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The size of the domestic market

It is often statcd that, in many developing countrics, copecially in the
smaller and in the less develuped ones, the domesiic market Gs osmall, and,
consequently, the scope for industris! development s imited,  Very frequent ly,

it is on these grounds that toe promotion of small-scale industry LE mouarnly
advocated: smail enterprises with smalil capacity and output are considered to
be just right for narrow markets, vhether national or local; ia fact, wumall
industries are often seen, to a large extent, as caterers of local markois —

provinoe or provincial town.

This view is undoubtedly correct ir considelation is given to industriz!
goods purchased by the population at large. Personal consumption is necessarily
modest in developing countries having a small population or a low purchasing
power. In these countries, as in others, technical assistance experts and
national industrial extension centres usually orient small-scale industries
towards the production of light consumer goods bhought by the general consumer -
foodstufts, clothing, household items and so on. Especially in the less de-
veloped countries, only a small number of such industries are considered to be
feasible. When they are established, their productg usually compete - and not
always successfully, in view of the well-known and often Justified preference
for the foreign product - with imports. Although much has been written about
the desirability of regional groupings of developing countries, which would
expand the market of each of their members, little headway has beer made thug
far, the political, economic and logistic obstacles renaining insuperable.
Since the domestic market for personal consumption goods can as a rule expand
only slowly - in line with over-all economic and social development - the
Prospects for the establishment of industries, including small-scale industries,
catering to this market are rather limited.

Yot there is, in any country, large or smali, advanced or less—developed,
a sizable market for manufactured goods: it is the public institutional
market, that is, the orders and purchases of government ministries and depart-
ments, zutonomous agencies and public scctor industries. In any country,

ministries, the army, police, universities, schools, hospitals, railways,




bus companies, clectrioity and water companies, arrlincs, government banks,
pubilicly-owned indiotries and so on, purchase a wide variety of items. In
many developing countricas, the majority of theae Ltems are imported, though
many ¢f them are v can te producea 'y domeatie industries, including small-
scale industriea,  The Aemand of puti.o departments and agencies is (or can
be) well knowr, i+ atabi. in range and amourt and may be determined by
goverrment decision rather Lhan v the consumer preforence of thousands of

‘ndividuals,

In countries whare there 18 5 sufficient number of efficient small-scale
industries, meamrvs vav te taken 10 ensure that they receive a fair, and
ag large as possitle, share of publie purchases, contracts and subcontracts.
These measures are mainly in the form of a competitive bidding and purchasing

scheme giving preferonce to small-scale industries.

Where the number of mmall-scale industries is inadequate, potential
entrepreneurs may be steered towards the production of items catering to the
public inetitutional market. A govermment purchasing scheme may at some time
be st up and be gradually expanded.

The purpose of thie paper 18 to draw attention to the main conditions
which should be fulfilled 1f small indurtries are to participate in govermment
purchasing. The procedural aspects - tender regulations, registration of
enterprises, appeals and settlement of disputes, otc. - are not desoribed in
this paper whick 1o not intended to serve as a manual on public procurement
and tidding in general, but only to provide an over-all view of the policies
for enmuring the participation of small-scale industries in govemment
parohases.

The prevalling situat.on, in many developing oountries, is that prooure-
sent 19 done by govemmont departments and agencics directly, without any
bidding mystem, without a ocentrsl purchasing organization, without any, or
with & minisus of, publicity. Bach agency has i‘s own rules or practices -
oF has no clear-cut regulations - for purchasing. In some oountiries, the
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procurcment regulations of certain agencics spccify that purchases up to a
given amount may be made simply on indents, and that, above that amount,

¢Btimates from a given number of supplicrs (s2y, threc) chould be obtaincd,
or rcgular tenders should be issued a~d publicized, In practice, however,
these regulations are often uloregord.d or pot arowund. ALl too frequently,
the door is open to dubiocus practices. Under the circumstances, it is not
sure at all that the government, whicl, in most countrics, is the single

largest buyer of industrial goods, gcts stores of the best quality and at
the lowest price.

Even where government purchasing regulations oxist and are enforced,
small-scale indust-ics may not be able to enter the public market. Though
invitations to suppliers may be publicized, small industries may not be aware
of this and may not know how to approach thc buyers. They may be discouraged
by involved procedurcs in respect of tenders, security deposits, inspections,
or by stricgt specification, quality and tolerance requirements and delivery
dates. 1In fact, their capacity to meet specifications, gquality standards
and delivery schedules may be inadequite and they may not enjoy the confidence
of ihe buying organizations which will usually by-pass them. They may be
rebutted or even cndangered by late payments b government agencies -~ an all
too frequent occurrence - since they do not have the financial strength or
resilience to withstand such strains. Above all, they arc usually outbid by

larger industric having a stronger competitive position.

A number of measures should ther fore be adopted i~ small-scale industrics

are to overcome these handicaps. The principal measurcs are outlined hereunder.
Mecasures for ensuring the participation of
small-scale industries in govermment procurement

Unified purchasing regulations and procedures
Unified purchasing regulations should be adopted by all govermment depart-

monts and Ly most agencies and public sector industrics (some exceptione might
be needed, cspecially in the case of government—owned industrics which may
need more flexibility in procurement than other ecntitiez). In many developing

countries, it would secm appropriatc to limit, at the beginning, a Government
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purchasc schome to government dcpartments and ccrtain agencics and to extend

it to public scctor manufacturing industries at o later date.

The regulations should specify the amounts up to wiich purchases may ba
done directly on indents, and above which tenders should be issued. The
proccdures for inviting, accepting or rc¢jecting bids should be cleerly
defincd. A procedurc of appeal against rejection should be formulated. The
specifications, quantities, dclivery dates, etc. of the items to be procured
and the conditions of payment should be spclled out and the information should
be publicized, c.g. in spccial periodical circulars or in a gazctte. Needless
to say, the regulations should be enforced and somec control over the operations

should be maintained.

In some cases, for instancoe when the item to be procured is of an
expcrimental or rescarch nature (e.g. a prototype), it mey not be possible to
draw up detailed specifications and to make a general call for bids. Then the
purchase may be made through negotiations with all qualified suppliers, the
best offer heing accepted.

Central mrchasins organisation

In certain countries, a single organization is in charge of purchasing
for all or most government departments and agencies, This is the cage, for
instance, in India where procurement is carried out by the Directorate Genorsl
of Supplies and Disposals. Such a system ensurce that the same rules apply
to all departments, and is likely to be more cfficient and more econom:cal
than separate procurement. It may provide better publicity to the proourement
needs of the puhlic departmente and agencies. In addition, it makes it
possible to adopt a centralized "list-in" system, whereby industries,
especially the smaller ones, make lnown, on their own initiative, what they
are able to supply- It lends itsclf better to the application of "sget-aside”
and price prefercnce systems for small-scale industries.

Price proference

As mentioned earlier, when small-scale industries and larger enterprises
submit competing tenders, the former ere likely, in the majority of cases,




to be outbid hy the latter. TIn recognition of this frct, some counties,
both dcveloping and highly advanced, have cstablished price preforence
system whereby the quotations of smell-gcale industrics would be accepted
even if they -xceed, by a £1ven percr 1tage, the quotsti ns of the larger
undertekings. In India, for cxampic, this preference 1s o 19 per cent,
In other countrics, it is of 10 per cent.  In the United Stotes, the Smali
Busin~ss Administration (SLA) can give = special suhsidy to the selected
small firm to cover the difference between its bid end that of larger

industrics. The subsidy is paid out of o rcvolving fund administered by the
SBA.

The percentagc system would seom to he better adapted 1o the conditions
prcevailing in the developing countries,

In some countrics, the problem ie often of giving an opportunity or
e preferonce to products of national origin over imported products, rather
than prefersnce to the products of small-scalc industry over those of larger
enterprises. In such cages, the government procurcment policy and procedures
may provide for preference for the national products. Even when contracts
are given to foreign suppliers, some parts of thc order might sometimes be
subcontracted to a local manufacturer.

Set-aside system

Under a "set-aside” system, certain itcms nceded by governmment entities
are to be purchased exclusively from small-scalc industries. The system docs
not prohibit larger industrics from manufacturing thesc items. The system can
operate only when therc is a sufficient number of qualified small firmms ablc
to produce the itcms economically and under competltlve cond1t10nq~ this is

also nocessary if the Government is to have a falr cho1ce and satisfactory
service.

Both the set-aside and the Price preference systems rcquire that e legal
definition of small-scalec industry be adopted in the country. The definition,
which would usually be in the form of a ooeiling on fixed capital investment
(wachinory and equipment excluding land and building), employment or both,
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b ooy TR ot of Foo sarte 14 aymbtam wegid e Pegyatration of small
fndustrial firmes o ‘tidde vt laaste soqntoaned 5y the purchosing ageney or

agenciens  Inv o totiome to 41 weuld be ment 1o the anterprime n ligtad (an
addition *to poodrcity an o gradtic ). The eyater might rgin te opornte oven
with a relotively modent nusber of sct=nril. ttems, say '0 teo V5, The list

of set-agidc i1tema should pe graduslily incervased nnd periodically revised.

At some stoge, exhibition= of goods, purchased by governmont departments
could be organized.

If an order 12 too big for ¢ single small ntorprisc to cxecute, pools
of bhidders might bc set up on the initiative of the onirepreneurs thomaelves
or on the suggestion of the purchasing organization or of the extension centro.
Such poole inight be maintained over time, They would be, in effect, what is
oalled in Fronce groupsg d'action . 'loectivu (grouping for collcctive action)
which might have thc strength required to compute ngninst largo-soalc industrics

in public bidding and would not need to restrict their offers to set-aside
procurement.

This arrangement might lecad to another ono, which would help in >verocoming
the diffiocultics encountcred by many small firme in submitting woll-prepared
bids. This might be the creation of a specicl offioc representing groups of
small-scale industries, and having the ability tc proparc bids in the roquired
form. Offices of this type have been set up in a few developing eountrics by
an Association of Small Manufacturcrs or an equivalent organizatiom.

Role of industrial oxtension oegtres

Whatever the system of procurement adopted - separate purchasing
arrangements or unified proourement rules, open or "set-aside" bidding, equal
treatment of bids or price preference - small-scale industries can offectively

enter the publioc institutional market only if they have the neccssary technioal,
coonomic and managerial compctonce.
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In addition to tecimicel ~nd MEANT PIAL Lo qUunctie sy, e any b harmpered
by the weli=lnown difficuliice toaniag or ity whether for machinery
and equipment or for worki Eocopitni, tb latter being partio) “rly important
in the cnse of marieting overntion:.  Lae o fincneo e protebly - more

important c oo of default ir A:ive Fios than toeclnical o oy, werial anadequacy.

Where there 18 o suffiecioat number of small nductrioc capable of proe
ducing the .(toms roquired by publie departmente o gone, ~, the «xtoneion
contre sheuld bhe responsible for providing them with the nocessnary infomation
end for anssisting them nt nll Btagus - fror the mubmiosion of the bid to the
timely delivery of the goods. In some: countricre, : vtension centres deliver
"oertifientes of competoney" to oificicnt amni enterprises,  Such certificntes
ight even he delivered to the pool of smali mtcrpricce referrmd to in the
preovding section. TIf the cytonsion oentre iteclf onjoys o goud rceputation,
the oertificntor shouid satiety trne covemment agencicos the' the bidders arc
relisble and ahould prevont hids 'rom being mojeeted on the grounde that the

tndustries arc inoapable of cXGoullng the contract,

Technical oounsclling mud training wiii be apocinliy neoded in such areas
as cost accounting and pricing, inventory contrcl and quality control, The
assistance of the extonsion centre will nlso be requirud for facilitating the
finanocing of small-scalu industrics undor suporvised oredi. schemes,

_1/ The above measures would also prove to be effoctive for facilitating the
establishment of suboontracting relationships hetwoon large industrics
(whether public or private) and small-soale industrioes, whrreby the latter
would produce parts and compononts to be inoorpor:ted in the products of
the fomer. The subjoot cf suboontracting, how:ver, is beyond the sc ve
of thu prosent papor whicol is ltmited to public purchasing of items which
are not rurt of further production.




dhere thern 0w oanad o suate umher of ~xisting smaoll-scale industrics
and whe s et Y Gy tonmion contres 15 1o erente now industries,
ttwouid he aecful or Pt ity wd pr=1nvestmont studicy were focused on
thoae productions whyel v s adi! denended by putlic departments and
Mgencrens Lrate of tteme rvquired by omcl departmente should be drawn up and
prospe ctive ot repre oura should be steorod towsrds the menufacturing of such
Ltomey, providod th se or nleo in demend on the general conswner mariet,
Indecd, too elo o 1 depoadenes on the pudlic institutional markcet would be
inadvieble, cxaetly as, 1n the casc of subcontracting, cxclusive production
for the contractor should be rvoideds In oither casc, altemative outleto

should be kept opon,

There 18 cvidoneo that feasibili‘r studics have been very little orienteqd,
thus far, townds productiong ciatering to the public institutional market.
As statcd carlier, this is n reletively large and stable outlet even in
oountrics havirng = nrrrow over-all market, and it would be a sound policy

to pay it more attention,

Thie policy, if linked with compctitive bidding and price preference
for small-scalc industry would, at the sume timo, contribute to import
substitution, create cfficiont small industricr assured of o secure market,
improve product qunlity and lowcr production costs, improve businoss othiocs

and load to savings in government oxpenditurc on manufactured goods.









