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Abstract

The Micro, Small and Medium Enterprises (MSMEs) are aptly regarded as the backbone 
of the Indian economy.  The small scale sector occupies a position of prominence in the 
Indian economy, contributing to more than fifty percent of the industrial production in 
terms of value accumulation. The sector accounts for 33.33% of the export revenue and 
employs the highest manpower next to agriculture. MSMEs are recognized as important 
constituent of the national economy.In North Bengal, Siliguri town traditionally possessed 
skilled labour efficient in making various handicraft items, like carpet, woolen garments, 
jackets, handloom products, cane and bamboo craft, ornaments, embroidery work, jute 
work, and pottery. These industries mainly operate in micro and small scale, and do 
good business during the tourist season. Their market is not confined to Siliguri alone but 
different states of India. However, these MSMEs suffer from a lack of adequate training 
and face problems in managing working capital. With proper training and adequate 
financial assistance from the local or state authority, they can be improved to compete 
with any other organized sector in the country.  This paper is an attempt to explore the 
components of governance in micro and small scale industry and their management 
pattern in the area of Siliguri.
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Introduction

The Micro & Small Enterprises (MSEs) sector continues to be a vibrant sector of the 
Indian economy. It is estimated that there are about 12.8 million units (over 90 per cent 
of total industrial units) in this sector employing nearly 31 million people.1  This sector 
contributes 39 per cent of the total industrial production and accounts for approximately 
33 per cent of the total exports. The sector has consistently registered a higher growth 
rate than the rest of the industrial sectors. There are over 6500 products ranging from 
traditional to high-tech items, which are being manufactured by the small enterprises in 
India. After agriculture, the MSEs sector provides the maximum opportunities for both 

1 Effective Policies for Small Business: A Guide for the Policy Review Process and Strategic Plans for Micro, 
Small and Medium Enterprise Development (2004),UNIDO (United Nations Industrial Development Organi-
zation  and OECD (Organisation for Economic Co-operation and Development ) 
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self-employment and jobs in the country.  The small enterprises sector in India holds 
great potential for further expansion and growth in the future. In fact, the employment 
potential of the sector is un-matched by any other sectors of the economy.

The government of India is fully aware of the challenges of globalisation and has 
taken appropriate measures for preparing the Micro & Small Enterprises (MSEs) to meet 
the challenges of liberalization and globalisation. Taking a view of the whole situation, 
the government has put in place several measures to help small enterprises to become 
globally competitive. These include schemes /programmes for technology upgradation, 
development of clusters of such industries, making collateral free bank credit available 
up to US$ 1, 25,000 and creating awareness among these industries especially regarding 
export-related issues. The Ministry of Micro, Small & Medium Enterprises (MSME) in 
India conducts workshops on various aspects of WTO, anti-dumping and intellectual 
property rights, in order to educate the medium and small entrepreneurs and other 
stakeholders about the likely impact of liberalization and globalization. 

The government of West Bengal has decided to set up Rural Haats to provide 
marketing assistance to the handicraft and village industry artisans and MSEs at 
Alipurduar in Jalpaiguri, Bishnupur in Bankura, and Purulia and Jhargram in Paschim 
Medinipur. For implementation of the aforesaid Rural Haats Rs 3 crore for each project 
has been approved under the Backward Region Grant Fund.

The European Union makes a general distinction between self-employment, micro, 
small and medium sized businesses based on the following criteria:
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According to the Ministry of Micro, Small and Medium Enterprises, recent ceilings 
on investment for enterprises to be classified as micro, small and medium enterprises 
are as follows:2

* Investment limit in Plant & Machinery ** Investment limit in equipments

The specific objectives of the study are to identify the factors that influence micro 
and small scale units in estimating the working capital requirement, analysing the 
sources used by small enterprises to finance their working capital requirement and 
addressing the problems in obtaining short term finance from commercial banks. An 
attempt has also been made to assess the impact of working capital on profitability. 
Motivational practices by micro enterprises have also been stressed upon. Deficiency 
in key management areas is also addressed. Questionnaire has been prepared keeping 
in mind the major objective of the study. With the help of questionnaire some primary 
data have been collected relating to the financial status of such enterprises and their 
management pattern. To get financial information, data have been collected from 
four micro level enterprises (pottery business) in the Kumartoli area of Matigara in 
Siliguri. These enterprises mainly run family businesses with limited resources. For 
management pattern and governance in the family business interview of 55 different 
small scale business enterprises in the same area has been conducted. We have reviewed 
some articles which are related to our study  in which working capital of the MSEs are 
analysed: regarding their management, the reasons for some of them turning into sick 
units and as to how they distinguish between family and non family members of MSEs. 
We have also attempted to capture the indigenous business model practices followed 
by the MSEs.

Deloof divides the cycle time of working capital into components: the cycle time of 
accounts payable, accounts receivable and inventories.  His additional finding is that 
the cycle time of accounts payable has a negative relation with relative profitability. 
This leads to the argument that shorter payment periods to suppliers increases the 
profitability of a company. This is inconsistent with the argument of a short CCC (cash 
conversion cycle), as shorter the cycle time of accounts payable lengthier the CCC. This 
has been explained so that more profiting companies pay their bills faster. With faster 
payments, companies are able to utilize the discounts offered by the suppliers.

Bhaskar Bagchi, Jayanta Chakrabarti & Piyal Basu Roy  aims to explore the effects 
of components of working capital management like cash conversion cycle (CCC), age 
of inventory (AI), age of debtors (AD), age of creditors (AC), debt to total assets (DTA) 
and debt equity ratio (DER) on profitability of FMCG firms. The profitability of firms 
is measured in terms of return on total assets (ROTA) and return on investment (ROI). 
Working capital management is considered to be a vital issue in financial management 
decision and it affects both liquidity and profitability of the firm.

2 Effective Policies for Small Business: A Guide for the Policy Review Process and Strategic Plans for Micro, 
Small and Medium Enterprise Development (2004),UNIDO and OECD
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K.P. Singh and Kishori Prasad in their research papers explain that the small scale 
industries are the backbone of Indian economy with their manifold combinations. The 
incidence of sickness is very high in small scale enterprises and the major causes of their 
sickness can be attributed to shortage as well as mismanagement of working capital.

Dyer, W.G., Jr.   identified four types of family-firm cultures that provide a framework 
for analyzing relationships between family members and non-members. Dyer’s 
classification of paternalistic, laissez-faire, participative, and professional cultures is 
based on different assumptions about human nature, relationships, and the environment. 
What is still needed, however, is research that identifies the cultures associated with 
superior performance in different situations, how to recognize when a firm’s current 
culture is inappropriate, and the best mechanisms available to family businesses for 
moving from one type of culture to another.

Governmental initiatives

The government of West Bengal provides advanced training programme. It also 
reimburses the TA/DA/Carrying cost of their products to the artisans for attending 
fairs/exhibitions besides organizing district level fairs. Payment of old age pension 
is also made to handicrafts & village industry artisans. Setting up of urban haats, 
promotional training programmes, assistance through design & service centers are also 
some of the initiatives taken by the government besides awarding prizes, organising 
handicrafts week, establishing sales depot, holding exhibitions, fairs etc. Payment of 
pension to handicrafts artisans, assistance programme for handicrafts, establishment of 
co-operative societies, guidance & assistance to West Bengal Handicrafts Development 
Corporation (Manjusha) & State Handicrafts Co-operative Society Ltd. (Bangasree) are 
also some important governmental initiatives taken.

For the purpose of determination of types and quantum of incentive available under 
these schemes for the approved projects, according to their locations, the state is divided 
into the following groups:-

As our study is confined to Jalpaiguri district which falls under C category the subsidy 
for capital investment available are as under:
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1. An eligible micro unit/enterprise in the manufacturing sector, located in Group-C 
area and setup on or after 1st April 2007 will be entitled to State Capital Investment 
subsidy of about 30% of the Fixed Capital Investment.

2. An eligible small scale unit/enterprise in the manufacturing sector, located in 
Group-C area and setup on or after 1st April 2007 will be entitled to State Capital 
Investment subsidy of about 17% of the Fixed Capital Investment.

Since the business enterprises interviewed didn’t maintain any accounting records 
we have asked about their sources of fund and the nature of expenditures from which 
we have tried to prepare their financial records. Based on the primary data collected 
from the field we have prepared the income statement and the balance sheet from which 
our first objective is addressed regarding how they determine the working capital. The 
statement also shows that they mainly depend on their market demand to maintain the 
working capital of the business. This statement also shows that the firms’ having more 
capital have more turnover and vice-versa. Therefore, we can say that the working 
capital shows positive impact on profitability. Almost all the expenses of the units are 
‘operating expenses’ in nature which they cannot postpone, for which they are keeping 
sufficient circulating capital.

Performance Appraisal of the micro and small scale enterprises

Performance appraisal is the systematic evaluation of the performance of business units 
and understanding the abilities of the firm for further growth and development. We 
have conducted performance appraisal for micro and small scale units in two different 
sub headings which is as follows:

Working capital and productivity

Under this we have generated the income statement, balance sheet and ratio analysis 
of the MSEs which helped us in assessing these units. The following tables show the 
relation between the working capital and productivity of the small and micro units in 
the survey area. Working capital is positively co-related with the productivity implying 
higher the working capital higher is the productivity/profitability of the enterprise.

Income statement for the year ended 31.3.2013 
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The second financial statement generated from the primary data is the balance sheet 
which shows true and fair values of all the assets and liabilities of the business units. 
With the help of these statements we have found out whether the firm is eligible to pay 
their short term obligations or not, which is the basic criteria for any commercial bank 
in providing any sort of financial support.

Balance Sheet as at 31.3.2013 

Source: field survey August, 2013

The word accounting ratios means the relation between to accounting figures. This 
determines the profitability and liquidity position. The operating ratio signifies that 
what is the relation between revenue generated by the unit and the operating expenses 
incurred on it. The lesser the ratio, the higher will be the gross profit of the units. Three 
units out of four have operating ratios between 50 to 55%. It means they have gross 
profit of 50 to 45% which is a good indicator for any firm. Net profit also shows the 
profit earning capacity of business units.

Current ratio shows the relation between current assets and current liabilities. As per 
the financial literature 2:1 is the ideal current ratio. It means if current assets are twice 
than that of current liabilities it means the firm can easily pay their current obligation. 
From the data available that we have calculated, as shown below, all the four units are 
having strong current ratios as per commercial banks. 

Return on Investment (ROI) means the ratio between profit before interest and tax, 
and capital employed. From the data we have gathered there are two firms which have 
50% plus and two other firms having 30% plus ROI. From the gathered data for ratio 
analysis we can say that all the units in the study area have strong financial position 
and they are eligible for financial support from commercial banks.
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Ratio analysis as on 31.3.2013 

Source: field survey August, 2013

Managerial Issues

We have gathered some qualitative data to address the managerial issues of the micro 
and small scale units. We have found that micro and small units are keen for training, 
not aware of the social responsibilities and ready to take advice from the financial 
professionals. We have assessed the managerial issues to note the performance of the 
management of the micro and small scale units.

Deficiency in key management areas

In the survey area units have planned and unplanned activities in finance, market and 
production. Such areas are the determinant for judging any manufacturing units whether 
they are efficient in managing the units. After having interviewed the entrepreneurs we 
infer that for marketing and finance almost 70% of the firms have no such plan but for 
production they mostly prefer planned activities as more than 50% of the firms have 
plan for production activity.
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Important observations from the study

Despite government facilities and support, the micro level industries do not have the 
fortune to enjoy the same due to lack of knowledge or tough process to avail the same. 
They are struggling from the shortage of working capital; the data collected reveals that 
the firm having more profit had more investment in variable expenses and had to depend 
on their own sources of finance either ploughing back of profit or loan from friends.

There is a lack of knowledge about general insurance without proper training in 
the related field. Apart from the festive season products are manufactured on demand 
basis. In a family business, the family and the business are so entangled that emotions 
are unavoidable. Consequently, family firms are often advised to appoint outside board 
members. For family firms that are not large enough, appointment of outside board 
members are recommended.

Suggestions and Conclusion 

The micro and small units should have easy access to the facilities provided by the 
state or central government. The firm could maintain lesser quantity of inventory (if 
possible), the least amount of accounts receivable (it can be possible by collecting the 
accounts receivable quickly) and maintain greater amount of accounts payable (stretch 
payments as long as possible). A firm with a great deal of short-term financing will 
have reduced liquidity, but will also have lower costs, since short-term debt is generally 
less expensive than long-term debt or equity financing.  In other words the greater the 
amount of short-term financing, the lower the costs to the firm. The firm will need to 
balance its desired liquidity, for example, maintaining minimum current or quick ratio, 
with its desire to reduce the costs of obtaining financing. Cut costs where possible, 
but observe all the steps which will affect the cost in the whole process. We strongly 
suggest participation in the exhibitions which will help in increasing the sales. MSEs 
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can try to take part in the promotional training programmes which is conducted by the 
state and local government from time to time. The suggestions if implemented in the 
area of micro and small scale enterprises then they could compete with any structured 
manufacturing pottery industries in the world.


