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l. Although big moderm factories Play the decisive
role in promoting industrialisation, the problem of employ-
iag hbm-qmin; production methods ir itransitiomal
Mo bas not lost its significmoe tviay. It is

particularly pressing for countries with vory limited
resources for capital investments and with excess labour
force, primarily for Asian and some Afrlcﬁx countries.
But not only excess labour force makes it imperative to

unit of cepital; there are also other factors such as
lack of adequate resources for large-acale prodiction,
lack of necessary peraomnel for modern enterpriees and
the gensrally low level of technical knowledge.

2. Definition of small-scale industry. Most of
the sxristing definitions of small-scale industry are based
on one or two indices——-the number of pecple employed asnd
the 3i@® of cepital (sometimes om both). Bvidently, in

Practice thie 1e the easiest wey for collecting statistical
information, although in thig Iespect there is one
requirement which is very urgemt: Wiflcation of tho given
Sefiniticn for all coumtries, thus seking it possidle %o
ocEpare the esemcmic charesteristiocs of small-gcale
production on an inmtemational scale md to drew up
recommendations %o reise its efficiency. -

5. In effect, however, both indices 4o not mirror
the real differences between smali-scale production snd
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highly mechaniged industry, as unlike types of industrial
production. According to current definitions, modern,
highly mechanised enterprises with a relatively mmall

scale of production are sometimes included in the category
of smail enterprises, and contrarywise. This causes

great confusion when it comes teo characterising small-scale
production.

4, Today, small-scale industry is regarded as
lebour-intensive prouction as a rule. In contrast to
it, large-scale production is cepital-intensive. In our
opinion it is this that forms the basic difference between
these types of production.

5. Proceeding from this basic difference it may be
suggested that the definition of small-scale and factory
and works production should rest on the amount of capital
at their disposal or the size of the fixed cgpital per
productive worker. Considcring that statisticians might
encounter difficulties in determining the boundary between
one or another type of production, the following supplement-
ary indicetors might be of use:

a. Imployment of mechanical forms of enerIgy.

b. Degree of mmployment: in conformity with the
reconmendatiors of the United Natians Boonoric Oommittee
for Africa /1/ it is more expedient to consider 100 workers
as the upper limit of employment in small enterprises (in
developing countries).

6. The principcrl indicator of the sise of the fixed
capital per worker must be calculated d.iftcrehtiuly fox
evexy branech,
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And, on the contrary, for each branch it has to be
standaxrd on tho world production scale, or if more
convenient, on a regional scaie, or on the scale of
ssveral regions or a large group of countries.

7. 4An essential 4ifficulty.erising in this comnection
is that of estimating the capital of an enterprise. There
are at least three methods of doing so: (a) on the basis
of the initial cost of fixed assets; (b) on the basis of
the cost of fixed assets with an eys to their re-appraisal;
(c) on the basis of the cost of resplacement. Whatever the
method, it i1s obvicus that it has to be the only one for
all mtcrprtm, all branches and for all, or at lesst, for
a largs group of countries. In ocur opinion the mcst
coavenient is the third methcod which creates opportunitiaes
for comparing the market value of the asgets which, in
this case, will give a clear picture of the canditian of
the assets~-their actual wear apd obsolescence and their
opsrational condition, i.e., everything ﬁut in the final
couns askes it possible to lipk up tus value of capital
pes worker amnd cotgere it with the labour productivity Qf
this worker,

8.  ZR.2ela b She malloagale iodnatny. i the
2200g0i00 05 N8 MOVRAMANS SEAKIISS: I» meay of thea
16 scoounde for 25 to 50 per omt of the gross and net
Poduct of the mazmufactusiag industry e aleo for a large
et of the people ampleyed ix is.

| It will %0t Do en SxagUIPESin 0 My theS the amali~
~scale ad domestic indngtrises 13 the dPwlcping ewatries
are still a principel source of anmfedinged seheusew

goods. With dech passing year & paxt ¢ Yo emall




enterprises disappears under the obslaught of large-scale
production and their owners become either wage workers

or paupers. At the same time many new small or even tiny
enterprises appear and consequently the general process
of curtailmernt of small-scale production assumes an
extresely slovw ana protracted nature.

9. Some organigationgl questiong. For planning
purpcses the following claseification of the principal
types of small-scale production way be suggested:

a. "Traaitional crafts"™. Tnis includes, both tne
promctioﬁ of original nand—x_;mao articles, and the
production of com.odities wnich can aiso be manufactured
oy large-scale industries but are valued higher when made
by unanc.

b. Production af napd-made cangumer gooda. It
e.brices ezterprises based primarily on the empioyment of
nand labour and manufacturing consumer goods (fabrics,
fooustuffs, shoes, clothes) which are also produced by
factories., |

c. Loderr scall enterprises to one degree or another
using new, altaough not the latest, machinery in the
production of both up-to-date conmumer articles and goods
for production purpomes. In coatrast to group "o*
enterprises smploying basically asnual labour and producing
congumer goods which, however, differ from thoss made
at factories; the enterprises of the givea group bave
a higher level of mechsnisation, sometimes use a motor
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and manufacture articles which correspond, or at least,
have tc correspond to factory standards. At the same
time, if compared with qualified factories®, thaese
enterprises are poorly mechanised and widoi: employ
manual labour, and their equipment is usually outdated,

10. Group "a" enterprises—"traditional crafts"—
have a twofold connection with the general industrial
complex nf these countries. MFirst, they use a part of
factory-made semi-finished articles (small piecss of
rolled non-ferrous metal, metal thread, casts and woolen
and cotton yarn). BSecond, their products are sold om
foreign markets for currency which can ba used to purchase
pPlant and industrial materials. Moreover, today not
only individual craftsmen turn out original hendicrafts,
this is also done by erterprises employing wage labour.
The domestic demand for such wares is cmsidérabl_v under-
mined by the competition with clLeaper factory-made as
well as imported goods, but there is an upward trend in
the demand for these wares abroad which is canducive not
only to the preservation but also to the expansion of this
type of production.

u. Group "b" enterprises—domestic industry
produecing primerily hend-made consumer gools——are wide-
spread both in towns and in the villages of the majority
of the developing countries. The bulk of their ocutput is
designed to meat the demands of the local market, end in
an overwhelming majority of cases is produced at home bty
members of the family.

¢ interprises included into the vensuses of large~
scals manutacturing industzies.




12. A)though less widespread than the above

enterprises, group "c" enterprises have been rapidly
acquiring great significance in recent years.

Small factories are rising alongside modern large-
gcale industry and to a certain extent are following its
footateps. Their rapid growth in the pre-war smd post-war
years in the countries under review was Que to the shorta e
of large capital, on the one band, and to the mounting
wewand of the home market bota for consumer goods and
other iteas which the large-scale industry could not
satisfy. 9mall factories are set up more often tham not
on the basis of worn out and ouldated equipment which had
served 1ts term of exploitation at qualified enterprises,
and extensively employ manual ladbour. The most important
spne e of activity of these enterprises in India is the
production of soft drinks, jute wares, chemicals and
perfunes, mall mechanisms, electrical equipment and all
sorts of spare parts. The most widespread small factories
in Prukistan are those turning out farm implements, hard-
sare, spare parts for industrial equipament, chemical gooda,
and so forth. iost of tnem are sited in towns so as to be
clo.er to large-scale industry.

13. A very iaportsmt feature of small-scale industry
is the existence of a ramified system of MMM.
3nall commedity producers are greatly dependsnt onm
comrsicial and usrious capital in purchssing implements
of labour, obtaining the mesns for existence, Taw ssterisds
and in the matter of selling their pwéduse. The Dumwoesd
strats of istermedisries detveen e mmrll camellty
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producers and the market sucks the blood out of small-scale
production, keeps it at a low material and technical level.
At the same time, however, it preserves this type of
production and helps it to survive.

14, Alongside the sharp competition betwseen small-
-scale production and large-scale machine industry there
is a clearly defined tendency towards a symbiosis. PFirst,
it is expressed in that the nandicraftsmen are beginning
to use semi~finished goods manufactured by large-scale
industry. This is particularly manifest in the production
of hand-woven goods out of factory-made yarn. Second,
in that the small enterprises manufacture various kinds
of semi-finighed goods and individual parts for articles
turned out by the large-scale industry. It camnot be
claimed that this integration bears a fully orgsnised
or mass character; nevertheless, it does have definite
economic significance. It has to be noted that certain
opposing factors are retarding the co-operation of the
small-gcale with large-scale production. These factors
include the scattered state of small-scale .rodaction
aaking factory comtrol over them little effective; its
dependence om usurious upitd and brokers; and finally,

15. A study of the structure of the cepistal of
saall hardicrafts emterprises shows that they expend th
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greater part of tneir fixed capital to purchase iand,

or to buy or lease premises. These outlays, whicn lower
the economic efficiency of a given trade or manufactory,
are quite patural for all scatterea tiny enterprises.

THe structure and the size of the working capital are, om
the whole, likewise unfavoursble for the small handicrafts
industry. But objectively the latter cam economjse on

the working capital inasmuch as it produces output in

srall batches, fulfils orders using the materials of the
customer, and so forth.

16. On the basis of figures for India, Burma and '
Fakistan, a comparison can be made of the vasic econoaic
{ndices of small-scale and handicrafts production and large-
scale industry. These figures show that in most branches
the small-scale domestic industry nas higher indices of
output of gross and net product and lower indices of the
output of surplus product per unit of the capital invested.
This mesns that for a period of several years the initial
capital invested ir the -ail-sc;lo domestic industr” can

yield greater gross and net product than the initial
capital invested in large-scale industxy. If, on the
other nand, a lengthier period is cmsidered, then the
advantege in this respect will graduially pass over to the
large-scele industry which yields greater surplus value
and can accumulate and increase production capital at a
quicker rate.

17, The correlation gross product—ocapital is one
of the most important for comparisg the efficiency of
the small-goale wish that of she large-scale industry.
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In determining the efficiency of capital investments, an
individual | et:trepreneur is primarily concerned with

the profit tﬁey jIeld, whereas fram the point of view of
social reproduction it is sometiues most important to
manufacture the given product in the amount designated.
Such an approach is particularly expedient when it is a
matter of prodiucing a commodity which a country will
otherwise have to import.

18, It should be taken into account that the
coefficient output-capital Just as other coefficients,
is differexnt in the initial years when capital is deing
gestated and in the subsequent years when the capital
is wholly invested and partially depreciated. When
assessing the capital intensity of one or another techno-
logical metbod, it is essential to single out the capital
intensity of the inltial perbod of production and the
capital intensity when production is wholly organised
and capital investments have been nade operative (or the
incremental operationﬂ effects of capital investmerts).

19. What role will this difference play in .
determining the efficiency of capital investasnts? When
the invested capital has to be recouped within a short
apan of time, the first hing that has to be takem iate
account is the index of the ogpital iatensity in the
iaitial period of 1ts recowgment. The longes the tem
of recoupment, the Nome significmt becomes the imdex of
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the capital intensity for the subsequent period. In the
opinion of the Indian econcaist Ehatt, when an investment
has to be recouped within 15 years or more, the incremental
effoct may bo. disregarded or, in the extreme case, ninor
codrections will have to be introduced into the corresponding
operational i.adey. If short-term investments are made (say
for a period of 510 years), they sre, as a rule, more
advantageous to projects requiring less capital and where
the 4ifferences between the incremental and the operational
effacts are less prominent. In planning short-tera
{nvestments, this is yet another factor in favour of the
gma'l-scale industry with a low level of mechanisation.

20. The advantsge of small-scale industry in the
out;ut of the gross sn2 net product per unit of the
{nvested capitul (in thos2 cases where it does have this
sdventage) and the resulting relative efficiency of the
rerlacerent of capital by lsbour have their limits. The
replacenent of capital-intensive by ladour-intensive
processes can reach a certain crucial point below which
not only the registered a‘vantage dissppears but labour
1tself becomes sbsclute.Ly inexpedieant.

21. In sost cases the rate of profit is uswmlly
higier in the large-s-sle industry. Yet, m employmant
of the most modern mackines im saMditions of the developing
countries will nos always yield the highest Xate of
profit. Jacts and figures sbout the Indian daxtile
industTy show that there is wide seepe fer choosing a
sore efficiemt tecimological method, which emang others




can be selected in accordance with such an indicator as
the rate of profit., These data‘reveal that the highest
rate of profit is obtained not in prcduction requiring
the highest investments (automatic lat;hes) but in
production which needs less capital (non-sutomatic mech-
anical lathes). Finally, slightly improved hand-operated
equipaent ——semi-~automatic lathes~—shows a profit slightly
lower than that yielded by mechanical equipment requiring
incowparably greater c.pitai investunents.

The Protlem of Efficiency and the Pl of it
Investments in uiverse Technological Methods of

ction

22, It also has to be underlined that in small-ecale
indugtry there is a great variety of the basic indices of
production agtivity, iWhat we have pointed out as the basic
characteristics of small-scale industry are not inherent
in all small enterprises without ezception. Omn the
contrary, there may be exceptions in many cases. But
what is important is the faot that scocording to -t:tistfc-
a grouy of enterprises with the above-mentioned charscter-
istics does exist and is large smough to be taken into
account when plauning inter-lLranch cspital investments.

23. Irom the point of view of the indices of the
sise of the gross product, walue added, amd the sise of
‘she surplus product per unit of invested cepital, the
priseipal brenches of industry of the developing ocountrise
may be divided inte three groups: a.) brenches in which




-12-

small-scale production has higher indices of gross output
and of value added per unit of cspital but a lower rate
cf profit than large-scale productionj b.) branches in
which small-scale industry has higher indices of both
gross product and the nawly-created valus and also rates
of profit; c¢.) branches whare, on the contrary, thue
indiges are higher in the large-scale industry. 4All
>ur recomasndations concern the first group since the
situation in the other two groups is absolutely clear.

24, In view of the fact that labour productivity is,
as a rule, loser in small-scale industry, it is clear that
1t 1s of little interest to the plaming agencies. The
utiligstion of ladbour-intensive processes with a low level
of mechanisation or the replacement of cgpital by ladbour
1cwodintcn1:uﬁonoomluitumto
obtain the maximum gross product, or value added, or
surplus product in the conditiom of sharply limited capital
investaents and relatively unlimited labour rescurces;
especially low-paid wnskilled or low skilled labour.

25. In this case estimates and the compariscn detweea
small-scale snd largs-scale industry -E-a.’..‘ the basis of
calculating the imdex of gross product and other imdices for
a period of several years during silch the self-grewth of
the inisially iavesved ospital will be teken into asseust,
If theee indises over the plammed period will de Mgher for
the small-seale industyy, it is consequently imciwded ia
the planned estimates. In the opposite case aaly isvestments
into the large~scale industzy are omsidered. In Wds
oomnection it has to be borne in mind that small~esale
industyy yields the maximum product only if a limived peried
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of time is designated. DBeyond this time limit, due to
faster rates of accumulation, the product is maximised
already in large—-scale industry, while small-scale
production begins to lag more and more,

26. When using constant technological coefficients
(output-capital, rates of profit, etc.) the changes in ths
indices of the gross output, profits,snd so farth, teke
Place in time and are connected only with a change in
capital. Teking-into account temporal lags in the recouping
of capital investments, the formula of the growth of capital
would resemble a recurrent ratio®

=K1+ P " K_1.)
where:
P 1is the rate of profit
1 1s the gestation lag of capital investments.

2). Te introduction of gestation lags of capital
investments into calculations cosidersbly changes the
picturs, in this case in favour of ssall-scale industry.

In case of a lag, the effect from investaents is netunlly
obtained over a lomnger period and the oritical points at
which the differences between techmological methods are
levelled cut are delayed for a few years.

8. Io deternining the effectivity of capisal invest-
aents in one or anmother teshnologicel methods of production
it is very imporsant to estimate expenses md the foreigpn
currenqy receipts coming from Savestamts. In thig case, if

* Jor cimplicity’s sels wo talts that (1) the whole mm .

of the surplus produst is sssumleted, (2) lags hAave oqal

intervals and axre the smme for all perts of the iavested
oapital.




. =la-

we use the kmown formula for finding the "combined effect
of capital investments on the payments balance™ /2/ the
formula for gross product at tho moment ¢ will bde:

Pt = & . Lt +. B,
where B is the combined effect of capital inve::tmesnts on
the payments balance, and

r is the coefficient which takes into account the
difference in the purchasing power of currencies.

29, The comparatively few advantages which small-scale
industry has over large-scale production are, naturally, of
a temporary and very relative cimracter. Yet, we believe
that tnese advantages, too, can be employed successfully
to promote economic development. In this counection it is
most important to take into account the entire complex of
economic, and, sometimes, of social conditions under which
a decision has to be taken. DBelow we shall discuss a
situation which is most typical for the develcping countries.
It is worth while to dwell on it in somewhat greater 'detail,
for the conclusions which its analysis permits us to draw
are subsequently used in foimulating canstructive
suggestions.

30. Let us presums that the principal goal of the
economic policy of a developing country is to ensure »
balanced growth of its economy. Consequently, it has %o -
create branches and industries whose output will replace
isported commodities amd gusrantes the functicming of the
principal industrial eamplexss. In this case “he chief
Muumuit“mm-wbamglml
bigh encugh %0 satisty the requirements of intezmal
production or nass scagumption. Let uy fuzther presuss that
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a plan for investing capital into the nin economic branches
has already been worked out. In this case it may happen
that the capital allocated under the plan for investment in
a given branch is large enough to produce the required
amount of output. Then large factories will be given the
priority because they yield the greater share of the surplus
product. But it is also possible that modern factories
cannot ensure the necessary output level on the basis of a
given smount ¢ capital investments. Thereupon a combination
of various tschnological methods can be used in such a way as
to achieve the planned level of gross output and to maximise
the surplus product. Alongside solving the principal task
(bringing the growth rates to the maximum and ensuring the
output of the planned volume of production), the combination
of various technological methods, including those requiring
the most intensive labour outlays, offers the possibility
cauidorabl:'to raise employment in oomparison with its
ldnl when only modern capital-intensive types of proauction
are used. Oonsidering that the matter in question concerns
production of critical commodities, it is necessary to
compare the effect of capital invesiments on the output

of these Q'Gnoditiu with the cost of their imporv (taking
mtommtthnmottmunmmundﬂu
necessary increase in its cost in these camditions) |
throughout the plammed period. '

' 31, During the sslutioa of the given probles, it is :
wn&ﬁotoﬂanmc'mtmmmmmm |
jTocess with & concvete Sselmological method. This effers
mple opportunities for promoting sco-operation between

a large tmm,m-nwm eaterprises undsr

S . B ) N
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which small-scale production will supplement the factory v
and not compete with it. Then the need to ensure a bulanced
production will harmoniously merge with the interests of

attaining rapid and stable rates of growth of the accumula-
tion fund.

i te

32. Consequently the organic co-operation of n..u-
scale and handicrafts production with the factory is the
most promising form of its further development. It is
possible to envisage the growth of one or another form of
production precisely along the lines of & horisontal complex
in which the leading role will be Played by modern
industries while the poorly mechanised forma of nsnufacture
will guarantee the functioning of the separate links ot the
production procou-—nnnracture of parts, cmditioning of
Taw materials and putting the finishing touches to the
manufactured goods. This form of co~-operation between
highly mechaniged forms of production and poorly mechenised
manufacture mekes it possidle to combine the interests and
requirements of social reproduction at a specified moment
with the need to maximise (in Siven conditions and under
specific limitations on sapital and other nlmrcn) the
output of the surplus prodmct, thnn enguring accelerated
Mnm-a.gvmmummm. j

33. Tcdu -a.u--cd.o production i.n thc developing

countries has to be thoroughly reorgsnised. Its scattered
cnu-actor. Poor organisation of sales, inadequate mpply

with raw materials and the dependence of the, handicrafts anmd

e ———— et —

Ranufactory on nuurou. brokers sharply dscreases its
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economic effioiency. It is also essential to take into
acoount the rising demands to improve the socio-economic
conditions of the small-scale comeodity producers and to
o'lnxibipnte them from the onerous commercial usurious
d.op.endance. Although in present-day cdzditions a
handicraftsman is not always guaranteed the same level of
consumption as a factory vo&or, the elimination of debts
to usurers and the big losses incurred as a result of the
commercial ®operations”™ of the brokers can congideradly
improve a hendicraftemen's position.

4. Today private industrial capital in these countrics
is trying to put poorly mechanised manufacturé at its service.
But this, ctm enforced, symbiocsis of the factory with
saall-scale and domestic production may prove to be iutroc-t-
ive for the national economy as a whole 1€ it is farmed out
to private capital. The capitalist ontroprcneu;:ma 11ttle
for the needd of the whole branch, for the requirements of
the eosnoy in one or another commodity, for ensuring stable
intex-branch li;nk: waich would bring the greatest benefit
to the antire econony. Consequently, only the atate can
Tedically recrgenise small-sbale handicrafts protuction and

‘guide 1ts further development in sccordance d.ﬁ the

interests of both the soclety as a whole md ‘&o mall-scale

producers thenselves. ‘
35. One of the most efféotive foxms of state sppors
for small-scale and handicraftl production in our opinion
is the establishment of industilal estafies which bave already
become widespread in soms countiles, in Tndia, for exemple.
36, The industrial estedd in the developing countries
are to achieve the following prmod ooalas




-18-

«/  ollerctie the Aoved optent ©f crall-lcale jroduction ’
— chourv favouravle oo ditiorn -0r ralntaining the yroducti-
i ool enter,Pises witnin the totate sl a nigh level,

1 +

1oy : vy
Lt iCLL el gy

© wyotes of inter branch ties wnd to make
Sl rrest hruncies of lndustry mugually sapplecentary /3/.

Jre  Stili, as Lay be judged from the already existing
vhlipes, mauy of them Camiot acpieve even o gingle one of
L. above tasks and are less profituble than even the
scattersd small-scule production. Thus, figures character—
ising some industrial estates in India disclose that the
8ize of their fixed Ca, .%al per worker is much greater than
iu he scattered sugil-scule lndustry and ouly slightly
lower than in the large—scale industry., At the game time,
the basic indices of the work of the enterprises in en
ectate, particularly its gxoss and net product per unit
of capital 1nvested in thew, are lower than the corresponding
indices for the scattered small~scale production and for
large-scale industry /a/.

38. Some investigators attribute the low economic
ef’iciency of the industrial estates to the Tfollowing causes:

8. extremely nigh cost of construction of indugtrial
estates, the big skare of the cost of land, production
Fl:-oises and other long-t-ruw Overhead experses im the value
of the fixed capital; b. shortage of technical personnel
res.lting in considerable under-capacity pProduetion;
c. shortage of raw hateriasis, absence of adequate
opportunities for technical consultations and training
faclilities for the personnel, high remt, etec.

39. But what is most important, however; 1is probably

the fact that industrial estates have either inadequate
connections or aone at all with the production complexes of
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a given region, and do not have before them a clearly defined

production task. In such cases the estates are primarily

concerned with increasing employmeat and not with achieving
tne maximum utillisation of the actual production advantages
of small-scale industry, or bringing down to the minimum
whatever shoricomings it may have, But if they do set
themselves a clearly defined production goal they will be
able to make use of the additional advantages stemming from
the very association of small enterprises:

improvenent and cuttlag the costs of supply and sales;

‘ relative decrcase in some capital expenditures and

-mprovement of the composition of carital on a functional
basis (decreasing the share of land and premises in the
general capital expenses);

improvement in the training of personnel; greater
opportunities for raising the professional skill of the
workers; )

opivrtunities for raising the efficiency of small-scale
production;

standardisation oif production, improvement of its
quality and the mamufacture of commodities according to -
standards;

mnore efficient state crediting of small-scale industry.

40. Two basic types of industrial estates are knowm,
The first is simple co—operatiom of small cnumius
(homogenecus associatioms). The greatest economy and the

isprovemsnt of productiom conditioms avre achieved by paring
dom generel expenses—anuxiliary ssrvices, crganisation of
sgply and seles, and 00 forth. The second type is the

associstion of small entexprises cloesly co-opersting with
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one or several l&rge factories (combined estates), In
addition to pPossessing production tieg betwee . smali and
large-scale enterprises they are s1so linked territorially,
1. In specific conditicns ¢ jig precisely homogeneous
inleztrial es%ates that may be Successfully used. Those
cozlditions include the following:
wken the local market is too zmall fo; large-scale
srocuction of certain consumer goods, let alone for setting
<P & big combined industrial estate,
#hen the local resources are inAdé&ﬁAte for a combined
industrial estate; ot the same time if’ié clear that 1t 14
@ore expedient to nanufacture a g§iven assortment of
ccrodities localiy than to btring them in from other Places,
when the ;roductlon of some commodities, rarticularly
“Tuzditlonal or original articles requires hand labour and
does not need a very high increase ip carital~to~man ratio,
In these conditions éven 2z simle uverging of small-scale
rToducers on the basis of the existing equipment rnay be
sccnomically expedient, It can be concluded that remote,
taciward and chiefly agricul tural regions offer the zost
favourable conditions for the establishment of homogeneous
industrial estates., One way of paring down the construction
costs of these estates is to use cheap local building materisls
exd choaper equipment.; Gonsequently the infrastracture o
these estates, whose output 1s designed primerily for 1coal
consumption, will also require smaller outlays. The
Mumwwdﬁohmﬁwﬁmhﬂmwu

rigid,
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advantages of the big industrial estates are desciidbed in a
UNO publication /5/ and we shall not dwell on them in detail.

43. The combined estates can be operated in partiocular
in the specific conditions described above, The principle
purposé of combining any large factory or several factories
with many small poorly neéh'anised enterprises in this case
will be that of bringing to the maximum the total profit
(which in the main will be ensured by the large factory)
conditional on the production of the required gross output
by the given estate. Small enterprises yielding high gross
product per unit of productive capit;al would in this case
account for the necessary components of a given industrial
complex. In this way they will taks pert in the mamufacture
of both the intermediate and the final product. This means
that heterogeneocus small enterprises of varying sises united
by a common production goal can co-operate in a combined
industrial estate. '

4. Tbe prodles of seles apd supoly. It 1s easy to
see that one of the advantages of such co-operation between
iarge factories and small enterprises is that it
substantially facilitates the organisation of supply and
sales. A considerabdle part of the demand and supply will be
satisfied within the estate itself, In this way the probdlea
of markets completely ceases to exist for some of the
commodities mamufactured by the small-ssale industry as well
as for part of the cutput of the large emterprise becamee
these items will have a stadle, guarentesd demend withis
the estate. Jurthesmcre, the ocubinsd desend smd supply
of the estate itself with regaxd 40 the cuter world will
be more convemtrated and lees varied, tims lavgely
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facilitating and Peducing the cost of the organisstion of
Supply and sales, Undoubtedly this will be conducive to
raising the profitability of an estate's small enterprises
&8s compared with scattered production,

45. No small economy in this case might be also
obt;ained by socialising certain types of equipment on the
basis of joint utilisation of some general types of equipment
and aprliances by both 8ma’'l and large enterprises,

46. The problem of Standardisation. This is problem
No. 1 for the Bajority of small enterprises, To establish
Standards and manufacture products conforming to standards
it is necessary to set up fairly involved and expensive
services and also to have a guaranteed supply of conditioned
raw materiais and measuring instruments. It is easier to
organise such services in a large estate which includes a
large modern enterprise. UN experts and organs studying the
Froblem of standardisation of industrial production,
particularly in the developing countries, could have also
investigated the problem of ensuring standardisation of the
products manufactured by these industrial estates,

*7- The probles of Graining perecnpel. In our opinice,
the establishment of combined -industrial estates will help
solve on; of the most urgent problems confronting the
developing countries, namely, the training of professional
workers and medium-level technical personne]. In this
connecti on 1tmhwwdr-uﬁnw‘umcrth
Soviet Union, Omdthmtﬂmduthmum
m:liathﬂﬂunuultdﬁtehalw‘u‘
skilled workers were prepared in a relatively short time,

mmtuwmnwmapmuu. Now,
unmmmoumauum, uullbontoeonq
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that it is precisely in these types of industrial
associations where the most favourable conditions will de
created for training personnel in the process of production.
On the basis of the experience of the Soviet Union, where
the prodlem of training qualified workers was in many
respects siailar to the one now facing the developing
ocountries, wo could recommend the establishmeat of vocationul
oehools or courses in the estates where the students would
9t & Inovledge of the lsdour proocess alengside being trained
divectly ia the cowrse of production (for a set periocd as
spprentices). The estetes under review with their diversity
of production proocessss and equipment and the qualified
tochnical pereommel they employ will be im a position to
lsunch the trainiag of qualified workers for a given braneh
of profustion om a fairly extensive scale.

48, Semnv of these prodlems alsc stand before the
homogaascus estates and the socattered saall enterprises.
But W Delisve that the combined estates will be able to
solve them more constructively and at a lower cost.

‘9. 2 SReaticn of the ssseRtiAl inrastryctwre is
o Bost urgent prodblea facing the industrial estates and.one
that direst]ly bears on their construction cost and consequently
e their prefitadility. With regasd %o industrial estates
the comsepyt of iafrestwucture aoguires very broad micuing.
In other womdis it ecasistes of twe grewps of fasilitiem (o)
290411000 Qinvetly Gocvigned %0 servies productics (trensport,
claotirieity, @an, Wier, S%ENgS PEORiNeS, sewsrege, sottling
tenimy ot oo ferth) ead (V) fasilities for the wesimrs of
e ootete (howsing, public wtiltties, medicel stations,
g, and the 1ide).

5. Saally & consiasulbe past of the cutdage for the
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construction of a modern enterprise is used to cover the

cost of the infrastructure, A combination of a large

factory with scores of spall ones allows the latter

to use this intrastructure. too. This is one of the most

important features of the combined industrial estates.

51. The construction of a large industrial estate of
the type under review makes it possidle to Cco—-ordinate

mnicipal expenses for the organisation of pubdblic services

and facilities and the industrial ocutlays for bullding up the

inTraztructure, This can also considerably reduce the cost

oFf g+

~ ectablishing an ‘ndustrial estate. In this case the

iocustrizl estate is not viewed as a separate autonomous

nit, but as an integral part of ap inhadi ted locality,
-

2. It is in the interests of the industrial estate
< 2e 2lczely bound up with an inhabited locality also
Secaise Lis gives it a mope guaranteed source of labour, a
Cetter satisfaction of everyday needs of its workers, and

so forth,

23. The establishment of a large-scale combined
sroduction Particularly in &e backward regions of a country
will, undoubtedly, produce a mltiple effect. The
construction of any industrial project is usually acocompanied
by the appe arance of aany diverse joint enterprises,
auxiliary services of trading and catering establishments,
etc. In the given case the diversity and the scale of
production in ar industrial estate afford droed
opportuni ties for the local ospital, whatever its sise,

degree of organisation or techmnical level, to take part in

industrial construction. In other words, the estate Eives

additional stimmlus for the development of other branches
and tredes in a &iven region through extensive utilisation

e e

T —— — ——
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of the local resources and may result in the region
developing into an industrial zone,

S54. Once again it is appropriate to recall the
experience of other countries, particularly of the Soviet
Union, The development of industrial regions of the USSR,
including ite formerly backward borderlands, was described
in UNO publications /5/ and we shall not dwell on it in

detail. True, in view of specific historical conditions,
enterprises of the industrial estate type were not set up
in the USSR, Nevertheless, the basic idea behind the
establishment of industrial regions can be successfully
translated into life in the developing countries too. It

boils down to a complex, diversified development of the

future industrial region in which different enterprises cf
country-wide, republican or loceal significance are create:
Jointly with the infrastructure complex, with the
construction of modern inhabited localities and in accordarcec
with a joint rlan of utilising luveal natural resources, -nd
particularly power resources. Experience showe taat suckh
planned establishment of industrial centres is an effect:ve
means of industrialising the country.

55. Summing up all *hat we have said about the
combined industrial estates we can visualise its basic
structure /se¢ diagrem/. The diagram shows the chief
enterprises and institutions meking up the estate and the
liuks between them.




—‘“

-26=
Xbs Combined Industrisl
. Batate

Vocational [ ___ Key enterprise 5

. school | (large) g

L[

g &

5 R enterprises (smal) E
8 g .
i, 2
$ g

departaent

56. Before dommencing the oconstruotion of g combined
industrial estate it is important:

8. to determine the type and volums of production and
the type of enterprises for a given estate;

b. to compare the oxpected results of the olﬁh'l
sctivity with altemmative produstion 0ds (aay with
capital invesmants only into modern lazge snterprisse
mMufacturing snalogous eommodisies),

57. xnomnmmmcnmma
enterprises of the plamned estate have to be divided iat%

three groupe: .
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c/ auxiliary enterprises /repairs, conditioning of
raw materials, storage, packing, mamufacture of boxes,
crates, and other receptacles for packing, etc./.

58, In this shert report it is impossible to give a
detailed description of methods foxr solving these problems,
What has to be done is to choose the optimum variant from
the various types of combinations of a large enterprise
with the small ones within the estate with the view to
fulfilling the principal requirement-~the manufacture of
the planned end /produced for export from a given estate/
product, The solution of this manifold problem may be
facilitated by employing mathematicel methods, particularly
linear programming. After the optimum variant is found
it has to be compared on the basis of various indices,
beginning with cost of construction and ocutlays for
infrastructure, with the alternative methods of manufacturing
the planned gmduct.

59. 1In conclusion we shall mention another important
factor. Industrial estates offer exceptionally favourable
conditione for extensive co-operation of small cmodity
producers, The idea for their uniting will be fostered by
the operational experience of the estates themselves, The
association of small commodity producers may take the form
of supply and sales, credit and fimally producers' co-
~operatives, The first two types of co=operative
associations of small commodity producers and hnnucrm
already exist in some developing countries. Soviet
experience /6/ shows that the most progressive type of a
co—operative association, which consideredly enhances the
efficiency of small-scale produstion, is the producers'’
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Co-operative society, Naturally, artisans and
handicraftsmen in different countries have their owm
approach to the establishment of co-operative associations
and the forms they ahould have.  St111 it has to be
u.ndorlincd that industrial estates can Play a very important
rolo in promoting their appearance,
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l« Although the main role in the process of industrialigation of developing
countries belongs to large-scale industrial enterprises, the use of small-scale

industry is still important, especially during periods of transitione

2, Identification of small-scale industry is usually based on the number of workers
or size of capital involved, but sometimes both are used. Because there are several
definitions of smali-scale industry, it has become important to establish a universal
definition. The difference between small-scale and large-scale enterprises as
different types of industries should be clearly expressed in their definitions. The
basic diffarence between these two types of mamufacturing is that small-scale
industry, as a rule, is based on labour intensive processes while medium-scale and

large—-scale industries are mostly capital intensive.

3. Bearing in mind this main ¢ifference, it is logical to suggest as a basic factor
for definitions of small-scale and large-scale industries the volume of capital
investment per production work:r. Additional factors may be used such as:

(a) Number of production pecrsonnel (for small-scale industry this figure should
not exce~>d 100 workers);

(b) Use of mechanically powered production tools and machines.
One serious difficulty that oan be experienced in 2stimating capital is the choice

of calculation method.

4. In many developing countries as much as one-half of net national income from
marufacturing is produced by small-scale industrial ei.terprises. They also absorb a
congiderable part of available manpower.

Small-scale cottege and handioraft industries still retain their role as
major suppliers of consumer goods in developing countries. Although many small-scale
incustrial firms are disolved every year, or are merged with bigger industrial fims,
many new firms are established during the same period. 4s a result, the process
of modernization of the small-scale industrial sector develops very slowly. This
type of industry therefore is usually important to developing countries until they
attain full economic independence and prosperity.

5« For industrial planning the following classificatiorsof basic tyres of small-scale

production is suggested:

(a) Cottage production. This type of production is based on hand-made traditional
products produced by members of families at home

[ooe
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(v) Handicraft. Production is based mostly on hand labour and produces consumer
goods such as clothes, shoes, castings and food products. These types of
products can be produced simaltanscusly by large-scale enterprises.

(c) Modern small-scale industrial enterprises. This type of enterprise uses
new but sometimes not up-to—date equipment and technological processes.
It produces consumer goods as well as industrial products and relatively

gimple pieces of equipment.

6. The enterprises of group (a) are connected w.th the entire industrial complex

of a country in %wo ways. First, they often use semi-manufactured goods that are
produced by large industries for example: non-ferrous profiles; metal castings;
thread and wool, cotton and plastic yarn. Second, production of these enterprises
usually has traditional national color. Most of the goods are exported and the
foreign exchange received is used for investment in new equipment and raw materials.
Internal demand for the product manufactured by these enterprises is reiatively small
and cannot compete with large industrial enterprises. However, an increase in foreign
demand for this type of national product stimulates the volume of production in this
sector of small-scale industry.

7. EBnterprises of group (b) produce consumer goods that are sold in cities and
villages. Their production is based mainly on the derand of the domestic market

of the deweloping countries.

8. The enterprises of group (c) are becoming increasingly important for the
industrialization and development of the national economy in developing countriese.
Small-ecale industrial enterprises of this group usually operate parallel to modern

large—scale industry, and to a certain extent, follow in the footsteps of large-scale
industriess The need foi' this type of industrial enterprise, especially in the

period immediately following independence, may be explained by two factors: lack of
capital for investment, and growing demand for different consumer goods in the

The industrial enterprises of group (c) often use second-hand,

domestic market.
The brenches

relatively old fashioned, simple technological processes and hand labour.
of industry in wvhioh these enterprises operate are limited tut they include the major

industries. They work in the field of chemical production to produce spare parts and
equipment, in produoction of paper produocts, electrical apparatus, food products and

in other fields.

[ooo
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Fe¢ Small-scale industry uses an extensive network of wholesalers and dealers through
which small enterprisss sell their products and buy raw materials. They alsc depend

upon banks tc supply them with credit for investment and operational capital .

10. In spite of sharp competition between small-scale and large-scale industry, there
is some co-operation between these sectors. Small-scale mamifacturers are now using
semi~-finished products that are produced by large industrial enterprises. One typical
example is the small-shop use of yarn produced in big textile factories to marufacture
fabriceke On the other hand, small-scale enterprises very often produce components

and semi-fini shed parts for large industrial plants and factories.

11. Study of the structure of capital investment of small—scale industrial enterprises
shows that \1e major part of funds of these enterprises is appropriated for land or
rent of working space. On the other hand, this type of enterprise usually has
relatively small investment in equipment and operational expenses. The relationship
between the gross product and capital invested in production is one of the most
important indicators for comparison of effectiveness of small-scale and large—scale

industrial sectors.

12. National planning organigations in developing countries usually plan such
aspects as volume of production, manpower requirements, and economic effectiveness.
However, the increase of productivity of labour, for example, is usually very small
for small-scale enterprises. This increase may not be odnsidered in the plan of
labour productivity because of its small volume in over-all figures.

13. One of the most important factors to determine efficiency of capital investment
in varlous mamifacturing processes is the estimation of volume of foreign exchange

recaeived and spent.

14. Usually small-scale factories are scattered throughout a country, their system

of supply of raw materials as well as the sale of manmufactured goods is inefficient

and their dependency on mmerous dealers and on bank ocredit lowers the economic
effectiveness of small-scale industry. One method to increase the effectiveness of
small-scale industry is to encourage co—~operation between small-scale and large-scale
enterprises. However, large—soale enterprises definitely dominate small—-scale companions.
In the hands of priwate capital this symbiosus may not be beneficial to the national

economio systeme /
L X X
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15. Another method to inorease productivity, to decrease production costs and
to improve quality of products in ‘he small-soale industirial sector is to organi se
industrial estates.

16. There are two main types of industrial estates:

(a) Simple co-operative of a rumber of small shope engaged in produotion of
a similar or different type of produ-t (for exammple, garments, shoes,
castings etc.) These shops are loocated on a cammon eite where all
necessary facilities are available (water, snergy, gas, roads etc.) They
enjoy common supply servioces as well as common marketing services. They
use common equipment, repair facilities and other maintenance services.

(b) A system of small-scale enterprises located nearby a la.ge-scale enter—
prise or & group of similar large-scale enterprises that are organioally
linked to each other. In this case, small-scale enterprises have stable |
production ties as well a3 the use of auxiliary facilities and other benefits
from large-scale factories such as the use of a supply system, marketing
services and repair and maintenance shops. Certain advantages of big

industrial ontatoym considered in detail in Industris]l Sstiates in Amia

apd the Far Bast.
17. The main factors that decrease economio effsotiveness of industrial estates —
are!

(a) High cost of oonstruction work of buildings and land compared to relatively
small basic investment in equipment creates a burden and prevents inorease
of productivity and the ratio of osital-produotion per worker. In suoh
cases govermnment participation may be a solution;

(b) Leck of qualified personnel; thie prevents full use of industrial equipment;

(o) Lack of qualified technical advioe on such aspects of mamufacturing as
technical, economic, personnel training and supply marketing.

18. Probably the most important prcblem is that industrial estates sometimes have
no firm, stable ties wiih the enterprises of a given industrial region, and no
clearly formulated long-renge production programmes. In other word3, industrial
estates sonetimes aim %0 use manpower as much as possible but disregard naxigus

use of epecific possibilities of small-scale enterprises.

19. In cases of combined induétyial ¥ntates (domoperctives of ‘WAlY Wnterprives with
big factorias) the problem of sale and supply of produdcts of small-soale faotories
is not as ssricus as in the ocase of simple co-operstive industrial estates bdeomuise

1/ United Nations publioation 5T/B0A/73, Bales No. 62.II.B.5.

/poo
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of permanent market ties betwecn all enterprises in the industrial estate. In

other wordm there is a sort of local market in the estate.

<0s One serious problem for small-scale industry is standardization and quali ty
control. Industrial estates working in cu-operation witk large-scale enterprises
nave an advantage because they can use quality control facilities as well as

~tandardigation services of their partners.

21« The problem of training personnel is much e2asier in industrial estates ocompared
to scattered small-scale enterprises. It is even easier when industrial estates

work in co-operation with big industrial enterprises because training facilities
ard guidance as well as in-plant training in the form of apprenticeships are easily

available. In this connexion the experience of the USCR in mass training of pro-

duction workers, especially in in-plant training courses, is extremely valuable.

22. Creation of industrial estates give opportunity for the development of the
whole community. Big industrial estates create a complex of dwellings, shops,
medical services and schools, which result in the developmen: of many industries.

23+ Industrial estates provide convenient opportunity for wide co-operation of

small enterprises in various fields such as technology, marketing co-operatives,

purchase co-operatives and credit unions. The publication U%;}zgm Poorly
".achanized Forms of Mamufacture in the Economic Develomant,2 describes the ex-—

perience of the Soviet Union in creating a co-operative system.,

2/ United Nations, I/CN.11/INNR/Ind.CONF.3,ZCAFE,Manila, 1965.









