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ABSTRACT 

In the present decade, significance of clusters and their role in promoting economic 

growth has been increasingly recognized as the emphasis on clusters and network development 

has increased both in developed and developing countries. Clusters are now widely considered as 

an effective platform to enlarge production base, trigger growth, alleviate poverty and redress 

regional economic imbalances. Thus a cluster of MSMEs, referred to as “Cluster”, is identified 

by the „product or service‟ that the Micro and Small Enterprises produce and the „place‟ where 

the enterprises are located. Foundation for MSMEs clusters assists institutions in undertaking 

cluster based local area development, effectively and inclusively in developing and transition 

economies. The government introduced cluster development programmes in order to popularize 

the use of modern technology among enterprises. 
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INTRODUCTION 

Worldwide, the micro and small enterprises (MSEs) play a leading role in propelling 

economic growth sustaining livelihood and in promoting equitable regional development. The 

MSEs constitute over 90% of total enterprises in most of the developing economies and are 

credited with generating the highest rates of employment growth and accounting for a major 

share of industrial production and exports. MSMEs sector at a healthy rate is crucial for the 

overall growth of the industry. Industries form the backbone for national development and are 

one of the important components for the growth of national economy and growth of the 

However, lack of proper infrastructural facilities can cause serious damages to an enterprise's 

value chain process, like production, consumption and distribution of the products, Besides, lack 
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of finance, inadequate marketing facilities, technological obsolescence, etc that are being already 

faced by MSMEs. 

 

THE MSME SECTOR IN INDIA 

In India Micro, Small and Medium Enterprises (MSMEs) have evolved considerably 

since independence. From being merely as the Small Scale Industries (SSI) sector in the 60s and 

70s, the MSMEs sector has progressed in scale and in the scope of business activities over the 

years. Today, MSMEs are present across sectors (manufacturing, trade and services) in India, 

thereby constituting a formidable component of the country‟s outstanding economic growth. 

MSMEs have made an impact on a range of issues, from industrial progress to entrepreneurship 

and from job creation to economic empowerment. Due to its low capital structure, coupled with 

high labour absorbing power, the sector has played a noteworthy role in achieving rural 

industrialization as well. The MSMEs sector remains a key driving force for India‟s complete 

transition from an agrarian economy to an industrialized one. Subsequently, MSMEs has been 

awarded a host of incentives by governments across India. A number of other organizations in 

the private and non-profit domain have also been aiding MSMEs to remain competitive in a 

more globalised economic order. This is set to continue in the coming decade as well, with 

MSMEs requiring access to credit, technological know-how and training centres for bridging the 

skill gap. 

 

The MSME sector is the second largest employment generator in India after agriculture. 

It generated employment for 73.2 million people in the financial year 2011; that is to increase by 

another 12.0 million over financial year 2012–2014. While MSMEs are a key source of 

employment for low-skilled and semi-skilled workers, the sector has been working hard towards 

upgrading the skill base and attracting more talent. In line with this, the government and various 

private players are heavily investing in training centres. A good example for this is up gradation 

of nearly 1,390 Industrial Training Institutes (ITIs) across India through Public Private 

Partnerships (PPPs). 
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NEED FOR A CLUSTER DEVELOPMENT 

In the present global environment, the MSMEs have to be competitive to survive and 

thrive. To ensure competitiveness of the MSMEs, it is essential that the availability of 

infrastructure is in tune with the global trends and it compensates for small scale through 

provision of common facilities. MSMEs located in clusters provide an effective mechanism and 

environment to address such competitiveness constraints wherein the benefits can reach to large 

number of MSMEs. Clusters are an effective medium to augment both physical infrastructure as 

well as knowledge infrastructure for infusion of technology, development of skilled workforce, 

etc. Taking cognizance of the importance of MSMEs clusters as also their need for development 

of infrastructure, various infrastructure development schemes have been introduced by the 

Government. The schemes are envisaged to be implemented on cluster and PPP approach. Such 

infrastructure development schemes have been introduced by Ministries of Micro Small and 

Medium Enterprises (MoMSMEs), Food Processing Industries (MoFPI), Environment and 

Forests, Textiles (MoT), Commerce and Industry (MoCI) and others to provide assistance for 

development of critical infrastructure projects. Most of the MSME clusters need knowledge 

infrastructure in one form or the other. Government is awake to the importance of knowledge 

infrastructure for MSMEs. There are two major centrally sponsored schemes – Micro and Small 

Enterprise Cluster Development Programme (MSE-CDP) of Ministry of MSME and Industrial 

Infrastructure Up gradation Scheme of DIPP. The MSE-CDP is assisting about 60 clusters with 

sanctioned cost of about Rs 160 crores. 

 

CLUSTER DEVELOPMENT IN INDIA 

 

The Indian economy is now the second fastest growing economy of the world. In such a 

visible growth environment, tremendous efforts are being made by MSMEs (Micro Small and 

Medium Enterprises) to make their presence felt and to convert their growth plans into reality. In 

essence, last few years have seen the exponential growth of MSMEs. In both industrialized and 

developing countries, there are increasing evidences that Micro, Small and Medium Enterprises 

(MSMEs) can boost their competitiveness through networking and that this process is easier and 
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more sustainable if the firms are situated and work very closely with one another in “clusters”. A 

cluster is a sectoral and geographical concentration of MSMEs, faced with common 

opportunities and threats. Cluster development focuses on reducing the isolation faced by 

MSMEs by strengthening the linkages among all key cluster stakeholders that is other MSMEs, 

large enterprises and support institutions to co-ordinate actions and pool resources for a common 

development goal. 

 

The Ministry of Micro, Small & Medium Enterprises laid special emphasis for 

development of clusters and launched a scheme for technology up-gradation and management 

called UPTECH in 1998. Although it was having a cluster based approach for development of 

MSEs, it was mainly technology-focused comprising of a diagnostic study, setting-up of a 

demonstration plant and organizing workshops, seminars, etc. for quicker diffusion of 

technology across the cluster of small enterprises. The scheme of the Ministry of Micro Small 

and Medium Enterprises was renamed as Small Industry Cluster Development Programme 

(SICDP) and made broad based by adopting a holistic pattern of development of the cluster 

encompassing marketing, exports, skill development, setting up of common facility centres, 

including technology up gradation of the enterprises, etc.  The cluster programme more broad-

based by facilitating substantial economies of scale in terms of deployment of available 

resources in the medium to long term. The Government of India‟s assistance under the scheme 

was enhanced up to Rs.8 crore per selected cluster to support soft as well as hard intervention, 

including setting up of a common facility centre. 

 

 

OBJECTIVES OF CLUSTER DEVELOPMENT 

 

 Strengthening linkages within the cluster – with other MSMEs, larger enterprises, support 

institutions local government, banks, business schools, etc. At times such linkages are 

also created with important organizations like private or public outside the cluster; 

 Assist cluster stakeholders to develop a consensus-based vision for the cluster as a whole. 



43 

www.ssijmar.in 

 Help stakeholders to coordinate their actions and pool their resources to move towards a      

shared vision for the cluster as a whole; and 

 Creation of an autonomous governance framework, in a step-by-step process that will 

sustain dynamism and change in the cluster after the withdrawal of the implementing 

agency. 

 

APPROACH TO CLUSTER DEVELOPMENT 

Cluster based approach to lending is intended to provide a full-service approach to cater 

to the diverse needs of the MSE sector which may be achieved through extending banking 

services to recognized MSE clusters. A cluster based approach may be more beneficial (a) in 

dealing with well-defined and recognized groups (b) availability of appropriate information for 

risk assessment (c) monitoring by the lending institutions and (d) reduction in costs. Therefore, 

the banks have been advised to treat it as a thrust area and increasingly adopt the same for SME 

financing. United Nations Industrial Development Organization (UNIDO) has identified 388 

clusters spread over 21 states in various parts of the country. The Ministry of Micro, Small and 

Medium Enterprises has also approved a list of clusters under the Scheme of Fund for 

Regeneration of Traditional Industries (SFURTI) and Micro and Small Enterprises Cluster 

Development Programme (MSE-CDP) located in 121 Minority Concentration Districts. 

Accordingly, banks have been advised to take appropriate measures to improve the credit flow to 

the identified clusters. Banks have also been advised that they should open more MSEs focused 

branch offices at different MSEs Clusters which can also act as counseling centres for MSEs. 

Each lead bank of the district may adopt at least one cluster. 

The cluster development approach sees the key problem faced by MSMEs as one of 

relative isolation rather than size. Isolated enterprises are unable to achieve economies of scale, 

lack negotiating power, find it difficult to specialize and have limited access to credit, strategic 

information, technology and markets. Enterprises, especially small and micro ones, can 

significantly increase their comparative advantage by co-operating with one another and building 

linkages with private or public service providers. They can thus build their competitive strength 
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through cost reduction, value chain up-gradation, and utilization of collective economies of 

scale. In other words, the cluster approach views a cluster not merely as a concentration of micro 

and small firms, but as an inter-dependent network among the firms as well as between firms and 

raw material suppliers, equipment suppliers, subcontractors, support institutions, customers and 

service providers. Using multi-criterion approach clusters are categorized based on either spatial 

characteristics, interfirm linkages or both. Clusters are normally concentrated in regions and 

sometimes in a single town. 

Marshallian: Clusters comprising primarily of locally owned, small and medium-sized firms 

concentrated in craft-based, high-technology, or producer services industries. Substantial 

trade is transacted between firms. Specialized services, labour markets and institutions 

develop to serve firms in the cluster.  

Hub and Spoke: These are clusters dominated by one or several large firms surrounded by 

smaller suppliers and related activities. Co-operation exists between small and large firms but 

noticeably absent is much cooperation among competitor firms to spread risks, stabilize 

markets and share innovations. 

Satellite platforms: This cluster dominated by branch facilities of externally-based multi-plant 

firms. These branch plants are large and relatively independent. Minimal trade or networking 

takes place among the clusters‟ branch plants and the incidence of spin-off activities is 

relatively small.  

State-anchored industry clusters are regions where the local business structure is dominated by 

a public or non-profit entity (e.g. military base, university, government offices). Supplier and 

service sectors develop around these public facilities, but these local firms are relatively 

unimportant to the development of these clusters.  

 

STRATEGIES HELPED IN EXPLORING UNMAPPED POTENTIAL CLUSTERS 
 

India have been recorded numerous success stories about the potentiality of MSMEs. 

Many industrial zones across sectors adopted the participatory approach by coming together to 

reap the enormous benefits of clustering. The event of cluster formation may be classified as 
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natural and artificial. The natural cluster is driven by huge demand conditions or a private sector 

unit, while the artificial cluster is supported by favourable infrastructure ecosystem and policies 

or a large buying undertaken by a public sector initiative. For example, Panipat produces 75 

percent of the total blankets produced in the country, Tirupur contributes 80 percent to total 

cotton hosiery export, and Agra exports shoes worth USD 60 million, annually. Similarly, 

Ludhiana has become the hub for the production of woolen knitwear, sewing machines and 

bicycles and bicycle parts in India. The gems and jewellery sector of Gujarat has a majority share 

in exports. Further, the petrochemical-based cluster at Vadodara is another success story of the 

MSME-cluster concept. Interestingly, the auto-component industry in Gurgaon is also a cluster. 

The establishment of Maruti Udyog Limited‟s public sector car manufacturing unit laid the 

foundation for the cluster formation. Setting up of Maruti Udyog Ltd‟s public sector car 

manufacturing unit laid the foundation for the cluster formation. Moreover, petrochemical-based 

cluster at Vadodara was driven by the establishment of Indian Petrochemical Industries Ltd. 

(another public sector initiative). Additionally, majority of the gems and jewellery exports come 

from Surat (Gujarat) and Mumbai (Maharashtra). Likewise, Chennai, Agra and Kolkata are hubs 

for leather and leather-based products. 

THE GOVERNMENT HAS BEEN PROACTIVE IN AIDING CLUSTER 

DEVELOPMENT STRATEGIES 

 

The several advantages of operating in a cluster have prompted to regional and local 

organisations to take up cluster-based projects and promote smaller firms. The various central 

government initiatives involve provision of technical aid, grant for technology advancement and 

marketing assistance to provide a competitive edge to MSME units in the global ecosystem. 

State governments like Andhra Pradesh, Gujarat, Kerala, Madhya Pradesh and Tamil Nadu have 

also undertaken cluster development strategies. The early advancements in the field are 

formation of National Small Industrial Corporation Ltd., Small Industries Development Bank of 

India, Khadi and Village Industries Commission, The Baba Saheb Ambedkar Hastshilp Vikas 

Yojana Scheme, United Nations Industrial Development Organization Cluster Development 

Programme, State Bank of India‟s UPTECH Programme, and Rajasthan Chamber of Commerce 



46 

www.ssijmar.in 

and Industry, among others. The Government of India has launched various programmes related 

to soft and hard intervention provided due to MSE-Cluster Development Programme, Lean 

Manufacturing Programme, ISO Certification Programme and other information and 

communication tools which would also help industrial clusters in India to improve their 

productivity. To avail benefits of funding schemes, the government is actively disseminating 

information amongst rural entrepreneurs. Moreover, schemes and programmes supporting 

infrastructure, skill set, and entrepreneurship and technology development, coupled with cluster-

building activities, would help in optimizing the returns and maximizing the country‟s growth in 

the long term. 

 

OPPORTUNITIES FOR MSMES  
 

I. MSMEs IN DEFENCE AND ORDNANCE SECTOR  

 

Indian defence sector has been estimated currently comprises over 6,000 SMEs, which 

supply around 20-25% of components and sub-assemblies to the Defence Public Sector 

Undertakings (DPSUs), ordnance factories, Defence Research and Development Organization 

(DRDO) and the armed forces. Private ownership was allowed in defence manufacturing in the 

year 2001. Defence-procurement policies announced in 2005 offset the clause, which mandates a 

30 percent offset obligation for procurement proposals where indicative cost is INR 3 billion or 

more. The increase in spend on defence procurements as well as the requirement for offsets will 

open up significant business opportunities for Indian SMEs, by integrating themselves into the 

supply chains of national and international defence majors. 

 

II. MSMEs IN INDIAN RAILWAYS  

Indian Railways has been procuring materials to the tune of INR 40 billion from the 

MSME sector. The potential areas for MSME involvement includes:  

• Quality metal fabrication of mild steel and mild stainless steel-base forging  

• Polymers, plastics products, rubber gaskets  
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• Specialty paints floor-cleaning chemicals and deodorants  

• Construction industries, products and services  

• Agro and food processing  

Apart from components procurement for locomotive manufacture, there are several other 

areas where SMEs/MSMEs can participate significantly. Indian Railways plans to develop 50 

world-class stations through public-private partnerships. These projects would provide ample 

opportunities for SME players. In addition, plans are afoot to develop 375 stations as Adarsh 

Stations with basic facilities. The Dedicated Freight Corridor Project on the western and eastern 

routes, extension of the Eastern Freight Corridor, development of the Delhi-Mumbai Industrial 

Corridor and a proposed Eastern Industrial Corridor are some of the large-scale projects that 

would provide immense opportunities to the SME sector. 

III. MSMEs IN THE AIR FORCE SECTOR 
 

In the aerospace sector the growth of MSMEs is expected due to a large defence-

acquisition budget and proactive policy measures of the government. According to the Society of 

Indian Aerospace Technologies and Industries (SIATI), there are roughly 500 MSMEs in the 

aerospace sector in India, involved in supplying components to DPSUs, ordnance factories, 

DRDO and the armed forces. The Indian government has announced the following challenges 

faced by MSMEs:  

 Creating a National Aeronautics Commission and formulating a national aeronautics 

policy  

 Strengthening certifying organizations  

 Facilitating certification of MSMEs  

 Promoting PPP model with participation of MSMEs  

Creating aerospace clusters and earmarking aerospace special economic zones (SEZs) to 

include common infrastructure facilities for MSMEs 
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CONCLUSION 

The MSMEs sector in India has proved to be globally competitive. Export of products 

such as leather goods, processed foods and readymade garments has been especially noteworthy, 

in terms of share in the sector‟s total export. For the inclusive growth and sustainable 

development, the inefficient MSME clusters should increase their sales and exports as decrease 

in the number of enterprises and employment is practically not possible. Moreover, the 

government‟s initiatives to propel the industry have enabled MSMEs to improve their infrastructure and 

increase technological efficiencies. The capabilities of the sector in the global market place are well 

reflected by its share in national export. Further, the government has undertaken several new 

policies for the MSMEs sector, as a matter of concern where as the sector is likely to scale newer 

heights. 
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