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Introduction

Extreme under-development can he the result of a state of mind, 2
politicel situstion, natural conditiors or a combination of all these factors.
It is evident that the underlying ocause or causes of this state of affairs
will deeply a’fect whatever stretegy an be considered to bring forth develop-
ment to ihe areas under oonsideration. Iv 18 also eviden: that, at this dage,
thoughts about the problem will Le tinted by the experience aoquired hy each
individusl who has been concemed with one or more oountries or areas in this
oategory. It will be the purpose of this paper io present our experience in 2
fow ocountries within our owa perspective which, at thie time, cannot encompass
all aspeots of the socio-sconomic complex to be included under the heading
of "development".

In these cirocumstances, it is clear that the examples which follow cen-
not amd should not be used as models for other situations. Nevertheless, cach
one oen oomtribute in some way to the preparstion of formulae which in their
tum will make it possible to freme strategics for developnent.

The oountries selected as examples include Bbolivias, seen from a very
vroad mgle and Zambia, within & somewhat narrower mgle.1

The imstitutions which sponsored our aotivities in these countries duri.g
she sixties have been meny, each with a partiocular objective or strategy in
mind, but all with one purpose, that of giving impetus to inoipient development.

1/ The couplete paper contsine four other case studise o Haiti, Pareguay,
caregud md 1ien Amssonia, which are not roproduced here




Case Study: Bolivia

Withirn the context of least developed countries, Bolivia holda a
very special niche, Tt is a country with a rich hietorical past. Its
pre-Inca and Inca civilizations have ieft not only imposing monumentis,
but a philosophy of life which enabled the indigenous population to
survive the cataclysm of the Spanish conquest and that, even worse, of
the internal and foreign exploiters from independence to the revolution
of the mid-twentieth century. ‘'‘hereas the pre-Incas and the Inoas did
much to bulld the country for the people, the Spaniards and their sucoessors
left only big holes in the ground where once there was oonsiderable
mineral wealth. This ruthless exploitation of all resources, human and
natural, left its imprint in the form of a nearly negative institutionsl
structure, loasded with the responsibility for everything that was not
sucoessful and therefore could not be taken away. The rewolution of
twenty years ago meant an attempt to wipe off the past and re~create a
Jean=Jacques lousseau type situation from which could spring a new life
for thisc badly exploited and eroded body.

As was to be expected, this attempt received the full opposition of
most nations, including particularly the industrialised ones. The
acoeptance of the idea that eoconomic independence is just as important
as political independence is not, even today, fully accepted by all nations,
and instead of support, Bolivia received brickbats or ~elf-defeating
assistance, designed more for the benefit of the donors than that of the
recipient. The best example is that of the budgetary assistance provided
in the form of surplus wheat by the US (overnment in the fifties. The
result was that a ocountry which used to bs self-supporting in osreals
must now import yearly the bulk of its consumption.

It was thus to a demoralised and suspicious country that we arrived
eleven years ago, with instructions to find ways of rcversing this trend
and chow the confidence of the international community, partiocularly
the inter—Amerioan one, in the will of Bolivia to move forward.




The first step in our investigation was to determine the validity
of existing institutions, their capacity to identify properly existing
problems and recommend solutjong, and ability to carry out remedial action,

Today, ' ith the era of free ent rgrise bucaneering behind us, the
problem of institutions appears in tue forefront of economic development,
partioularly in the least developed areas. The question of exploitation
or develogment is ot yet one of the past, as was the cese in Bolivia
with the mineral resournes of Potosi and of the tirn ore bodies. It arises
in Litya with petroleum; it arises also in West Irian with copper; it
arises psriodicelly in Amasonia, beginning with rubber and going on, on
a boom and bust basis.

It is clear therefcre that where institutions do not yet exist, they
have t0 be established to sssess existing resources and plan their
utilisation in such a way that they can provide development on a long-
tere basis.

In Bolivia, the institutions created in the forties, partiocularly
the Dolivian Development Corporation (BOC) offered an unexpectediy
fawourable pioture within the ocontext of a country suffering from a
stagnating soonomy, high un- and under-employment with consequent secisl
uarest. The very economic structure of the country, a mixture of advanoed
infrastructure snd generally primitive primary wectors, particularly
in the higher reaches of the land, posed the problem of finding e mid-
oourse whic. oculd not only break t .e vicious ocircle of low prodmetivity
and inadequate budgetary resources, but also permit sufficient forsign
exchange earnings and savings to pay for the importation of goods and
services required for a teke~off of development.

In such ciroumstanoes, only s brosd front approsch oould hawve the
neosssary impeaot to get the oountry noving again. The inventory of
high priority seotors and projeots led us to recommend acti-n in the
primery sectors - agrioculture, including small-sonle irripgation and
drainage - livestook raising, mining, industrial development, especially
of plants to proosss agricultural production, and in power development
t0 provide the main ountres of population with the energy required.




Much of the secondary production would be exportable or help reduce

imporis, with a marked impact on the balance of payments.

The action sugs sted was to be realized through credits extended by
the BDC, with a cunsiderable amount (f technical aesistance to the
borrowers as the result of appropriate project studies and evaluations.
However, th first stage of technical assistance was to the BDC itself,
to help it set-up a section of studies and preparation of projects within
{te Division of Fconomy and Finance. Ideally, it was sought to establish
a sponsor relaticiship between 2 specialised firm of consultants abroad
and the BDC, to provide the framework for the training of Bolivian techniocal
experts, and initiating immediztely with their help the feasibility studies
of the various projects. This recommendation was not implemented for
political reasons and the progress of the project was set bock in consequence.

It is 10t the purpose of this paper to review the entire development
effort of Bolivia, nor of all actions taken to implement the development
programms, The remarks which precede have been made solely for the purpose
of bringing out the facts that:

- the processing of rew materials, agricultural end mineral, into semi-
finighed or finished products, or into ore conoentrates, is a very important
element in the process cf development. Yot only does it create employment
and locsl value added, but it can have a major effect on the balanos cf

pagments.

- it is sn snachronism to see the least Jeveloped ocuntiries import
food when they have the potential to fecd thamselves. Exchange savings
mhm&wtomrwﬁeu&mu‘mimt required to proosss
the agriocultursl production, as well as for those mamufactured goods
which cannot b produced locally.

- the processing of primary products does not nacsssarily refuire
largeo-scsle investments or large~-icele enterprises.

- ¢ oertain degree of infrastructure is requared, tut this does not
imply that atomic reactors or superhighvays are "musts" from the word go.

- a8 farf a8 s0cial amenities ars conovrned, they should follow in
that order: education, housing and health.
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Before olosing these remarks on Bolivia, a few figures may help
situate better dhe problems as they existed eleven years ago. The gross
national product per oapita was 3 72. Hxports per capita were $ 23,
while imports per capita were $ 27. Seventy-rive per cent of the value of
exportis was sccounted for by mineral exports. On the import side, thirty-
seven per oent were spent for capital goods, thirty-three per cent for
consumers' goods snd thirty per oent for raw materisls and intermediate
produocts.




Case Study: Zambia

Yithin the soope of least developed countries, Zambia is an in-and~-out
member. On tne one hand it is hizhly privileged with i:s Copper Belt
which was uovelopad by foreigners for foreigners, and on the other hand,
it has to pay the prioce of having been, so to speak, the larder of a
federation met-up by foreigners for foreigners. It is difficult to under-
stand how, only 20 years ago, the hoax of the Federation of khodesia and
N-assaland could have been accepted. It is frightening to realize that
even the orld Bank accepted the Kariba scheme with the powerhousge on
the South shore of the Zambesi instead of the Kafue project, cheapcr and
better suited to the oonditions of the region. Zambia is paying the prioce
of this polioy, and will go on paying it for quite some time to come.
Howsver, as it got away with the Copperbelt that no amount of gerrymandering
oould suooeed in placing within Southern Rhodesia, it is now considered as
being a favoured natien.

In a limited sense, Zambia and Bolivia can be considered in a similar
context: they both depend heavily on mineral exports to pay for what “hey
need. In that sense they are favoured since they can import what they need
to gain a measure of development. But the needs are so extreme that Zambia,
Just as Bolivia, or Libya for that matter, will remain ir. fact in the least-
developed group for some time to come.

We were invited to go to what wes still Northern Rnodesia, six months
before independence was achieved. Cur task was tc try to eget some order
in the mase of credit organizations (26 of them) which had been set-up
during the colonial era, often for the sole benefit of whiie colonists,
and develop a comprehensive rural oredit organigation which would provide
oredit to African farmers, fishermen and businessmen in commei-oial enter-
prises undertaken by them. The organisation was to be concerned predominan:ly
with agriocultural oredit.

A broad framework for development had elready been 2stablished by a
Uﬂ/mA/FAO mission, its confidential report had just been released for
seleciive local use. The question was to incorporate any new programme




within this framcwork. At the stage of development of Zambia, 1t was
evident that rural credit could not be taken out of th: context of the

general credit needs of the country. Therefore a general plan wae drawn
to include small- and medium-scal o¢::dit, lcaving the large-scale pro ject
credit to the Industriasl Develo ment Lorporation, yvet using to the greatest
extent possible its and the Land Bank's administrative structurc to make
up for the great shortage of trained and cven educated manpower in the
oountry.

Within the scope of the plan, agricultural credit had first priority,
for the simple reason that outsidc of the Copper Belt, the notion of small-
soale industrial enterprise did not even oxist. Dvcn trade was largely 1.
the hand- of Indians who did not invest thcir profits in the country.
Almost without exception, thesc tradors considered themsclves as temporary
residents, anxious to return io India once their fortune acoumulated.

Thu, the usual stepping stone from trade to production was largely miswing
and had to be provided for by other means, namely by the promotion of

trade among Africans, and thc organisation of associations or co—opcrat ives
of agricultupmlists to sct up small proc-seing plants, as eimple as tobacoo
ouring plants.

The Zambia Institute for Development Credit (ZIDEC) was established
by mm;noc. It was suppowed to become the main development agency of
the Oovermment, inocluding lending to large-scalc agrioultural, industrial
and Itninclentorprina - very loosel, defined as enter;rises requiring
more than £ 250 - and to small-scale enterprises involv..g agrioulture,
oo-operatives, housing, industry, marketing and mining. Its aim was to
susist development by providing technical supervision to the borrowers through
the rural extension servioe in the case of apgricultural oredits, and with
the help of technioians in the case of industrial oredits.

A network of regional offices was set-up to serve not nnly as
disbursing and oollection offices, tut as promotion 2sentros, to try to
provide developmont inocentives in all corners of the country and not only
in #0.» more favoured seotions.




Pwen though the ZIDKC project wae approved by ~ariiament already
sesi-autonomous, it was never fully implemented after independence. More
than hindsight would be necessary to judge whether the measures which were
aotually tsken during the paat six ycars were more effective in bringing
forth a measure of development to the country, than those which had been
proposed under the ZIDC concept. The diffioulties which arose with Zambia's
Southern neighbours may have foroed a different order of rriorities in the
development of the country, at any cost. The re—orienting of the ocountry's
economic life away from what had been the federation towards Tansania in
particular, may aleo have affected the ultimate choice of priorities and
measures. 1t iz thus somewhat academical to say that, in the ciroumstances
which prevailed in 1964, rural development followed by small industry pro-
@wetion of import substitution goods for a very primitive market, offered
the mwost promising prospects of bringing Zambia forward from the stage of
extrems under—developmemt in which most areas oI the oountry were finding
thempelves, even though the oountry as a whole was provided with an infra~
gtructurs - transportation end power - designed for an expatriate population.
That sducation should have received a very high priority to overeome the
hage void left Wy the colonial power is evident, but it was neoccssary to
firet provide for the wellbeing of the population and that could be achieved
only b promoting first agricultural devel :pment with its concomidtant
industrisl progress. At the very primitive stage in which most of the
rufal ppulation still found itself, handiorafts were almost non-existent,
emospt for folkloric iteme for touriem and somc exports, and therefore it
wae necsgsary to oontemplate immediately a stage of industrial production
%o mest the needs - limited as they w~ere - of the population in replace-
aent of imperis.




Development Strategy

The case studies which precede provide a certain background for the
elaboration of conolusions on various aspecte of the problem of extreme

under-development and on a strategy to overcome it.

Without reverting to the causes of extreme under-development, it may
be well to re-examine some of the characteristics of c-untries or regions
whioh, by historical or natural accident, have remained atthat stage of
development.

The first characteristio ie that these oountries gonerally have for
sole activity the production of food at a primitive level, and the
produotion or extraction of some exotic products for export . often in a
very corude form.

If there are major known natural resources, mineral in general, they
 are exploited by outsiders, for their own benefit, with little, if any-
thing left in the country. An interesting case in point is that of

West Irian, vhere a foreign company is scheduling to exhaust a very major
copper ore deposit in such a short time that it won't have to pay any
taxes to the Indonesian Government, or at least a bare minimum only,
before moving out, leaving a hole in the ground and nothing elss. The
facilities to be established for the mining and exporting of the ore are
of such a nature that little will be usable for other purposcs.

Another characteristic is that, except for the most primitive tribes
whioh have not yet learned how to u.e or modify anything, people do not
waste anything. Everything is reused almost immediately, sometimes in
very ingenious and artistic ways. This means that while education mey
still be very limited, there are skills beyond the bow and arrow stage,
to adapt to new cirocumstances. Anyone who had thc opportunity of visiting
Peru and the higher reaches of Bousdor and Colombia will have wondered
at the old vintage sutomobiles doing a land office business oarrying, at

age fourty or moro, twice or three times as meny passengers as the designeras

ever intended them to carry. This means that there must be skilled
mechanios, machinists and part mamfacturers-oun-tinokerers, working in
she back streets and not recorded as such in any labour statistios,
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It wis our oxperionce, while onrrying wt A surveys f small-sor.le industry

in seloated countrioe of Latin .merion, ' digeover that f7ioie) statistics
1gnored a grost pumher of seall-sealc indusirics, nrecisely of this : /pe.
Por many reasons, iex and socinl legisintion beins inr from the lanst,

thesc ontreprencure find 1t omveni gt t o ignored.

We mus! repect wePu Luat sur purpse 1w 50t o eover all the aspoots
of the pro lem, it mls p very tow o thom as seen Trom sur own experieuoc.
We recomm:ize, withnut nitompting ¢ ana'/se them, the fundsmental gquestion
af fuol. and Hften unstnhle grvemmonts, het of inadequat. ‘nowledge of
the loonl nrture] ressurces, that ¢ lac 1+ educatiwm per ioularly st the
higher ccholns which saes 1t very difficul! to implant foreign ‘now-how
often cven nt simple evels {sr lac of 1-oal counterparts - ~r of foreign
oxports - adoquatciy prepared to the i1honl omditime. But whilc thome
prohloms must hu tact led tn a onaprehencive wanncer, they 49 n 't present in-
surmountatle csstacles (o finding sclutioms t: the epecific procloms whiok
EFe our oomoorn, namcly the intreductim f bettcr meth ds of agrioulturo,
a8 wo'l as for a diverwmifiontion of production whieh should leave onough
surplus for proceesing and oxpnrt to pay £ r sme of Ve weane of tmproved
proccssing, there'y initiatiag & spirel ¢ prgress which will leave at
cach tum a sreater volue adfed At the anti ma) level, Within this proocess,
the introduciion »f industrial pricosnes which omm use the s-11ls sad
ingonuity already presen: will mean muoh more toa; taz: of vla‘arate
teclmiquos requiring hoevy iavestasnts in squipment wnd foreign ‘mow-how,

With this hackground, wo fesl thet 1t 18 .ow poes! le 7 eameider
PrioTitics within & strmtagy for developmmti. Pirvet, acriocultusel de-
velopment, scomd thy intrdductim f emall- and medium-sonlc agro-
processing industries, tagether with the necsesary comercia! chanmels for
inputs and wtputa. Thind, eduontion, net at a philcenphionl level tmt at
8 dowm to carth, tecimioal me, to complement the veually existing natuml
talonts and curio ity. /nd \~ onp Shie proiiage, establighment of an
operational and pragmetics) development tastiiuty =, responsi e for the
implomsntation of this pragramme. [t is worth commonting m the faot th.t
there oxiote an 1nteresting cause-and-effect relationship hetween agric.lture
and awali-gcaio industry, the latter Mupporting agriculture with 1aeal
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inputs and at the same timc processing sgricultural outputs for local
consumption and exports.

It is on purpose that we have not mentioned infra-structure and
transportati n, We feel that often oo much omphasis .3 placed on them,
vith the result that when they are c¢stablished, there are neither energy
nor resources left to make use of them. Thoy turn out to be monuments to
the ambitions of some who like the prestige of inaugurating big things,
whioh fields of sprouting groundnuts are not, at least in their eyes.

Since the sense of this papor is directcd towards small-scale industry
dovelopment within the broad set of priorities outlined above, we shall not
attempt here to disouss agricultural development, except in so far as it
must be related to that of industrics, partiocularly agro-industries. All
too often, agricultural development is coneidered without taking into
acoount the prodlems of soele of processing industries. Experience in many
developing ocountries indiocates that the famous slogan "economy of scale"
often works in reverse; that the ):rgest processing units arc not only not
necesearily the most eoconcmicel, but that they present technical problems
of sach a nature that they beoome qiokly counter-productive. Agricultural
planning must tekc in oconsidoration the necd for several smaller units,
strategically located to reduce transportation problems on the one hand -
reducing the need Tor heavy investments in infra~structure - and suited
for the kind of human skills l.o‘ull) available. Breakdowns in one unit
will 8ot mec 1 an interruption of prc¢essing for the cn‘ire produotion, but

only a reduction. And oreacdowns uu ooouws even in the nost advanoed ocountries,

all the mors o in the least developed oncm, wherc a well intentioned but
stil]l relatively wntrainod woriman may ceuse a shutdown, and where spare
parts may be most diffioults to odtain. Murther, smaller units are likcly
to involve less sophisticated and automated vquipment, thus permitting a
spesdier formation of the workforoe and greater employment per unit of
iavestment. If, furthermore, this investment is oonsidered more in torms of
benefit to the oountry than to that of the investors, production oosts may
well be lower and therefore more oompetitive than for a large-scale unit.
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Ve mentioned the problem of spare parts. As in the case of the
everlasting jitneys in Latin America, it may be possiblc to produoe
locally many parts for plants which may no longer be in common usc in
developed couaitries. Indian experie: se in thie respect in the early
fifties is quite indicative. .t was the teginning of nary small-scale
machine shops where ingenuity went a long way to replace costly imported
machines and went on to produce many implements better suited to looal

conditionse.

There is another advantage to smaller processing units, that of the
use of by-products which, elsewhere,may be disourded or destroyed. While
the main product may be for export, by-products can often be further pro-
osssed for looal markeis, thus creating additional enterprises, sources of
income and employment.

In Latin America, it was possible, by and larce, to define a small-
scale industrial onterprise as ons of local initiative, without attrection
for forcign capital. In the least developed countriss, this definition
holds true, with thc variation that local initiative must genorally be
understood as being public rather than private, as the back street tinkerers
or their equivalent mesy not have the means of cxpressing themeelves beyond
the level of handicrafts and perhaps cottage industrics. In these oonditins,
i1 must be the role of thc state to function as a stand-by for this latent
but timid and often undetected initiative, until such time as the "oould -
be"sntreprencars can be given the opjortunity of taking over after adequate
preparation,

This implice a number of steps. We must assume that there is mn
sdequatcly structured govermment capable of formulating, probably with
appropriate foreign assistance, a development programme, encompassing
all aspects of development 4a proper relationship one to the other, ineluding
industry.

This prograsme must provids for a oertain institutional infrestrecturs
wvhich can best take the form of a dsvelopment ingtitute cr bank. There
has been a great deal of to-do about the so-called "private™ ve. publie
development banks for industry. At o time when it was thought that




only private coterprime .~uld be affic.oct ol wiccessfui, meny industrial
banks were orecated with private and mern- provate foroy. equity copital,
often with huge leverage provided by «hat anourted to goverament subsidies.
1t is sad to have to recognise that ‘hLr-ee barks have py moted mainly the
interests of the fore.g ce. .uy v..0 A uvne  wtten ic . to the problens
of developing a real, balanced industriai structure for locsl intereets.

In many instances, these banke beoked ti.« wxplciters f the iype mentioned
in West Irian. As a consequenie, much lanage has deen doue not only to

the image, But tc the morale of the icoel public developmant 1ustitutions
which, with a minimus of support, have had ic deal with the mair and most

diffioult problems of down to earth development, particularly with those

related to assisting an incipient entreprencurship gros and maturc tc the
point where it can play an importarnt role v 1te own fooring.

The sany astilonalisations of foreig. banks which have taker plaoce
latsly have dampened the enthusiase of foreign banke 1 particivating in
theae "privete” development bmuks., In feci, fewer and fewer suoch banks
have been oreated during the last decade, =rnd 1t 18 only the I¥C which
maintaing th- fiction that they are private darks s a snrt of dogme left
over from the fifties. But the fallagy must be expioded once and for all,
and all assigtance possible given %0 the institutions which do all the
real donkey's work. It is not a question of capitalise ve. socialiemj it
is onl_ & very prageatic quostion, that of recognising that developmunt
sust be pyromidal, Mae the buttom up and th.t the r-ckie down" theory
of some v.Ll=kmowm repu'' ¢ 1. 0 ‘ric! Ttztes, ! r never worked,

As foreign private enterprist has not besn willing tc take the imitiative
and t0 asoume the risk inherent in pramoting levelopment on a droad bese,
it 48 the task of government tc assude this function at least until euoh
$100 a8 & Bow type of privail eaterprise can take cver,

Yhat suet be the task of this public development institute? It is
ovident that within the comtext of a ocountry at the stage of extreme
undor-development, Whis institution must perform many functions and that
the dogree of epecialisstion will e limited by both the needs and the
ressurcss. Progremming functions oer. be carricd nut for all the ssctors
of profuction and even for the necessary infra-structure . Studies and
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appraisals can also be handled at this level for all the productive aspects
of the economy. This will make it possible to co-ordinate development
efforts and to maintain a proper balance between the various sectors in
function of the reosources, human and financisl, availalie. At the stage of
rerligations, a degrec of specialization will havc to be introduced. On
the one side, there is agricultural credit which supports or is supported
by an extension service best provided by an independeni body, but not
necessarily. On the other side, thcre are general banking services, but
such serviocos are likely to bz at best limited in the type of country which
we arc considering. These servioces aye necessery at an early t¢ .ge 80 that
financial habits such as savings can be introduced, small as they might
be. Iinally, there are industrial credit and industrial promotion, in
whichevor crde: one wishes tc place them.

Thore is a big difference between agricultural and industrial oredit.
Even in the least developed areas, there is a modioum of agrioultural
productin, The proocesses involved are fairly standard, and even the
introduction of more cfficient methods does not bring fundamental changes.
In other words, agricultural development can be promoted from an existing
base which everyone understands, as food must be produced.

Industry, on the other hand, is a new concept beyond that of simple
processing at the cooking or handicraft level.

As an important element in the nrocess whiich should permit a speeding
up of the various stepe involved in developme i, let us consider for a moment
not 80 much the characteristicos of the small-scale enterprisc as what it
needs in the form of assistance from the development bank. We assume here
that therc is an entreprsneur capable of absorbing assistance, which is
not always the ocase.

First, the entrepreneur is conoerned with problems relating to the
administration of his enterprise, the estadblishment of a system of
financial accounting and cost ocontrols, as well as inventory oontrolsj
he is oconcerned with the problems of improving the tcahnology of his
enterprise, of a better system of salos as well as of procurement of the
materials he neceds, and in general with all the factors which affect his
produotivity.
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Next he is concerned with finzncial problems; hc needs financial
assistanoce to purchase plant ~nd equipment; hc needs working capitel
to inorease th¢ utilization of hia cquipment; he needs short-term loans
to purchasc raw materials, generally agricultural; fin:lly, he is conoerncd
with his general financial position, all too often jeopardized by the fast
that he must finance both h.s suppliers and hig customers.

Last, he is conoerned with ways of reinforcing his cconomic position
in the market place. As e small producer, he¢ has little weight with
suppliers, and often must psy higher prices for materials of lesser quality
than bigger producers pay for first-quality goods. Sinoe his production is
limited in quantity, he finds it difficult to meet competition. Thorefore,
he is oonoerncd with the problems of forming trade associations or cooperatives
for the purchase of raw materials and equipment, or for the sale of his
production. At the same time, he is worried about the effect of joining
others, for the very reason that he is sn entrepreneur, independent and
jealous of his very independence.

By his very naturc, the small entrepreneur cannot clearly compart-
mentalise these problems; he has to handle them al. at the same time and
give them all the same degrce of attention. For this reason, whatever
assistance he can obtain must be at the same gencralised levol, and not of
a highly specialised nature. The problem of the dcvelopment institute is
to find people who are in a position to provide this generalised type of
assistanoe rather than highly qualiiied specialists. i here is no question
that specislists are also nceded, but only after the gensralist will have
done his job snd definod the ares for which specialisod knovledge is required.
There is another aspect %o this, the problem of undcrstanding the problems
of the small-scalc entreprencur, namely that he himself seldom is conscious
of the complexity of his problems, and therefore fails to realise that
assistance might be swilable. He is so cngroseed by his precooupation
that he fails to see the woods for the trees.




- 18 -

1t whould therefore b one ~f the principal functions of the develop-
ment institute tc seek out the entrepreneur in his enterprise, to find out
if he 1s 10 necd of assistnanoe, nnd ~f what kind of assistancc. Carrying
this type of work in many Latin Amcr ocan countrics as  art of training
courscs for gencralists within devilipmint banks, we asked hundrids - f
cntrepreneurs to t-11 us what their main problem was. In 9% per oent of
the cases, the first answer was, financiai. Yet, aftcr an hour or so of
disoussion in the plant iteclf, 1t turnud out that the main problem was not
financial at all, but rathcr onc f lack of controls, lack of knowledge of
how to utilise a oertain piece of equipment, plant legyout, e¢te. But most
interesting of ~l1 was the gencral reacti.n of these entrepreneurs tc the
faot that someone had oome tc talk with them, at their lewel, trying to
understand their prodiems and offcring assistanoc in solving them. The
scre definition of the problom, the possibility of cxpressing it, was -ften
snough tc  sclving it. Yhem further assistance was required, b it
technical or financial, the devilopment bank was in a positi-n to decide if
it oould provide it from its cwn resources or suggest ancther sourcs better
qual fied.

With thie baokground, we can now define what the functions of the
dovelopment institute must be in the ocontext of mmall-ecale industrial
davelopment.

Piret of all, 1t must b staffcd with 1 limived mmber of generaliste.
Strengely enough, pressnt education ystems no lamger grepars geseral setni
on %he ocontrary, the specialist, and the morc specialised the better, is the
only one cwvailable, It ia therefore necessaly %o scmehow reversc the procsss
and vy to give the specialist an underetanding of the prodlems of Whaat
gonoraliot of all, the small-ecale entreprencur. Thire 1a already a cerialn
body of experiencs in the techniques of training generalists. The Caje &2
Credito Agraric, Industrial y Ninerc of Colambia, the Baneo &0 Bresil amd
the Banco 40 la Pepublica Oriental del Uruguay, all have organised courses
for sclected mambers of their staffs and for new etaff recruited from the
outside for the purposs, with o Migh dcgres of suoosss. This staff wee
formsd t0 sct as extension agents, a8 sdviesrs to provide s sodiowm of



1) -

technioal assistance itse't, and also as credit agents, capable of
appraising the needs of ihe enterprisee, recommend action to the bank,
and supervise ihe utilization of the resources. The statistical time
series on the e"fect of tuese aclivun mue nui yeu conprehensive enough
to be alle to miantify th~m., T+ i~ -ne~ible to say, however, in a

cubjsctive way, that it has been profound.

Seoond, i. is necessary to provide the ingtiiution with adequate
resources to finance the cost ¢ thig technical assistance-cum-extension
ssrvios, and to srovide the credits recuired to implement the recommendations.
At an sarly clage, tcchnical aseistance may have to be classified in the
same category ss rural extension, namely as a subsidy. At a later stage,
it might be partially recovered from tha beneficiaries, or included as part
of the oredit ococts. It may be said, as it is for rural extension, that
the effects of the induuirial work wiil result in an increased level of
coononic aclivity in the ocounty and that, consequentl , it pays for
_teelf indirently.

Third, the develcysent institute should be able to assume the role of
entreprensur vhen either tle need fcr an enterprise is clearly proven and
there is no one capable or willing to aassume the responsidility to oreate
1%, or, wvhen there js an entrepreneur in being which is not yet able to
oarry ¢n on hie own. Iu both cases, the development ingtitute should seek
to divent itself as scon as possible to unfreese its resources, financial
and buman, frr farther develowront.

*inally the develormen: institute should be in a position to adviee
the govarnment regarding legislative action which should or should not
be taken in suprort of small-goals industry. All too often, lawe are
ercoted, copied t,om thn codes of more advanced nations, which olearly
4! eoriminate agrinet mmall-scale enterprises. PFor instapos, with the
best intentions in the world, Colombia paseed minimum wage legislation,
with a lower lovel for swa)l= than for large-scale enterprisse. The
result is that emall-scale induntry subsidises large-scale enterprisse
W treining senposer vhioh, as coon as it 1s qualified, moves $o the
enters ines cumpalled 10 pag higher ainimum ages. Social and labowr
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laws which the industrialized nations refuse to enact, app:ar on all

the statutes of developing naticns where, if not properly interpreted, they
can often cause much damage. Being in the closest of contacts with the
enterprises, the development institute is in the best position to represent
the intercsts of this commuuity and cgsist it in obtaining at least as
favourable consideration as large-scale enterpriscs. Within the same
context, it must be the function of the development institute to co-ordinate
all the assistance which is being offered to small-scale industry. That a
certain amount of duplication be alloied in more developed nations is oune
thing. It must not be the case in the countries which we are considering.

From the above, it becomes clear why we have seleoted to use the term
"development institute" rather than development bank or industrial credit
institution. The terms bank and oredit institution imply that the prinocipal
task is that of providing eredit on such terms as may be repaid by the
borrower, leaving, if not a profif, at least no loss, to the lender. We
are oonvinced that, because of the socio-eocoromio needs of a very backward
nation, this would be a limiting factor, in spite of its soundness in
other circumstances, as it would in fact favour the few towards the very
unbalanced structure whioh we mentioned earlier, instead of helping create
the broad base of pyramid without which economio developmeni can hardly be
oonceived. Under more normal conditions, one can consider technical
assistance, or advipory services as a separate function. In our case, there
is just not enough manpower, or resources, or even need for tha servioes,
%0 thiak in terms of separate organizations. Finally, even if the develop-
ment institute should not be profitable, the inorcased coonomic aotivity
whioh will result from its operations will most certainly compensate at
the national level, for the subsidies it will in faot be extending to
emall-gscale industry.

In spite of its role as the govcrnment development wol, the institute
should be as sutonomous as possible 80 as to remain free from too much
political interferenos, or from changes in its administration, should
changes ooccur in the government. Autonomy requires first a high degree
of finanoial independencé. For this purpose thc institute should be
provided with ite own capitalisation, based on estimates of necds for




a pericd of a minimum of three to five years. This capital need not be
paid-in all at once. It could be paid-in in yearly instalments by the
Government following a pre-determined schedule. The capital must be equity
and not on a loan basis, as long ae the terms might be. 1t should not either
depend on the whim of an appropriation committee which could shange ite mind
from one year to the next, thus completely incapacitating the institute.

The resources should also be ecarmurked for each of the main functions of

the institute, on the basis of a long range budget, but with sfficient
flexibility that a certa.n mobility ~f funde ocould exist from one purpose

to another as the justifiable need arises.

Besides having its own capital, the development institute should haws
access to the disocounting facilities of the Central Bank, particularly for
shorter term papers, acoording to a yearly budget, or as a percentage of
the Central Bank's resources, determined in funotien of the general develop-
ment programme of the oountry. Finally, the development institute should
be the channel for foreign development rescurces earmarked for agrioculture
and, in our case, small-scale industry. In fact, it should alsc serve as
the channel for funds for larger-scale industry, just to make surs that
this type of industry will not adversely affect the development of the
smaller enterprises, and the general cconomy of the oountry for the benefit
of foreign interests in partioular.

The question of the basic law and statutes of the institute is of the
utmost importance. They should provide for maximum sitonomy, whioch oould
best be achieved if the board oould be so constituted as to include
ummtaﬂm of the govermment, but aleo soms of the live foroes of the
oountry. On the other hand, the board should be kept amall encugh oo that
it does not becoms a forum for gemeral discussions, funoction myerved for
other spheres of government.

In the oountries whioh concern us here, it will b diffiouit to find
o gensral manager with all the qualifications required for the inetitute
a8 a WMole, nor managers for the specialised departmente. It is therefore
essential that technical rather than political 0o siderations prevail in
their selections, which means that, moet likely, they will have %0 b
foreigners. In theory, it is desirable to provide such foreign menagers
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with local counterperts. In preotice, this may be counter-productive as
Shere is little likelrthood that adequately trained counterparts can be

found, at lcast at the ocuteet. It will be better to train local personnel

at the lower echelons, with a view t« promoting them as quiockly as oond 'ions
and their preparstion permite, untii they oan exercise ou-management
functions, Otherwisc, we aay find oursclves with men who might have been
gwood if properly treined upwards, with inflated ogos and lacking the

oapecity to fulfil their duties, thus impairing the development of the
ingtitute,

It is poseidle to conclude this study with the cass of s oountiry
hich 18 Wwying hard t¢ promote itaslf Vo the rank of developing netions,
namely Douador.

Pifteen yoars ago, wo were ealled upon o survey one of the countsy'e
wegk institutional aspeocts, e syeten of Provincial Development Benks
Wik, far fren representiing an sffective dseenirel isation from a ocsatral
remuoraey, inpeded any +ffective develogpment Yy thc fraguentation
of the dsciston process.

&t et time, Fouador was reaching the end of an agricultural era,
that of produciang rice and cesec for enport as i1te main foreign wmchange
carners. Bonana produwotion was still relatively irespient, and oil was
2ot oven thought adout. Por lask of a botter understanding of the desis
probiens of development of a beckwarc eomatry - politically, cccmcmisally
ol eotlally ~ the enghasis was placed on infrastructural and agrionltwrel
dovelopment, in that order. Induetry was Whought of in tesm of besie
proeseses with the capostatien that the lowr echelons would take sa® of
hmselves wnd.r the sasrcamnt prinsiple of privete initiative nd
private cnterprise. Sams attention was paid 10 the artisen, Wt no ene
et oo far a8 %0 vy V¢ define Whe he was and What his role would Yo i
e precess of covnenie dovelepaont. 1t was stil]l comatdered that the
panaia Mot sahore of Otavelo represented the Quintossones of mmall-geele
iaduotsry and thersfore ahould W promoted and aseisted $0 the utmoes.
Unfortunately, fashion and felklore often follow different trends, and Whe
meh oought after panama hat of Y40 or more decedes ago is o mere.




-23—

There may be a temporary fad for Indian ponchos and other typical gcods at
Woodstook time, but can this serve as ths foundation ~f a country's cconomy®

Two yoars age, we werc invited to return to lcuador, this time te
propose¢ a programme for thc develcpment of smeli~-gcalc industry, experience
having shown that the oxpectations f the mid-fiftics had n~t been achieved
and that, in spitc of a phenomcnal growth 1in banana producticn and of the
discovery of important oil deposits, ¢ffective development of the country
as & wvholc was still lagging. The new rosources which, in >th:r countrics
such as Kuwait or Libya arc sufficient to providc social security to a
larguly unemployed population, fall short in Touador and ways have to b
found to provide employmunt and inooms for a not cily repidly increcasing
people, dut aleo one becoming conscious that it need not remcin at the
vottom of the heap while the top basks in luxury.

A sudbjective analysis of the industrial struoture of the country
indicated that of the 1,79) unterprises with more Shan five workers
oountod in the 1968 industrisl ocneus, sbout 12 per oent could be
olaseifiod s modius to large, omploying generally mor. than %0 workers.
At the other end of the¢ scale, sbout 26 per ocent of the enterprises were
really artisans. This left us with an in-between group of eomc 1,100
entorprises which oould bBe classified as smallegoaie industries within the
Wwoed definitions of employment, capital invested and, more characteristioally,
of o one man show.

A further asnalysis of the type of wndue rics operating in Eouador
ghoved o marked preference for the production of oconsumer goods, durable
or not.

Consideredle offorts had becn carried out in the field of agrioultural
dovelopment, but little had been attempted to relate industrial development
%o it, particularly to provide loeally for the inputs which agrioulture
requires. In the same ocontext, the prooessing of agrioultural production
had remained at a relatively low level.

The ingtitutional struotw ¢ required to promcte coonomio development
had beon revised, starting with the reorganisation of the National Develop=
sont Dank in 1966, snd the crganisation of two Development Finance Corporations,




one public and She other "private”. Variocus laws had becn gassed in

the late sizties 'n the subject of industrial lsvrlopmont fevouring,

an the sne hand, for \@ investeents 1 larguesc: 1o snterprises with a
high 1westment cost por 17b areated, while, n the other hand, paying lip
service t\c the devilopmunt f the wrtisam ad the very seall-scale entre-
prencur . As is all too often the casc, the resl wmallescalc industrialist
was left hanging \r brtween, to fend for himeef] too big to be assistcd by
the National Development Bask and too mmall to benefit from the provisions
of the law oo Industirial Development and from the possible assmistance

of the Pinance Corporations. AS regamds the commeroirl banks, national and
foreign, they are sstisficd o carpy on with taeir routine nusiness without
precocupy ing themsslves with suck type of probloee.

Newnkile, Lousdor had begun tc take an active part in negotiations
with 1ts mighboury to the Scuth, Zast end Worth, ic ssteup & sub=regional
csoumon market 1o supplement the Latin Amerioan Pree Trade Ares oreated
with such fanfare some ten yoare o=, Wut which had remained 2 long wy
from its original <zpectations.

Our recommendations were largely comceptual and institutional. They
wore ocongeptual ia the senee that %hey mggceted s revision of the
dafinition of small-scale induetry, no longer ia term of a very low valw
of fimed nseete, St in function of 188 very nature, namelyt

« that there be no dolegation of the deoision mRing Prooesn,

geeerally resting in the entreprensur.

= that 1t Bo of local iaitiative, not helding sttrastion for foreig

capital .
« that it employs less than %0 workers, vith s capital of gemerelly
less than % 120,000,

Our recommendstions were ingtitutional in the sensc that they suggeeted
a revision of the organio law of the National Devclopment Bank to separete
clearly srtisans from emall-gcale industry, and snabling the Bank to sttend
alsc to the needs of this latter scotor. Basud on experience cleewhere,
we suggested the introdustion of a programme of industrial oredit with
technioal aseistance, as & separste Wranch of the Bank's sotivitiss, vith
s specially trained staff and with i%s e @ line of decision saking.




We further suggested thet c¢fforts should be made to entice the
commeroial tanks tc participatc in the small-scalc industry devclopment
programme by providing them with special rediscounting facilities in the
Central Bank, and by orcating a Cuarantec Fund tc supplemunt, when necessary,
whatcver scourity the mmall-scalc entrepreneur oan offcr,

Finally, we recommended that the "lanning Eoard sct up scctorial
prioritics for industrizl developmont, including thosc peitaining to
emall-goale industries.

These recommcndations led t< the formulation of 2 loan programmec by
the Agenay for Internaticnal Development (USAID/E), and = new invitation
to visit Bousdor, this time t. introduoe the programme of orcdit with
tochnice)l aseistance to small-scale industry. Tc us, this invitation was
very rowarding, not mo much becsusc it indicated that our suggestions had
beon acoepted, bBut because it demonstrated that the stage has been reached
where the importance of small-scale industry in thc develcpment process of
backward countries is being recognised.

As cnoouraging s is Eouad-r's progress, thc battlc is far from being
over. Toc much cmphasis continucs to be placed on thc need for big
prestige projects rather than on thc multiple effeot of many smaller-scalc
naee. lowever, thorc is at loast thc beginning of a rcoognition that e
ologe relationghip hoetwecn industry and agrioulture holds the best prospects
for the futurs. It remains to be secn if an effeotive sectorial programme
o be worked out.

1t would be relatively easy now to pull together all the experienoce
related adove into s noat scheme for the ideal development of backward
omptrios. It would however de futile as, if any rcal conclusion ocan bo
reathed from what prooedes, it is that each oountry must be oonsidered
withi: i%s owm context, and that the best that oan bo hoped for is to
oonvinoe the Oovermmonts involved that dsvelopment must be step by step.




We may bc able to speed up cach step, But thesc steps mist bs in
soquence if back-sliding and waste are to be svoided, What this scquenocs
isy is very relative, again depending on emoch individual situation. Bat
wvhat is important is that it must be defined oarly in terms of rescuroes
svailable and of the bcst way to utilise them within » long=range progremms .









