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I. DEVELOPMLNT GTRATLGY

1, The developins countries attribute the rising wealth of the
technologically advanced nations to the.r successful industirialization,
but appear to overlook that in thece countries an agricultural revolution
preceded industrial expansion, and that therc¢ was no pressimg population

problem, «. In the few ins.ances, ce.gs Ireland, where the land could not

. support the population, there vierc¢ the underpopulated countries of the

Mew World ready and willing to rcceive imuigrants. The conditions under
which economic cevelopment took place in nineteenth century Europe are
altogether different from those nowfound in developing countries, If the
latter terr: tories ere to attain economic maturity a different strategy
must be employed; not only on account of changed world conditions, but %o
sccelerate the process and to avoid pamt mistakee,

2, Thero are many different opinions on what constitutes the
oorreot strategy in any particular case, However, it is generally agreed,

. the writer believes, that whichever form the cirategy may take it should

reeult in the balanced growth of all seotors of the ecoonomy. 48 each

seotor cannot grow at the same rete - agricultural devclopment is a slow
process while industrialization cen be relatively rapid - the matter of
priurities arises, To which sector of the economy should the vulk of

the scarce resources bo applied to achieve the greatcst development effect?
Otviouwsly the degree of underdevelopment will affect the relative allooation
of resources, but, in the writer's view, the prime objoctive of the attaok,
in all developing cconomies, should be to inoreasc the income in the
agrioultural seotor, This applies cqually to countrics with a present

surplw of food as to those with a defiocit,

3¢ Tho developing ocountries have not only a very high percentage
of their populations engaged in agriculturc, but fregquently a gubstantial
proportion of the agricultural families are living at subsistence level,
The marginal savings of the sector are very small or even non-cxistents
As the extont of the domestic market, for manufactured goods, is dircetly
related to the aggregatc marginal savings, it is sclf-cvident that unlcas




these savins are aner ascl thore will net Le nopartot to support the

manufacture of import substitutec. There 1n lottle nrocpeet of a developing

country being able to export conswnor durables unless it also has a

domestic markets

4. It may b arpucd, with some justification, that petter distribuiion
of the agricultural incomc would achieve the sare rosulte That would only
he true if the agriculturc ae presently practised in developing oountrics
were efficicnt, and in general it is far from that, Under nresont conditions
both equable distrivution of incomes and incr.ascd ef ficicnoy in the a,;fi-

cultural scotor are cusential for over-all -conomic growth,

Reasons for Industrialization

%. The question may wcll Ly asked: "y rliould & country that ‘
successfully has developed its agriculture, to the cxtont that it is able %
to carn sufficient foroign exchango to purchase sll the manufactured goods '
it requires, wish to industrislize?” There arc, of course, many answers -
the growing pressure of pepulation, the physical limitstions to agriculture,
+hc danger of dependence on one or twy major crops, and above all, perhaps,
the revolution of rising cxpectations. To these, particulariy in relation
to an under-dcveloped country, may be added the time lactor, the ratc of
growth of pepulation overtaiing that o sgricultursl cxpansion. There are
a few undcr-developed countries with a surplus of food grains, but there are
also difficnlties in finding an export makket. Many of the grain deficicat
countrice have not the foruign eachasuge to purchase foodstuffs. India, for
example, cannot afford tc buy surplus ricc from Thailand, |

6., Tho duvclopment of a progressive anl efficiunt agriecultural
scotor will, by implication, rcduce the nccessary cmployment on the land in '
almost every ocages The displaced ladour and the natural increment to the
labour forecc must bc absorbed in coonomically productive activitiesj othere
wise the agricultural improvements rapidly will disappear, and the whole
vicious spiral will rccommonccs Even although there may be a large foroign
export scctor, industry is the only scotion of he cooncny that posscsseu
the actual, or potential, elasticitiy to absort th: redundant labour. Cone
sequently aitcr agricultural improvement and thw upgrading of the rural infra=

structure priority should be given to indwstriaiiration.




Te The approach to industrializotion will be dopondent, of cours.,
upon the cxisting level of infractructure, the capital allocaticns that can
be madc, the capacity to mobilize mavings,the siz. of the domestic rmarket,
the availability of entreprencurs and ietural rosources, ana whether politieal
thinking will allow thc Govermment to pucticipete in industry. Always
assuming that the roquisite administrative talent cxists in the Government

to offcet the necessary promotional measurce.

8, It iz an axiom that industry cannot exist without capital,
Capital is always rczarded as a scarce resource, particular  in developing
countrics, but the writer takes loave to doubt that it is quitc us socarce
at classical coonomists allege it to be. Cortainly it frequently is in the
hands of & class that has a vestcd intercst in maintaining the status quo,
or held by a mercantile class accustomcd to high profite and quick returnse
Neither of theso groups arc prepared to invest in industry unless they
anticipato that their positions will bc throatened, and are oonvineced of a
stable Governacnt. :

9, The Governmont, therefore, must take positivc and eficotive steps
4o ensurc that & portion of the oapital hcld by these classes (and often
cither hosrded or dissipated in conspicuous consumption) accruce to the
counomy by taxation and limitation of imporis. 4 task that ocan be politically
dangerous, and unless deliocately controlled can sct up inflationary prossurcs,
At the samo time mcasurcs must be introduced to make investment in industry
attractive to both local and foreign capitalists.

Govornment Action

10, There are three majur spheres of positive action open o &
Government, all of which are closely inter-related. These arey (1)
to stimulatc looal industry and to attract foreign investmont by offoring
appropriate incentivcs (including tcohnical aid); (2) to devolop the
infrestruoture csscntial to industry; and (3) to partioipatc in industrial
venturcs., It is usual to £ind that such action is necded conourrcntly in
all threc fields, Paradoxically, therc is an erca where negative ection
is ncodeds The ultimate test of a development polioy is whether, oF not,




Any industrial

it has succecded in raising the real national 1incomie
venture which is not a commercicl sucsess will tunl to decrcase  the real
income, and is a wactc of scarce resources. Government, thercfore, must
assume powers to prevent the cetablichient of any industry which cannot be
clearly and unmistakabiy demonstrated to be beneficial to the economye
There, undoubtedly, will be cages wherc political expedicncy must override
this restrictive measure, but these should be bascd on the ensuing social

benefits and not on autarchical considerations.,

11, The firet step in the promotion of industrialization is for the

governnent to decide what industrics it can afford to promote., This decision

must be basod on thc type and extent of resources, the size of the domestic
market ani the availability of skills. Capital is relatively unimportant;
for if thore is a prospect of estublishing a profitable large-scale vonture
finanoe will bc forthooming.. The World Bank has alriaay complaincd of
the dearth of creditworthy projcots. The size of the domestic market will

be the determining factor in most instancus.

12, The classic theory that countrics would maximize their incomes
if each produccd thc goods for which it has a rolative cost advantage, and
traded these for products in which other countries have the relative cost
advantage may be partially eorrcot in respect of unrestricted trade between
countrics at approxim tely the same levcl of developments It cannot be true
as beotween an underdcveloped and a highly industrialized country for the
following reasons, The industriclly advanced country alrcady has a well
developed domeatic market capable of sustaining an coonomic scale of
production, and increase in the total amount of production can be mado at

relatively low cost. The price at which it exports its surplus manufactures

necd not reflcot the truc cost. liost manufactured durables and semi=
durables arc the products of horigontally intcgrated industries. . This
complex does not exist in the industrializing country. Therc are tariff
barriers to the free flow of trade. To say nothing of thc quantum ol ree
search and skills wahich, over the ycars, has been built into the products
of tho developed ocountry.




13, The industrics which offcr the best prosports in 2 developing

economy @re likely to be thosc that can (1) manufncture poods for which
~there is a domestic market of reasonable size that presently is supplied
by importation; provided that the gocls can be produccd and sold at a price
equal or less than that of the imported cquivalent; (2) process materials
whioh hitherto were exportcd in the ecrude state; (3) make usc of self
regenerating materials which otherwisc would go to waste; and (4) produse
goods with o high labour content for which there is an c¢xport market.
Contrary to popular belicf therc iz rarely any ucope for choise between
capital and labour-intunsive methods in any particular industry. The size
of the market will detcormine the scale of operation and consequently the
tochnology to be employed. The latter should be the most up;to~date for
the sige of plant. '

14, From the sbove liast it will be ncoessary to choosc projects whioch
ere not only commerocially viableu but also provide the greatest benefit %o
the cconomy, Such factors as the real valuc of the ourrency in rclation
to convertible ourrcnoy, the ourrent levcl of import dutics and the extont
of the forcign cxchange rosorves will affect the national orofitability and
henoe the scloction,

15. It ususlly wiill be neccasary to offer ecrtain inducements to
prospective entreprencurs to set up the seleoted industrics. At first
these incentives are likely to be of a wholly financial naturc and might
include such privileges as oxemption {rom income or corporation tax for a
speocified veriod; relicf from, or refund of, import duty on equipment and
metcrials; & guarantoud allocetion of foroign exchange for the purchase of
cquipment and ossential materials; a bonus on goods exportod; and even a
guarantecd income for the first fow ycars of opcration, Almost always it
ﬁii’i ha neoessary for the Government to make capital available on long~tcrm
loans at liberal interst ratos, and, sometimes to guarantec loans contracted

by entroprencurs, If fordign ocapitalists erc to be agracted the repatriation

of profits and capital must be guarentecd, as wcll as componsetion in the
event of nationalization. As industrialization procecds thc governmont
will find it neoessary to provide training and consultancy scrviccse




1. The application of high import duties to protcct domestic
manufactures is a method that has becn criployed in some developing eountries.
It is not to be recommended. Although initially it may uppear to be success=-
ful it i3 selfe=defoating in the long tern, as it tends to perpctuate in=
efficient indusctrics, leads to the formation of excess productive capacity
in certain lines, and eventuzlly to balance of payment problems. The
stagnation of thc economy of certain dcveloping countrics of Latin Amerioca
can be attributed, in part at least, to a policy of import substitution
behind high tariff barriers.

17« The provision of the inducements, listed above, mcans that
government will not only have to set aside funds, but also to forgo part
of its annual revenue. The nesessity for the closest scrutiny of the
projects qualifying for thesc priviliges is obvious,

18, Just as in the cusc of agricultural development it was neoessary
to upgrade the infra-structure so it is with industry. Industry necde
roads, water supply, electric power, transport, posial and tclecommunications
systems, Only the very largest industrial organigations oan provide these
for themseclves, The government must arrange to make good the deficiencicse
Fortunately the infra-structural improvements involving the greatest capital
exponditure, water supply, clectric power and tranaport, can scrve both
indvatry and agriculture. A convenicnt and coonomical means of supplying
somc of thesc essentials is in thescstablishment of industrial cstatos,

19, Every ocountry has some induetry. The common pattern in under-
devoloped ocountrics ie a fow rolatively large, of ten forcign owned,
entablishments and meny undertakings at handicraft ‘evels The large firms
can be left to look aftor themsélves. The small concerns provide a reservoir
of skills and entrepreneurial talent, They must be cnoouraged to expend by
the provision of casy access %o capital and advice. & distinetion should
be made betweon full=time units and cottage industrics which are operative
only in intervals botween agricultural occupations, The lattor do not
posness a good potcntial for growthe The writer belicves that as the
incom. from agriculture inorcasce the number of swoh undertakings will tend
to diminish, The word efficient will change to full=time opcr.tion while
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the rest will disappear. Phic e rot to sy bt woale bthey owist they

should be denicd mgristonec, cuo that the mdln CTos o to cvelop thio

[

scrvor should boe diron~ton Powards cornvertin Lo sull=tin, coting c;twbl*
lishménts or ~riizan workohops sito feall=5uale inaurtrice. Usually this
will mcan that goverimmeii, wae v ofad wolps w0 woitabloieh i lndustrial
oxtensior scrviece togother with tacilitioo to uupply rew metoriale and

market the producis,

20s A grezt deal has been writter on whether o government should
leave industry to ctho privatc scetor or ontvtor the ficld itsclf. Therce arc
two opposing schools of thoughte Leaving anide ideological onsiderations,
the balance of opinion is tnat industry is better left to private entor-
prise, The truth of the matter is that in o diveloping ceuntry the private
rcotor is not in the pomitioi %o raisc the neccssary apitel nor to afford
tho long periods of gestotiou and low returns, for such projucts as wator
supplice, generation of slectrioc power and long-distance transports If
these necessitics arc 1o be provided government must do it, and make pro=-
vision for them in its devclopment budget.

21, Thore are, of coursc, industrics of strategin importancc which
the domestio privetc scotor could 1ot be u;poctud to oporatc on the seale
that government considcrs neccasary for national sccurity, and for wnioh
foreign onterpris - ic rot politiocally accopiable; and iadustrics that
government considers to be immediate economic importance for which, on
acsount of lack of prerience or capltal or thc availability of more
attractivc opportunitios, no intercst is shown by the privete suvotor, These
are the legitimate ficlds for govornment involvement. whero high tariff
barricr oxists it may be ncocssary for a government to set up an indwstrial
it to break a monopolye For whichever reasons government may find it
noocssary and expediunt to cstadlish and opercte industrial cnterprises it
is essontial that they be run on commercial lincs and not cubjeot to
bureaucretic control nor political pressures. The history of government
enterprires in mixcd coonomics has not beca a happy once ;




Othor Competing, Seotors

——— - N

22¢ The other sceters of the wconomy computin . for budgut allucations
arc health, housin, ~nnd cducetion, Up to o fuw years age it wos the fairly
general bulict  thut cducation war the solution to the problem of under-
develepments  The theory wan that a country was underdeveloped becausc 1%
was underecducated, This conpletely ignored the bistorical fact that the
industrial rcvolutior. in Europe took place in on cra of very low cducational
standside, Therc can be no caicstion thut a cadre of suitably cduceted
porsonncl ic an assct to any developing country. The vital gucstion is how
largc should that body bee In general, developing countrice tund to assign
an importancc to highcr education out of proportion to their necds. In
india and lLigcria it 48 cstimatcd that et lcast fifty per cent of the
professionally qualified porsonncl is unomploycde This uot only represente
a west. of rusourccs, but creatce a dissenticnt group within thc community,
and inorcases social prussurcs in the urban arcas. For thiso rcasons, the
writer e&nsiﬁg-;s that -ducation should be accorded o low priority, and; in
the eorly atagc's of development at least, chould be vork oricnted.

23, Of the throw, hoalth, housing and educoation, the first mentioned
is the most important, Lven simple health measurce can cffuct cnormous
benefite on the population which redound in inercascd productivity.

24. Housing is a difficult problems In the context of a duvelopment
budget housing moans low-costd housing for workcra., Private enterprise is
always willing and ablc to build high-price housing, but, cvon in highly
é inductrialized countrice, cannot be induced to wnter the low=pricc ficlde
It, thercforc, falls to government to undortake this worke This is a double
load, Not only is thorc thc cost of constructiony bul there is tho ncocssity
to awmont the sociel scrviccs as welle To an extent government can redwoe
theso coste by e corefully planncd distribution of industry, but it cannot
altogether climinato thome

25, To summsrizc, it is the writer's opinion, that the resourccs that
can be devetod te development should be allocated in accordance with the
following prioritics:
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26, In thc pruceding part of this paper the measures to be taken by
a government to stimulate overall cconomic development werd indicatcd in
general terms. It is now proposcd to discuss in morc dctail the scticns
considered ncoessary to cipand the indigenous industrial scctor to bo

found in every country at thcearly stage of industrialization.

27. Any obscrver from an industrialized country first making contapt
with the indigenoss industrial scotor of a devoloping economy usually asks
himsclf four questions: (1) "Why arc the cotablishmente so small?* (2)
"Why are there so many of tho samc kind?"; (3) "Why arc some industrics
‘not represented at all?"; (4) ™ihy are the products so oftcn of low
gﬂiitﬂ” The answers to all of these arc intcrerclatods The uetablishe
monts arc small bocause the markct is smell and becausc there are so many
in tho samc line of businces. Thore arc so many in the same line beoause
small-scalc cnireprenours arc inclined to follow blindly any cntreproneur
who appeers to have achicved some measurc of sucocsds Furthcmore, in
doeveloping countrics, a specific trade oftun is traditional %o a particular
ethnic or religicus group, and besausc the ocurrcnt scale of cperation is
such that it can be started with very little capitale The limited capital
available to cach cntreprencur precludes the usc of up=to=date equipment,
and, conscquently, the menufacture or processing of ourtain classce of goods,
The lack of capitel makee nocccssary the rcliancc on tratitional handicraft
mothods, and oftun the usc of cheap, inferior materials. In the utility
tines the domestic produet frequently is of markedly lower guality than its
imported ogquivelent. This in turn, even if therc is a price differontial
in favour of the domestic product, tcnds to rcducc the sizc of the a.va.a.lsblo
markct, -and maintains thc wiwious circle.

28, The foregoing cycle may be an over-simplification, but, at loast,
in underlines the deficicncice=entreprencurship, capital, diversification,

mcthods and quality = which must be made goed if industry is to devclope




Stimulation of Entreprencurship

¢)e Bontreprencurship hue Leen deiined as the ecapneity to assume risks.
If chic delinition is corrcet, then the wndcerdeveloped countrier do not Laclk
entreprencurs.  Tho number 5 ventures which have failed; or oarce dragging out
an unprofitehle coxisteonce,; is ovidence of that. Enivreprenesursiip really is
the ability to assess and accept & cenloulated riasl:. Thare arc thus two
egpeots. The asscssment of rish can be tougit, but tho caepacity to accept
rigk is o personal attribute. Thesc two qualitics are not nccessarily found
in one person. Industrielly therc is some trith in the quotation "Fouls ruch
in where angoels foar 1o tread”,

30, Beeauasme thore arc two facets to resl entreprcenourship the meoans
amployed to stimulate it must cator far those two sidos. The first is to
help the prospoctive cntroproncur to assess the extent of the riek. In
countrics st the oarly stage of industrialigation ihis is a diffioult task io-
accomplish as tho conceptn of what G;mgtitutég the total eosi of o project
end the cost structure of the product, in tho smcll-scale scetor al least,
arc not fully appreciated. However, much cen be donc in this direction by a
govemment agonoy which readily oan nake evaileble information on ccst and
sourcos of materials and ccuipnent, loeations for plants, domestic merled
demands snd oxport possibilitier; and is proparcd i work out the commercial 7
and tochnical foasibility of a project with the proposer. Such en ageney
should possces & series of fully dotailed projccts which it can prosont to
& prospective cutreprencur. :

31. The sccond ic to attompt 1o roduce the potentizl risk that is
inhorent in all industrial ventures. Risk in this context ultimatcly means
the risk to the oapital of the cntreprencur., The meihods of reducing this
risk are v fincacial, tcchnioal, logisiical ond marketing assistance. The
financial aid may consisti of putting the ontreprencur in touch with a source
of ocopital, hut in most underdeveloped countries = morc positive action is
ncefed. It may inke the fomm Hf o long- or meaium-ierm loon ot a liberal
rate of interest, the provision of rented premisce i zan indusiriel cstete,

or the making aveilable ~f cquipment om hirc or hire-parchase tems.

Lusistonce in the form of losns should not he hondled by the agency
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reoponeivle "or making forsi iy @tudies . It herdly eon o cxpooted

t9 tete a cowpleiely Jbijcotive viee of the pmojents 1 io propered to

gponsor, A bank would Lo tie idenl institution to denl with this matter,

tut, in eount:ice commeneing industri lizotion, the sysion ie not geared to
the makiug »f indusiricl wonns. until such time os o Devel~pmeint 3ank is
formed, the govemment sihould o preparcé cither vo euarmntee loons mede 10
industrialists by the commercizl benice, or to sct up ite ~wn lendiang sgoney.
Bither mothod involves mochinery <o gerutinize ican oppliections to casure
thet they arc commereially sound cnd in nceordence with the cconomic do=
velopment policy. An industrial finsnec eorporation in prefereble i on ine
dustrial development corparation for this parpoge as the lettor is called
upmm t exoreisc meny functions vhieh nre butior hept separctc from finanoing.
Initiaily it will probably be neoereary to coter oaly for smallesccle indusiry.
Propusers of large c¢id medium scale projects are likely to Lo well allc to
assess tho riske involvod, and if they ore in need of {incpediel assistoanes

it should not bo given through the same organization s that denling with

the small-gsonle maotor,

:

32. To mekoe it leas difvicult for ontreprencurs 1+ raisc the eapital
they need does not reduee the overall eommorcial ris: of tho venturcs. It
morely sproade it. It is cesonticl to supploment Jipancial help with other
fomma of aid of which tochnicnl cesictonce ie the most imporisnt.  Indeod,

* finoneoial cesistanoce should bo comditional on the ndopvion of improwved pro=-
cedures rocompended or approved y the technical advisers t the londing
agoenoy. This iuplios thal gosvenuoni site Huild up t organizetion to proe
vile technionl aid. Tho firet stops might be +° collcot and dissominete in-
formation on tochnical mattors cppropriate to loecl industries, and to moho

,'armagamnts far privote consultents to decl with speecific probloms. Loter
the sorvice should, indoed musi, bo oxpanded into rn industrial ex‘teﬂaiﬁﬁ
gorviee with resenrch facilities. This might well be the moin tags of an
industrial dovelopment board.
Procurrment

33. In the developing couniries it 18 comuon for smali industrial
andevtakinre 4o experience difliculties ir connection with the proourcment
of imported materials and spare parts. “he mein okstacle is in obtaining




ithe fareign cxchcage (v import ticovel)e T 10 U rmlo rather 'han the

exception to find mochinery idlc o ~ceruie f e Lok of sparcg. Onec o
frotory koo Lecn licemsed b orercte, mnd v iz wsusl in these countries

for & liconee t9 ¢ acccssary, tho g;rﬁ:ﬁm;ﬂ; of Yocilicies to import cssontinl
replocement parts for mochincry, up &~ gpecilicd annua’ vodue, shiould be
aatomttiec. It may be noeesorry in rospeot o midistratisd imports of meterinls
to excreise ~ omore stringeat control, cnrticuloriy 17 the importer has baen
gronted rolief from import duty, but cnce =maticfied the meteria’s are HHr
proceseing and nol for re—-scleythe normissioa €3 import. chould speodily be
given.

34. The foult lice in the hurcouerc.ie mothods of government, ond
Irequontly in the lzgl 5f ec-ordinction Lotween departments. ZLlthough the
real romedy is it~ streamline govoemment procodures, o development corporation
grogtly oen assist Oy cortifying the bona-fides of the applications, and in
expoditing the procuseing of tho documente.

315« The majority of mawulfacturing induciries depend on some imported,
intomodiate moterials, Even i there is no difficulty or delay in obinining
on import licencu, there is vhe time imterval %etwoon placing the order and
its reccipt. Not only ie this intorval eubjoot 1o groat ~nd unforeseeable
vﬁriatifm, but frequently o grent deal of 1ime and cnergy ie wosled in clearing
the materials through custome. For thess rensons nnd to onsure continuity
of wor': menufacturors ure forced to place Hrders Tor relatively large oo
signments; often for sivemonthe or £ yeors roquirements at one timc. The
meintonance 57 a motorinl inventory of this size heaidos being an mecaess&ry
oxponuc is o non-productivo use of capitel. There is little point in endea-
vouring t» inouleato principles of inventory uonircl when lead times are
subijeet to & variotion f weil over ane hundred porcont.

36. It is not possihlc to influcnec suppliers' delivery timose, but
usually it ie possit.le *: ruduce the poriocd goods are rotainced in customs.
Often this iz due to an inoppropricte clocsifiontin system. The writer lmows
of onc onsc wherc it wos imposeible to obtein cusioms cleorance for a tool

uscd to affix bolts or studs t- conercte. Deccusc a blank cartridge wns




arint waa classed as

amployed to provide the poncivatmg forc: Liwe ins

a firearm. Thers rre, houever, a corsiders’l poo er of wternediate pro-

ducts in common usec. I an orgarizadion ig ool wp 0 purchese and hold

stocl.s of these iteme the alove-mentioned 4t {.on’iies 7T¢ overcomn,

Comercial stockists tn faet do tais, lTut iae cowen cxeessive nrollis

naturally accrue to the dealer, and frecaonity the guppilug Aary inalaquate,

highly priced snd inequits 'y 4. #tri ated., An agenc of goveramen®
estalblished to provide - cervice of this nature can aubetantially ossisi
the smell-scale marufaciurer eud, 11 conBcuuence, the cconomy. In nany

sountries this ie successfully done for fertilizors, soeds and sgriculturai

implements tibrough co-operctives. It is not you comman in the industrial
field although i1 is 'mown to ‘e practized in Hoth India end Indonesis.
Co-operatives, where they exict, are proba’ 17 the best mediz; however such

purchasing could e an appropriate function of » dovelopment corporstion.

Marketing
17, Manufacturers in the small-pcale scclor almost inveriably pay

more ettention to the mechanins of production than to the techniques of
marketing. Rarely are salesmon employed to seel. out sigzger end better oute
lets., Goods arc expected to nell themselves. This scldom happons. Sales
are made principally to middlemen whe hy the size of *heir purchascs and
command of tho channcle of distriution nre ohlo to control the martet and
dictate prices. Prequontly they handle compating importod liucs which are
more proiitablc and thesc are pusied at the expense of wne local product.
Higher CIF price and import duty narcly affect the issus  Imporicd erticloes
have a cachet in underdeveloped countrios.

7 38, Therc arc very fuvw manufnctured articles that have remained eﬁtimi?
unchanged ov.r & long poriod. Improvements in dueign and material are oon-
tinually being mnde. Unlees the manufacturer in the doveloping country %me!%»t
poce with these chenges hoe is liable to find his mar'-si greatly reduced, if
not altogother lost. One has only to look at the quality of the hand tools,
for txmple, whioh are currently offered for sele in underdeveloped countries,
to roalize that it is only their low pricc zad = coeriain inherent comsorva~

tion that makes them salable.

|
|
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1., The ecezistrcs Lot oonll coacratur ¢ 0 1 10y - () Findins

largsr A more profitai e <t () the Aliam has oroAum (ieindias
p:‘.cx‘—m;ging) to biring Lt up=to-gnt rnA (c) Poprovan o ol ocovidordrcang s the
qurlity of hie pr duet. Tac VYoo 1o the voet ipoortent. With of » ctondard

ounlity 1t 1s wvartunll, impomEsUio o argtpoo Wy ting, oortrealirly coai
reforeece to tho vxport trades In the »piniom of the uritoer, the uneereding
and stendnpdizolion of the qualit, o dwestie mrnulaciarcrs 0 suostalind
volume should B¢ the Tiret prilom 0 e sttocced wn the deld 0f merioting

angistence.

40.  Qurtity ig mot cnsy o define 1t dependrs n » nuthaer of faetors,
but, in the prescat eontoxt, tue tust ic "Are the mronuiacturces coneistuntly
satisTact vy [r the purpoec intonded?™.In other wordey ore they mede t
cocoptablc spoeificstin?  An underdevel pued emumtry connot expoct to
produce ite »wn stondare gpceificctiong womight. Tt ocn, of oourse, opt
the specificationg »f ~nc ~r sther »f the highly industrizlized countrios.

Thie is usunlly the Lost polioy, particularly if thoere is a prospect »f heing
able to export t9 me of these countrics. There is, hiwever, n» legal M

pulsin on monufecturcrs ¢ prduce ginds in rocordonce with stzndard epe~
cificatione {oxcept in 85 for as thosc goods may o eubjuet t such logis-
lative moasurce ne Purc Pood and Drur Acts, Protory Acte ond the like). It
is noocseary, therefire, to unevurege menufacturers ty cormply with voluntary
stendarde., Tho sward f 2 natione) quality marh which may b uscd aly on

g ds of, ~r superior t5, the aantionel standard can csrist in this oonnoction,

41 1In tho onso of o couutry of cxtremc undordevelopmont the adoption
sf intomatimally ascoptelblc standards may bo promaturc, but the nocessity
t» improve quality mey b oven moro pressing than in n slightly more advanocd
exantry.  QGonerelly it will "¢ found that cubstential imDrovemonts in vqm—}itg
cen bo achioved v the introductinn of clomentary hygismié’phzm&uras in pro-
ccesing plents end by the chviou ~f the oorreet matorials in manufacturing
units. T give two exemplost Tho greator part of the alive oil produced in
thoe Antalys Provinco of Purkey te unfit {or humon consumpiin om rooxumt of tho
conditi-ms undor which it is produccd in numcrous smell mills. It ean bc usod
only for meking soap. Tho hest quality il ¢ould have been medc, uring tha
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cxisting cguipnunt, 17 the fruit oioraee ~rens nd the nlant hrd hoeea rupt
serupu! susly clemi.,  In Indonesin o Ffow i the Jretorics making rgricultural
implements uce 7or the cutting odgee gte 1 tunt emanot he hnrdencd, The re-

sult ie tools thot guict 1y went MU A aps Ai7f1oult toosull.

*

i

A, Amaistone. in iaersviag quotiie sheuld bo e it redpy nsyility
A e oxtenal o osoTvien ~ad nomnrboting orgondzttome the + raer woth regerd
tn mothods ond mavericls, mad the Iotter in the dis guminctim Of inf-crmetion
mm tho rciuircmanas 7 the merhiet.

43. T rsgist the smeli-senle monu Cnoturcr to ronch oo wider market the
marketing rganization should arrenge 091 @ mestic products to be a8 widely
publiciscd o8 possihlo. Thie cen ho done hy arranging ¢xhibitims within the
eountry: by including cuch grode in displays at irede foirs, airports and
reil terminsls, °r Ly opening permencnt display ~nd sales promisce ab 1ncal
cantres. The nntimel and loenl governmonts are sytential purchinecre n a
large scalc of thic clngs of products. In some countrics this merhet is re-
sorved for the small-scalc scetnr. Whilc it is gound coonomic policy for n
governmunt to obtain-its nogessitios, whorever pogeible, from lical msnufactu-
mra, +> make it & ohligatiion to &> so is wrong o7 it tonds to moke the
eu;:rplmra loss eompotitive. Smallesonlc industry ghnuld ondeavour to supnly
the neods »f govemment, but to cetablish underisiings with ~nly that ond in
viow eppears to be wrong. Governmont arlicies can b subject to sudden
changes, and tlore is alwnys the @anger °f politicel prossure boing oxoertod
t5 diroot ordcre b, pnrticular arcos. There is e furthor print t> be cn-
siderod. Most goveramente arc notori wusly slow pryors. Manufacturcrs “ften
have t7 wai  scvoral months for their bills 12 ho zottlod, and this the
sa&li-nacalc industriclist eannoi afford to do, '

Institutions and froi
44. The degree af deve},eps:ent, usually, will dctermine the W of
institution or institutions - dovelopment corporation, co-operative, fiﬂa.ueat
porporation, dovelopment bank etc. ~ most muitable to dispense assistance.
The writer oconsiders that there are two basic principles to be ctserved, to
separate financing from other fortms of assistance, and to establish as few

separate organizations as possille. The reasons in reepect of finanoing




heve already been givia,  As Tov Lo Sttt r: Laer. oT tenConcoiey ©or
governme Lt Ct"ff;d wmatitute s v oporeist aftor the reoana For thotr
existenee has venisncd, ~nd oy roomcoipticity  f smo' osrghnizaty e with

Mls ostipatdly Al Terent "unceti ne 3 he formede

45 On necruat of the comploxity - s1z¢ an?® varicty -of indusiry as come-
pared with agriculture it is more difficult tc form industrial co-operativos.Al-
though such co-operatives, supported by n co-nperative or development bank, could
supply all the assistonce acuded for development.  Tn the early stoges of
infustrisl oxpansion the ontreprencurs, in 2ll but the {reditional linos,
arc 40 fow Tor eo=-operatives ) e formed with ony hope oF providing the
help reguired. Furthermoro {:p cs-speratives 0 be succussful the initiative
gaould eome from tho industrialiste, To imposc thos. institutions from above,
unless thore is personncl already trained in thoir management, reducer the
chances of succuss.

46, Por theso recsmns; the writer belioves, two srgnnipetions should
Lo ostablished; a finance cumomﬁ m t1 mako losns, and a development cor-
poration to provide the resi (exlusive »f vooatimel treining) of the assistonoe
requireds  Both institutions to Yo sutonomous, within the broad cconomic policy -
laid down by governmont, and, if possible thoir staffs drown from -banking,
commeree. and industry.,

47, Tho function »f tho financo corporation would be t cxamine the
applications for lnans submitied t- it Ly industrialiete thri%ﬁsthe dGVﬂiﬂ?ﬂ
mont corparation. The finance ¢ rparation would have hefore it eompluted
studies, prupared by tho dt}ﬁzl’spmnt eorporeiion, on the technieal ..
commercial foasiLility of tho 1>an projects, and would grent or withhold a
loan n omeideration of thesc studics and the offect of tho project wm the
natinal economy. Its vicwpoint would be ussontially that of a c:}mmial
Lenk praparad to isme short, aedium snd loag-tcrm loans.’

48. The developmont corp retion would have thyee broad groups nf
functions: - promotin implomentation  and Jogiseloti m- The first would
include the pmpar;atisn of .-chnical and oommercinl fensibility studice either
on ite own Lohelf in rospect »f biranchos of industry in line with the dﬂveldpn




ment policy f governoeai, n 0 f v prospective catieprenours the c-lleetion
and compilation f inf-rmation litely to e o antoerest U inpdustrinlists:
the arrmagemcint ot catnets motweon Doorl andustricliets o £oreign in-
vest 're:  the orgnnization 7 oxhi i.ions cnd fhe operation oF =nios controg.
The scemd would cmsist of ~n idustrinl advic vy 2r cvtongisn servico
supportod by roecarch fneilitiess  the cebtr lisincnt ~nl mnnogem nt 7 in-
dustrial cetates: the uilding o7 ~dvonce Cngtoric:;  the emmstruction
warchousce rnd the siocking f common-uscr materisls;  the speration of plant
hire »r hirc-purch~sc schumes, and, in certnin crsus, the supervision oi
crodit grant.d by the Cinence corporatiom,  The legiel dive functiom would
he eoncerned with the applieatiom snd oporsti-n of such Mmstmments as o
Pionoer Industrice Act or na Entcrprisce net  the alicasiion of land for

industrial purposcse: loaschold and hire-purchase agro.ments.

49, It is acither desirablc nor possible {°r o develnpment corporation
to bo oreatod to perform all those monilfold cotivitices right from tie start.
The -~rganization siinuld be sufficiently flexible to allow functimms o bhe
addod as thoy arc noedod and staff hooomes available. The preparati®n of
fonmibility studics for soleet.d industiries and the ostehlishmont of an
advis ry sorvice should have prinrity over all »there.

50. In Part Onc tho types »f industry arc listed ghat ore eonsidered
t3 offer tho best prospeets in an undordeveloped country., The quostion is
somotimes agkods "Should nnt smoll-senlc industry bo oriantod towards
agrioulturc?” Thoe writer does not heliove it is pomsible t0 give n catogorionl
answor. Cortainlr in o eruntry vhere eommmicotiong are Aifficult and the
moriot is fmg%azntgé, industry, which undey thoso circumstonces undoubtedly
will be small-realc, must roly principally on lueal materinls which in the
mein will te.agriceulturcl,  That it should be o supplier tH agriculture kis" :
‘enothor mattor. Tho industrinl isputs of sgriculture arc fertilisers end
implomonte; noither of ﬁhiéé arc the producte of small-scale industiry. It
is truc thet somo agricultural implements nrc made by small wierm::inga; zmaﬁ
village blacksuithe, but the productivity is low and the quiality often leaves
maeh to be desircd. Thore alresdy is n tondonoy smong these esteblishmonts




tooenter L Tacld oF servioius. Tooenel o osmwitios ol i w—sonle
indusirice shuld Yo dircow? oomrle mooting tae voods f the |oenl nnr o
@.get Baerics, Rice ond Plour ailing, 200 cxproes: n, o, Dr\;s:‘izmc.“ing,
Triloring, Traning, Dool ond Sheo malong, Pamiiur o ine, Drich mekinge,

Cort wilding, Blochoriiadig ra’ o gcrvicias o7 trane, ro.

s

51s Whorc ¢ mecitectiong are good ~ud thoere 18 .. nowinnl marhot,
small-gealc industiry will Hoe lees ¢ meernad with tue procoscing 7 ngri-
cultural products, although it will si11) " earric) a, particularly in
roloiimn to perishable producis. The scot r will tond, and indeed should e
encourcged, to produce mare durehle itomst il lamps, evting stoves, cooting
utensils, ~"fiec Tumiturc, moulded pirastic articles, spare parts £°r biovel:s

rad oven moytor trensport, onach building, nesembly perntims ote.

52+ There is o no-doubi-understandeblc tendoncy among govemments to
scek cagy ~nd visible solutions o their industrial development probloms.
Onc that appeals to many is the orcation of industrial catatos. The line of
thinking istthe dovioc has beun succossful in hoth doveloped and developing
eountrios: s5 why not hore? Not all industrial estatoes, cven in ocountries
with groat experience »f them, are sucocseful. The reasons arc not far to
sockes In such onsus they are cithor inedsrroctly loeated, 139 large or d»
aot supply the nocossery services m the scele requireds The scalo caa be 09
great or too smell,

53+ There is no doubt, in the writcr's mind, that the industrial ostate
devioc can be succcssful in promoting the dovelopment of industry, particularly
small-goalc induetry, in any devel 'ping country; provided it is dosigned in
accordanoo with the noods of ihat country and tho neale of industry it is
intended to sceommodnte. The mein lmpoct of an industricl ostate ie on
uxisting industiry. It follows, thorefore, thot overything thet is noedod to
holp existing industry should be built ints the cstato, and availablo to the
toncate ot @ prioc thoy can offard t~ pay. If, os usually is the ossa na
developing owniry, the cstote is for smell-sonlo industry ithen it is
nocessary i provide workplacc aceommodotion in advance of the demand.  ihero
sdvance factories hevo heon constricted and failod - attract tonents, cithor
the sito of the ostatc hrs boon h;;ﬁiy chogon, or the oust of the acoommodation
is too high.
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Sde Tho feTlonoTal o Tiamme n b A orogtmien! assustoace grontuet

1h ang bincacire enmac o o rendized witoos chere nre wailooi doguat o
17 aup, with b nppropriito sltd e, ~wad exnpoount mencgrements  In 8ome
cr.Be8 on industr moy be oo o Aran i0e L=hvar, Swtousuclly TR Ratobe
willi devoeivr om owvernmunt.
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5. The earnzes o bho incuctrinl structure wili dnvolve the inerensc
in the weckanizetios 0 oexisiing industrics and the introduction oi now Onee.
In genors) an 1ncredise in the oxtont 7 meehsnization des not domnnd o
rvdienl change in skills. The oxperiaice plrerdy tequired is rclatively
eegy to trmasfor from the old mothd of wortring t o the new. This moy g
arronged by demonstraiions which, froquertly, the supplicre ¢ the cquipment
ara prepared to provide, or by arrangiag £or o fow Koy workers to obtain
operational experience on similar aquipment in somc larger plant.

Traini

‘“% The oypansion >f the industrial scotor wall oall for an inoreasc
in the numbor of shilled porssnnul, ~1though the propsrtion of gkilled 0

gomi-stilled (and wngsilled) probatly will decreasc. The newly ustablished

and tho e:ﬁ&récsd caterprises will tend t) dr-w iradesmen rom the smaller
undortakinge which are not shle 1o poy ‘comparable wegos. The loes 3f vhe
1atter connot quic:ly hc mede guod by reeruiting and training row lal ur,
Thers is conecquenily the need for o supply of lrhour thnt Lo reoeived nasie

ereft trraning. This con Mo provided vy vaeotimal schholss

57. Therc arc tarce points the writer would like *o make in relation t2
voontionnl schilz. The Jirst ig thot the sehonle should enter for the actusl
aeods of the oxirting and immefiately #orescoable industrics hoth qualitotively

end quantitetively. There arc pronounced tondoneics t° pravide 8 wider-than-

noocssary ocurriocula, , cnd for btoo nany studonts £5 be trained. In one in-
stonce a Principal hoagted to the writor thot as moay N8 30/ of his trainocs

z

found b6 in thoir trades. Seecndly, the schaols should not replaec the
. wpprout iooghip syetom. ~natly, facilitics shruld he provided for the up-

greding »f glille and the inkroduction of acw akills to workers in industry.

56, Some Trm of appren'tioefs}ti;:x cuiets within the industrios in most

dovel ping ongeries, yob there is always n rolntively lorge number nf in=-
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adequntety traiied purs us cngeood in s T A weupeirons. . Tore e duc,

in part, 1o some Lm ) yors reecrding noprontices on o Suonp 1 ™y o) Tahour
bo he discarded when it ~tioing o level of o131 & o A Lot demand
highor weges, The "approntics™ thon cnicrs the 1o oour mar oo ~s oo "tradoeman'.
Beeausu he is preparcd to cecopt wges oger Uhrn Al rrevnilinge roto ©op
skillod worters he is veurll s able +0 0oun crpioymeint.  This i, jum de-
presses the rate for read tredosmen nad oo persctumics the systowr. A
nntiomel apprentic sehone ¢ uld repulate the o wuditione S anployment and

the troining of apprentices:  inercace the levely of teehaiecnl compatenen:

md reduc: the numbor of voenti mal schonls ucedod.

59. The upgreding of the standard »f menngoment is porhape the most
difficult, periicularly in rognrd i~ the scetor thet is mest in noed - tho
small-coale undortakinge, Tho mverage Wmor, "wnor-monager " menager of
& small-morle industrial cntorprisc dooe not ronlize hic managericl toche
niques aro in nced of improvoment. He is more tikely than not to resent any
suggeetion to that offuet. The methods that have heon tried in roletion to
1&»@«. and mediumescale industry arc not opplicable t° the emall-cealo
seotor in doveloping cauntrics. Couree, seminars, discussion groups cte.,
do nst work for the simple reason that the small-scalo untreprencur is ton
busy, and therc is no rne that he e delugnte o attend,

60. In the small-scele scetor there is no distinotim lotweon top and
middlo mancgoment. Thore is ofton an attonuated Fomm at shop=-{loor level,
but genorally menagement is conecontretid in onc persom, The abBenoe of |
spocinlisetion in thie fuiction is the mogt cesily dofinod chaornotoristio
of ‘ampllescale industrr. If the lovel of manngoment ie o be improved, the
£irst thing is t) dotommino what, undor th ofreumstanoos, are the main
attributos of a successful memagor. There is littlc doubt that thess are
londorship, an ahility to ciniml costs and ~ ecnsc f the mariet. Nothing,
or at loast very little, con be done t inculoats leadershin. It is possible
tn dovaelop the ability i~ eontr 'l onatn and, perheps {9 a lossor oxtent,

2 flair for the maricet.
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Gl. T mool oam)l-Benle oot ToUTrO o urE fecomiing orocedur.y re

mercly thoe eollocti om of dot. bt canst = osudie t e made, v Dor thantilon
purpuses.  Tho coaceuls f using itemized couses bt oried i products, ond
to cmtrel the oosi o7 produatiy are 7ol 4 hise This, Dowever, oon be
teught.  The firet aprreesch is i e sooping 1 siaplo wub eonplete on?
aconrnte necrunis. M offeotive moethid osod in Higerie was b refuse o
lonn to eny cuneern in which th cecounts were not hopt in cuch o Jorm ~& 1o
show the current :inancin) pusiti-n. Appliecants who failed 4o gualily for

this remson wore instructed in the proper methods "y visiting inspeetors

from the Depariment of Cmmeree and Indusirs, Onoe she acceruals wers in
seder the npplicetion wes clipihla [or raconsidernti n.  Periodic inspoehione
alsn were mode to onsure that borrswers eoniinuod® 1o keep their ooke in the

enrrect form.  Another method is by the publlieation of nceounting inetructioans

in olear, nm=tocimical language. Cost analysie is not roally ooplieable o
the smallesonl: scctor ac it ultimetelr dopemds m the cuputation -
atoanderd tiﬂ%&s, ar on the comperien of cuufiieionis »f porformance whioh are
not available in o dceveloping eeomomy. It is su®fciont i manufoturing ooets

een be broen down Ly operntions that permit comparison wiih pagt perf rmeneco.
This can be done hy tho issuc of insiructioanl LooMlote.  In both insunnoos
tho preperation rnd publiealion »f the pomphlots is ~n sypropriate task Tor
the dovelopment ecrprrotion, é&zything that gres 1 zhow an ontroprenour thai

he is not malking as large n profit as he miszht hes oo imncdinte impaed.

; 62. TIi may beo more diffioult t. dovalop a feeling for the martot. This
is largely intuitive, lui, ot lonet, the letest morket informetin and tronds
oan he mode available to tho enircproncur through the promotional scetion of

i

oot

tho industrial dovolopmont corporation.

63. Therc is mnother ficld whcre treining is of grost impsrtance; at
shop-floor manogomont level.  In the smallepenic scotor iu doveloping oantrice
the foreman cceupics an unigue paeition.  Vory Frogquentiy hoe is whet wousrd
eorrespond 4 thoe tocinionl »r preductiom neaager in o larger orgonization.

fton he is the only teohnicnlly expericnesd pors m in the £ m, {or mere

often than not the owner or owner-mrnager hes only eommcreial tmiaxiv;g. Ho
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~and govemoontal casistonce 1o industry.

ig e koy factor in tratvding voerkere 1 noyg proocdures. Bveatng ¢ urses

in men memegonant, blue—print readi. S5y P Lo entoulotione and v R AR

ductin methde ean Py eond dividonds, Tadeed, 1 time or [inane Adoce nt

ran 1 the provision 5f Soth vocetion~i sepoals nnd

Toromen breaniug, proe
feronce oluld o giva,. o fhe
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Toiturs

6A. & crodinint Troquently made oy mombors ~; usinese eonsultancy Mime

is that their terma of rofareace crovent them Irom ro- rganizings the taop
manegonent - the beard o7 dircetors - of tae quupmny of their eiiunt, whore

rof~m often is most nccoassary. Thore is - parallol betweon this situstion

4 govomment moy o ready and chger
o help industry, but is it roally srgonized to ¢
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Sizo of traditional agricultural secior L i
Charecter of hasic shcial or-anization
Extoni of litorncy I
Bxtont of mass communication I
Significence of indigenrus middle class I
Degree of modernizotion of ~utlosl I
Brfoectivencae of demoeratic institutions 11
Procdom of political opp sitaion and pross 1

Degree of fractionalizetion of political parties
masis of politiocel party systom
‘Strongth of labour movement
Degsou of administrative of Tigioney
- Degroe of centrelizatim of ;}{:llami poWar
Extont of social mobility :
Strength o7 treditional clita
Extent of nationaliem  and astionnd zmx%y

Extent of leodership commitment to devolopment 111
Bxtont of government pariieipation in oconomic setivity 111
Dogrec of scoial tcnsion v

Stalility of politicnl sysiom v

66w of intorecountry varintions a’strimta’}ie to
- those four classet e:i’ factors

M ﬁ% at4ributable o alass I
: %3;5}3 atiriwmtable to clses I1
4.8 attributedble to elase III
1.4% attrilutable to class IV









