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Much of the mainstream research on business productivity enhancement support has revolved
around the provision of trainings—mainly to groups of entrepreneurs—despite little to no evidence
of its efficacy.” The problem with training programs is that they are more likely to be employed as
an instrument to stoke entrepreneurship than as an effort to address the specific business
development challenges faced by entrepreneurs. Further, weak state capacity may inhibit the effective

delivery of training programs at scale.

A rich and rapidly growing body of research, based on rigorous self-reported surveys of the
management practices of SMEs, denotes that enhancing management practices is key to realizing
high productivity improvements.”’ Nicholas Bloom, Raffaella Sadun, and John Van Reenen, who
lead the World Management Survey, state that “an important explanation for the substantial
differences in productivity among firms and countries are variations in management practices.””*
They rated companies on their performance of eighteen practices in four areas: operations
management (the flow of information across and within functions), performance monitoring, target
setting, and talent management. Their research from across different countries shows that
productivity can be improved by 25-35 percent by merely introducing simple management

practices, including monitoring, setting targets, personnel incentives, and inventory management.”
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In fact, they examined management practices from over 11,000 firms in thirty-four countries and
found that “differences in management practices account for about 30% of cross-country total factor
productivity differences” with the United States (see Figure 6).”* They also found that firms facing

greater competition were more likely to have higher management scores.
They also found that:

First, achieving operational excellence is still a massive challenge for many organizations.
Even well-informed and well-structured companies often struggle with it. This is true across
countries and industries—and in spite of the fact that many of the managerial processes we
studied are well known. The dispersion of management scores across firms was wide. Big
differences across countries were evident, but a major fraction of the variation (approximately

60%) was actually within countries.

Our second major finding was that the large, persistent gaps in basic managerial practices we
documented were associated with large, persistent differences in firm performance. . . . Our
data shows that better-managed firms are more profitable, grow faster, and are less likely to
die. Indeed, moving a firm from the worst 10% to the best 10% of management practices is
associated with a $15 million increase in profits, 25% faster annual growth, and 75% higher
productivity. . . . They also attract more talented employees and foster better worker well-

being. These patterns were evident in all countries and industries.”

In other words, firms with superior core management practices are “more profitable, grow faster, and
are less likely to die,” and these practices account for “a large fraction of performance differences
across firms and countries” and are “incredibly hard to copy.” Such management capacity
improvement interventions, the research states, lead to improvements in school-based learning and
patient treatment outcomes in hospitals.”® On average, Indian schools and hospitals have some of the
lowest management scores among their international peers. Other research shows that fostering soft,
noncognitive skills—like communications and interpersonal skills—among female garment workers
generates high returns for both the employee and the employer.” Pragmatically, similar small
improvements to management practices can result in extensive productivity gains across small
businesses of all kinds. Thus, the question is whether affordable and commoditized management or

noncognitive skills trainings can be made available to small enterprises across all sectors.

Business productivity enhancement services could be expanded beyond supporting an individual
firm’s specific management services to include conducting market assessment surveys, creating
business development and market access strategies, preparing detailed project reports, benchmarking

and assuring quality, and assisting with recruitments and procurements. Further, productivity
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support could come from individuals or consultants, offering guidance to geographically
concentrated groups of enterprises, as well as easily customizable, smartphone-based inventory,
procurement, and human resource management software. Entrepreneurs could offer these software

services commercially through a freemium services model, with a subsidized basic version.

Timothy J. Bartik recently conducted a study on private sector—jobs growth in 105 identified
manufacturing-intensive local labor markets, with a population of over 200,000 for the 2000-2015
period in the United States.”® His study finds “no evidence that job growth in these areas is
significantly spurred by cutting business taxes or increasing business tax incentives.” Instead, it finds
that a significant boost to job growth comes from “customized job training programs” and
“customized manufacturing extension services.” The latter delivered “small and medium-sized
manufacturers with consulting advice on improving technology, product design, and marketing.”'*
Public agencies offered these manufacturing extension services through a mix of subsidies and client

fees, in cooperation with universities and the private sector.

My analysis measures an area’s intensity of manufacturing extension services by the job
creation or retention due to manufacturing extension, as reported in client surveys. Reported
extension-induced job creation or retention is a significant predictor of an area’s overall job

growth, holding constant other growth determinants.'”!

FIGURE 7
Costs Per Job-Year Created From Different Policies
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SOURCE: Adapted from Timothy J. Bartik, “Helping Manufacturing-Intensive Communities: What Works?,” 2018, 8.
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In terms of cost-effectiveness, too, such customized business development services trump
conventional industrial policy interventions, such as fiscal concessions and input subsidies (see
Figure 7). If the effectiveness of business development services is demonstrated in a few places and
the market for delivering such services can be catalyzed, governments may be encouraged to
repurpose a small share of their industrial promotion budget away from tax concessions and subsidies
and toward the provision of management support services as essential industrial public goods. Small
businesses also would appreciate the contribution to business growth and profitability and purchase
such services, thereby spurring their demand. By focusing on smaller enterprises, this innovation has

the potential to promote inclusive growth by increasing both productivity and job creation.

Additionally, to aid this objective, governments could enlist consultants and service providers and
offer to bear a share of the service fees. The extent of the subsidy could vary, depending on the
nature of the service and be restricted to firms younger than five years (with a higher subsidy reserved
for the youngest firms), thereby aligning the incentives of the firms and their service providers. This
support could also be further restricted to younger firms alone and for two to three years only. It
could even be designed to recover the subsidies (once the enterprises have succeeded), either directly

or as part of a tax collection scheme.

Given the rich evidence of pervasive deficiencies in basic management practices and their potential
impact on firm productivity, enhancement services have great potential to lead to positive multiplier
and demonstration effects on neighboring firms and the local ecosystems—all of which benefit the
largest job creators. The case for such support is similar to that made for the provision of public

resources for school education, which is commonly accepted as a public good.

In India, it may be tempting to view business productivity services and agricultural extension services
similarly and thereby offer the services through public officials. However, this is unlikely to be
effective, as public officials do not possess the required level of expertise and government agencies do
not have the same profit motive as private providers—a motive that leads the latter to constantly

upgrade their services and expertise.

Business productivity enhancement services have another crucial advantage over concessions and
subsidies. The latter generate fully private and often temporary benefits. In contrast, the former
generate significant, spillover benefits for the entire neighborhood ecosystem. Further, the benefits

are more likely to be permanent and spread among entrepreneurs, management, and employees.
Let Go of the Anti-big Bias

The implementation of any reform is likely to remain suboptimal without a paradigm shift in the

way the Indian state views and engages with the private sector. Instead of taking an adversarial and
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regulatory-oriented approach, it needs to highlight partnership and facilitation. The anti-big bias
reflected in the government and public policy is a problem that has yet to be tackled effectively.

The Economic Survey of India 2012-2013 contains a rigorous discussion on India’s demographic
dividend and how it could be harnessed to benefit the country.'” However, this will only be feasible
if youth have the right education and skills and are either entrepreneurial or earn their living through
formal employment. Though jobs are typically created as firms grow in size, the productivity of
thirty-five-year-old firms in India have merely doubled, while their headcounts have fallen by a
fourth.'® Since this is neither normal nor healthy, economists and policymakers have attempted to
examine the causes of these issues. They have found that labor laws, rules and regulations, and the
cost of hiring and maintaining permanent workers in every sector matter and often encourage or

condemn firms to remain small in size (see Table 4).

TABLE 4
Government Incentives That Disincentivize Growth

Scheme Description Availability of incentive by size of organization

Micro Small Medium Large

§ National Manufact. Assistance aimed at improvin
gl Competitiveness . P g v v v X
e - processes, designs, technology
g rogramme
©
e 358 items reserved for exclusive
2 Government Purchase urcsase from MSEs. 20% of annual
F=8 and Price Preference P e v v X X
] Policy for MSEs value of goods and services purchased
z to be procured from MSEs
Credit Linked Capital o . .
Subsidy Scheme for 15% capital subsidy for Tech: upgrade v v % x
on term loan from approved inst.
Technology Upgrade
Credit Guarantee Credit guarantee for collateral free loan v v % %

Fund Scheme for MSE for loans up to Rs 1Cr.
ni . 0,
MSE-Cluster Tl;z{re]!lgc,g::h, etc.: grant of 75% of
Development proje . . v v X X
Programme Tangible assests and infastructure: grant
of 80% of project cost

"
(0]
2
3
C
(&)
Q
C
.©
Q
C
©
C
[N

Quality upgradationin . o e
MSEs - incentives for Rimburse 75% of ISO certn‘lcghon v v % %
certification expenses (max. Rs. 75K one time)

Micro Finance SIDBI supporting NGOs/Microfinance v
Programme institution in providing loans

SOURCE: Adapted from Ministry of Finance, Government of India, “The Economic Survey of India 2012-2013,” Chapter 2, Seizing the
Demographic Dividend, 38.
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The survey notes,

Schemes and interventions based on tightly defined classifications create an incentive
structure that might prevent firms from growing. Service tax exemptions for firms with less
than Rs 10 lakh [1 million rupees] revenue and exemption from central excise duty for firms
with an annual turnover of less than Rs 1.5 crore [15 million rupees] are examples of these

schemes.'%

In 2017, the newly constituted National Institution for Transforming India Aayog, a government-
established policy think tank, developed this theme in its latest enterprise survey on the ease of doing
business in India.'” The survey found that firms with 100 or more employees took significantly
longer to get necessary approvals, confronted more regulatory obstacles, and faced higher compliance
costs than smaller firms. For firms employing more than ten people, tax regulations and

environmental clearances were bigger obstacles, which made it harder for them to grow in size.

India’s smaller factory sizes are also a big deterrent, particularly in fulfilling export orders. A typical
textile factory in India employs 150 people, whereas a factory in Bangladesh has 600 people. In
2017, the Textile Commissioner of India stated that India’s textile industry would grow from its
current size of $150 billion to $250 billion (about 10.5 trillion to 17.5 trillion rupees) in two
years.'® It is pertinent to note here that only two textile firms, Alok Industries and Arvind, are large
in size, as the former had a turnover of a little under $2 billion (140 billion rupees) and the latter
had a turnover of around $800 million (56 billion rupees) in the 2015-2016 financial year.'”” This is

in stark contrast to the IT industry, where billion dollar firms are numerous.

Further, the “big is bad” claim is often not based on evidence. For example, an entrepreneur who
runs an apparel sourcing company tellingly noted that, in China, “the volumes are so high they [the
policymakers and politicians] do not start out thinking you are a crook. Here, it is exactly the
opposite. You can price yourself out or you can time yourself out.”'*® The anti-big mindset, which is
not only prevalent among politicians and senior policymakers but also among the lower-level
officials of the bureaucracy, is one of the biggest causal factors behind a vast proportion of enterprises
remaining pygmies in India. This turns the operating environment for businesses in India into a

minefield.

A 2013 Export-Import Bank of India report, which analyzed labor laws and rules in select countries
in Asia, observed that “at a macro level, the degree of intent of labour protection is similar in most
countries and not very different from that of India. However, the distinguishing feature is that the
administrative processes framed under Indian labour statutes are complicated, hindering flexibility in
[the] labour market.”® Unfortunately, this problem is not confined to administrative processes

related to labor statutes alone. Gursharan Bhue, Nagpurnanand Prabhala, and Prasanna Tantri point
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out that firms are willing to forgo growth in order to retain their access to finances.''? That is, when
certain easier financing access is provided to firms below a certain threshold (say, SME firms), they
prefer to forgo growth opportunities that would allow them to cross this threshold: “firms that near
the threshold for qualification slow down their investments in plant and machinery, other capital
expenditure” and experience slower growth in manufacturing activity and output.'" The authors
also point out that when banks are put under pressure to lend to micro, small, and medium
enterprises, they fear the fallout of not meeting those lending targets and consequently encourage

their borrowers to stay small.

As a potential solution to these issues, Bhue, Prabhala, and Tantri also suggest removing the
conditions that make directed lending to small enterprises necessary. That is, if informational,
administrative, and monitoring costs are lowered, banks might be willing to lend to small enterprises
and not feel pressured to prevent their growth. However, another potential solution may be to slowly
phase these firms out of this financing system so that they do not conspire to remain small and forgo

opportunities to grow.

Conclusion

International evidence and the current state of affairs in India with regard to the size of commercial
businesses (average number of employees) suggest that government policies on MSMEs must
become more nuanced. These policies must take into account the central role that new and smaller

enterprises, established by educated entrepreneurs, play in productive job creation.

Accordingly, this paper proposes a new narrative on entrepreneurship. Informal micro enterprises,
and single-person enterprises run by those lacking in formal education, should be termed as
subsistence enterprises. The government would then be obligated to support them with basic public
goods, including education, and a robust social safety net. Educating the next generation is critical to
breaking the iron grip of poverty and pulling single-person enterprises out of survival mode.
However, support for these subsistence enterprises should be provided under anti-poverty measures

and not under economic development (much less under productive job-creating measures).

However, this should not be taken to imply that governments should be directly engaged with
creating entrepreneurs. As we have seen earlier, there is little evidence globally that this is a
worthwhile endeavor. Instead of directly attempting to create entrepreneurs (for example, through
entrepreneurship development programs), the government should focus its policies on creating the

enabling conditions for business entry and growth.
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To create these conditions and generate employment and economic development, policy
interventions have to change. In general, the government’s perception of entrepreneurship as a viable
and sustainable solution to the lack of employment is well founded. International evidence is
supportive of this—start-ups and young firms create more jobs, regardless of their size, and educated
entrepreneurs have a far higher probability of success in starting and growing formal businesses.
Therefore, public policy to support entrepreneurship and MSMEs should target these entrepreneurs.
However, any government support should be made contingent on the enterprise’s progress in

creating jobs and productive growth, thereby encouraging more dynamic entrepreneurship.

India’s job creation strategy should focus on three efforts. First, it should promote the creation of
formal businesses by easing the barriers to business incorporation. Second, it should support new
businesses during their initial, vulnerable years with policies that help them find their feet and
expand. Third, it should include reviewing and modifying policy measures that may impede small

and medium businesses from scaling up.

Numerous surveys have shown that Indian businesses struggle with restrictive regulations, limited
access to formal credit, and high tax rates—problems that are amplified for start-ups. Policy
measures that would simplify business incorporation processes, create an automated workflow for
permissions and licenses, and reduce onerous compliance and reporting requirements to improve the
ease of doing business would go a long way toward addressing these problems and promoting

dynamic entrepreneurship.

To increase access to credit, programs like MUDRA should be channeled toward supporting job-
creating and productive entrepreneurship. Ongoing initiatives—such as Aadhaar, India Stack, cheap
mobile connectivity, the GST, and the rise of e-commerce aggregators—could help to reliably assess
credit worthiness and therefore remove one of the biggest constraints to SME lending. These
developments also open up opportunities, such as supply-chain and receivables financing, for fintech

lenders and new businesses.

To enhance the productivity of businesses and promote growth, the government should subsidize
the provision of management support services, labeled as industrial public goods, to start-ups and
young businesses. Moreover, as education plays a big role in the growth of start-up enterprises and
their contribution to employment generation, institutions of higher learning should prepare students

to be entrepreneurs in the same way that they equip them with functional, marketable skills.
The government should also periodically update the definitions of MSME:s to bring them closer to

international standards. This will help ensure that businesses are not prematurely labeled as large and

can continue to take advantage of policy and financial support from the government.
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Finally, India’s tax administration remains one of the most persistent obstacles to forming and
growing enterprises. Often corrupt and usurious, the tax administration’s approach to these
enterprises undermines many of the government’s policy initiatives for their growth. In fact,
internalizing the most important principle of public policy—if you cannot help, at least do not
hurt—is the first thing the government can do to support entrepreneurs. It is a lot easier for
governments to impede economic activity than to foster it. Just avoiding doing the wrong thing will
obviate the need for the government to support the economy actively. In other words, getting out of
the way may be the most important policy intervention that any government could make in India.
However, seventy years after India’s independence, this remains as difficult for governments as it is

important for India’s economic growth and employment generation.
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