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A definition of the volc cf levge drcnstry in the pro-
wiion of sub-conrracting oust sive o ocler s cvitline of the re-
o }OL.;H\LJihliﬂ")f tue cucd )l o sub~csntiractirgs busivess and ot the
Irvage Tirn placing The ovicy @nd, noohows cvoen mers variinencly,
mustorelatve the motter Lo o ecoraoic coalext, since the relations
¢ obilg fivme to cub-controctore are guite difUeront in a Liberal
CeCnomy end In ow controiiod oo,
For the sote of coovidy, 41 seens andvisable 40 conaider
cooowatter voder the Tolloviny hi(ﬁb:
(a) To ald e advaatugeo of sub-contracting Tor the two
parun rs Ainvelved - the big fire, on the one hand, and
the cub-contivctor on cie other,

(b)

Te indicate tnco carult
of svl--contracting

L

4

{or 1ne proper functioning
1 £Conony.

(e) To cencider the diffrrord do:“‘eﬁ i intvervention (or
even mmverierense) b lorge Sirs in the effeirs of
its sub-conticeters; in o centreliced econo ..

1. Review ¢f e role mnd sdveriaven of suh-contrecting
in Lu\ SRR SRS I R )

Bub=contracting o Justiliel Mrom b cvnnmmic voint of
view, by the fact tavl cortemn Losacwarin © oporatlsona cun be
corried out more ropidl, o ore UCOﬁGﬁiChlLy 1 releilvely

sualler firme hoen a tno N

4 e

There are, in fact, wo oy

4
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- structural sub-go

- eyclinnl cub-ccatrac

el

the ordere,

peL of eub--contructing:

TR EE N
racuingg

Ti5y3.

In contrust to the lotter ivue, where big firms sub—contract
only to enable them to curmount o peak yeriod or, more varely, 1o
overcorie a te.fcrﬂlb 1n“}111;y ¢ produce, sub-contracting is
practised on o p o onascol Loolo, llustiratine *he divieyon of
Labour between the orderins tirn cnd ifte sub-contractor: in the
context of 3ob specinlhontion, 1t Ulerefeore corresperus, at any
SIven mement, to some Qecree of inmterrstion of pooduetion in the
orderin:. firm.

Cyclizal sub-contructing in weiitied vhen a firm Sinds
dle opreduction liaes tenpevarily sovureted (e cut of action) but

13 neveritheless arnd L0 meoth

v
we

whe dﬁffla'i,‘.‘ld,
lose otential businegss or to [ulf
p

eLthier s¢ 2c not to
11 contractual obligations.
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Structural sub-contreeting, on the other hond, appenrs
a priori to be a less obvious nccessity. Various arjuments are
generally pul Torward to juotify i%, e.g.:

(i) In general, the existence aud expansion of emall ond
medium-zized businesses is esgenlicl for o country wicning 1o koeey
its economy on ¢ likersl and compatitive boasisy o cortein nunler
of smsll Lusinceses mry, with t1wn, beecemr losge Jiras providcing
incrensed cowpetition Ior the obaar lerge ond oncee cehablishod
concerns,  Loous 1s the principle unheld o variicenlee B0 the
United Stabc -, which has even net Wp a large pgencyr Lile the
S.B.A. (Small Busineuc Adwinistretion), for the cncosrecssnens of
emz2ll and mediwn-sizod firme.

v

(1i) Tn a more imnedinte context, e odvoutaies i sub-

v
contracting derive rrom thz foll. /ing factors

- Manugement

To avoid the uced for large firmc Lo increase their mize
even furtlier, in ag much as management Lecomes in-
creasingly lop-heavy and costly es & busiuess growo.

- Specialisazion
A large [ivwm cannot manter all tecimiques, nvd must
therefore selinquish thie wanufactore of eerivia

Bpeciaiised couponeits Lo oulside Vi,

- Criticzl A s

Apar*, from tie need Tor specialiswtiion, there is8 a
phenumenon of “eriticel mues'., For specialised operaiions
requiring a aigh critical mass {whether in maaufactor:
or in research), a sub-contractor cuzciuliscd iu 2
particulear nanufacturing vrocess wiil be able, ov wovking
: for severul bLig enverprinec ot the cors tirmz, 1o atizoin

. a larger-scale predaction in ito coeciniity ther eoch

ordering rirn vinuld be able 1o do ou i

! The three fectcrs liste coove tond Lo lower ranufactu
costs and raise tne quality o) products. There iv oue Dartie
. .
-4
nor to prouuctio. costs, bul has Lo o wiln o povtle-neck arisinz
within the cordering firm numely, ihe restricticn ol invegtment
possibilities,

-~ "“Invectaent’ botilo-reck

A large enterprice hos conctant), 4n meet increasing
demands for tunds to tinance ita own growth., 71t sheuld
normally have discoverad encugh apportunitics for
investment in fieids vihere 1t ic irreplac-nble o bhe
only tvo happy wanat in ceriain rypher.s whore g

A AR RS A0 s
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sphevos vhers 34 caocounters no problews of citlivicel
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. 'J'i::&; il Torvioord i arconento favear of sub-
controcting, wo ruet ros 0ol oy it when a 1,_'_‘.:;6 enterprise
Limits iio ,cu;n),“;-e Lo sub-coniens Uiy AT doce so Tor the
following reonon: o

= locis of dnveotionr ancectungties

When = Iy evuterprise Uinde itself in o alowly expanding
maricet wliers inves o dan Cpporiwallies are conagquently
Linited rnd provat worgine suald, it tends to take back
into its ovn brnus the wanwd oo tures aggigned vo sub-
controcLors, S0 ws Yo increacce its ~wn level of activity.
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wide range of
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none of it Supplicrs o .,v,u.--—a':au.i;u-c ters acquiras too
promiaeiny o opytition.,  Jeasrdingly, o leoze constern is
nIten obliges Lo seoyn in i "ufi oo hends certain manulac-
tures vhic @ sinle eeoncaic ericui tion would suggest
shonld be Locipnen vntirvedy to cuvside Tivms. )
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Heving brielis reecalic? e rolc and savante ies of sub-
cordrocting, we ob LD 0 uore Lo andizote tre nocoootry conditions
for the projpcr oevicniyy of cub-rantoe cf U in £ 1iderul econory.
As we gee Y, tLhene conditlone nre un follows:

= A clinov oY cerpieic ennfidence betwecn the ordering
firm -no the sub-contracier. Thig m-u:";ion is essential,
since po contic ot} ebl-yations con Love us positive an
effec’ om ¢ renl Cti.’,-;;.l"L':EJ’.‘ O LIuET,
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- Scrupulous integrity in business relations.

This condition Tollewe Tron the previous one
worth stoting explicitly bLecsuse sub-contrac

Tulfil its role if this coodilion 1 noi fuiliiled.
Sweller cnterp.ises s be 1mipu":ily seruonious in
matters ol prodoction puelity, delivery date. (respecting
commiL11&113$ or n'xous; viaide the erderivg Civo nuet
supprers any wendenc) o drmianto or coorec.

huv is
v cannat

4
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The ordering Liv.. shonld et merely confine itscelt to
the strict observancs of 1is comnitnonts bubl shoulld Shov
underatonding for Lhe wouagement preblems of Lhe sub-
centractoer.

- Good management in tue ordering ii

vy
wie

Sub-coniracting car only be prachiced on a lasving basis

to ithe cotinfaction of bogh partice if the ordering Lfirm
hes o high stondard of wonceciment,

If the big firr is ror well:

- Relaticne beSween 30 and 4h¢ sub-contrector coo be
eEtebLic e on a ret sl onsio (i.c. the ordering i
is thue ovarce of Uil resceoas Vhy 1t s omnloyine &ah~
contraciors s ite decinien ¢om ba harod on obiccliv
dasa).

(a8}

= The sub--contractor oo s Liis husine s ev{iciontly, on
thne bacis ot plaun: ohieod,

1If the ordering firm is boaly run, it will newvitably
involve its snb-contraciors in 4is nerticiercy, and relations
between tlic tw~ parties sre Lound lo deleriorvate (diificvities
in observing rrices or *rV“wm to et iumposcidle delivaery dates b
the cnﬂiCNLu; fire, decd L melity consequent on meetlng such
extreordinery ve JULP'"VNCf co).

)

To cum vp, then, Diteer ity & thoroo,h vndcrctinding of
each other's interests and oot man coment rre the esropiisl
cenditions for the vroper Sunctionin of suh-contracting.

If thece condition: cre not fUifilled, ine cosition of sub-
contractior vwill Lo notentule ror “he suoll b«;; weon snd b wildd be
the big firw which will cuifcr 1 the loas fewrm;  inctensd of AR
its Gevelopment o o ricl, cﬂwnﬁ irfuctricl clructure , v Lorge

firm eurrounded 7;ff‘“ClLﬁ iy nusinsoces, will have to 1uzdrrtcﬂ'o al

sorts of secondary Lucus .IJ el viill obsorb its financial ObrC"“
and overlono its mamagcmunt.
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The esaential napeets where intervention would be appro-
piate are the following:s '

(a) Gene 'MW indog of the entrevvenear ond, in parti~
culs trawloyy in buoiress nonacenent.

(b) Mananeisl ¢id e e yment of the sub-ccntractors
(p.f‘ lem of iuvectmomit Tinaneliir).

) Finoueiosl gid tovwnrds operating costs,

(
( : ) Know=how,

¢) Technicul aonintannce,

The Stote ceuy, of onurse, act either direcctly. or thrrugh
the large enternrises, navticolarly thnse in which it has a
capite). holding. Hovever, it seens evpedicnt to keep their roles
geparate and, tor ‘he orlme of claruty, to Yezve cach Tull dis-
cretion in ite own pariticalos “1etz, the St2te Lenring the cousu
of the ecction which it wonts the Lerge ume to carry ouwt in the
small onec(l),

Tor training the cutreveeneur snd
improvxag hlz kwox (ﬂ;n oy ponceen S tectulique s shondd nermmally
be ascumed directl; by the Jtole, The fioms thewnslives can cer-—
tainly help in tania by encourceins Peir oo™ to Like adventrge
of the instruciion oriernd,

Fircneinl ansictiace (Toirs Tor equinnent and enerating
expenser) shnuld luteviue be boone by the poblie anthecivies wnd
mey be administe rtu turcugh dpe merium of cpaciniiced ageneies;
here the range of feasitle wolicics s very widae, bui it in not
the purvroe of tk;lg) peree e avuell on the various lines of scetion
open.

Cn the other hond, in a1l notters involviny kneow-how and
production provlens, r*;VJ*qmbfl~.v {or aotion way and chould be
agsuned by the lsree enverpricen, viich e ~adirpencatle in this
respect. The tleoruiiques iy Lr wwel erring uow=haw are well I.’JW"W-
(licensiny conirnesns for inctanece) s in pacticular, they include
a training perioo in the lorge Mrm ,o“ the fLronctferes and vecii-
nical assistancce to the cnull Jiry coguiring sacihh kaon-how,

In ¢crnclusion, we sheuld Like to mele it c¢lcor that with
the markel situction obiaining 110 the Cevelopis counlries, 1%
would seem quite iwmpoeaihle yor ::»v(<nur;ctn1a Ln becone inde-
pendent for o longy tine tc cone;  cor o incre to do so wovld pre-
guppose condltions vwhic: centot be Jwlfarlled:

(1) The Svate will cventuslly recover ite initial Youtlay” through
the taxes levied on the ertorprices,




- ?'rvtly a relatively Yatonie? rﬂvﬁct, enabling a amall
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CoAn ibe develnping couniiien, vuar--controcting
{

i) Tector.  The larse enter-
prises will thereioro nnt tend o dﬂve]Op sub-crntraziing opon=
tencously, but will Laove o Ve overy Piemly enzoursyied Lo 4o S0,
i suke of Uun“u 1 ndustarial Jevelopment cnd eventuslly. in the
long term, in their own intecest
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' ¢t oL uhe Large
concerns will depond on Lhe spccific sirveiis of oo country
whdoin the last anolreis on tho Previiling ecenomic phalogopny.

Attenticn cuouvld, aewever, e poid o bo the fact thet o
siall ar mediva-sized entorpoive tﬂ'“”‘”Od in suh=centracting in
the develaping couuntrics will “ino jtoelf in o pesitien of

extreme dependence on larpe Sivon,









