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INTRULUCTION

"Gmall Scector® as a diatinct compinent ot thd
Industrial Scctor uas rocognisced hy the Lovernment aof
Pakistan in 1997 whin the National bDmall Incustri.s

Norporaticn cure intn being. The recogrnition of the role

f of 9mnll Sectur in the aver-all industrial palicy wus

the first ciant siridz taken in tho firection of

duvelopment of this Scctor and the first positive attempt
to take effective steps in meeting the damands of the

small entarproncur. The West Pakistsn Bmall Industries
Corporation was uetoblished in 1960, The Small Industries
Corporation was, however, subsequently murgud with thu W.st
Pakistan Industrial Duvalopment Corporation in 1962 wherein
it buceme to be known as Small Industries Division of thot
Corporstion. The credit operations stertud after tho

mergar of the Small Industries Corporation wiih the lWest
Pakistan Industrial vuvelopment Corporation. The policy of
the Govermment to decentralizoe varinoudevolnpmcntol

sgunics of the country alse resulted in the pifurcation of

functions of thc Small Industrics Division of tho West
Pekistan Industrial Devuolopment Cosporation and thu
gstablishmont of West Pokistan Small Industrics Corporation
in 1965,

“Small Industry® is Jefined as en industry cngagued
in the handicrafts or manufaocture of consum,r or producer
goods, th: valuz of the totnl Fixed pssets whorvof (including
land) does not excced ton lacs of rupees.

Scorcity of copital has bucn primarily responsiblu
ith the slow development of the Industrial Suctur in all the
duveloping countries. The 4wmnall Sector has been no uxception
to this general rule. The traditieone] ~ooroes 8 institutions

of finance ure shy to invooy in small ventures and advance




loans to small r unitu. The Gmall Sector is depriver of

its duc share of whatover little capital is availoble

i) 1t is cunsidered that smaller units cannot

campute cconumisilly with the bigger units;

ii) In the devecloping countrics huving mixed goonomias
the banks and Insuranct Cumpanius are by and

large controlled by the big busincses. Thurufore,

the big business has more influunce upon them,

Consanuently the financiul nueds of the small

gnterpreneur are neglocted bé.tham;

111) Yhe small industrialis! dous not have sufficiunt
liveragu with thu Govurnmént to get the Import

Policy framad so 2s to suit their incustrial

raw materinl reguiremanta;

tv) Most of tie small units are not reglstered on Stock

Exchange. .

Public Corporations in thu form of fmall Industrius
Corporations have, thercfor., boen cstablishcd to promotae thu
developmont of amsll industrlies 2nd to sunplinmunt capital in
casuy wher. it is not forth=coming.

The finenciol nssistancu thus providud, ie of
throe typus:

1. Eguity Participotion by the hGovurnmant;
11. Undur-writing of uharcs; and
1I1. Credits.

Eguity Porticipatinn Fund

The Foveroment. ofF Pokiston cstablished on Cquity
Participatiun Fund in 1977 to provid. equity support and
to promote ono genoeale Dovestaent ino the Privats Sector in
Cast Polistan and locu-neveloped ereas of West Pakistan,

tnitinlly o sum of [b..0.0U crorens is pliced at the disposal
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of thu Equity Participation Muac, This is contributed

as follows:

Gavernmont aof Pakiston: Rs.2.00 crorus,

Govcrnhent cf East Pokistan: Rs.50.00 lacs.

Gavernament of Wust Cukisten: Hs.50.00 lacs.,

i Statoc Bonk of Paklstan: Rs.1,00 crores.
Institutional Invustors: Rs,1.00 crores,

Total: | Rs.5.00 crorus.

Since its incoption in mid 1970, the Fund has di®ursed
over Ra.2.00 crores meinly to enterpruneurs of modoratc
maans in East Pakiston, Since the operation of tha
Fund is confined to Companics anc is not oxtanded to
sole _proprioturships the scecpe of the Fund is limited.
Solc prop:’otarshipe hevi; hocn neimarily oxcluded duo
to lack of liquidity of thuir sharus.

The under-writing nperations of the Fund give
further support *heugh nnt niructly yet when public
fesue 18 not fully subscribed duc to inadequato public
responsa the cventual caku-up of shared by the Fund
also emounts to finurcial ossistoncu, Moraover, sinco
Fund is an ind.pendant Government sponsorad arganisation
properly staffad with technical pursonnul,under-writing
of shaores by it infusos cnormous comfidence in the
general public to takc up such sharae.

Cradits

Onu of the primary functions of thu st Pakistan
tmall Inoustrivn Corpuraticn is to provide financial
sssistance in the form of lonra to small anturpreneur.
There ere tuc typos of loens: Luans in roreign currency
and loans in locol currencv. Local currency loans are
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further cotegorisca s long turem ond short term louns,
The Corporation is wutherised to stand guaranthe
for loans of the following aggrugate limits:
a) In the case of Industrics located cutsid.

Small Industries Estates:

i) when mude te an individual Rs.50,000.00
ii) When made Lo any borrower
tthur thon individual: Rs.2,00,000.00

L) In thu casie of Industrics located doside
Small Industries (status:

i) Whoen made to on inuividual Rg.1,10,000,00
ii) When made te any borrower
other than individual: Rs,%,00,000.00

Aggregate limit of the loan can, however, be incruasad
with thu approval of the Government, '

Foreign Crodits. Loans in foreign currency aro
dupundant upon the availubility of fureign crodits with
the Govarnment. No cash foiaign cxchange is made available
to the Corporation for disbursement of loans to the smoll
gnterproneur.

Foreingn cradits =ré meant for the import of
macivinery and cquipment for gstablishing now units or
for balancing and modernisation of the oxisting units,
HBeside World Oank Loons nll forclygn credits are ticd loans
and, thereforc, by their very nature arc unatle to mecet thu
digersc requirements of this Sector. fhis is obviously so

because no single country is producing machinury and
cquipment cconomical and competitive unough to cater to the
neseds of various linus of manufacturce undertaken in the




entire Smull Sucter. Sincu International Bank for
Raconstruction 8 Development loans are scarce, it is,
thereforc, imperative that credits from various countrius
ore modu available simultazneously to the 5Small Industries
Corporation for disburscment to promote the devilopmont
of this arve of industry a5 & whold. Forbign credits
sanctioned upto 31st Ozcumber, 1970 to small unturpr.ncurs
through the Smoll Industrics Corporation are cquivalent

to Re,521,.47 lacs.

In oddition to the out-right crodiis, occesionally
an allocetion is also made to the Smell Industrias
Corporations out of Barter Agroemagnts. The liat of the
machinery is given with ovaery such agruement and,
theroforc, ellocation !s to ba utilised for that particular
machinery only. The Socialist countrics snd Barter
egreaments portain to them, cro traditicnally the
suppliors of heasy machinury and barring vory fow
excuptions, thuy do mot provide machincry which could
be usaful for sutting up of small industrios. Morcower,
the prices of such mechinaery arc not competitive with
those prevailing in the uorld market and, therofore, does
not attract the small entroprensurs. Although
theorutically this rourcu of assistencu in foreign
sxchange is nlso made ovailable to Smell Scctor but
in most of the casae it remnins un-utilised.

Long-tgrm crudits. Long turm rupvc crudits

are primarily meant for flinoncing tha purchuse of
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rachincery manufacturad in Pakistan. Such loons ara
advanced by the Ingustrial Development Bank of
Pakistan. The Corporation shoeles the risk of boad d.bts
in the ratio of 75 : 25. Tho Corporation has disburscd
long-term rupae credits o the tune of Rs.120.00 lacs
upto 31st of Decembur, 1970. The repayment schedule

is mutually agreed to betwcen tha parties and thu
Industrial Ouvelopment Bamk of Pakistan. 1t may

uxtend to cucn ton years. The interust chaorged on
these advancoes is @

{) For loans upto Rs.1.00 lac: 'JI above thu
: fank-ratu,
11) For loans moru than 3% abovu the

Rs.1.00 lac: . Bank -ratd.

Short-torm crodits, The Wust Pokiston Small
Industrice Corporation tevo gxacuted agraements with
various schuduled commercial bnnks by virtua of which
these benks provide short-torm loans to meet the
working-copital reguircments of the small gnigrprendurs.
Thu loan 1a for o puriod of 3-5 yuars and is ropayablu
in six-monthly instalments. The Wust Pakistan
§mall Industrius Corporation sharcs the hadedobt risk
in the ratio of 75 : 25.

Short-torm credits disburscd upto 31st Dgcember,
1970 ere to the tun: of Rs.51.52 lacs.

The crudit operations uxplained in the fnru~961ﬂg
paragraphs have genurated 2 total investmant of Rs.1604.00
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locs out of which sponsors' own contribution amounts
to Rs.966.00 locs. A total numbur of B854 units hove
beun ostablished in various provinc.e of Wust Pakistan,
Tatal produgtion capecity cr.otud by thes: industrial
units is Ra,4143,50 lacs thus cruating 12904 new jobs
in the procoss.

The picture of thu financial asssistancu will
not be compluti Af it is not muntionud that thu
Corporstion has also unturac into operations in aruss
whara the privat. scctor is shy and hove invostod an
emount of Re.751.32 lacs upto 31st Decembur,1970. Thasc
1ndu_ctrte,n constitute primarily sarvice fPacilitice,
Borvica Cgntras, Tushnical Contres and industrius
catoring to tho nuuds of small ontropronuirs, in order
to facilitatu thoir geowth. It may olso bu mentionud
that tho public seotar projudts ars not intended to
compdte with the privetu sector but only to suppl.mint
end providu sssistancu in thu form of training of
personnel, provision of spuciel tools & uguipment ote.

QUGRstIons,

Thy rate of growth in the Small Scotor hed baun
slow end thu invastment has boun sluggish in thu pest,
The targuts sut-forth in the Plsns could not bu uchiovid.
The problums faced in this connuction arc numerous.
This paper is confinud to probloms of Pinancial sssistence
snd dous Not purpurt to deal with mobilisution of savinge

and modes of finansing of investment in- this Gectlor.
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The muchanise of disbursement of loan has been
bricfly stuted above. ALl tm credits aru disbursod by
tho institutions othzr than this Corporation. This is
Lo gny that the Corporation is not functiuning os a
bank. It aluo mokes clear whot the Corporation ducs
Aot have funds of its own to make avallable in the
form of credits to the small crtrepfenuurs. It suloly
religs upon other banks with whom it has enterud into
ajreemunts for provision of such loans.

Un the ruccipt of an opplication for loan
the Corporation's stalf cxaminus thu proposal both
from tochnical os @ell as  Economic angle. If thu projoct is
considored feasible, the Curporation sanctions the loon snd
aponsors to the concernud bank. The hank again checks
up thu credite-worthinecss and oxwininus tiwa untiru
proposal afresh. Although Carporation's liobility
in cese of bad dubts cimtunds to 75% yut sinco tho actuol
paymuni of monoy is tu hi donu by %tho banks and thay
are in no way under thi control or uwven the influcncu
of this Corporation, thuy nui only take their own time
but are also svurse to giving criodits to cliantela not
coming to them direct but through the Corporation.
It may be cmphesised that tha primary abjuctive of
banks is commurcial snd nut promotion of induatry.
Banks are contrnllad hy the ig businms, Thelr
{ntereet in the dovalopment of swmall sector is marginal




and, therefure, evidently thoy toke much longur time

in disbursing lo=ns than is normally required for
checking up the crodit-uorthiness and wven putting
forth thoe complete sucurity nrranguments, This is

not ascusing inoividual banks, Thi fault lies with

the systum. The problem would be there irrcspuctive

of tho stage of ucconomic duvelopment a countty has
reachud. Thue dual control or entrustment of ochiceamunt
of an objective to more than ono organisation without
any coardinzting agency is bouna to rosult in confusion.
The slow gisburscment is bound tc bu tho natural
consequanco.

In cognisionce of thu widi:ly=huld opinion
that Public Suctur ageéncius arc comparatively moru
inufficiunt than tha private organisations, o proposal
to form a consortium of commcrcinl bunks to dosl with
loaning opuration of tha Small Sector in  Wust Pekistan
is undor tho active considarction of the Govurnmunt of
Pakistan., Such a consurtium uxists in thc desc of
East Pokiotan, Tho poreformince in utllisation of
foreign credits by thu Cost Pekistan Small industrias
Corporqtion iu much buitcr ofter this arrangument,

The proposal aims wt climination of onc of the
Bovernment agenciaes i.a. Industricl Ouvclopmunt Benk




of Pakistan from this procuss of loan distbursement.

The consortium will noi bu bound 80 rigidly by tho
rules and regulotions followsd by the Governmunt
Agancies and is uxpcctud to bu more gnterprising because
of tho prafit motive. Tho applications for loans are
likely to wvoke 7 keenor TLSDONSU from tha banks
bucaus: in most of the casus they would be dualing

with tho known clientcle. Checking up of credit
worthinuas of partivs would, thercfore, nok prescnt 1
gigantic problem to them. '

The proposal envisuging consortium of banks,
{n thu writer's opinion is not the bost solution
although it would bo a duofinitu improvemunt over the
prusent systum, Thu problem can bo solvaed only if
the developmuntal corporatione aru convertod, inter allas,
inty financicl institutions, that is to say, they ore
also mode banks. They would thus combing aoministrative
as well ns banking functions. The Government in
ccllehoration with the finencial institutions, if
possible, cen sut up @ rcvolving fund to bu pleccd ot
the disposal of the 5mall Inocustrius Corporation for
disburscmunt to the Small Sector. Thu practica 18
olroady in voguc in tho Equity Participation Fund.
The details rogarding turma and conditions of
re=financing should nut prusent en insurmuuntable




abstaclc in the way of acceptance of this proposal.
Industriol Dov:lopment Bank of Pakistan, Pakistan
Industrial Credit & Invastment Corporation and
Agricultural Osvelcpment Bank of Pakistan arc the
pracedunts. Tho Small Industrics Corporations, thurefore,
neuds to be urganizcd on thosu lines and should not bo
starvad of funds. The dependence of thusc Corporations
on othar finoncial institutions tantamounts to this |
and it dotracts Prom thelr cffuctivences.

Thue acceptance of ths above proposal would
not only unify the various oporations in a single
prganisation but would also maka such an organisation
directly rusponsible for succcss or feilure in the
achievemont of thu targuts seteforth before it.

The commerciol banks should not ba onpssed to sstiing
up of such a bank since it will not be competing with
the commgrcial bunks,

It is also nucussary that the agresmunts which
such a Corporstion unters into uwith the potuntial
industrislists havu = clausu to tho uffuct that in
cose of failura to rupoy the duss, the Corporation
shall hove thy right to taku over thu managument or to
disposu off thu industrial uwnit in whatover mannur it
dooms Pit. This should sucuru thc loans quits
sdequately.

Al 2 R R )]

This opplics to Emat Pakistan Small Industriee
Corporation. The limit for Wast Pokistan Small Industrios
Corporation is Re.5.00 lacs. This, howuver, is likely to be
ruvised and increasea to Re, 10.00 lacs. .
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