0.00 
Within Groups 161.01 219 0.74 
Total 177.88 221 

Import of 
goods from 
other countries 

Between Groups 24.70 2 12.35 15.22 0.00 
Within Groups 180.19 222 0.81 
Total 204.89 224 

Transport 
facilities 
 

Between Groups 42.56 2 21.28 27.78 0.00 
Within Groups 170.08 222 0.77 
Total 212.64 224 

Storage 
facilities 
 

Between Groups 3.92 2 1.96 2.49 0.09 
Within Groups 174.72 222 0.79 
Total 178.64 224 

Seasonal 
availability of 
raw material 

Between Groups 1.56 2 0.78 0.78 0.46 
Within Groups 222.11 222 1.00 
Total 223.66 224 

Non 
availability of 
funds 

Between Groups 0.14 2 0.07 0.08 0.93 
Within Groups 209.84 222 0.95 
Total 209.98 224 

(Source: SPSS Output) 
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From the above table it may be inferred that for p-value > 0.05, H0 is not rejected, hence 

no significant difference is noticed with respect to the problems faced by SMEs dealing in 

Chemical, Pharmaceutical and Textile sectors. It may be noticed that in the highlighted 

Sig. p-value < 0.05, hence H0 is rejected.  It could be concluded that there is a significant 

difference with respect to the problems faced by SMEs dealing in Chemical, 

Pharmaceutical and Textile sectors. Difference persists with respect to high cost of raw 

material, instability in government, import of goods from other countries and transport 

facilities.    

 

TABLE 6.13 
 

Mean for Indian Firms 

Sector Textile Pharmaceutical Chemical 

Higher Tax Structure 4.04 3.79 3.68 

High rate of electricity 2.85 3.04 3.11 

Cost of Labour 2.13 2.04 2.05 

Availability of labor 2.19 2.12 2.11 

Non Technical labor 2.09 2.04 2.05 

Govt policy on export promotion 2.89 2.93 2.91 

Availability of raw material 2.56 2.80 2.80 

High cost of raw material 2.81 2.87 2.08 

Instability in government 2.59 1.97 2.04 

Import of goods from other countries 2.72 2.89 2.12 

Transport facilities 2.12 2.84 3.16 

Storage facilities 2.85 3.13 3.13 

Seasonal availability of raw material 3.76 3.56 3.69 

Non availability of funds 3.79 3.73 3.79 

(Source: SPSS Output) 

 

On examining closely it is noticed that high cost of raw material, with a Mean =2.08 is 

somewhat important for chemical sector. Instability in government (Mean =1.97) is some 

important problem that affects the Pharmaceutical sector. With a mean of 2.12, import of 
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goods from other countries somewhat affect the chemical sector. With a mean of 3.16, 

Transport facilities moderately affect the chemical sector.   

 

H0: Chinese SMEs in Chemical, Pharmaceutical and Textile sectors dealing in Chemical, 

Pharmaceutical and Textile sectors do not significantly differ in the opinion of following 

factors. 

 

H1: Chinese SMEs in Chemical, Pharmaceutical and Textile sectors dealing in Chemical, 

Pharmaceutical and Textile sectors significantly differ in the opinion of following factors. 
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TABLE 6.14 
 

ANOVA: CHINA 
    Sum of Squares df Mean Square F Sig. 
Higher Tax 
Structure 
  

Between Groups 0.17 2 0.08 0.22 0.80 
Within Groups 85.23 222 0.38     
Total 85.40 224       

High rate of 
electricity 
   

Between Groups 0.17 2 0.08 0.09 0.91 
Within Groups 205.55 222 0.93     
Total 205.72 224       

Cost of Labour 
  
  

Between Groups 0.22 2 0.11 0.29 0.75 
Within Groups 86.67 222 0.39     
Total 86.89 224       

Availability of 
labor 
  

Between Groups 0.01 2 0.00 0.01 0.99 
Within Groups 103.25 222 0.47     
Total 103.26 224       

Non Technical 
labor 
   

Between Groups 0.51 2 0.25 0.47 0.63 
Within Groups 120.93 222 0.55     
Total 121.44 224       

Govt policy on 
export 
promotion 

Between Groups 35.05 2 17.52 21.18 0.00 
Within Groups 183.68 222 0.83     
Total 218.73 224       

Availability of 
raw material 
  

Between Groups 25.92 2 12.96 15.18 0.00 
Within Groups 189.52 222 0.85     
Total 215.44 224       

High cost of 
raw material 
  

Between Groups 24.19 2 12.09 15.09 0.00 
Within Groups 177.97 222 0.80     
Total 202.16 224       

Instability in 
government 
  

Between Groups 0.83 2 0.41 1.28 0.28 
Within Groups 71.73 222 0.32     
Total 72.56 224       

Import of goods 
from other 
countries 

Between Groups 32.11 2 16.05 20.75 0.00 
Within Groups 171.73 222 0.77     
Total 203.84 224       

Transport 
facilities 
  

Between Groups 44.75 2 22.38 33.01 0.00 
Within Groups 149.81 221 0.68     
Total 194.55 223       

Storage 
facilities 
  

Between Groups 36.41 2 18.20 22.65 0.00 
Within Groups 178.45 222 0.80     
Total 214.86 224       

Seasonal 
availability of 
raw material 

Between Groups 90.32 2 45.16 47.76 0.00 
Within Groups 209.92 222 0.95     
Total 300.24 224       

Non availability 
of funds 
  

Between Groups 1.93 2 0.96 1.13 0.33 
Within Groups 190.27 222 0.86     
Total 192.20 224       

(Source: SPSS Output) 
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From the above table it may be inferred that for p-value > 0.05, H0 is not rejected, hence 

no significant difference is noticed with respect to the problems faced by SMEs in 

Chemical, Pharmaceutical and Textile sectors.  It may be noticed that in the highlighted 

Sig. p-value < 0.05, hence H0 is rejected.  It could be concluded that there is a significant 

difference with respect to the problems faced by SMEs in Chemical, Pharmaceutical and 

Textile sectors. Difference persists with respect to government policy on export 

promotion, availability of raw material, high cost of raw material, import of goods from 

other countries, transport facilities, storage facilities and seasonal availability of raw 

material.      

 

TABLE 6.15 
 

Mean for Chinese Firms 

Sector Textile Pharmaceutical Chemical 

Higher Tax Structure 2.20 2.16 2.23

High rate of electricity 2.96 2.89 2.92

Cost of Labour 2.20 2.13 2.2

Availability of labor 2.13 2.12 2.13

Non Technical labor 2.15 2.04 2.13

Govt policy on export promotion 2.03 2.81 2.91

Availability of raw material 2.08 2.80 2.80

High cost of raw material 2.61 2.87 2.08

Instability in government 1.57 1.52 1.67

Import of goods from other countries 2.07 2.89 2.12

Transport facilities 2.09 2.85 3.16

Storage facilities 2.28 3.13 3.13

Seasonal availability of raw material 2.28 3.56 3.68

Non availability of funds 2.32 2.53 2.36

(Source: SPSS Output) 
 

On examining closely it is noticed that government policy on export promotion with a 

Mean = 2.91 moderately impacts the chemical firms. Availability of raw material with a 

Mean = 2.80 moderately keeps the Pharmaceutical and Chemical firms under its clutches. 

High cost of raw material with a Mean = 2.87 moderately impacts the Pharmaceutical 
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companies. With a Mean = 2.07, import of goods from other countries, somewhat impacts 

the textile firms. A Mean = 3.16 indicates that transport facilities moderately impacts the 

chemical sector.  Storage facility having a Mean=3.13 moderately impacts the 

Pharmaceutical and Chemical firms. At a mean score of more than 3, the seasonal 

availability of raw material largely affects Pharmaceutical and Chemical firms. 
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7.1 Summary of major Findings of SMEs in India 
 
In order to understand the obstacle and issues faced by SMEs in Selected Sectors i.e. 

Chemical, Pharmaceutical & Textile sectors in India, during the research period we have 

collected the data through printed questionnaire, telephonic interview from 225 SMEs 

across India, which is the targeted respondents.  

 
7.1.1 Summary of Analysis of problems faced by SMEs in Selected Sectors i.e. 

Chemical, Pharmaceutical & Textile sectors in India  
 

During the study while  interviewing the key decision makers’ from the SMEs in Selected 

Sectors i.e. Chemical, Pharmaceutical & Textile sectors in India regarding the challenges 

faced by them on a day-to-day basis and the researcher observed   following issues and 

challenges emerged as the outcome:  

i. Study shows that 85% sample respondents faces Lack of easy and timely finance 

as well as credit instruments  

ii. Study shows that 75% sample respondents said that Limiting regulatory polices 

biggest problem  

iii. Study shows that 74% sample respondents said that Lack of basic infrastructure 

facilities   

iv. Study shows that 82% sample respondents said that Unavailability of modern and 

affordable technology is their main issue 

v. Study shows that 60% sample respondents said that Inflexible labour laws and 

availability of affordable skilled labour  

vi. Study shows that 75% sample respondents said that Absence of exclusive 

marketing platforms and distribution networks   

 

Research shows that Chemical, Pharma & Textile in SME sectors across India  is observed 

access to financial and credit instruments as the most critical challenge (85%), compared 

to inflexible labour laws that was stated as the least critical challenge (60%) by SMEs in 

India.  

 

Research reveals that Enterprises from Tier-2 towns find it harder to access finance and 

credit instruments when compared to those from Tier-1 towns. While 87% enterprises 
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from Hyderabad stated this as a challenge, only 73% enterprises from Mumbai and 

Bangalore quoted it as a growth inhibitor.  

 

Study shows that Enterprises from Tier-2 and Tier-3 towns find it harder to access suitable 

technology when compared to those from Tier-1 towns. While 85% and 81% enterprises 

from Jaipur, Surat and Ahmadabad, respectively, stated this as a challenge, only 65% 

enterprises from Chennai quoted it as an issue.  

 

7.1.2 Lack of Easy Finance and Credit Tools  
 

i. Research shows that Ease of credit access and quick finance is the most critical 

growth driver for any SME. Most Indian SMEs start out with minimal capital, 

which eventually stalls their growth after a certain point. Easy credit access for 

SMEs therefore becomes a very important factor for national growth as well. The 

lack of easy credit is stagnating growth of SMEs, which in turn is affecting 

national growth in terms of GDP, import, export and employment. Unavailability 

of credit at the right time can affect business growth at many levels; this is why a 

lot of small businesses often shut shop after not being able to generate margins.  

ii. Research divulge that 85% of total Respondents are of the opinion that High 

transaction costs in imports/exports are the major problem of SME.  

iii. Research reveals that 70% of total Respondents are of the opinion that PE Funding 

is difficult to obtain and not reliable 

iv. Research shows that 82% of total Respondents are of the opinion that Banks offer 

high rates for term loans  

v. Research reveals that 76% of total Respondents are of the opinion that Private 

equity (PE) dilutes control in the company  

vi. Research shows that 73% of total Respondents are of the opinion that non-

standardised project appraisal system for term loans  

vii. Research said  that 65% of total Respondents are of the opinion that awkward 

procedures and delay in fund disbursement  

viii. Research reveals that 82% of total Respondents are of the opinion that Complex 

collaterals required to obtain term loans  

ix. Research shows that SMEs are facing the biggest problem in obtaining credit for 

the business operations.  Research also shows that Chemical, Pharma & Textile in 
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SME sectors across India observed  that it is extremely challenging to obtain 

collateral free term loans from banks (82%), whereas Import/Export transaction 

costs on goods were considered to be the least critical problem (85%). Other key 

trends that emerged were:  

x. Research shows that Enterprises from Tier-2 and Tier-3 cities find obtaining term 

loans without collaterals a major obstruction as compared to Tier- 1 cities: In 

Hyderabad 73% enterprises and in Lucknow 80% Respondents stated this as 

problem. On the other hand only 63% enterprises from Delhi stated this as a 

challenge.  

xi. Research reveals that Enterprises from Tier-3 cities find it difficult to obtain credit 

owing to high interest rates as compared to enterprises from Tier-1 cities. Almost 

70% enterprises from Nasik and Indore felt high interest rates were an obstacle, 

whereas only 65% thought of it as an obstacle in cities like Mumbai, Chennai and 

Bangalore.  

xii. Research shows that 65% SMEs are not aware of the government’s Credit 

Guarantee Scheme for access to collateral free credit from Banks. Of the 35% 

enterprises that were aware, 92% stated that the scheme did not help them as it is 

difficult to access information on the scheme from banks.  

 

7.1.3 Uncertain Regulatory Policies restrict the SMEs Ease of Doing a Business  
 

Research shows that Chemical, Pharma & Textile in SME sectors  across India are facing 

inflexible and complicated regulatory policies which make starting and running a business 

difficult. Owing to this prohibitive business climate, many innovative entrepreneurs are 

not able to enter the markets or sustain a business.  

 

Research said that 79% of total Respondents are of the opinion that Complicated 

procedures of setting up business. Research also shows that 82% of total Respondents are 

of the opinion that No special schemes for start-ups.  

 

Study  shows that 85% of total Respondents are of the opinion that Lack of mandatory 

book keeping regulations. Research reveals that 87% of total Respondents are of the 

opinion that Absence of a common regulatory body they have to face many challenges.  
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Research shows that Chemical, Pharma & Textile in SME sectors  across India are  with 

whom  we have interviewed had common opinions on the miserable state of business 

regulatory affairs in India.  

 

Research reveals that SMEs from Tier-3 cities believe in the need for special start up 

schemes.  72% enterprises in Ahmedabad and Kanpur felt that start-up business needed 

government support schemes as compared to Mumbai, whereas 75% enterprises felt the 

need of special start-up incentives and support.  

 

Research shows that Chemical, Pharma & Textile in SME sectors across India repeatedly 

said the need for an exclusive regulatory agency. Respondents felt that a common body is 

required at the Centre, exclusively for SMEs to handle their regulatory affairs. Enterprises 

want creation of a governing body that will lay out starting as well as operational 

regulations. In smaller cities such as Hyderabad, Ahmedabad and Kanpur, almost 85% 

enterprises felt a presence of a common regulatory body would lead to standardisation of 

registration procedures.  

 

7.1.4 Unaffordable of Modern Affordable Technology  
 

Research shows that due to increasingly complex and competitive economic landscape, 

the need to align people, processes and technology is stronger than ever. Latest technology 

can help enterprises reduce cost and time taken to innovate and offer quality products and 

services at competitive price. Also they will be able to compete on a global level with 

other corporate giants.  

 

However, Research reveals that Chemical, Pharma & Textile in SME sectors across India 

are not able to access and use the latest technological advancements. While knowledge, 

access and funds are continue to hamper implementation of technology, absence of an 

ecosystem that enables technology transfer and interaction with experts is a critical reason 

of limited adoption.  

 

Research also shows that out of the total respondents of Chemical, Pharma & Textile in 

SME sectors  across India,  52%  said that in absence of ecosystem for technology transfer 

they are not able to grow further. 59%  said that Access to modern technology is very 
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expensive therefore, they are not able to acquire Modern Affordable Technology. 60% 

said that they are having  minimal knowledge about upcoming technologies therefore, they 

are not able to acquire Modern Affordable Technology.  66%  said that due to 

unavailability of e-Governance systems they are not able to acquire Modern Affordable 

Technology. 68% said that Lack of effective information systems they are not able to 

acquire Modern Affordable Technology. 71% Lack of funds to support Innovation and 

R&D they are not able to acquire Modern Affordable Technology. 75% Limited 

interaction between tech providers and seekers they are not able to acquire Modern 

Affordable Technology 

 

Research also reveals that absence of a common platform for interaction with technology 

providers continues to be the most critical challenge faced by SMEs in this area. While the 

trend comes out as most important across all cities, the smaller enterprises face this 

challenge relatively more (78%) when compared to mid-market enterprises (66%).  

 

Research also disclose that SME enterprises from Tier-3 cities find it a lot more difficulty 

to access funds to support Innovation and R&D. 76% enterprises from Ahmedabad and 

Chandigarh quoted this as a key reason for their slow adoption of technology. This 

compares to only 61% enterprises in Mumbai stating the same reason.  

 

Research also shows that Chemical, Pharma & Textile in SME sectors,  those 

headquartered in Tier-3 towns quote minimal knowledge more often than their 

counterparts.  While 61% medium enterprises quote knowledge is preventing to adopt the 

technology, 73% small enterprises is also face the same problem. Even though the 

difference is important since it points to adoption of latest technology having a direct 

correlation with sophistication of skills and vision in a company. Furthermore, 63% and 

65% enterprises from Kanpur and Ahmedabad respectively stated the same problem as a 

challenge.  High cost of adoption is a key inhibitor for enterprises in Tier-3 towns. 

Compared to the national average of 61%, 69% and 64%, enterprises from Indore and 

Kanpur respectively quoted cost a key issue for active adoption of latest technology.  

 

Research said that Awareness of government programs and grants continues to be a 

challenge. There are multiple government schemes and programs under which SMEs can 

access technology. However, education and awareness about these initiatives is dismally 
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low. 90% enterprises remain unaware about Technology Business Incubation (TBI), one 

of the government’s key initiatives.  

 

7.1.5 Environment problems & Issues 
 

Study shows that absence of proper infrastructure related to environment is causing 

serious problems to the Small and Medium enterprise’s daily business operations of 

manufacturing, consumption and distribution of goods and services. During the study most 

of the SMEs were highlighted number of the key issues that cause an obstruction to 

normal business operations in a SME.   

 

Research shows that Chemical, Pharma & Textile in SME sectors 88% are facing the 

biggest challenge as Environment related problems. 82% are facing the Effluent Treatment 

problems and disposal of industrial waste. 88% are facing the Environment problem like 

Pollution of air, water and soil. 80% are facing the problem of inadequate  arrangement of 

Toxic Gas discharge. 76%  are facing the  lack of facilities for Effluent Treatment. 85%  

are facing insufficient methods for disposal of their  industrial waste management system. 

 

Research also shows that most of the SMEs in Tier-3 cities are facing the Environment 

problem like Pollution of air, water and soil.  87% SMEs in Hyderabad and Kanpur felt 

that there was a pressing need to encourage and set up Effluent Treatment Plant. In 

comparison about 78% SMEs in cities such as Mumbai, Chennai and Bangalore are 

suggested to simplify the  Environment policies.  

 

Study shows that most of the SMEs were unaware of the prevailing government schemes 

that are implemented and still active today for environment related schemes and policies. 

Environment protection as well as pollution related issues are very serious in nature.   

 

7.1.6 Absence of Exclusive Marketing Platforms  
 

Research shows that In the midst of rapidly changing consumer habits and increased 

competition from both local and global brands, market dynamics and customer loyalties 

are in a state of flux. While offering best-in-class products and services, SMEs are also 

needed to improve the quality of customer interaction at every opportunity. Enhancing 
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customer engagement is not a matter of choice anymore and for the further growth and 

development SMEs also need market intelligence, tools and well-trained workforces to 

respond to these external pressures.  

 

Research shows that Chemical, Pharma & Textile industries in SME sectors across India 

are very weak in the Marketing and supply chain.  Study shows that  65% of the SMEs 

have  limited knowledge about digital marketing .  60% of the SMEs have  limited 

experience in new-age marketing.  62% of the SMEs Unaware of innovative technology 

for marketing. 79%  of the SMEs are not attending enough trade fairs and buyer-seller 

meets. 65%  of the SMEs are losing their business to large competitors due to lack of 

networks. 80% of the SMEs  required  monetary support/schemes  for marketing and 

supply chain. 70%  Small and Medium enterprises across all the cities in India quoted that 

marketing problem is the second most major issue.  

 

Chemical, Pharma & Textile SMEs, those headquartered in Tier-3 towns quote lack of 

awareness of technology solutions to cater to marketing needs more often than their bigger 

counterparts in the market. While 70% mid-market enterprises quote lack of awareness as 

an inhibitor to adoption of technology to aid marketing initiatives, 70% small enterprises 

face the same. Furthermore, 72% enterprises from  stated this as a challenge.  

 

Study shows that in Tier-3 cities Limited understanding about new-age marketing 

strategies affected their growth. 64% mid-market enterprises lack understanding on new-

age marketing strategies like content and database marketing. 77% enterprises from 

Hyderabad stated lack of understanding about new marketing strategy as a drawback to 

their growth. 30% SMEs are aware about government programs and grants to support 

marketing and supply chain networks. 70% enterprises remain unaware about key 

government initiatives like The Marketing Assistance and Technology Up-gradation 

Scheme for Micro Small and Medium Enterprises and Marketing Development Assistance 

(MDA) Scheme for SMEs. 

 

7.1.7 Inflexible Labour Laws and Availability of Affordable Skilled Labour  
 

Research shows that Chemical, Pharma & Textile in SME sectors across India  facing  the 

biggest challenge is the labour laws.  The existing labour laws  are very old and outdated 
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but  still in use. Due to this many SMEs are struggling with problems of culture and scale 

and not being able to meet their workforce demands. A labour law reform overhaul is 

required to absorb the 200 million individuals that will enter the workforce in the next 2 

decades.  

 

According to the research, 80%  of the SMEs, they are facing  shortage of skilled workers 

at affordable costs. 72%  of the SMEs insisted for common minimum wage policies for 

pan India. 65%  of the SMEs complaint low productivity from the unskilled workers. 78%  

of the SMEs, are not able to retain the talented staffs because SME are not able to pay 

them proper remuneration. Inflexible labour laws are also some of the key issues SMEs 

are facing. Most of the enterprises feel that retaining the workmen who are having better 

talent is the biggest challenge.  

 

Study shows that Respondents from Tier-3 cities felt that minimum wage policies should 

be subject to the per capita income of the region. 75% of Respondents from Ahmedabad , 

Hyderabad  and Kanpur felt that minimum wages should be according to per capita 

income of the region instead of a national standard minimum wage policy.  

 

Research shows that Chemical, Pharma & Textile industries in SME sectors across India 

unanimously felt low productivity of labourers was a major hindrance in their growth 

plans. The common sentiment of SMEs was that they face extremely low productivity 

numbers from their workforce. SME employers blamed trade unions and their limited 

ability to pay well as some of the major factors causing low productivity. Many enterprises 

were of the opinion that affordable technology overhaul might reduce labour effort and in 

turn increase productivity.  

 

7.2 Summary of major Findings of SMEs in China 
 

7.2.1 Summary of  Analysis of  problems faced by SMEs in Selected Sectors i.e. 
Chemical, Pharma & Textile sectors  in China 

 

In order to understand the difficulties and issues faced by the Chemical, Pharma & Textile 

industries in SME sectors across China during the study period researcher had collected  

data from 225 SMEs, across China which is the targeted respondents, through printed 
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questionnaire, telephonic interview.  As a part of the study, researcher had interviewed the 

key decision makers from these SMEs and recognized their challenges, which they have to 

face on day-to-day basis.  

 

The study shows that 75% sample Respondents faces Lack of Adequate and timely finance 

as well as other credit instruments is the challenge. 65% sample Respondents said that 

undecided/complicated regulatory polices is the  challenge. 70% sample Respondents said 

that absence of exclusive marketing platforms and distribution networks is the challenge. 

67% sample Respondents said that unavailability of modern, affordable technology. 88% 

sample Respondents said that environment is the problems.  70% sample Respondents said 

that lack of skilled workforce is the challenge. 55% sample Respondents said that 

Inflexible labour laws is the challenge 

 

Research shows that enterprises from Tier-2 towns find it harder to access finance and 

credit instruments when compared to those from Tier-1 towns. While 77% enterprises 

from Chengdu region stated that getting timely and adequate finance is a major  challenge, 

only 63% enterprises from Guangzhou and Shenyang quoted that in absence of  timely and 

adequate finance they are not able to grow further.  

 

Research shows that enterprises from Tier-2 and Tier-3 towns said that they are not able to 

access unaffordable and modern   technology when compared to those from Tier-1 towns. 

While 70% and 61% enterprises from Shenyang and Shenzhen, respectively, stated that 

they are not able to afford modern technology, only 75% enterprises from Wuhan quoted it 

as an issue.  

 

Research also shows that availability of basic infrastructure including Power, Water and 

Waste Management is  also a major challenge for enterprises across the Rural Areas. As a 

unanimous outcome, both small and medium enterprises across the rural areas stated that 

basic infrastructure as a challenge.  

 

7.2.2 Lack of Timely and adequate  Finance and other Credit Tools  
 

Study shows that timely, adequate and quick finance is the most critical growth driver for 

most of the SMEs in China.  Generally  SMEs start out with minimal capital, which 
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eventually stalls their growth after a certain point. Therefore, easy finance becomes a very 

important factor for SMEs growth. Unavailability of credit at low interest at the right time 

always affects the SME further growth.  

 

During the course of research it is found that,  55% of total respondents said  that High 

transaction costs incurred in imports/exports is also a major challenge.  60% of total 

respondents said  that PE Funding is difficult to obtain. 72% of total respondents said that  

Banks charging  higher rates for term loans finance.  62%  of total respondents said  non-

standard  project appraisal system for term loans is a major  challenge for them. 60% of 

the total respondents said Tricky and long procedures and delay in fund disbursement is 

their challenge. 72% of the total respondents said   Complex collaterals required to obtain 

term loans is their challenge 

 

Research also shows that the biggest problem SMEs are facing the problems for  obtaining 

the credit for their business operations. Across China, the unanimous sentiment of 

businesses was that it is extremely challenging to obtain collateral free term loans from 

banks (72%), whereas Import/Export transaction costs on goods were considered to be the 

least critical problem (55%).  

 

Study shows that Enterprises from Tier-2 and Tier-3 cities mentioned that the biggest  

difficulties they are facing  for obtaining the term loans without collaterals as compared to 

Tier- 1 cities: In Chengdu 63% enterprises and in Shenyang 70% Respondents stated this 

their major problem. On the other hand only 51% enterprises from Shanghai stated this as 

a challenge.  

 

Also enterprises from Tier-3 cities found it difficult to obtain credit at high interest rates as 

compared to enterprises from Tier-1 cities. Almost 73% enterprises from Taipei and 

Chengdu  shows that  high interest rates were an obstacle, whereas only 60% thought it as 

an obstacle in cities like Guangzhou, Wuhan and  Shenyang.  

 

The study reveals that 65% SMEs are not aware of the government’s Credit Guarantee 

Scheme for access to collateral free credit from Banks. 72% stated that the scheme did not 

help them as it is difficult to access information about the scheme from banks.  
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7.2.3  Complicated Regulatory Policies  
 

Research reveals that SMEs in China are suffering from inflexible and complicated 

regulatory policies which make starting and running a business very difficult. Due to this 

unreasonable business climate, many innovative entrepreneurs are not able to enter the 

markets or sustain a business.  Out of the total respondents 61% said that there are many 

complicated procedures of setting up business.  66%  respondents said that there is no 

special schemes for start-ups and  64% said that they are not in a position to keep the 

mandatory book keeping which is their main challenge. 65% respondents  said that there is 

a need of  common regulatory body for SMEs. 

 

During the study  while interviewing  the SMEs from Tier-3 cities drew the need for 

special start-up schemes for the enterprises.   68% enterprises in Chengdu  felt that start-up 

business schemes lacked government support as compared to Guangzhou, whereas 62% 

enterprises felt the need of special start-up incentives and support.  All SMEs repeatedly 

said that  they need  an exclusive regulatory agency. Respondents felt that a common body 

is required exclusively for SMEs to handle their regulatory affairs. In cities such as 

Chengdu, Wuhan and Shenyang, almost 67% enterprises felt a presence of a common 

regulatory body would lead to the standardisation of registration procedures.  

 

7.2.4 Absence of Exclusive Marketing Platforms & Distribution System 
 

The Study shows that in the midst of rapidly changing consumer habits and increased 

competition from both local and global brands, market dynamics and customer loyalties 

are in a state of unrest. While offering best-in-class products and services, SMEs are also 

needed to improve the quality of customer interaction & services at each opportunity. 

Enhancing customer engagement is not a matter of choice anymore and to succeed also 

SMEs need market intelligence, tools and well-trained workforces to respond to these 

external pressures.    

 

As the  research shows that SMEs in China has tremendous  competition with large 

enterprises in the area of marketing  supply chain. 65% of the SMEs in China have limited 

knowledge about digital marketing also  60% of the SMEs in China have limited 

experience in new-age marketing.  The study shows that in China 62% of the SMEs are 
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unaware of technology marketing and 65%  of the SMEs are  losing their business to large 

competitors due to lack of networks.  

 

The study also reveals that 80% of the SMEs required  monetary support/schemes  for 

marketing and supply chain and 70%  Small and Medium enterprises across all the cities 

state that marketing is the second most significant issues.  

 

Smaller enterprises those headquartered in Tier-3 towns had stated that lack of awareness 

about modern technology to cater the marketing needs more often than their counterparts 

in bigger market. While 70% mid-market enterprises stated that lack of awareness to adopt 

modern technology to aid marketing initiatives is their challenge. 

 

Limited understanding about new-age marketing strategies cripples smaller enterprises 

those in Tier-3 cities. 64% mid-market enterprises lack understanding on new-age 

marketing strategies like content and database marketing. Furthermore, 77% enterprises 

from Chengdu stated lack of understanding about new marketing strategy as a drawback to 

their growth.  

 

30% SMEs are aware about government programs and grants to support marketing and 

supply chain networks. 70% enterprises remain unaware about key government initiatives.  

 

7.2.5 Unaffordable of Modern Technology  
 

The research shows that SMEs in China face many difficulties in accessing and using the 

latest technological developments. While knowledge, access and funds continue to hamper 

implementation of technology and absence of an ecosystem that enables technology 

transfer and interaction with experts is a critical reason as limited adoption.  

 

Out of the total respondents 58% SMEs said that access to modern technology is 

expensive therefore, they are not able to acquire Modern Technology with Affordable cost 

and 51% SMEs said that they are having negligible knowledge about upcoming 

technologies therefore, they are not able to acquire Modern Technology 
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Out of the total respondents 54% SMEs said that due to  Lack of effective information 

systems they are not able to acquire Modern Affordable Technology  also 62% SMEs said 

that due to  lack of funds it is very difficult to support Innovation and R&D.  Hence they 

were not able to acquire Modern Affordable Technology. 

 

Out of the  total respondents 55% SMEs said that due to language barriers, they were not 

able to  interact between technical providers and seekers they are not able to acquire 

Modern Affordable Technology. 

 

Research shows that absence of a common platform for interaction with technology 

providers continues to be the critical challenge faced by SMEs in this area. While the trend 

comes out as most important across all cities, the 58% smaller enterprises face this 

challenge relatively more 66% when compared with  Medium sized enterprises.  

 

Enterprises from Tier- 3 cities  when interviewed during the course of study they said that  

access funds to support Innovation and R&D is more difficult. 66% enterprises from 

Taipei and Chengdu quoted this, as a key reason for their slow adoption of technology.  

Smaller enterprises and those headquartered in Tier-3 towns quote minimal knowledge 

more often than their counterparts.  While 60% medium enterprises mentioned that 

knowledge preventing to adopt the latest technology, 68% small enterprises is also face 

the same problem. Furthermore, 63%  enterprise from Taipei and 65% enterprises Wuhan 

stated that the same problem as their challenge.  

 

Research also shows that awareness of government policies, programs and grants 

continues to be challenge for them. There are multiple government schemes and programs 

under which SMEs can access technology. However, knowledge and awareness about 

these initiatives is very less.  

 

7.2.6 Environment Problems & Issues 
 

Study reveals that lack of proper infrastructure for environment protection is causing 

serious problems to the Small and Medium enterprises.  In China 88% SMEs  are facing 

the Environment related problems as the biggest challenge  and 82% SMEs are facing the 

biggest task is  Effluent Treatment problems and disposal of industrial  solid waste. 
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Study shows that 85% SMEs are facing Environment related problem like Pollution of air, 

water and soil and solid waste and 79% SMEs are facing the problem of inadequate 

arrangement of Toxic Gas discharge.  Also 66% SMEs are facing the lack of facilities for 

Effluent Treatment  and 85% SMEs are facing insufficient methods for disposal of their  

industrial waste.  

 

Most of the SMEs in Tier-3 cities face the Environment  problem like  Air Pollution, 

waste disposal.  84% SMEs in Chengdu and Wuhan felt that there was a pressing need to 

set up suitable Effluent Treatment Plant. In comparison, about 73% SMEs in cities such as 

Guangzhou, Wuhan and Shenyang feel the need of Government support to setup the 

Effluent Treatment Plant.  

 

 Most of the SMEs were unaware of the prevailing government schemes that are 

implemented and still active today for setting up of Effluent Treatment Plant.  

 

7.2.7 Inflexible Labour Laws  
 

China today faces the big challenge of outdated labour laws that are still in use. This 

leaves many SMEs struggling with problems of culture and scale and not being able to 

meet their workforce demands.  

 

7.2.8 Lack of Skilled workforce 
 

During the study  80%  of the SMEs mentioned that, they are facing  shortage of skilled 

workers at affordable costs  and 72%  of the SMEs were insisted for common minimum 

wage policies.  Also the study shows that  65%  of the SMEs  state that   productivity of 

the labourers are very low and 78%  of the SMEs state that, they  are not able to retain the 

talented staffs due to lack of ability to  high salary.  

 

Most of the enterprises  feel that retaining  the workmen who are having better talent is the 

biggest challenge due to lack of ability to pay well and inadequate employer branding.  
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78% of small enterprises felt that retaining better employee was a big challenge owing to 

their lack of ability to pay well, and absence of branding. Respondents stated that due to 

low operating margins they were often unable to retain the right skilled talent. In 

comparison, 65% mid-market enterprises stated this as a challenge.  

 

Respondents from Tier- 3 cities felt that minimum wage policies should be subject to the 

per capita income of the region. 75% of respondents from Taipei and Chengdu  felt that 

minimum wages should be according to per capita income of the region instead of a 

national standard minimum wage policy.  

 

Respondents across all cities unanimously felt low productivity of labourers was a major 

hindrance in their growth plans. The common sentiment of SMEs was that they face 

extremely low productivity numbers from their workforce. SME employers blamed trade 

unions and their limited ability to pay well as some of the major factors causing low 

productivity. Many enterprises were of the opinion that affordable technology overhaul 

might reduce labour effort and in turn increase productivity.  

 

7.3 Summery  
 

In the foregoing study an attempt have been, made to point out some of the specificities of 

the role and contributions of SMEs in India and China and also efforts made to analyses 

the growth and performance of SMEs with special reference to Chemical, Pharma and 

Textile sectors in the two countries during the period from 1990-91 to 2013-14.  The entire 

research demonstrated that the small and medium enterprises in both the countries India 

and China are the backbone of industrial development. It is very important to note that for 

both the countries, India and China which are fast developing countries, the small and 

medium enterprises represented the model of economic development, which emphasized 

high contribution to domestic production, significant export earnings, low investment 

requirements, employment generation, effective contribution to foreign exchange earning 

of the nation with low import-intensive operations. The contributions of SMEs in both the 

countries have been remarkable in the industrial development of the country. It has a share 

of more than 40% in the industrial production. 35% of the total manufactured exports in 

both the countries found directly accounted for by SME sector. In terms of employment 

generated, this sector is next only to agriculture employing approximately 14 million 
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people.  The analysis has revealed that, the SME sector has done quite well and has 

enabled both the countries to achieve considerable industrial growth and diversification. 

Small scale industries are less capital intensive and suit the economic environment of India 

and China with scarce resources and large respondents base.  In addition, it is highly and 

has a scope for labor intensive for building upon the traditional skill and knowledge. Small 

scale industries have remained high on the agenda of all political parties, intelligentsia and 

policy makers since last fifty – sixty years in both the countries.    In this chapter the major 

findings and conclusions related to the growth of SME Units, Production of SME Units, 

Employment generated by SMEs & Export of SMEs of selected sectors namely Chemical, 

Pharma  Sector and Textile sector in India and China have been made.  The conclusions 

related to the comparison of SME performance with in the country and between the two 

countries have been presented in summery form.   In second part of this chapter, several 

problems of SMEs and the suggestions for improvement of performance of SME sectors 

in India as well as China have been presented.  

 

7.4.0  Major findings related to the growth of Units, Production, Employment & 
Export of Chemical, Pharma and Textile sector SMEs in India and China  

 

7.4.1 The small and medium enterprise sector is widely regarded as the engine of the 

Indian as well as China’s economy. SMEs contribute significantly to industrial, 

economic, technological and regional development in all developed and 

developing economies. 

 

7.4.2 Numbers of SME units in chemical sector in India have been increased by 361% 

during the study period at the CAGR of 6.87%.  The CAGR of Chemical SME 

during the first ten years of study period i.e1990-91 to 1999-2000 stood at 2.95% 

and it was 13.25% during the period of 2000-01 to 2009-2010.  The major reasons 

for the low growth rate of SME units under chemical sector were stringent rules of 

license, permission, environment protection etc. to establish the chemical industry. 

The other stumbling blocks were lack of availability of funds and high rate of 

interest on loans.  The growth rate was little improved from the year 2001 onwards 

which resulted in increase in SME unit in chemical sector.  (Table No. 6.1, Figure 

No. 6.1 and 6.2). 
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7.4.3 After enactment of Micro, Small and Medium Scale Enterprise Development Act 

(MSMED Act) 2006”  with incorporation of various supporting policy measures 

and practices to promote the small and medium scale industry, huge number of 

SMEs were incorporated in the category of SMEs.  But the growth after the year 

2006-07 could not be continued because of several problems like lack of funds, 

high rate of interest, high cost of energy and high cost of production and also lack 

of incentives to start new industry in chemical sector.   

 

7.4.4 The production of chemical SMEs in India increased by 11 times during the last 24 

years registering the CAGR of 11.58 percent.  The reason of more growth in 

production by chemical SMEs were, increase in capacity utilization level, 

expansion of plants and use of modern technology.   Despite of increase in new 

SMEs in 2006-07 and onwards the production of SMEs could not increased at 

desired rates, because very small enterprises production capacity were converted in 

to SMEs.  (Table No. 6.1). 

 

7.4.5 The SMEs under chemical sector in India have created a large number of direct 

and indirect employment.  Indian SMEs under chemical sector have provided 

direct employment to  332874 peoples in 2013-14 registering the CAGR of 5.4% 

during the study period.    The CAGR of employment generation by   Indian SMEs 

under chemical sector during the period of 2000-01 to 2009-10 was 8.06% because 

of inclusion of several new SMEs in the year 2006-07 as per amendments in 

MSED act.  The reason for lowering the growth rate in employment generation per 

unit in Indian SMEs under chemical sector was, conversion of smaller industries 

having less number of employees into SMEs.   Another reason for lowering growth 

rate in employment generation was adoption of latest technology by the Indian 

SMEs under chemical sector, resulted into reduction of direct employment. (Table 

6.1). 

 

7.4.6 The Export of Indian chemical SMEs have been increased by around 17 times 

during the last 24 years and reached up to 30754 million USD. The average export 

per SME in chemical sector in India was 0.68 Million US Dollar in 2014. The 

growth rate of export was 13.33% during the study period.   
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7.4.7 Despite of increase in the production as well as exports at absolute term, the ratio 

of exports to production of chemical SME in India constantly remained between 15 

to 20 percent during the entire period of study.   Even after increase in the huge 

number of SME units in the year in 2006-07 the growth in the export as well as 

export per SME could not increase meaningfully.  

 

7.4.8 The number of SME units under pharma  sector in India were merely 2205 at the 

end of the year 1990-91, which have been increased by three times and reached up 

to 9132 units at the end of year 2013-14 with the CAGR of 6.10%.  The growth 

rate of pharma SME in initial period from 1990-91 to 1999-2000 was merely 

2.52%.  The major reasons for the low growth rate of SME units under pharma  

sector in India was stringent rules of license, environment protection etc. which 

encourage entrepreneurs to establish an industry. The other blockages were lack of 

availability of funds and high rate of interest on loans.  But after the liberalization 

of Indian Economy, the government policies were liberalized and norms were 

relaxed so as to promote the industries.  Consequently, it was found that several 

new SMEs have come up from the year 2001 onwards.  The study shows that the 

CAGR of SME unit in pharma sector increased up to 11.13% during the period of 

2000-01 to 2009-2010.   

 

7.4.9 As per new MSMED Act 2006, SMEs in pharma sector have grown by 61.34% in 

the year 2006-07 alone.  But the growth rate of number of SME units came down 

immediately at normal growth rate of 5 to 7 percent from the year 2007-08 

onwards.  The slow pace of growth in new SMEs in pharma sector was 

requirement of huge funds, high rate of interest, high cost of production in compare 

to China and also lack of incentives to start new industry in pharma sector.  (Table 

6.2 and 6.3). 

 

7.4.10 The production in pharma SME in India increased by 15 times at the CAGR of 

12.25% during the last 24 years and the Compound annual growth rate (CAGR) of 

SME production  was 12.25% during the last 24years, which was almost double 

than the CAGR of number of SME units in this sector.  
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7.4.11 The study shows that the pharma SME have been increased by  four times, where 

as production of SME units of pharma  sector has been increased by 15 times 

during the study period. The reason for high growth were, increase in the 

production capacity as well as productivity of pharma  SMEs, increase in capacity 

utilization, expansion of plants and use of modern technology.   (Table No. 6.2  

and Figure No 6.3). 

 

7.4.12 The SME units of pharma sector in India have provided direct employment to  

164150 peoples in till 2013-14,  registering the CAGR of 8.39%.    The study also 

reveals that the second decade of study period i.e. 2000-01 to 2009-10 was far 

better than earlier decade.  In this decade the CAGR of Indian SMEs under pharma 

sector was between 3 to 5% except in the year 2006-07.   

 

7.4.13 One Indian pharma SME in India on an average was providing direct employment 

to 11 persons to 12 in 2001 which has increased significantly up to 18 persons per 

unit. 

 

7.4.14 The exports by the pharma SMEs in India was have been increased by around 24 

times during the last 24 years and reached reached up to 10906 million USD. The 

average export per SME in pharma sector was merely 0.20 Million US Dollar in 

1990-91, which has been significantly increased up to six times up to 1.19 Million 

USD at the end of  2013-14.   

 

7.4.15 The textile SME sector in India have shown significant progress during the period 

2001 to 2010. The growth in number of SME units, their production, employment 

and export by the textile SMEs in India (Table No. 6.3 and Figure 6.4). 

 

7.4.16 The  number of SME units under Textile sector in India which were merely 39007 

in the year 1990-91 & have been increased by 361% and reached up to 114428 in 

the year 2013-14, with the CAGR of 4.79%.  (table No. 6.3 and Figure 6.4) 
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7.4.17 The growth of textile SMEs in India was 3.71%  during the decade starting from 

1990-91 to 1999-2000 and it was 6.82% during the period 2000-01 to 2009-2010.  

Major reasons for the low growth rate of SME units under textile sector were 

stringent rules of license/permission, environment protection laws etc. to establish 

the textile industry. The other stumbling blocks were lack of availability of funds, 

high rate of interest on loans, high cost of energy and unskilled labors. (Table 

No.6.3 & Figure 6.4)  

 

7.4.18 Because of change in definition of SMEs the number of SMEs in textile sector in 

India have grown by 29.53% in 2006-07 but after that the growth rate drastically 

declined.  The slow pace of growth in new SMEs in textile sector was requirement 

of huge funds, high rate of interest, high cost of production and also lack of 

incentives to start new industry in textile sector.   

 

7.4.19 The production in textile industries in SME sector in India increased up to three 

folds during the last 24 years.  The study revealed that, the number of SME units 

has been increased by two times, where as production has been increased by three 

times, which indicates that the production capacities as well as productivity of 

SME units have been increased.  The reason of more growth in production by 

Indian textile SMEs were, increase in capacity utilization level, expansion of plants 

and use of modern technology.    

 

7.4.20 The average annual growth rate (CAGR) of textile SMEs was 4.40% during the 

last 24years, which was almost equal to CAGR of number of SME unit in this 

sector.   

 

7.4.21 The production per unit by textile SMEs in India cam down by 10% during the 

study period, which shows that the textile SMEs were not able to increase 

production capacity and productivity as other sectors have done.  
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7.4.22 The Indian SMEs under textile sector have provided direct employment to  743798 

peoples in till 2013-14 which was merely 166236 in at the end of year 1990-91,  

registering the CAGR of 6.73%.     

 

7.4.23 Except the year 2006-07, the growth rate of employment by Indian textile SMEs 

was moderate ranging between 4 to 5%.   

 

7.4.24 An Indian SME under textile sector in India on an average had been providing 

employment to 6 persons, but after the stiff growth in SMEs, after 2006-07, the 

employment generation per Indian SMEs under textile sector has increased up to 7 

person per SME.  This is good sign to support of  government policy of economic 

growth with employment growth.  The reason for lowering growth rate in 

employment generation was adoption of latest technology by the Indian textile 

SMEs, resulted into reduction of direct employment.  (Table no. 6.3 and Figure 

6.4) 

 

7.4.25 Export of Indian textile SMEs has been increased by around four times during the 

last 24 years. The average export per SME in textile sector was 0.11 Million US 

Dollar in 1990-91, which has been significantly increased up to 0.21 million in 

2013-14.  The ratio of export to production by textile SME was 10 to 12 percent 

during 1991 to 2000 but it has been significantly from 2006-07 and reached up to 

20 percent at the end of 2013-14.  

 

7.4.26 The study reveals that the SME under all the selected sectors have grown in terms 

of all performance parameters in India, but the growth was not uniform for all the 

sectors.   

 

7.4.27 The growth in establishment of New SME Units in all the SME sectors namely 

Chemical Sector, Pharma Sector, and Textile sector was higher during the decade 

of 2000-2001 to 2009-2010  because of adding several new SMEs under new 

definition of SMEs decided by the Indian Government in 2006-07. The growth rate 
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was lowest during 1990-1991 to 1999-2000 because of stringent procedure of 

starting new industry and lack of funds.  

 

7.4.28 The growth rate in SME units   was low in the period of 2010-11 to 2013-14 

because of impact of global recession.  The table also reveals that the growth of 

rate of chemical sector was higher than the other two sectors during the study 

period. The growth rate of Textile SME units was lowest among the selected sector 

during the entire study period of 24 years. 

 

7.4.29 The growth of production of SME sector in India in all the sectors namely 

chemical sector, pharma sector, and textile sector was higher during the decade of 

2000-01 to 2009-10  because of adding several new SME Units by relaxing the 

definition of SMEs by the Indian Government in 2006-07.  

 

7.4.30 The growth rate of employment was lowest during 1990-91 to 1999-2000 because 

of several restrictions like strict norms and procedure, high tax rates, high cost of 

funds, lack of funds etc. But the Chemical Sector and Pharma Sectors have shown 

significant growth in terms of production, because of adopting of latest technology 

and increasing production capacity of their existing units. (Figure No. 6.7). 

 

7.4.31 The employment generation by SMEs of all selected sector shown increasing trend 

during the study period.   

 

7.4.32 The pharma SMEs were having higher growth rate of employment generation than 

the chemical SMEs, and textile SMEs.   

 

7.4.33 The chemical sector SMEs were lagging behind in the growth rate of employment 

generation during the entire period of 24 years.   

 

7.4.34 The growth rate of employment generation of all the sector found low from the 

year 2010-11 to 2013-2014, because due to global recession all SME sectors in 

India were facing difficulties in export.   
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7.4.35 It is to be noted that the SME sector is playing vital role in employment generation 

and provided huge employment to Indian people during the study period and it is 

growing continuously in absolute number, but the growth rate was declining 

because of one important factor namely the adoption of new technology by the 

SMEs which reduced the dependency on workers. 

 

7.4.36 The growth rate of export of SMEs in India in all the sectors namely chemical 

sector, pharma sector, and textile sector was significantly higher during the decade 

of 2000-01 to 2009-10.  The reasons for higher growth during this period was 

mainly because several new SME Units were newly classified under SME sector 

because of relaxing SME definition.  

 

7.4.37 The growth rate of exports was highest in Pharma sector followed by chemical and 

textile sector.   

 

7.4.38 The growth rate of export of textile SME sector was found lowest during the entire 

study period.    

 

7.4.39 SME units under chemical sector have been increased by 380% during the study 

period with CAGR of 6.76%.  The new policy from 2001 and major shift in policy 

changes in 2006-07,  the small industrial sector have shown significant progress. 

 

7.4.40 The growth of Units in Chemical SME sector in China  has shown declining trend 

during the period from 2010-2011 to 2013-2014  with CAGR of 2.75%.   Due to 

the strict implementation of the law for Prevention of Environmental Pollution to 

ensure the good health of the public, and promote the development of socialist 

modernization have created uncertainty for various SMEs in Chemical Sector.  

 

7.4.41 In the 12th Five-Year Plan (2011-2015), the Chinese government reinforced the 

importance of building rules around the price of its resources and also recognised 

that reforms have been deepened. Thus costs of raw materials for Chinese SMEs 
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had kept increased. Combined with increases in the exchange rate, the advantages 

that Chinese SMEs have attracted foreign business contracts based on the low price 

of their resources have discontinued. Subsequently to reach the goal of reducing 

10% of the emissions of all industrial pollutants and 20% of unit GDP energy 

consumption by 2010, the government has called for energy savings, and has 

issued many energy-related regulations. Many SMEs are in industries which 

require high energy consumption and produce heavy pollution.  The earlier studies 

indicated that the China’s industries even often neglected the issues of environment 

protection and energy saving because of limited funds and small size. But after the 

implementation of new policy in 2010-11, several SMEs in china have been under 

serious pressure since the policies of energy saving started therefore, either they 

reduced production or closedown their operations. 

 

7.4.42 Also study reveals that production in chemical industries in SME sector in China 

increased by valued at 464000 million USD which has been increased up to 

1952100 million USD during the last 24 years.  The Compound Annual Growth 

Rate (CAGR) for production in  Chemical SMEs in China during the last 24 years 

was 6.17%.  The micro analysis of growth indicates that the CAGR of production 

in Chemical SME units during the decade starting from 1990-91 to 1999-2000 

stood at 5.82%.  During this decade due to the under-developed infrastructural 

facilities required for basic industries as well as uncertain regulatory norms the 

growth of Chemical Units in SME sector in China was low, therefore the growth of 

production was very also low. (Table No. 6.4 and Figure no. 6.9 & 6.10) 

 

7.4.43 The government of china had enacted the first SME promotion law,  in January 

2003, to support the SMEs, which laid the groundwork for public support for small 

and medium enterprises. Under this law, the government protects the lawful 

investments of SMEs and their equity investors alongside their investment 

earnings. Therefore, more SMEs sprouted, spurred by the implementation of non-

SOE promotion policy. Since then urban collective enterprises, town and village 

enterprises (TVE), alongside the private and self-employment sector, have been 

sprouting and thriving all over China.   
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7.4.44 Due to the global recession, the growth of production in Chemical SME sector in 

China  has declined  after 2010-2011.    

 

7.4.45 In the 12th Five-Year Plan (2011-2015), the Chinese government reinforced the 

building rules around the price of its resources and also recognised that reforms 

have been deepened. Thus costs of raw materials for Chinese SMEs had kept 

increased. Combined with increases in the exchange rate, the advantages that 

Chinese SMEs have attracted foreign business contracts based on the low price of 

their resources have discontinued.  

 

7.4.46 The export by chemical SMEs in China has been increased significantly with 

annual growth rate of 15.14% during the study period.  The continuous growth in 

exports by Chinese SMEs was because of the government’s pro-active strategies 

and special “go west” policy in the Tenth Five-Year Plan (2001–2005). 

 

7.4.47 Chemical SME Sector in China have  benefited from the expiration of restrictive 

Trade Agreements aided by China’s entry into the World Trade Organization, 

which allowed the country to take greater advantage of its vast pool of low-skill 

labour.  

 

7.4.48 China’s own domestic market became a key source of demand; labour costs in 

neighbouring high-tech producers were on the rise; and, investment in the West, 

particularly in the high-tech sector, was severely impaired from the 2001 recession. 

China’s gains in global manufacturing came primarily at the expense of advanced 

economies. 

 

7.4.49 The study also shows that due to global recession the growth of export by 

Chemical SMEs in China  was declined after 2011. 

 

7.4.50 Pharma  SMEs in China has grown very fast during the period of study. The 

number of units, production of SMEs, employment generation and exports of the 
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pharma SMEs have grown by 149%, 204 %, 411.6% and 219 % respectively 

during the last 24 years.   

 

7.4.51 Number of SME units under pharma  sector in China were  9926 at the end of the 

year 1990-91, which have been increased by  almost three times and reached up to 

24684 units at the end of year 2013-14, with CAGR of 3.04%.   

 

7.4.52 The annual growth indicates that the CAGR of SME units under pharma sector 

during the decade starting from 1990-91 to 1999-2000 positioned at 1.40%.    

 

7.4.53 The growth rate of SME Units in Pharma sector have shown declining trend from 

2010 and it was only 4.09% a.  The slow pace of growth in new SMEs in pharma 

sector was due to  the cap was announced 2010 on the retail prices of 174 ‘self-

developed’ medicines.  

 

7.4.54 The production in pharma  industries under SME sector in China increased by 

twenty times at CAGR of 13.63% during the last 24 years.  The production of 

pharmaceutical industries under SME sector was valued at 15932 Million USD 

which has been increased up to 342100 million USD.    

 

7.4.55 The SME units of pharma sector have been increased by  three times, where as 

production of SME units of pharma  sector has been increased by 22 times, 

because of increase in the production capacity as well as productivity of pharma  

SMEs.  The reason of more growth in production by SME units of pharma  sector 

were, increase in capacity utilization, expansion of plants and use of modern 

technology.    

 

7.4.56 The pharma  SMEs in China have provided direct employment to  1293138 people 

still 2013-14 which was just 252732 in the year 1990-91 by registering the CAGR 

of 6.37%.     
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7.4.57 Each SME unit in China on an average provided employment to  30 persons to 50 

persons.  

 

7.4.58 The export of pharma sector in China was 3633 million USD in 1991, which has 

been increased by around 2192 times during the last 24 years.  

 

7.4.59 The average export per SME in pharma sector was merely 0.37 Million US Dollar 

in 1990-91, which has been significantly increased up to 10 times and up to 3.37 

million USD at the end of  2013-14.    The export per SME in  China was merely 

0.31 million USD in 1991 which has been increased by 8 times and reached up to 

3.37 milllion USD in the 2014. 

 

7.4.60 The SME units under Textile sector in China have been increased by 177% during 

the study period and the annual growth rate of increase in SME units was 4.34%.  

The main reason for very low growth in number of units during this period was 

Small enterprises enjoy very less tax benefits partly because they often face lower 

tax rates or greater opportunities for tax evasion. However, they often receive 

lower priority in government policy, therefore SMEs have more restricted access to 

the state–controlled banking sector and to the supply of raw materials.   

 

7.4.61 The study shows that the number of units under Textile SMEs sector in China were 

increased from by 50 percent during the study period. 

 

7.4.62 The production of textile industries in SME sector in China increased up to six 

folds during the last 24 years.   

 

7.4.63 The number of SME units have been increased by  3 times, where as production 

has been increased by six times, which indicates that the production capacity as 

well as productivity of SME units in Textile sector have been increased.  The 

reason of more growth in production by China textile SMEs were, increase in 

capacity utilization level, expansion of plants and use of modern technology.  The 

average annual growth rate (CAGR) was 5.41% during the last 24 years. 
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7.4.64 Textile SMEs in China have provided huge employment to the people of China 

and on an average 20 persons are employed by one textile SME in China. 

 

7.4.65 Export of China textile SMEs increased by 24 times during 24 years @ growth rate 

of 11.29% per annum. The reason for high  growth rate of exports of textile by 

SMEs in China was government policy of very much aggressive towards increase 

in exports 

 

7.5.0 Comparative analysis of growth of SMEs in India and China  
  

7.5.1 The SMEs under chemical sector, Pharma sector and Textile Sector grown 

significantly in both the countries continuously with almost similar growth rate 

during the study period.  

 

7.5.2 The production capacity and utilization of capacity of SMEs in China was bigger 

than Indian SMEs  and even smallest SME unit in any sector was five to six time 

bigger than Indian SMEs in terms of production, productivity, labor, employment 

and export.   

 
7.5.3 Despite of huge growth of SMEs in India in 2006-07 by inclusion of several 

existing small industries under SME fold, the position of SMEs in India was found 

trivial in compare to China.   

 
7.5.4 The progress of Chinese SMEs of all the selected sectors were found extra ordinary 

because the policies of Chinese government  to promote the SME sector by 

providing several supports like cheaper labor, low cost raw material, low cost of 

electricity and tax rebates from the beginning. On the other hand India has 

minimum support on the above parameters.  

 
7.5.5 The SMEs growth in China was higher than India because of liberalized policies of 

Chinese government in terms of easy establishment of new industry, easy legal 

procedure, simplified clearance system, easy access to skilled labor, low cost raw 

material and electricity and tax incentive/rebates and export incentives etc.  
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7.5.6 Chinese SMEs have massive production capacity and economies of scale which 

resulted in to huge employment generation and huge export. On the other hand 

India is lagging behind in all the above parameters in comparison to China. 

 
7.5.7 Comparison between employment generations by SMEs in India and China shows 

that the Chinese SMEs have provided ten times more employment than in India.   

 
7.5.8 The comparative analysis through descriptive analysis reveals that the SMEs in 

India and China, face the problems which hamper the growth and performance of 

SME sector.  The set of identical problems faced in two different countries wipes 

out the location choice to start the business in either of the country redundant.  The 

set of problems are faced by Indian as well as Chinese SMEs under Textile, 

Chemical and Pharma  sector  with respect to availability of labour, non-technical 

labour, availability of raw material, high cost of raw material and transport 

facilities.  

 
7.5.9 Indian SMEs in selected sectors face the important problems related to higher tax 

structure, seasonal availability of raw material and non-availability of funds.  

 
7.5.10 Higher rate of electricity, conventional government policies on export promotion, 

lack of availability of raw material, high cost of raw material,  increasing import of 

goods from other countries, transport facilities and storage facilities have also 

negative impact on the growth of SMEs in India. 

 
7.5.11 Cost of labour, availability of labour, non-technical labour and instability in 

government were other problems for Indian SMEs. 

 
7.5.12 SMEs under Textile, Chemical and Pharma sector  of India and China significantly 

differ in their opinion on various problems. Imports of goods from other countries, 

Storage facilities, Non availability of funds are the factors in which SMEs under 

Textile, Chemical and Pharma sector significantly differ. 

 
7.5.13 In relation to descriptive statistics it may be noted that in India import of goods 

from other countries and storage facilities are moderately important problems.  
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7.5.14 Non availability of funds in India is an important problem faced by SMEs under 

Textile, Chemical and Pharma sector.  

 
7.5.15 In China, unlike India, import of goods from other countries and storage facilities 

are not important problems. Also the availability of funds is not major problems of 

SMEs in China.      

 

7.6  Conclusion: 
 

Both Indian and Chinese SMEs have made significant progress in the development and 

growth in terms of all performance parameters especially in growth in number of SME 

units, production, employment generation and exports.  The growth in terms of absolute 

number was indisputable   and the growth rate of all the selected parameters were growing 

trend but it was highely inconsistent. Despite of several policy measures taken  by the 

Indian Government to promote SMEs in India, the growth rate of production, employment 

and exports of Indian SMEs was much lesser than the China.    

 

Because of special focus on exports by the Chinese government China become a dominant 

player in the global market.  The SMEs in China have adopted policy of massive 

production and massive exports which resulted in to huge employment generation and 

earning of foreign currency.  The China has become the world’s largest exporter for textile 

and clothes and second largest exporter in Pharma and Chemical during the last ten years.   

Continuous growth by Chinese SMEs was mainly due to the advantage of its cheap 

production cost as well as actively participating in domestic and foreign market 

competition in an open manner, rapidly expanding production capacity and market share. 

 

It is revealed that with rapid increases in domestic costs from the year 2010-11, the export 

of  China in  textiles, chemical and pharma sector have been approached their peak. 

Therefore, to fulfill the export demand the Industries in China have increased their 

production but due to global recession, now the exports from China has drastically 

reduced.  As in China, several urban, collectively owned enterprises (owned by the 

workers) which were small units equipped with relatively little machinery, were engaged 

in production with more labour-intensive activities were facing problems of employment, 
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and exports.  On the other hand,  SMEs in India were producing small quantity of goods 

and having less presence in international market, facing less problems compared to China.   

Despite of lowering the exports, the Chinese SMEs were able to sustain because of policy 

support from the government in terms of financial interventions and various incentives.     

 

The Indian policies are also worthy and supportive to the growth of SME sector but they 

are not as upright like China in terms of government interventions in providing cheap 

energy, cheap labor, cheap raw material, cheap funds from banks, research and 

development support, and basic infrastructure like roads, storage, transport and export 

incentives and tax rebates.   

 

Unlike China, the SMEs in India face major problems of high cost of energy, high rate of 

interest, high cost of labor, high cost of raw material and lack of basic infrastructure like 

storage, transport etc.   Also Indian SMEs were not able to get tax rebate and export 

subsidies alike China. 

 

7.7.0 Major Problems & Suggestions 
 

7.7.1 Problems faced by SMEs in  chemical, pharma  and textile sectors in India 
and Suggestion 

 

7.7.1.1 Problem: 

SMEs under chemical, pharma and textile sectors in India do not get adequate, 

cheaper and timely finance for the establishment of new units and run the 

existing units, which hamper the growth of development of SMEs. 

 

Suggestion:- 

For the growth and development of SMEs under chemical, pharma and textile 

sectors in India research suggest that our banking system does not provide 

sufficient amount of credit to fulfill the requirement of establishment of MSME 

and as well as not for the operational activities. Therefore, there must be 

availability of credit according to the requirement at cheaper rate. There should 

be detailed survey to assess the financial needs of the SME sectors. So that, the 

proper arrangement could be make to fulfill the needs of the SMEs. Expand the 
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list of SE financing tools to include fiscal, banking, security market, 

commercial credit, and private financing sources 

 

7.7.1.2 Problem:- 

 SMEs in chemical, pharma and textile sectors in India also face the financial 

constraints which become major hurdle for start ups and also to run the existing 

units. Most Indian SMEs start unit with minimal capital either own or relatives 

or friends fund, which eventually stalls their growth after a certain point. 

 

 Suggestion:- 

For the growth and development of SMEs in chemical, pharma and textile 

sectors in India research suggest that SMEs should get timely and adequate 

finance at lower interest rate for startups as well as for their day to day 

operation.  

 

7.7.1.3 Problem:- 

The SMEs in chemical, pharma and textile sectors in India face the problems of 

availability of raw material on time and inadequate quantity as per the required 

quality. 

 

Suggestion:- 

For the growth and development of SMEs in chemical, pharma and textile 

sectors in India research suggest that SMEs should get raw materials at a 

competitive cost also at the reduced duties for imported raw-materials. 

 

7.7.1.4 Problem:- 

The SMEs in chemical, pharma and textile sectors in India do not have modern 

and updated technology to increase the production and productivity.  The 

technology is very costly and hence not affordable for SMEs under chemical, 

pharma and textile sectors in India. 

 

Suggestion:- 

For the growth and development of SMEs under chemical, pharma  and textile 

sectors in India  research suggest that SME should adopt  modern and updated 
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technology and government should provide the subsidy as well as banks should 

give  finance at discounted rate for acquiring the modern and latest technology. 

 

7.7.1.5 Problem:- 

The norms for environment protection framed by the government are very 

harsh and mostly they are copied from international standards which cannot be 

made applicable for Indian environment.  And hence the SMEs under chemical, 

pharma and textile sectors in India are not able to comply with and they are not 

able to increase the production and go for expansion. 

 

Suggestion:- 

For the growth and development of SMEs under chemical, pharma and textile 

sectors in India  research suggest that SMEs should get  ASIDE scheme 

(Assistance to States for Development of Export Infrastructure and Allied 

Activities) for upgrading Common Effluent Treatment Plants.  Government 

should frame the environment protection  policy according to the Indian 

environment and standards.  

 

7.7.1.6 Problem:- 

Availability of Skilled labor is another major problem for SMEs under 

chemical, pharma and textile sectors in India, which hamper the growth of 

SMEs in India. 

 

Suggestion:- 

For the growth and development of SMEs under chemical, pharma and textile 

sectors in India research suggest that Labour Law to be modified and it should 

be industry friendly. Setting up of more Tool rooms/Technology Development 

Centre is important for enhancing the skill level of workers for SME sectors.  

 
 
7.7.1.7 Problem:- 

The study reveals that the SMEs under chemical, pharma and textile sectors in 

India are facing the problems because of non-friendly and complex government 

policies related to establish new units in India is not so encouraging in compare 

to china. There are several issues like getting clearances from several 
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departments like environment, pollution control, electricity, water, excise, 

Municipal Corporation, land development/use certificates, NOCs from various 

departments etc.  It takes huge time to get the clearances and permissions, 

which hamper the starting and growth of new production units under SMEs.   

 

Suggestion: 

For the growth and development of SMEs in chemical, pharmaand textile 

sectors in India, research suggest that Government policies related to establish 

new units in India is to be industry friendly. Single window policy to be 

implemented for  getting clearances from several departments like 

environment, pollution control, electricity, water, excise, Local Government 

Bodies , Land development/ Land use certificates, NOCs from various 

departments\agencies. 

 

7.7.1.8 Problem:- 

 India is ranked on top of SMEs in terms of employment, production and 

exports, but the trained and skilled workforce is in shortfall.  India’s most of 

the workforce are unskilled workers. Large firms pay higher remuneration and 

occupy skilled workers. But SME sector have to operate with unskilled or 

semi-skilled workers. Thus, theses SMEs are suffering from low managerial 

capabilities. Hence the productivity of SMEs under chemical, pharma and 

textile sectors in India is found less.   

 

 Suggestion:- 

For the growth and development of SMEs under chemical, pharma and textile 

sectors in India   research suggest that the training and skill development 

programs in respect of SME`S development should be very fast. Government 

should provide satisfactory training or skill development schemes suitable to 

SME requirements so, skilled manpower will be available to SME sector. Skill 

developmental schemes should be conducted by the government from time to 

time. The current knowledge dissemination system is limited in its outreach. 

There is a need to develop a better communication strategy and use of new age 

media tools. 
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7.7.1.9 Problem  

It is found during the study, that the laws related to labour are more protective 

for labour and negligible consideration for industry interest.  Since, stringent 

labour laws are obstructing the growth and development of the industry. 

 

Suggestion 

For the growth and development of SMEs under chemical, pharma and textile 

sectors in India research suggest that Labour laws should be employer-

employee friendly.  SMEs should have protection policies and separate labour 

laws. Modification in labour laws to enable more overtime hours and 

employment of women in night shifts with necessary safety; enhancement of 

technology up-gradation schemes with both capital subsidy and interest 

subvention; setting up of research/resource/product development centres and 

linkages with the technical institutions and CSIR (Council of Scientific and 

Industrial Research) laboratories. 

 

7.7.1.10 Problem  

There is a huge gap between the incentive for export in the SMEs under 

chemical, pharma and textile sectors in India. 

 

Suggestion 

For the growth and development of SMEs under chemical, pharma and textile 

sectors in India   research suggest that with the support of  technological 

innovation and design, technical institutions should ‘adopt’ export oriented 

SME clusters.  A differential corporate/income tax regime for SME exporters; 

separate Export Credit Guarantee Corporation policy for SMEs to reduce costs; 

removal of service tax on conversion of export proceeds remittances and a host 

of issues which will reduce transaction costs in exports. 

 

7.7.1.11 Problem 

Since the market has become global and the products related to chemical, 

pharma and textile sectors are being imported from various countries in India 

vary easily.   Because of the keen competition at global level the exports of 
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SMEs under chemical, pharma  and textile sectors in India has been affected 

very badly. 

 

Suggestion 

For the growth and development of SMEs under chemical, pharma  and textile 

sectors in India   research suggest that Indian exporters build productivity-

based competiveness and in this context, infrastructural constraints need to be 

addressed in favour of SMEs.  Issues such as availability of foreign currency, 

credit to exporters at competitive terms, high interest cost, non-feasibility of 

high service charge by banks as disbursal of export credit in foreign currency, 

charges for renewal and enhancement of credit limits need to be immediately 

addressed. Enhancement of budget and scope under MDA/MAI schemes; 

greater focus on brand building and trade fairs; double income tax deduction 

for marketing expenses; support for E-Commerce 

 

7.7.1.12 Problem 

For the growth and development of SMEs under chemical, pharmaand textile 

sectors in India   research suggest that an additional interest subvention   for 

those exporters who repay on a timely basis; automatic increase in foreign 

currency limits due to rupee depreciation; banks to aim for at least 40% export 

credit to SMEs and targets for banks to increase SME borrowers by 10% 

annually. 

 

7.7.1.13  Problem 

The study indicated that the policy and procedure for export under the SMEs in 

chemical, pharma and textile sectors in India is very complicated and very 

difficult.  

 

Suggestion 

For the growth and development of SMEs under chemical, pharma and textile 

sectors in India research suggest that policies and procedures for export should 

be simplified and SME friendly.  To Support for E–Commerce,  E-Commerce 

portals provide marketing support to MSME and the linked payment gateway 

ensures payment without any risk to exporters. DGFT (Director General of 



280 
 

Foreign Trade) may set up a website (as a new scheme) with support from 

Network  Interface Card. 

 

7.7.2 Problems faced by SMEs under chemical, pharma  and textile 
sectors in China 

 

7.7.2.1 The study shows that SMEs in chemical, pharma  and textile sectors in China 

are facing the problems because of non-friendly and complex government 

policies related to establish new units in China is not so encouraging.  State 

Council issued a ‘Circular on Intensifying Land Control’ which provided 

stricter measures for administrating concentrations in land control and getting 

more land was very difficult which has  limited the development of SMEs in 

China.  

 

Suggestion:- 

For the growth and development of SMEs under chemical, pharma  and textile 

sectors in China   research suggest that ‘Circular on Intensifying Land Control’ 

issued by State Council  should have simple norms specially for SMEs for  

getting more land easily for the development of SMEs in China.   Government 

policies related to establish new units to be industry friendly. Single window 

policy to be implemented for  getting clearances from State Council as well as 

Provincial and local government PRC (People Republic of China), Land 

development/ Land use certificates, NOCs from various departments\agencies. 

 

7.7.2.2 Problem:- 

China's economic marketization reform is mainly controlled by the Chinese 

government. Large enterprises and projects become preferences of the local 

government. The local government often chooses to offer land as mortgages, 

and provide enterprises with implicit guarantees to control the allocation of 

financial resources and support their preferences, therefore SMEs under 

chemical, pharma  and textile sectors in China have to face number of 

difficulties for getting finance.  
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Suggestion:- 

For the growth and development of SMEs under chemical, pharma  and textile 

sectors in China,   research suggest that SMEs should get timely and adequate 

Finance at  lower rate for startups as well as for their day to day operation from 

Industrial and Commercial Bank of China as well as various state owned 

Banks. 

 

7.7.2.3 Problem: 

The SMEs under chemical, pharma  and textile sectors in China do not have 

modern and updated technology to increase the production and productivity.  

The technology is very costly and hence not affordable for SMEs under 

chemical, pharma  and textile sectors in China. 

 

Suggestion: 

For the growth and development of SMEs under chemical, pharma  and textile 

sectors in China   research suggest that government should provide the subsidy 

as well as banks should give  finance at discounted rate for acquiring the 

modern and updated technology,. 

 

7.7.2.4 Problem: 

Pollution prevention and waste management refers to administrative, 

legislative, economic, research, and educational measures to prevent the 

occurrence of pollutants and waste; as well as the comprehensive management 

of the sources, control processes and treatment of pollution. The enterprises 

involved in pollution prevention and waste management generally operate their 

business in the field of materials reuse and recycling. 

 

Suggestion: 

For the growth and development of SMEs under chemical, pharma and textile 

sectors in China  research suggest that  different from traditional materials and 

processes which cause environmental pollution, environmentally friendly new 

materials and processes refers to researching and developing new materials and 

innovating the process that cause no harm to or even benefit the environment, 

and which save natural resources at the same time. 
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7.7.2.5 Problem: 

Availability of Skilled labour is another major problem for SMEs under 

chemical, pharma and textile sectors in China, which hampered the growth of 

SMEs in China.  Central Government has strengthened workplace regulations 

and legislated better labour rights in response to workers’ unrest.  In the year 

2010, the Social Insurance Law was passed, providing basic social security for 

the whole respondents. Two of these new laws – the Labour Contract Law and 

the Labour Dispute Mediation and Arbitration Law – aim to regulate workplace 

relations and limit labour conflict. These acts end the era of cheap labour in 

China and increased real wages, better social protection and pension benefits, 

and  improved labour rights. The wage increased more than 10 times  in the 

past ten years 

 

Suggestion: 

For the growth and development of SMEs under chemical, pharma and textile 

sectors in China   research suggest that Labour Law to be modified and it 

should be industry friendly.  

 

7.7.2.6 Problem: 

SMEs under chemical, pharma and textile sectors in China do not get adequate, 

cheaper and timely finance. A vast majority of green small and micro 

enterprises have a hard time passing conventional bank loan appraisals, due to 

the incomplete and unclear industry value chain where they find themselves, 

and also because of their “asset-light” business models. Moreover, some banks 

do not have a clear understanding of energy efficiency and low-carbon 

technology, and have reservations about the financial management of SMEs, 

which increases SMEs’ very difficult to get their loan applications approved.  

  

Suggestion: 

For the growth and development of SMEs under chemical, pharma and textile 

sectors in China,  research suggest that to provide SMEs with plenty of 

financing opportunities, the government should strive to develop corporate 
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bond market, and allow some SMEs, which have good operating conditions, to 

enter the bond market for financing. 

 

7.7.2.7 Problem 

China has ranked on top of SMEs in terms of employment, production and 

exports, but the trained and skilled workforce is in shortfall.  Though China has 

no shortage of human resource, most of them are unskilled workers. Hence the 

productivity of SMEs under chemical, pharma  and textile sectors in China is 

found less.   

 

 Suggestion: 

For the growth and development of SMEs under chemical, pharma  and textile 

sectors in China  research suggest that the training and skill development 

programs in respect of SME`s development concern should be very fast and 

meaningful. Government should provide satisfactory training or skill 

development schemes suitable to SME requirements so, skilled manpower will 

be available to SME sector. There is a need to develop a better communication 

strategy and use of new age media tools. 

 

 

7.7.2.8 Problem: 

It is found during the study, that the laws related to labour are more protective 

for labour and negligible consideration for industry interest.  Stringent labour 

laws are hampering the growth and development of the industry. 

  

 Suggestion: 

For the growth and development of SMEs under chemical, pharma  and textile 

sectors in China,   research suggest that labour laws are employer-employee 

friendly and simplified.  SMEs should have protection policies and separate 

labour laws.  

 

7.7.2.9 Problem:  

Most important issues facing companies conducting trade with China is the 

subject of taxes and duties imposed on goods imported into and exported out of 
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the country.  Importing to and exporting from China generally involves three 

types of taxes: Value-added tax, Consumption tax and Customs duties. 

Customs duties include import duties and export duties taxed vide China’s 

2013 Customs Tariff Implementation Plan. China continues to levy temporary 

tariffs on exports including coal, crude oil, chemical fertilizers and iron alloy to 

conserve resources. The Duty Paying Value for export duties is based on 

transacted price, i.e. the lump sum price receivable by the domestic seller 

exporting the goods to the buyer. Export duties, freight-related expenses and 

insurance fees after loading at the export spot, and commissions borne by the 

seller are excluded. 

 

 Suggestion: 

For the growth and development of SMEs under chemical, pharma and textile 

sectors in China   research suggest that Custom duties should SME friendly and 

modified as per SME requirement. 
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Appendix –II 

 
Questionnaire 

 

Questionnaire for sampling for PhD Research 

Section-A (General back ground of the Enterprise) 
This section of the questionnaire refers to background or biographical information.  Although 
we are aware of the sensitivity of the questions in this section, the information will allow to 
compare groups of respondents.  Once again, we assure you that your response will remain 
anonymous.  Your co-operation is very much appreciated 
Please  answer the following question by Tick √ the relevant block or write down your answer 
in the  space provided   
Name of the 
Entrepreneur   

Gender: 
Male/Female 

Age Range between Below 30 
30-40 
years 

40-50 
years 

50-60 
years 

60 to 70 
years 

Above 70 
years  

Entrepreneur's 
Qualification Technical Non-technical Graduate 

Post 
Graduate Doctorate 

Name of the Enterprise   
Year of Establishment 
of the Enterprises 

Before 
1950 

After 
1950 

After 
1960 

After 
1970 

After 
1980 

After 
1990 

After  
2000 

Office Address   
  

Factory Address   
  

Type of Industry  
Chemical Pharmaceutical Textile 

Industry category in 
SME Small Enterprise Medium Enterprise  
Number of employees 
working (Please 
Tick√) 

10 
Nos 

25 
Nos 50 Nos 

75 
Nos 

100 
Nos 

200 
Nos above 200 Nos 

 Total Clerical staff               
Total Technical staff               
Total Unskilled labour 

              
Section-B ( Background of Business Performance) 

This section of the questionnaire explore Business Performances).  Although we are aware of 
the sensitivity of the questions in this section, the information will allow to compare groups of 
respondents.  Once again, we assure you that your response will remain anonymous.  Your co-
operation is very much appreciated 
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Growth of Production 

Growth of  production in 
% (Please Tick √) 10%  20%  25%  50%  75%  100%  200% and above 
Accounting year 2000-01               
Accounting year 2001-02               
Accounting year 2002-03               
Accounting year 2003-04               
Accounting year 2004-05               
Accounting year 2005-06               
Accounting year 2006-07               
Accounting year 2007-08               
Accounting year 2008-09               
Accounting year 2009-10               
Accounting year 2010-11               
Accounting year 2011-12               
Accounting year 2012-13 
Accounting year 2013-14 

 
Growth in Sales 

Annual  Sales increase in 
% (Please Tick √) 10% 25% 50% 75% 100% 200% 200% above 
Accounting year 2000-01               
Accounting year 2001-02               
Accounting year 2002-03               
Accounting year 2003-04               
Accounting year 2004-05               
Accounting year 2005-06               
Accounting year 2006-07               
Accounting year 2007-08               
Accounting year 2008-09               
Accounting year 2009-10               
Accounting year 2010-11               
Accounting year 2011-12               
Accounting year 2012-13 
Accounting year 2013-14 

 
Growth of Employment 

Growth of Export  in % 
(Please Tick √) 10% 20% 40% 80% 100% 200% 

400% & 
above 

Accounting year 2000-01               
Accounting year 2001-02               
Accounting year 2002-03               
Accounting year 2003-04               
Accounting year 2004-05               
Accounting year 2005-06               
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Accounting year 2006-07 

  
             

Accounting year 2007-08               
Accounting year 2008-09               
Accounting year 2009-10               
Accounting year 2010-11               
Accounting year 2011-12               
Accounting year 2012-13 
Accounting year 2013-14 

 
Growth of Export 

Growth of employment 
in % (Please Tick √) 

Below 
5% 

5% to 
10% 

10% to 
15% 

15% to 
20% 

20% to 
25% 

25% to 
40%  

Above 
40% 

Accounting year 2000-01               
Accounting year 2001-02               
Accounting year 2002-03               
Accounting year 2003-04               
Accounting year 2004-05               
Accounting year 2005-06               
Accounting year 2006-07               
Accounting year 2007-08               
Accounting year 2008-09               
Accounting year 2009-10               
Accounting year 2010-11               
Accounting year 2011-12               
Accounting year 2011-12               
Accounting year 2012-13 
Accounting year 2013-14 

Amount of Government Subsidy \ Incentive  per annum for Production, Marketing or 
Export 

 Year 
Marketing 
Incentive 

Tax 
Incentive 

Production 
Incentive 

Export 
Incentive 

Other 
incentives 

Environment 
Incentive 

Accounting year 2000-01             
Accounting year 2001-02             
Accounting year 2002-03             
Accounting year 2003-04             
Accounting year 2004-05             
Accounting year 2005-06             
Accounting year 2006-07             
Accounting year 2007-08             
Accounting year 2008-09             
Accounting year 2009-10             
Accounting year 2010-11             
Accounting year 2011-12             
Accounting year 2012-13 
Accounting year 2013-14 
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Major Sources of Finance for business operations 
Owned 
Funds 

Bank 
Loans 

Friends/ 
Relative 

Major Sources of Finance for expansion / diversification 
Owned 
Funds 

Bank 
Loans 

Friends/ 
Relative 

Are you satisfied with the government policies and 
their implementation for growth and development 
of SMEs 

Not at all 
Satisfied 

Satisfied up to some 
extent 

Issues / Problems of SMEs 
Not at all 
important

Somewhat 
Important 

Neither 
Important nor 
Unimportant  

Moderately 
Important 

Very 
Important

Higher Tax Structure           
High rate of electricity           
High Cost of labor           
Non-availability of labor           
Non Technical labor           
Govt policy on export 
promotion           
Non-availability of raw 
material           
High cost of raw material           
Instability in government           
Import of goods from other 
countries           
Lack of Transport facilities           
Lack of Storage facilities           
Seasonal availability of raw 
material           
Non availability of funds           

Office Seal 
Name and Signature of the 
Entrepreneur 
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Problem and prospectus of SME sectors in 
India & China with special reference to 

Chemical, Pharma and Textile Industries 
 

Jaimin Vasa, Dr. Akshai Aggarwal, Prof. Dr. Miroslav Rebernik 
 
Abstract: The SMEs are playing a strategic role in economic growth and development of the country through their contribution to the creation of wealth, 
employment and income generation. The Chemical, Pharma and Textile Industries are the leading segment in the SME sector. 

China and India are two of the largest agrarian economies in the world accounting for the bulk of the world's poorest people. There are many 
resemblances in their preliminary conditions', as well as broad policy orientation. Both countries with similar levels of living with wide geographical 
differences, and economic and social diversities. Both countries embarked on the course of planned economic development roughly around the same 
time, after being led to political freedom by two of the most influential political leaders of the 20th century, Mao and Gandhi. Both countries opted at 
almost the same time, for the heavy industrialisation policy as the quickest route to sustained economic development. However, China sought to follow 
the 'Soviet model' very closely than India, and China was virtually closed to external economic interaction until the late 1970s. The Indian economy, on 
the other hand, was largely in the private sector (with a well-developed indigenous entrepreneurial class and the institutional framework of a market 
economy) in which the state sought to increasingly influence the rate and pattern of economic development. 

For the Indian and Chinese economy textiles & chemical segments plays a major role.  These SMEs segment are exposed to the competitive pressures 
either directly from the market place or indirectly passed on from their higher ups in the chain. However, with SMEs enthusiasm, flexibility and innovative 
drive they are mainly focusing on improved production methods, penetrative marketing strategies and management capabilities to continue and build up 
their operations & growth. The global chemical industry, is one of the fastest growing sectors of the manufacturing industry. Despite the challenges of 
escalating crude oil prices and demanding international environmental protection standards now adopted globally, the chemicals industry has still grown 
at a rate higher than the overall-manufacturing segment. In the economic life of India & China, the Textiles Industry has an overwhelming presence. 
Apart from providing one of the basic necessities of life, the textiles industry also plays a pivotal role through its contribution to industrial output, 
employment generation and the export earnings of the country. 
 
Overview of Chemical Industries in SME sector in India  
The backbone of the Indian industrial and agricultural development is chemical industry which forms the and provides building blocks for downstream 
industries. In India the Chemical industry is one of the oldest industries. The industry has grown at a speed outperforming the overall growth of the 
industry. Growing interdependence of economies due to increasing international trade is resulting in a chemical industry that is highly globalised in terms 
of production and supply.  
 
Chemicals are a part of every aspect of human life, right from the food we eat to the clothes  we wear to the cars we drive. Chemical industry contributes 
significantly to improving the  quality of life through breakthrough innovations enabling pure drinking water, faster medical  treatment, stronger homes 
and greener fuels. The chemical industry is critical for the  economic development of any country, providing products and enabling technical solutions in  
virtually all sectors of the economy. 
 
The Chemicals Industry consists of both small and large scale units. Due to the fiscal concessions granted  to small sector in mid-eighties led to 
establishment of large number of units in the Small Scale Industry sector. For the economic development of the country the Chemical industry is critical, 
providing products and enabling technical solutions in virtually all sectors of the economy. The fastest growing segment in the chemical industry is 
Specialty Chemicals. These are high value, low volume chemicals known for their end-use applications and/or have performance enhancing properties. 
There is immense potential for increasing consumption within the country as well as India  become a reliable supplier of such quality chemicals to the 
world. In India compared to United States, Europe and even China, there is comparatively very low usage of specialty chemicals. Increasing the careful 
usage of such chemicals will not only help in the growth of this important segment of the chemical industry but also facilitate overall economic growth. 
The Indian Chemicals Industry comprises both small and large-scale units. With the shift in emphasis on product innovation, branch building, market 
orientation and environmental friendliness, this industry is increasingly moving towards greater customer orientation. Even though India enjoys an 
abundant supply of basic raw materials, it will have to build upon technical services and marketing capabilities to face global competition thus they are 
able to increase its share of exports. 
 
As the Indian economy was a protected economy till the early nineties, very little large-scale R&D was undertaken by the Chemical industry to create 
intellectual property. To successfully counter competition from the international chemicals industry domestic Industry would, therefore, have to make 
large investments in R&D. India has a number of scientific institutions. Country’s strength lies in its large pool of highly trained scientific manpower. India 
also produces a large number of fine and specialty chemicals, which have very specific uses and are essential for increasing industrial production. 
These find wide usage as food additives and pigments, polymer additives, anti-oxidants in the rubber industry, etc.  
 
The specialty chemicals industry, consisting of approximately fifty segments including construction chemicals, electronic chemicals, polymer additives, 
textile chemicals and oil field chemicals. The market is concentrated largely in the US, Europe and Japan but future growth is expected to come from the 
emerging Asian markets. The high growth rates in these economies are ushering in prosperity and improved life style which mandate a greater usage of 
productivity and performance enhancing materials. 
 
The Dyestuff sector is one of the important segments of the chemicals industry in India, having forward and backward linkages with a variety of sectors 
like textiles, leather, paper, plastics, printing inks and foodstuffs. The textile industry consume  the largest quantity of dyestuffs. From being importers 
and distributors in the 1950’s, it has now emerged as a very strong industry and a major foreign exchange earner. India has emerged as a global 
supplier of dyestuffs and dye intermediates, particularly for reactive, acid, vat and direct dyes. India accounts for 7% of the world production. 
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Chemical fertilizers and pesticides played an important role in the “Green Revolution” during the 1960s and 1970s. Over the last five years Indian 
exports of agrochemicals have shown an impressive growth. The key export destination markets are USA, U.K., France, Netherlands, Belgium, Spain, 
South Africa, Bangladesh, Malaysia and Singapore. 
 
India is one of the most dynamic generic pesticide manufacturers in the world with more than 60 technical grade pesticide being manufactured 
consisting of large and medium scale enterprises and more than 500 pesticide formulators spread over the country. India is the 4th largest producer of 
agrochemicals after USA, Japan and China.  The government is promoting research on the use of alternative and safe pesticides by using neem seeds. 
A country programme entitled “Development and production of Neem products as Environment Friendly Pesticides” is being undertaken by the 
Department of Chemicals & Petrochemicals with the financial assistance of United Nations Development Programme (UNDP).  
 
Petrochemicals are produced from various chemical compounds, largely from hydrocarbons. derived from crude oil and natural gas. Among the various 
fractions produced by distillation of crude oil, petroleum gases, naphtha, kerosene and gas oil are the main feed stocks for petrochemical industry. 
Ethane, propane and natural gas liquids obtained from natural gas are the other important feedstock used in the Petrochemicals industry. Petrochemical 
industry plays very important role in economic growth and development of the manufacturing sector. The value addition in the petrochemicals industry is 
higher than most of the other industry sectors. The Petrochemical industry, which entered in the Indian industrial scene in 1970s, registered a rapid 
growth in the 1980s and 1990s. Petrochemical industry mainly comprise of synthetic fiber/yarn, polymers, synthetic rubber (elastomers), synthetic 
detergent intermediates, performance plastics and plastic processing industry.  Today, petrochemical products permeate the entire spectrum of daily use 
items and cover almost every sphere of life like clothing, housing, construction, furniture, automobiles, household items, agriculture, horticulture, 
irrigation, packaging, medical appliances, electronics and electrical etc. 
 
Basic Chemical sub-sector of the Indian Chemical industry is one of the old industries in the world as well as in India. The firms in this industry are 
mainly producers of the intermediate goods that are used by various other industries including leather, textile, paints, plastics, rubber, and other 
chemicals. This industry is expected to be highly developed since it acts as backbone for many other industries. 
 
The wide and diverse spectrum of products can be broken down into a number of categories, including inorganic and organic (commodity) chemicals, 
drugs and pharmaceuticals, plastics and  petrochemicals, dyes and pigments, fine and specialty chemicals, pesticides and agrochemicals, and 
fertilizers.  Import and Export of chemicals in India during the recent years has increased substantially. Though earlier the exports were to countries of 
South East Asia, Africa, this is now changing. Indian Chemicals have markets in countries such as USA, UK, Germany, France, Japan, etc.  
 
Growth of small organisation is influenced by the background/resource of the entrepreneur, the nature of the firm, and the strategic decisions taken by 
the owner/manager. Entrepreneurs of the small businesses are the sole strategic decision makers and their close control supports easy translation of 
entrepreneurial vision into action.  The major determinants of growth of SMEs are ability, need and opportunity. Small business entrepreneurs show 
different motives and also have different attitude and behaviour towards growth. 
 
Indian Chemical industry generates around 70,000 commercial goods ranging from plastic to toiletries and pesticides to beauty products. It is regarded 
as the oldest domestic sector in India and in terms of volume it gives a sense of pride to India by featuring as the 12 largest producer of chemicals. 
Indian Chemical industries amounts to 12.5% of the entire industrial output of India and 16.2% of India’s entire exports. Under Chemical industries some 
of the other rapidly emerging sectors are petrochemical, agrochemical, and pharmaceutical industries. 
 
Overview of Chemical Industries in SME sector in China 
The chemical industry is the third largest in China, after textiles and machinery. The Chemical industries accounts for 10% of the country’s GDP, as well 
as between 35% to 40% of the global demand growth for chemicals. China’s chemical industry is the second largest consumer, after the US for basic 
chemical products - fully 45% of the total for Asia. However, despite all this growth, China has a net chemical deficit with the world market and is heavily 
dependent on imported materials. This dependency has been affected by price trends in the world market caused by heavy international demand for raw 
materials, petroleum and other chemical inputs. China joined the World Trade Organization in 2001, which committed it to cutting tariffs on chemicals. In 
coming years, this could expose weaknesses in various parts of the domestic chemical manufacturing center. 
 
The massive globalization and consolidation strides taken by the industry with the requirement of heavy capital investment that brings in more 
competition and the overall focus of the industry to meet the environmental challenge. The processes applied in the Chinese chemical industry and their 
defining global standards thereby ensuring leadership in exports as well as attracting significant FDI in the industry. The industry’s dynamics like 
competition, infrastructure and the regulatory policies with the reporting requirements deployed on the industry. A complete section on the affect of the 
REACH agreement, which came in to effect from June 1, 2007, for the Chinese Chemical Industry. The report also profiles some of the leading players 
in the industry who have earned the reputation and pride for the Chinese Chemical Industry globally and have placed China at the top of the pecking 
order. 
 
Chinese companies producing  large variety of commoditised chemicals such as vitamins and pharmaceutical products. Many international specialty 
chemicals companies have stopped producing these products because of their lower margins. However, growth in these areas is strong in China and 
may provide the foundation for the development of more specialised products in years to come. The vast majority of domestic companies are small firms 
producing usually one, sometimes two products, for consumption locally; almost all of these are lower-end products, supplied with either no or negligible 
supporting services - the source of most value in the industry. While their output may technically fall into the specialty category, the nature of their 
business has more in similar with commodity producers.  Every segment of the specialty chemicals sector, there is a divide between a domestic sector 
feeding the lower end of the market and a foreign-invested part supplying the higher end. For foreign companies, production in China has largely been 
developed to supply demand within the country, with sourcing from China being a relatively minor element of the business, except to buy commodity 
inputs for more sophisticated products.  
 
Most of the chemical producers in China are small and manufacture just one or two products. In the long term, the sector will not be able to support so 
many businesses, making eventual consolidation likely. In the shorter term, the sheer number of these businesses will keep the industry highly 
competitive, although it may not prevent prices for many lower-end products being highly volatile. Foreign companies occupy much of the higher end of 
the market. In the medium term, and maybe beyond, they are unlikely to see their dominance eroded to any sizeable degree due to their strengths in 
services and support — the principal source of added value in the sector. Stronger enforcement of existing environmental and other regulations reflects 
a growing concern on the part of the government to clean up the industry and improve health and safety standards. Compliance will be more of an issue 
for domestic companies than for foreign ones, which have built in higher standards from the start. China offers some potential for specialty chemicals 
research and development, although the emphasis is more likely to be on the development, application and customisation of products than basic 
research.   
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Specialty chemicals are going to play a key role in the development of China’s manufacturing industries over the next decade and beyond. To date, 
much of the country’s economic success has stemmed from taking full advantage of low-cost inputs of labour, land and in some cases raw materials. 
However, for China to continue developing strongly, manufacturers, especially domestic ones, are going to have to look at improving the quality and 
sophistication of their products, and the underlying processes by which they are made. It is here that specialty chemicals will play a key role.  Specialty 
chemicals are those additives and ingredients at the higher end of the chemicals value chain, which tend to be used in relatively small amounts on the 
basis of some performance-improving property, and which often require supporting services to ensure that their application produces the desired result. 
They comprise everything from dyestuffs and pigments, through the active ingredients in pharmaceuticals and cosmetics, to the materials used to 
produce integrated circuits and computer chips.  
 
Many domestic companies focus relentlessly on reducing costs — for example by looking to increase capacity — rather than investing in the 
development of product support services. As a result, margins in the sector, particularly for domestic companies, are likely to fall further. Only a 
consolidation of the industry and an emphasis on developing skills and processes aimed at delivering not just performance-improving products but the 
support in customising and effectively applying these products will see this trend reversed.  
 
Overview of  Pharma Industries in SME sector in India  
 The development of the pharmaceutical industry in India is a relatively recent phenomenon. It was during the 1950s and 1960s that the pharmaceutical 
sector started  developing,  and  was  a  result  of  western pharmaceutical giants working with the Indian public sector. However, even this arrangement 
could not cater   to   India’s   domestic   needs.   The   Indian pharmaceutical sector has come a long way, from being a small player in the 1970s, to 
becoming a prominent provider of healthcare products; meeting almost 95% of the country’s pharmaceutical needs today. Moreover, in order to ensure 
access to drugs, the government set prices at affordable levels, thereby not providing sufficient incentive, causing a situation in terms of a crisis in 
healthcare.  The Indian pharmaceutical industry has emerged as a key science based industry in the last four decades. Typically spread across the 
western and central regions of the country, the industry is now emerging as a key growth sector for several southern states. 
 
The Indian pharmaceutical sector has come a long way, from being almost non-existent before 1970 to a prominent provider of  healthcare products at 
present. The Pharmaceutical industry has grown from mere US $0.3 billion turnover in 1980 to about US$21.73 billion in 2009-10. The country now 
ranks 3 in terms of volume of production (10 per cent of global share) and 14th largest by value (1.5 per cent of global share). The Indian Pharmaceutical 
Industry today is in the front rank of India’s science-based industries with wide ranging capabilities in the complex field of drug manufacture and 
technology. It ranks very high in the third world, in terms of technology, quality and range of medicines manufactured. From simple headache pills to 
sophisticated antibiotics and complex cardiac compounds, almost every type of medicine is now made indigenously. 
 
The Indian Pharmaceutical Industry to become globally competitive through world class manufacturing capabilities with quality and cost efficiency of 
production capacity and radical up-gradation of research and development capabilities for new drugs and associated activities like clinical trials and 
contract manufacturing. There is need to develop world class support infrastructure both for production and research. The core strength of Indian 
pharmaceutical industry today is its huge export potential. The industry is making adequate returns from the domestic sales but bulk of its profits coming 
from the export of generics and active pharmaceutical ingredients to the developed markets. The industry has been exporting more than half of its total 
production. The largest export destination continues to be the US, followed by the UK, Germany, South Africa, and Russia. 
 
Many pharmaceutical firms have already established themselves as leading API manufacturers and generic players in the US and European markets. 
Thus the Indian firms have made their presence felt in developed markets and continue to maintain the quality of its APIs and generic formulations. More 
than 50 per cent share of exports is by way of dosage forms. Indian companies are now seeking more Abbreviated New Drug Approvals (ANDAs) in 
USA in specialized segments like anti-infective, cardio vascular and central nervous system groups. India currently exports drug intermediates, Active 
Pharmaceutical  Ingredients (APIs), Finished Dosage Formulations (FDFs), Bio- Pharmaceuticals and Clinical Services to various parts of the world. 
 
Key Strengths of Pharma Sector: 

1. Low cost of innovation/manufacturing/Capex costs/expenditure to run a cGMP compliance facility. 
2. Low cost scientific pool on shop floor leading to high quality documentation. 
3. Proven track record in design of high tech manufacturing facilities. 
4. Excellent regulatory compliance capabilities for operating these assets. 
5. Recent success track record in circumventing API/formulation patents. 
6. About 95 per cent of the domestic requirement being met through domestic production. 
7. India is regarded as a high-quality and skilled producer in the world. 
8. It is not only an API and formulation manufacturing base, but also as an emerging hub for: Contract research, Bio-technology, Clinical trials 

and Clinical data management. 
9. The country has the distinction of providing quality healthcare at affordable prices. 

 
The trigger for the development of the generics market in the US came in the form of legislative action initiated in the first half of the 1980s. The Drug 
Price Competition and Patent Restoration Act of 1984 created opportunities for marketing of generics or the so-called abbreviated new drug applications 
(ANDAs). The Hatch-Waxman Act established the ANDA approval process, which allows lower-priced generic versions of previously approved innovator 
drugs to be brought into the market. 
 
Similarly Europe is emerging as a key market and a potential growth driver. The governments in Europe are trying to reduce healthcare costs by 
embracing generic drug companies. India has had a unique position among the countries in the developing world for it has a strong generic 
pharmaceutical industry, which has been able to provide medicines at prices that were amongst the lowest in the world. Much of the credit for this 
development goes to the Patents Act that India has enacted from time to time. Strengthening of patent laws has helped India in increasing the 
investments by foreign firms in the Indian market. 
 
The Pharmaceutical industry in India is the world's third-largest in terms of volume and stands 14th in terms of value. The demand for pharmaceutical 
products in India is significant and is driven by many factors like low drug penetration, rising middle-class & disposable income, increased government & 
private spending on healthcare infrastructure, increasing medical insurance penetration, changing demographic pattern and rise in chronic lifestyle-
related diseases; adoption of product patents, and aggressive market penetration driven by the relatively smaller companies.  The Pharmaceutical 
industry in India meets more than 70% of the country's demand for bulk drugs, drug intermediates, pharmaceutical formulations, chemicals, tablets, 
capsules, orals and injectables.  
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Overview of Pharma Industries in SME sector China 
The pharmaceutical industry is one of the leading industries in People's Republic of China. The Chinese healthcare system is experiencing 
unprecedented  change and growth. As government-led healthcare reform aims  to establish a more transparent, tightly controlled and patient- oriented 
system, pharmaceutical companies, distributors and  hospitals forced to go through dramatic changes, which,  while challenging, could bring 
unprecedented opportunities.  As part of this healthcare reform, approximately 30 percent of  the basic government healthcare organizations have 
implemented the national essential drug list (EDL) system and  another 60 percent are in the process of implementing the system. Because the system 
involves a structured bidding process, the average drug price has decreased by 25 to 30 percent. With the development of basic healthcare 
organizations,  including community healthcare centers (CHCs) and rural healthcare service stations, the pharmaceutical industry is poised for rapid 
growth. Pharmaceutical companies should seize the opportunities before them by improving their sales. China’s drug distribution market is also 
experiencing change in the form of  rapid integration. Mergers and acquisitions have resulted in a top tier of powerful, large distributors. Facing heavy 
market pressures and numerous regulations, these distributors will be challenged to successfully optimize their distribution capabilities in an expanding 
network while, at the same time, explore innovative value-added services in response to shrinking profits. Hospitals will also be affected, as rationalized 
drug prices will lead to sharp revenue declines for them. As a result, they should focus on service management improvements and new sources of 
revenue. Dramatic changes are taking place within China’s healthcare ecosystem due to healthcare reforms, expansion of government investment in 
healthcare and remarkable growth in healthcare demand – sparked partly by the improvement of urban and rural living standards. All these changes are 
further impacted by flourishing growth in the rural market, improvements in healthcare affordability and operation of the EDL system. 
 
The backbone of the China’s pharmaceutical Industry are Generic drugs.  China is becoming a strategic player in the pharmaceutical market, both as a 
consumer country and as a growing and upgrading industrial platform. Chinese pharmaceutical market has made remarkable development, and its scale 
has increased rapidly. Growth prospects in China’s pharmaceutical industry  are promising Most of the rise in domestic production is coming from 
increased manufacture of generic and non-branded drugs and vitamins, produced both to feed rising domestic demand and for export. Domestic 
production is mostly of bulk and commodity products — including aspirin, paracetamol and penicillin. Foreign companies dominate the branded market 
in China, with their output largely produced in joint ventures with Chinese partners.  
 
While the government is keen to encourage the development of the domestic pharmaceuticals sector, weak intellectual property protection and fierce 
price competition between companies making largely the same range of generic products has contributed to declining profitability in the last few years. 
This is making it hard for companies to afford or justify long-term investments in research and development. While various foreign companies in the 
sector have established research facilities in China, few domestic businesses have invested significantly in researching or developing new drugs.  
 
Overview of Textile Industries in SME sector in India  
The history of textiles in India dates back to the use of mordant dyes and printing blocks. The diversity of fibres found in India, intricate weaving on its 
state-of-art manual looms and its organic dyes attracted buyers from all over the world for centuries. India saw the building up of textile capabilities, 
diversification of its product base, and its emergence, once again, as an important global player. The Indian Textiles Industry has an overwhelming 
presence in the economic life of the country. Apart from providing one of the basic necessities of life, the textiles industry also plays a pivotal role 
through its contribution to industrial output, employment generation, and the export earnings of the country. The textiles sector is the second largest 
provider of employment after agriculture. Thus, the growth and all round development of this industry has a direct bearing on the improvement of the 
economy of the nation. 
 
The textile industry in India occupies a unique position in our economy contributing to nearly a third of the country's export earnings. This industry 
includes manufacturers, suppliers, wholesalers and exporters of Cotton Textiles, Handloom, and Woolen Textiles etc. From the production of textile 
machinery and equipment, dyes and raw materials to the delivery of finished textiles, fabrics and garments, the textile industry in India has the vast 
potential for creation of employment opportunities. The number of textiles manufacturers, suppliers, wholesalers and textiles exporters in India has 
increased rapidly after independence. Today, handloom and cotton textiles exports in India is counted among the most important sectors. 
 
India is the second highest producer of cotton after China contributing world textile production. In case of jute, India is the largest producer of world jute 
production. In case of silk, India is a distant second to China, contributing the world production. The cotton textile industry is one of the most important 
sectors that affect the economy of the country as a major chunk of Indian population is dependent on this sector for their livelihood. Although this sector 
is very critical, only a few studies have been carried out to appreciate the effectiveness of this sector in the post-liberalization period, as liberalization has 
changed the whole economic scenario of the country. India’s textile industry is also significant in a global context, ranking second to China in the 
production of both cotton yarn and fabric and fifth in the production of synthetic fibers and yarns. It can be inferred that one out of every six Indians is 
directly or indirectly associated with this industry. This industry offers one of the most basic needs of the people i.e., clothing and helps in improving the 
quality and standard of life. From the production of raw input to the delivery of the finished products with substantial value addition at each and every 
stage of processing, it has a distinctive position as a self-reliant industry of the Indian economy. Its vast potential for creation of employment 
opportunities in the agricultural, industrial, organized and decentralized sectors and rural and urban areas, particularly for women and the disadvantaged 
is noteworthy. The industry has a great advantage of availability of low-cost enormous network of skilled human resource, flexibility in production 
processes and long experience with US and European Union. The low-wage structure in India has also caused a shift in production of textiles from 
developed countries to India.   
 
Textile industry offers one of the most basic needs of the people i.e., clothing and helps in improving the quality and standard of life. From the production 
of raw input to the delivery of the finished products with substantial value addition at each and every stage of processing, it has a distinctive position as a 
self-reliant industry of the Indian economy. Its vast potential for creation of employment opportunities in the agricultural, industrial, organized and 
decentralized sectors and rural and urban areas, particularly for women and the disadvantaged is noteworthy. 
 
The Governments, both Central and State, play a major role in the development of the Textile sector in India. The Government‟s role extends to a range 
of activities such as price support to cotton and jute, incentives for investments in technology up-gradation and modernisation, setting up of world class 
Integrated Textile Parks, implementation of Technology Mission on Cotton, Jute and Technical Textiles, development of mega clusters for powerlooms, 
handlooms and handicrafts, development of handlooms, handicrafts, sericulture and wool sub-sectors by implementing a number of schemes, 
implementation of welfare schemes for handloom weavers and handicrafts artisans and promoting skill development of textile workers in collaboration 
with the industry. The Government is also providing a number of incentives for export of textile products. A large network of Government Offices, public 
sector enterprises, textile research associations, textile design and educational institutions various textile industry associations, Export Promotion 
Councils etc. provide a robust institutional framework for the development of the textile sector. During the post- quota period, India’s competitors, viz, 
Bangladesh, China, Pakistan and Vietnam could achieve higher export growth rate than India due to their better competitiveness. One of the major 
strategies adopted to increase exports is to tap new markets. As part of this strategy, mega textile shows have been held to capture new markets in 
Japan, South Asia, Australia, Latin America and South Africa.  
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The textiles and clothing industry are dominated by small, fragmented and non-integrated units with the exception of spinning sector. The spinning 
segments production is dominated by large units and has been able to undergo significant modernization at a rapid rate. In recent years, a trend towards 
consolidation and integration with the value chain upstream along with modernization in segments like garments has been witnessed. The ginning, 
weaving and processing sectors, on the other hand, lags behind as regards modernisation. Within the weaving sector, increasing dominance of the 
powerloom sector is being witnessed over the years. The garments sector is undergoing significant expansion and modernization process in recent 
years and this opportunity has been created through de-reservation. This industry covers a wide range of activities ranging from generation of raw 
materials such as jute, wool, silk and cotton to greater value added goods such as ready made garments prepared from different types of man made or 
natural fibers. Textile industry provides job opportunity to over 35 million individuals thus playing a major role in the nation's economy. It has 4 per cent 
share in GDP and shares 35% of the gross export income besides adding 14% of value addition in merchandizing sector. 
 
Overview of  Textile Industries in SME sector in China  
The Textile Industry is a recognized national precious stone in China. Archaeological studies suggest that the first textile, different from furor skins sewn 
together, was felt(non-woven cloth produced by condensing and pressing woolen fibers). The locations where textile was first used are believed to be: 
Egypt, India, Turkey and China. Since ancient years, China was a key player in the textile market. During the Shang Dynasty (1766 BC and 1122 BC), 
Chinese produced and wore vivid silk tunics and ankle-legth skirts. In the Han Dynasty (220–265 CE), China started trading textile with remote buyers. 
The trade emerged along the Silk Road and achieved its peak between the 5th and 12th centuries CE, reaching lands as distant as Rome and Iran. The 
Chinese textile production and trading strongly influenced the development of the textile industry in Medieval Europe. Through Modern times, England, 
Italy, France, Spain, Germany and Scandinavia developed sophisticated clothing markets. Until the nineteenth century, China was the world’s largest 
and most advanced economy. In the textile industry it was not different. China was a large, advanced textile producer. In the industrial revolution, textile 
production was mechanised leading to mass production and assembly line organization. Sewing machines emerged in the 19th century reshaping 
clothing production. During this period, Europe, especially England, achieved great efficiency gains and Chinese competitiveness lagged behind. In the 
end of last century, the textile industry was shaped by the effects of globalization. China has become a dominant exporter, attracting manufacturing 
facilities from many different sectors and geographies. Textile producers located not only in developed countries but also low income countries relocated 
facilities to China.  
 
The competitiveness of China resulted in a shift in the textile production. Especially producers located in developed countries struggle to compete in the 
global textile industry and gradually are put out of business. Long before China opened its market, other developing countries presented similar 
competitiveness and threatened producers in developed markets. These producers and governments of developed countries feared loosing the market 
for the textile volumes produced domestically. In order to avoid or limit the negative impact that developed economies could suffer, in 1974 it was 
introduced the Multi Fibre Arrangement (MFA); also know as Agreement on Textile and Clothing (ATC). This policy intervention was created to protect 
domestic industries in major developed countries, which alleged that producers in developing countries were applying dumping. MFA imposed quotas on 
the year amount of textile that developing countries could export to developed markets from 1974 through 2004. It was set to expire on 1st January 
2005. In the meantime, producers in developed countries had time to improve its efficiency and recover its competitiveness. However, they never 
managed to match the required competitiveness to remain in the market. China, as a developing country, also had to export according to the limits pre-
defined in the MFA. For this reason, after the economy reform in 1979, China could enjoy only to some extent the benefits its competitiveness in the 
textile market.   
 
Prospects of chemical industries in India 
The chemical industry provides tremendous scope for Small and Medium Enterprises as well as to big players to grow because of the increasing 
demand of chemical products within the country and in international market. In fact global companies are also looking at India for future business deals 
as the country provides good quality of products and services.  Government is taking measures to promote chemical sector and helping finance to 
improve infrastructural facilities for Small and Medium Enterprises. The Indian government with a special focus on modernization, takes an active role in 
promoting and advancing the domestic chemical industries.  India is becoming favoured destination for global and regional chemical & pharma majors 
due to its manufacturing capabilities and low labour cost. In the private sector, numerous organizations, work to promote the growth of the industry and 
the export of Indian chemicals.  
 
 
 
 
 

Groupwise Chemical Exports from 2001 to 2008 
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Pesticides 1356 1487 1746 2096 2791 2877 5969 8611 10275 9098 

source - http://chemicals.nic.in/chem1.htm 
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Problems of chemical industries in India 
 
The major challenges faced by Chemical Industries in India are quest for feedstock and knowledge management. Traditionally naphtha-based crackers 
have been providing feedstock to the industry. Today, they are being replaced by new gas-based crackers. India and China will pose a stiff competition 
to the Middle  East due to the vibrant exports and large unexplored reserves of oil and gas. Indian government is acting as a facilitator by setting up LNG 
terminals and acquiring equity interests in overseas proven oil reserves. This will fuel rapid growth in chemical industry. The government is also engaged 
in the formulation of a National Policy on Pharmaceuticals and mega-industrial chemical estates. 
 
Prospects of chemical industries in China 
China’s continuing economic expansion, and in particular growing demands from the government to increase productivity and product quality, the 
general prospects for the chemial sector is good. So while growth is assured for the sector, its size and nature will depend upon a range of variables, the 
most important of which will be the rate at which the industry consolidates and the degree to which environmental and intellectual property rules are 
enforced.  While active pharmaceutical ingredients represent the biggest single segment of the Chinese specialty chemicals, the domestic industry is 
particularly strong in the areas of textile chemicals and dyestuffs — unsurprising given China’s position as the world’s leading textiles producer. Exports 
are an important part of the synthetic dyestuffs segment, with more than one-third of the 700,000 tons produced a year sent abroad. 
 

China's growing Trade in Organic & other Chemicals from 2002-05 (US$ Million 

  2002 2003 2004 2005 

  Export Import Export Import Export Import Export Import 

Organic Chemicals 5568 11156 7131 16006 9092 23846 12112 28020 

Inorganic Chemicals 3030 1949 3595 2729 4840 3961 6944 4815 

Pharmaceutical  790 1130 918 1392 1100 1572 1364 1959 

Fertilisers 350 2354 800 1763 1309 2288 1011 3051 

Dyes & Pigments 1390 2088 1526 2583 1927 2975 2483 3081 

Other Chemicals 3490 5626 4557 7316 6312 7960 7939 9652 

Total 14618 24303 18527 31789 24580 42602 31853 50578 

*Calculated by C&EN 

Source:customs General Administration of the people's Republic of China 
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Problems of chemical industries in China 
Strengthening environmentally sound management of chemicals,  The Chinese government has been very active in promoting legislation on the 
environmental management of chemicals and strictly implementing the environmental management registration of new chemical substances and 
imported and exported toxic chemicals. China has revised a series of administrative regulations, e.g. “the Measures on Environmental Management of 
New Chemical Substances”, and “the Catalog of Toxic Chemicals Strictly Restricted from Import and Export”, strengthened environmentally sound 
management of chemicals, and conducted a survey of pollution sources with a focus on persistent organic pollutants and mercury. 
 
Number of  changes and challenges that are reshaping the global chemical industry, opening the door for China to become an industry leader. To speed 
up their own development, Chinese chemical companies can leverage the best practices of Western companies—adopting some, and adapting others to 
their local needs. This is particularly important today, as the Chinese industry seeks to meet market demands for new chemicals while, at the same time, 
managing cost pressures from soaring wages and commodity price inflation. Opportunities abound, and Chinese companies are well positioned to 
capture them by accelerating their development cycle and preparing for tougher competition with Western players. 
 
Prospects of Pharma industries in India 
Rising levels of population and incomes, plus the arrival of new products, will continue to grow the domestic market.The U.S. continues to be an 
attractive market for Indian Pharma Companies, despite the challenges of price erosion and the launch of “authorized generics” by innovator companies. 
Indian companies have acquired over $1 billion worth of pharmaceutical companies overseas in the past year and a half and should increasingly look 
more aggressively at countries like Brazil, Russia and the Commonwealth of Independent States, and Japan, where the markets are mature and 
remunerative, despite some regulatory hurdles.  “The three strategic drivers for accelerating growth of the pharmaceutical industry in India are 
intellectual property rights-its implementation in letter and spirit; liberal drug pricing policies; and regulatory  as well as labor  law reforms,”.  The draft 
National Pharmaceuticals Policy 2006 states that the government is committed to making India's laws and policies relating to IPR, including data 
protection, fully compliant with TRIPs provisions. Also, new rules are being framed under the Patents Act 1970 amendments introduced from April 1, 
2005, for product patents, and these will be brought into law soon. “Under these rules, it would be the endeavor of the government to simplify procedures 
and shorten the timelines of various approvals,”.   The growing generics business of the pharma industry is expected to be the largest driver of growth in 
future too, with a large portion of patented drugs losing their patent priviledge in the next few years.  
 
 

Growth in Indian Pharmaceutical Industry  

 Export and Domestic Growth from 2006 to 2010 (Rs. in crore)  

 Year exports   growth%   domestic   growth%    total   Growth% 

 March 2006   21230 23.23 39989 17.17 61219 19.21 

 March 2007   25666 20.89 45367 13.45 71033 16.03 

 March  2008   29354 14.37 50946 12.3 80300 13.04 

 March 2009   39821 35.66 55454 8.85 95275 18.65 

 Mar 2010    2154*   5.86 62055 11.9 104209 9.38 

*Provisional 
Ministry of Chemicals & Fertilizers, Department of Pharmaceuticals,  

 

Government of India ( Annual Report 2011-12)  
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Problems of Pharma industries in India 
India's traditional lucrative export markets is becoming a little less secure, for a number of reasons. Generic prices have not been rising in the U.S   Also, 
new competitive threats have arrived, such as authorized generics produced by major drug producers, new mid-sized players, Chinese and Eastern 
Europe manufacturers, and fully integrated generics firms, which are less reliant on Indian “back-end” businesses. 
 
India's new patents regime is already producing changes in terms of greater commitment to discovery research within the industry, although a major shift 
for Indian firms away from reverse engineering will not be seen for three to four years.  Rising levels of population and incomes, plus the arrival of new 
products, will continue to grow the domestic market. 
 
Prospects of Pharma industries in China 
The Government has been implementating a large reform in the healthcare system to upgrade the quality and coverage of healthcare assistance of 
Chinese people. Multiple strategies are promoted, both on the demand and on the offer side. A key issue in this process is related to the transformation 
of the Chinese pharmaceutical industry: the Government is planning to build an innovative system, led by research-based companies. Integration of local 
firms with international companies has been encouraged; new specific measures were issued to stimulate foreign investments, improving the market 
access. 
 
China is an important sales market for the internal, booming demand. As a result of demographic changes, improved life standards, government actions. 
Upgrading health care behaviours and consumptions, Chinese people are changing their attitude towards Traditional Chinese Medicine practices. 
Western medicines are considered more effective, especially as for life-saving drugs are concerned, antibiotics most of all. The Chinese pharmaceutical 
industry has been one of the most interesting target for foreign investors. Large multinational groups from North America, Western Europe, and Asia 
were attracted to China, as a result of a more friendly and favourable business and institutional environment. Operating in the Chinese market is still 
considered high-risky, time-consuming and expensive compared to other emerging markets due to stringent regulations concerning safety and efficacy. 
China is the frontier to develop applied research programs many multi national companies   have established research centres in China. The strategic 
idea is to leave good R&D departments in the country of origin to develop basic programs. The implementation phases and applied research activities 
are carried out in China, to reduce time for drug improvement and to cut costs. The core phases related to market entry of a new drug are left in the 
West, partly because of stringent rules of trials required by the U.S and European agencies. All other, subsequent, trials and market extension activities 
are developed in China, where skilled labour workforce, talented scientists and leading University research centres are available. Technological 
innovation achievements in the Chinese pharmaceutical market are remarkable. Government  were invested in innovation medicine in the form of 
“significant new drug”, attracting also non-public funds into the sector. More than 50 state-level technical centers were built up in the form of “Industry-
University-Institute” Cooperation programs. Considering the industrial sectors involved in patenting in China, from 2000 to 2008, pharmaceutical 
hasbeen the industrial sector that applied the highest number of patents. 
 
Problems of Pharma industries inChina 
Competition and rivalry among foreign firms and Chinese companies is going to be strongly affected by the changing landscape in proprietary 
technology. At the moment, foreigners hold the monopoly in many proprietary technologies. 
 
Due to the rapid development of the Chinese pharmaceutical  market, both local and multinational pharmaceutical enterprises have made efforts to 
expand their presence in the market, which has lead to increasingly fierce competition. Pharmaceuticals (pharmaceutical companies) in China are facing 
challenges are – (a) Diversified procurement models in different  regions magnify the complexities of sales and market access, (b) Increased challenges 
to growth: Steep competition and higher  regulations on drug manufacturing and management make it  more difficult to increase market share. © 
Downward pressure on pricing: Pressures on retail pricing and reforms to procurement processes will result in margin erosion (d)Development of new 
markets: The healthcare reform will lead to new opportunities in rural markets, including growth in TCM opportunities. 
 
Prospect of Textile Indusries in India 
 
India is one of the few countries that encompass the entire supply chain in close proximity, from diverse fibres to a large market. It is capable of 
delivering packaged products to customers comprising a variety of fibres, diverse count sizes, cloth of different weight and weave, and panoply of 
finishes. This permits the supply chain to mix and match variety in different segments to deliver new products and applications. This advantage is further 
enhanced by cost based advantages and diverse traditions in textiles. 
 
Government of India approved 100 per cent FDI in the textile and apparel sector. Therefore the textiles industry in India is experiencing a vital increase 
in collaboration between global majors and domestic companies. The textiles industry in Tirupur contributes around 80 per cent of India’s hosiery 
exports. Thus, the Government of India granted the city the status of Town of Export Excellence. The organised apparel segment is expected to grow at 
a compound annual growth rate (CAGR) of more than 13 per cent over a 10-year period.  
 
The Indian textiles industry is extremely varied, with the hand-spun and hand-woven sector at one end of the spectrum, and the capital intensive, 
sophisticated mill sector at the other. The decentralized hand looms/hosiery and knitting sectors form the largest section of the textiles sector. The close 
linkage of the Industry to agriculture and the ancient culture and traditions of the country make the Indian textiles sector unique when compared to the 
textiles industry of other countries. 
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Country-wise analysis indicates that EU remains the top destination for Indian textile export followed by USA also textile export from India to China and 
Turkey has increased. Apart from the above traditional markets for Indian textiles and clothing products, in the last few years Latin American countries, 
South Africa, East European countries and East Asian Countries, are emerging as promising destinations and potential markets for Indian textiles and 
clothing products due to concerted policy focus in promoting Indian textiles and clothing in new and emerging markets. Rising wages and cost of living in 
countries closely competing with India in the international market in the textiles and clothing sector provides a vast opportunity for India to capitalise.   
 
Strengths of Textile Industries of the Indian Textile sector are strong and diverse raw-material base including cotton, jute, silk, wool, man-made fibres 
and other speciality fibres. High competency in cotton textiles and Indina is the second largest producer of cotton in the world. In India Production of raw 
cotton has increased from 140 lakh bales in 2000-01 to 295 lakh bales in 2009-10. Consumption cotton has increased from 173 lakh bales in 2000-01 to 
250 lakh bales during 2009-10. India is the second largest producer of man-made fibre, largest producer of jute and handloom cloth and 2nd largest 
producer of silk. India’s strong presence in the entire textile value chain from raw material to finished goods. In India spinning industry is globally 
competitive, average cotton spinning cost is lower than all countries including China. Even though in India the labour advantage is gradually reduce, 
adequate skilled man-power at a competitive rate still available. Unique strength in traditional handlooms and handicrafts. Varied design-base in India. 
There are extensive institutional support base present in the form of Central and State Government offices, Textile Research Associations, Textile 
Industry Associations, Textiles and Fashion Technology Training Institutions, Export Promotion Councils etc. Highly supportive government policy 
regime and very strong entrepreneurial base.  
 
Opportunities of the Textile are promising domestic market due to high growth in GDP and per capita income. Favourable demographic structure with 
high income proposition of working population. Phasing of the quota regime and consequent improvement in market access of textile industry. Most 
developed countries will see continued decline of their Textile and Garment industry this will create fresh opportunity for exports of developing countries 
including India. Further, in the next 10 years, China‟s Textile and Garment export growth rate is projected to slow down because of rising costs and 
increasing domestic demand. The export space that is likely to be ceded by China is open to India as well as other asian countries. Supportive policy 
regime of the government increasing plan expenditure and generous incentives for investment and modernisation. Huge untapped potential for the 
development of technical textiles. Rising wages and cost of living in countries closely competing with India in the international market in the textiles and 
clothing sector provides a vast opportunity for India and get advantage. High spending on infrastructure and socially inclusive programmes by the 
Government.  
 
 
 
 
 
 

 Production of Cloth from 1995 to 2012 in India 
( Qty. in Million Sq. Mtrs. ) 

Financial 
Year Cotton Cloth Blended Cloth 100% Non Cotton Cloth 

Total 
Qty. 

Growth 
rate 

  Qty. 
Growth 
rate 

% 
Share Qty. 

Growth 
rate 

% 
Share Qty. 

Growth 
rate 

% 
Share     

1995-1996 18900 12% 60% 4024 13% 13% 8536 14% 27% 31460 12% 

1996-1997 19841 5% 58% 4888 21% 14% 9569 12% 28% 34298 9% 

1997-1998 19992 1% 54% 5751 18% 16% 11153 17% 30% 36896 8% 

1998-1999 17949 -10% 50% 5699 -1% 16% 11896 7% 33% 35543 -4% 

1999-2000 18989 6% 49% 5913 4% 15% 13724 15% 36% 38626 9% 

2000-2001 19627 3% 49% 6348 7% 16% 14358 5% 36% 40333 4% 

2001-2002 19769 1% 48% 6288 -1% 15% 15334 7% 37% 41390 3% 

2002-2003 19296 -2% 47% 5877 -7% 14% 16289 6% 39% 41462 0% 

2003-2004 18849 -2% 44% 6078 3% 14% 18007 11% 42% 42933 4% 

2004-2005 20578 9% 46% 6025 -1% 13% 18388 2% 41% 44991 5% 

2005-2006 23873 16% 49% 6299 5% 13% 18655 1% 38% 48826 9% 

2006-2007 26225 10% 50% 6882 9% 13% 19582 5% 37% 52689 8% 

2007-2008 27205 4% 49% 6888 0% 12% 21183 8% 38% 55276 5% 

2008-2009 26898 -1% 50% 6766 -2% 12% 20534 -3% 38% 54198 -2% 

2009-2010 28790 7% 49% 7769 15% 13% 22438 9% 38% 58996 9% 

2010-2011 31201 8% 51% 8135 5% 13% 21663 -3% 36% 60999 3% 

2011-2012 30570 -2% 51% 8468 4% 14% 20567 -5% 35% 59605 -2% 

2012-2013 28171 -8% 56% 7699 -9% 15% 14683 -29% 29% 50554 -15% 

Source : Textile Commissioner,Mumbai  
 http://texmin.nic.in/ermiu/pdata/prod_sec_cloth.asp  on 11-9-13 
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Problem of Textile Indusries in India 
The recent global slowdown has however impacted the prospects of this sector. price of the cloth was fixed by the Government below the cost of 
production. Similarly under the yarn distribution scheme of 1972, the Government made it obligatory on all mills to supply 50 per cent of the production of 
yarn to the decentralised sector at reduced rates. The high import duty on imported cotton, upward revision of the price of the indigenous cotton and 
heavy excise duty on cotton cloths are other detrimental factors. Another problem of the mill sector is related to the production of controlled cloths 

India's textiles exports at a glance (Principal Commodities) (Rs. In Crore) 

Item 2006-07 2007-08 2008-09 2009-10 2010-11 2011-12(P) 

2012 

(Apr-Oct) 
Total Textiles 
Exports 86702.65 89098.15 84297.85 106045.8 126281.18 159570.55 82181.63 
% Textile 
Exports 15.16% 13.58% 12.10% 12.54% 11.05% 10.93% 10.10% 

Year 2006-07 to 2008-09Source : Department of Commerce, NIC & DGCI&S, Kolkata  
(P=Provisional figures) 

Year 2009-10 to 2011-12 Source : Foreign Trade Statistics of India( Principal Commodities & Countries), DGCI&S - Export figures 
in Rupee - Crore 
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wherein mills are incurring huge loss. The cotton textile industry of the country is thus facing both short-term and long-term problems. Short term 
problem Like  problems of high prices, shortage of raw materials, liquidity problems due to poor sales and accumulation of huge stocks due to poor 
demand in the market. The long term problems of the industry include the slow pace of modernisation, outdated technology resulting into low 
productivity, high cost of production, low profitability and increasing sickness of mills. 
 
Every 3 to 4 years have seen major changes in how the textile manufacturing shifted from one set of countries to the other. Initially, US & Europe textile 
business moved to China, India, Bangladesh, Pakistan, Sri Lanka & other Asian Countries, so much so that Bangladesh even overtook India in terms of 
exports due to the special status. The focus further moved to African countries and now Burma is becoming a hot spot for textile processing, as textile 
business is not so sustainable in many of these countries. There are no more advantages of cheap labour and other resources, like power & water, 
which are almost becoming on par with US & Europe. The strict regulations on pollution norms, child labour, etc are now observed in many countries, 
including India as major challenges. 
 
The standard costs of production is one of the major factors in determining inter national competitiveness in global textile and apparel industries. This 
include key cost categories: the price of land, price of labour, hours worked, electricity and energy costs, building costs (or rent), ocean transport, land 
transport and taxation. Along with this equally important are delivery times and the cost of inventories held in the factory, in transit or at the warehouse. 
We have strong competition with Pakistan, Bangladesh and China with respect to apparel and garment manufacturing industry. In order to improve our 
competitiveness and thereby increase our textile exports, we have to focus on increasing labour productivity/ reducing labour costs, improving the 
working hours, reducing power cost, reducing transport costs and reducing the VAT rates for apparels.  
 
High cost of raw materials and decline in the purchasing power of people due to high inflation.Slow pace of development of infrastructure, availability of 
power etc. High cost of meeting strict environmental standards. Unfavourable exchange rate situation.Increased competition from competing countries 
through exchange rate manipulation, hidden subsidies. Preferential tariff regimes for close competitors in certain major markets. Continuation of 
recessive trends for an extended period will cast its long shadow on textiles industry 
 
The Weaknesses of the Textile sector are technological backwardness especially in weaving, processing and garmenting segments. Under-developed 
domestic textile machinery manufacturing industry, necessitating import of modern and second-hand machinery at a large scale. Existence of huge skill 
deficit in the work force.  Despite India being the largest producer there is a Low share in global exports. India has scale dis-advantages vis-a-vis 
competing countries.   Weaving, processing and garmenting segments is highly fragmented. Cloth production is dominated by decentralised powerloom 
sector which uses obsolete technology. Low productivity of the handloom sector.  Very low technology in weaving sector. India has only 2% shuttle-less 
looms as against the world average of 16%. Our competitors China, Pakistan and Indonesia have 15%, 9% and 9% respectively of shuttle-less looms. 
Inflexibility in labour laws because of which manufacturing units are not able to execute large seasonal orders. Non compliant practices by industry. 
  
Threats of the Textile industries are high cost of raw materials and decline in the purchasing power of people due to high inflation. Slow pace of 
development of infrastructure, availability of power etc are another disadvantage. High cost involvement to adhere the  strict environmental standards. 
Unfavourable exchange rate situation of Indian currency.  Increased competition from competing countries in the course of exchange rate manipulation, 
hidden subsidies etc. In certain major markets Preferential tariff regimes for close competitors. As well as continuation of recessive trends for an 
extended period will cast its long shadow on textiles industry.  
 
Prospect of Textile Indusries in China  
China’s position in the textile industry is extremely strong and undoubtedly leads the global production. A study presented by the end of 2009 claims 
that, even under the negative effects of the global financial crisis, China is still the most competitive location in the world for the textile industry (China’s 
competitiveness index for this industry was evaluated at 102.8 in 2009). During the financial crisis, while the overall decrease in Chinese exports 
amounted around 15%, the textile industry felt only partially the downturn effects. Textile export amounts decreased by a relatively low 7% in 2009 and it 
took very little time of to show significant signs of recovery. In the first 10 months of 2010, China exported more than US$ 62 billion dollars in textile, a 
rise of 29% comparatively to the same period in 2009. In this same period, exports of clothes also grew, totalling more than US$ 100, presenting an 
increase of nearly 20% compared to 2009. Chinese prevailing competitiveness in the textile industry is also supported by public investments and 
industry internal organization in China. There are cities, like Changshu City (Jiangsu province) and Dongguan City (Guangdong), which concentrate a 
high number of textile enterprises (2300 and 6500 textile companies respectively). Companies in these cities are co-ordinately moving to improve the 
industry competitiveness. In Changshu, for example, more than 50% of all integrated production textile machines meet international standards. It is an 
important movement, given China’s accession into WTO. In addition, these textile industrial centres help to attract new companies and investors due to 
the existing appropriated infrastructure and business momentum.   
 

China textile & clothing trade data from 1995 to 2012   

  

1800
1850
1900
1950
2000
2050
2100
2150
2200
2250
2300
2350

1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18

Share in China
Total Exports %
Change %

Exports

Year

IJSER

http://www.ijser.org/


International Journal of Scientific & Engineering Research, Volume 5, Issue 2, February-2014                                                             406 
ISSN 2229-5518 

IJSER © 2014 
http://www.ijser.org 

 
 
 
 

 
 
Problem of Textile Indusries in China 
In global economy the key point in keeping the national competitiveness is to hold the leading position of the GVC. The core links of global apparel 
commodity chain (GACC) are occupied by several large magnet retailer chains, brand tycoon and MNEs which holding the core industrial technology. So 
on the global scale even if all trade barriers would be moved in the long run, the enterprises from developing countries are not able to enter the global 
market without casting the great effort in improving its position within the GVC. The leading enterprises are controlling the enterprises within the GACC 
by use of their capabilities in making R&D, designing, branding and market accessing. On the contrary, the enterprises which have been controlled by 
them are normally within the stream of high competing and low value adding process. So upgrading the positions of the enterprises and the industrial 
clusters in GVC should be raised to one of the most important issues. Optimising the conditions of the textile clusters. Since globalisation, small-
medium-enterprises (SMEs) are difficult to achieve advantages in global competition, so that it becomes increasingly important for the SMEs to build 
partnership in regional scale. The practice experience of China has demonstrated industrial clustering is a feasible strategy. Previously, it has been 
mentioned that there are still many existing disadvantages of the Chinese textile industrial clusters. In addition, the challenges they face are aggravating 
since globalisation. So optimising the conditions of the current clusters should be raised to another important issue. Strengthening the innovation 
capabilities and establishing innovation system. China’s traditional industrial clusters are generally constructed by SMEs, which are heavily lacking of the 
innovation ability and the establishment of innovation system. In the end of 2005, despite there are over 750 MNEs have settled their R&D centres in 
China, actually these enterprises have not diverted their crucial value linkages to China. The core technology lacking is the main reason for many 
developing countries that can only gain the least profits. Due to a period of time that China has heavily importing but superficially assimilating the foreign 
technology, which has resulted in technology importing are becoming a continuous process and ultimately China are increasingly dependent on foreign 
technology with index that shows of over 50%, however, all developed countries are less than 30%, and the U.S and Japan are now two least foreign 
technology dependent countries with the rate of less than 5%. If China is not going to pay increasing attention to the situation above, the Chinese 
division of labour in the GVC will be lock-in to the low technology involvement and the low value adding processes in a long term perspective. So, 
obviously, to strengthen the national innovation capabilities both in the national and in the regional level are significantly important, but, to start with, it 
has to be implementing in the firm level.   
 
At the moment, the prominent problems and risksfacing the operation of textile industry mainly lie in three aspects. First, the export pressure is yet to be 
eased fully. Although in the first two months of Q1, the industry welcomed the notablerally in exports, the growth was mainly related to non-demand 
factors such as low base numbers last year and massive pre-festival deliveries. On the other hand, the data concerning international macroeconomy and 
overseas market consumption have been read no significant recoveries, meaning that China’s textile industry doesn’t possess the external conditions for 
persistently high growth of exports.  Second, the cotton issue is still highlighted. As the oversupply situation in the international cotton market remains in 
place, international cotton prices lack the momentum to bounce back, while domestic cotton prices in China continue to stay at high levels supported by 
the state purchase and reserve for cotton, which leads to a price gap of approximate 4,500 yuan/ton. Coupled with the influence from high ex-warehouse 
prices, long period for stock removal and instable quality of reserved cotton, cotton textile enterprises are still struggling with heavy development 
pressure. Third, the survival of vast micro- and small-sized enterprises still needs attention. According to a survey, currently micro- and small-sized 
textile enterprises are faced with obvious difficulty in development, with the rate of operation and worker return much lower than that of large-sized ones. 
As a result, it is a key task for textile industry to ensure the stable business of micro- and small-sized enterprises in the process of structural adjustment 
and transformation, in order to avoid the massive bankruptcy and the possible influence on social stability.  
 
In the next 10 years, China’s Textile and Garment export growth rate is projected to slow down because of rising costs and increasing domestic demand. 
The export space that is likely to be ceded by China is open to other Asian countries including India. Supportive policy regime, increasing plan 
expenditure and generous incentives for investment and modernisation.   
 
 
Conclusions:- 
With consumerism and disposable income on the rise, the retail sector has experienced a rapid growth. The Indian textile industry is set for strong 
growth, buoyed by both strong domestic consumption as well as export demand. The Indian chemical industry can deliver on an accelerated growth 
phase, provided a clearly  defined vision along with a strategic roadmap is  developed to enable it. If this is not done, we  may see the growing market 
increasingly being served through manufacturing done outside  India. The each segments of the chemical industry have their own  unique set of 
challenges. The industry can grow only if these individual segments overcome  their challenges and move swiftly along the growth path. The industry 
and government will have to work in  tandem to achieve the ambitious targets set  for the chemical industry.Indian textile and apparel industry need to 
move forward with greater sense of urgency and purpose. Currently, India's total textile industry market size is only one-fourth of that of China and to 
bridging this gap requires concrete planning and implementation.Rising competition from Chinese imports was a cause of concern. The sector faced a 
lot of heat because of cheap imports from China. Besides, the slowdown in Europe and Western countries also posed a challenge and threat.  As 
western markets are losing their appetite for imports, Chinese manufacturers are increasingly looking towards India.  
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Abstract: The SMEs are playing a strategic role in economic growth and development of the country through 

their contribution to the creation of wealth, employment and income generation. 

The Textile & Chemical Industries are the leading segment in the SME sector. For the Indian economy textiles 

& chemical segments plays a major role.  These segment of SMEs are exposed to the competitive pressures 

either directly from the market place or indirectly passed on from their higher ups in the chain. However, with 

SMEs dynamism, flexibility and innovative drive they are increasingly focusing on improved production 

methods, penetrative marketing strategies and management capabilities to continue and build up their 

operations. The Textiles exports consists of Fabrics, Ready-made garments, Cotton textiles, Textiles made from 

man-made fiber, Wool and Woolen goods, Silk, Handicrafts etc.  Out of which man-made textiles and silk are 

showing the highest growth rate. 

The Indian Chemical Industry comprises both small and large-scale units. The fiscal concessions 
granted to the small-scale sector in mid-eighties led to establishment of a large number of units in the Small 

Scale Industries (SSI) sector. Currently, the Indian Chemical industry is in the midst of a phase of major 

restructuring and consolidation. With the shift in emphasis on product innovation, brand building and 

environmental friendliness, this industry is increasingly moving towards greater customer orientation. Even 

though India enjoys an abundant supply of basic raw materials, it will have to build upon technical services and 

marketing capabilities to face global competition and increase its share of exports. 

With the initiation of planned economy from 1951 and Government of India’s subsequent industrial 

policy  earmarked a special role for small-scale industries and medium scale industries in the Indian economy.  

Currently Textile & Chemical SMEs are facing the challenge of increased competition on account of new open 

markets. In such a context the ability to export is becoming a critical factor in the development and long term 

survival of many SMEs.  

 

I. Overview Of Indian Textile Industry 
In India, the textile industry consist of mostly  small-scale, non-integrated spinning, weaving, finishing, 

and apparel-making enterprises. Due to the policies on tax,labour and other regulations favored small-scale, 

labour-intensive enterprises. The textile sector is one of the largest employers in the country and within this 

sector, handloom weaving have a top rank. The textile sector generates more job opportunity  from  its own 

industry also opens up scopes for the other ancillary sectors.  The textile industry largely depends upon the 

textile manufacturing and export. To disparity in domestic and international cotton prices, cotton exports 

couldn't pick up.  The Textile segment has grown from a small-scale sector to multidimensional sector. Very 

few countries including India,  which have a presence of complete supply chain, from natural and synthetic 
fibers right up to finished goods manufacturing. The industry holds vital importance in Indian economy too. 

After agriculture, only the handloom sector is the largest economic activity providing direct and indirect 

employment.  This sector provide  more than 30 lakh weavers. This sector contributes around 25% of the total 

cloth produced in the country and also contributes considerable amount of  export income for the country. Over 

and above the employment potential, this sector provide  large number of skilled and unskilled activities in the 

industry which makes the sector extremely important from the perspective of inclusive growth.  Good 

availability of raw material along with the presence of complete manufacturing value chain which exists in an 

organized mill sector as well as decentralized sectors like handloom, power loom, silk, etc  are the key features 

of Indian textiles industry. In the present economic environment where dependency on foreign capital and 

expertise is increasing all round, the handloom & powerloom industries presents a sustainable model of 

economic activity that is not much energy-intensive and has low capital costs, as well as an extensive skill base. 

 

Overview of the Indian Chemical & Pharma Industry  

The Indian Chemical Industry contribute significantly for the industrial and agricultural development of 

India and put forward connectivity for downstream industries. Indian chemical sector has grown rapidly since its 

early days of independence. Under chemical industries some of the other   emerging sectors are petrochemical, 
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agrochemical and pharmaceutical industries.  Now, in the global map, Indian chemical industry holds a 

recognized position. 

Indian chemical industry started to focus on marketing and promotion to achieve greater share in global 

chemical trade. The industry also made good effort and concentrated more on issues like brand building, export 

promotion and market development etc.  

The Indian pharmaceutical industry is  also growing  every year. The Pharmaceutical industry in India 

fulfill maximum need of the country's demand for bulk drugs, drug intermediates, pharmaceutical formulations, 
chemicals, tablets, capsules, orals and injectables. There are approximately 300 large units and about 10000 

Small Scale Units, which form the core of the pharmaceutical industry in India (including  Central Public Sector 

Units).  

India's pharmaceutical market is also growing . India ranks third in terms of manufacturing 

pharmaceutical products globally. According to McKinsey, the Pharmaceutical Market is ranked 14th in the 

world. By 2015 it is expected to reach top 10 in the world beating Brazil, Mexico, South Korea and Turkey. 

More importantly, the incremental market growth of US$ 14billion over the next decade is likely to be the third 

largest among all markets. The US and China are expected to add US$ 200bn and US$ 23bn respectively.  

 

Historical view of Textile Export  

Indian textiles were exported to Britain on a large scale during the seventeenth century. The Indian 
cotton clothing was cheaper; it was also lighter and much more suitable for the hot Indian climate therefore, the 

heavier & thick British clothing called broadcloth was very little demand. As a result EIC started importing 

Indian clothing into England. Once the first cargo of  Indian cloths reached to Britain,  the demand grew rapidly.  

In 1620 EIC had exported around 50,000 pieces painted and printed cotton. 1750s Indian textiles accounted for 

60 percent of the total value of the East India Company‟s sales in London.  In the 1690s, serious competition 

arises between the traditional woolen Manufactures and England‟s growing silk-weaving industry. 

In fact, the cotton industry was probably first introduced into Britain by immigrants from the European 

continent. The Indian patterns and designs quickly became fashionable in Britain.  They had exported large 

quantity of Indian cotton cloth to Britain in the seventeenth century which had a substantial effect on the 

domestic textile industry in Britain. Therefore, domestic textile producers in Britain forced to react, on the one 

hand lobbying for protection, and on the other hand imitating through printing on wool, linen and calico.  In 

1697, the British Commissioners of Trade and Plantations recommended measures to be taken against the 
British East India Company regarding the export from India. The Commissioners also urged to protect the 

domestic cloth industries from Indian textiles. As a result, in April 1700, the Parliament passed an act 

prohibiting the use or wearing of various types of Indian textiles  such as finished silks or  painted or dyed 

cotton cloths.  But more expensive finely-woven cloth as well as the Plain, Calicoes, those not dyed was allowed 

to import from India, such calicoes after finishing at Britain they sold there. 

In 1774, they repeal of the Act of Prohibitions on cotton goods and  the Company‟s immediate 

response was to  start the export  and selling the Indian cloth to other countries. Indian clothing, however, 

remained popular and a large percentage of EIC imports during the 18th centuries. 

Since ancient times India well known for  textile goods. During the colonial regime the traditional 

textile industry of India was virtually perished. However, in 1818,  when the first textile mill was established at 

Fort Gloster near Calcutta the modern textile industry took birth in India.  One of India's oldest industries in 
India is Textile Industry and has a formidable presence in the national economy.  The main sectors of the Indian 

textile industry are Man-made Textiles, Cotton Textiles including Handlooms, Silk Textiles, Woollen Textiles, 

Handicrafts, Coir, Readymade Garments, and Jute. The Indian Textile Industry is huge and growing with 

presence of a number of national and international brands. 

India has a varied and integrated fabric and apparel industries, and compared to China,  Indian fabric 

and apparel industries has lower labour costs also the cotton prices in India was cheaper. These and other trends 

mean that India gained a comprehensive competitive edge over China. India able to target for sourcing fabrics 

and textiles across virtually all product categories. In our country Textile Industry has earned a unique place and 

this industry among one of the which were earliest to come into existence in India. In overall exports from India, 

the Textile exports played an important role. The Indian textiles industry export consists wide range of items 

like readymade garments, cotton textiles, handloom textiles, man-made fiber textiles, wool and woolen goods, 
silk, jute and handicrafts, including carpets. In the global exports of textiles, India ranked as the third largest 

exporter.  India exports textiles to many countries.  USA and the EU account for about two-third of India‟s total 

textiles exports. The other major export destinations include China, UAE, Sri Lanka, Saudi Arabia, Republic of 

Korea, Bangladesh, Turkey, Pakistan, Brazil, Hong Kong, Canada and Egypt.  

Textiles and clothing worth US $26.82 billion were exported during 2010-11 as against US$ 22.41 billion 

during 2009-10, registering an increase of about 19.66 per cent. During April-November 2011, exports of 

textiles and clothing were of the order of US$ 19.78 billion as against US$15.86 billion during the same period 
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of 2010, registering a considerable growth of 24.73 per cent. In respect of global exports of clothing, India 

ranked sixth largest exporter as per the World trade Organization (WTO) trailing behind Turkey, Bangladesh, 

Hong Kong, EU-27, and China. In respect of global exports of textiles, India ranked third, trailing EU-27 and 

China 

 

Historical view of  Chemical & Pharmaceutical Export 

There is a global demand for Indian chemical products due to their high quality and competitive 
pricing. India‟s expertise in developing low cost yet high end chemical products is the key growth driver for 

Indian chemical exports. To the global chemical industry Asia‟s contribution growing significantly and India 

emerges as one of the focus destinations for chemical companies worldwide. Share of chemical industry in 

national exports is around 11%. In terms of volume, India is the third-largest producer of chemicals in Asia, 

after China and Japan. Six major chemicals produced in India are Methanol, Aniline, Alkyle Amines and its 

derivatives like Formaldehyde, Acetic Acid and Phenol, contributing to nearly 2/3rd of Indian basic organic 

chemical industry. The balance 1/3rd of the organic chemical consumption in the country is accounted for by 

other wide variety of chemicals.  

Specialty chemicals are defined as a “group of relatively high value, low volume chemicals known for 

their end use applications and/ or performance enhancing properties.”  To increase exports in the Chemical 

Sectors, efforts need to be made to improve contacts with end users and  trading centers in Asia, Europe, South 
Africa and Latin America as they are a vital link between the supplier and the local consumers. Both the 

industry and govt. can play a vital role in promoting Indian products as a brand „Made in India‟ by conducting 

events for increasing awareness among foreign buyers. Trade delegations are also an integral part of global 

trade. It is of paramount importance to send delegations abroad to get better understanding of the markets and 

assess export potential.  

The Ministry of Chemicals & Fertilizers was created  a separate  Department  for Pharmaceuticals  on 

01.07.2008 to provide greater focus for the growth of the Pharmaceuticals industry with the objective of 

Formulate Scheme/ Project for promoting environmentally sustainable development of Pharmaceutical Industry 

as well as make India  as  the largest global provider of quality medicines at reasonable prices. The other 

important focus area for the Department of Pharmaceuticals is promotion of Indian pharma exports. 

The Indian pharmaceutical industry positioned among the top five countries by volume (production) 

and accounts for about 10% of global production. Some of the main factors supporting these growth are low cost 
of skilled manpower and innovation.  The Indian pharmaceutical industry‟s growth has been mainly due to 

exports. Various pharmaceutical products are exported by India to various countries with a sizable share 

especially in the advanced regulated markets of the US and Western Europe. Also India exports drug 

intermediates, active pharmaceutical ingredients, finished dosage formulations, bio-pharmaceuticals and clinical 

services to various parts of the world.  

 

Limiting factors for export   

SMEs are currently facing the challenge of increased competition as a result of new open markets. In 

such a context the ability to export is becoming a critical factor in the development and long term survival of 

many SMEs. SMEs can play a major role in the exporting process, if they are placed in an enabling environment 

and provided with a proper incentives scheme. 
Marketing knowledge and information are two of export problems which revolve around,  lack of 

knowledge of foreign markets, business practices, and competition; and lack of management to generate foreign 

sales. Also lack of knowledge to locate foreign opportunities and promising markets is supposed to be a major 

obstacle in exporting of SMEs.  

 

Facilitating  factors for export   

Due to devaluation of  rupee against the dollar brought the Indian textile sector including the apparel  

export is getting advantage and will be back on the global map. According to the report, the Textile and Apparel 

industry hopes their exports will be higher by 15-20 per cent in 2013-14. Textile export orders in the last few 

months have started to pick up due to the overall better response in the US and the Euro zone. Also many textile 

industries are now  shifting their focus to other non-traditional countries like Japan, Latin America and Australia 
to increase their exports. 

India is a fast emerging market with more than 1.21 billion population with good purchasing power. 

These factor is good for the Indian textile industry in the long run. Even though the global economic crisis has 

already affected the export oriented sector such as textiles & clothing, as long as Indian economy is growing, 

textile industry would grow provided it takes competition and innovation seriously. Recent trends in competing 

countries, particularly China, in the area of mass and labour intensive sector such as Textiles and Garments etc., 

show that due to the wage increases as well as other government policy changes in those countries the investors 

http://www.business-standard.com/search?type=news&q=Rupee
http://www.business-standard.com/search?type=news&q=Euro+Zone
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are looking for alternate locations. This development provides an tremendous opportunity for India to attract 

companies which are looking for alternate source. Coordinated efforts to attract these investments need to be put 

in place for attracting the importing countries. The Textile Policy introduced by the Government of India in the 

year  1985 indicated  a new beginning for the textile industry which focused on the deep-rooted structural 

weaknesses. Due the 1990 reforms further enhanced the textile industry. When the textile industry was de-

licensed and reforms on fiscal and export front were pursued and as a result, India‟s Textile export increased 

significantly. 
As per the recommendation of 9th Five Year Plan Working Group Report on Drugs and 

Pharmaceuticals, Pharmaceutical Department had formed Pharmexcil.  In view of this, the Department 

continuously interacts with Pharmexcil in their work areas. The role of Pharmexcil  is for facilitation of exports 

of Pharmaceutical products. As a major area of work, Pharmexcil also holds Buyers/Sellers meets and  compiles 

detailed data base on pharma exports and problems in exporting pharma products.  An important focus area for 

the Department of Pharmaceuticals is promotion of Indian pharma exports. The improvement in sales growth 

will be largely motivated by higher realization of export oriented Pharma companies. The sector generates 

around 40 percent of its sales from exports. 

 

Economic Reforms 

The economic reforms of 1991 had a significant impact on the domestic chemical industry.The 
Chemical & Pharmaceutical SMEs in India has great growth potential and witnessed strong demand in the last 

decade and this is expected to continue. Share of industry in national exports is around 11%. Chemical 

industries are leveraging the significant export potential of country, after meeting  the domestic demand,  in 

segments like pharmaceuticals,  agrochemicals, dyestuffs & specialty chemicals.  Indian chemical industry 

exports  dyes, pesticides and specialty chemicals to the developed world and to the developing countries  and 

contributes significantly to the foreign exchange basket of the country. The fiscal concessions granted to small 

scale sector in mid-eighties led to the establishment of a large number of units in the Small Scale Industries 

(SSI) sector.  

 

Government Policies for increasing the SMEs’ export  

The formation and development of a business-friendly policies enabling SMEs to start exporting, as 

well as  help them to consolidate the activities of exporting.  
In the age of globalization, Industries especially SMEs have to  continually innovate  new products and 

have to upgrade the quality of existing goods and services. To promote standardization and facilitate the 

international exchange of goods and services, and cooperation in fields such as intellectual, scientific, 

technological and economic activities the Quality Management theory has been formulated. The ISO 9000 

standards series prescribes good quality practices.  The implementation of ISO 9000 reduces faulty goods, and 

improves the performance of workers. It also enables easy accessible, traceable and auditable work procedure. 

ISO standards facilitate trade between countries and with the provision of reimbursement of 75 per cent of costs 

by the government for acquiring the ISO Certification helped greater competitive advantage and greater 

opportunity for  SMEs to increase their export. 

In a highly competitive globalising world  Indian SMEs require business advisory services to enhance 

their international competitiveness. Therefore, Export-Import bank act 1981pased in the parliament in 
September 1981 by Government of  India. Since its commencement, Exim Bank of India has been acting as a 

channel and a key player in  encouraging the cross border trade and investment. Commencing operations as a 

purveyor of export credit, like other Export Credit Agencies in the world, Exim Bank of India has, over the 

period, evolved into an institution that plays a major role in partnering Indian industries, particularly the Small 

and Medium Enterprises, in their globalisation efforts, through a wide range of products and services offered at 

all stages of the business cycle, starting from import of technology and export product development to export 

production, export marketing, pre-shipment and post-shipment and overseas investment.  

The SMEs find the services of reputed national and international consultants as not cost effective and 

often, not adequately focused. Recognising this knowledge gap, Exim Bank of India has been endeavoring to 

provide a suite of services to its SME clients. These include providing business leads, hand holding during the 

process of winning an export contract and thus assisting the generation of export business on success fee basis, 
countries/ sector information dissemination, capacity building in niche areas such as quality, safety, export 

marketing, etc. and financial advisory services such as loan syndication, etc. 

The Industrial Policy of 1991 represents a conscious shift from the traditional policy of control and 

regulation to a policy paradigm fostering liberalisation. The implementation of liberalisation policy meant that 

most of the medium and large industrial units would no longer need licenses. Full foreign ownership would 

henceforth be possible in export-oriented enterprises. Capital goods would be imported free from restrictions. 

Foreign equity participation was also encouraged. The openness that came along with the experience of 
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economic reform since 1991 has brought in its train a whole raft of changes that have established India as a key 

player in the global economy. 

SMEs were, however, hard hit by the Government‟s recourse to liberalisation policy to the extent that 

they would hardly survive the competitive pressure unleashed by liberalisation without provision of support. 

Thus, for instance, the 2006 budget of the Indian Government introduced a special provision for improving 

credit flow for SMEs. The Reserve Bank of India (RBI) also has had to revise the definition of SMEs1 in order 

to enable debt-restructuring benefit. Thus enterprises with capital up to Rs. 10 million were treated as small 
scale industries (SSIs), and those with capital over Rs. 10 million and up to 100 million as medium enterprises. 

As per the recommendation of  9th Five Year Plan Working Group Report on Drugs and 

Pharmaceuticals, the Department had played a pivotal role in the formation of Pharmexcil.  Accordingly, the 

Department constantly interacts with Pharmexcil in their work areas.  The Pharmexcil role is facilitating  exports 

of Drugs, Pharmaceuticals, Biotechnology products, Herbal medicines and Diagnostics etc.  Pharmexcil is 

authorised to issue Registration-cum-Membership Certificate (RCMC) which is one of the requirements for the 

importers and exporters of commodities. In addition to this, Pharmexcil is concerned with giving export thrust to 

the various products through visits of delegations to various markets abroad, organizing of seminars, workshops 

and exhibitions. As a major area of work, Pharmexcil also holds Buyers/Sellers meets and compiles detailed 

data base on pharma exports and problems in exporting pharma products. The sector had made around 40 

percent of its sales from exports.  The decline in the rupees is resulted in higher export realisations, this have 
been enhanced the over all growth of the sector. The improvement in sales growth have been largely from the  

higher realization of export oriented Pharm companies. 

 

II. Conclusion:- 

Export is considered one way of motivating factor for  growth of SMEs, which will gradually improve 

the quality standards of  products manufactured by Textile, Chemical & Pharmaceutical  in the SME sector. 

Also it will capture more global shares.Increasing the contribution of small and medium enterprises of Textile, 

Chemical & Pharmaceutical  in total exports of India is vital to India‟s future economic growth.  A sharp 

depreciation in the rupees is expected to result in higher export realisations, which will enhance the over all 

growth of the Textile, Chemical & Pharmaceutical SMEs. 
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