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Govermnent rFurchases from omall Industries

All over tle world industries are relying more and more on government
purchases. The governments have now a tremendous purchasing power and
their purchasing policies can have a definite influence on tie prospects
of many industrial units.

In many countries government is the single largest buyer of consumer
goods. The various departments of the government, civil and defence,
buy a wide range of goods which are normally produced by small scale
industries, such as sioces, uniiorns, furniture, stationery, electrical
goods, cutlery, crockery, leather goods, plustics goods, rudio sets etec.
Unfortunately in most countries small industries do not get a fair share
of these purchases. Very often snall urits do not know what is required
by the gove  ent departments and Liow to sell their products to the
government. (lovernment departments often buy on tender basis and small
industries generally lack thie skill and initiative to compete with
large industries in an open competitive tender systen. Small industries
do not enjoy the confidence of the purchasing agencies of the government
a8 regards quality of goods or premptness in delivories and are therefore
often left out f{rom tihe lists of units from whom purchases on limited
tender basis are made. JGovernment depurinmcnts are generally not very
prompt in making payments and this adds to the difficulties of small
units who hnve tiie clircnic problem of shortage of credit facilities,

lowever expericnce in both developed and developing countries

shows that if 5i:all industries are given the necessary support aad
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assistance by the govermaent, tney can participate effectively in the
governments stores purchace orogrammes. Perhaps the USA and India are
two good examples of countries wiere small industries have been able
to get a fair shure of government purcuses as a result of the special
rneasures of assistance and support introduced by the governments. The
experience of these two countries should provide scme useful guidelines
to other countries interested in this arogramme.,

A programme of assistance to small industries for participation
in government purchuses, particularly in developing countries, may have
the following essential eleiionts:=

l. Declaration of government policy.

At the very outset it is necessary for the jovernment to declare
its policy in clear terms about extending special support and
assistance to small industries in the matter of purchases by
government departments. In the USA, it was done through an Act

of Congress (Tue Snall Business Act of 1958) which stated that

"it is tne declared policy of the Congress that a fair proportiom
of the total purchases and contracts or sub-contracts for property
and services for the government be placed with the seall business
enterprises’'. The Small Business Administration (SBA) has been
specially charged with the respo 3ibility for implenenting this
policy, and the Congress maintains a continuous watch on the
progress of the scheme. In India, government policy for giving
special support and assistance to small industries for participdtlu
in government purchsses was announced as an administrative decision
of the government. The central purchasing organisation of the
government and the various public organizations for the development
of small scale industries have been nade responsible for the
implementation of this policy.

The manner in which the policy decision is to be taken is for each

government to decide. It may be enunciated either throuzh legislative

action or by executive orders. But it is important that the
government should declare its policy in unequivocal terms for the
information of the small industries and the guidance of the
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agencies engaged in purcnasing operations on behalf of government

devartients,
kstablishment of a Central Purchasin- Orpanization,

In many countries purchases for povernment depurtuments are :ade in a
disorganized mxnner b a large number of independent purchasing
agencies. .ach departuent tries to vreserve its own rights

for purchase of storss, z=nd {ollows ite own procedures znd systems
for such nurchoses. I1f all purchases by the Lovernnent are to
reflect éhe hoiicy of psovernment regarding soeciul support and
assistance to small industriez, it is necessary that there should
be a central organization with overall responsibility for all
purchases above a specitied miniwum value and for ensuring the
faithful impleweniation of the government nolicy by all the
subordinate purciasing agencies. small industries will not be

able to deal with large numver of independent purchasing ore
ganizations; nor will it be sossible for the government to kcep

an effective watchi on tie operation of large nunbers of agencies

as far as government policy of special support to small industries
is concerneds On the otier nand if there is a central pure

chesing denartment, it will ve possibie for the organizations

responsible Jor tiie develoyment of small scale industries to
maintain close liuson with it on behalf of the suall unite

Participating in government purc..ases.,

'Set-aside' urchases from small industries,

One of the most effective measures of assistance to small

scale industries is to 'set-aside' certain items for exclusive
purchase from them. .mon; the items regularly purchased by
government depurtments, there are some which can be described
as typical small industry nroducts. wventhough a large number
of suwall industrial units way be engaged in the production of
these items, tney may often find it difficult to couipete with
the (ew large industries in an open competitive system., It
will therefore be helpful if the government purchasing agencies

restrict their purchusez from amony the small units only,
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Decisions for the items to be 'setl-asidet for exclusive purchazse
from small industries siould be taken only ufter the government
is fully satisfied trat s.all industries produce such items in
sufficient quantities ang to the right specifications and quality.
Purciasing agencies should nave a fair clioice regarding quality
and price even for the items 'set-aside' for exclusive purciases
from small industries.

Frice preference.

For items produced by both smull and large industries, a price
preference in favor of small scale industries is anotuer
eflective neasure of support to them. The price preference
margin should not be too large to make it a subsidy to inefficient
units. Nor should it be given in all casese 1t should be limited
to a few specitvied items where productionon small-scale basis
Lhas to be encouraged in general interest. About 10 to 15

percent price preference is génerally considered adequate and
reasonabl e,

Sub=-contracting,

Some government orders may be too large to be of interest to
small industries. HJowever suall industries may be able to
execute some parts of such orders on sub-contract from the

pPrime contractor. In such coses government purchaging agencies
should award the prime contract on tie condition that specified
parts of the contract snould be sub=coniracted to suwall ipe
dustriez. sLuch conditions about sub=-contracting should be
announced while inviting quotations for tie supply of an item,
80 thut interested snall scale units can cooperate with large
industries even at the stage of submission of tenders,

Technical and management assistance.

Small units who receive government orders may be in need of
assistance and guidance on technical and management natters,
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They may require technical guidance in adjusting their production
Jrogrammes to conform to certsin special snecifications laid
down by tie purciaasing degartment. Jometimes they may need
asaistance in the use of raw matevials or tools and dies or the
trainin;; of technicicns. In some cuses monagement support may
be necessary to ensure execution o! orders according to the
delivery schedwles fixed by the purchasin: departments. In

a case of sub-contracting, tne small unit can to some extent
receive technical puid nce from the prime contractor. But in
all cases the nutional orpanization for development of small
scale irdustries ond tiie institutions resvonsible for extension
service to suzll industries should zive the highest priority
in providing technicnl anrd noragerial assistance in order to
ensure prompt and satisfactory execution of the orders by the

units concorncd,

In some cases the purchasing organization may have doubts on

the technical or fincnecial competence of small units to execute
an order. ‘ie national organization responsible for the
development of swall scale industries should in such caces

investigate the corpetence of the units, and, where necessary

arrange special measure: of assist-nce. If it finds taat the
unit cenerned iz competent to rxecute the orders satisfactorily,
it should issue a certiiicate of competency which should be

honoured by the purchasing denuirtments.
7 rinancial assistance.,

The area where s.all-scale irdustries participating in government
purcnases require assistance nost is firancing. 1n fact it

is shortage of finance which often mokes it disficult for

small industries to exccute fovernuent orders promptly, It is
therefore neceszary to i..ie Srecial arrangements to make credit
available to swall units in aadition to the normal Credit
facilities wnich may be open to small industries. Thig can be

be done by advancing speciul losns on liberalized terms or by the

introduction of ap.ropriate schemes of credit guarantees,




It is clear ti:t t.e programe of assistance to siwllescale
industries on tne lines indicated above will tantumount to a form of
subsidy as a ainst large industries, but this is an expenditure which
governuents lirve to incur in the overall interest ¢f development of
ss@ll-scale industries. Suell industries in developing countries
suffer frow several nangicaps undg visabilities, and it is essential
that they should receive support and assistance from t..e governaent
to overconie these iandicaps.

In developin: countries suall industries are expected to serve
some very importent objectives in national economic development,
They help in providin,; a strong base for the industrial :structure
and building up a balanced industrial sysztem. 'Mhey provide new
employment oprortunities at relatively low capital cost, facilitate
industrial decentralization, fill up tue aps in the dewand for

consumer joodz cnd simple producer goods, and above all stimulate

the growth of indigerous entreprencurship. ‘hese are very important

objectives for developin: countries, and in order to achieve them,
the governuments concerned have to bear the inevitable costs involved
at the initial developmental and promotional stuges.. The financial
costs for an a:sistunce programue for participation in government
purchases are inceed very small compared with the great contribution
such a schene con make to the strengthening and stabilization of the

small~scale irdustry sector.

An importent question which arises in this connexion is whether
the specinl facilities for small-scale industries for participation in
povernuent opurchnses should alsec be extendec to nurchiuses by the
public sector companies. There are several public sector companies
(engaged in activities such as wining, wanufacturing, trading,
construction etc) wiich Luy a wide range of goods which are and
can be produced by small industries. But unlike government departments,
the companies are exiected to work on comuercial lines and thereiore
they may not like to incur the additional costs involved in schemes
of price preference, 'set-aside' etc, They would prefer to buy
purely on comuercial considerations, and small industries way

not be the best and cheapest sources for such purchuses,




I osome eoocs toaere wiil be o orovision ir the eharter of the
public seector compcnien emnoveric:: hie suvernnent te issue directives
to the corr:aies on wotters wiich irn the opinion of the government
are of inmrort:ont cubiic interests  An such cnses it is lor the
governments concernod to decide wnether they should issue directives
to the oublic sector componies wwcings them tu give specivl sugport

to swall inuastries in thcir otores purchuse propranmes. In sone
cases guvermient ne:y choose te roimburse £0 the nuolic sector
comvanies tac ocditiopal ex .enditure incurred by them as a regult

of price rreierence or 'set-ai.ds' schemes. sotetimes public secvor
comysnies tiewscives cay choose teo introduce limited sciemes of support
to suall-scale ind.stries in toeir siore, purciase progiammes wWilhe
out claimins any reimbursemert from the jovernment. uJven if the
rublic sector componies do net iully oarticipate in the scheme,

the market offered b Lhe rovernuent departments in most countries
will be nig enouyit Lo Five %ie mucn needed support and strength

to small-scale industriec.

Iran nee not vet introduced any scheue of special zsistunce
to small irdustries in the untter of ~overmment purchases. The
Crranization for Luoll-oenle Inuusktries and Industrial wsstates

of Iran (Coul & I.1) which was set up in 1965 as an autonomous

organization nnuer tie iin.stry of .conouy, is currently engaged

in tue formulition of a comprehiensive develomsent programae for
smill-scale inductries in the country. o study on tn= need and

ceope for introducing srecial measures of assistance to small industries
for narticipavion in overnnent purchnses pas very recertly been
completed oy the ...i & 141, ond recomucndations in this regurd

nave been submitted to the poverament. ‘They are now unaer

consideration Ly tlie governcent,









