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¢ stuck with your oW idea, go with a constant adjustment to discoyer and
Don't get Sl ;
explore what 1t is that is untapped.

—Richard D’ Avep;
(Professor of Strategy, Tuck School of Business)

After studying this chapter, you should be able to: | e
Understand entrcprcneuri_:il_ e'nvi'ronment_ ‘and factors effecting 'entrepreneurial

AENVITONmeNtzcy. ooon oo e v e e o

» Identify various approaches to the development of business idea. 7

Understand the concept of creativity process, innovation and value creation.

Assess a business opportunity available in the én'_:v_irohment. '

Develop an effective business plan.

.
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A business organisation is a system comprising various sub-systems, namely, production,
marketing, finance and human resource. These sub-systems can be described as pillars of any
organisation contributing towards its long term success. Thus, the plans pertaining to the sub-
systems must be carefully drawn. In order to formulate the appropriate plans, an entrepreneur
first needs to acquire an in-depth understanding of several variables that lay both inside and
outside the business and influence its operations. Variables that exist within the organisation,
relate to its internal management and are largely controllable are called internal factors. External
variables, on the other hand are forces that affect the functioning of business from outside.
These are uncontrollable factors and an organisation’s adaptability to these forces is a pre-condition

for its survival and growth. The external factors collectively form the environment of business
or the entrepreneurial environment.
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NVIRONMENT ASSESSMENT: SOCIO-CULTURAL
ECONOMIC AND POLITICO-LEGAL INFLUENCES.

A3 We continue with t{w d;scu'lssu.m, t;n:rgpreneurial environment refers to a combination of
oy nal fﬂ?m;? .thatlp ay 'ro? in the .evglol')ment of entrepreneurship. This combination
consists of lﬁdlYldl%a.S1, org?nlsallon_s and institutions outside the individual environment and is
sondicive to OF inhibitive 0 the choice gf a person to become an entrepreneur, or the probabilities
of his success following launch: The individuals and organisations representing environment
ré referred to as'entrfzpreneurshlp stak_eholders as these carry an interest in the entrepreneurial
sctivities of 4 region. The sta#eho]ders include government, educational institutions, i.e., schools
and universities, students, private sector, family businesses, individual entrepreneurs, investors,
banks, multinational corporations, common man, labour representatives, private foundations
and international aid agencies. A collective roie of entrepreneurship stakeholders creates
entrepreneutial environment. In regions with extensive amount of entrepreneurship including
Silicon Valley, Boston and New York City, many of these stakeholders are strong and have
evolved in tandem.

Empirical studies on the entreprencurial environment of various countries reveal that
countries that keep rules and regulations to minimum, offer tax and other incentives and provide
training and counselling services to start-up entreprereurs increase the likelihood of new ventures
(Dana 1987, 1990). Further, factors such as the availability of financial resources, being in
large urban areas and the presence of universities for training and research are also found to be
very important in increasing rate of new venture creations (Pennings 1982). Studies also show
that entrepreneurs face several inhibitive elements including lack of financial assistance, lack
of information on various aspects of business, excessive taxation and high rates of inflation
(Young and Walsch 1993; Fogel 1994).

In short, more conducive the business environment, the more likely new businesses will
emerge and grow. A thorough understanding of entrepreneurial climate requires an assessment

of the following environmental elements.

v§.1.1 Socio-cultural Factors

This includes people’s attitudes, habits, values and customs, etc. Entrepreneurship results from
interaction of the following socio-cultural factors:

\/6) Family and friends: Parents may encourage of resist a curious, e:lcpefimemat“’e_ and
analytical child. Families that accept, affirm and support inquisitive behaviour, keep pam-:ml:e
While answering even weird queries and encourage the child to know _the unknown, dcﬁmt:th y
channelise his energies towards entrepreneurship. His company of fn:lcnfis Fhat belong to the
enterprising families also plays a role in stimulating his entreprencurial instncts.

i) School teachers and atmosphere: School atmosphere, in gencra'l, and lb?ha:l:::;o?lf
Subject teachers, in particular, may boost the formation of entf'eprenel.lrna}rpcmc e1n ol oi.‘

ile imparting regular education, schools may work on enhancing the mtf_f: }geri-tatgs creation
the Students, teach adaptability, discipline, professionalism and vah}es. Th1§ acili R
of a perfect entrepreneurial er;vironrnent around them. A school’s efforts towa
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T
ning also he :
learning of students through live experiences that go beyond rot book lear. g P shapip
.o Chﬂfﬂcml‘s' kes utmost care of students through Bxpffss'zgfr;’fr];l":l; r‘ii::’ectio
Fughe:s? te;i?:;:s gilzladutifulness, efc. prepares ground tfl?; ;:;?ng P talent,
isf::z},le: Elsoy;leeds to induce and satisfy inquisitivness in §

i ege education polisheg
i) University: Towards final stages of forma ]earnlng}eizﬂrigal activities. AF; this staa:
i::lividual‘s . himh s ﬁfp'irfrl:;lepor dismissed. Adequate research
i i i either cO
. eived ideas and notions are . e ] Gonerenees foll
E?:il?g;czl;)ropriate class room teaching, spec.:lal lectures, S::;:]erziial il ed
by inter:;ctive sessions and educational trips stimulate entrep

Social values: A nation’s philosophy regarding .sociz".l l;t*:nf:ts'of“1 d‘-zmocrac:):i, tllbel:ty’
) _OClF{ V_a t.l rance, secularism, non-violence, diversity al.lc.l inc usx\'rcnesaj. ec@ne
ﬁg‘?;}liﬁf;;feéh;:cm c;f its citizens. Also, countries where citizens behe:;: tl}?e leﬁlllm
thciriocial responsibility through preserving and enrlcl?mg nature al:giez(:tist(:;i; o ﬂoﬁgsi
of giving back to the society, entrepreneurial culture, in such coun :

i iefs: f a country also determine its entrepreneurig]

) Religious beliefs: The cultural set up o ; : L : IERCL
Vﬁaracter. For example, the principles of “y% @%” and “q'rgia Fz=w as mentioned in Hindy
Vedas teach people to earn fair profits while safeguarding interests of all stakeholders.

i) Community character: It is observed that in societies some communities are more
enterprising than others. For example, Punjabi,

Sindhi and Marwari communities are wel]
recognised for their handwork, innovativeness, risk taking and flexibility. They are also found
to be more mobile and ready to migrate to differ

ent geographic locations.
\AL2 Economic Factors

The economic climate of a country pla

ys a significant role in
important economic variables responsi

promoting entrepreneurship. The
ble for entreprencurial

growth are:

v?at Support principles of capitalism n
if) Economic Planning: The bagic oh;

objective of €Conomic planning ; '

. an

ills such ag unemployment and poverty, which e s veuss i
viously, this i

ial entrepreneurig]
\:?;us of union governments while undertakj
li

i) Tax structure and incentives: The
categories—direct and indirect. In

order
entrepreneurs to undertake industrial activit
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ik holidays. Sometimes, exemptions are allowed for capital gains and wealth tax to

d neurial growth.

Jﬁ') Rebates: Besides exemptiqns, special categories of industries may be provided rebates
4 ra‘,_',._material purchase and imports. Therefore, rebates also influence possibilities of

n ) e .
e preﬂellfShIP by facilitating production process of small, medium and large industries

ymport and export duties:  Concessions and exemptions on import duty act as a protective
sover and help erftrcpr.eneut's deVeIQp new ventures amidst competition and market pressures.
gimilarly, exemptlon.s in exl?ort duties ‘stlmulate entrepreneurship as they induce entrepreneurs
o take initiative on innovative enterprises and add value to the products before export,

\&6) Specific industry incentives: To promote specific industries, like 100 percent EOUs
(Export-oriented Units), government may declare various incentives from time to time. This

acts as stimulant to entrepreneurial growth.

‘yﬁ) Chamber of commerce and industry: They greatly influence the entrepreneurié]
envitonment by organising training programmes, seminars, conferences and workshops that
benefit entrepreneurs. These organisations also remain in touch with the government to put
forth opinions of small, medium and large scale entrepreneurs on various aspects of industrial

development.

\(xﬁ) Availability of capital: Investment decisions are generally influenced by the availability
of both fixed and working capital. Economic and financial environment should be conducive
so as to broaden the base of availability of capital to accelerate entrepreneurial development.
A country can support its entrepreneurs by increasing their access to venture capital, private

equity and hedge funds.

\ﬁx/ll Ecosystem for startups: Countries, especially those with tough business environment,
need to assure a favourable startup ecosystem for entrepreneurs. The business adversities can

be balanced by support organisations with sufficient provision for incubators and accelerators.
University education, funding and research organisations and special service providers including -
lawyers, financiers and financial advisors can develop a suitable ecosystem for entrepreneurs.

\,(“{Financial institutions: These include development financing institutions, commercial
banks, state finance corporations, industrial development corporations, money market and

“apital market. Financial institutions provide monetary assistance to the entrepreneurs in sen{nf
up and running their units. Provision for easy credit facilities by these institutions can enric

€ small scale sector and influence the investment decisions.

tiatives promotes a congenial

eurship. A widely accept(?d
reneurship
try’s high

Para b

i« . Cter indicating the degree of concern of a gove
€ ease of doing business” index” created by t
sy it is to start and operate b

fruction permits, getting el
enforcing contrac!

mmen P
he World Bank Group. A cou
usiness in a country. It includes gm{crnment' :
ectricity, registering property, getting credi

€0 3 -
Nleg por 008 Business Index explains how much €a
ts and resolving insolvency.

Plotacy; . U8 Starting a business, dealing with cons
ting Munority investors, paying taxes, trading across borders,
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ans existence of a
following variable

ranking on this index me
operating businesses: The

of a country: political conditions are created when a country is ruled by

e itve ble .
Political Stablllty.[ \:,Jhlls[:athe' government policies change frequently. This results in Jogg

nt O L.

a “feak go\’?m::;idence as they fear for safety of their investment. They prefey to pull oyt

gf 'ln\'!em;rsn;ts and the perspective entrepreneurs feel discouraged to start business in such
eir inve

politically weak countries.

i) Government’s support to economi
business climate through infrastructural
Zones (SEZs). Good roads, power, commu

and bureaucratic delays in obtaining such ut
While most businesses accept laws related to the

ment, some countries have retrogate laws that make
d time consuming. Such legal hurdles act as barriers

c development: A government can create a positive
development, industrial parks and Special Economic
nication facilities and a tight check on corruption
ilities encourage entrepreneurship in a country.

ii) Labour and environmental laws:
safeguard of labour rights and the enviro
their compliance very difficult, lengthy an
to entrepreneurship.
schemes and programmes: Positive measures concerning
government through launching special policies and schemes

alsc help in the promotion of entrepreneurship. Indian government’s Skill India programme,

National Policy for Skill Development and Entrepreneurship, 2015 and Pradhan Mantri Kaushal

Vikas Yojana (PMKVY) are important instruments (o encourage entrepreneurship. These

policies and programes are supported by special initiatives of the government of India such

as Make In India, Start-up India and Stand-up India. Further, schemes that promote rural
development and envisage first generation entrepreneurs with limited access to resources and
v?«ills can be introduced to nurture entrepreneurihl talent of the country.

) Special policies,
entrepreneurship introduced by the

v) Entry barriers: These are factors that prevent startups from entering a particular market
by imposing a (.:ost element on new entrants. They discriminate these startups against existing
gli:g:;s t'that enjoy strong brand qualty and an easier access to financial resources, desired
L lm !;rllf; c?:zr;sz T;d raw materials. Thus, they restrict competition and promote monopolies

> promote entrepreneurial environment the impact of these barriers must

j minimised.

vi) Ease of doing business: ,

business, simpliﬁfatigrsll?fsfc' & government’s efforts to streamline procedures for setting Up
prepare ground for more am-:i)rms and elimination of unnecessary forms and other formalities
business and stronger pmmﬁmore people start new businesses. Also, simpler regulations for
thus attracting the opening ch:lflswoll:?} u[:rizperty r{fhts improve prospects for economic growth,

i - - esses. Vari : o

thf:lr role in business operations is summarised in lgl;f:]rtcy;;ci‘. of codsanpinalinfuence G
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. Environmenta| Influence
-(Social, Cultural, Economic, Political, and Legal

Business
Input > organisatior, F———» Output »| Marketing and
and processes consumption

Figure 3.1 Environment of Entrepreneurship.

32 ENTREPRENEURIAL ENVIRONMENT AND
THE BUSINESS

While the business environment changes, the basic rules of doing business remain the
same. Also, an individual aspiring to become an entrepreneur not only observes the obvious
environment, but also senses the opportunities emerging from the interaction of environmental
elements. These opportunities are translated as future needs for goods and services which

are not perceived by general masses. The impact of business environment on entrepreneurial
activity is shown in Figure 3.2.

Positive Business Environment

A J

Entrepreneurial development

h

Entrepreneurial motivation

Figure 3.2 Analysis of Business Environment.

3.3 APPROACHES TO BUSINESS IDEA

It all begins with the germination of an idea that is new and worthy to be pursued. The business
idea arises from a latent market opportunity observed by the entrepreneur, yet largely.igno}'ed
by others, Here, market opportunity means the need for a product or service whiclf is going
unfulfilled or not being adequately met. This need, when translated into an opportunity by the
enlrepreneur results in conception of a business idea, which is the first step in the setting up a
usiness, I ocal environment as experienced and interpreted by entrepreneur can offer a numl:;
of fertile business ideas. An entrepreneur, while dwelling on such ideas tends to explore sevcb
Sources of information from the environment and scans multiple product ideqs. These C?ﬂgin ;
eracting with people, visiting shops and specialty stores, rcading. books and Jc:urnals':r::ﬂt:1 o
€ shows, visiting research institutes and his own analysis. His efforts now are §

nd give way to the following major approaches:

. : ideas. However, it
W) Bl'&instorming: It is thinking about a large number of possible product ideas Ho
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does not involve evaluating or judging them in terms of marketability. One should not y,,

even if the idea looks unsuitable.

(if) New ways of doing old things: A large number of products and services are being solg
ii

in the market using traditional methods and practices. One approach is to examine if e,
in the

b de or sold by a different, newer and better method. This may give entrepreneyy ,
can be ma

competitive edge in the market. .
siness: Some people pursue hobby.to keep themselves happy
bby can be applied as a special skill to set up an enterpriss
hy, origami, interior decoration, fashion designing are offep

(iii) Converting hobby into bu
and also for homemaking. A ho
Hobbies like painting, photograp
developed as business ventures.

(iv) Utilising waste material: Global warming Cau§ing rapid 'climate change is.seen as the
biggest threat to the mankind today. This can be paﬁlﬂ!ly conta;ned through a S“’lff approach
; towards environmental protection. Recycling and upcycling practlc?s that turn waste into usefy]
\products caqr"be sound business ideas. Similarly, energy conserving products may also haye
good market potential.

(v) Improving an existing product: An existing product can be modified and improved by

using various technologies and methods. Market is always receptive to better and more efficient
use of a product.

~ CREATING IDEAS OUT OF CONSRAINTS

Itis interesting to know that many times constraints create ingenious ideas. A recently published
handbook on Organisational and Entrepreneurial Ingenuity cites an example of engineers in
an aeronautical firm who were faced with the problem of ice formation on the tip of the nose

pf the jet engine, damaging it. Working under cost constraints, instead of going with a change
ein design, the engineers simply proposed a rubber tip for the nose, preventing ice formation.

3.4 CREATIVITY PROCESS, INNOVATION AND VALUE
CREATION

Idea generation, which is the starting point of a business,

thinks creatively on the i '
- nes of a new idea, method or practi i i ;
perceived problem. Thus, creativity A e Ltk

new ways of looking at prob] 'S the abil_ity or potential to develop new ideas, to discover
D.T. Campbell, creativit pc; ems and to bring something new into existence. According to
must work long hours al)](.::l1 9;1 afigely a product of sweaty trial and error. To be creative, a person
Person must concejye some?l:ingnlf: e genc.r a'te multiple solutions to a problem. A creative
action for putting the cq W and envision how it will be useful to the society. The

: nceived idea is i i
o . -4 10 use is immaterial. Even if no effort is made to follow
» 1€ person is a creative person

takes place only when the entrepreneur

3.4.1 Creativity Process

da 1 |

=5 | il
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ideas evolve through a creative process wherein ideas are germinated, nurtured, matured
2 1

ther’ . . . . " . .
Ra d developed in the brain of an imaginative individual. The creativity process involves

shaped 20
Six stages:
stage I Curiosity to learn problem and getting started

AlsO, called germination or :seeding stage when the person develops a deep interest or curiosity
about something, i.e., a specific p.roblem or an area of study. He has a burning desire to discover
something and is internally motivated to learn about an issue or solve a problem. Hence, the
seed of curiosity takes the form of a focused idea. If the perceived problem is motivating

enough to capture the individual attention, it leads to Stage IL

II: Searching information to solve the problem
king information about the problem and
1ding up information regarding

Stage
It deals with a conscious search for the solutions, see

knowing how others have tried to solve it. This stage helps in bui
the problem. It includes tricks, shortcuts or algorithms that might be useful for the task. A

market research is also conducted for new product or service. This stage generally does not
produce the results. However, the efforts of gathering information and knowledge is useful for
the final solution. Collection of relevant knowledge leads to Stage: IIIL.

Stage III: Incubation
At this stage, there is subconscious assimilation of information. Existing problem and limitations
take a back seat, creative process begins, making way for even human fantasies which look
irational. The subconscious mind starts imagining unimaginable and assimilates unusual
knowledge and information which is difficult to collect rationally. This leads to the fourth stage.

Stage IV: Idea generation
At this stage, individual generates multiple ideas and solutions. Hence, this stage is about
resurfacing of ideas leading to realistic creation. Various approaches to the problem are attempted
using previous experiences, insights and fears. Ideas are recognised as feasible, giving him sense
of realisation. Idea generation is normally triggered by an opportune incidence. Most creative
people, after going through the phases of preparation and incubation remain in search of an

incident which helps giving full meaning to their ideas.

Stage V: Idea validation

Id .
ef?gﬂgt?nerated in the previous stage need
is required to translate the generate

At thi
thetgiilflt:i? knowledge gets refined into app

and useful. Entrepreneurial

stic and useful application.
1 solution is tested against

to be verified as realistic
d ideas into verified, reali
lication. Each potentia

Stat

e VI: Outcome assessment |
n lead to either the achievement of goa! whe.remda
dentified or no progress in this direction 18 achieved.

An a5
S€ssment of the creative process €2
There is also a possibility that the outcome I8 in

cmativ :
0 ﬁithi idea or solution to the problem is i
I case the creative process ends.
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between the two extremes, If so, the individual returns to Stage I of the creative process. It s
clear from the above that generation of idea is the first step to creativity. Rest of the process
involves efforts to develop, refine and verify the business idea. A summary of the creative

process is shown in Figure 3.3.

Stage | Stage | Stage lll Stage IV Stage V Stage VI
Curiosity and L ' Idea Outc
Information - ome
getting started  thort Incubation Generation Idea validation apsgssTioni
Motivation to gatherthg Imaginati Attempting Verifying Evaluating
discover 1 Sear_chmg L o{ MAgZIRAON —problem solving ideas and each potential
e solution by ang_ based on past solutions for :
something . fantasising : e solution
> collecting experiences application §
or solve inf tion R against problem
a problem iInformati and insights
F ]
3 Y
Solution Solution
identified partlally
or Lt
i tified
not identified iipnie
9
Process
completed

Figure 3.3 The Creative Process.
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&6/2 Seaich for Business Opportunity

There is no specific or tailor-made technique to select a business opportunity. However, most
people while searching a businiess oppottiinity apply the following methods:

(i) Identification of needs of people: This method is about studying and identifying market
needs of a large number of people in the society. Such needs may be existing but are either
going unnoticed or are inadequately satisfied. An entrepreneur captures this situation, studies
the gap as business opportunity and starts business. Some examples of need based opportunity
are E-commerce, courier service, event management and up-market convenience stores.

(ii) Reports of market surveys and management consultants: Market surveys conducted
by specialised research organisations present data on the market scope, competition, production
techniques, raw material requirements and several other variables concerning a product or

service. TlTese organisations and the management consultants screen the environment and
provide guidance to the potential entrepreneurs.

gﬁt)igﬁ?ﬁnﬁm?;z’ busainess magazines fmd newspapers: There is periodic publication of
el el l?uﬁnt. reports in trade Joumals, business magazines, business supplements
can be used fc’ur searchie 1112 Of_ industry and t_rade associations. These are valuable sources al?d
Bt o ng usznesg oppc?rtumty. For example, industry experts predict that in
gY-led Indian start-ups wil] perform better than other companies.
'(iv) Invention‘s, discoveries and
Inventions and discoveries can be
that tap such knowledge in their

kn?WIEdge development: New knowledge gained through
suitably applied to set up a business venture. Entrepreneurs
businesses also earn competitive advantage. However, these
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antific breakthroughs have to be first fully explored for their commercial viability. For
scie ole, discovery of radium led to its commercial use in manufacturing watches and treatment
e’f(f:ncef- Similarly, the invention of photocopying technique led to the making of photocopiers
gy «xerox India Ltd’.

) Technical and vocational‘ skills: A person may learn technical and vocational skills in
1Tls and polytechnics. Such shlls can be professionally applied to run lucrative businesses. For
example, after doing a course in carpentry, a person can set up a specialised furniture store or
4 course in automobile engineering can offer rewarding business opportunities to establish an
outlet for automobile accessories or a world-class automobile service station.

(vi) Education: In India, education has become a huge industry offering tremendous business
IOpp.mftunitie.s. Due to tough competition students’ demand for coaching institutes, tuition centres
and professional training organisation is ever rising. Obviously, this demand can be viewed as a

business opportunity. People can set up private computer training institutes or special coaching
centres for C.A., M.B.A. and MBBS degree aspirants.

(vii) Monopoly business: The most attractive opportunity in monopolistic situation is
absence of competition. However, entering a monopoly business is a huge challenge as the
entrepreneur has no idea of the response of market variables vis a vis demand, sales, profitability
or sustainability. Entering an unknown field poses greater risk and only an extraordinary person
with proper plans to cope with eventualities may see a great opportunity in it. Netflix Inc. when
started its business in California (US) as a DVD rental company was an example of monopoly
business. At present. Netflix is an international provider of on demand internet streaming media
available to viewers in several countries across the globe.

(viif) Imaginative and perceptive attitude: A highly imaginative and perceptive thinking
enables a person see a vista of entrepreneurial opportunities. However, this quality is found
in very few people. Imaginative people are highly creative and receptive to even unthinkable
business ideas. For example, advertisement and publicity industry and industries dealing
with costume designing, jewellry designing, window decoration, maid-training, and event
management need imagination, perception and creativity.

(ix) Abundance of raw material: People find it easier and more sensible to establish business
at sources of raw material. Processing and finishing of a job at the source of raw material
offers economy and convenience. For example, it is sensible to set up a sugar manufacturing
unit near the sugarcane fields or establish a steel plant near the coal mines.

(x) Shortage of raw material and products: If raw materials are not available in a particular

area} or if people are not able to get the raw material easily, it may throw a large number of
usiness opportunities for trading activities. Business opportunities can also be developed if
iorne Products or services are in short supply. Budget airlines like Indi Go and Go Air offered
no-frill” flying experience to a large number of travellers with limited budget.

?“) Government schemes: The government has developed a network of support insﬁtuﬁqns
Or the promotion of entrepreneurial activities. For example, Khadi and Village Industries

evelopment Board provides a set of incentives to villagers in the form of training, subsidies,
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cheap loans and export-related knowledge. Similarly, the Small Industries and Service Tnstinute
(SISI) provides access to several project ideas and reports. The government has published a it
of nearly 900 industries to be reserved exclusively in small-scale industry sector.
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%‘7 LOCATIONAL MOBILITY OF ENTREPRENEURS

Locational or geographical mobility refers to the movement of entrepreneurs from one location
to another. An entrepreneur’s drive and initiative to move to alternative place is the result
of his desire to find better business opportunities. In a country, only a small percentage of
entrepreneurs tend to be mobile and if the number of entrepreneurs is limited and that too is
unevenly distributed, there will be strong regional imbalances in industrial development. This
explains the need for locational mobility for economic growth. Further, a nation’s all-round
development in economic, political, educational and cultural fields promotes locational mobility.
So, locational mobility can be studied as both, as a cause and as an effect of economic prosperity
of a nation. The degree of entrepreneurial mobility depends upon the following factors:

,_,6) Own resources of entrepreneur: Locational mobility means a higher resource requirement,
thus, a higher risk. As in the initial stages of a business resources are limited, an entrepreneur
has no choice, but to operate within a limited geographical area. When he gets a greater access
to resources, he may think of assuming higher risk. He can now avail better information,
make better contracts and can operate more successfully within a wider area. Thus, larger the

resources, greater the locational mobility and vice versa.

i1) Education: A better education opens doors for wider business prospects by increasing the
negotiating power of the entrepreneur with his customers. It also enhances his communication
skills to help him during his discussions with the concerned government officials. A sound
educational base enables him take rational and timely decisions. With proper educationa!
background he can see and tap the opportunities available at distant places. Thus, education
enlarges spatial horizon of an entrepreneur and increases his locational mobi-lity.

{zl;;?:ngeﬁg;e Kn?:led%e of local language increases probability of locational mobility of an
customers, su 1"Wou prefer to move only to those areas where he can converse well with ¢
. ppliers, employees and concerned authorities. Obviously, a lack of knowledge ©

anguage hampers locational mobility. In India, for example, most people living in Eastern

/nd Southern parts cannot cope up with Hindi which is a connecting language of north India-
(i

Y) Expe.rience: An experienced entrepreneur with a sufficient exposure to 'environmeﬂml
uncertainties and adversities is likely to be more mobile than a nai\l:;e b:;ziness erson. The
uncertainties and risks associated with business help him learn skills to be a h‘edF;n different
areas of business including production, marketing, finance and human rgfome, Throug
sufficient experience an entrepreneur’s fitness to survive against odds gets better.
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.ration for growth:
V) _A:SPS <fiess pzns A Entrepreneurs always aim growth and the;
i trough ex ané' R Opportunities. They are interest ;"?“' .detem]ination for
busunass1 .t. of glmd p thlm:l and diversification, for which more I iic' in increasing size of
i ad in the immedi and 1S n
y diate vicinity, they may move to distant p]zeded.hDue to non-
ces that may offer

qvailabi
plenty of land at cheaper prices.

i) To handle distress: Someti
ﬁ“)ds sl moblEty s ;tl?:)es, due to personal and social reasons, an ent
circumstances or hopelé:ss relati 4 : manage the persisting anguish and paiI; Diffi repreneur
elationships may also compel an entrepreneur to ;ea:c hlclilt family
: alternative

Jocations.

Véii] Political system: A fair amo
. mount of political s
Central Governmen : s upport from local authoriti
il & peacéfg?ozf li.)c?t:-?nal mobility. Political support refers to govemn;zi’t’itzif e
. non-interfering and a corruption-fi - empt
to Offerin vari . i . : puon- ree business atmos here. i S
ra fa%oura&gsbig;eprenﬁmal incentives. Entrepreneurs are likely to m(l:ve tc; mla?:c::ltt;aon
ess climate. Further, places with hostile political set up mayI:llso cau::

mobility of entrepreneurs.

) Lab g o m s
\Elt( a}placeog:l‘dc?:;g:lons. It means availability of skilled, semi-skilled and unskilled workers
Sty issspalg kno;fledge of 1ﬁbour attitudes, aspirations, expectations and beliefs
and practice their established noti i .
i ar ions which are hard t
mllazgoour:}l‘l?tlle 1a‘bour condlt.mns of a place reduce entrepreneurs’ willingness to shi?t f: a:lﬁ;
n. The violent conflict between the workers and management of Maruti Suzuki India

Limited in July 2012 at Manesar (Gurgaon) is an example.

%ﬁ:gs;oz:e(;l;egso:e;nmengl l()_"xox'ferllmerft support in the form of general, fiscal and financial
Teatntiug. goveit avou;'.a le usiness climate and a.ttracts- entrepreneurs to specific regions.
encourage gent ment policies Off e’.‘CISB'dU_tYs Foreign Direct Investment and labour laws
e repr.eneurs‘ to locate their units 10 suc'h regions. Tax holidays and loan schemes,

shment of industrial estates and modern testing facilities and arrangement for adequate

C S aye .
redit facilities are examples of government support.

\(’({Attl‘action of availability of inputs: Shortage of variou

su :
pply and poor infrastructural facilities would adversely effect t

mobili : ; .
lity to such areas. Regions with abundance of these inputs

Mo ETXiSﬂng locations.

raw mhc Fafly theories of location SUES
ovEr aaten.al and labour may be the most importan
has Conpi?od of time due to various environmental
poor nafl erably reduced. For example, it is now comm
improve;ral resources. Because of the €asy availability O
: transportation faciliti F
improved, P facilities at most places, location

A ik vy 3
Bither atSllrvey of entrepreneurial mobility in I
or near own location of entreprencurs during the initi

was dy -
¢ to their limited access to capital and information an

s inputs like power, raw material
he chances of entrepreneurial
would attract entreprencurs

nearness to the source Of
n location decisions. But,
rtance of these factors
tries in areas with
tion channels and
reneurs has

est that factors such as

t influences O
factors, the impo
on to locate indus
f effective distribu
1 mobility of entrep

ncy to set up industries
f industrialisation. This
porting conditions.

ndia reveals @ high tende
al stages O
d lack of sup
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98 Entrepreneurship Develop 1 Ahmedab ad who set up their industrial units
Calcutta @

; . i e 1
from Bombay; 1 narrow spatial horizon. .Wlth Passagb Olf t(lj].]]e, as
sional mobility With . the cities became industrial hubs eading to
d to these region ;sion in size and better access to ﬁnanma! and
Later, due to €XPd flows, entrepreneurs became highly

i tion
: greater informa : : o
' rience and : inati orations and Non-Resident
other resources, higher exspes o e N0 Multinational Corp
: ting acro al
mobile, even cutting

bility. This phenomenon
ho businesses abroad are exz.amples of :sulcgogson : S}’ P K
Indians (NRIQ' Siemnfraction followed by expansion of spatia

marked by initial con

of entrepreneurial mobility in Figure 4.3.

The entrepreneurs

are examples of loca
more entrepreneurs attracte

concentration of industries.

tage-3
Stage-1 Stage-2 | Stag
o [ ¢ i Indiidual growth
i Economic growth Indii ]
rm?: \i-[ijtﬁt:?; » and expanding w:dem;g -thenspatial
or little mobility spatial horizon orizo

ngure 4.3 Stages of Locational Mobility.

Empirical evidences point out entrepreneurs’ varying preferences allocated to different
locational considerations. This fact is highlighted in Table 4.1.

Table 4.1 Entreprencurs’ Considerations for Selecting Location of Industries

Considerations Sk o i e Eﬁrrep_ren'eurs (m %)II :
Homeland 32
Availability of raw material 8
Availability of labour 4
Availability of market .. 10
Availability of infrastructural facilities 20
Government incentives 2 ’
Others
4 |

Total

100 [

' It is clear from Table 4.,
in the selection of location,

fath?r, willing to move to any place for op]
facilities ranked the second mo iy
enterprise. These facilities include roads
The incentives offered by the government, i
tax holidays and import and ex e
entrepreneurial mobility, Thj o e
to fiscal and financial benefits i
Nearness to market is also rated as less j nside M facilitie
location because of easy availability of .

I that Homeland g

still considered
: as
However, it also i

mplies th

€ for o rginal ady
St significant considera

the most important factor
at enterprise is not a freely mobile
antage. Availability of infrastructural
tion in determining location of an
» telecommunication and power, etc.
various concessions like tax rebates,
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o e
areas. Similarly, availability of raw material, labour and other considerations have not been
comprehended as important influences on locational mobility of entrepreneurs.

The development of Indian economy is characterised by ‘imbalanced regional growth’.
While a few urban arcas are developed, the remaining vast percentage Of rural areas
continue to be underdeveloped even after more than 60 years of independence. Though, the
Government of India, through various policy measures has endeavoured to promote balanced
regional development, the results are not very encouraging. The situation may be improved

by establishing new business units in less developed areas. This explains the significance of
entrepreneurial mobility.
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sstablishing a Small Enterprise

You don’t need to have a 100 person ¢ ompany to develop that ideq.

RSO TRNEER

—Larry Page
(Co-founder, Google)

Describe the process of setting up a new business.
Understand the problems faced by new ventures.
. Make the selection of a viable project.

. Explain product development and selection.
« Understand the steps in the preparation of project report.
« Explain the process and various aspects of project appraisal.

Make the selection of appropriate business location.
Identify- legal requirements for establishing a new unit.

Promotion of a venture is a complex process involving several steps. An entrepreneur has to
face many hardships as he goes through the formation

self-ignition spirit, determination and

of business. However, his strong will,
idea and make way amid adversities

positivity keep motivating him to stick to the business
and challenges.

‘\G/I PROCESS OF SETTING UP A NEW BUSINESS

Once an entrepreneur becomes aware of the concept

make up his mind and proceed forward towards taking

and role of his new venture, he could
The various steps taken by him in

concrete action to establish his business.
setting up the business are as follows:

(i) Decision to set up a business: The first step in establishing own business js
the final decision to be self-employed. After weighing all
becoming an employer by and setting up own business, th
decision of shunning salaried employment to opt for self-

of making
the advantages and disadvantages of

€ entrepreneur takes the most crucial

developed career in entrepreneurship.
127
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128 Entrepreneurship Development

& i environment jg essent:
. f the prevailing business ! Ssentig]
. : ent analysis: A study o 2 4 . : t
) Envn;):l}:;l I;neral Ii] siness climate and the opportunities and thre;lts thercm: En\rlronmen
undergtan Sds the entrepreneur in deciding upon the form o O;h'nershlp Organisatj,
agalys?st al_so aif'ramework policies, procedures, laws and by-laws, rules ang Procedureg
administrative ’

prescribed by the government.

tunities and threats (SWOT) analysis.

iti i ths, weaknesses, oppor ;

i (Jﬁ) fi_n;llysig r?;’:llllrg thén assesses and analyses his own streng-ths, weaknesses ag gy '
pmenr?anigsra?]d thre;its in the environment. This would enable him to find out the type ang
opportu

size of business most suitable to him.

i I ths and to improve upon his limitationg available
Training: The best way to enhance strfeng and - .
\/:?t)he entrepfeneur is to acquire formal training by joining formal training progr;m?es. Varioyg
institutes like EDI, NIESBUD, IEDs offer tailor-made and modulf:-based EDPs for new apg
existing entrepreneurs as well as for employees of small scale businesses.

1,
as

) Product development and selection: An important decision as to the product chojce s
taken at this stage. Product is finalised on the basis of opportunity assessment of the market,
Another decision in this regard includes product variety.

\J¥1) Market survey: Marketability is the true test of goodness of a product. Higher the
marketability, higher the sales and profits. For this purpose the entrepreneur L{ndertakes a vast
study of the market and collects data and information concerning its rn.anufl'actunng, compf.:ntlon,
demand patterns, supply and demand gaps, substitutes, pricing, distribution and promotion.

\W¥ii) Form of organisation: Selection of the most suitable form of organisation is a pre-
condition for long-term business success. Since, it is largely an irreversible decision, utmost care
should be taken while choosing form of ownership, i.e., sole proprietary, partnership, privafe
limited company, etc. An entrépreneur decides On a particular type of organisation on the basis
of nature and scope of business, resources in hand and his personal preferences.

iii) Location: It means the specific place or sit
include plot size, ratio between open and covered area and t
takes into account connectivity, law and order
facilities of the area selecteq for locating his bug;

\,({x) Technology; Here, ilable technologies is procured by the
entrepreneur and the most suj

type of technology, he moy

Jé) Machine'ry and equij Pment: Hayip s
: : 8 chosen the ¢ | ; ufacture
and suppliers are shortlisted ap ABe ol Hlant and machinery, man

i . d purchase ordersg are placed depending y on machine quality,
dyrability, reliability, installation ang sei'vicing Capacity of the [s)LIpPIiegr P

ype of construction. An entrepreneur

situation and availability of infrastructural
ness.

water COnnections, raw Mmateria]
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i) Arranging finance:  Arrangements are made for procuring
o meet both fixed and working capital requirements The .
procedures specified by the financial institutions . entre
other agencies also provide capital assistance ang

schemes financial assistance and subsidies are provided to the entrep
reneurs.

\(ﬁv) Provisional registration of business: Th
_ : : € DIC or the Directorate of I i
: oo ndust '
me'ptrrest:.:nbed eipph.catlon form for. Provisional registration. The entrepreneur al;tse?ﬁlll?mwge
registration application form, submits it in the local DIC or Directorate of Indu}stn'es alcn?glg t‘ "

relevant documents. Registrati ‘
; 10n of business helps th i i ili
YL o : e busi i
facilities, incentives and assistances. P R el s S

\J i :

\{lﬂr I:;gcgzlgfra‘:c;]; l:;;l know-how: In technology-driven businesses, the technical know-
foreign Collaboratii : SUgh TCOS,. l\._ISiC,_SSIDC, DIC, SISI, EDIs, private consultants or
of Comm ns. Industry associations like FICCI, ASSOCHAM, CIL, and PHD Chamber

erce and Industry also assist businesses in acquiring the required technical skills.

) Electricj . "
auth)oriﬁ::nmy and water connection: Applications to the relevant power and water supply
S ?ﬁ made for procuring connections. The meters are fitted within the business
o etore rele:asmg the supply of electricity and water. Adequate power and water supply
ential for uninterrupted business activities.

) Installag .

Foe Eml‘nstallatmn of machinery: The plant layout scheme would guide the machine installation.

fime 0? burpose, often an installation agreement is made between the buyer and the seller at the
purchase. The trial run or demonstration is mostly part of machine installation.

f};:?bﬂ::};“w% recruitment: Human resource is considered to _be the most important iPput

ping in nfl A ¢ total number and the kind of personnel required must be carefully decided

ainin nd requirements in major functional areas. Proper plans must be drawn for their
& and development, motivation and maintenance.

fiix
impi:s“gthase Of_ raw material: The raw materials are purchased indigenously or through
supply - S0me major issues concerning raw material procurement are quality, price and assured
r, raw material,

\Jkx ; :
) Starting production: With all the factors of production, namely, manpowe o lowed
o

Machj . . e
Y nlnnes and equipment in place, a trial run is given to the production work. This 18
ass scale commercial productiop
nsuring effective
rding distribution
rst carries test

N - .
mar:qeﬁmnzr::t:ﬁgMaEr?:::l:inS“-]gle business activity is directed towards €
Nietwork, price d.f:'u:rminatiq.g avolves product-related decisions, concerns lrega
marketir; . N and Promotional tools to be used. A new business 4 n
i g . }0 determine product success and to know scope for 1mprovamcnts i

ny of the marketing mix elep, Stite.
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130  Entrepreneurship Development
fxxii) Quality assurance: Depending upon the type of product, the entrepreneur applies for
f Indian Standards (BIS) or Agricultural Produce Grading

quality certification from the Bureau o 1L i
and Marking (AGMARK), etc. This certificate is issued after a thorough examination and testing
of the product by the BISSAGMARK. However, for many products, no such certification is

required and the entrepreneur can evolve his own quality control system.

/(xxiii) Permanent registration: After a small scale enterprise starts production and marketing,
it becomes eligible to obtain permanent registration on the basis of earlier provisional registration

from DIC.
xxiv) Market research: A rewarding business practice that keeps the business alive, fresh
and competitive is its constant pursuit to obtain knowledge of market-related variables like

competition, future demand forecasts, customers’ preferences, and supply-related developments,
etc.

‘/S;x::l P;::?tt gtenlfljation and. reinvestment of profits: Once the venture starts making profits,
sl e1:;5e t?al ask is to set ande a substantial portion of earnings for investing back in business.
" ntial to ensure survival and growth of the business
careful fo : i .
enttepmen aclli?gri lilp ﬂ?f th'e .dbove-mentloned steps is highly rewarding for the new
& the mission of establishing a successful business venture.
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BUSINESS INCUBATION
Business incubators nurture entrepreneurial companies by providing them
and support during their start-up period, when they are most vulnerable. They
offer a range of business development services to meet the needs of new ventures.
The rational for setting up incubators lies in it i i
_ S capacity to inc initiati
survival, and growth of new ventures. pacity rease the initiation,

The first incubator in the world is th
; ought to be the B ; .
h ; € bata
W ich opened near New York in 1959. The real explosi;aiinf}zlsmal (i,ente?
e number 0

guidance

Scanned with CamScanner



on (NBIA)], but by 1990, there were OVer
there are over 1400 incubators

s Incubation Associati
few incubators in India.

[National BUSE0 Ty e\ (NBIA 1990). Currently,
_In contrast, there are Very
chnology estimates that there are about 50 incubators
try. Most incubators in India have been promoted by an educational
institute. In fact the most successful incubator in India is in IIT Bombay.

incubation Benefits

und all over the w
d along the following dimensions:

Incubators are fo orld and their approach to venture development
can be summarize
. Offering space on flexible terms
. Providing shared office services
. Presenting a business consulting network
« Providing opporwrﬁtieé to develop business relations

« Facilitating access to capital

Offering Space on Flexible Terms

Commercial real estate developers do not find it attractive to lease small spaces to

new clients. To make it commercially viable, the per square foot lease rates for

small spaces are generally pegged at a higher level than the rates for larger spaces.

Entrepreneurs also find it difficult to take on leased spaces from developers because

~ of high down payments, security deposits, and long tenures for leases. Also, it is
difficult to secure additional space when the needs of the firm grow.

In business incubators, entrepreneurs are provided small spaces on flexible terms.
Short-term leases are provided and the new venture can vacate premises at a very
short notice. The security deposit paid by the entrepreneur is also much less than
the norms established by the commercial real estate developers.
enti’:espilieilnrzutzasilt::i; }tzjz ssiizzsi of. varied sizes, i-t is relatively eas:ier for the

y sized part of the incubator, depending on their

changing needs.

Providing Shared Office Services

In :

Se:?z:zf] fzzif/:izaﬂab;e shared servi(fes and facilities such as printer, fax, photocopier,

bt focuseds, phone Connef:tmn thI:Ollgh a. PBX, and conference room.

storage, loading doc{;{n magufacturmg provide additional facilities such as shared

but pooling the servi 8 aﬁ tool rooms. Start-ups have a need for these services,

start-ups. Some fthces a ovas the incubator to spread the cost among a number of
of these services help entrepreneurs to project a professional image
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134 Entrepreneurship
tomers without them having to incur the cog of

to their business associates and cus
having the in-house services.
Business Consulting Net

not expected to have all

work
the skills and expertise needed to start

e that the entrepreneur have accegg
iently, butit1s important tha
mrcee;;e);ts who have the skills and knowledge. The range of

by the entrepreneurs can be varied: They may need

assistance from a legal consultant to set up the firm and to Sl%‘;lbcontracts- ‘;Vlth
suppliers, customers, and employees. A chartered accountant 'Wl e essential for
drgfjring 1,1p their financial statements and for help with other business and regulatory

matters. Technology-related consulting can be provided by researchers e.es'well as
may need assistance from academicians on

industry experts. Entrepreneurs also ] ;
hnical issues to making a business plan.

an array of topics ranging from tec
An incubator can really assist start-ups by creating a support system and

structuring a mechanism for its incubatees to take assistance from this network.

Presenting a

An entrepreneur is
and run the business €
to consultants and othe
consulting services needed

Providing Opportunities to Develop Business Relations

Lichtenstein (1992) found that one of the most important contributions of incubators
lies in providing an opportunity for entrepreneurs to interact and develop business
relationships.

.The incubator can have a database of suppliers and service providers, which
;Veliligiee 1Fosf agsget;l:n ant:;;ststt;fat,h nu-mbel: of sectors, for example printers, website
will have ’an OPPOI'tfnit}f io. devefomzusiﬁi;:l lsl'fczm}s'ed on & certain ir'ldustry, they

Additionally, the incubators shoild dev Ir o interes? s SECt_Dr'
industry so that they are able to - One t}f Op contacts with many others in the
need the specific contacts, ese contacts to the entrepreneurs that

Another i . .
between th::i?z?;;zit::?;%ﬁegiiﬁban incubator can facilitate is the networking

ator. Even though each new venture faces

unique set of issyes, g n h own Supp
: » @ group of entre reneu u
' P IS P 1 P .
mechanism by commumcating with each other el el S i

Facilitating Access to Capital

One of the most Important ac

: tivities of g :
touch with the financiers an incubator is to get an entrepreneur i

This
Process starts when the consulting network of the
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Entrepreneurial Support 135

g Exhibit 6.4
' SINE, Powai

" gome of the successfully incubated companies from SINE, the incubator at IIT Bombay, :'

discussed here.

Herald Logic Pvt. Ltd.
Develops products in enterprise information, rule-based engine.

voyager2 Infotech
Raised US$ 250K, built a creative ideas portal, and was bought out by Purple Yogi

in an all-stock deal.

« Myzus Technologies
Raised US$ 600K, develops products and services in the areas of wireless gate-

ways and connectivity bridges.

« elnfinitus
Raised X 1.2 crore, develops products in network operations: real-time bandwidth

provisioning and specialized router software.

« Powai Labs Pvt. Lid.
Focused on innovation in the electronics design automation (EDA) space.

“« Seclore Technology Pvt. Ltd.
Delivers radically innovative Information Rights Management Firewall solutions.

¢ Eisodus Networks Pvt. Lid.
Develops technology for broadband access through Ethernet.

Quantum Phynance Pvt. Lid. :
- Provides leading edge software solutions for financial risk management.

-are

The incubator helps the entrepreneur locate potential source of finance and, in
some cases, may even put together a team to directly assist the entrepreneur in
securing funding. Most successful incubators have a very strong relationship with

funding agencies.

Managing Incubators
For an incubator to be successful, there needs to be a clear vision about its intended

purpose. It also needs to be financially successful. Some of the best practices followed

by incubators all over the world are discussed here.

1. There should be an incubator manager and a team of professionals to manage
the entrepreneur. The role of the incubator manager should. include manage-
ment facilities at the incubator and developing and nurturing a network for
the entrepreneurs. There should be a proper balance between Fhese roles.

2. The incubator should set clear guidelines for eligibility. A policy doc:lxmlc;nt
should clearly outline how the business idea is going to be evaluated and wha



Entrepreneurship

is the profile of the entrepreneur the incubator'is primarily interested in. Some.
times, university-sponsored incubators restrict themselves to st‘udents a:nd
alumni. Many focus on high technology, and some look at ﬁrm§ in a specific
sector. All these should be declared by the incubator when looking for entre.

preneurs to incubate. o
3. An incubator should have clear-cut guidelines for the admission process. The

entrepreneurs can submit their business plans and CVs, to be short-listed, and
a rigorous process of selection should include an interview by a panel of ex-

perts.
4. A contract should be signed by the incubator and the entrepreneur laying

down all the terms and conditions. The entrepreneur should be clear about
the facilities being provided to the enterprise and what the incubator expects
in return.

5. The long-term financial viability of the incubator will depend on its business
model. Usually, the founders of the incubator are willing to put in the initial
investment, but would be reluctant to fund the ongoing expenses of the incu-
bator. The revenue streams of the incubator would primarily be what it charges
its incubatees. This can be broken up into the following three parts:

* A fixed rental to cover the cost of basic infrastructure
* A usage-based charge for services such as conference room, copier, etc.
* A success fee, which can be in the form of an equity stake in the new venture
6. Just like guidelines for admission, there should also be clear guidelines for
exit. An incubator should cater to start-ups. Once the firm has established

.1‘rself, it should make way for other new firms. The venture’s tenure in the
incubator can come to an end under

* After a fixed period

* When the start-up receives substantial funding

* When it achieves a certain level of profitability
* In case of irresolvable disputes

the fo]lowing circumstances:
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vé’? BUSINESS LOCATION

Selection of an appropriate site of business is a major decision that has a far reaching long.
term impact on the success and growth of business. Ideally, the first step towards the choice
of the most suitable location is to prepare a list of needs of business with regard to locatiop,
Thereafter, different available sites can be compared on the basis of opportunities offered
by each such site. Finally, the choice can be made by comparing and contrasting business
requirements as against the opportunities available at different locations. In other words, the
entire exercise is about examining how best the facilities at a particular site will match needs
of business. The best site is one which will satisfy the maximum number of conditions that
the entrepreneur seeks.

0.7.1 General Locational Factors

The general locational factors can be placed under two major heads—primary and secondary.
Though opinions differ as to which of these factors are to be given primary importance and
which to be treated of secondary importance, the common understanding classifies market, raw
material, labour, transportation, acquisition cost, tax and government incentives as primary factors.
Secondary factors, on the other hand are normally understood as climatic conditions, water and
power supply, banking and finance services, law and order conditions and adequacy of space.

“Primary Factors
These include the following:

) Market: An easy access to market for sale of the produce is considered as a factor of strategic
importance. This is so because the final product can be delivered promptly and more economically
at the place of consumption, Proximity to market is essential in the case of consumer goods
In the case of industrial products t00, nearness to market is desirable if the products are heaVy
and big in size and the market is concentrated. Further, repair and maintenance of machines o
equipments can also be more quickly and casily organised by the manufacturer.

e . , a
/61) Raw material: Mostly businesses that are engaged in production processes pneff:l(;zl
location near to the source of raw material. For example, sugar mills are mostly locat® .
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(iif) Labour: For a labour-intensive industry, it is important to locate the bus;j
ﬂl::, source of labour supply. This is true both for i
example, IT professionals are mainly located in
or in rural area may, though fetch few govern

in recruiting the required IT staff, Apart from the quantity of workforce, th
that includes level of education, €Xperience, aptitude, productivity, intelli
also an important parameter of selection of labour. The influence of loca
trade unions within the vicinity is also to be taken into account.
N Transportation:

gence and loyalty js
I political leaders on

of work, an easy availabili

will be an additional adva

Ntage. Proximity
promoting convergence o

ties at cheap rateg near the office
f more industrial

to highways, railways and Wwaterways also helps in
activities in an area,

, financial and
government offers special concessions
S.

property tax, inventory tax,
g for notified location they

i i e factors
ndary factors are not directly related to theagqusllcnclslir:l?e;ﬂﬂuﬁisé égflsdilions at
€ important in influencing business performancs. For ox to petl;cr with natural surroundings
Work reduce Capacity to work whereas a pleasar'lt .ChTatzn egrratic supply of water and power
comriblltE:S to the enhancement of productivit}’: S”_m_l:r }gcnel‘ﬂtors and water boosting pumps.

Calls for ﬁnding alternative solutions likc_ mamt;:gl S%uisfactory supply gf power and water,

n many cases, despite of favourab}e Chn]]a;:tion because of a poor maintenance of law and

Cntrepreneurs may not opt for a particular lo
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3 Besides this, the presence of banking, finance and' insurance. SeFvlES tend.s i Promote
order. Bes o gr’O wth of business enterprises. At a business location, space availab]e Shoulg
| ttf]:ely?;::llg:ble as and when required, for the purpose of material handling, inventory Upkeep,
'djsplay, office work, meetings and conferences, etc. In other words, proper arrangements shou]g
be made in advance keeping in mind the future space needs.

68 LEGAL REQUIREMENTS FOR ESTABLISHING
" ANEW UNIT

! An entrepreneur has to take a number of steps in the formation of a business. Each stage callg
for a variety of legal compliances, fulfillment of legal formalities and adherence to policies angd
procedures laid down for this purpose. Some of the important laws and regulations commonly

| applicable to all types of enterprises are as mentioned:

i) No objection certificate (NOC) from local body/municipality: The first legal requirement
for setting up an enterprise is to obtain a No Objection Certificate from the local body which
is a legal permission to start the business. The NOC is required for the purpose of construction
of building and for land utilisation.

A1) Registration of business in DIC: A small scale unit is required to register itself with the
District Industries Centre (DIC) of the state. The District Industries Centres in India function
under the Directorate of Industries. This registration makes the unit eligible to get government
incentives, subsidies and exemptions provided for in the Industrial Policy Resolutions (IPRs).
For registration, the entrepreneur fills EM-I (Entrepreneur Memorandum-I) and EM-2 forms.
In case of a micro enterprise, EM-I is filled whereas for a small enterprise EM-2 is needed.
Both EM-I and EM-2 forms can be obtained from the District Industries Centre.

x/(l) Statutory license or clearance: Under the New Industrial Policy announced in July 1991,
| industrial licensing is required only for eighteen notified industries, Licensing is mandatory
| in case of industries related to security and strategy of national significance, social concerns,

hazardous chemicals and environmental issues and items of super luxury consumption.

Tat?le 6.3 depicts products/services/lines and their corresponding governing authorities
from which the eéntrepreneur obtains clearance certificates. |

Table 6.3 Authorities to Contact for
Starting a MSME unit,

Various Clearance Certificates

Registration certificate, EM-1 and EM-2 to be
obtained from District Industries Centre (DIC) undef
. Directorate of Industries.
For units operating at places other than industrial estate. | NOC from Local

| Pollution control.

—

Body/Municipal Corporation. |

it State Pollution Control Board. —
Registration under the State Sales Tax Act. Local sales tax authorities

Manufacturing of drugs. State drug controller.

Registration under Central Excise Act. Superintendent of Central Excise of the area. I

Manufacturing of fruit and vegetable based products. Deputy Director, Fruit and Vegetable Preservation,

Ministry of Agricull'ure, Government of India—______.d
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m of the unit under partnership. Registration of partnership firms.

mion of manufacturing of electronic items | State level technical committee under Directorate of

under decentralised category. Industries.

Electronic items other than decentralised items. Development Commissioner, Small Scale Industries
through State Directorate of Industries.

Certificate of quality/standardisation. Bureau of Indian Standards.

Licence for export of products. Chief Controller of Imports and Exports, New Delhi/
Directorate of Export Promotion, Udyog Bhavan,
New Delhi.

Power connection. State Grid/Electricity Board.

Registration under Factories Act for the units | Chief Inspector of Factories.
employing 10 workers or more with power or 20
| workers or more without power.

100 percent export-oriented units (EOUs), other than | Secretariat for Industrial Approvals (SIAs), Department
free trade zones and export processing zones. of Industrial Development, Government of India.

Industries using water and involving effluent disposal | Directorate of Public Health of the State Government,
| Baseous wastes, etc. District Health Officer of the particular district.

For production and sale of fire crackers, explosives | License from District Collector under Explosive Act.
2d related goods.

For benefit of purchases made for government office. | Registrations with Director General of Supplies and
Disposal (DGS&D) or National Small Industries

Corporation (NSIC).

———

The following sub-sections provide a description of various compliances for MSME:s.
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- The entrepreneur is-a creative
3 naximize profit and achieve one’s

46 VIONORLONSFORMARKETE———— arket Eeon,
# BOOST ENTREPRENEEJIEJSEEIIE'CONOMY 1 .

Entreprer
—

Person with 5 , :

an idemig:étz;:; Sthl 1S differently, is motiyateg

cconomy includes visible and invisible €conomjc activitim s Feoroms. The whole
es.

461 Economic Activity Visible i the Whoe Eco
| - Conomy
The visible economic activity includes formg)

S€ctor ang informg] sector: -
Formal Sector |

o  Big Business: Firms employing 100 or more people j
whose head office is usually located ip 5 major tl:Jity e owhedby HeotpRton
o  Medium and Small Business: Firms employing between
which are run as either branch plants or

. 10 and 100
_ franchises, I other peapl
lies outside the community.

words, much control

o Crown Corporations: As with big business. control of pol
' ; : ’ policy, pro
employment lies outside the community, Y P mes and

Informal Sector

o  Small Business: Fihns that are locally-owned and

. operated, often as a family
business, and nowadays home-based businesses. The number of employees
seldom exceeds 20, but there may be exceptions.

Public Sector: Mainly the functions of local

Governments or Band Councils
which respond to local needs and are under lo

cal control.

Co-operatives and Collectives: Both are owned b

es! y their members who usually
reside in the community and share comm

on values. They may also be operated

- by the members. Co-ops are governed by provincial legislation. There are

producer co-ops, worker co-ops and consumer co-ops. Credit unions are also
co-ops. . | :

Community-owned Enterprises: Organizations that are owned by the
community (sometimes by the municipal Government or Band Council) and
operated by a community board rather than being privately-owned. They use.
regular business practices t

0 provide goods and services, including social services,
to the community. - N :

Voluntary Services: Organizations founded and run by volunteers to meet
specific community needs such as services to the elderly and disabled, support

groups, assistance to immigrants, youth and housing for the poor. A service
club, church, school or union may provide the impetus.

46.2  Invisible Types of Economic Activity in the Whole Economy
In addition to the visible types of economic &cti‘ﬁiry' in the -whdle.ecQﬁomj‘f‘ there’
are three types of economic activity that are generally invisible. - .
Barter and Skills Exchanges: May be. organized or- carried out quﬂi;li:
to allow participants to exchange goods or skills on a cash-less

inclt i ualize
Organized activities include using a form of local CUlTency.to equ
transactions. : :
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exchanges made between neighbours,

derstandin '
g : :
trepreneurshi ®  Neighbourly Mutual Aid: The :
' e friends and ielatives, usually on an unpaid basis, for child care, property
maintenance and repairs, and community projects. Sometimes these

are facilitated by community centres, churches, service clubs and cultural groups.
- arried on by and for members of
bers who live elsewhere. It may

Household Activities: Those unpaid activities C
d services (e.g., child care) in

the household, including the care of family mem
be the single biggest source of goods (e.g., food) an

the whole economy.
" These three types of economic activity are usually “invisible” in the _comrflll_nlt’:f because
/ tatistics as “economic activity”.

they are not often signified by Government $
economy, one finds entrepreneuzship

Given the different types of activities involved in an econc ( :
in less developed nations, like in Asia & Africa, is inhibited by the social system which

denies opportunities for creative faculties. The force of custom, lhf-.'= ﬁgldliy of Status
and the distrust of new ideas and of the exercise of intellectual curiosity, combine to

create an atmosphere inimical to experiment and in
s, traditional attitudes discourage the full utilization of
ding to their capacity to do particular -
dualistic spirit is absent. People prefer
new trades. According to
les and spin trade and
soils one’s hands in

novation.

In Less Developed Countrie
human resources. People are ranked not accor
jobs but by gender, caste, clan and kinship. Indivi
traditional trades and professions rather than venture in
Hagen, villagers and elite alike revere the same €conomic 1o

business, and there is a feeling of repugnance towards work that
such economies. Thus, the value system minimizes the importance of economic

incentives, material rewards, independence and rational calculation. It hinders the
development and acceptance of new ideas and objectives. In short, the socio- economic
and cultural value system within many developing countries is not favourable to
entrepreneurial growth.

However, with the advent of liberalization of market in the mixed economies, like in
India the entrepreneurial scenario has improved.

The conditions of market economy should be favourable to boost entrepreneurship.
Besides the economic factors, the non-economic factors play a crucial role in
conditioning the market forces for entrepreneurship.

4.6.3 Economic Factors

From the economic viewpoint, it can be said that the same factors which promote
economic development account for the emergence of entrepreneurship also. Some of

these factors are discussed below:

Capital

Capital is one of the most important prerequisites to establish an enterprise. Availability
of capital facilitates the entrepreneur to bring together the land of one, machine of
another and raw material of yet another to combine them to produce goods. Capital
is, therefore, regarded as lubricant to the process of production. Our accumulat‘?d
experience suggests that with an increase in capital investment, capital-output ratio
also tends to increase. This results in increase in profit which ultimately goes t0 capital
formation. This suggests that as capital supply increases, entrepreneurship 31_50
increases. France and Russia exemplify how the lack of capital for industrial pursuits
impeded entrepreneurship and an adequate supply of capital promoted it.

Growth of Population
important determinant of growth._ .

Rapid growth of population is considered to be an
Scanned with CamScanner



“ 'ecollo mic gr?wth 'is me_asured i_n terms of an increase in per capita income, a
| _1[1_’-"?'{ ‘ne increase in national income is utilized to maintain the additional population.

: P’ﬂ ; - word, in terms of per'capital income, on account of a rise in population, the
b Iq'oﬁny experiences a very thin spread of the benefits of growth. This highlights the
Y g'oud for alarge and active programme of family limitation so that the benefits of the

168 ve developmental effort are not dissipated. Economic development and population

O hare inter-connected. Whereas population hinders economic development, the

o1, 85 it gathérs momentum, leads to the creation of more appropriate conditions to
a 3

coﬂ“‘ﬂ population.

Animportant determinant of economic growth is the building up of human capital by
focusing On education and hea_llth and thereby increasing the productivity of the
cconomy. The experience of highly performing East Asian economics shows that

hey could force a lead over other developing economies by making investment in
puman capital formation.

'l;abour ;

The quality rather than quantity of labour is another factor which influences the
emergence of entrepreneurship. It is noticed that cheap labour is often less mobile or
even immobile. The potential advantage of low-cost labour are negated by the
deleterious effects of labour immobility. Adam Smith also considered division of labour
as an important element in economic development. According to him, division of
labour which itself depends upon the size of the market leads to improvement in the
productive capacities of labour due to increase in the dexterity of labour.
Notwithstanding, it appears that the labour problem clearly does not prevent
entrepreneurship frum emerging. For example, the problem of low-cost immobile
labour can be circumvented by utilizing labour-intensive methods like in Japan, for
example. The disadvantages of high cost labour can be modified by introduction of
labour-saving innovation as it was done in the USA. Thus, it appears that labour
problems can be solved more easily than capital can be created.

Raw Materials

The necessity of raw materials hardly needs any emphasis for establishing any industrial
activity and, therefore, its influence in the emergence of entrepreneurship. In the
absence of raw materials, neither can any enterprise be established nor an entrepreneur
emerged. Of course, in some cases, technological innovations can compensate for

- raw material inadequacies. The Japanese case, for example, witnesses that lack of
~ raw material clearly does not prevent entrepreneurship form emerging but influenced

the direction in which entrepreneurship took place. In fact, the supply of raw materials
is not influenced by itself but becomes influential depending upon other opportunity
conditions. The more favourable these conditions are, the more likely is the raw
material to have its influence on entrepreneurial emergence.

Market

The fact remains that the potential of the market constitutes the major determinant of
probable rewards from entrepreneurial function, if the proof of pudding lies in eating,
the proof of all production lies in consumption, i.e., marketing and selling. The size
and composition of market both influence entrepreneurship in their own ways.
Practically, monopoly in a particular product in a market becomes more influential for
entrepreneurship than a competitive market. However, the disadvantage Of_a
competitive market can be cancelled, to some extent, by say, improvement 10
transportation system facilitating the movement of raw material and finished goods
and increasing the demand for producer goods. |

Market Economy agg
Entrepreneurship®

69
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anding i
‘eneurship - Landes, holds the opinion that improvement in transportation are more beneficial to

heavy industry than to light industry because of the effects on the movement of raw
materials. Wilken, claims that instances of sudden rather than gradual improvement
in market potential provide the clearest evidence of the influence of this factor. He
refers to Germany and Japan as the prime examples where l”lapﬁd Improvement in
market was followed by rapid entrepreneurial appearance. Thus, it appears that whether
or not the market is expanding and the rate at which it is expanding are the most

significant characteristics of the market for entrepreneurial emergence. '

4.6.4 Non-Economic Factors

The non-economic factors provide the requisite social climate in which the seed of
economic development can germinate to full bloom. Therefore, it would be unwise to
under-rate the importance of the sociological and psychological factors. Professor
Cairn cross emphasizing the non-economic factors, writes, “development is not
governed in any country by economic forces alone and the more backward the country,
the more this is true. The key to development lies in men’s minds, in the institutions in
which their thinking finds expression and in the play of opportunity on ideas and
institution.” As underdeveloped economy is not only required to raise the level of
investment in order to initiate growth, but is also required to gradually transform the
social, religious and political institutions which act as obstacles to economic progress.
Consequently, economic development cannot take place unless men are, educated,

- Hence the social factors like legitimacy of entrepreneurship, social mobility, marginality,
and security play a supporting role along with the psychological factors like need
for achievement and withdrawal of status respect.

4.6.5 Business Environment

Beside the economic and non-economic factors, thé general environment where the
entrepreneur operates has to be taken into consideration in a market economy. Various
factors in the environment are directly related in fostering entrepreneurship. These
include political, legal, economic, technological, cultural, and international forces.

Political Environment

Political environment is concerned with general stability of the country in which an
enterprise is expected to perform and the political philosophy of party in power towards
business. Political forces define the business climate by the constraints they impose
and by the activities they permit. They also affect the way business enterprises protect
their inventions and patents, etc. If political parties believe in well-bein g of the country
and society then there will be no problem in maintaining political stability. Political
stability ensures effective planning and implementation of economic programmes.
Political philosophy of party in power, general political conditions/atmosphere and quality
of leadership are the important factors which create conducive political environment
for entrepreneurship.

Legal Environment

In practice, Government regulates all important components of the economy,

Government generally try to control the entry, working, selection of resources and
‘their uses in business situation. On these lines, Government prepares legal environment

of _the business: quéver, it is duty of the Government to develop regulatory framework

in such a way which creates conducive environment necessary for business activities.

Conducive environment €ncourages entrepreneurial activities in satisfactory way.

Important legal environmental factors which play prominent role in developing .
- entrepreneurship are: determining area, regulation of eﬁtreprencurial functions,
regulating results of entrepreneurial activities and regulating relationship among various
-segments of economy.
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‘Economic Environment

Economic environtment is of multidimensional nature, It includes all those actions
which make the economic activities possible in the country. The important factors
conducive for enue!:)reneurship in economic environment are: availability of economic
resources, economic conditions, policies, trade and tariff po]icy', labour arrangement
incentives and subsidies. ’

Technological Environment

Technological forces constitute the technological environment. These forces include
the expertise, procedures, and systems used by enterprises to make profound changes
in the transformation process and in goods and services. Based on scientific research
and industrial breakthrough, technological forces define new industries and provide
enterprises with tools and opportunities to compete more effectively in a market
economy. Technological factors like better Utilization of Productive Resources,
increasing the competition, risk efficiency, improvement in productivity and
improvement in profitability help in enhancing the entrepreneurial growth.

Social Environment

Business is an integral part of the social organization having responsibility to wider
circle of individuals like entrepreneurs and workers and consumers etc., who
participates in the economic activities. Entrepreneurship in a society is determined by
various factors which constitute the social environment like, social structure, social
values and conventions, consumer’s opinion and labour motive.

Cultural Environment

It has been perceived that the entrepreneurship development is also based on cultural
settings. It is believed that various occupations are restricted to particular caste, religion
or sex. All these result in considerable immobility and inflexibility in the market
economy. In this context, the cultural structure and cultural aspirations of the cultural
environment play an important role in promoting entrepreneurship.

International Environment

International business environment deals with the forces which originate outside the
home country in which an enterprise is expected to work, since liberalization,
globalization have been identified as important developments affecting the working of
business enterprises. In the international arena entrepreneurs are being challenged
by an increasing number of global competition in the consumer sector. The factors
fostering entrepreneurship in the global front include, development of multinational
corporation; globalization, GATT/WTO, international capital market, etc.

4.6.6 Government Actions

The Government, by its actions or failure to act, also does influence both the economic
and non-economic factors for entrepreneurship. Any interested Government in
economic development can help, through its clearly expressed industrial policy, promote
entrepreneurship in one way or the other. By creating basic facilities, utilities and
services and by providing incentives and concessions, the Government can provide
the prospective entrepreneurs a facilitative socio-economic setting. Such conducive
* setting minimizes the risks which the entrepreneur has to encounter. Thus, the
supportive actions of the Government appear as most conducive to the entrepreneurial

growth.

So besides setting up any small or medium enterprise it also becomes 'importan? for
the entrepreneurs to identify the invisible types of economic activity in their society.

Market Emmiiﬁs
Entrepreneurshiy/

"9
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This will further help potential entrepreneurs to generate new ideas to start small

enterprises.

4.6.7 Identifying Invisible Types of Economic Activity in
Community

Identify neighbourhoods or groupings of neighbours in your areas where
mutual aid is a strong custom. .

— What kind of help do people usually exchange?
— How systematic or regular is it?

— Is it often seasonal?
Has a method of bartering arisen or do people do it casually?

Every home is a centre for work, but what are the major patterns of the
household division of labour in your area?

— dual wage earners sharing housework;

one male wage earner and homemaker;

female outside wage earner/homemaker with male labourer in family
enterprise;

— single parent families;

seasonal employment that takes the wage earner away;

— extended families;

home business enterprises (farm and others); or, seasonal employment?
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