
An Important Role of Small Scale Industries and its Impact on 
Indian Economy 

 

N. Veknata Krishnaiah 
Lecturer in Commerce &  

Asst.Controller of Examinations, Dept. of Commerce,  
Silver Jubilee Govt. College (A), Kurnool, Andhra Pradesh 

 
ABSTRACT: 

   Small Scale Industries (SSI) plays an important role for the development of 
Indian economy in many ways. About 60 to 70 percent of the total innovations in India come 
from the SSIs. Many of the big businesses today were all started small and then nurtured into 
big businesses. The small scale industries sector contributes significantly to the 
manufacturing output, employment and exports of the country. Small scale industry (SSI) is a 
term which applies to the small entrepreneurs who are engaged in manufacture and 
production on a micro scale. The SSI sector continues to remain an integral part of Indian 
economy with significant contribution to Gross Domestic Product (GDP), industrial 
production and employment generation in India. Small scale industries play a focal role in the 
economic and social development of India in the post-independence era. Small scale 
industries constitute the backbone of a developing economy with its effective, efficient, 
flexible and innovative entrepreneurial spirit. The SSI sector continues to remain an integral 
part of Indian economy with significant contribution to GDP, industrial production and 
employment generation in India. The importance of Micro, Small and Medium Enterprises 
(MSME) has been recognized in recent years in both developed and developing countries for 
its significant contribution in gratifying various socio-economic objectives such as higher 
growth of employment, output, promotion of exports and fostering entrepreneurship. They 
play a crucial role in the industrial development of any country. The MSME sector is an 
important pillar of Indian economy as it contributes greatly to growth of Indian economy. 
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INTRODUCTION 

Industry is the segment of economy concerned with production of goods. Small scale 
industry (SSI) is a term which applies to the small entrepreneurs who are engaged in 
manufacture and production on a micro scale. It mainly refers to agro- based rural industry 
which doesn't require huge capital influx and large infrastructure. These SSI also include the 
indigenous cottage industry and the handicrafts industry. The development of small scale 
industries is very important for a country like India which has mainly rural economy. These 
SSI which are mainly agro- based in nature would provide job for millions of Indians and 
would contribute largely to the overall growth of the Indian economy.  

 
The SSI sector continues to remain an integral part of Indian economy with 

significant contribution to GDP, industrial production and employment generation in India. 
Worldwide, the SSIs have been accepted as the engine of economic growth and for 
promoting equitable development. The major advantage of the sector is its employment 
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potential at low capital cost. The labour intensity of the SSI sector is much higher than that of 
the large enterprises. 
 
ROLE OF MSMES IN INDIAN ECONOMY: 

The Micro, Small & Medium Enterprises (MSMEs) have been contributing 
significantly to the expansion of entrepreneurial endeavours through business innovations. 
The MSMEs are widening their domain across sectors of the economy, producing diverse 
range of products and services to meet demands of domestic as well as global markets. As per 
the data available with Central Statistics Office (CSO), Ministry of Statistics & Programme 
Implementation, the contribution of MSME Sector in country’s Gross Value Added (GVA) 
and Gross Domestic Product (GDP), at current prices for the last five years is as below: 

 
Table 1: Contribution of MSMEs in Country’s Economy at Current Price 

 
[Source: Central Statistics Office (CSO), MSME-Annual Report 2017-18] 

 

 
Fig.1. Percentage Share of Rural and Urban MSMEs in the country  

[Source: Central Statistics Office (CSO), MSME-Annual Report 2017-18] 
 

Table 2: Distribution of Enterprises Category Wise (Numbers in lakh) 

  
[Source: Central Statistics Office (CSO), MSME-Annual Report 2017-18] 
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EMPLOYMENT: 

As per the National Sample Survey (NSS) 73rd round conducted during the period 
2015-16, MSME sector has been creating 11.10 crore jobs( 360.41 lakh in Manufacturing, 
387.18 lakh in Trade and 362.82 lakh in Other Services and 0.07 lakh in Non-captive 
Electricity Generation and Transmission) in the rural and the urban areas across the country. 
Table 3 shows the distribution of MSMEs activity wise: 

 
Table 3: Estimated Employment in MSME Sector (Broad Activity Category Wise) 

 
[Source: Central Statistics Office (CSO), MSME-Annual Report 2017-18] 

 
STATE-WISE DISTRIBUTION OF ESTIMATED MSMEs: 

State of Uttar Pradesh had the largest number of estimated MSMEs with a share of 
14.20% of MSMEs in the country. West Bengal comes as close second with a share of 14% 
again. The top 10 States together accounted for a share of 74.05% of the total estimated 
number of MSMEs in the country. Figure 2 show the distribution of estimated enterprises in 
top ten States. 

 

 
Fig.2. Distribution of MSMEs in Top Ten States 

[Source: Central Statistics Office (CSO), MSME-Annual Report 2017-18] 
 

ROLE OF SSI IN ECONOMIC DEVELOPMENT IN INDIA: 

The small- scale industrial sector has recorded a high growth rate since independence 
in spite of stiff competition from the large sector and not so encouraging support from the 
government. During the last decade alone, the SSI sector has progressed from production of 
simple consumer goods to the manufacture of many sophisticated and precision products like 
electronics control systems, micro-wave components, electro-medical equipments, T.V. sets 
etc.  
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Table 3: COMPONENTS OF GROSS VALUE ADDED At Basic Prices 

 
[Source:  Reserve Bank of India, Handbook of Statistics on the Indian Economy 2017-18] 

 

Table 4: Components of Gross Domestic Product 

 
[Source:  Reserve Bank of India, Handbook of Statistics on the Indian Economy 2017-18] 

 

IMPORTANT ROLE OF SMALL SCALE INDUSTRIES IN INDIAN ECONOMY: 

Small Scale Industries (SSI) plays an important role for the development of Indian 
economy in many ways. About 60 to 70 percent of the total innovations in India come from 
the SSIs. Many of the big businesses today were all started small and then nurtured into big 
businesses. The following roles are briefly explained of SSIs in economic development of the 
country: 
 
SMALL SCALE INDUSTRIES PROVIDES EMPLOYMENT: 

 SSI provides employment to artisans, technically qualified persons and professionals. 
It also provides employment opportunities to people engaged in traditional arts in 
India. 

 It provides employment to skilled and unskilled people in India. 
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 The employment capital ratio is high for the SSI. 
 SSI uses labour intensive techniques. Hence, it provides employment opportunities to 

a large number of people. Thus, it reduces the unemployment problem to a great 
extent. 

 SSI accounts for employment of people in rural sector and unorganized sector. 
 
SSI FACILITATES WOMEN GROWTH: 

 It provides employment opportunities to women in India. 
 It promotes entrepreneurial skills among women as special incentives are given to 

women entrepreneurs. 
 
SSI BRINGS BALANCED REGIONAL DEVELOPMENT: 

 SSI promotes decentralized development of industries as most of the small scale 
industries are set up in backward and rural areas. 

 It removes regional disparities by industrializing rural and backward areas and brings 
balanced regional development. 

 It plays an important role by initiating the government to build the infrastructural 
facilities in rural areas. 

 The entrepreneurial talent is tapped in different regions and the income is also 
distributed instead of being concentrated in the hands of a few individuals or business 
families. 

 It promotes urban and rural growth in India. 
 It helps to reduce the problems of congestion, slums, sanitation and pollution in cities 

by providing employment and income to people living in rural areas.  
 It helps in improving the standard of living of people residing in suburban and rural 

areas in India. 
 
SSI HELPS IN MOBILIZATION OF LOCAL RESOURCES: 

 It helps to mobilize and utilize local resources like small savings, entrepreneurial 
talent, etc., of the entrepreneurs, which might otherwise remain idle and unutilized. 
Thus it helps in effective utilization of resources. 

 It helps to improve the growth of local entrepreneurs and self-employed professionals 
in small towns and villages in India. 

 It paves way for promoting traditional family skills and handicrafts. There is a great 
demand for handicraft goods in foreign countries. 

 
SSI PAVES FOR OPTIMISATION OF CAPITAL: 

 SSI requires less capital per unit of output. It provides quick return on investment due 
to shorter gestation period. The payback period is quite short in small scale industries. 

 It encourages the people living in rural areas and small towns to mobilize savings and 
channelize them into industrial activities. 

 SSI functions as a stabilizing force by providing high output capital ratio as well as 
high employment capital ratio. 
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SSI PROMOTES EXPORTS: 

 SSI earns valuable foreign exchange through exports from India. 
 SSI does not require sophisticated machinery. Hence, it is not necessary to import the 

machines from abroad and there is a great demand for goods produced by small scale 
sector. Thus it reduces the pressure on the country’s balance of payments. 

 
SSI COMPLEMENTS LARGE SCALE INDUSTRIES: 

 SSI provides parts, components, accessories to large scale industries and meets the 
requirements of large scale industries through setting up units near the large scale 
units. 

 SSI plays a complementary role to large scale sector and supports the large scale 
industries. 

 It serves as ancillaries to large Scale units. 
 
SSI MEETS CONSUMER DEMANDS: 

 SSI meets the demand of the consumers without creating a shortage for goods. Hence, 
it serves as an anti-inflationary force by providing goods of daily use. 

 SSI produces wide range of products required by consumers in India. 
 
SSI ENSURES SOCIAL ADVANTAGE: 

 SSI provides employment to people and pave for independent living. 
 SSI helps in the development of the society by reducing concentration of income and 

wealth in few hands. 
 SSI helps the people living in rural and backward sector to participate in the process 

of development. 
 It encourages democracy and self-governance. 

 
DEVELOPS ENTREPRENEURSHIP: 

 Development of small scale industries helps to increase the per capita income of India 
in various ways. 

 It helps to develop a class of entrepreneurs in the society. It helps the job seekers to 
turn out as job givers. 

 Small Scale Industries are adept in distributing national income in more efficient and 
equitable manner among the various participants of the society. 

 It promotes self-employment and spirit of self-reliance in the society. 
 It facilitates development of backward areas and weaker sections of the society. 

 

CONCLUSION: 

The Small Scale Industry today constitutes a very important segment of the Indian 
economy. The SSI sectors have recorded significant growth and impressive performance. 
Identifying and analyzing the growth, in employment, production and exports of SSI, also 
helping the government in formulating SSI policy to revive the sick units by promoting better 
performance. Examine the role of SSI in employment generation in rural areas. Small Scale 
Sector has emerged as a dynamic and vibrant sector of the economy. Today, it accounts for 
nearly 35% of the gross value of output in the manufacturing sector and over 40% of the total 
exports from the country. The furtherance and advancement of SSIs is essential for the 
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development of Indian economy to achieve impartial distribution of income and wealth, 
economic self-dependence and economic sustainable developments. To boost the SSI sector 
so that it can take deserved place in the growth mechanism of Indian economy, it is essential 
to support MSMEs by educating them to make optimum utilisation of inbuilt capacity to be 
successful both under human and economic activity. 
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