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Preface

HIS 18SUE OF the Industrialization and Productivity Bulletin is devoted to selective subjects
Tand rescarch programmes which focus attention on industrial development techniques
and methods for accelerating the industrial capacity of the developing countries and on a more
intensive utilization of their factor endowments.

The introductory article describes the policies and practices adopted by two countrics,
India and the United States, to assure the participation of small business in the provision of
the Government's procurement needs. The channelling of purchase orders, under specified
conditions, to small industries was inaugurated by the United States as a means of maintaining
a healthy and soundly established small-business community, whereas the problem in India
was to bring about the establishment of such a community. The article concludes with a
suggested scries of actions that might be considered by developing countries in various stages
of economic growth to build up a viable small-business structure, encouraged in part by as-
suring it a share in the Government’s own purchases and procurement needs.

The paper on Decentralization and Project Evaluation under Economies of Scale and
Indivisibilities develops a graphical method of analysing a linear programming decomposition
model with two connecting resources and two sectors. Such a model can be regarded as a
rudimentary representation of a two-level planning system. Fixed costs are included in the
diagram in a natural way, thereby relating the graphical analysis to cases with indivisibilitics
and cconomies of scale. The optimal solution is bounded by two approximations: one based
on sclected combinations of the largest indivisibilities, and the other, on average costs assuming
the full utilization of key capacities. The planning strategy suggested by the method involves
centralized decisions concerning large indivisibilities together with decentralized decisions
concerning small indivisibilities. The latter decisions are to be governed by prices that reflect
average (not marginal) resource requirements, after the exclusion of all resource needs that
have already been covered by centralized, non-price-type, resource allocations.




The study by Professor Zymelman draws attention to a heretofore little used planning
too:. namely, international comparisons as a basic method of making manpower projections
for industry in the developing countrics. The approach of using such manpower projections
by the developing countries is based on the hypothesis that a given skill composition reflects a
given state of technology and, thercfore, productivity, and that quantitative industrial data
from other nations can be important guidelines in planning manpower requirements.

Reports on, respectively, Consultative Group Mectings on Industrial Estates and
Industrial Arcas, a2 Mecting of Experts on the Role of Advanced Skills and Technologies in
Industrial Development, and an Expert Advisory Group Mecting on Industrial Investment
Promotion conclude the Bulletin’s presentation for this issue. The report on Industrial Estases
and Industrial Arcas presents a summary of discussions and recommendations made by two
separate Consultative Group Mecetings concerning the opportunitics and problems in pro-
moting the cstablishment and expansion of small-scale industries in their respective areas. The
sccond report relates to the observations and conclusions reached by an expert group on the
roke of advanced skills and technologies in industrial development. The third and last-named
report reviews the expanding cfforts being made to increase the volume of industrial project
investment and implementation in the developing countrics.

Throughout, the Bulktin aims to present for the benefit of industrial planning and indus-
trial development technicians engaged in the promotion of induserial development in the
developing countries the efforts and resules of new rescarch which may have application to the
industrialization problems of these countries.
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Promotion of Small-Scale Industries
through Government Purchasing

By KENNARD WEDDELL

Tt PROMOTION OF industrial development as a meams of increasing ecomomic growth is engaging the attention
of the developing cowmtrics throughowt ihe world. The objective is ome which merits the fullest consideration of
the policy mabers in these comntries, as does the particular role that is played by small-scale industry ond the
1sestion how 10 mabe this role more effective. The following paper by K. Weddell focuses msention om the
conribution of small-scale industry when it is encowraged amd wowrished by the Government within a small-
indvnotry programme .

To he effc.tive such programmes must be composed of several co-ordinated activities, or swbprogrammes,
swuch as cowrses in business managewent and market swrveys. sales methods, cost accowmting, Pnancial assistonce
(both lomg-serm and short-serm), employes iechwical traiming, adequate machine tools, and eficiently laid-owt
plom space for their effective wse. Imporiant as these wbprogrammes are, they are of little avail to am in-
dustrial emserprise wmless they relase to the production orders o its books.

Selfcvident as this fact showld be, it is ofen lost sight of by mewly developing nations. This article dis-
wsses both United Siates ond Indion governmemel activities designed to chawmel purchase ovders 1o small
industrics, ond shows the accomplishments made 10 dase. In this commexion it showld be reali zed that in the case
of the United Ssases the purchase programme was geared 1o the maimenance of a healthy and long-established
small-business community, wheveas the problem in India was 10 bring abowt the establishment of such a
commmunity, with relatively little 10 build wpon other than a fervid determination to smcceed .

TOP GOVERNMENT SUPPORT: A BASIC REQUIREMENT

MEN A GOVERNMENT decides that it is in the bew
W'-ueteuoflknuim's economy 1o cstablish a pro-

emterpriscs, it
munt the fact that it will be on the toes”
of its purchasing officieh and buyers, with theie
established ways of doing businem, s ignoring

theie bife-long training and, in fact, cutraging theie histori-
cal prerogatives. To have any chance of succes, the policy

and the directive 10 develop an implementing programme
must emanate from the Head, or Heads, of Government
and, once set in motion, must have their consistent and
continual support.

In the Umited States the first programme to provide
assistance 10 small industries theough governmental pur-
chases was established in 1942 by an Act of Congres signed
was discontinued at the end of World War [l by presidential

Ma. K. WspoaLL has orgewized procurement assissance activities in the Umited States ond India. Eaely in
World War 11, he was in charge of the procusesent programme of the Smeller War Plants Corporation
of the United States Government; from 19301964, he conducted a small-business programme Jor the
Deparimens of the Air Force. In 1956, as a consuliant 1o the Govermment of India, he comtribued 10 the

development of that cowmery’s small-indusery

programme. He is now serving as a consultant 10

procurement
the govermment of the State of Washington for the development of a state techmical services programme
coovdinated with a national programme sponsoved by the United Siases Deparmemt »f Commerce.




proclamation, but was re-cstablished in 1941, agam by
an Act of Congress, and contimues to this day. Both Houscs
of Congress have long maintained Small-Business Com-
mittees which carry on continual surveillance of the man-
ner in which the Government's purchasing agencies com-
ply with the programme’s requirements.

Immediately after his inauguration. President John F.
Kennedy, who as a Senator had served on the Senate
Small-Business Committee, showed a strong mterest in the
programme. Following up 2 complaint by the Congress on
the purchasing policy of the Department of Defense Presi-
dent Kennedy urged his Secretary of Defense in a special
memorandum to put greater emphasis on contracting small
busincss.

The Secretary, whose pohicies controfled the placement
of well over two thousand million dollars 2 year in defence
contracts, replied that while a great deal was being accom-
plished by the Army, Navy and Air Force, he was con-
vinced they could do better, and promised an increase of
10 per cent in awards to small industrial concerns over the
amount they had been awarded the previous year. The
cffect of this evidence of top interest was immediate. The
Secretary’s pledge, passed on down theough the official
channels, was kept.

The above incident was an uninual case, and it showld
not be assumed that a programme will be cffective Just
because it is essentially sound and the top policy makers in
the Government are sincere and vocal in their support of it
There are many echelons in the chain of command that runs
from a member of the Cabinet down to the individual
buyer, and the actions of the latter, after all, are what make
or break the programme. Any break in that chain or any
lessening in motivation cannot help but bring about a
deterioration in the attitude of the lower cchelons. The
buyer and his companion technicians who evaluate the
technical aspects of the tenders received must spend more of
their time to make the small-industries programme work ;
their willingness to make this extra effore is understandably
affected by the attieude of their immediate superiors.

In the United States this cver-present dauger of a weak
link in the chain of command was immediately recognized
by the heads of the departments which had procurement
authority. Early in 1951, when the small-indusery pro-
grammes were re-cstablished, these department heads a0
signed to each echelon a full-time small-busines specialist,
usually a civilian, to be responsible to the commander of the
mstallation for the proper conduct of the programme, and
to serve as the commander’s “right arm” in cnsuring that

the programme did not lose ity force as it was pavsed on
down the line.

Figure | shows how this was accomplished in che Air
Force which handles by far the largest amount of purchases

tor the Government.
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AN the above ymall-Dusinens advisors, asustants and sprcialists
are_Air Force civilian employees. Thone lobuiied specialins work
with the actual buyers and repont directly 10 the Directors of
Procurement at their respective mstallations.

Despite the fact that all government civilian and military
agencies with procurement authority assured the Congrew
that they were willing and prepared 1o conduct specific
programmes to impkement the  Government's small-
enterprise procurement policy, the Congress nevertheless
decided that there was a need for an indcpendent govern-
mental agency 0 make certain that the Congrewional
mandates were thoroughly obscrved. To this end it created
in July 1951 the Small Defense Plane Administration
(SDPA).

Thas since 1951 two distinct small-enterprise procure-
ment programmes have cvolved having a common objec-
tive while using different methods; one programme is
conducted by the procurement agencies themeelves, the
other by an “outside”” agency. At the outset, conflicts were
incvitable, but theough the yean these problems have been
overcome and the programme became complementary. The
programmes and theie resules are described below.
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THE FIRST PRIME CONTRACT PROGRAMME IN THE UNITED STATES

ME FIRST priMb contract programme in the United
TSutt:s was initiated by Congress in the carly months of
World War Il For the first time the policy was proclaimed
that a “fair share” of government purchases shoukl be
placed with the smaller enterprises of the nation. It is im-
portant to observe that although this policy had a single
objective, its purposes were twotold; one cconomic, the
other military.

The cconomic side was anderscored by the fact thar, al-
though there was a large and healthy small-business com-
munity i the United States before active participation i
the war was thrst apon the nation, the sudden and all-
embracing  requirements for detence  production were
bound to play havoc with the livelihood of the smaller
enterpriss. Umable  to secure their accustomed  raw
materials, which were in short supply and allocated mosthy
to large contractors for defence production, and in no
position to retain their skilled artisans who were being re-
cruited for defence production, small businesses were faced
with the imminent prospect of having to close down. It is
needless to dwell upon the disruption that would have
occuered in community hife throughout the country and
the diastrous resules to the national cconomy. Quick
action was needed.

On the military side was the consideration that the small-
enterprise community contained a vast reservoir of poten-
tial skills and resourcefulness, which—if converted to the
production of articles urgently needed in the national
defence—could greatly lessen the burden already over-
whelming the larger contractors and, it was hoped, reduce
over-all coss.

Faced with this situation the Congress passed 2 small-
busincs act that resuleed in the establishment of the Snualler
War Plants Corporation (SWPC) as an  independent
government agency responsible solely to the President and
the Congress. It was charged with developmg a progranime
of co~ordination with the procurement officials and buyers
of the federal departments, chicfly the military, while leav-
ing procurement authority, with one minot exception, to
the .
The War Department (mow the Army), the Navy

and the Army Air Corps (now the Air
Force) quickly established a group of haison officers,
wsually recruited from industry, to smooth the way for the
small-busines specialists of the SWPC. Thie lacter were alwo
recruited from industry and assigned to work wich buyers
in the major purchasing offices of the country. Their
method of operation was to screen, jointdy with procure-
ment officiaks, all purchase requests befoee the requiests wene
to the buyen for procieement action, and 1o select those
that appeared 10 be wichin the production capabilitics of
smaller emerpriss. The SWPC specialists then secured
from the buycrs the necerary Requests for Proposaks, in-
chuding applicable specifications and drawings, and semt

them to the SWPC regional offces m those areas where the
best potential sources were bocated.

The regional offices made the proposed procurcinent m-
tormation available to mterested potential sonrces withm
their districts, some one hundred all told, and these poten-
tial sources then sent their proposaks directhy to the buver.
The buyers abso sent the Requests for Proposaly directh
to their own known potential sonrces, hrge and siall, a
no procirements were set aside tor exclisive competition
among small concerns,

Almost all purchases made by the military departiments
m World War Il were negotiated. Time was essentul:
abihity to turnish the required quahiey i the shortest pos-
sible time came first, and price was secondary considers-
tion. Widespread competition was desirable, but not at the
expense of imely dehivery.

It 1s interesting to note that the Congress was teartul that
the smaller eneerprises might not be able to produce at .
low a cost as the larger concerns, and made a provision m
the Act to anthorize the payment of a price-differential to
smaller concerns when it was in the best interest of the
Govermment. In their procurement regulations the military
departments gave authority to their buyers to pay a price-
differential of up to 15 per cont whenever, in their judge-
nient, such action was justified. The price-differential was
not applied automarically bat was left to the discretion of
the buyer. A paynient of a differential or more than 15 per
cent required the approval of higher anthority, and there
were tew instances of this having been done. There are no
reliable statistics indicating the extent to which the buvers
on their own cogmizance paid price-differentials. It i
believed to have been an infrequent occurrence: in any
cvent the extra price paid by the Governnent would have
been lost in the huge outlay for military weapons and
equipment.

In the scarch for new small industrial sources, the Army
Air Corps Branch of the SWPC made an interesting ex-
periment. It vmployed a commiercial artist who  was
especially skilled in converting the configuration specifi-
cations of a fairly complicated article into a series of iso-
metric drawings, commonly known as three-dimensional
drawings, or “cut-aways”. These cut-aways were printed
and sent out to the districe offices of the SWPC prior to, or
at the samie time as, the mailing of the specifications. Since
"“a picture is better than a thousand words™, the proprictor
of a small enterprisc could quickly decide whether or not
he was intcrested in the complete set of specifications,
which he would of course need in preparing a quotation.
These drawings were not a substitute for the specifications
themsclves, but were usetul in arousing interest. In a modi-
ticd form, and for more simple arncles, this device mighe
well be comidered by industrially developing nations.

The Small-Busincss Act of 1942 (Public Law 603 of the
77th Congrew) placed final authority in the hands of the




SWPC in two types of situations. Onc was in the issuance

of Certificates of Competency, as to capacity and credit “of

any small business concem . . . to perform a specitic
Government procurement contract”. which would over-
ride the purchasing agency's finding. This authority was
never used by the SWPC.

The other authority gave the SWPC the power to act as
a contractor for needed articles and to subcontract their
production to firms of its own choosing. The use of this
anthority was subject to the approval of higher govern-
mental authority and such approval was in all cases granted.
About twelve such contracts were taken—some with and
some without the acquiescence of the procurement agency
-~and about half of them proved beneficial to the Govern-
ment: the others did not, chieflv, it was claimed, due to
pohitical intervention.

The Act also urged the SWPC to take such action as it
considered appropriate to bring about the letting of sub-
contracts by large prime contractors on “*fair and cquitable
terms and in the greatest volume practicable”. Although
occasional and localized offorts were made by the ficld

offices of the Corporation, the SWPC never set up an
active national programme to this end.

Although the Congress in its Act of 1942 prescribed and
authorized certain specific preferences (including subsidics)
tor small business concerns, it never defined the mcaning of
“small business concerns”. Of its own accord, however, the
SWPC used as a rule of thumb the definition that a small
business concern have less than 500 employees and be in-
dependently owned, with the proviso that, in specitic cases,
this definition could be broadened by action of the SWPC
board of directors: such action was taken in a few instances.

The above account of the activitics of the Smaller War
Plants Corporation in World War Il is deemed important
to the purposes of this article in that:

It was a pioncering cffort operating in uncharted seas,

under emergency war-time conditions;

Its “trial and error” experience formed the basis for
succeeding programmes of the United States and of
India.

Statistical results of the SWPC programme in the mili-

tary departments are given in the tollowing table.

7ah’¢‘ 1
AMY. NAVY AND ARMY AR CORPS CONTRACTS OF over $US10,000%
(1943-1945)
Number Percentage Value ($) Perientage
Towal ... ... ... ... ... ... 1,012,976 — 106,039,040,000 —
Small business awards .. .. ... . $70,787 47 17,118,646,000 162

*Stalistics on contracts of less than $10,000 during 1945 were not segregated as between large and small business. Had
they been. the percentages awarded small concerns would have been higher.

DEVELOPMENT OF SMALL-INDUSTRY PROCUREMENT PROGRAMMES, 1951 TO 1965

HE Smaller War Plants Corporation was dissolved by
Tptcsidcntial order in December 1946, and no sniall-
industry procurenient programme was conducted or even
proposed until the carly months of 1951, At that time the
mvolvement of the United States in the Korean conflict had
reached such proportions that once again American in-
dustry had to be reoriented to provide military wcapons,
cquipment and supplics. Again, and for the samc reasons as
at the beginning of World War Il, the position of the sinall
enterprises in the national cconomy was threatened.

This time, however, there was an important difference in
the situation; the government purchasing agencies, par-
ticularly those in the newly created Department of Defense,
had learned from the World War 11 experience that small
concerns not only had a right to a “place in the sun”’ but
were willing and able to produce needed defence articles
and services. The procurentent agencics, both military and
civilian, had come to the conclusion that an aggressive
small-business programine was needed, and that they them-
schves could conduct such programmes as an integral part
of sound procurement more effectively than could be done
by an independent executive agency such as the SWPC in
World War I

10

Early in 1951 2 Small-Business Exccutive Commiteee
was formed, comprised of the top procurement policy
officials of the many agencies in Washington, D.C., and
chaired by the Administrator of the National Production
Authority. The Committce’s first task was to have a study
made of all purchasing directives and existing practices for
the purpose of detecting provisions that might stand in the
way of a small business concern’s ability to compete for
articles and services purchased by the Government. Many
such “road-blocks” were found, including:

Scant notice, if any, of proposed procurements;

Too litle time allowed for the submission of a well-

considered quotation or proposal;

Lack of readily available specifications for a concern
which had not previously produced the article:

Specifications drawn up around one company’s product,
thereby creating a monopoly;

Proposed procurements, which called for such large
quantities and set such a short delivery schedule that
only very large industrial enterprises could make
proposals;

Unreasonable roquirements for performance bonds in
contracts outside the field of construction.




As these and other obstacles were pin-pointed, the
Administrator gave firm instructions to the heads of the
procurement agencies that they be removed immediately.

The second task of the Small-Business Exccutive Com-
mittec was to bring about, on the part of cach procurement
agency, a dirccted small-business programme (tailored to
its own ficld of procurement) to ensure equitable treat-
ment of small potential bidders and contractors so that
there could be no thought of preferential treatment.

The Small-Business Committees of the Senate and the
House were kept informed of these developments and
carly in Junc 1951 a formal Joint Hearing was held at which
the departments and agencies described their planned pro-
grammes in some detail. The committees were impressed
and a month later the Small-Business Act of 1951 was
passed—patterned almost cxactly after the carlier Act of
1942—which rc-cstablished an independent  exccutive
agency, the Small Defense Plants Administration (SDPA),
with responsibilities and authority similar to those given the
SWPC in World War II. A notable exception was the
dropping of the earlicr price-differentials authorization; in
its place was a provision that a year later became the basis
for small-business “sct-asides”, described later in this
article. Thus there cvolved, in the United States, two small-
business procurement programmes; one conducted by the
procurement agencies themselves, designed to provide
equitable treatment; the other conducted by the SDPA and
concerned solely with preferential treatment of small enter-
prises. Over the years these two concepts were merged to
the mutual bencfit of the Government and of the small-
business community.

During this period the Congress and the Executive
Branch of the Government came to the realization that a
small-business programme should not be considered solely

as an emergency measure designed to meet the exigencies

of a war-time cconomy, but should be a continueous

endeavour to maintain and strengthen small, independent,
industrial enterprises in order that they might make an
increasing contribution to the nation’s cconomy. To this
end the Small Detense Plants Administration was renamed
the Small-Business  Administration, made 1 permanent
agency of the Government and given wider scope, while
its procurement responsibilities and limited authority re-
mained the same.

In 1954 the Government of India decided that a small-
business programme could assist in the cconomic develop-
ment of that country. It sccured the aid of the Ford
Foundation in bringing from the United States a team of
government experts, who had been instrumental in seteing
up the small-business programme, to serve as advisers to the
Indian Government in a similar undertaking.

Within the Ministry of Commerce and Industry 2
Development Commiissioner of Small-Scale Industries was
appointed and, under the acgis of the Central Government,
the National Small Industries Corporation, Ltd., was
established. The Commissioner was charged with the
development of the programme in all its aspects, including
procurement, and the Corporation was made responsible
for the conduct of the programme. The Corporation
established branches in Bombay, Calcutta and Madras, and
drew heavily on the willingly-offered manpower resources
of the Directorates of Industry in all the states of India. A
small-industries service institute was established in cvery
state and, while they werc not part of the Corporationiitselt,
these institutes played an important role in the Corporation’s
procurement programme. This programime was sct in
motion in 1957 and although it was “tailored” to mect
specific conditions in India, many of its activities were
patterned after those which had been tested in the United
States.

METHODS OF CHANNELLING GOVERNMENT PURCHASES TO SMALL CONCERNS

HE FOLLOWING PROCEDURES have been laid down by the
Tprocurcment officers of the Air Force, the largest pur-
chasing agency by far in the United States, whose pur-
chasing methods as related to small industrial enterprises
have established a pattern used by the other military de-
partments; by procurement officers of the General Services
Administration (GSA) whose purchases are entirely of non-
military items; by the Procurement and Management
Assistance Division of the Small-Business Administration
(SBA); and, in India, by the Government’s National Small
Industries Corporation (NSIC).

PROCUREMENT REGULATIONS

The Armed Services Procurement Regulation (ASPR),
formulated and published by the Secretary of Defense, con-
tains in Part 7 the mandatory provisions of the small-
business programme which are to be carried out in all

procurement agencies within the Department of Defense
by contracting officers, buycrs, and small-business special-
ists. Since military requirements and the conditions affect-
ing their production are constantly changing, the ASPR
Committee—which mects weekly—makes frequent re-
visions in this Regulation. The Small-Business Advisers to
the heads of the procurement agencies make up an ad hoc
subcommittee to the over-all committee and deal with
all matters related to small-business procurement. Any
proposed revisions to the ASPR which might affect small-
business contract or subcontract opportunities arc sub-
mitted also to the Small-Business Administration for its
views and comments.

The Federal Procurement Regulation, formulated and
published by the Administrator of the GSA, contains (in
Part 7) provisions similar to those of the small-business
programme and is binding on all civilian purchasing
agencics of the Federal Government.
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A small knitting workshop in Kabul, Alehanistan




Crockery being removed from the kiln in a ceramic factory in
Ceylon




PUBLICIZING PROPOSED PROCUREMEN [

All unclassiticd proposed procurements made by a gov-
crnmental procurement agency and having an estimated
vilue of $10,000 or more are publicized in the Commerce
Business Daily. These notices show the type of item to be
purchased, the name and address of the purchasing office,
the name of the buyer, the lnvitation for Bid (IFB)
number or Request for Proposal (REP) number, the date
by which bids or propasals must be received, and whether
or not the proposed procurement has been set aside for
exclusive  participation of small enterprises. neerested
potential supplicrs are thus informed of proposed procure-
ments and can secure the IFB's or RFP's, as the case may be,
by writing e the appropriate buyer. The Commerce Business
Duily is mailed to all subscribers, normally about 25,000,
tor a nominal fee and is also made available free of charge at
hundreds of localitics such as local Chambers of Commerce
in the United States.

PUTTING SMALL BUSINESS CONCERNS ON BIDDERS MAILING
LISTS

In the United States a business concern desirous of being
enrolled on the bidders' mailing lists for specific items on
which it may wish to bid can do so by tilling out an
application on standard form 129. In the Air Force and in
the GSA, this form must be filed with che district or
regional office covering the tereitory in which the enter-
prisc is located. These offices process the application to
to cnsure its adequacy, as well as the reliability of the
applicant, and forward it to the purchasing office or offices
where procurements of the items listed by the applicant
tike place. The concern’s name is then entered on the
appropriate mailing list and thereafter the concern auto-
matically receives IFB's or RFP’s on future procurements of
those items. Repeated failure to reply to these solicitations
may result in the name being removed from the list, but in
such cases the coucern is notified and given an opportunity
tor reinstacement. In general, this has been found to be a
satisfactory device and thousands of small business concerns
are so registered.

Most of the complaines against the effectiveness of the
mailing list device have upon investigation been found to
be due to the applicant’s carelessness in properly scanning
the particular items in which he is incerested. Particularly in
the case of lists issued by military departments, the nomen-
clature can be quite confusing. Small-business specialists in
the AF district offices and the GSA regional offices are in
the best position to advise the applicant on chis point when
the form 129 is being made out. '

Despite its seeming effectivencss, the mailing list deviee
has been challenged from time to dime by the purchasing
offices of the military departments which point out the
large costs involved in automatically mailing out bid sets,
i relation o the number of actual bids received. Several
studies made by the Air Force on this problem have indi-
cated that more actual bids or proposals were received from
small business concerns which had learned of the proposed
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procurcment solely trom the Commerce Business Daily, than
trom those which had been registered in the bidders'
mailing list.

In India a different procedure is in effece. Small enter-
prises interested in government procurement are regiseered
with the NSIC atter having their applications processed by
the Small-Industries Service Instieute which Co-operates
with the Corporation in the conduct of its procurement
programme. In this processing the Institute determines the
capability of a concern to satistactorily produce or supply
the items for which it desires to be registered. The NSIC
screens all proposed procurements tor those items for
which small potential supplicrs have been satisfactorily
registered with the NSIC. The Corporation itself then sends
bid scts to the registered enterprises, and the bidders sub-
mit their quotations directly to the buyers. Rarely does a
registered supplicr fail to respond. so waste of bid sets is
practically climinated. Over 11,000 small enterprises in
India were registered with the NSIC by 1963.

ACTIVITIES CONDUCTED IN PURCHASING OFFICES IN THE
UNITED STATES ON BEHALF OF SMALL CONCERNS

In the United States the small-business specialist of the
procurement agency, assigned to a purchasing office, re-
ceives a copy of all requirements or proposed procurements
betore the buyer commences procurement action. In his
screcwing of these copies the specialist determines whether
or not the items to be procured mighe be suitably produced
by small enterprises, and whether there are an y smal
enterprises on the bidders  mailing lists for those items
Having found suitable items, the specialist informs the re-"
spective buyer to that effece and they then meet to discuss
the manmer in which the procurement will be handled and
the conditions which the buyer imposes. This joint dis-
cussion involves many questions. Will the procurement be
handled by “formal advertising” (public opening of scaled
bids) or, when authorized by regulation, by negotiation>
Is the required delivery schedule reasonable? I not, can it
be changed to the satisfaction of the using agency? Are the
quantities called for so large thac small suppliers cannot
participate? If so. can the quantities be broken down into
smaller packages without damage to the over-all requirc-
mene? Will specifications accompany the bid-sets, and if not,
where may they be obtained? Is there a reasonable expecta-
tion that bids or proposals will be obtained from: a sufficient
number of respousible small business concoms so that
awards may be made at reasonable prices and the procure-
ment set aside for the exclusive competition of small busi-
ness concerns? Should there be any disagreement on these
matters which the small-business specialist and the buyer
cannot resolve, the question is submitted to the Director of
Procurement at the installation and his decision is final. In
practice, the disagreements have been few and far between
and for good reason ; both the buyer and the small-business
specialist have ben  thoroughly indoctrinated during
regularly conducted instruction courses as to the necessity
of a sound small-business programme and the benefits that




accrue to the procurement agency through s effective
conduct.

Up to 1965 Small-Business Administration representa-
tives were also assigned to the major purchasing othees of
the agencies and they took part in the “set-aside” discus-
sions. This procedure was discontinued on the finding of
the SBA that it was largely a duphication of effort. When
the circumstances are appropriate, contracting officers and
buyers are required by regulation to make small-business
set=asides even in the absence of a small-business specialist of
their own agency. The “set-aside™ device, together with
the results of its use, is described later in thisarticle.

When the bids or proposals have been received and
evaluaced and the buyer has made his decision as to which
bidder will receive the award, pending the approval of the
jrocurement review  committee, the buyer again mecets
with the small-business specialist to satsty him that the
procurcment has been handled in accord with the previous
agreements, and secures his initialing of the document. It
the specialist is not satisfied he reports that fact, tagether
with his reasoms, to the procurement review commiittee
which takes appropriate action. Such instances are tew and
far between, but this procedure provides a safeguard
against ill-considered action on the part of cither the buyer
or the small-business specialist.

Through the activitics in the purchasing offices aof the
United States (described abave) prime contract awards to
small concerns made by the pracurement agencies within
the Department of Detense increased from $3,440 million
in the fiscal year 1960 (16+1 per cent of total procurement)
to $5.305 million in 1965 (2003 per cent of total
procurement).

In the total procurcment figures of the Department of
Defense are the huge amaunts spent for aircraft, naval
vessels, missile and space systems. and certain other systems,
all of which are far beyond the capabilities of small enter-
prises as prime contractors. The Air Force, since the very
inception of its small-business programme in 1951, has
theretore maintained records showing the successtul partici-
pation of small concerns in the potential, that is, in the
total amount for which they submitted bids ar proposals.
This usually came to 60 per cent or more and reached a
high ot 71 per cent successful bidding in the 1961 fiscal
year.

As stated carlier, the General Services Administration
purchases only non-military items of a commercial or
“off-the-shelf™ nature, and regularly spends over so per
cent of its procurement dollars (other than for heavy
building projects) with small business concerns. lts records
show that in the 1965 fiscal year, its prime contracts with
small business concerns amounted to $321 million, which
represented 3-8 per cent of the total, again excepting
building construction contracts.

In the United States, price-differentials far small-business
bidders have not been authorized since World War IL. In
India, where a quite different industrial situation exists, all
awards to small enterprises result cither from price-

ditferentialy or trom set-aades. which will be disctissed
l;ltcr on,

SMALL=BUSININS SLT=ASMIDES IN 10E UNITED STATES
AND N INDIA

There are three types of sinall-business set-asides: (1)
partial, (/i) total and (i) class.

b a partial set-aside, 2 speatied portion of the procure-
ment (generally so pei cent) is reserved for exclusive bid-
ding by small business concerns. The unreserved portion 1
offered to all bidders regardless of vize and aw ards are made
m the usual manner. The small business coneerns which
submitted responsive bids on the unreserved portion at
unit price within 120 per cent of the highest anit price at
which an award was made in the non=set-aside portion are
given an opportunity to match that unie price tor an award
in the reserved portion. Negotiations are conducted first
with the small concern whose original bid was closest to
that of the successtul bidder: it the concern canmot match
the unit price, negotiations will be conducted with the next
in line, and so on up the ladder. Should no small-business
biader agree to meet the predetermined price, the reserved
portion is then released and negotiated with the successtul
bidder on the original unreserved portion.

Partial set-asides arce authorized neither in procurements
of construction nor when a total set-aside would be
appropriatc. They are authorized only when, in the
judgement of the buyer, a procurement is divisible into
two or more economic production runs or reasonable lots,
Because of these restrictions on their use, the combersome
and time-consuming mechanies ot their operation, and the
costly administration ot two resulting contracts, partial
set=asides are infrequent. Most procurement agencies do
not use them at all and they are notauthorized in India.

Total small-business set=asides are not only authonized hut
required in the United States on individual procurements
it the contracting officer or buyer decides that there s o
reasonable expectation of bids or proposals being obtained
trom a sufficient number o responsible small business
concerns so that awards may be made at reasonable prices.
Total set-asides are not made unless such a reasonable ex-
pectation exists, and the small-business specialist assigned to
the purchasing office usually assists the buyer in making that
decision. It is possible that in barring competition trom
large business concerns the Govermment may have to pay a
higher price than necessary, but such a fact is difficult to
establish and the Government considers it to be an accepta-
ble risk. Total sct-asides are widely used on a steadily in-
creasing scale in the United States.

Class set-asides are implicitly total sct-asides, the only
difference being that class set-asides are practically auto-
matic once the item involved has been decided upon by
agrecment between the buyer at a particular installation and
the small-business specialist or the SBA representative.
When tme after time it has been found that a particular
article or service can be satistactorily procured from bids
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exclusively reserved to small business concerns, the item is
considered to be an antomatic “class set-aside”. In the
United States class set-asides are determined on an installa-
tion=by-installation basis. that is, an item may be a class set-
anide at one installation although not at another. In India
this is the only type of sct-aside nsed and it applics to all
government purchasing offices wherever located. Only
small enterprises, competing among themselves, are per-
mitted to bid on these procurements. In 1956, at the start of
the Indian Government's small-industrics procurement
programmc, 16 items were reserved exclusively for pur-
chase from small enterprises, regardless of the location of

the purchasing office. By 1965 the list (table 2) had been in-
creased to 72 items and as the capabilitics of small concerns
are demonstrated, it is plamned to add many more such
items. Since in the United States class sct-asides are institu-
ted on an individnal installation basis, a buyer 1 1y decline
to recognize the class set-aside for a particular procurement
—cven though it normally falls within that category—if he
determines that, wnder the special circumstances surround-
ing that particular procurement, a sct-aside would be detri-
mental to the Government's interest. In such cases the
buyer must sccure the approval of higher authority and
must docnment his files accordingly.

.I'd”,(' 2
YEARLY ADDITIONS TO INDIAN CLASS SET-ASIDY. LIS T

1986-1957(10)

Padlocks, brass

Padlocks, G.1.
Dampers, brass

Boxes, metal (other than for army)
Sign boards, painted

Buttons, mel

Postal weighing scales
Badges, cloth embroidered and metals (other

than for army)

9. Belts, leather (apparcl)
10. Cash bags

11, Dustshiclds, leather
12, Chappals and sindals

13. Boxes, leather (other than tor anny)
14. Laces, leather

1s.  Bags, leather

16. Boots and shoes (other than for army)

e O U

x )

1959-1960(11)

17. Ampoules, glas
1%, Handles, wooden and bamboo
19 Soap, washing and laindry
(other than for armv)
20. Meaal polish
21 Saassons, catting
22, Coir ibre and coir varn
23. Lead seals, postal
24. Hosicry, cotton (other than for army)
25 Hosicry, woollen (other than for army)
26, Kevs, wooden
27. Stone curry and stone curry roller

1961-196.2(19)
2. Caps, cotton (other than for army)
29. Mosquito curtains
10. Tape, cotton
3t. Bandages, cloth
32, Garments
33. Wicks, cotton
34 Stockinetees
3. Rags, cotton
36.  Blacksmiths hearths
17. Kodali
8. Baskets, cane
19. Lathis

40. Caps, woollen

41 Belts, leather and serips

2. Whecelbarrows

43. Tarpanlins (other than for army)
44. Brushes

45. Brooms

46. Tranks, steel (other than for army)

1962-1963(12)

47. Hides and country leather (other than for arm v)

48, Railway platform drinking watcr trolleys
(other than for army)

49. Umbrellas (other than for armv)

$0. Vehicles, animal drawn (other than for army)

s1. Shecp-skins (other than for army)

$2. Carts, hand drawn (other than for army)

$3. Sole leather (other than for army)

s4. Hamesses, leather (other than for arm v)

$5. Ghamellas (other than for army)

$6. Dustbins (ather than for army)

57 Cooking ntensils (except stainless steel ntensils
and vessel pressire cookers) (other than for
army)

$8. lee bags (other than tor army)

1962-1963(3)
$9- Cases, wooden packing (other than for army)
60. Signal lamps (other than for army)
61, Ganzes, surgical (other than for army)
62. Coats and pyjamas for hospital patients (other
than for armyv)
63. Dnsters, cotton

196,3-1964 ()

64. Pashm wool
63, Heel tips, nail, rustless
66, Cumblics

7. Washers. leather
68, Weights, metric
69. Travs, tin
7c. Teak, round blocks

19641965 (2)
71. Kitbags
72. Mail bags
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STATISTICAL RESULTS OF SMALL-BUSINESS SET-ASIDES

The small-business sct-aside device originated with the
Small Defense Plants Administration in June 1952 with the
acquiescence of the Department of Detense. With the
advent of SDPA's successor agency, the Small-Business
Administration (SBA), sct-asides became a fully recognized
factor in the small-business programmes of every govern-
ment procurcment agency. Awards to small business con-
cemns in which sct-asides were involved mounted rapidly
from 8161 million in the 1954 fiscal year to 32,350 million
in 1964, Though it can be, and is argued. that even without
the use of the sct-aside device, the greatest part of these
awards would have gone to small business concerns, there
can be lietle question bue that the use of set-asides, and
particularly “class sct-asides”, has increased the participa-
tion of small concerns as prime contractors in government
procurement. It should be noted, however, that analysis of
all available statistics reveals the fact that in the United
States small  business concerns received a far greater
amount of awards in frec and open competition with
large business concerns than they did through the use of
sct-asides, a face which speaks well for their competitive
ability.

In a newly developing nation such as India, the use of set-
asides, and cven of price-differentials for small concerns
when sct-asides are nat feasible, is a necessity, and the

expericnce of the United States with these devices should
prove helptul despite the different environment.

In India the cmplovment of smull-business claw set-
asides, though increasing, is still relatively small. The
healthy increase in the sinall cuterprises’ participation m
government purchases is largely the result of the use of
price-differential deviee. Wherever the Directorate General

of Supplies and Disposals (DGS&D), which does most of

the buying tor all government agencies, has 4 purchasing
office, the National Small Industries Corporation (NSIC)
has set up a Kaison office, and all proposed procurements
are screened jointdy by the NSIC liaison officer and an
officer nominated by the purchase office. A technical officer
trom the Central Small Industries Organization (CSIO)
also takes part in this screening, and agreement is reached as
to which procurements are suitable for small-busiiess
consideration. ltems which are not included in the class set-
aside list, but for which the NSIC has registered snuall-
business potential supplicrs, are made available to these
concerns to whom up to a 1§ per cent price preferencee in
competition with large industrial enterprises may be given.
The use of class sct-asides und price-differentials, the de-
voted cfforts of the NSIC and the co-operation of the
DGS&D produced in a seven-ycar period (1957-1964) a
fourtcenfold increase in the value of awards 1o India™s
small independent enterprises (table 3).

Table 3

YEARLY SHARE OF SMALL INDUSTRIES IN THE TOTAL INDIGENOUS PURCHASES BY THE INDIAN DIRLCFORATE GENERAL OF SUPPLIES AND
DISPOSALS (EXCLUDING ITEMS NOT PRODUCIBLE BY SMALL INDUSTRY)

1957-58 1958-59

1989=60 1960-61 196 1-02 1962-04 1903-04 1904-0%

1. Parchases made by DGS&D from indi-

Rupees (in crore)

gENous SOUrCes .. ........... ..., 15891 16138 1§3°14 18047 200600 38336 45208 3157°44
2. Purchases made by DGS&D of stores® not

producible by small-scale unies ... .. .. 90'9h 8498 04'$4 132:25 12331 172'0} 234'74 20827
3. Balance purchases of stores producible by

small-scale wnies ... ... .. ... 67:95 7640 $8-H0 4822 N3 3N INI“ 33 217°94 14917
4. Total purchases from small-scale anits en-

listed with NSIC and DGS&D, cte..... 263 4°56 427 647 17N 29°88 oy 20°00
5. Ratio ot parchase (line 4 line 3) (per

COMt) ... 4 6 L 14 14 16 1N 14

* The stores taken into account in these figures are: faad, 10bacco, mill cloth, jute, mill-made paper, rubber tires and tubes, comeng, petroleun, asphalt,
basic metals, non-ferrous metals, matches, automobiles, permaneni way maierial, cast iron and sicel sleepers, nire steel, crossing sleepers.

SMALL-BUSINESS PARTICIPATION IN FORMALLY ADVERTISED
VERSUS NEGOTIATED PROCUREMENTS

In some quarters of the United States the fecling prevails
that the use of formally advertised procurements (scaled
bids followed by public opening) is more beneficial to
small concerns than is the use of the competitively nego-
tisted method of making procurcments. Statistics, when
properly read, do not bear out this contention. Procure-
ment Regulations, bath federal and military, require the
use of formal advertising whenever possible, and the use of
the negoatiation method is authorized solely when it is the
only method by which a procurement can be satisfactorily

handled. Most of the huge, dollar-value items in military
hardware (complete aircratt, for example) can only be
procured through negotiation, but these items are quite
beyond the production capabilities of small enterprises,
regardless of the procurement method used. As to those
items within the production capabilities ot small concerns
(ie, the small-business potential), small business con-
cerns have proved to be at least as successtul in bidding
when the procurements are negotiated as when they are
formally advertised. This is substantiated by United
States Air Force records; the figures for the 1963 fiscal year
were:




Total value of procurements within the

small-business potential handled in open

competition. . ................... ... $923,119,000
Formally advertised actions on which
smalliomsbid ... ... . $223,600,000
Small-businessawards ... ..., ... $104,174,000
Percentage awarded small business . 4
Negotiated actions on which small firms
bd $699,$19,000
Small-business awards .............. $348,105,000
Percentage awarded to small business . . 50
Total small-business  awards in open
competition. . ............... ... ..., $452,279,000

Percentage awarded to small business . . 49
(The above figures do not include set-aside awards made to
small business as they are not regarded as being open competi-
tion. These set-asides amounted to an additional $199,309,000
for small concerns.)

CERTIFICATES OF COMPETENCY

In the United States, when the purchasing office has
decided as to which concem is the successful bidder, an
immediate on-the-spot inspection of that concern is made,
prior to the award of the contract, by the appropriate ficld
office of the procurement agency to determine whether it is
capable of satisfactorily fulfilling the contract. If the report
of the inspection team is negative and the prospective con-
tractor is a small business concern, the report is immediately
submitted to the nearest ficld office of the Small-Rusiness
Administration which then makes its own independent
inspection. If its finding is favourable, it notifics the pro-
curement agency accordingly and issues a Certificate of
Competency which over-rides the finding of the procure-
ment agency. This over-riding authority has been speci-
fically given the SBA by the Congress, and in actual prac-
tice it has benefited both the small-business community
and the Government. It has also brought about more care-
fully considered inspections on the part of the procurement
agencies. In 1964 alone, 187 awards totalling $26,260,000
were made to small enterpriscs which would not have
received them except for the issuance of these certificates by
the Small-Business Administration ; with exceedingly few
exceptions the performance of the small enterprises has been
completely adequate.

In India the procedure is somewhat different. Prior to its
being given an opportunity to bid a small concern is
examined regarding capacity, credit and competence by
the Small Industries Scrvice Institute of the state in which
the plant is located. Before making an award to the sucess-
ful small-business bidder, the purchasing office of DGS&D
calls for a Certificate of Competency from the National
Small Industries Corporation which issues it only after
consultation with the appropriate Small Industries Service
Institut.. Normally the purchasing office accepts such
competency certificates, but in the case of items whose
production involves exceptional operational efficiency and
safety, the procurement agency may make its own on-the-
spot inspection. If its findings arc negative, they over-ride

the centification of the NSIC. When feasible, small
trial orders may nevertheless be placed by the purchasing
office to assist the small enterprise in improving its com-
petence, and to test the findings.

ASSISTANCE TO SMALL-BUSINESS CONTRACTORS

In both the United States and India, assistance is offered
to small-business contractors in successfully performing
their contracts. In the United States, assistance is provided
both by the contract administration branch of the pro-
curement agency, which is interested in having the items
produced on time, and by the SBA, which is responsible to
the Congress for aiding and assisting the nation’s small
business concerns. Their activities are compatible and are
therefore co-ordinated. Both groups assist small-business
contractors in overcoming manpower problems, trans-
portation road-blocks, delays in obtaining needed raw
materials or components and other unforeseen difficulties,
If by taking on a government contract, a small business
lacks sufficient working capital, the need is met by the
procurement agency itself under prescribed conditions.
Progress payments, as authorized by the Department of
Defense, are explained in the publication Swall Business ond
the Air Force, August 1963 (see annex I). Similar provisions
are made by other Federal procurement agencies. Only
occasional recourse to progress payments has been made by
small prime contractors, and cven less by small sub-
contractors.

In India, the National Small Industries Corporation has
worked out an arrangement with the State Bank of India
and the Government of India Reserve Bank to enable small
enterprises receiving government contracts, whether from
central or state purchasing offices, to finance the perfor-
mance of those contracts. It is known as **NSIC Guarantee
No. 2” and was put into effect in late 1963, succeeding the
carlicr Credit Guarantee Scheme which had been found
inadequate. Under the revised scheme, a small-business
contractor, when approved by the NSIC and the appro-
priatc Small Industrics Service Institute, may obeain a loan
from the State Bank of India to finance all stages of pro-
duction, from the purchase of raw material to the discount-
ing of bills. The State Bank advances are covered byar
and a 30 per cent guarantee from the Reserve Bank of India
and the NSIC respectively.

DEFINITIONS OF SMALL BUSINESS CONCERNS IN TH2
UNITED STATES AND IN INDIA

Before price-differentials and set-asides were instigated,
the definition of what constitutes a small enterprise was of
valuc only in showing the amount and proportion of
government purchases that were placed with the smaller
segment of the industrial cconomy; industry itself was not
affected. When the aforementioned distinct preferences
came into being, however, the definition became vitally
important, for it determined what specific business con-
cerns were entitled to these preferences.

SEEEEEEEEE———



In the United States the responsibality for definmg
“small business concerns”” was placed by the Congress npon
the SDPA and later upon the SBA, and they were given
some general guidelines. Recognizing the complexity of
the problem, particularly in the placement of government
contracts, first the one, and then the other of these agencies
went along with the long-cstablished rule of thumb that a
small business concern was one independently owned and
having fewer than s0o employees. Such a definition, of
questionable validity in all circumstances, had at least
the virtue of being administratively simple to apply to
the govemment procurement programme. The Congress,
not being satisfied with this approach, made it mandatory
on the SBA to cstablish more realistic definitions on an
industry-by-industry basis and required the procurement
agencics to adhere to the ensuing definitions. The SBA,
after a great deal of consideration and discussion with
industry, thereupon isued a number of size-standards
embracing varioms categories of manufacturing industries,
non-manufacturing industrics, scrvice industries, transpor-
tation industries, rescarch, development and testing
ndustries, pls differing definitions for a firm engaged
1n subcontracting as distinguished from prime contracting.
The basic consideration underlying all these multiphe
definitions is that a small business comcerm s an

independently owned and operated concern not domi-
nant in the ficld of operation m which it is bidding for
government contracts. The lict of specific detinitions re-
sulting from this basic consideration is too long to be m-
cluded in this articke. It is published in full in the Armed
Services Procurement Regulation and in the Federal
Procurement Regulation.

These multiple definitions created a problem tor the
procurement agencies, particularly in the making of sct-

des, as many concerns were actively cngaged in more
than one industry as manufacturecrs, non-manufacturers, or
both. k devolved upon the buyer to determine which
definition woulkd be used in the making of a particular
procurement. These difficulties have been reasonably re-
solved by referring questionable cascs to the SBA, whose
decision is final. A continuing study i being made by the
SBA with the collaboration of the procurement agencies to
make these mubktiple definitions casier to apply and 1o
minimize delays in procugement aetion.

In India, several definitions have been tried out and sub-
sequenty discarded. The current one, quite simple in
application, is: regaedless of the number of employees or
volume of sales, a small industrial concern is one which has
fined amcts—land, buildings and cquipment—up 1o the
value of $00,000 rupees (approximately $US104,000).

SMALL-BUSINESS SUBCONTRACTING PROGRAMME IN THE UNITED STATES

HIsSTORY OF THE PROGRAMME

ARLY IN 1931 it was recognized that in order to
E provide small enterprises with a “fair proportion” of
governmental purchases and abo to enable them to
make their important contribution to on for
defence, it would be necemary for them 10 have sub-
contract a1 well as prime contract ithes. Thes was
particularly important in the case of the Aie Force, since
from 83 to 9o per cent of its procurement dollars was paid
to very large industrial organizations. Thas a strong small-
business subcontracting programme was developed on 2
voluntary basis in 1952. Its success bed to its being adopted

by the Department of Defemse which made it 2 man-
datory programme for all large defence contractors. This
programme was quickly followed by legislative action
which extended it to large contractors of all government
departments and cstablished the SBA as a participant in the
DETAILS AND CONDUCT OF THE PROGRAMME

Since the provisiom of the programme are adequately

covered in the Armed Services Procurement Regulation,

the salient and pertinent paragraphs of that regulation are
given in annex .

Table ¢
PARTICIANTS 1 Tie Darsonsa Suaii-Busimss SUBCONTRACTING PROGAAM (BY PICAL YEAR)
(In millions of dollen)

1998 1080 19be 1961 1900 198y 1984 1983
1. Number of large comractors reporting .. 294 208 »h 109 Vel 45 617 601
2. Milisary abcomtrace® ... 9,026 0144 9,066 9,407 10,560 1,411 0,278 4518
(#) To small business comcerns .. .. ... . .. 3,343 3,336 (%) 3,495 4011 4341 3,629 3.934
(§) To other busimess comcerms . ... ... ... 5,784 5,908 0™ 912 6,509 7,07 5,649 4004

3. Percentage of 10tal 10 somall buniness . . ..
concerms (lme 2(a) ~hime3) ....... ... .. 339 36°s 37 373 Mo ELE 391 s

® Represents commitments sisrting with fiacal year 1964 snd paymenes for prier yean.
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A LOOK AHEAD

HIGHLY INDUSTRIALIZED NATIONS

HIS 18 AN eta of niergers. Large corporations are com-
Tbining mto stll larger entivies, smaller concerns are
merging with one another, and many smaller cnterprises
are being taken over by large industrial organizations o
which they becomie subsidiaries. Despite this process, which
1s going on in all highly industrialized nations, alert Govern-
ments can undertake certain steps to mimimize the losses to
the small business community and to encourage the estab-
lishment of new enterprises by courageons and ambitions
entrepremewrs. Most of these helptul activities are outside the
scope of this article but those which fall in the fickd of
government procurement, both prime contracting and sub-
contracting, will be pointed out,

In its own direct purchases (i.c., prime contracting) the
Government can, and should, take a carcful look at the items
to be purchased and make a stadied and seriows eftort to
“break out” from the end-item such sub-assemblies, parts
or components, which could be satisfactorily produced by
small competent enterprises. Although this might seem o
be the antithesis of “systes” procurement, it actually
not. The procurement of 2 weapons system, or of a com-
mumications system, from one large prime contractor—
often in co-operation with other large associatcd prime
contractors—is a natural evolution which occurs over the
vears due to the desite to ensare the reliable performance of
the task for which the weapon of communication net-work
was designed. Such procurement must continue to have
priority, but caution should be exercised bess this concept be
abuscd for purposes of convenience. Experience in the use
of “systems” procurement by procurement agencies of the
military departments of the United States has shown some
instances of such abuse. Even on the part of civilian agencics
experience has shown a trend toward “systems™ procure-
ment of kesser items where 1ty use is not requieed.

Justification for these “abuses” is frequently based on the
argument that subcontracting requirements will provide
the desired alleviation or correction, but this is begging the
amswer. The Government should not require ity prime
contractors to take actions which, for reasons of con-
venience only, it is unwilling to take wsclf.

The prime consideration i determining break-outs is
that the performance rchiabibty standard of the end-iem
sclf be maintaned. When this is cnsured, many oppor-
tunitics will be found to award prime contracts for sub-
asemblics, parts and components, 1o small business con-
cerns that are now being neglected.

With regard to prime contracting, government procure-
maent agencies should abo imantain constant surveillance of
their practices 1o ensure that small potential sources are. in
fact, given adequate and timely notice of procurements to
be made, and are provided withowt delay wich all the neces-
sary specifications needed to prepare a carefully consdercd
quotation. A of this takes extra time and effort on the part
of purchasing officers, buyers and evaluation experts, and
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obviously cinot be accomplished properly unkess sutfcwent
manpower 8 made available —a pont which cven the
wealthicst of nations sometmes faiks to recognize,

Operational aspects of 3 well-considered small-business
prme contractmg programme can be handkd mose of-
tectively by the procurement agencies” own personnel,
specitically assgned and trained to thar task. The task of an
independent “outnde™ agency should be solely that of
cvaluating the results of the programme, bringing any
tailures to the direct attention of the responsible procure-
ment officials, and working with them on the formulaton
of policies 1o make the programme more cffective. The
proper perspective must be maintamed at all nmes; the
programme must contribute o, and never impede, the
over=all mission of the procurement agency.

When all this is said and done, the importance of a
thoroughly sound subcontracting programme, aggrewvely
pursued and acceptable to large prime contractors, must be
pomted out. Despite the directives of the procurement
agency and the published regulations and contractual
clauses, it must be recognized that if 4 ymall-business sob-
contractmyg programme is to be effective, it must have the
scere support of the procurement officiabs of the large
prime contractors, as 1t i thewr buyers who will carry it out.
To weeure that support. these officials must have an oppo-
tunity to take part i the formulation of the programme.
hrasmuch as the large prime contractors or, for that matter,
large subcontractors were selected largely because of their
recogmized management ability, their support—it they
have helped to formulate the programme —is asswred.

In all the points raised above regarding prime and sub-
contract programmes in highly mdustriahized countries,
there is no mention of price-diffcrentiab or of “set-asiches””
(1.c.. procurements i which large business concerns are
not permitted to compete). Price-differentiab are  not
authorized in the United States and, while small-busincss
set-asides are an accepted and widely ued method of
procurement on sckected items, the anthor’s view s that
they are not needed and perhaps are even Rarmful 1o the
small-business community. In normal activities small busi
new concerns mast compete with all others—large,
medium and small —to secure OI-GOVETRIMCNt COMTacts.
There would scem to be no reason why they should be
prosected from laege business ompetiion where a govern-
ment contract is nvolved, provided, and this is an import-
ant provision, the Governmene offers a fair and equitable
opportanity for them to compete.

By avouding price-diffcrentials for small concerns and
smalk-busincs set-asides, the snrall-business procurement
programme will be enhanced in two respects. Fiest, because
no specitic potential sources are favoured and none is dee
crimmnated againse, there would be no need in competing
for a particular contract for explickt definicions 2 10 what
consitutes 2 small business concern. For the benefit of
profesional cconomists and of those charged with




cvaluaemy the cicctivencss of the small-busmess program-
me. tecords could be readily mamtamed and published.
showmg the number and dollar value of contracts placed
m different emplovec-number categories; for example:
1-100; 101-240; 2§1-400; §011,000; 1,001 and over. This
would provide the desited and useful mformation, and no
business concern would be hurt.

Second, the time, energy and ability of the contracung
officers, buyers, and small-business specialists, all of whom
are charged with conducting a small-bisiness programme
as an mtegral part of the procurement process, could be
devoted to the productive task of uncovering more oppor-
tumities for competiion from small enterprises, tather than
merely sateguarding the known opportunidies.

NEWLY INDUSTRIALIZING NATIONS

Some of the newly developing nations have decided, or
arc deciding, that agricultwral development is at this time
more importam to the welfare of their peoples than in-
dustrial development. Industrialization 1 not the end-all
and be-all of the welfare, happincws or independence of
every newly developimg nation. Understandable and wel-
come as this attitude is, a certain amount of industrial
development, specifically related to and necessary for in-
creased food production, could well be explored. Hundreds
f not thowands, of small, i ly owned and
operated concerns will need 1o be established and helpcd m
overcoming their “growing paim” wntil they can stand on
theie own feet and make their contribution to their nation’s
ccomomy. Government procutenent provides an im-
mediate and ready means of accomplishing this.

A small-industrics agency of the central Government
might be set up, staffed by personnel familiar with the kevel
of exinting industrial capabslitics, and devoted to a national
programme which would not only promote the growth of
small industrics bt which would abo encowrage ew-
premewrs to make ine of native skl and indigenous maser-
iak in the cstablishment of new enterprises. Such a pro-
gramme would, of course, nvolve fimancial assistancc,
management traiming, technician traming to provide pro-
ductivity, amsistance m locating or building cficient factory
units and cquipping them with the hand 1ok and machine
took needed. But, a3 pointed out in the preface of this

trcatise, all this would be of no avail unless the sinall n-
dustrics were provided with orders for artickes or services.,
Here s where government procurenient comes in, and the
following steps, alrcady tested by the Governmient of
Indha, are suggested:

1. Establishment of 4 small-industries agency by the cen-

tral Government,
Careful screening by that agency., jointly with officiaks
of the purchasmg agencies, of all artickes and services
the Government intends to purchase: the purpose of
this screening i to determine which articles might be
produced locally rather than be imported.

1. Additional screening to detenmine the possibiliey of
having these items produced by small independent
enterprises father than by large industrial concerns,
regardiess of whether these latter concerns are i the
public or private sector.

4. Employment of the practices developed and invoked
by the Small Industries Corporation of the Govern-
ment of India to channel purchases of items which can
be competently produced by small business to the
previowsly inspected small enterprises. This can be
done by making use of such preterential treatments
as prices-differentials and small-business class set-asides.

5. A faie but reasonably simple definition should be
established of what constitutes 2 small industrial con-
cern. This definition should be Alexible and should not
discourage the growth of the rekevant industrial con-
cerns, either as regards the number of employees or
the volume of productivity.

6. In the case of end-items which at the outset cannot be
satisfactorily produced by small enterprises and mist
be produced by large concemns, government sanction
should be sccured for a specific subcontracting pro-
granime on the part of these latter concerns i the
public or private sector, regardkess of whether or not
they have government contracts,

Akhough the above suggestions are based on wide ex-
perience, cach country’s programme shoubd be “tailored”
to meet s own specific conditions. The small-industries
agency should establish and maintain chose fiaison with its
counterparts in other newly industriahzmg nations tor

thewr mutual benehit,
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ANNEXES

ANNEX |

PROGRESS PAYMENTS
Department of Defense Progress Payments Fact Sheet
This fact sheet is apphcable to small business Defense contractor
and subcontractors. It answers questions on prouress pavments
generally raised by sinall business concerns,

t. What are progress pa yrients ?

They are payments made by 4 Deparement of Detense procure-
ment ageney to a firm working on a defense contract, or, bva
detemse prime contractor to a firm working on a detemse sub-
contract, as unfinished work progresses. There are no interest
charges for such payments,

2. What is their purpose ?

To cnable the firm to cover the major part of its inciirred costs
under a fixed-price tvpe of contract when there is 4 long pre-
paratory period (normally six months or more) between the
beginning of work and the expected first delivery mvolving sub-
stantial predelivery coses that mav have a material mpact on the
tirm’s working funds.

1. IWhat is meant by **a major part of incurred costs 2™
70°% of total costs incurred, or, 85, of direct Labor and material.

Exception: in the case of small business restricted advertiing when

the percentages may be 75°, and 9o®,

4 Do progress payments cover costs for real estare improvements,
machinery, or equipment ?

No, nor do they cover other costs that are ordinarily capitalized
and subject to depreciation or amortization.

3. How docs a source, or potential source, know whether progress pay-
nicnts arc a ailable ?

Unless the bid-set itselt expressly covers the point, ask the con-
tracting officer or the prime contracror's buyer.

6. 1What conditions must be met by a defense contractor in order 1o gt
progress payments provided for in a contract?

He must have, or establish, an accounting svstem with controls
suthcient and reliable cnough to segregate and accumulate costs
mcurred on the defense contract as distinet from any other work
he 1nay be performing.

7 Does a business concern have to prove that it needs progress payments
to enable it to perform the contract?

No, it does not.

& If the IFB or RED states that progress payments are avaslable, does 4
request for progress payments (at the time of submitting a hid) put the
hidder at a disadvantage in the comptition?

No. When progress payments are provided for in the Invitation
tor Bids, a business firm's request for themi is not considered 3
handicap or an adverse factor in award of the contract.

9. Are progress payments available from a prime contractor to potential
or actual subcontractors under the same circumstances as they are to
potential or actwal prime contractors ?

Yes, they should be. It is Department of Defense policy that
subcontractors should get progress payments from their customers
on the same standards applicable to prime contracts. In fucther-
ance of this policy, current standard progress pavment clauses tor
prime contracts contain the express agreement of the prime con-
tractor to provide progress pavinents to subcontractors which are

ESmall Buomess and the Ave Force, AFP T0-1-4, 1963
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smalf business conceris, contormmg with published standards for

PrImE CONrACt progress pavinents,

10. How may a small business (potential or actual) subcontractor know
if progeess payments to subcontractors are provided for in the con-
tract held by the prime contractor: and if they witl be allowed on the
particular subcontract for which ke iv competing 2

By asking the purchasmg agent, or the Small Business Liaison
Otlicer, of the prime contractor with whom he i dealing.

1. 1f a small business (porennial or actual) subcontractor foels he 1 no
receiving full consideration from the purchasing agent of a prime
contractor, what reconrse does he have ?

The matter should be frankly discussed wath the Small Busimes-
Linon Officer of the prime contractor. Evers large detense prne
contractor has one such ofticlal or more. Te 1s their responsibility to
msure that small business concerns are @iven fair und cquutable
treatment in all their dealings with the company.,

12. If a small busivess (potential or acual) prime contractor feels he is no
receiving full consideration from a military agency contracting officer
what recourse does he have ?

The matter should be presented to the military deparument smal!
business specialist assigned to the purchasmg office m queston.
This specialist is responsible to the Chiet ot the Contracting Othce
tor msuring that small business concerns are given tair and equi-
tuble treatment in all their deatings with that office.

ANNEX 1I

1-707 Subcomtracting With Small Business Concerns’
1-907.1  General,

(4) It 1s the policy of the Government to enable small business
concerns to be considered tairlv as subcontractors to contractors
pertorming work or rendering services as prime contractors or
subconteactors under Government procurement contracts, and to
assure that prime contractors and subcontractors having smull
busness subcontracting programs will consule through the pur-
chaving activity with the SBA at ity request.

(b) The SBA is not authorized, llowever, to prescribe the extent
to which any contractor or subcontractor shall subcontract o
specity the concerns to which subcontracts shall be granted, nor
does it vest in SBA authority respecting the adiministration of in-
dividual prime contracts or subcontracts.

1-707.3  Small Business Subcoutracting Program. The Govern-
ment’s small business subcontracting program requires Govern-
ment prime Contractors to assume an afirmative obligation with
respect to subcontracting with small business concerns. In con-
tracts which range trom $5,000 0 $ 500,000, the contractor under-
takes the obligation of accomphishing the maximum amount ot
small business subcontracting which is consistent with the efficient
performance of the contract. This undertaking is set forth in the
contract clause preseribed in 1707, (a). In contracts which mav
exceed $500,000 the contractor is required, pursuant to the clause
st torth in 1-707.3 (b) to undertake « number of specific responsi-
biliies designed to assure that sniall business concerns are con-
sidered fuirly in the subcontractng role and to impose similar
responsibilities on major subc ontractors, (The laison officer re-
quired by the latter (lause may abo serve a5 lizison othcer tor
labor surplus area maty. ry. -

b Armed Services Procurement Regudation, Pitt ~, Revision 12, 1965,




1=707.3  Required Clauses,

(a) The *Uulization of Small Busmiess Concerns”” clause below
shall be included in all contracts in amounts which may exceed
$5,000 cxcept (i) contraces which, including all subcontraces
thereunder, are to be pertormed entirely outside the United States,
its possessions, and Puerto Rico: and (i) contracts for service
which are personal in nature::

UTILIZATION OF SMALL BUSINESS CONCERNS (JANUARY 196X)

(a) Itis the policy of the Governmene as declared by the Con-
gress that a fair proportion of the purchases and contracts tor
supplics and scrvices for the Government be placed with small
business concerns.

(b) The Contractor agrees to accomplish the maximum
amount of subcontracting to small business concerns that
the Contractor finds to be consistent with the cfficient
performance of this contract.

(b) The “Small Business Subcontracting Program™ clause
below shall be included in all contracts (except maintenance,
repair and construction contracts) which may exceed $500,000,
which contain the clause required by (a) above and which, in the
opinion of the contracting officer, offer substantial subcontracting
possibilities. Prime contractors who are to be awarded contracts
that do not exceed $500,000 but which, in the opinion of the con-
tracting officer, offer substantial subcontracting possibilitics, shall
be urged to accept the clause,

SMALL BUSINESS SUBCONTRACTING PROGRAMME (JunE 1965)

(a) The Contractor agrees to establish and conduct a small
business subcontracting program which will enable small busi-
ness concerns to be considered fairly as subcontractors and sup-
pliers under this contract. In this connection, the Contractor
shall—

(1) Designate a liawon officer who will (i) mamntain liaison
with the Government on small business matters, (ii) supervise
compliance with the “Utilization or Small Business Concerns”
clause, and (iii) administer the Contractor's “Small Busines
Subcontracting Program.”

(2) Provide adequate and timely consideration of the poten-
tialities of small business concerns in all “niake-or-buy** deci-
sions.

(3) Assure that small business concerns will have an cquitable
opportumity to compete tor subcontracts, particularly by
arranging solicitations, time for the preparation of bids,
quantities, specifications, and delivery schedules so as to facilitate
the participation of small business concerns. Where the Contrac-
tor’s lists of potential small business subcontractors are exces-

svely long, reasonable effrt shall be made to give all such small

business concerns an opportunity to compete over a period of

time.

(4) Maintain records showing (1) whether each prospective
subcontractor is a small business concem, (ii) procedures which
have been adopted to comply with the policies set forth in this
clause, and (iii) with respect to the letting of any subcontract
(including purchase orders) exceeding $10,000, information
substantially as follows:

(A) Whether the award went to large or small business.

(B) Whether less than three or more than two small business

concerns were solicited.

(€C) The reason for non=solicitation of small business if such

was the case,

(D) Thereason for small business failure to receive the award

it such was the case when small business was solicited.

The records mamntamied m accordance with {(m) above may be
i such form as the ndividual Conteactor may deterimme, and
the mformation shall be summarized quarterly and subimtted by
the purchasing deparament of cach mdividual plnt or division
to the Contractor’s cogmzant small husiness haison officer, Such
quarterly sumimaries will be considered to be nuanagement
records only and need not be submitted routmely o the
Government: however, records mumtamed puesiant o this
clause will be kept available for review,

(s) Notity the Contracting Officer betore solictang bids or
quotations on any subcontrace (mcluding purchase orders) w
excess of $10,000 1 (1) no snnall business concern isto be solicrted,
and (1) the Contracting Officer’s consent to the subcomract {or
ratification) 1s required by a *Subcontraces” clause m this con-
tract. Such notice will state the Contractor’s reasons for non-
solicitation of small business concerns, and will be given as cadhy
in the procurement cycle a5 possible o that the Contracting
Othicer may give the Small Business Administration timely
notice to permit SBA a reasonable period o suggest potentully
qualified small business concerns through the Contracung
Otlicer. In no case will the procurement action be held up when
to do so would, in the Contractor’s judgment, delay pertor-
nuance under the contract.

(6) Include the “Utihzation of Small Busmess Concerns”
clause in subcontracts which offer substantial siall business sub-
contracting opportunitics.

(7) Cooperate with the Contracting Officer m any studics and
surveys of the Contractor’s subcontracting procedures and
practices that the Contracting Officer may from time to tme
conduct.

(8) Submit DD Form 1140-1 cach guarter m accordance with
instructions provided on the torm, except that where the Con-
tractor elects to report on a corporate rather than a plant basi,
he may submit his repores to the Military Department havig
the responsibility for the Small Busmess Subcontracting Pro-
gram at the corporate headquartens. The reporung requice-
ments of this subparagraph (¥) do not apply to Small Businew
Contractors, Small Business Subcontractors, or educational and
nonprofit institutions,

(b) A *“small business concern™ is a concern that meets the
pertinent criteria established by the SBA and set forth i para-
graph 1-701 of the Armed Services Procurement Regulation,

(c) The Contractor agrees that, in the event he fails to comply
with his contractual obligation, concerning the small business
subcontracting program, this contract may be termmated, m
whole or in part, for default.

(d) The Contractor further agrees to msert, w any subcon-
tract hereunder which is in excess of $500,000 and which con-
tains the “Utilization of Small Busness Concerms”™ clause,
provisions which shall conform substantially to the language of
this clause, including this paragraph (d), and to notity the Con-
tracting Otficer of the names of such subcontractors; except that
the subcontractor will submit the DI Form 1140-1 reports 1o
the Military Department having the responsibiliey for review-
ing its small Business Subcontracting Program. (A subcontractor
may request advice trom the nearest military purchasing or con-
tract administration activity as to the Military Department to
which he should submit his reports.)

(¢} The **Small Business Subcontracting Program (Maintenance,

Repair and Construction)” clause below shall be included m all
contracts for maintenance, repair and construction work wlich



mav exceed $500,000. which contam the clawse required m (a)
above and which n the opimion of the purchasmg activiey, offer
substantial subcontracting possibilines.

SMALL BUSINESS SUBCONTRACTING PROGRAM (MAINTENANCT,
Rivaik AND CONSTRUCTION ) (MARCH 1904)

(a) The Contractor agrees to esrablish and condner 4 small
business subcontracting program which will enable small bus-
ness concerns to be considered fanrly as subcontractors, m-
cluding suppliers, inder this contract. In this comection, the
Contractor shall designate an individual to (1) mamtain liason
with the Government on small business matters, and (i) admini-
ster the Contractor’s Small Business Subeontracemg Program.

(b) Prior to completion of the contract and as soon as the
tinal nformation 1s available, the Contiactor shall submir o
completed DD Form 1140-1 to the Government addressees

prescribed thereon. This subparagraph (b) is not applicable of

the Contractor is a small busines concern,

(c) The Contractor further sgrees (i) to insert the “Utilization
of Small Business Concerns” clause in subcontracts which offer
substantial subcontracting opportutitics, and (i) to insert in cach
subcontract cxceeding $500,000 a clause conformmg substan-
tally to the language of this clanse except that subcontractors
shall submit DD Form 1140-1 direct to the Government

addressees preseribed on the Form. The Contractor will notity

the Contracting Officer of the mame and address of cach sub-

contractor that will be required o submit a report on DD Form

1140-1.

1-207.6  Subcomtracting Stdics and Swrreys. Each purchasing
actviey shall assiste the SBA 10 obtain such reasomably obtanable
mtormation and records concerning the snbeontracting of s
prime contractors and its subcontractors, having contraces that
contam the Small Busmess Snbeontracting Program clanse, a
the SBA muay deem neeessary. Accordingly, the contractmg ofhicer
or his representative, separately, or together wath a representative
of SBA may periodically condunet studies and survevs of the con-
tractor's subcontracting procedures and practices and those of his
subcontractors. Sich sendies and survevs may originate wath the
purchasing acavies m order to have available the pertinent data
concerning subcontractmg by ies primes, or, it such data s not
currently available, the sendies and sirveve may originate apon the
request of the SBA tor such data. On the basis of the foregoing
studies, survevs, and records, the SBA mav make recommienda-
tons to the purchasmg activiey regarding methods for increasing
small bismes participation in subcontract awards. SBA and the
purchasing activies. wall freely interchange, at the operating level,
mtormation resilenig trom these surveys.









