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POUCHS AND PROGRAMMES FOR THE DEVELOPMENT OF SMALL-SCALE INDUSTRY 

I,    THE ROLE OF SMALL-SCALE INDUSTRY IN THE INDUSTRIALIZATION 

OF DEVELOPING COUNTRIES SS 

1.      In any economy, advanced or developing,   small-scale industries play an im- 

portant role.    They account lor a very large proportion of the number of manu- 

facturing enterprises and for a sizable proportion of industrial employment and 

of the gross domestic industrial product.     In any economy,   they pose distinct 

problems of development because special measures ci  promotion and assistance are 

needed to offset or remedy the structural weaknesses and handicaps due  to sraull- 

ness of size and of scale of operation.    These weaknesses and handicaps (short- 

age of financial resources and difficulty in obtaining credit,   insufficient 

technological and managerial knowledge,  inadequate skill of labour, antiquated 

and sometimes primitive equipment,  unsatisfactory premises and working conditions, 

use of poor raw materials,  lack of information on markets,  and  so on) are par- 

ticularly serious  in small enterprises  in the developing  countries where in- 

dustries in general,  irrespective  of their size,  are confronted with difficulties 

arising from limited resources in capital and skilled labour,  narrow markets and 

other obstacles.     At the same time, small-scale industries have special advantages, 

again particularly marked in developing countries, which give them a distinct 

role in industrial development and justify special policy measures in their 

support, 

2,      While it is unquestionable that small industrial enterprises are often ill- 

equipped, poorly managed and suffer fro* low productivity and unsatisfactory pro- 

duct quality,  it is also evident that inefficiency is not a necessary corollary 

of smallness.     There are, throughout the world, innumerable examples of indus- 

tries which are modern in every respect,  but which are small.     These industries 

use up-to-date  equipment,  apply scientific methods of processing and management 

and produce goods, whether complex or simple,  of high quality.     The achievement 

of modern standards is the objective of any programme of promotion of small- 

scale industry,  either through the establishment of efficient new enterprises or 

the modernization of existing ones. 
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%      It is because modern small-scale industries can contribute to strengthening 

and diversifying th„ industrial structure and accelerating industrialization 
that, ln „early aJ1 (lt,elupln, c,„mtrie8j Governments provide for the.r promouon 

in thcr development policies and programes.     There is general agreement that 

many articles can be produced economically on a small scale a,.d  that some arti- 

cles can be produced   .ore economically on a small scale than on a large one.    In 

such cases, smallness is nor. a handicap,  and may even afford competitive advan- 

tages.    KCficient am; 11-scale industries may not only co-exist with large under- 

takes or compete successfully with  the« but also,  in some cases, be linked 

vath them in complementary relationship, in which, as subcontractors,   they pro- 

duce for them various parts and components or carry „ut certain processing or 
finishing operations. 

'..      In many other instances, smallness is only a stage in growth:    industries 

may start on a small scale and grow in terms of employment, size of Plant and 

equipment and volume and range of output. 

5.      Many s„U industries lend themselves to the use of labour-intensive Methode 

of Production,  that is, of techniques characterized by a low capital-labour 

ratio, an important consideration in countries with scarce capital and abundant 

labour.     *« of these  technics may   be  used,   in most  establishments,   side by 

id. wuh hi.hiy mechanized processes,   the over-all efficiency of the undertaking 

remai.ang satisfactory.    „ven when advanced technology is Predominantly used in 

a »all ctcrprise,  and its capital-labour ratio is high, the absolute amount of 

capital rehired is modest and can he „ised out of private domestic resources, 

without recourse to  foreign investment or to Government equi,y participation. 

Thus,   the  promotion of  small-scale industries offers an effective way of 
mobilizing private savings and  initiative. 

6        Production on a  small scale is „ften the only means of meeting demand „hen 
the slze of Ull,   ,lrket for w G1V .   item ig iim.tedi    This is partic 

in the case of relativeiy isolated local markets such as those of small towns 

an    rural areas,     Thus,  small industries may play a useful role in programmes of 

ndustnal decentralization.    They may contribute to the export of manufactures, 

the promotion of which is a foremost need of industrializing countries rearing 
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increasing amounts of foreign exchange to finance their imports of capital and 

other goods. 

7, Both in relatively developed and undeveloped areas,  small-scale industries 

permit the tapping of resources which otherwise would remain unused, including 

entrepreneurship,  capital,  labour and raw materials.    With proper orientation 

and support,  they may attract people who,  because of lack of knowledge of tech- 

nology and management and ignorance of prospects  offered  by industry, would 

either remain in their present  occupations or engage in competing and presumably 

less risky activities such as  commerce and  building.     They may mobilize  family 

and other  savings which might  remain idle,  be spent on luxuries or be directed 

towards non-productive activities.     They may utilize materials available in 

small concentrations,  low-grade materials or by-products. 

8. Small industries are a training ground for management and labour.     Skilled 

technicians,   foremen and workers are induced,  and are often able,  to set up their 

own industrial enterprises.    More generally,  'ind more  importantly,  they offer 

the most  promising means of promoting entrepreneurship,  that  is,  of inducing the 

participation  of people  from different walks  of life,  with limited  financial  re- 

sources and scant technical and management experience,   in the industrialization 

of their country.     As stressed below,  this can only be achieved if guidance, 

assistance,  training and  support are given to these people at all   stages of the 

planning,  establishment and operation of their enterprises.     This  iole of small- 

scale industry is  of decisive importance in those countries - principally the 

newly-independent ones - where   the   industrial structure consists  essentially of 

a few large-scale  and medium-sizjd industries,  usually foreign,   ¡ovurnment-owned 

or  jointly-owned,  on the  one hand,  and of large numbers of traditional  indus- 

trial undertakings - artisans,   handicrafts and cottage industries - on  the other. 

The lack of a middle group of modern  small-scale  industries  is not only a factor 

of imbalance  in the  industrial  structure,   but one of  stagnation  for the  economy 

as a whole.     For obvious  reasons,  neither the uovernnent nor foreign investors 

are interested in owning  and operating small establishments.     To promote small- 

scale industry is essentially to promote domestic private enterprise.     Thus, 

especially in the countries where few small industries exist, the promotion of 
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this sector is not only a means of strengthening and diversifying the econoav - ralsi„e liTlne standardE) but also> lhrouBh the *J • 
Renoua industrialists,  of achieving f„ajor Midnl and poiiticai ¿£~« 

o^upl''LT'"1": p;sulon Khich a"aii-scaie an<; i=ree-=caie ^<** ^ouid occupy ln   Lne  „,dustrlal  3tructure and  therefore  the 

be .  W* to either ,ector. are Mtters  ibr (he •   " to 

:: T„r..;1:1"- -The score ror the devei• - —° - ~ Wes and  sizes varies according  to the nati-»-!        i  u ë  oc  zne natural and human resources of th#» 

projects at home  and  abroad     -mH  nth. • ! 
,„ '  '-nd °ther »n^der;,lions,  both economic and social 
In «very country,   the  basic policy should be  to develop s-n-11  inH     •   • 
si do ,rith   i -, ueveiop aridll industries  side by -, th lndustrlal FroJectS) within tta f_^ y 

LÌ    IIfüPme7lan °< ~< - «* — of. or in preference to 
large-scale or medium-sized industry. ' 

II. DEVELOPMENT POLICIES 

a1! ZT :?helr weak"esses and hMdicaps'5raai1—ie ^w « - able to formulate and carry out self-help pro.ramne.      T>.   • 
therefore be the respon-i bill f     r.„    ,     Pr°grdmies-     ^hexr promotion should 
tends esenti. ,     ';SP°"Jlhlllt' 0l  the fe•t.    The Government's action 

o 1   h'       .aäS1St aMl1  ÍRdUSt"leS  t0 ~ ^ disadvantages,  or 

c        :" 7 M  W'e.ad—' «* «"»-. »d to achieve higher 1 veis 

pot n I  "d        reM1U"lte °'  UUCh aCUOr- iS tnat i"dUStri" W-h h-e 
pot nttal ior development and which are in need of assignee be clearly identi 

nod _ distanced from others.    „erein lies the importance of a    efin. Io " 

Of small-scale  industry  based  on precise  and  tangible criteria. 

ücn TTT a TtÍVe n0tÍOn and n° g"ne"Blly ^•« •—^ ^ni- 
lón c      even be sought.    The definitions of !in.,u-scale industry vary con- 

ila ""h0"1' T" TOUntry tU C0Untry'  bUt ""•  —s, .thTn    he s» z:;0 : ;i;:i ::;u:eiy justmed ——-— - -. 
fnrmitv     H u"j.ctiv.s and conditions.    Where a measure of uni- 
fo^uty and agreement may be introduced is in the very concept of s„,all-Icl 
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industry, that is, the choice of components of the definition, and the differen- 

tiation of industry from other  productive activities characterized by u  small 

scale of operation. 

12. As regards  the components,  employment  .• nd  investment  in fixed capital are 

the most commonly used,   either individually or in combinati on.    The employment 

criterion has some obvious  advantages  s.nce data are widely available and a de- 

finition in terms of a ceiling on the  number of workers per enterprise in  simple 

and without ambiguity,    but a definition based solely on the employment  criterion 

may not reveal  the real size and scale of operation of an establishment,     borne 

industries  require high capital   investment  but only a  birif.il number of workers, 

and it may not be correct  to classify such  industries as small-scale merely on 

the basis of employment.     The opposite also applies  to some extent, 

13. The capital investment criterion is more complex.    In sone countries,  capital 

includes fixed assets and working capital.     In most  countries,   it is  limited to 

investment in fixed capital.    The main reason  for excluding working capital is 

that a proper assessment of the  size  and scale  of o; oration of a  firm will  not be 

possible if factors  such  as  the  cost  of raw materials, direct labour,  manufactur- 

ing and administrative overheads are taken into  account.     There are several in- 

dustries which require only small fixed capitili   investment,   but very high work- 

ing capital;  if working capital is included along with fixed capital,   they ¡nay 

fall outside the definition of   jmall  industry even though  they may be  typical 

small industries.    Again,   the costs  of  the elements  constituting working capital 

may vary considerably from firm to  fimi, depending upon the structure and  effi- 

ciency of management,   turn-over arrangements  • nd other factors which may be un- 

related to the size of the   industries.     Fixed capital provides a more  satisfactory 

criterion for determining  the   iize of the establishment.     For the purposes of the 

definition,  it  ¿.hould  include the cost of  buildings  and machinery but  not that 

of land which aiay vary -widely from one location to the other. 

14.     In some countries,  definitions are based only on fixed capital,   the employ- 

ment  criterion being excluded on the grounds that    ne of  the roles of  small-scale 

industry is to  promote employment and that a ceiling on this factor might inhibit 

entrepreneurs from hiring additional labour in order not to lose the  benefits of 

A.. 
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Government assistance programmes. However, this may be avoided if the ceiling on 

employment is set at a sufficiently high level. The ceiling on fixed capital 

should also be at a level which would not discourage small entrepreneurs to equip 

themselves with modern machinery „nd equipment. As a rule, whether the two 

entena are used in combination or separately, the ma,• actual values assign- 

ed to them „houli be high enough to encourage, on the one hand, the raising of 

employment :nd, on the other hand, the use of modern productive machinery. Some- 

times, both objectives may be simultaneously pursued in the same enterprise; in 

other cases, small units may use predominantly either labour-intensive or capital- 

intensive techniques. Whatever the technologies adopted, these enterprises would 

remain in need of g.idance and assistance and should be distinguished from 

larger ones which could forgo such help. 

15. The distinction between small industries and other productive activities 

characterized by a small scale of operation, such as handicrafts, artisan under- 

takings and cottage industries, is based mainly on the types of organization, 

equipment and techniques ,nd also the types of products involved. In all these 

tradition,! occupations, which are usuaily limited to a few branches such as 

carpentry, blacksmithy, pottery, weaving etc., there is little or no division 

of labour and a minim• of „achinery is used, hand-crafting being a predominant 

method uf processing; in the case of handicrafts, artistic skills and artistic 

and ornamental value of the products are distinguishing characteristics. The 

promotion of the traditional sector calls for programes and measures of assis- 

tance different fro,,, those devised for the development of modern small-scale 

industry.  For that reason, the definition of the latter should distinguish it 

irom the traditional sector.  Besides the mnh't.t.vo r + uebiaeo t,ne qualitative features mentioned above, 

numerical maximum limits on fixed capital and if need be, employment in tradi- 

tional undertakings will also be necessary; these will be appreciably lower 

than i or small-scale industry, khen separate definitions are adopted for the 

modern an, traditional sectors, that of the modern sector, especially if based 

on fixed capital, may include not only a ceiling but also a lower limit.  This 

lower li.it or a slightly higher figure (overlapping would be of no serious con- 

sequence) may be the celling of the definition of the latter. 
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16. In all developing countries, the future of the traditional industrial sector 

is, or should be, an important policy problem. In some countries, there is a 

confusion between the traditional and the modern sectors and development policies 

focus on upgrading handicrafts and arcisan enterprises rather than promoting 

modern manufacturing establishments. More often, modern industry is being 

developed but little attention is paid to the role and piace of the traditional 

sector in a modernizing economy. Sometimes, it is believed that the whole tra- 

ditional sector can be transformed into modern manufacturing. 

17. There are, no d,.ubt, many traditional crafts which have become obsolete and 

wasteful through the emergence of modern technology, changes in social structure 

and rising income levels. Factories are steadily replacing artisan workshops in 

the supply of such products as textiles, shoes, furniture, agricultural tools. 

It is a paradox of industrialization in developing countries that the only group 

of people with background and experience in industrial activities becomes its 

first victim. There are also certain fields where the artisan workshop can co- 

exist with the factory and even function in complementarity with it; there is, 

in particular, increasing scope in any economy for artistic handicraft productions, 

the demand for which seems to grow with the increase in affluence of the society, 

the expansion of tourism and other factors.  ouch skills and crafts should be 

identified and assisted so that they would develop further.  The difficult pro- 

blem is that of the obsolete and declining trades which, though inefficient, are 

a source of income for large segments of the population and, in certain countries, 

are the predominant element in the industrial structure. Jome traditional acti- 

vities, probably fewer than common] believed, lend themselves to transformation 

into small-scale industrial undertakings in the same line of business. Many 

others do not lend themselves to such a transformation, but should be steered to- 

wards small-scale manufacturing in different lines of business, service and con- 

struction industries and other promising activities.  In either case, programmes 

of conversion, retraining, technical assistance and special incentives are called 

for. 

18. Artisans are only one of the sources of entrepreneurship in small-scale in- 

dustry. Prospective entrepreneurs may be found among educated young men, mer- 

chants, foremen and skilled workers from large enterprises, Government officials, 



ID/CÛNF.1/6 
ENGLISH 
Page 10 

and so on.    These people' should be steered towards industrial occupations offer- 

ing good prospects of development and corresponding to the priority areas of the 

over-all  industrialization programmes,     i romotion of  small-scale industries - 

and  this  appi if.-s  '/iso  to artisan enterprises - should therefore be selective, 

taking into account  their viability,  competitive strength and growth potential. 

The .'overnmert's policies  should net be aimed at giving rise to,  or artifically 

maintaining weak, vulnerable  una inefficient industries,     'ine identification of 

the  types of Industrie    which are economic on a s;n,::ll scale,  which can sustain 

the  competition jf larger firms,   or which can be linked with these by complemen- 

tary relationships,  and which have prospects of expansion and diversifi:. „ion, 

has  a decisive bearing on the  coverage,   scope and orientation of premeiion pro- 

grammes.     Hence the importance of  surveys of prospects of development  of   ;mdll- 

scale industries in various  regions or localities of a developing country,   and 

of measures of assistance to small industrialists at the pre-investo:-"/, stage. 

These aspects will be  considered in fiore detail in the  next section. 

19.     Selectivity in location of small industries should be an equally important 

policy as selectivity in the  types of manufacturing activities.    As stressed 

earlier,   small-scale  industries may,  on account of their locational flexibility, 

play a substantial  role in decentralization programmes.     In most  developing 

countries,  however,   the lack or inadequacy of infra-structure in  vast regions 

limits the choice of location of industry.    Outside of a   few "islands" where 

basic conditions for industrial  development are fulfilled,  it may often be im- 

practicable to set up even small establishments.    These neud a minimum of infra- 

structure  facilities,  skilled labour,  raw materials,  and market outlets.    The 

prospects in this regard would be  revealed by the surveys referred to  earlier, 

which assume therefore a considerable importance in  the  formulation of any de- 

centralization or regional planning programme.     The special advantage of small- 

scale  industries is tnat most of them can be operated in locations where the 

supply of basic  facilities is limited arid where lnrger firms could not oe 

economically set up.     In a general way,   the development of smaii-scale industry 

should be  closely co-ordinated with programmes of construction of power plants 

or of power distribution,  road  ouiiding, water supply and provision of other 

infra-structure facilities. 
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20.    The industrial estate may be of value inter alia in facilitating the esta- 
!    blishment of industries in less developed or backward areas, since it provides 

an economic justification  for the development of basic facilities and services - 

power, water, transport,   factory buildings,  extension services, training etc. 

ïet even the location of an industrial estate presumes the existence of a minimum 

of basic resources and facilities and of favourable prospects of industrial de- 

velopment and should be decided on the basis of thorough surveys. 

21.    Since small-scale industries are in need of help in all aspects of their 

planning, establish and operation, the various measures of promotion and 

assistance - financial,  technical, managerial etc. - snould be part of an inte- 

grated development programme.     Individual measures may regain ineffective if un- 

supported by complementary action.    For instance, credit funds may remain unused, 

standard factories on industrial estates may remain unoccupied if no steps are 

taken to stimulate entrepreneurship.    Equipment may not be modernized if financing 

is not provided.    Vocational training will not  office to improve productivity if 

industrial extension services to managers are not available.    Guidance, advice 

and support are needed at every step in each operation, over a relatively long 

peried of time.    Such integrated and sustained assistance can be provided only by 

the Government through appropriate institutions, often with  the help of foreign 

experts.    The main purpose of these measures is to support small industrialists 

through the initial stages and to lead them towards effective, self-reliant 

management;  high-quality, low-cost production, and self-sustained growth. 

22      While the Government h;., to draw up general development policies and pro- 

grammes and to provide,  through public institutions, many and sometimes most 

of the measures of promotion and assistance,  there is usually scope for some co- 

operation on the part of semi-public and private agencies.    The Government should 

then facilitate and co-ordinate their action.    As a rule, private agencies will 

not come forward to provide free of charge,  or even at cost, such services as 

technical counselling,  technical  facilities and training of workers ammana      s. 

With the exception of services supplied by „facility workshops    wh>    ^ 

in the nature of operating costs and should be charged for), counseling service, 

and training are forms of education which, in most countries, are considered to 
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be a Government responsibility and are provided free. In view of the shortage 

of industrial extension personnel, Governments of developing countries might 

sometimes consider using the services of chambers of commerce and industry, in- 

dustrial associations and private consultant firms, and support, in full or in 

part, the costs of their operations. The Goverament need not undertake a pro- 

gramme of direct credit assistance to small entrepreneurs if commercial banks can 

be induced, through guarantee or insurance schemes, interest rate subsidization 

and similar supporting measures, to advance loans at liberal conditions to small 

industries, yuite often, the Government's role need only be that of »pump- 

priming-, its initiative being aimed at encouraging private agencies or groups of 

small entrepreneurs to take up promotional action m due course.  For instance, 

certain common service facilities on an industrial estate, and even the estate 

itself may eventually be turned over to private ownership and management. While 

the first industrial estates should nearly always be set up by the Government - 

private initiative being not forthcoming as a rule - one of their purposes is, 

through demonstration of what can be done through Government assistance, to in- 

duce local bodies, private groups and co-operatives to follow suit .nd to set up, 

with some public support, their own industrial estates. Again, the facilitation 

of self-help programmes by private groups, usually in the form of co-operative 

associations, is a major responsibility of the public authorities.  In all cases, 

it is the duty of the Government to ensure that small entrepreneurs get integra-' 

ted measures of support, whether these are provided by public institutions or 

private agencies or by voluntary efforts of the entrepreneurs themselves. 

23. The measures referred to so far tend to strengthen and support small-scale 

industries by inducing them to benefit from economies of agglomeration: this is 

the case when they are located on industrial estates v.lth standard factories, 

common service facilities nd industrial extension services, and when co-opera- 

tive and complementary arrangements among them enable them to undertake pro- 

grammes of self-help,  mother means of strengthening them is to encourage the 

establishment of subcontracting relationships with large firms.  The institu- 

tionalization of servicing through the e reation of permanent public agencies 

such as small industry service institutes, industrial extension centres, manage- 

ment development rentres, special departments of industrial development banks 

/... 



ID/CONF.1/6 
ENGLISH 
Page 13 

etc.," and recourse to the co-operation of semi-public and private agencies are 

other major forms of promotion and support of small industries.    There is another 

type of action, which is necessarily the responsibility of the Government - the 

adoption of legislation to  facilitate the growth of small establishments as {art 

of the over-all industrialization effort,   ,nd of certain preferential  schemes  and 

special measures of protection.     In most developing countries,  tax and  tariff 

concessions are used as an instrument of industrial development.     ..orcetimes,  in- 

dustries may benefit from these advantages only if their investment and/or em- 

ployment exceeds a given minimum which may   be  set at  ,  relatively high   level;  this 

encourages large-scale industry.     In other  cases,   incentives  are provided only to 

industries whose investment and employment  do   net  exceed a  relatively  low level; 

this is an incentive to artisans or very small industrial establishments.     In 

either case  small-scale   industry is disadvantaged,     fhus,  the  revi,ion of existing 

laws or the enactment of  special incentive  laws   for small-scale industry  is often 

called for.    Preferential schemes  include  procurement programmes cf small indus- 

try products by public  authorities,   priority procurement of scarce  raw materials, 

concessional  rates on freight and utilities  etc. 

24,     The role of the Goverrment in the promotion of small-scale industries as 

outlined in the preceding paragraphs has sometimes been criticized as  too pro- 

tective.    Gmall-scale  industries have been called a "spoon-fed"  croup which can- 

not survive without Government  support and the Government itself has beer, cri- 

ticized for interfering too much with private initiative.    Hut these criticisms 

are based on an incorrect understanding of  the  nature of the Government's role 

in this field.    As  stated earlier,  one of the principal objectives of small in- 

dustry development is  to promote the emergence  of a healthy group of private 

entrepreneurs.    The Government*s role is   limited to the extent  and time needed 

to help these entrepreneurs to stand on their  own.    Vinile Government measures 

of assistance may continue over a long period - and for this  reason should be 

institutionalized - it will not be the same  industrial units which will receive 

such assistance.     As  far as  individual  industries are concerned,  assistance is 

given only until and for such time  as it is  needed.    Experience  shows  that most 

small industries outgrow the  stage of needing Government assistance very quickly. 

But new entrepreneurs will need such assistance and thus the Government.s role 

A- 
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of providing assistance continues. The promotional rol. „, • ,, n 

.ututio, co. ^ t0 proïide the _ ^ fLm;:-::: -^ 

^r;tr "; r rileges or advantages *- —- - 
not perpetuate ^ ^ *° ~" - »" -*~ - 

III.    OUTLINE OF AN IN^CRAIED DEVELOPMENT PROGRAME 

or »M. ju, ; r "jt sTTto' sfflaii-scaie ind—• »- -*~ 
«- -*r Problems :f : ctre: t:rt ?a "^perspective- •* 
Ine measures llsted belcw t e e     / ^ "   ^ ^ °' ^^ ln ^^ 

- be do„e to Promote 3^n ; ; Tra broad rieid-Not-oniy is— - wger 0TOS _ their ner;: cr;i g;eir rfor them than for 
»tion and assi3tance are required by ai LJL ^P:i;v:0T

res °f pro- 
planning, surveys ,nd feasibility studi»,    e- • lrre"pe<:Uve of s"° = 

infra-structure   trainine or "*'  PTOVl=ÌOn °f 3ites «* «•ure, training of manpower,  technological resoarrh 
port promotion, fiscal inH „th research, marketing and ex- 

•^w,  iibcai. ana other inceritiVP»>  hi,+   *u 
industries in thesp area«, ah.,1« K Programmes required by small 

area, shoula be specially adapted to their need-      Oth« 
measures are necessary nniv f~    *u neeüo.    uthor ueiessary only for the promotion of -man -.     • 
the case of industrial e,t„t -»all-scale industry.     This is 

j-rraustrial estates,  comaon service far-Pit i öc 
Durcha^« onH „^ e Iaci-ities,  co-operatives,  hire- 
purchase and other supervised credit schemes, Government   <to. 
granmes etc.    In onerai    t.,h  •    , government ^tore procurement pro- 

»ail industries.        c    ;       ri     "V"""1"1 •"°« * "— ~» * 
Of small-scale i du It '  PrcSPeCtS ^  *•**» °f de^• 

auree should    e     ov Zd      ¿T" """^ "" ^ —«- ^ « *~ — 

—es - a deplrtlent :f ^^~ 7« 77"" " ~ " "^ 

-.ion centres, „dustri, ^J'J^C^^T^ ^^ 

27.    To carry out comprehensive programmes of thi« t 

OX expert personnel and finance    re neX      T ,' ^^ ^^ 
re needed.    The scarcity of specialists in small 

A.. 
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industry development - industrial economists, engineers in various fields of 

specialization, management development experts, industrial estate planners, market 

researchers, and so on - i^  a major obstacle and recourse to foreign experts is 

frequently required,   the  training of national   counterparts  being or.e  of their main 

duties.-^    Certain projects involve  large investment?.    This is  the case uf indus- 

trial estates,   the establishment of which calls  for  kind,  in fra-3 true ture develop- 

ment,   factory construction,   equipment of cow ¡on facilities "•rut provision of other 

services and amenities.     It is also the  cace uf industrial extension centres, 

training institutes etc. which require workshops and  laboratories, with their 

equipment,  class-rooms,  libraries, and so   >n.     Tnough ¿or« cS this  investment may 

be recovered - for instance,  installations on industria]  catates may be turned 

over to the occupants - the over-all costs oV an integrated ornali  industry develop- 

ment programme may be high,     fhere is abundant evidence that many developing coun- 

tries consider that the achievement of the economic,  social and political  objec- 

tives of such a programme  fully justifies the allocation of scarce resources for 

building up a  ; eminent development machinery. 

28.     An integrated programme of development cf small-scale industry will include 

measures under  the following three main hearings:     A.    Prenoti on and assistance; 

B.     Industrial estates;    C.     Financing,  training and special incentives.    The part 

of the programme under the  first two headings  bhould be formulated under the re- 

sponsibility of a special Government agency or a aep^rtmert of a ministry, and im- 

plemented either by this agency or ty  specialized  institutions.     For the sake of 

convenience,  reference will generally t--s made,  in the following paragraphs, to a 

single promotion and  assistance arer.cy.    The  agency would also  contribute to the 

formulation of nie programmes under the  third heading, and would play a role in 

their implementation and ce-ordìnation;  however,  the responsibility 1er carrying 

out this part of the- programme would usually be borne by other institutions or 

government iepfrtrento. 

y    Tecnni cal assistance i« beyond the scope of the present report.    For a detailed 
description of che types of assistance which may be provided by the Un&jd 
Nations, see Technical  Cc-operation for the Development of Small-scale Indus- 
tries (Unit3d Nations publication, Sales No.:    67.11.B,3). 

A.. 
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A»    Promotion and assistance 

Stimulation of entrepreneursh-ip 

29.    In order to Culate entrepreneurship and orient Prospective entrepreneur, 

towards istruì activities offering good prospects and consonant with the ob- 

J.-U„B, priorité» and recrements of the overall deveiopment  plan,  technical 

«- _,    tudies of the types of industries  whlch can be 3et up ln varlous 

locale es of the counts should he carrted out.     These su„ey3 ^ 

ri1*;' "" "^^ <><• -«tenais, power, water, transportai 
and o her uUlnies, capital, labour, „,rtets and so on, the prospects open to 

tap«., predue^ goods wMch, to the extent possible, would use local materials 

bro d, would not only describe the projects of small industry development J 

*ould also give indications on the possibilities of industrial decentralization. 

30      Once the feasible and durable types of small industries have  been deter- 

ged,  "„ode, =ehmeE,. or "industry fact sheet,"  should be prepared  for each of 

these industries or, at any rate,  for those of the highest priority.    The »„del 
schemes" would desr-H h*»    -ir   -im-1        -,     , x 

n.     .       , lbt' lr' •'lmple "nd oie«- »«•s, the requirements in capital, 
pxant and equipment,  emnlovm^nt     „.,,, „  *     •   i 

' /        '  tm^0^nt, raw «tenais,  processes, marketing prospects, 
and estimate turnover and profitability. * v     r       , 

Stalli TUOn ^ aSrÍ3tíU>Ce *""* 5nOUld n0t ^ it3elf to **»« «- 
sultaUons to persons approach!,* U.    It should, as far as possible,  seek out 
prospective entrepreneurs with a vi• t,, 5t.„¡       ...      . 

' iU1      vlev tu steering them towards industrial occupa- tions    ndovldlng theffi ^ all lhe nece3saiy infoiTOUM and advic P* 

sive development campaigns, organized jointly by industrial extension and finan- 

za 117Z"17bK u"dertal<en: groups of teohnicians My ¿° <• ^ * Place vath „obile ^onstr.Uon va», convene meetings and discussion groups, and 

foliate projet, for wtuch technical, managerial and financia assis ano    ^ 
subsequently be provided. 

32,     Upon  request from prospective or «stAhl-Uh^ *>»*• 
,    . , established entrepreneurs, the agency would 

undertak, feasibiUty studies, including feting surveys, for new industria 

projects and wo.ld evaluate projects already prepared by the entrepreneurs. 
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33, It would assist prospective and existing entrepreneurs in formulating "bank- 

able" projects for financing by credit institutions, commercial or public. 

34. It would assist entrepreneurs in ali formalities -elating to ^Corporation, 

licensing, acquisition of site or building, import licenses and foreign exchange 

authorizations and other prerequisites for setting up, moderni:',imt or expanding 

an industrial enterprise, 

3$,    The agency would co-ordmate the activities of institutions for training, 

management and labour, industrial research centres and other bodies  such as 

chambers of commerce and  industry,  professional  •* -.<<r\i -tion:;,  co-operatives etc. 

which contribute to the stimulation of entrepreneurr.hip, the  spread  '•;' industrial 

skills and the dissemination of technical  information. 

Technical and man-arc rial assistance 

36. The agency  would provide  assistance  to small industrialists  in every aspect 

of planning,  constructing,  operating and  managing their enterprises. 

37. Economic  assistance covers principally counselling on industry feasibility 

and prospects,  selection of location,  fixed and working capital  requirements,  in- 

formation on availability  ano i rices of raw ¡laterials,  labour,  factory space,  pro- 

du.tion costs at different size units,  competitive position  in relation to other 

industries, luarketing  and export opportunities. 

38. Technical assistance covers advice and guidance on the choice of materials, 

machinery and tools and their most efficient utilization in production.    It in- 

cludes advice on plant lay-out,  installation,  operation, maintenance and repair 

of machinery,  techniques of production,  testing, quality control procedures, 

packaging,  storing,  selling and shipping goods,  and class-room and on-the-job 

training of workers and supervisors. 

39. Management development covers  advice, guidance and training  in all aspects 

of the conduct of a  business,   including the raising of resources,  organization, 

production planning and control,  inventory control,  cost accounting and marketing 

techniques.     It  includes advice or.  sources of credit,   loan  regulations,   taxes, 

bock-keeping,  advertising and publicity.     It may include promotion of sub^tra 

ing between large and small industries through the provision of information on 

,>+•_. 
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opportunities in this field and the facilitati« of negotiation of contracts.    The 

promotion of co-operative arrangements,  including co-operative associations be- 

tween small undertakings,  is a  relevant  activity. 

40. Product improvement is  concerned with design and quality.    Existing design 

may be improved or a new design substituted for an old one  so as to enhance per- 

formance,  quality and appearance,    ndvice on standardization is  also provided. 

41. Training is  necessarily involved in  the above activities,  whether it is pro- 

vided in  an  industrial  extension centre,   a  special  institution or on the  job.     As 

an industrial extension activity,   .he training provided  to managers,  supervisory 

personnel and workers ,f existing enterprises  is, as a  rule,  more in the nature 

of upgrading of existing  skills and more  specialized than that given in business 

administration curses,  technical education and vocational training, to studenta 

who have not entered yet  into industrial  employment. 

42.    Industrial research is an essential   supporting activity.     Technological 

adaptation or innovation in respect of processes, equipment and products is often 

of special benefit to small-scale industries,     üome processes  result in reductions 

in input of capital  <md „ateríais;   ,ome  typ.es of eouipment make it  possible to 

produce economically at relatively small capacity or lend  themselves to multiple 
use; some products may be based Qn local  materials or by_prcducts or may ^ 

special demand requirements on narrow markets.    An industrial extension service 

should evidently make use of the results of such research. 

Information and research 

43. The agency would disseminate econome, technical and legal information r.U- 

ting to the development oí' .mall-.,cale induces and would undertake «„arch in 
these areas, 

B.    Industrial estates 

44. The planning and construction of industrial estates should be one of the 

fundamental components of a progne for the development of small-scale industry^' 

27    aÜAvrFa/W)!"1 Vrogam" "or the Establishment of Industrial Estates» 
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The estate is one of the most effective instruments of promotion. The availabi- 

lity of standard factories for rent or hire-purchase is, for people with small 

financial means, a major inducement to engage in industrial operations. The 

existence of facilities providing; technical and managerial assistance is another 

important inducement to entrepreneur-ship, When an extension centre is part of an 

industrial estate, the small industrialists may receive sustained assistance in 

all aspects of their work. Common service facilities, such as a tool-room, main- 

tenance and repair shop, or a testing and quality control laboratory, which may 

vary in type with the composition cf industries on the estate, contribute to im- 

proving productivity and product quality and reducing costs. The ^/ouping of small 

industries on a common site makes it economical to set up other facilities, such 

as a training institution or an information centre, as part of the estate. Thus, 

the industrial estate is an effective tool for integrating the various measures 

of support to small-scale industries. 

C. Financing, training and special incentives 

45. To be fully effective, tue above measures should be supported by complemen- 

tary programmes. Because of relatively hi^h risks, high costs of lending, and 

small banking profits, SITO 11 industries have difficulties in obtaining credit, 

and special measures for financial assistance are required. The principal feature 

of financing of ^mall-scale industries is the linking of technical Lo financial 

assistance. The raising of productivity through industrial extension services re- 

duce risks and increases the credit-worthiness of small entrepreneurs. Assistance 

in preparing loan applications also facilitates credit, and "credit supervision", 

in the case of small-scale industries, is essentially a form of technical assis- 

tance aimed at ensuring a proper use of loans through technical and managerial 

guidance. 

46. supervised credit operations may be jointly managed by financial and indus- 

trial extension agencies. Certain forms of supervised credit, for instance, hire- 

purchase systems for provision of machinery, may be more effectively operated by 

a special agency. Because of the high cost of credit supervision, special finan- 

cial institutions often have to be created, through which foreign as well as do- 

mestic funds can be channelled. Where small industries have achieved a measure 
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of development, financing by commercial banks may be obtained through Government 

guarantee and insurance schemes. 

47. The importance of vocational training is evident and need not be elaborated. 

One of the advantages of establishing training centres in or near industrial 

estates is that courses may be devised specifically to meet the needs of the in- 

dustrialists; another advantage is that apprenticeship and in-plant training may 

be facili tated. 

4«. <thrr mea: ures in a maximum programme of development include special tax and 

customs benefits for small-scale industries, priority allocation of scarce raw 

materials, preferential purchase of small industry products by Government agencies, 

reductions in transportation and utility rates, and special export promotion 

measures. 
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AMEX I.   THE PUCE OF SfciALL-SCALE IrJDUüThY IN TH:-; INDUSTRIAL Ï\UU»îM<KK~/ 

It    General Analysis 

1»      An assessment  of the place of small-scale industry in the over-all 

industrial    framework in confronted by two main obstacles:     the  lack of 

uniformity of the  definitions of  small-scale industry  used   in publient.ions, 

industry censuses,   and other statistical  material  ir.  different  countries; 

and the  limitation  of the number of  countries for which  detailed  data are 

available. 

2.       A definition  of small-scale  industry should   identify  the modern small 

manufacturing sector,   excluding handicraft and  artisan undertakings and 

cottage  industry.     In many countries,   the definitions  are  based  on employ- 

ment  only,  with  ceilings  set at  different  levels.     It  happens  frequently 

that  enterprises with little  or no  machinery and   employing relatively  many 

workers are  classified  as small-scale  or "lediurn-siaed   industries,   though 

their activities may essentially  be  of an artisan or  cottage  industry   typ:» 

3«       Investment  in  fixed  capital,   combined  or not with numher uf omployous, 

would  be a better  criterion,   the  ceilings varying from caie  country to 

another,    i'his criterion,however,   is  seldom found in  the  statistical 

literature and,  for  this reason,   the  present  study uses a definition of 

small-scale industry based on employment  only,   the number per enterprise 

being 100 workers  or less. 

4*      For the  purposes of the study,   inclure try is grouped into three broad 

categories:    light  industry;    metal  products industry;    arid heavy industry» 

1/   This annex contains a summary of parts of a statistical analysis of tho 
role  of small-scale  industry in  industrial and industrializing countries, 
prepared by Mr.   G.  K.   Boon,   a consultant  to UNIDO,   xvhich will  be pub- 
lished by the  United Nations  in  I968. 

/... 



ID/CONF.I/* 
English 
knnex I 
Pag-e 2 

The  composition of each category is given in table 1  below. 

5.       Heavy industrian are  capital-intensivo  -»Kì,   ir  -rPr1     „_ ia'   in t-enei, 1,  use  equipment 
charactered   ry relatively larçe indivieibilities;     for this reason,   they 

benefit  fro, eccn,,:s of  scale.     The  other industrial  activities  are, 

fiowever,   not  necessarily   U.cour-inWi-ive       't   i ~  a    ^ .) i.^-n.,i\e.     .t   is a cnaractaristic  of  nar.y 
light ani :uHal-preducts  miarles   t'a^  cío-—-   t +, - t-'1, CI*°^-«-   trit\/een alternative  tech- 
niques exist;     l<\-r^   —, - .-o   -,>,-..-  r,r -^   + „  -, ,   . 

-   ^. :,-   m .. nere  to lese laccur-mtensive,   or from 
less  to Dure  capiVil-intor.^ive. 

Table   1. Jxacjficqtie l)    rt Indiziar;/ 

Light  jr.'iuo t.r.v -•-etal   pro-jacte 
industry 

ISIO 
No. 

In Lie try 
group Xo. 

-naustry 
¿rreup 

Heavy industry 

I3IC      Industry 
No. iRTQUP 

20-22    Food,   beverageG  and .    ^        ; ,-tal   ¡,-c >u^ 
tobacco 

23      Textile 

24 

25 

26 

28 

29 

Footgear, clothing 

Wood and cork 

Furniture 

Printing arm publishing 

Leather and leather pro- 
duct r» 

36 

37 

38 

27 Paper and 

paper produtts 

Machinery except 31 Chemicals and 
electrical chemical pro- 

ducts 

Electrical mach- 32 Petroleum and 
lnery coal products 

Transport equip- 34 Basic metal 
ment industries 

30  Rubber producto 

39  Miscellaneous manufactur- 
ing 

a/ International Statistical Industrial Classification 

A.. 
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6.      The place of  arcai1-ccalc   irdustry  in each of th^use  three  ,-oreap;" han 

teen aKS'u.sol  for a  samp]-:   of  fourteer.  oo.od rues;     //.ix deve-lc;.-_d  coun- 

tries:     Cann.na,  Fini"!.],  Jruo n,   the  .'-nherl ands,   the  Unite! "in-dom =Jrid 

the United otates;     and  ei.-i.t  dev-lcpir.1' scontri-r:     Àr.-enti toa,   3rasil, 

Chilo,   I  ór.a   ( i^i   '.r -,     ole;'in,       ;oieo,   . ' ici:-f,'-r   ani   oeru. 

7«       Ir   tot;;  tue  d,-'^lop3Ì   an'   the   Jovvieping  ;*•-•; r.trir s.   tv-.   oi.ghost 

number of estad lishoionto  is  io  tuc   Light   ins -str,/  group.     In   the  developed 

countries and in     rn:<'il  ar>i     exioo.   i:\:   ':V>T'.. "'^  si-u.   .0'  . i'tnbl i^nr.eots in 

terms   of   /.lue  aridod  p-r.r et1.urlisi.mont   10   t .,<-.•   oiM-ii-.-ot   in  the   liont  industry 

group.     In   ' ;ie  ..ih,r  J;v doping countries,   it,  is ±n  th.-  r^tal   .reducto 

industry group. 

8.       In si1   tnc  countries under censideratien, with the exception of 

Argentina and  feru,   toe  envilecí  number of establishments  is  in  the heavy 

industry --roup.     In Argentine?  and  Peru,   it  is   in  the  vietai  products category« 

9»      ïht,  Lr,;
rc..t  averr.oe  ri.,.-  of establishment,   expressed  in  value  aided 

per o.uterpr is; ,   i ••••   in   the heavy inuusrtry  nroup in all   countries  with  the 

exception cu" Brazil,   where the average  aided value  per establishment is 

significantly greater  in tue  raetal  products group than  in the  heavy industry 

group. 

10«    The average  .number uf  persons  employed  p^r establishment   is  the 

smallest  in   t»e  ligut   in-ustry rrc >\)  in   the  developed  countries and in 

Brazil,   Chile and  ..lexico.     In  the  other developing countries  of the sample, 

the metal  products  industry has  the lowest  average  employment  per estab- 

lishment. 

11.    The average  size  of establishment  expressed in number of  persons 

employed is,   in moa i  countries,   largest   in  the heavy industry group,  with 

the exception of ¿razil,  where  it  is  in   the metal  products group and    akis- 

tan where  it is in the  light  industry group. 

/ ••• 
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12.    Another indicator of the  relative  importance of industry is the value 

added per employee,   a ratio which measurer  the average labour productivity. 

The value added  per employee  is positively  correlated with  the  wage rate 

and the  capital-labour ratio. 

lì.    The value addei per employee is  the   lowest  in the light  industry in 

all  the developed  countries (with the  exception of Finland)  and  in Brazil 

and Mexico.    In  the  other countries the  lowest labour productivity is 

found  in  the metal   products industry. 

14.    The highest  labour productivity figures are found in all   countries 

except   the Republic  of China in  the heavy  industry group.    In China 

the highest figure   ir.  found  in  the light  industry ¿rroup.    Because  of the 

positive  correlation  between  the value  added per employee ratio and the 

capital-labour ratio,  what has  been said  o**  the  average labour productivity 

indirectly holds  for the  capital-labour ratio.    The highest   capital-labour 

ratio  is  found  m  the heavy  industry group  while  the  lowest   ratio  is  found 

either in the li-ht   industry group (mainly  in the developed  countries)   or 

in the  :..etal  products group  (ir.ainly in  the  developing countries). 

15. A  last  characteristic  is   the average   level  of wage per person employed. 

As might   be expecte!,   tne  lowest average wages are  paid in the  light  in- 

dustry   >ith the  minur ••x.-,!nioi: of Colombia where  the  wages   in  the metal 

produc :  industry  are  slightly   lower).     In  almost  all   countries  of  the 

sample,   tne highest  wages are paid in the  heavy  industry group,   with the 

exception of  she  united States,  where   the average wages in the metal pro- 

ducts category are   somewhat higher and in  Brazil where they are  signifi- 
cantly higher. 

16. Tho statistical  analysis  suggests  that  the following pattern observed 

in the  industrially mature countries is the  normal one  for these  coun- 

tries:     the highest  number of establishments  is found  in the  light  industry 

category  followed  by  the metal  products  industry category and the heavy 

A- 
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industry category. The average value added per establishment is the 

smallest in the light industry category, and co are the average number 

of personb employed per establishment, the value added per employee (and 

consequently che capital-labour ration and the average wage paid per 

person. ¿11 these ratios have t..eir highest level ir, the heavy  industry 

category;  intermediate values are found in the metal products group. 

17. The pattern is different in the developing oouritri.ee wnieh go through 

various phases before reaching the industrial structure typical of tr.e 

advanced countries.  In tue industrializing" countries, the position of 

light industry and metal products industry appears to be the reverse of 

that in tun industrial countries. An explanation of this ue via tier, is 

that the process of industrialization often st-.-rts with an emphasis on 

light industry and is followed fay the development of the metal products 

indust y.  for this reason, the lighf industry group may be relatively 

mature, while the metal products industry may still be at an infant stage. 

It is also for this reason that light industry rr.ay be expected to decline 

in importance in relation to metal products and to heavy industry. This 

conclusion is strengthened by the analysis of the distribution of value 

added in industry for the period I938-I96I given in table 2 on the following 

page. 

18. Table 2 shows that, in the industrializing countries, the share of 

heavy industry is comparable to the proportion in the industrial countries. 

This, however, is entirely due to the relatively low contribution of the 

metal products industry; yet this contribution is rising very rapidly. 

The share of light industry declines but remains quite high.  In 19ol» 

light industry contributed more than three times as much to total value 

added in manufacturing a.v.  the metal products industry. 

19. In the industrial countries, t.ee sr.are of the metal products industry 

is higher than that of heavy industry. The decline in the share of light 

industry is more rapid in these countries than in the developing ones. 

/••• 
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20. It may be expected that,   in all ecor.oa.ie3, the  ah*re of li^ht  in- 

dustry '"ill  decline in relation  to that  ci' tho metal   pro .acts industry. 

In the developing countries,   it  is  rrot?atle   that  the  contribution of 

small-scale   ir.îus'rips  tj th<=   lif *   m-i .; try sector   ni   liulin-  but that 

it will   increase  in  ti.e  -r.etal   pr<;.uc:*v *rr<->up - Ki-ali   et:t«>r¡ "ist-s  being 

very efficient  in many branches  of  tuo   latter group,   •.!*'• r as independent 

producers or as outcor.tractors   to   lar¿ro   ^r.tert'j'<ir.  s.     v,it  the whole,  there- 

fere, the  relatif position cf  cm *ll-scale  industry  'lay no*  t.. oesaarily 

decline  in  the future;     it rr..;,   remain unchang e i cr m.y even increase.    In 

absolute  terms,   the num#or cf  small-scale ir¡ui;tr:^ will  definitely 

increase au   industrialization  proceeds. 

21. Another approach to ascertain tne role of small-scale industry in 

manufacturing industry an a whole  is to determine its  percentage share in 

total employment  and  total  vnluo  a-.iled  in manufacturing.     This has  been 

done for  3^>  countries for which   lata are avallati o %     the resulta are pre- 

sented in table  3 on the iVlicving page. 

22. Extreme  values,   thr.t  i-,   employment ratios of more than 50 per cent 

for small-scale  industry,  are   found in the Central ^morican countries,   in 

Cyprus,  Greece,  Israel,  Nev; I.ealar.i,   the ^aoublie of Korea,  Surinam and 

Venezuela;     all cf  these aro  relatively   ;mall   industrializing countries. 

Employment   in small-scale  industry  of less  than X  per cent  of the  total  iß 

found in Ghana,  Hungary, Northern Ireland,  Romania and  Yugoslavia,  all  of 

which are also developing countries,  three of them with  centrally  planned 

economies.     In highly industrialized countries,  euch as Sweden,  the United 

Kingdom and the United States,   employment  in small-scale  industry is, res- 

pectively,   38,  16 and 27 per  cent  of the total.    Thus,   it appears  that  the 

relative role of small-scale  industry does not depend on the  level of econo- 

mic development. 

23. The  share of value added in  small-scale  industry  is,   in all  countries 

listed in the table,    ;ith tae exception of Japan and Pakistan,  lower than 

that of employment  in  small  industry,  which indicates a lower labour pro- 

ducitvity in small  industries as  compared with large enterprises,  a finding 

which  confirms earlier ones. / /... 
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II.    Selected Countr?; Data 

24. More detailed data on a number of characteristics of small-scale 

industry in selected  countries are Riverì in the  following paragraphs. 

These countries are India,   Japan, Pakistan,  the  United Kingdom and the 

United States. 

India 

25. The analysis of Indian data shows that the larger the number of 

atablishments  in a given  industry sector,   the  smaller the average firm 

ze and the  lower the average  labour productivity.     In 57 out of 62 

industries,   the  largest  number of establishments is  in the  smalL-scale 

size class  (less than 100 workers). 

26. The distribution of  industry among the light and heavy sectors is 

shown in the following table. 

Light Heavy 
Industry        Industry 
- Percent of total - 

194a 79.7 20-3 

1953 74.5 25.5 
I95Q 68.3 31*7 

I96I 64'3 35.7 

si 

Sources  Derived from The Growth of World Industry, 

1938-1961, Table 13. 

27. A special aspect of the subject has beer, studied for India - the 

requirements of professional workers. The analysis shows a positive 

correlation betv/een the above-mentioned ratios and number of professional 

and technical workers a o a percentage of total employment. Smaller 

firm size and lower labour productivity are positively correlated with 

lower professional and technical labour requirements. In the light or 

/ •• • 
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non-durable consumer goods industries, the highest percentage of pro- 

fessional and technical workers is in the small industry size class; 

in the metal products and heavy industry groups, the highest percen- 

tage of these workers is in the large industry size class. As with 

all generalizations, there are some exceptions. 

28. Data on the contribution of small-scale industry to manufacturing 

industry in India for a more recent date (l962) show that small in- 

dustry plays a substantial role in Indxan manufacturing. Small indus- 

tries, defined as establishments with fixed capital assets not exceeding 

He. 500,000 and employing up to 100 workers, account, for 9I per cent of 

the total number of establishments, 36 per cent of the total employment 

and 30 per cent of the total manufacturing gross output in manufacturing. 

Japan 

29. Bata on industry In Japan nave been analysed by a ranking procedure. 

A broad sample of 19 industry sectors was grouped in nine size classes 

in terns of number of employees per enterprise, the smallest sxze class 

including 1-9 employees, the largest 1,000-1,999 employees.  Because of 

incompleteness of data in larger size classes, establishments with an 

employment above ¿,00c persons rere discarded. The results of the 

Statistical analysis are summarized belo;;. 

30. The correlation between number of establishments and size class is 

almost perfect, in almost all of the 1, sectors, the smaller the number 

of employees, the largor the „umber of firms. The correlation between 
labour productivity .„i aiao or lr,JlJ3try is ais0 vepy ^^  ^ ^^ 

firms have almost invariably a lower labour productivity in terms of 

output per employee.  The capital-labour »tio (fixed capital aao,ts 

per employee) is very strongly correlated with firm size, the smaller 

the firm, the smaller the average investment per worker. 

/•*• 
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31. The correlation between size class and capital-output ratio is not 

strong, the coefficient of concordance being relatively low. it still 

appears that the larger the average firm size, the higher the capital- 

output ratio.  This relationship is weaker at both ends of the :;IM 

breakdown: m the large enterprises economies of scale reduce the 

ratio, vJìAln  ir the smallest size group, owing to under-utilization 

of equipment, the capital-output ratio is higher than in the next two 

larger sices. 

32. There is an almost perfect correlation Detween wage rate level and 

size class - the larger the firm the higher the average wage; the 

smaller the firm the lower the wage rate. The ratio of capital income 

over labour income yields a lower coefficient of concordance than the 

capital-labour ratio« 

Pakistan 

33. Pakistan data based on the 1958 census en manufacturing industry 

show that small-scale industry provideb employment to 22.2 per cent of 

the work-force in manufacturing industry arni contributes 24.8 per cent 

to the value added. 

34. In several industrial groups, labeur productivity is higher in 

small-scale industry than in manufacturing as a whole. This is the case 

in the printing, chemicals, machinery and miscellaneous industries.  In 

the case of non-metullic mineral produits, basic metal industry and 

metal products industry, labour productivity is only slightly below that 

of the average for all industries in these sectors.  The impression is 

gained that the average labour productivity is higher for small-3cale 

industry than for the manufacturing industry as a whole, which would be 

a rather striking fact.  In Pakistan, because of scarcity of mineral 

and other raw materials, industrialization may have advanced more 

f • • • 
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rapidly in light industries than in heavy industry. In more recent 

years, advances took place in heavy industry, as may be seen in the 

following table. 

Light     Heavy 
Industry  Industry 

(Perenniale) 

PAKISTAN 

1948 79.? 20.8 

!953 79.2 20.8 

!958 74.4 25.6 

1961 70.2 29.8 

Bouree:  Derived from United Nations, The Growth of World 
Industry, 1936-1961. table I3" 

Ulli ted Kingdom 

35. Sma.1 l-scale inuu^try is rather important in the United Kingdom where, 

in 19^8, it accounted for IS.8 per cmt of all employment in manufacturing 

and 13.6 per cent of the net .output. There is a strong positive relation- 

ship between average firm size, average lauour productivity, average 

capital-labour ratio and wage per employee (coefficient of concordance 

0.762). 

36. In sectors in which the average firm size is small (in terms of net 

output per establishment), labour productivity (net .output per employee) 

is in general lower than in sectors v/ith a higher average firm size. 

Also the capital-labour ratio (fixed capital per employee) and wages per 

employee are lower in sectors v/ith a small average firm size. 

37. Percentage data relating to the number of establishments, employment 

and total sales in small firms (employing up to 100 persons) and for 

A- 
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larger firms (employing over 100 persons) show that the sectors in which 

more than 80 per cent of the number of establishments are small firms 

are:  food, beverages and tobacco, engineering and electrical goods, 

metal goods, leather goods and furs, clothing and footwear, bricks, 

pottery and glass, timber, furniture, paper and publishing and other 

manufacturing industries. 

38. Tho highest figures for all three criteria are in the leather goods 

industry (number of establishments 93-4 per cent, employment 57-7 Per 

cent and sales 55-2 per cent) followed by timber, furniture, clothing and 

footwear. The lowest percentage in the vehicles industry (number of 

establishments 69-5 per cent, employment 4-7 per cent and total sales 

4.0 per cent). 

United Sxates 

39. In 1958, employment in small-scale industry in the United States 

(establishments with employment of from 10 to 100 persons) represented 

23.4 per cent of total employment in industry and contributed 19-7 per 

cent to value added. 

4§. In that country the capital-labour ratio is lower in the light and 

metal products industries than in manufacturing as a whole, while it is 

higher - and in some cases considerably higher - in the heavy industry 

group. This corroborates an earlier statement that heavy industry is 

largely capital-intensive.  Small-scale enterprises contribute less to 

heavy industry than to the two other groups. 

41.  As regards productivity of capital, heavy industry has the lowest 

output-capital ratio <'2),   the metal products industry having a fairly 

high ratio (between 3.2 and 4.6). The ratio for light industry varies 

from 2 to 9.3, five out of ten light industries having an output-capital 

ratio higher than 4. Labour productivity does not show clear trends in 

/ •• < 
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the light industry,  two out of ten industries having a ratio close to 

the average for manufacturing as a whole;    in the metal  products 

industry,  two out  of four of these ratios are above  the average.     In 

the heavy industry except the non-metallic mineral  products industry, 

labour productivity is above  the average figure of total manufacturing. 
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AMSEX II. TYPET OF PRODUCTION SUITABLE FOR SMALL-SCALE INDUSTRIES 

!•      k broad variety of products may be economically manufactured by 

«Ball-scale  industries.     In a recent  survey—' ,  five principal  types of 

opportunities are   identified: 

(a)      Dispersed  processing of weight-losing or perishable  raw 
materials,     opportunities depend on the  resources,  geography, 
transport  network and  land  ownership patterns of the  country 
or area,     examples of such  industries  are rice milling,   rice 
bran oil,   saw mills,   wood drying kilns,   vegetable oil  extrac- 
tion,   cheese,   butter,   leather tanning,   fruit and vegetable 
canning,   hardboard and  strawboard. 

(§)      Bulky,   weight-gaining and hence market-oriented products, 
principally  in the field of construction, agricultural and 
household goods,     examples  are agricultural  implements,  sheet 
metal  products,   containers,  mixed fertilisers,  bricks,   concrete 
products,   structural metal  products,   plastic pipe and conduit, 
bread,   soft  drinks,   ice  cream,  furniture and  truck and bus 
bodies. 

(o)      Simple  assembly,  mixing or finishing operations.    Productions 
require  low investment,  have moderate  economies of scale,  are 
labour-intensive and  have  low transfer costs,     examples are» 
food products,   clothing,   footwear,   leather goods,  pharmaceuticals, 
paints and varnishes,   sports goods,  plastic  products and  toys. 
These  are particularly  suitable   for establishment  in urban 
centres enjoying external  economies. 

(â)      Service  industries lending themselves  to quality job work and 
specialized tasks.    Examples are:     tool and die making, 
electroplating,  printing,  electrical servicing, auto servicing, 
foundries and machine shops. 

¿/ B.  Staley and R.  Morse, Modern Small Industry for Developing Countries, 
Chapter VI, McGraw Hill, New York (1965). 

/••* 
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(e)  Separable manufacturing operations in the metal-working 
industries. These offer potentially the greatest scope for 
small enterprises. The versatility of machine tool operations, 
the endless number of products and components to be made, and 
the interchangeability of standard parts offer great oppor- 
tunities for craftsmen and engineers to adapt and innovate 
constantly in response to changing cost and production possibi- 
lities. 

2.  The authors state that the dynamic element in the metal-working 

industries is well suited for the technically oriented entrepreneur and 

accounts for the significant role of the small propriety and partnership 

firms in tool and die making, designing, and precision job work, even 

in developed countries.  Specialization in certain operations makes 

possible scale economies; versatility and precision working yield high 

value added in the products manufactured. The possibilities of sub- 

contracting between small and large industries are particularly great in 

the metal-working sector. 
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AîiHEX III. BIBLIOGRAPHY OF UNITED NATIONS ARTICLES, 

PUBLICATIONS AND REPORTS ON SMALL-SCALE INDUSTRY 

1, The United Nations studies and reports listed below relate not only 

to policies, programmes and measures directly concerned with the develop- 

ment of small-scale industry, but also to certain broader issues such as 

capital intensity, technological research ani choice of technology, sise 

of plant and industrial management, which have a bearim; on the develop- 

ment of this sector. Studies on the broader aspects are included when 

directly relevant to the main subject matter of this bibliography. 

In a few cases, reference is made to studies of more general scope. 

2. The following list is arranged by main subjects ani, ander each 

heading, by date of publication or proposed publication. 

A.  DEVELO?:,iENT OF 3L1ALL-SCALE INDUSTRY 

1. "Industrial Development in the United Nations Development Decada* in 

Industrialization and Productivity, Bulletin No. 6 (Salca No.! 

63.II.R.1). 

This article, which outlines in some detail certain proposals of 
the Secretary-General of the United Nations in the field of indus- 
trial development during the Development Decade (The United nation» 
Development Decade - Proposals for .notion, Sales No.: ¿>?.Ii.B.?), 
refers, among other things, to the role of small-scale industries 
and industrial estates an), to the role of the united iiatior-s m this 

connexion. 

2. Technical Co-operation fo. the Development of Small-scale- ir, iu.-tries 
(Uli publications, Sales No.: 67.II.B.3)- 

A description of the organization cf technical cc-operation ani the 
procedures for obtaining assistance from the Hriitei Nations, nn 
outline of the types of projects and the types of assistance which 
may be made available for the development of small-scale industry. 
Annexes contain a number of typical job descriptions for expert 
missions and outlines of requests for assistance from the UNDP 
(Special Fund). 
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3, Promotion of Small-scale  Industry in the Developing Countries. 
To be published in  1967» 

ü collection  of studies or the  definition cf  small-scale  industry, 
the role of  small-scale  industries,   pre-investment  surveys and 
measures  for  the  stimulation of entrepreneur-ship,   industrial 
extension services,   industrial   estates,  etc. 

4, The Place of ornai 1-scale   Industry ir,  the  Industria)   Framework, 
by G.  K.   boon.    To   De published   in 1>68. 

A statistical   analysis of  small-scale  indúctiles  ^number of esta- 
blishment,,   value  aided  per establishment,   number of persons per 
establishment,   value added per employee,  wahres per employee)  and 
comparisons  .vith  larger manufacturing establishments in a number 
of developed   and developing countries. 

5, Small-scale  Industry in Latin america.     To  be published in I960« 

The publication will contain the  report of  the Seminar on Small- 
scale  Industry in Latin america held  in   ,uito,  Lcuador,   in 
November-L/ecember 1966 and some  of the papers prepared for the 
Seminar. 

6, "The Future of the Traditional  Industrial  Sector in a Modernizing 
Economy",  by R. Alexander.    In preparation  for eventual publication. 

Guidelines for government  policies and measures  in respect of 
artisan,  handicraft,  and cottage  industry undertakings,  and study of 
the possibilities for transformation of artisans  into small-scale 
industrialists,   the  types  of traditional activities suitable for 
modernization,  the methods of conversion and programmes of re-training, 
extension,   incentives,   etc. 

B.    TECHNICAL S¿RVICi,S AND FACILITIES 
FÛF SMALL-SCALE INDUSTRY 

1*      "Organization and Operation of Cottage and Small  Industries", 

Industrialization and Productivity Bulletin,  No.   2 (UN publications, 
Sales Ko.»   59.11.B.l). 

Become»ndatiens of a Study Group of Small-scale Industry experts on 
their visit  to Japan. 

/... 
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2.      "training for Industrial Production of Prototype machinery",   by 

k.  D.   ßohra,  Industrialization and Productivity bulletin,  xNo.6 
(UN publications,  Sales ilo.:   6}.II.B.l). 

A description and analysis of the functions of the Indian Prototype 
Production ari Training Centres.     The major function of these  insti- 
tutions is  to  facilitate  tue  transfer and adaptation oí  machine- 
building technologies  developed in  the advanced countries tor manu- 
facture and use of  the  machines by  small-scale   industries. 

"Promotion of Lxports of 'Jmall  Industry Products from Developing 
Countries",   in Proceeding of  the United Nations Conference  on 
Trade and Development,   vol.   IV (UN publications,  Sales l»o.« 

64.11.B.14). 

A discussion of national measures to promote exports of small 
industry products which may be taken by governments,  producers and 
exporters of the exporting countries,  and of international  action 
in this field,  especially by GATTl/and the United Nations,     iv 
di3CU«aion of  industrialisation policies   in respect of import  sub- 
stitution and export  promotion, with special  reference  to  the role 
of small-scale  industries,   is  presented  in an annex. 

Technical  Services and  Facilities  for Umall-scale  industries.    To 

be pubi ishea in 1969» 

Th* publication -.vili  contain  the  report  of  tao  sminar on ¿*c^i»l 
ServLs and Faciliti«  for Call-scale Industries,  Vedbaek,  Denmark, 
June-July 1967 v.xvi  some  of  the  papers  prepared  for  the  seminar. 

-Government Purchase Schemes  for the Promotion of Umall-scale in- 
dustries",   by K.   Weddel.    lo  be published m  I960. 

A comparative study of policies and practices in the United iitate. 

and India. 

1/ The Contracting Parti«, to «»« S«*M*1 A«»«««** on Urittm and 
Trade. 



ID/CONF.l/6 
English 
Annex III 
Page 4 

C.    INDUSTRIAL ESTATBS 

1 •      Istablishment of Industrial Estates in Under-developed Countries 
» UH publications,   Sales No.:  6C.II.B.4). 

An analysis of the role of industrial   estates in policies and 
programmes of  industrialization and  industrial location,   with 
special reference  to promotion of small-scale industries  in the 
developing countries. 

2«       "Seminar on  Industrial  Estates  in the  ECAFE Region",   in Indus- 

trialization and Productivity,   Bulletin Ho.   5 (Sales Ho.: 62.11.B.l). 

A brief account of the proceedings of   the first regional  United 
Hâtions seminar on the subject, held in Madras, India,   in November 
1961. 

3»      pie Physical Planning of Industrial Estates (UN publications, 
Sales Ño.: 62.11.B.4). 

A study of location,   planning,   layout  and building requirements 
for industrial  eotates in the developing countries. 

4«       Industrial Entâtes   in asia and the Far East  (UN publications» 
Sales Ho.:  62. II.B. 5). 

The publication contains  the report  of  the  seminar on Industrial 
Estates in the Region of the Economic  Commission for Asia and the 
Far East, held  in Madras,  India,  in November I96I,  and large 
excerpts from  the discussion and information papers submitted to 
the seminar. 

5«      "Seminar on Industrial Estates in Africa",   in Industrialization and 

Productivity,   Bulletin No.  9 (UN publications, Sales No. :65.II.B.6) 

A brief account  of the proceedings of  the  second regional  United 
Nations  seminar on  the subject,  held  in Addis Ababa,  Ethiopia,   in 
December 1964. 

ém      Industrial  estates   in Àfrica (UN publications, Sales No.:  66.II.B.2) 

The publication contains the report  of the  seminar on Industrial 
Estates in the  Region of  the Economic Commission for Africa,   held 
in Addis Ababa in December I964»  and some of the papers prepared 
for the seminar. 

/••• 
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Î»     Industrial Bstates»    Policies. Plans and Progress - A Comparative 

Analysis of International Experience (UN publications, Sales No. i 
66.ÎI.B.16). 

À survey of objectives and policies,  planning and organization, 
management  and  financing of   industrial estates  in a large number 
of countries of all regions,   based on replies to a  questionnaire on 
industrial  estates and other relevant  information. 

$#      Industrial Estates in Europe and the Middle East.    To be published 
in I960. 

The publication will include the reports of twe Consultative Groups 
on Industrial Estates and Industrial Areas held,  respectively, at 
0«neva in October I966 and in Beirut  in November I966, and some of 
the papers submitted to the  Groups. 

J.      Common Service Facilities on Industrial Estates.    In preparation for 

eventual   publication. 

A study  of  the  tool room and  the testing and quality control 
laboratory as common service facilities on industrial estates for 
small-scale industries.    Description of the functions,   policies, 
procedures,  methods,  equipment ani  staff of these  facilities,   in- 
cluding economic and engineering data. 

10.    The Functional  Industrial Estate.     In preparation for eventual 
publication. 

A study of a specialized type of industrial estate for small in- 
dustries  producing parts and components of certain producte as part 
of a planned production programme.    Analysis of the suitable 
types of  production,   sponsorship,  organization,  layout,  services, 
financing etc. 

D.    FINANCING 

lm      "Hire-Purchase Loans for the Mechanization of Small Industries", by 

J.  B.  Stepanek,  Industrialization and Productivity Bulletin,  Ho.l 
(UN publications, Sales No.:   58.II.B.2) 

A study of methods linking  technical assistance  to  financial 
assistance applied in Burma to facilitate the procurement of ma- 
chinery by  small  industrialists. 

/. 
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2. "Financing of Small-scale Industries in Under-developed Countries", 

Industrialization and Productivity Bulletin No.  3  (UN publications, 
Sales No.:   60.II.B.1) 

A survey of measures  tc  increase  the   supply of funds,   reduce the 
cost  of credit  and  reduce  the risks  of  lending. 

3. "Hire-purchune Schemes  for the Promotion of Small-scale Industries", 

Dy K.  L.   Nanjappu.     Prepared for submission to a seminar of 

Financing of Small-scale  Industry,  and eventual publication. 

A description,  analysis and assessment  of hire-purchase  systems, 
especially of those  in India. 

E.    IN? FRELATIONS BLTUK.N URGb AND SMALL INDUSTRIES 

L.      "Interrelations between Large and Small   Industrial  Enterprices in 

Japan",   by T. Ando,   in Industrialization and Productivity Bulletin. 

No.   2 (UN publications,   Sales No.:   ^9-II.B.l). 

A study of sub-contracting arrangements   in Japan. 

h      "The Dual Nature of Industrial Development  in Japan",   in Indus« 

trlalisation and  Productivity Bulletin No.  8 (UN publications, 

Sales No.;   64.II.B.6). 

Problems of co-existence of highly capital-intensive large-scale 
industries and of labour-intensive,  low-wage small-scale industries 
in Japan. 

*•      Interrelations between Small and Urge Industries - A Study of Sub- 

Contracting.    In preparation for publication in I968. 

A comparative analysis  of  sub-contracting in the United States and 
Puerto Rico,  France and other western  European countries,   Japan and 
India,   including a discussion of the  major factors  influencing the 
development of sub-contracting, t. study of alternative methods of 
organizing sub-contracting and recommend., tions for the organization 
of sub-contracting as a means of promoting small-scale industries in 
the developing countries. 

/.., 
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P. MANAGEMENT 

"Use of Accounting as an Aid to Management in Industrial Enter- 

prises in Under-developed Countries", by G.Ronson, Industriali- 

zation and Productivity Bulletin. No.l (UN publications, Sales 

No.« 5Ö.II.B.2). 

A study of the application of accounting techniques to problems of 
industrial management at the policy level and in day-to-day 
operation. 

2.  "Round-table Discussion on Industrial Management in Under-developed 
Areas", ibid. 

A brief account of the proceedings of a panel of experts held 
in 1957. 

3»  Management of Industrial Enterprises in Under-developed Countries. 

(UN publications, Sales No.: 58.II.B.5). 

A review of problems of management structure and cadres, labour 
management, management of production facilities, marketing, etc. 
Some considerations on management service institutes are con- 
tained in an annex. 

4«  "Labour Aspects of Management", by C. R. l.'yne-Roberto, in 

Industrialization and Productivity Bulletin. No.?(UN publications, 

Sales Nos.: 59.II.B.I). 

A study of some factors affecting the contribution of the worker 
to the efficiency of industrial operation in under-developed 
countries. 

%      "Business Leadership in Under-developed Countries", by C. N. Vakil, 

ibid. 

A review of certain environmental factors which influence the 
formation and structure of management. 

/••* 
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"Some Problems of Industrial Management Reported by Technical 

Assistance Experts'", Ibid. 

A review of problems relating to management organization, 
managerial  policies and practices,  maintenance and repair of 
equipment  and marketing.     (A more general   study of problems 
of maintenance,   repairs,   replacement and  obsolescence  is 
contained  in "Use of Industrial Equipment   in Under-developed 
Countries",   in  Industrialization and  Productivity Bulletin.  No.4 
(UN publications,   Sales No.:   6CII.B.2) "  

G.    CAPITAL INTENSITY AND CHOICE OF TECHNOLOGY 

"Capital  Intensity in Industry in Under-developed Countries",   in 

Industrialization and Productivity Bulletin.  No.  1  (UN publication« 

Sales No.:   58.II.B.2). 

A review and assessment of recommendations made to Governments by 
technical assistance experts on general industrialization policies, 
selection of industries and degree of mechanization in individual 
industries. (Studies on capital intensity in a specific industry 
offering a wide range of technological alternatives - engineering 
construction - include» "Capital Intensity in Heavy Enginepring 
Construction", ibid., and "Capital Intensity and Costs'in Ea-th- 
moving Operations",   Bulletin No.   3  (Sales  No.:   60.H.B.I) 

"Choice of Industrial Technology:    The Case  of Wood-working", 

by G.  K.   Boon,   in Industrialization and Productivity Bulletin. 

No.   3 (UN publication,  Sales  No.:  6C.II.B.1). 

Method of appraisal  of alternative production processes at 
different  levels of mechanization,  including the use of multi- 
purpose versus  specialized machines in the  manufacture of 
wooden window frames and furniture. 

/••• 
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3. "Choice of Techniques", by S. Okita, in Industrialization and 

Productivity Bulletin, No. 4 (UN publications, Sales No.s 

60.II.B.2). 

A study of the appropriate combination of factors of production 
in relation to their endowment, in the light of the experience 
of Japan.  (Studies of broader scope are published in Bulletin 
No. 1:  "Choice of Technology in Industrial Planning", by 
J. Tinfcergen, and in Bulletin No. 6 (Sales No.: 64.II.B.I): 
"Choice of Capital Intensity in Industrial Planning".) 

4. "Adaptation of Processes, Equipment and Products", in Industria- 

lization and Productivity Bulletin. No. 5 (UN publications, 

Sales No.: 63.II.B.I) 

A general review of the problems of transfer and adaptation of 
industrial technology to the conditions prevailing in the 
developing countries, sore of which are particularly relevant 
to the requirements of small-scale industries.  (Some institutional 
aspects of the problem are discussed in "Establishment of Tech- 
nological Research Institutes in Under-developed Countries", in 
Industrialization and Productivity Bulletin No. 2 (Sales No.: 
59»H«B.l), which reviews general problems including those of 
providing services to small undertakings). 

H.  SIZE OF PLANT 

"Plant Size and Economies of Scale", in Industrialization and 

Productivity Bulletin. No. 8 (UN publications, Sales No.: 

64.II.B.6). 

A study of the relative importance of technical and organizational 
economies of scale in the cost structure, including a discussion 
of the benefits which may be derived from these economies by 
small-scale industries with the assistance of promotion institu- 
tions.  (Studies of broader scope are published in bulletin No.2 
(Sales No.: 59.II.B.I):  "Problems of Size of Plant in Industry in 
Under-developed Countries", and in Cement-Nitrogeneous Ferti- 
lizers Based on Natural Gas, Studies in Economics of Industry,No.1 
(UN publication, Sales No.: 63.II.B. 3) *" 

/ • • • 
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I.     PROGRESS REPORTS AND WORK PROGRAMMES 
\ 

1.      The following documents were submitted by the Centre for Industrial 

Development to the Committee for Industrial Development at its 
successive sessions: 

E/C.5/17 and Corr.  1    Problems of Small-scale Industries:    Note 
by the Secretariat. 

E/c.5/46 and Corr.   1     development  Programmes  for Small-scale 
industries:     Note by  the  Secretariat. 

E/C.5/89 Development of Small-scale Industries:    Note by  the 
Secretariat. 

E/C.5/108        Activities of the  Centre in  the  Promotion of 
Small-scale Industries:    Note  by  the Secretariat 

2.       Information on the activities of UNIDO m  the   field of small-scale 

industries is  contained  in  chapter IV document  ID/B/3.     Data on the 

»ork programme  in this  field are contained m document ID/B/4.    These 

documents were  presented  -   the  executive Director of UNIDO to the 

First Session of the Industrial Development Board in April 1967. 






