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From the point of view of income generated, the small enterprises sector comes next to agriculture 
and trade, and from that of employment, it in second only to agriculture. 

Apart from their importance in the economy, special policies have been pursued during the last 
decade to promote the efficiency and growth of small enterprises, The rate of growth of income in this sector 
is, therefore, of very great interest. 

The income estimates of this sector, however, seem to be the most defective and unreliable of them all. 

The unorganised character of production, which is mostly carried on in households, is an inherent diffi
culty and official estimates for this sector had, therefore, to be based on certain assumptions which arc be-
coming increasingly untenable. 

A large volume of data has accumulated in ret cut years which makes it possible to review the official 
estimates and provide somewhat more reliable estimates. This has been attempted below. 

All that our exercise am be said to have showed is that the CSO's calculations err on the side of under- esti
mation. There is, therefore, need for a more systematic and thorough examination with a view to filling in gaps 
in the data before the quantification of the contribution of small enterprises to national income can be con
sidered a worthwhile effort, 

[This paper was prepared at the Institute of Economic Growth, Delhi, as part of the Institute's 
research programme- ] 

WITH the increasing use of natio
nal income data for economic 

analysis and programming , the need 
for improv ing the qual i ty and relia
b i l i t y of the current data in Ind ia is 
becoming urgent. One of the sectors 
where this need is the greatest is the 
small enterprises sector, F rom the 
point of view of income generated, 
this sector comes next to agr icul ture 
and trade and from that of employ
ment, it is second only to agricul
ture. Apar t f rom the size and weight 
of this sector in the economy, a 
special set of policies has been pur
sued dur ing the last decade, the 
specific purpose of which is to pro
mote the efficiency and growth of 
small enterprises. The rate of growth 
of income in this sector is. therefore, 
of special interest. Unfor tuna te ly , 
however, the income estimates of 
this sector seem to he the most 
defective and unreliable of them 
al l . The reason for this undoubted
ly is the paucity and poor qual i ty 
of the basic statistics relat ing to 
these enterprises. The unorganized 
character of product ion, which is 
mostly carr ied on in households, is 
an inherent difficulty in collecting 
reliable statistics. 

The official estimates of this 

sector, had, therefore, to be based on 

certain assumptions which are 
becoming increasingly unte'nable. At 
the t ime the National Income Com
mittee la id down the methods and 
procedures for national income esti
mation perhaps such drastic assump
tions could not be avoided. The only 
sources of in format ion on employ
ment in small enterprises available 
to the Committee were the Census 
Occupation Tables and for data on 
net. output it. had to depend on 
highly l i m i t e d findings of a few 
scattered studieg of pr ivate research 
workers. However, in recent years 
a large volume of miscellaneous 
data has accumulated which makes 
it possible to review the official 
estimates in the l ight of this data 
and provide somewhat more reliable 
estimates. 

Data from Many Sources 
The Nat iona l Sample Survey Orga

nisation has collected in fo rma t ion 
on small scale industries and house
hold operations, which throws l ight 
on the employment and output of 
small establishments. Also a number 
of surveys have been sponsored by 
the Research Programmes Commit
tee of the H a r m i n g Commission on 
small scale and cottage industries 
in different towns and cities. In 
addi t ion , the office of the Develop

ment Commissioner for Small Scale 
Industries has conducted a few 
studies on various aspects of selected 
small industries in different regions 
of the country. Some other studies 
have been carried out by the State 
Bank of India and the State Statis
t ical Bureaux of West Bengal, 
Madhya Pradesh and Bombay. An 
attempt is made here to b r ing to
gether the data available in all 
these studies for the purpose of 
obtaining estimates of the income 
or ig ina t ing in this sector. 

The data available are s t i l l far 
f rom satisfactory. Many crucial gaps 
remain and the need for assumptions 
which cannot be fu l ly substantiated 
is not entirely el iminated. In re
search, as indeed in every sphere, 
one must t ry to do the best one can 
w i t h what one has. especially i " 
Ind ia . Al though it is not possible 
to get all the materials one wants, 
it is st i l l desirable to see whether 
one can improve the exist ing data 
even marginal ly . This is the only 
just if icat ion for this paper. The fact 
that the Central Statistical Organi
sation is also engaged in revising 
the official series makes the present 
exercise a sort of an independent 
check. 
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Income Approach 

The con t r ibu t ion of small enter
prises to national income can be esti
mated by the 'product approach" as 
wel l as by the 'income approach' . The 
former presupposes in fo rmat ion on 
the total value of output and on the 
deductions to be made therefrom so 
as to obtain the net value of output , 
while for the latter approach data 
regarding the number of workers 
employed, their earnings and other 
factor payments w i l l be necessary. 
I t i s wel l known that very l i t t l e au
thentic in format ion is available re-
garding the volume and value of the 
output of small enterprises. As is 
done in factory enterprises, no sys-. 
tematie collection of data relat ing 
to small scale and cottage industries 
is made. In the absence of such 
regularly compiled data, the only 
alternative is to piece together the 
in format ion contained in a number 
of scattered official and unofficial 
studies on small enterprises. 

The two key sets of figures that 
are needed for the estimation of in
come f rom small enterprises are the 
number of workers employed in 
them and the average net value 
added to manufacture per worker. 

In the absence of annual censuses 
of small enterprises, the decennial 
populat ion census material is the 
only source f rom which estimates of 
work ing force can be obtained. 
The National Income Committee 
obtained the number engaged in 
small enterprises by deducting the 
number of workers employed in 
factory establishments- f rom the 
number returned as engaged in i n 
dustry ' in the populat ion census. 
This method has been followed by 
the Central Statistical Organisation 
for their annual estimates after 
making adjustments for annual i n 
crease in populat ion and work ing 
force, on the basis of the 1911-51 
decade growth rates. This proce
dure, however, is not satisfactory as 
it does not take account of changes 
ar is ing f rom the accelerated growth 
of populat ion or of the impact of 
recent economic development. 

This has been done by d i s t r ibu t ing 
the earning dependants in the same 
propor t ion as the self-supporting 
persons in each l ivel ihood category. 
In their proposals for the revision 
of the national income estimates, 
the C S O have introduced certain 
changes to correct some of the exist
ing deficiencies. ( "Nat iona l Income 
Statistics : Proposals for a Revised 
Series of National Income Estimates 
for 1955-56 to 1 9 5 9 - 6 0 . Nat ional 
Income Statistics. Department of 
Statistics, Government of Ind ia , 
1961.) One of the p r inc ipa l changes 
suggested relates to the allocation 
of earning dependants in the various 
l ivel ihood classes. An examination 
of the 1931 and 1911 census tabu
lat ion of economic act ivi ty showed 
that the p ropor t ion of earning de
pendants to tolal work ing force was 
very low in certain occupational 
categories such as police, govern
ment service, a rmy. etc. 

To avoid the d is t r ibut ion of a 
a d isproport ionately large number 
of earning dependants among these 
occupations, it was assumed that 
the number of earning dependants 
in these classes might be negl ig ible 
and the total earning dependants 
in each group should be allocated 
to other categories w i t h i n it in pro
por t ion to self suppor t ing persons. 
The second change suggested is re
gard ing the method of est imating 
the rate of increase in work ing 
force. The proposal is to estimate 
this increase on the basis of addi
t ional employment created by new 
investment assuming certain norms 
of investment requirements per unit 
of addi t ional employment. 

Employment Data from N S S 

The total incomes arising out of 
economic act ivi ty in small enter
prises consist of the earnings of 
those who follow it as the p r inc ipa l 
occupation and those who follow 
it as a secondary occupation. De
tailed in format ion regarding the 
latter category is not available. The 
C S O proposes to mark up the 
work ing force estimates by 20 per 
cent in order to include incomes of 
this category. ( "Na t iona l Income 
Statistics" op cit, p 114.) It con
siders this mark up to be on the 
low side because the secondary 
means of l ive l ihood of self-support
i n g persons have not been included. 
The C S O's proposals for revision 
are, thus, no doubt an improve-
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Earning Dependants and Secondary 
Occupation 

Another hazard of error in the 
estimates of work ing force arises 
f rom the methodology used in allo
cating earning dependants among 
different occupational categories. 

merit on the current estimates, but 
these st i l l are far f rom satisfactory. 

In view of their inherent defects 
we have by-passed the census data 
in this paper. As an independent 
check we have bui l t up our figures 
on the number of workers engaged 
in small enterprises on the basis of 
a special tabulat ion of the special 
employment data collected du r ing 
the 9th round of the Nat ional Sam
ple Survey (May-November 1955). 
The N S S data as published in Re
port No 21 cover small scale esta
blishments employing less than 50 
workers when using power and less 
than 100 workers when not 
using power. This def ini t ion 

of 'small establishments' has 
been used to demarcate 
establishments which are "not con
sidered to be l a rge establishments' 
according to the Industries (Deve
lopment and Regulation) Act of 
1951. Since small enterprises for 
purposes of national income estima
tion are taken to include only units 
that employ less than 10 persons 
and use power and those that 
employ less than 20 persons but do 
not use power, the data had to be 
relabulated. * Units above these 
l imits are covered by the Factories 
Act of 1948 and income or ig ina t ing 
f rom them is classified under fac
tory enterprises in national income 
estimates. 

Net Value Added Per Worker 
— Sources of Data 

According to the N S S. the total 
number of persons employed in 
manufactur ing in 1955 was 16.2 
mi l l i on . This figure is higher than 
the one based on the 1951 Census 
estimates by about 3 mi l l i on . Since 
employment in manufac tur ing could 
not have increased by such a large 
magnitude in so short a period, it 
seems possible that the Census ex
cluded many unpaid family work
ers f rom its class of 'earning de
pendants'. On retabulation i t ap
pears that the number engaged in 
small enterprises as defined here, 
was about 12.6 mi l l i on of whom 8.9 
m i l l i o n were found to be in ru ra l 
areas and 3.7 mi l l i on in urban areas, 
as w i l l be seen in Table 1. 

* The retabulation was clone origi
nally for Professor H F Lydall for 
a study the results of which arc 
published in "Role of Small Enter
prises in Indian Economic Develop* 

merit", Asia Publishing House, 
pp 1-9. 
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H a v i n g indicated the nature and 
scope of the employment data, let 
us now pass on to the in format ion 
available on net value added per 
worker. It is not possible to uti l ise 
tile data on net value added per 
worker f rom the N S S Report for 
various reasons. The households 
engaged in productive activi t ies for 
their own consumption have been 
excluded. Since estimates for na
t ional income should cover subsist
ence product ion also, we have b u i l t 
our figures for net value added for 
each industry group by assembling 
data f rom several other sources. 

The sources used cover the reports 
of the studies sponsored by the Re
search Programmes Committee of 
the Planning Commission, the stu
dies undertaken by the different 
State Statistical Bureaux, the reports 
published by the Development Com
missioner for Small-Scale industr ies 
and the annual reports of the Na
t ional Small Industries Corpora t ion . 

Definitions and Measurement Widely 
Vary 

The data available in the R PC 
reports cover Delh i , Bombay, 
Moradabad, Amarava t i , Saugor, M y 
sore and Meerut and pertain to the 
years 1954-1956. Unfor tunate ly the 
definit ions and methods of measure
ment used are not identical in all 
these reports. 

In the Delh i Report, a small-scale 
establishment is defined as a manu
fac tu r ing or processing establish
ment work ing w i t h not more than 
19 and not less than 2 persons and 
w i t h a m i n i m u m block capital of 
Rs 250. The lower l i m i t eliminates 
very small sized cottage industries 
based mainly on one-man economic 
activit ies. 

The Bombay Report covers manu
factur ing units only and includes 
those not covered by the Factories 
Act i e, those employing less than 
10 workers and using power and 
less than 20 workers and not using 
power. 

The enquiry conducted at Morada
bad defined a small-scale establish
ment as a house, shop or any other 
place where on an average two or 
more but less than 20 workers were 
engaged in a manufac tur ing process 
excluding those that were engaged 
in trade, commerce, transport and 
repair work. 

The Amaravat i Report also fo l 
lows a similar defini t ion and ex
cludes enterprises engaged in repairs 
and transport. 

The Saugor Report covers 2,975 
villages and 9 towns in the d is t r ic t . 
In this report, a small-scale esta
blishment is defined as one which 
does not o rd ina r i ly employ more 
than 100 persons wi thout power or 

50 persons w i t h power. A cottage 
indus t ry is one which is carr ied on 
whol ly or p r i m a r i l y w i t h the help 
of the members of the f ami ly as a 
whole or par t- t ime occupation. 

The Mysore Survey on the other 
hand covers the c i ty area only. The 
def in i t ion adopted is different and 
only establishments employing less 
than 20 persons and not using 
power are included in the study. 
The power-using category of esta
blishments has been left out . 

The Meerut Survey covers small-
scale and cottage industries in the 
town and follows the standard defi
n i t i o n . 

A l l the studies listed above, ex
cept the one re la t ing to Mysore 
c i ty , contain in fo rma t ion on number 
of workers, gross ou tput and cost 
of materials and fuels consumed. 
The Mysore study gives only the 
first two. The Delh i and Bombay 
Reports also contain i n fo rma t ion re
garding value added by manufacture. 
Thus, the data available in the re
ports enable one to find the relation
ship between gross output and value 
added for al l centres except Mysore. 
Since the classification of industries 
is not u n i f o r m in these reports, a 
certain amount of rearrangement 
and reclassification is necessary in 
order to make them conform to the 
grouping of industries given in 
Table 1. 
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Angara, W Bengal, Nagpur and 
Bhilai 

The second set of studies used 
here relate to Assam, West Bengal, 
Nagpur and Bh i l a i . The Assam Stu
dy (conducted by the Assam Govern
ment) covers only cottage enterpri
ses, In 1954 the State Statistical 
Bureau of West Bengal conducted 
district-wise surveys of small-scale 
industries throughout the State i n 
cluding the Calcutta industr ial area. 
These fo rm the most extensive en
quiries conducted in any State in 
Ind ia , In these studies small esta
blishments have been classified into 
four sub-groups, 

(1) those using power and em
ploying less than 10 workers ; 

(2 ) those using power and em
ploying 10 or more workers; 

(3 ) those not using power and 
employing less than 10 workers ; 
and 

(4 ) those not using power and 
employing 10 or more workers. 

For our purposes categories (2 ) 
and (4 ) have to be e l iminated. Un
fortunately, it is not possible to do 
so. We have, therefore, a r r ived at 
alternate estimates in one of which 
the West Bengal data have been ex
cluded. The Nagpur study on S m a l l -
Scale and Cottage Industries was 
conducted by the Directorate of 
Economies and Statistics, Madhya 

Pradesh, and covers Nagpur c i ty . 
The Bh i l a i Survey formed part of 
a socio-economic survey of the re
gion. This survey was also conducted 
by the Directorate of Economics 
and Statistics, Madhya Pradesh. 
The defini t ion adopted for both 
these surveys was the usual one i e, 
those employing not more than 10 
persons if using power and not more 
than 20 persons if not using power. 
The data per tain to the year 1955-
56. All these four studies contain 
in format ion on gross output , num
ber of workers employed and cost 
of raw materials, fuels etc, f rom 
which value added per worker has 
been obtained. 

Analysis and Planning Reports 
The Office of the Development 

Commissioner for Small-Scale Indus
tries has conducted a number of 
investigations in some selected small-
scale industries. These studies under 
the general t i t le of 'Analysis and 
Planning Reports' contain informa
t ion regarding the number of work-
ers engaged and value of total out
put for 24 industries. Most of these 
studies contain data for the years 
1955-57. The results are based on 
field investigations and detailed 
study of selected units. The defini
t ion adopted for these investigations 
is, however, different. A small-scale 
unit has been defined as one having 
investment in fixed assets not ex-
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feeding Rs 5. lakhs and employing 
not more than 50 workers w i t h 
power or 100 workers wi thout 
power. This defini t ion has been 
adopted to cover all units which 
qualify for Government assistance 
under the small industry aid pro
grammes. 

A great deal of rearrangement of 
data and adjustments were required 
to obtain f rom these reports data 
relevant to our def ini t ion. A g a i n , 
these reports contain informat ion on 
gross output only which is summa
rised in Table 2. To obtain the 
value added per worker, the rat io 
of value added to gross output avail
able f rom the other field surveys on 
small-scale industries has been used. 
the industries arc reclassified to 
conform to the categories in Table 1. 

Area Survey and N S I C Annual 
Reports 

Apar t f rom the 'Analysis and 
Manning Reports' mentioned above, 
the Development Commissioner's 
office has also published 'Area Sur
vey Reports'. These reports con
tain data on several industries in 
an area as against ind iv idua l indus- , 
tries. From some of these reports 
information rela t ing to gross output 
is available for small industries in 
Tr ichur distr ict in Kerala and War-
angal c i ty and Jangaou town in 
Andhra Pradesh. The value added 
per worker in these cases has also 
been obtained by using the ra t io of 
value added to gross output obtain
ed from other sources. 

The Annual Report of the Nat io . 
nal Small Industries Corporation 
or the year 1956-57 contains in -

format ion on number of workers 
employed for 29 industries. Since 
this report covers units employing 
between 20 and 49 worke r s ' and 
using power, this data could not be 
used except for purposes of a cross 
check. 

The figures on value added per 
worker obtained f rom the studies 
discussed above arc presented in 
Table 3. For West Bengal (exclud
i n g the industr ia l area of Calculta 
which is treated separately) the 
value added per worker is obtained 
as a weighted arithmetic average 
of the district-wise figures; the 
weights being proport ional to the 
number of workers employed in 
each industry in different districts. , 
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Contribution of Small Enterprises : 
Rural and Urban Areas 

In order to estimate the contr ibu
t ion of small enterprises to income 
in the ru ra l and urban areas sepa
rately it is necessary to have aver
age value added per worker in 
these two sectors- For the ru ra l 
sector we have used figures f r o m 
the studies re la t ing to Assam, Sau-

gor, Amarava t i j B h i l a i and the dis
t r i c t surveys of West Bengal. For 
the urban sector, the studies relat ing 
to Delhi . Bombay. Calcutta, Nag-
pur, Mysore, Morudabad, T r i c h u r 
and some of the Analysis and Plan
n ing Reports of the Development 
Commissioner. 

In view of the l imi t ed data on 
smal l enterprises in rura l areas we 

have a r r ived at two estimates, using 
different average value added per 
worker. In the first estimate for 
rura l areas, value added per worker 
is obtained f rom al l studies per ta in
ing to the ru ra l sector mentioned 
above. In the second estimate the 
figures relating to the West Bengal 
districts have been excluded for 
reasons suggested earl ier . For urban 
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areas median averages are obtained 
f r o m the studies mentioned above. 
F r o m these we obtain two separate 
estimates for the year 1955-56. 
These estimates are presented in 
Table 4. 

Table 5 presents our estimates 
along w i t h the C S O estimates for 
the year 1955-56. 

i t w i l l be seen f r o m this table 
that our two estimates are very 
close to each other. Our estimate 
of the cont r ibut ion of small enter
prises to national income can, 
therefore, be placed around Rs. 700 
crores. This estimate is about Us 
45 crores higher than the one cur
rent ly used in national income data 
and designated as 'conventional 
estimate' of the C S O. Thus our 
conclusion supports the general 
impression that the conventio
nal estimates understate the con
t r ibu t ion of small enterprises to 
nat ional income. The C S o's re
vised estimate is Rs 155 crores 
less than ours and Rs 110 crores 
less than their own other estimate. 
This seems to arise f rom their 
underestimate of the w o r k i n g force 
in the ru ra l sector and of the value 
added per worker in both ru ra l and 
urban sectors. 

Adjustment in Later Years from 
Bench Mark Estimates for 1955-56 

Having obtained the bench mark 
estimates for 1055-50, the next step 
is to derive the net ou tput of small 
enterprises for the years 1056-57 
to 1050-60. In the absence of the 
relevant data on output and employ
ment the only course open is to ad
just for the later years on the basis 
of some suitable indicators. It is 
difficult to construct indices reflect
ing the change in output in a l l the 
indus t r ia l groups in to which small 
enterprises have been d iv ided . We 
have, therefore, made use of the 
same indicators as used by the C S O 
in their "Proposals for Revised 
Estimates" except for some modi
fications in the category of textiles 

and paper. The indicators used are 
(a) increase in the output of hand-
loom cloth for the texti le group, (b ) 
increase in the output of raw hides 
and skins, tanned hides and skins 
and leather footwear in the factory 
sector for the leather and leather 
products, (c) increase in the output 
of hand made paper for paper and 
paper board group. For food, d r i n k 
and tobacco group, three different 
indices have been used for the three 
sub-groups : one based on the pro
duct ion of food grains, another on 
the ava i lab i l i ty of tobacco after 
mak ing adjustments for exports and 
factory consumption and the t h i r d 
on the ava i lab i l i ty of o i l seeds af
ter mak ing adjustments for exports 
and factory consumption. These 
cover only 4 out of 11 of our indus
t r ia l groups. For the remaining 
industr ia l groups we have fol lowed 
the same procedure as the C S O 
viz, the appl icat ion of a simple 
average of the combined index of 
the main groups covered by the four 
indicators above, the index of ag r i 
cul tura l product ion and the index of 
popula t ion . 

The indicators used are not avail
able as such in the C S O Report . 
They have been worked out f rom 
the data given therein. Since the 
C S O's final figures are in current 
prices, obtained after adjust ing the 

physical indices for pr ice changes, 
our estimates are also in current 
prices. Our estimates for the per iod 
1055-56 to 1050-60, along w i t h 
those of the C S 0. arc set out in 
Table 6. 

Rate of Growth — An Underestimate 

Since we have not used all the 
indicators of the C S 0 our estima
te of the rate of g rowth of income 
from small enterprises since 1955-56 
is somewhat different f rom theirs. 
The large differences in the aggre
gate figures are, of course, ma in ly 
explained by the fact that our esti-
mate fo r the bench mark year 
(1955-56) is higher than that of the 
C S O . I t may however be added 
that this rate of g rowth seems to 
be somewhat of an under-estimate. 
This impression is based on some 
scattered data available on the 
g rowth of output of some ind iv idua l 
industries. Thus, the data available 
in the annual reports of the K h a d i 
and Vil lage Industries Commission 
for certain selected areas indicate 
much higher rates of g rowth . Ac
cording to this data, between 1955-
56 and 1957-58, the output of soap 
has gone up by .'148%, matches by 
5 7 2 % , pot tery and oi l (ghan i ) by 
4 5 0 % . The output of khadi , silk 
and wool has more than doubled 
d u r i n g this period. S imi la r ly , the 
Evaluat ion Report of the W o r k i n g 
Group on Small Scale Industries fur
nishes some evidence on the growth 
of output of a few industries for 
the period between 1955 and 1958. 
Accord ing to a survey organised by 
the W o r k i n g Group, hand tools re
corded a rise of 2 6 7 % , electric fans 
8 8 % , bicycles 118% and sewing 
machines 3 5 % . Unfor tunate ly , a l l 
these data refer only to a l im i t ed 
number of units and cannot there
fore be used for est imating the 
overall increase in different indus t r ia l 
groups. 

We would l ike to conclude w i t h 
the remark that we do not regard 
our estimates as completely reliable. 

A l l that our exercise can be said 
to have shown is that the C S O's 
calculations err on the side of under
est imation. There is, therefore, 
need for a more systematic and 
thorough examinat ion w i t h a view 
to fi l l ing in gaps in the data before 
the quant i f ica t ion of the con t r ibu
t i o n of small enterprises to national 
income can be considered a wor th
whi le effort. 
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