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Sumuau

The development of amall business {n industry and other fields will
tap potentials for savings and production which otherwise would not be re-
alized, It can bring about a wider dissemination of the ownership of means
of production, thus countering the tendency toward oligopoly which often
characterizes the private sector in devaloping countries,

Any effort to promote the small-scaie sector -hould be selective {in
its approach, It shoula concentrate in the first instance on helping those
Smong already existing businessmen who have been able to make progress by
dint of their own efforts and have potential for further cevelopment provided
effective assistance is available, However, the emergence of new entrepre-
heurs must also be encouraged in many cases. while it is aifficult to ilden-
tify entrepreneurial talent among people wi thout previous business experienee,
the methods for testing and stimulating "achievement motivation* Jeveloped by
Professor McClelland may prove useful,

* Consultant on Economic Development Problems, formerly Economic Adviser,
International Bank for Reconstruction and Development,
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The organization and staffing ol a goo< business extension service is
absolutely essential t~ the successful promotion of the small-scale sector,
Such an organization must have suliicient avtonomy to enable it to select and
assist promis.ng businesswmen independent of political cousiverations and to
offer the salaries requireu to recruit corpetent statt, 1ts personnel should
have the practical experience necieu to provius the kin. of technical and
managerial assistance which will really appear useful to emerging businessmen,

The proper selection of industrial activities for prorntiou is also im-
oortant, Insufficient attention has been given to the definition of industries
which can operate economically on a small scale, (he types of industries
chosen within this broau category will change in accordance with progress
achieved in the Jevelopment of entrepreneurial capacity, In the early stages
emdhssis should be given to the service inuustries, the production of goods
for local, as distinet from national, markets, and the processing of local
agriculturs] commodities and raw matcrials, It will often prove aivisable
elso to develop building eiuternrise, At a later stage the manufacture of pro-
ducts for the broaier, national market and of parts and components for large
enterprises can be giver progressively more attention,

while the principal function of a business extension service should be to
ident{fy entrepreneurial potential and to give continuiug aivice ani guidance
to businessmen with a capacity for development, it can also play a useful role
in providing certain common facilities, Among these are incustrial estates
and workehop clusters., tHowever, it should be kept in mind thst industrial
estates are costly snd are not suitable for all small industricl firms, The
interests of many of these enterprises will often be better served by small
workshop clusters constructed in various parts of a city,

Small enterprises shoulu as far as possible be financed through normal
banking channels, The high risks which often prevent such financing except on
excessively onerous terms can be significantly reduced by the adoption of a
credit insurance scheme and the opsrations of a business extension service,

In financing small business, care shoulu be exercised to coordinate the exten~
sion of short-term and longer-term creuit so that the total debt service bur-
den is properly related to the nrosnective income of the enterprise,

While it {s desirable in most cases to entrust technical assistance and
financing to separate institutions, this course may not be foasible or
neccssary in the earliest stagee of enterprise development when the promotional
programme is limited in scope and the very inexperienced entrepreneurs say
find {t easier to deal with a single institution which can provids all the
help they need.
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Introduct; )n

A bibliography of all that has been written on the develonment of
small-scale in.-ustry, or, more generally, on the promotion of business
enterpyrise, is likely to £ill a number aof volumes, Any attempt, within
the scope of a brief paper, to surmarize what has been said or written
on this subject would not only be repetitive out would also be too general
to have practical value. T.is paper ~ill tucrefore discusa selectively
those problems pertaining to Jeveloynent of small-scale inuustry and
method. of promotion which the author believes require particular empha-
sis any on wrich he vay be able to comment usef:lly on the basis of per-
sonal observations in Africa and Asia, In Jdoing so the afscussion ~ill
often not be confine: to small-scale industry, but .ill be eddresseu teo
all types of small business enterprise,

I. ADVANTAGEY OF SMALL-SCALE [3DUSTaIAL DEVELUPMEKY

A. Multiplication of prxiuction initiatives

Successful davelopment of small business has ons important advantage
which is seldom adequately stressed, By making it possible for individuals
with entrepreneurial talent to go into business it multiplies fnitiatives for
the production of goods and services and helps to bring about a wider and
more “demoeratic” ownership of the means of droduction, In every population
there are actual or latent entrepreneui ial resources whic. can be mobilised,
1t usually inclv’'es many individuals who are not content to be sim>ly en-
sloyees or workers in government cervices or in large public or osrivate
entervrises, rhey want to be their own masters. They want to be engaged
in some activity of their own in which they see a Jirect relatiorship
betwesn their own efforts and the results achieveu and from which they can
derive profit and a personal sense of dccomplishment, All businesemsn, of
courss, are not rmotivated by this entreprensurial snirit, Many of them
-= and they may well constitute a substantial majority in some countries -
start a business eimply because they cannot find the secure paid employment
they really prefer or because thay have insufiicient education to obtain
attractive pasitions fu the fovernment service or in large busineas enter-
prises, uJut to the extent that versons with real entrepreneurial talent can
be effectively assisted to establish or expand enterprises, a g.vernment
will succeed in mobilizing a rescrvoir of talent which otherwise would re-
main inauequately developed or would Jevelop at an excessively slow pace.

The taspin~ of this potential reseurce may be vital even in countries
wvhere the covernment puts major e-phasis on the {evelopment of a public er
socialized business sector. The capacity of rovernments to initiate and
ongrate business ventures is frequently limited by nmanarerial constraints, |
by bureaucratic ineff fciency and lack of initiat ive, ana by the many other |
resoonsibilities which toverame:ts wust dischar;e. Under these circunstances




the pudblic sector must often be confined to the larger anterprises; and
the nunber of such enternrises will ‘1 neny ca es be restricted by the
limited size of national markets, In practice governmencs will usually
find it difficult to initiate ani provide for the cperation of the numerous
and highly varied cmall aud w7 lws entesprises which are needed in any
economy to produce go0ds ans services for local requirements, to process
scattered and relatively small quantities of locally available raw mate-
rials, and to aistribute ‘and sell goods in all parts of the country.

B, Competition and demooratic ownership of the means ¢f produstion

The development of entrepreneurs for the small-scale business sector
can have certain henefits transcending the value of this sector to the
economy, Some small entreprerncurs will get the training and experience
that will qualify them progressively to establish wedium and even large
ventures, In geveloping countries privatc ownership of large-scale busi-
ness often tends to be oligopolistic in character. A relatively few
wealthy families come to dominate mediuw- and large-scale inuustry, be-
cause the capital market {s small and poorly developasd and access to credit
by those who are comparatively >oor and inexneriencei is severely limited,
the small numbar of initially auccessful large-scale entreprensurs can
perpetuate and enhence their ownership of major industries, 7The profits
carned in established business undertakings are the principal source of
financing new or expaniing old ventures; and successful enturprises usually
command most of the credit that is available, [hus there is an almost
inevitable tendency toward the creation of industrial empires, This con-
centration of power is undesirable not only for political and social reasons,
but also for economic reasons. It frustrates the competition and efficiency
which are necesaary to make industrial products available to the maases at
reasonable prices, A government car counter by nation~lizing large-scale
industry or developing a public seetsr to proviie computition for large-
scsle private cnterprise. But it can also, as an alternative or complemsn-
tary measure, seek to increase the number of large-scale industrial entre-
preneurs. !'his can be most effcctively done by encoursging and helping
succeasful small-scile entreprensurs to undertake larger ventures., Somwe-
times governmants dedicated to the promotion of small enterprise shrink
from such a course. They develop a cult of "smallness" and have a somswhat
irrational fear of "bigness.” Governmants may therefore impose limits with
respect to sise beyond which an enterprise or a businessman will not be
entitled to get any further aasistance in expansion., This may prevent the
injection of more competition in the large-scale sector and also thwart
developument of the full potantial of a number of entrepreneurs,

C. Mobiligation of savincs

For countries experiencing a vhortage of capital small enterprise
developument will often stimulate savings that otharwise would not be
availabla, Many people will save or increase their savings if they them-
selves see, ard are enabled to utilize, oprortunities for profitable
employment (f capital. Farmers who have become awarc that they can grow
profitable comrercial crops often stow an astonishing capacity to mobilise
the capital required to produce such cro;s, The sare is true of small.
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scale businessmen in ot er sectors. (he ¢ ergence of votentially
wrofitable opportunitics provides an incentive to save the canital
required to start a verture and, sucsequently, to Dlow back a consid-
srable part of profits into business expansion, Jself-financing is a
characteristic of .evelopiung private business, all the nore because
outsiace capital is difficult to obtain, Ironically euough, the

limited availability of outsi.ie canital is not an unmitigated handicap,
It often foreces »eodle to face un to the nead to save more if profit-
sble ventures are not to be forecone,

D. cconomy in capital utilisation
Some arfuments for the development of small business, and, more
particularly, of small-scale industry deserve to be qualified, Small-
scale industry is sail to be especialiy aivantageous because it requires
less capital investment in proportion to outnut, Iindian Jata, based on
the Annual Survey of Industries for 1963, inuicate, for example, that
value added ner unit of fixed capital e.ploycd was four times higher in
emalleseale inuustries than in large-scale industries, However, this
tavorable capital/output ratio, wi:ich, incidentally, Joes not invaria-
bly characterise all types of small-scale industries, is in part simply
dus to the fact that che entreoreneurs in this field cannot engage in
types of sroduction and processes which by their very nature require
heavy investwment, The low canital/output ratio does not necessarily
nean that small-scale industry makes the rost efficient use of its
capital or that a more efficient use of capital coula not be achisved
eithar if {ts products were sroduced on a larger scale or if more
vachinery anu equipment were enjloyed., The woiest amount of capital
used in small-scale inuustry is at least partly dictated not by economic
rationale but by sheer necessity such as Jeficiencies in financial re-
sourees or government measures and policies t-at limit the availability
of eapital equipment. .uring a survey of Indian srall-scale inaustry,
wade a few ysars ago by tne author, a large numb:r of entrepreneurs
expressed a rreat need for more machinery and especially for more modern
ani more specialized squipnent, while may have been rather irra-
tionally infatuated with new teclmolog’%ould apparently make out a good
prima fagie case that heavier investwent would improve thair efficiency
and their coupstitiveness, Given the inefficiency that usually charace
terines at least a portion of small-scale industry ana given the fre-
quent need to nrotect such industry from competition by foreign products
or by the produets of larger-ccale domestic industry, the prevailing
low capital/output ratio can hardly be accepted as necessarily reflect-
ing the optirum,

E. Effect on employment

Some resarvation must also be naie ta the argument that successful
promotion of small business will substantially increase employment.
True, the "multiplication >f entreprencurial initiative" which was
mentioned before will un.oubtedly raise employment significantly in the
long run. In Inuia, for instance, erployment {r the small factory
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sector rose from 3.5 ' illion o 4,55 wliliou in the neriod 1960/61 to
1969/70. t the same trwe thi. cecior's =hase in tsatal jadustrial
omployment increase.d frow oF,7 te 1 per ceal, (et sne can reaudily
imagine a sct of conditions vn.ar which a svecessful canpaign to assist
small entrepreneurs may tor cie time fai: to cxpan: total employment
and even recduce emdloyment, sny campainn of this kind murt be sclective
and is likely to concentrate st least initially on already existing
entrepreneurs who e deered to have tie greatest capacity for improve-
ment, If these are in Fact enablzd to become mo-e efflicient and to
expand their output, this wi.l aluest inevitably happen at least in
nart at the exvensc of othe: less efficient and less receptive small
businesamen and the workers ‘he lat'er ewpioy. LUltimately, however, an
inecrease in the number of el ficient snall enirenreneurs will raise
total production substantialiy. CZmployment will then rise, though not
as rapidly as outnut,

II, IDENTIFICATION OF ENUREPRENBUKIAL CAPACITY

Promotion of busiiess enterprise implics an ability to locate and
{dentify entreprencuriasl talent, 1In all countries the number of people
already engaged in business or anxjous to start one will almost cer-
tainly far excecd the capacity of any prowstisnal organization to pro-
vide assistance. 1f the latter is to avoid an excessive and fruitless
dispersion of effort, to keep fallures at a managaable minimum and to
concentrate on persons w'th redl potential as businessmen, it must
obviously be ahble to devi.e o#nd apply criteria of salection,

As a first step one should define entrepreneurship in terms of its
essential characteristics. 7The ent -epreneur must know how to combine
the variovs factors of pr.auction ercectivuly for the purpose of pro-
ducing some needed servica or product, He muat be willing to take
risks but only after a carcful evaluation of such risks, He must be
able to perceive opportunities for production and capable of exercis-
ing the initiative necessary to take advantage of then, lie must assemble
and direct the means of production including labor, raw materials,
equipment and financing, and in thi: connection must be able to deal
eftectively with his employeec, his suppliers, his customers and his
sources of finence, He must demonstrate some capacity for innovation
in the form of an eagerness to scarch for means of doing things in a
new and better way, rinally, he tust have a high need for achievement
in the sense that '«¢ verives 3irong satisfaction frow overcoming chal-
lenges and obataclies in hi. path,

In practice how can persons with thess cliaracteristics be found?
this paper will deal with this question first with respect to people
already in som: “vpe of business, ana then with reference to those
wvanting to start a business for tie first time,

A, Development potcutial of existiap businessmen

dxisting businmsecmen presumaonly have tore record of exoerience or
performance from which the possession or lack of entrepreneurial skill




can be inferred, at least in broo? teres, If not in reems of ivs sue-
cific components, 3Survey: o. existiyy busires: crlersrise are uprobably
the best initial sten ta z2. ot LYis "reecoru." Such survey:. are neces-
sary in any event to obtain dats for intellizent olanning -- informa-
tion on the dislribution of en:er- risus br size, reocvaphle area and
type of activity, on their total contributiou to outnut in various
branches, on methous of Linancing, on employeent ant investment ete,

It can be objected, of couvrrce, that u crmnraliensive ccasus of all
small business entersrises iu too buriersone ~ha espensive, Lven in a
very small country there are likely to lte tiousands »f suveh business
enterprises without takinr into aecount those ia trade and irans 'ort,
liowever, the cost car oe significantiy reduced by limiting the scope of
the initial survevs, <{he orranizatisn eharge! with the prumotion of
small-business will in auy avent be incapable of inmeiiately assuming
responsibility for encouraging enierprize In all narts of the country
and in all branches of economic activity. ‘ersonnel consiraints, and
verhans also financial conscraints, will limit lis overations for quite
some time, the initial surveys ¢ . fherefore be confined to @ varticus
lar geo~raphic area -- e.,z, one ian which teore {5 a substantial concen-
tration of enterprise -- anus to certails sectors of the economy which are
deemed to have a high priority. ..ae cost of surveys c¢.n also bDe keot
down by enlisting the cooncration ol techaical scnosl: and universities,
In i aria, for exawle, the Jn.uicrial Research Unit o»f the University
of 1fe used studerts to carry ovt a comprehensive census of 12,012 en-
terprises in 49 towns ir the Westevn and | it-western state., Students
of economics worked un tnis cunsus as part of tizir academic rogram
ans were thus enabled to get a realist. ¢ incight into an imoortant
asp2ct of the country's econw v, lar.y.er, tie very fact that the
census was carried out under imiversity auspices was ocrovably instrue
mental in eliecitiug more reliablc information from the business.en who
are traditionallv inclined to disirust vovernment ofiicials.

Ihe survey can alto take place in Lwo stares, In the first stage
it will s_Lflice to obtain infarmation »an tie nuuber of yeurs the euter-
prise has existed and on the +ize it has achieved in terms of »rodue-
tion or sales and number of eunlovee., uoelative size and ratc of
qrowth can be regarded prima facie as {ciications of the .cgree of
success oi the enterorise, Uhe larfer ones with a cowsaratively rapid
growth are likely, otler things veing equal, ty be wore prowising can-
di.ates for provotional e.forts,

fhe nunmber of such enterprises selacted from the {irst survey
should be considerably larfer thon ine nuuber wilth w o ich tie prono-
tional organization cau e{iectively .eal over tne mext row years, Tais
will »ermit a second screening process designed ta ovvain from these
businesswen a.ditivn:l .ata whichi will further helu to asscss their
cavacity for future prowth and thor.tore trteir probable response to
prorotional measures, Iuis screeuins shouly nreferably be done by
personnel of the busines: nrosntion Hrianization, lhey will thus have




an opportunity Lo brcowe acguainier wild sorresren:urs ace their
problems, he information to be obtained should cover (a) the
businessmar-'s occunation avs faril' back-raund, (L) I s education,
(c) his sources of tinanc.., wo (. Licaliy, 2o ¢ :tion of his
own nroblems, An cxamination of the relevance of eaca of tiese
follows:

a, Qccupational an. family background

while entreprcneurial talent can be found among people of almost
any background, surveys oI existing businessmen that have becn ma.ue
suggesl that those with cert-in backgrounls are rmorce likely to be suc-
cessful than others. 1hus a umeinessman who comes from a fanily which
has long been engaged in business has an aovantage in that he has been
reared in at atmos here wiich emphasizes initiative ana achi:vement,
'revious oecuratiial experience will Jdetermine the extent to which the
businessman has been able to acquire the attitu.les and, above all, ths
technical, managerial an: marketing »kills essential to success., Avail-
able evidence suggests that previous experience with farping is not par-
ticularly rezlevant, although this may not be true when tihe experience
is predominantly with comnercial agriculture rather than subsistencs,
Traditional artisans whose trade passes from father to son iu genersl
have little capacity for Jevelopment. ITraini.y takes place entirely
within the family enternrise, ani outsfue work axperience which mizht
expose the artisan to new mcthods an: sifferent stimili is seldom, if
ever, obtained, bloreover, such artisanal enterprises are disinclined
to employ non-family or outsi e labor which might introduce s>me fresh
exnerience. They tend therefore to be traditional in their methods and
and resistaut to change. un the ot er hand, craftsmen who start their
own business after having learned a trade and worked in a larger entere
prise are more promising material. iThey have usually learned their job
in business establishments which ar: more rouern in t'.cir wethous,

Government service is not ordinarily condusive to entrepreneurship,
It does not usually encourage indeperdent initiative and
risk-taking, lowever, government service often does provide opportuni-
ties to acquire skills useful in business, particularly various tyoes
of trade in government workshops or a knowledge of construction methods
in public works departments, Also, the very fact that a person has
given up the relative security of a government job to go into business
may indicate that he does have those qualitfes of independence and
enterprise csseuntial to business success,

when small industry rather than business as a whole is considered,
previous experience in trade or comierce seems particularly useful. In
1971 the ..ational Council for applied Eeonomic Resecarch in India
carried out for the Worlu sank a survey of 129 small-scale enterprises
which were larger than the average small-scale unit, This survey Jise
closed that rost of the entrepreneurs came from the com-ercial classes
or other affluent sectors of the economy rather than from irtisans or
techn.cally trained groups. liovever, oue should be cautious about
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generalizing this finuine. Jor ewxnmole, in an 2arlirr stuly of 52
medium-size metal-wirking erterorises 1 ths TL.dian z.oate o Mauaras,
James J, Berna learned that »v:r ane *“ir) ..f these has 3! ted as
small repair an. oud-job shops, 1/ :arsons who have buen suceessful
in trade often uo have an advanfzga over others vhose training and
experience i. exclusively technicai. Jnce a snall enterorise has exe
panded to a point at which it can ro langer rely on a ueighborhood
clientele ani must begin to sell its nro.uets through jntermediaries,
marketing often becomes a muchh rore irdortant uroblem than prouuction,
A "merchant-entrepreneuar” is Jlikely to deal rore successfully with chis
problem. ll¢ usually also has preater experierce in haniliny woney and
has larger savings to invest, >rincipally for these reasons he is in-
clined to» start a larger industrial enterprise thar the "artisan-
entrepreneur,” Howcver, his business way fail unless he can finu and
is willing to hire technically trained workers an. supervisory per-
sonael to eisure the necessary volume and quality of prouuction, at
an early stage of the development of a: indusirial economy there is
often a severe shortage of peoplc with practic:l technical exverience
and, particularly, of supervisors, whenever this is true, artisan-
entrepreneurs way well have better prospects in starting an industrial
unit than rerchants,

b, Educational background

Such evidence as is available indicates that srrall-scale busiiess-
men are onlv rarginally better educated than the average adult in the
population. while most of the businessmen in uevelopning countries are
self-made and self-taught, it is obviously an auvantage to have enough
education to nake sinple calculations awu to read clementary instruce
tions, texts and lluepricts, iow:ver, a nu ber of surveys of small
businessman in Africa hava shown a ¢orr-lation between cdreation and
business success th:t is rore »ften nenrral and even negat e than
positive, 2/ 4 gnaconcary or a hig.er elucatin may seiually prove a
handicap, Ambition and eonfidence often prompt better euucated oveople
to launch ventures ol a size Lhat are well beyonu their capaciiy owing
to deficient managerial ani techunical experience, Frequently, too,
they are less inclined to uniertake the hard work and make the per-
sonal sacrifices wnich are usually esseatial i the initial stages of
Jeveloping a business,

1y JJJ. Berna, Industrial Jntresreneurship in ladras State (Asia
2ublishing li>use, Loundon, 1960),
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priss (IBRD, Renort No, AW-31, Vol, I, v, 13, 1971),




At the same time, i1t must be reconnized that as enterprises grow
in size or in technical complexity *hey make larrer o mands on the
businessman and his suoerv. .y or. snnel i terms of ior formal
aducation, whether academic or technical, Jdducational veficiencies
which vere not a signit.cant handicap in the early stares of the
development of an enterprice may becowme serius constyaints in later
stages, [hen the belter educated entrepreneur will be more able to
master Lthe more sonhisticated management technigues, including proper
accounting an. costing, which the larger business venture will require.
e will bLe better equipped to acquire and apply rew knowledge and ideas,
to deal with financial institutians ani to establish the organization
necessary for the procurement of a growing volume of materials and for
the marketine of an expanding output, Thus if inlustry is to continue
growing and become more diversified it is important 'o attract an in-
creasing number of comparatively well educated neople to business
careaers, This does not mean, however, that promotional measures should
neglect entrepreneurs whose education may e inadequate for the manage-
ment of a larger enterprise., Many of these do have a potent ial for
development even if within certain limits, Ihe ocbjective should be to
assist them in advancing to a point where they can perceive ths possi-
bilities of continueu expansion of their enterprise and are anxious to
provide their children with a better educatio: that will enable the
latter to take over their business and develop it further., As a matter
of fact, young educated people who emerge from such an enviromment are
likely to make more successful businessmen thau those who come from a
family background alien to business,

c. So\xrces__g{ Einancing

Inforvation on a husinessman's sources of financing throws valuable
light on his Jetermination to succeed, If the record of his enterprise
shows that be was able and willing : o put his own savicos in the busi-
ness originally and subsequently "plowed back" a consiuerable portion of
the earnings into expansion of the business, this is certainly a posi-
tive indication of his potential, It demonstrates not only that he has
tha capacity to 'wanage” woney, but that he has the strength of
character to curb his own consumption until his business becomes
firmly established,

4, e businessman's conception of his own problems

In making a final sclection of the businessmen which should be
singled out for promotion provision should be made for an interview
designed to elicit their own 1uea of the problems that confront them
anJ tend to inhibit their Jevelopment, The objective of such intere
views is to Jetermine their awareness of their own limitations, Unless
businessmen are conscious of sach limitations, thev are unlikely to
take aivantage of the technical anuy managerial advice and training
which a promotional organization wmAay make available to them, Jre=-
quently small businessmen will blame all their difficulties on fac-
tors beyond their control, Lack ot institutional tinance, for exampls,




is often singled out as tne anly oroblem, even when it 1is evident to
an objective outsiJe observer that suet financial Jifficu'ties pri-
marily reflect inadaquate maraverial .- rechniceal 9kills., it other
times unfair competition by others or government failure to provide an
adequate volume of orders may be cited as the cri{tical difticulties,
It is, of course, a common huwan trajit to attribute one's failure or
limited success to external factors. Almost every businessman has
some grievance of this tyne and it is thereforc natural for him to ex=-
press them early inr any interview. once he has done this, further
judicious probing by the interviewer may well reveal that he is also
cognizant of nis own limitations and anxious to overcome them, If,
however, in the last analysis he persists in blaming others for all his
ditficulties, then i.e can hardly be found eligible for prorotional as-
sistance,

B. Selection of new businessmen for promot ion

e Arm——- 4o st

The methods of selection set forth above depart from the premise
that promotional efforta should largely concentrate on assisting the
most promising people who are already engiged in business., In general
this is a valid premise. Existing businessweu who have at least some
experience and have demonstrated in practice their ability to develop
their enterprises in some measure by dint of their owm efforts are
likely to banefit most from constructive outside assistance, However,
circumstances will often justify some focus on kelping people who
want to go into business for the first time. Tlhere are still countries,
notably {n Africa, . here business is almost entirely in foreign haads,
If such a situation is to ve rem¢diea, one has to start from scratch
ia fostering indigenous entrepreneurshin. Iu cany countries where en-
terprise is develoving, ihere may well e many people engaged in none
business careers who also want to start a business and appedar, on the
basis of their occupatisnal bagkground, to nave sye qualifications to
become entrepreneurs, For iustance, pubiic works cngineers who have
long been employed in goverrmeit and have had considerable experience
in construction and in the supervision of private contractors may want
to launch a constructinn e:iternrise of thteir owr, Similarly, individue
als who have occupied miudile or a9 nanagerent nnsts in large government
or expatriate ent:rprises may want anu may merit help in starting thair
own business. Finally, when scrious "acadenic unemployment' develops,
there may be strong pressures to provide graduates from eugineering and
technical schools or from universities with opportunities to start .their
own business,

This has in fact happened in India, There the number of people
receiving uegrees or diuslomas in engineering and technical fielus has
risen from 4,000 in 1960 to 50,00 in recent years. Amploywent oppor-
tunities failed to eep pace so that vy 1970 there were estimated to
be 40,000 unemp’ ., ed engineers alone, To enable such unemployed en-
gineers and technicians to start toeir own small inaustrial enterprises
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the Government of ludia, in the £all of 1970, tarted arn. financed a
program undaer which (1) a consiucrable number of institutions were
designated to run three months' (in“tially, four moatt -*) entrepreneur-
ship training courses, ani (b) =nesy-} Finaeing an e~- -s7ional terms
was offered to thise who completed the course and worked up an indus-
trial project acceptable to a financing institution., The content of
the entrepreneurship course v:as in gencral modeled on that & &
nioneer venture earlier carried out by three development corporations
in Gujerat state. The first half of the course was devoted to the
basic concepts of an enterprise and its management as well as to the
relationship of government to business, The second half was concerned
with partievlar industrial opnortunities anu the preparation and justi-
fication by each participant of a specific industrial project,

Such programs raise the serious questiocn whether there are msthods
for identifying entrepreneurial talent and capacity among people who
have had no previous axperience as independent businessmen, This ques-
tion is posed in most acute form for those who have just left profes-
sional schools or universities and have no occupational experience of
any kind, In the author's opinion the question has not yet been satis-
factorily resolved, Under these circumstances the training and promo-
tion of entrepreneurs is accordingly characterized by a considerable
waste of time and resources, In India applications for participation
in the entrepreneurial training courses have exceeded the number of
places availadble, so that applicants have had tu be screened on the
basis of written submisasions and very brief oral interviews. Appar-
ently no definite selection criteria are applied, although those
applicants who have a definite "project {dea" or who cowe from a family
business background are reported to be favored, une suspects that the
selection has often been, even though inadvertently, rather arbitrary,
Once applicants are aimitted to a cour:e, it should in principle
be possidble for the personnel involvel in their trainirg to form some
juigment about their capacity, their imegination and tucir drive and
fnitiative, The author found that sows of the training psrsonnel con-
ceded that they ware able to make such ‘udgments, but none of them
evicdently felt abie or suthorized to communicate these judgments to
others, for axample to an institution which hac been raquested to
finance a project prepared by a trainee,

a. t training for achievement motivation

At this point it bucomes appropriace to inquire into the relevance
of cartain techniques that have been daveloped in an effort to identify
and aven to develop the "achievement motivation" which is casential to
success in business, The nature of these techniques and an analysis of
the rasults achieved in experimental applications are set forth in a
book written by Professor waviu C, McClelland and Dr, Daviu G, Winter
and entitled Motivating Economic ichievement (ihe ‘ree ’ress, New York,
1971), The methous employed are not easy to Jescribe briefly. They




can perhads best be characterize: broadly as "stimulated self-analysis,"”
They try to iaentify an. fostcr certair behavioral patterns character-
f2ing entrepreneurs, inclu:ing the caneity ta (a) set elollenging but
attainable goals uand take p.rsonal responsibility for achieving them,
(b) make specific plans for personal and corporate actjivities to reach
these goals, (c¢) take calculated risk: in making investrent and other
business decisions requiring foresight, ani (d) analyze past mistakes
and successes for the purpose of improving performance, A variety of
methods -- competitive games, simulations, case studies, group dis-
cussions, tests and questicnnaires ~- are employed in order to bring
out an understanding of behavior under given situations, to clarify and
define motivations and to apprcciate the factors conuit ioning achieve-
ment ,

Achievenent motivation Courses have been conducted im a number of
countries, including the United states, India aud some Latin American
states. The results have not been easy to assess., They evidently de-
pend considerably on the quality and skill of the personnel conducting
them, The techniques are rather difficult to master. Conductors of
the courses can easily sink into a morass of psychological jargon and
leave the participants more baffled than enlightened, However, when
conducted by properly trained personnel, they appear to be useful,
while they may not help greatly to strengthen and develop vre-existing
motivations, the testing methous devised for this type of training do
seen helpful in fdentifying entrepreneurial talent. In any event, the
results achieved so far warrant further experimentstion with these
techniques,

C. Need for continuous screening

Given the present state of krowledge, one can hardly expect that
the methods available for qualifying e..isting businessmer and "woulde
be" businessmen for a program of prowmotional assistance will be in-
fallible, 1Inevitably a considerable number of mistakes will be made,
At best one can expect that the selection criteria will reduce ’
the risk that the people closen for promotion will f£fall, It i{s there-
fore important that the business promotion or extension organization
which {s established to provide continuing technical and managerial
assistance to businessmen keep the performance of these businessmen
under constant review and that it discontinue help to those who are
consistently unresponsive, There must be arrangenents for periodiec
visits to enterprises and discussions with their owners in order to
determine whether orogress is being made, what problems exist and
whether the entreprencur is Jisposed to tackle these problems and
accept advice on how they may be resolved, The nucber of really com-
petent personnel that can be found to staff a business extension ser-
vice will always be severely limited, Such a tervice must therefore
be able to concentrate on tnose businessmen who in practice demonstrate
their capacity and dron those who are unable or unwilling to take ad-
vantage of its fFacilities,
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TII., ORGANIZALION Of A BUSINESS Zi%NIiON 3an 71 G,

The organiz ation of an eifective business exiension service is
critical 1o the develoumant of small-scale industry or small-business
in general, Before considering some of the problems invoived in es-
tablishing such a service, the functions which the latter should per-
form should be cleecrly unaerstood. Apart from selact ing existing or
potential businessmen for promotion, the service should

t1) determine, presumably in cooperation with the economic plan.
ning authorities of the country, the fields of activity in which small
businessmen are most likely to be succassful and whero they can also
wake a suitable contribution to economic develorment;

(2) assist in elaborating projects for expansion or new ventures
which are adapted to the capacity of the businesemen and likely to
prove profitable, and provide necessary assistance in the choice and
procuremant of machinery and equipwent;

(3) ‘stimulate in businessmen an awareness of the principal con-
straints actually impeding their developument:

(4) turnish continuing in-plant or {n-enteryrise advice and guid-
ance on aanagement and technical problems, and provide, or facilitate
access to, such technical and managerial training as may be needed;

" (3) provide, when necessary, for the establishment of common
facilities, including industrial estates or workshop clusters; and

(6) tacilitate access to financing for entreprensurs with worth-
while projects,

Comments on & few of thesa functions will be made later in this paper,

A, Need for independence

1¢ the business promotion or extension service {s to do its work
effectively, it should Le independent, It should be indcpendent of
financing institutions and bs organized as an indepandent, -autonomous
government service, It can be argued, of course, that such a service
should be attached to a financing institution since the latter wmust in
any event determine which busineesmen are qualified to receive loans
and to follow their operations c¢losely in order to protect their in-
vestment, Although in exceptional cases instituti,nal factors way make
this desirable, the balance of argument favors the creation of a service
that will be independent of banks but will coonerate closely with them,
In most cases it will be necessary to involve a number of banks in the
financing of small business; and it can hardly be expected that each of
theas will be able to afford a well-manned extension service, f(he ad-
ministration of small loans is normally quite costly even without




taking into account the exrenszs oy prov,ding the various non-fisancial
services which emerying bulinessren will neew, & basines: exteasion
service, like an agricvitural cvxtension saervice, invelses conziderable
cutlays, ana iv is natural that these be me: largely o1t of public funds
o theosry extungion sce~vices avtachnu .o banke covl! te svbsidized by
Lhe govertment, bet this 15 l1ihely to creatz practical nroblews and to
lrad to a d:snoxsal of effort, . oareovar, nrowotion end Lincacing should
in principle be divorced, A Dusiness extension service aust be Lo sowe
extent on advocate, albeit a very discriminating advocate, of the entre-
preneur and his »sroject. A financing inscitution, on the sther hand ,
shouly be able to consider objec!ively and iydependently any request for
financing presented wi:h the suunort ¢f the axtension service while giv-
ing due weirht to the latter's reeonrmenwaciong, If the extension sere
vice is to do its job effectiveiy it must, of course, be fully conver-
sant with the banks' lending eriteria anu insvire counfidence on the

part of banks that it is capable of providing small businessmen with

the advice and guidance that will help eusure oroper utilization of
the credit extended,

A business extensisn service must have eonsiderable autonomy withe
in the government framewsrk., Businessmen everywhere tend to distrust
government and are isinclined to work closcly with, and confide in, an
organization that is not somewhat removed from yovernment., The service
will nead to be able to artract highly -ompetent personnel with qualifi-
cations quite differant from those of the regular government service.
It must therefore be able tu tetermineg its own salary scales and con-
Jditions of service., Above ali, it must be pratected as far as nussible
against politicsl pressures, :Hxperience demonstrates that such pres-
sure« are often brought to bear {n order to get tavors for particular
clients, hile ny form of organization can e..sure complete ineulation
[ror these pressures, an autunomous sta:sus can al least minimize them
to some cxtent,

To safeguard the autoromy of an extension service it should have a
brard of uireciors consistne of reoressatatives of the business and
financial comunity as well as of the goverwrent agencies rost concerned
with the orivate scctor, It is also important that it be enancipated
a8 soon as feasible from sole relisnce on <overnuent budget funds for
its finaneins. cor instance, trade ass-ciatinns, such as industry
federatians and echarbers of commerce and industry, might Le persuaded
or verha»s eveu required ts assume an increasing portiwm of the cost,
Sivilariy, vart of the cost mifht well be met by banks which partici-
nate in the financin of svall business and wiien nresumably will bene-
fit from the operati>ns of an organization canable of givine effective
advice and ; uidance to small businessmen.

be 3coue of aperations
ST, s S N s G+ .. Gl W~ St
when = businesz axtension servize is astabl shed, ~he initial
scone of its overations should be rath-r moucst, 7he service must be
aole to work intensively with those br:inesanen that have the




potentialities for voviloonsnt, cuvsonne? 5 iittal ong and the mood Lo
test varisus weliouws of Dusincss uwronailsion nak: 1Lt awvisicie to contine
its operatinns to a manageable goo TaOYLLY area and o Vinitad number of
busineuss sectors, ‘hore ¢ill uiinubliealy Le <orong oresseras Lo extend
the activities of the scrvice orepatur2iv o all parts of the country
an. a wider range of business activities, bul unless these drersures
are resisted its vromotiognel cfiorts witl! sinply become to, widely dis-
persad to be cfiective, Tue scope of oneratisms aloulu be ensan.c.
only as the availavility of capable staif increuses and as the wark of
the service has wemnnstrated ity sraciical value.,

Co Staffine

the most difficult problem encountered in wmaintaining and expana-
ing an extension service is that of £inding competent staff, Tnis
problem is undoubtedly not eusy to resolve. A business extension ser-
vice demands a range of expertise far broader tnan that needed by an
agricultural extension service. It must not only have a nucleus of
permanent ocrsonnel expert in the problems of those branches of indus-
try which are most common or prevalent in the country, but also be able
to command from time to time the temporary services of exnerts on other
industries that may not warrant the full-time employment of advisory
staff, The qualifications of the personnel reguired are hard to meat,
They must be people of practical competence capable of impressing busi-
nessmen by dJemonstrating concretely the application of what they teach
or advise, Tfhe businessman {3 not likely to be imprecsed by someons
who cannot show him how to ceal with practical technical problems on
the workshoo floor or how to install accounting and record keeping sys-
tems that ar pertinent and useful “o the conduct of his particular
business, Moreover, the personnel should be able to develop & sympa-
thetic rapport with the businessmen with wiom they work and siould
have a knowledge, or be enabled to acquire a knowledge, of the socio-
economic factors conditionine the development of enterprise, They are
unlikely to succeed unless they have some feeling of dedication to
their task,

In staffing organiszations aesi ned to help small-scale businesemen
there has often been too much emphasis on manarensnt experts and em-
gineers with impressive academic qualifications. bPanagement experts
with degrees from schools of business administration and with management
experience (n large comvanies may know how to teach sophisticated
management techniques, but they nften have diflficulty in addressing
themselves to the simpler management problewms of small-scale business
and to adapt their methods of teaching ani advising accordingly. Aca-
demically qualificd enginears may be needed ‘o make project studies,
vparticularly for ventures of some size and technical complexity, but
many of them are rot eguipped to aivise an practical, technical pro-
duction problems, Far move emphasis shoulu be placed on the recruit-
ment of good technicians with ovractical experience,




Finallv, the oualifici. 1ats 58 cxtension oocviee personae! will
need to be acapted to the evalviug vequireaeats of tae ertesrprises
ey are geeking to helv, his srincipis iz periang hest illustraced
by the cxoerience o»f Iniia, In .1t coutry the smail Sedle industrial
wevelopment Organization (33700) with its networ: of smell Inaustry
Service lunstiiutes and Ixiension Ceinvers was leng a undel of ite kina,
its trcunieal oflicers whe “ere thne eart of the ext.nsion secvice
4L Lov i1he most part sesdle of nraciical “xnerience, Its activities
urdaubiediy made sn im.ortant contvibuet ion te b raoil srogress of the
srall-scale indusirial sector., Ye. when it3 ooerations were observed
closely a few years agu, its etfcctivencss scemed to have declined
markedly, With the growtn cod alversis teation of small-scale inlustry,
@ nead for ore sophisticated and specialiged technical avd managerial
advice an. .3sistance ad ereriei. ot the sane tive, bhowever, the
quality of 38IL0 personnel apneare. to bave detarioraied ratner than
inproved, fihere were not ensugh technical officers to cope with the
increasing uemand for higher-level ang more specialized iechnieal
advice, and the av.ilable managerent experts were to a large extent
not sufficiently nunerous and experienced to tope with th2 more acute
nanagenent problems which axpancing encer;rises were encountering,
Conditions nf emrloywent an longer yrovided a'aquate inducements for
the recruitment of fresh aud experienced talent. sJalaries had evidently
not kept - .ce with the rising cost of living an. were no longer cowmen-
surate with those ifforded hy a'tecrnative opportunities in industry.
‘ew recruits tenlded "o have liitle or no uractical experience; ani the
older officers conplained nf inaiequate oprortunities to updete their
knowledgce of technolugy through extended vicits an' rotrain g in
larger plants at home 2ad atroaa which employ a more sophisticated
technology. This dJoes not mean, of course, that $3IDO is no longer
a ussful organization, »ut simply that it is not as etfective as it
could be if its sca’fing pattezns had been adjusted te the changing
requirements of industry,

1V, SOMi FUNCLIONS OF TH: BUSING)S EXTENSION SERVICE

A. Ihe need to avoid spson-feeding

Before Jiscussing a few of the tunctious of the business extension
service, soie comments on the spirit in which :he service should
approach {ts respon.ibilities ac a whole might be in order, It should
alwvays be kept in minu that the fundamental objeciive is to devalop
businessmen capab!c of standing on their own fect anu of surviving in
& competitive unviromment, A business promotion organization should
stimulate self-help and not seek to do for busiaessmen what these
shnu!d learn to do themselves., 3poon-foerding voes not produce salf-
reliant sntrepreneurs,

It is sometimes suggested that the promotionn organizarion should
iteelfl ewtablish small ractorius ans vanuage them uctil they are going
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concerns, at which point they would then be sold to new busine:smen,
Undoubtedly it is easier for an inexperienced businessman to manage

an enterprise whose teething troubles have been overcome, At the

same time he has missed the extremely valuable learning experience
which comes from starting a busir:iss from scratch, MHe has not

learned how to set about planning an enterprise, how to obtain
finaneing, how to procure the initial equipment, how to start up
production and iron out the inevitable initial production problems,
and Row to develop a market for the products of the enterprise, It

is these tasks which will test and develop his acumen as an eatrepre-
neur. In discharging such tasks he should, of course, be able to call
on the advice of the extension service, but the responsibility for the
actual decisions at each successive stage in the development of the
enterprise should be borne by the businessman hicself. Moreover, if
the business promotion agency were itself to establish and operate
enterprises, it is very likely that virtually all of its personnel and
resources would becowe quickly absorbed by a relatively limited number
of ventures tc the detriment of its responsibility for auvising a much
larger number of businesscen,

Another field in which an extension service may be tempted to do
too much is that of marketing., The development of adequate markets is
unquestionably of critical importance to small enterprises as soon as
their output significantly exceeds the demand of a localized or neigh-
borhood clientele., Becauss this is a difficult task, governments are
sometimes inclined to establish and manage marketing organisations for
small enterprises., Such a course seems to be ill-advised, It is true
that common marketing facilities for a group of small producers may be
necessary, but in that event the producers should be encouraged as
soon as possible to assume joint responsibility for these. In the in-
ftial stages  f their development small businessmen may need help in
marketing or in obtaining orders, but if the promotional organisation
tries to teke over these functions itself on a more or less permanent
basis they may never learn to operate in a competitive economy,

B. Industial activities for small-scale enterprise

On the whole existing small-business promotion organizations seem
to have paid surprisingly little attention to the determination of
types of industrial activities that small-scale enterprises are best
qualified to develop with some prospect of success. trequently there
has been a tendency to assist businessmen in almost any branch of in-
dustry without adequate attention to the market, the competition likely
to be encountered or the demands which the particular activity wmakes on
managerial and technical skills. Bven in India, which has long besen
engaged in the encouragement of small-scale industry, the Small Industry
Service Institutes have apparently not had available to them the results
of any systematic research on the types of industries suitable for small-

scale development,

Economy of scale is the critical factor in the choice of such in-
dustries. The industries chosen must manifestly be able to operate




economically on a small scale, It is on the comparative economies of
various scales of production that more research appears, above all, to
be desirable, [he degree of capital or labor intensity is only par-
tially relevant to a choice, UWNatinnal ecanomic consiuverations may re-
quire special 2mphesis on the development of labor-intensive industries,
but in that event the type of large and medium-scale irlustries as well
as small-scale inuustries will be affected, Experience in India has
shown that succe3ssful small-snale industries cover a rather wide range
of capital/output ratios, Capital intensive industries are unot necea-
sarily wore difficult to manage. They are, however, more d{ifficult to
finance, and since any entrepreneur is exnected to provide at least a

. part of the capital needed, a bias in favor of industries which require
. only a modest initial {nvestment is inevitatle, Another criterion is
the needs of the economy. 7These may dictate, within such limitations
as are set by econcmies of scale, the development or improvement of the
production of goods and services that is not alequately weet ing demand
or that i{s taking place at levels of efficiency and quality which can
and should be raised, +inally, the canacity of avaiiable and potential
entrepreneurs should obviously be an important fector in delimiting the
range of industries which such entreprenesurs can be expected to unaer-
take successfully,

within tnhe framework of the above considerations, the suitabiiity
of specific branches of iniustry for small.scale busincssmen will now
be examined,

a, Modern manufacturing

Modern manufacturing in the sense of the manufacture of stanidrd- .
izeu articles for the national markct presents considerable difficulties
for inexperienced and new entrepreneurs in many developing countries,
In this field they are likely to encounter strong competition either
from imports or from much more experienced and larger wanufacturing
concerns (foreign or locally owned) which may alrcady have been es-
tablished i{n the country, 7The economies of scale characierizing such
industries often make it Jdifficult, in view of the limited comestic
market, to produce at cost levels anproximating the prices being
charged for imports or for similar goods alr~ady prouuced in larger
local factories., Above all, they usually require a broad range of man-
agerial and technical skilis which execed the competance of all but a
few local entrepreneurs, They may entail the mobilization of a con-
siderable amount of capital and sufficient prior personal or business
savings to provide the equity basc essential for obtaining supplementary
loan finance. A gnod knowledge of the national market and an ability
to organize marketing on a national scale are rcquired, The procure-
want of equipwent and raw materials from various sources must be or-
sonized, Careful accounting must be instituted to control costs,
Pinancial planning of a comparatively high order is necessary. Cash
flows must be projected in order to ensure that sufficiecnt resources
will De on hand to meet debt service obligations, to replenish stocks
of raw materials and spares ancd to replace equipment, Keserves wmust

e e i
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be accumulated to surmount temporary fluctuations in the volume of
business, Creat core needs also to be exercised in the training, ore
ganization and supervision of the work force, involving an abil{ity
ans willingness to delegate responsibility whiech most faexperienced
businessmen have difficuliy in ueveloding.

This does not mean, of course, that assictance in the development
of such manufacturing enterprises shouid in all cases be avoised, It
does wean, howevar, that one vust be considerably more ifseriminat ing
in the selectinn of entreoreneurs. Only those wi.o have a rather broad
prior business experience are likely to succeed in this field, It has
already been noted that successful merchants are more likely to have
the experience requisite for such manufacturing than small-scale indus-
trial and artisanal entrepreneurs who have beeu accustomed to work ing
on order and to catering for & very limited local market.

b. Productigg“gf goous for local markets

S3mall industries producing goods for local markets, as distinct
from a national markat, are among those which can be encouraged. Quits
a few developing countries are still characterized by a series of dis-
crete though overlapping local markets, ihe {actors responsible for
the persistence of such local markets are various, The diveraity of
the population may contribtute to a diversity of tastes and preferences
to which local industries can cater., Limited purchasing power may
create special demands for cheaper, low-quality products which cannot
be readily satisfiad by articles of uniform quality that are imported
or produced by national industries, Limitations on local purchasing
power msay also make the national ufstribution of certsin manufactured
gooda unprofitable, Above all, the lack »f an adequate, efficient low-
cost national transport network may be a continuing incentive to the
davelopment of local industries, Some of these factors militating in
favor of the persistance of local markets may well become gradually
less important., As purchasing power rises and tastea becowe wore uni-
form, and as transport improves, national markets are likaly to develop
at the expsense of local markats and local industrias, on the other
hand, transport obstacles sre likaly to remain for a long time in coun-
tries which are large or whare there are formidable natural barriers to
the developuent of an effective national transport network. Moreover,
even where such a network his been daveloped or will be daveloped,
there will rerain opportunities for local production of goods which by
virtus of their bulk, weight or parishability will be too costly to
transport over long Jdistances,

Among the items that can be produced for local markets are concrete
blocks and other concrete products, bricks, tile and pipe; doors, wim-
dows and partitions; millwork of other types; furniture; wooden and
paperboaruy containars; scall boats, truck and bus bodiea; bulky house-
bold goods auch as beds, bedsprings and mattreases; and ice. The pro-
duction of garments, footwsar and other leather goods, ice cream,
bottled beverages, ani bread and other bakery products might also be




profitable depending, fron case to case, on the extant of the local
market, the special characteristics of the local demand, and the cont
of dringing in competitive goc i3 madc 2.cewhere,

c. Processing of local raw materials

The second category of industries that could be encouraged con-
sists of those relating to tne exploitation and processing of local
raw materials, Among these are quarrying and cruthing of stone, grav-
el and sand; sawnilling and timber curing; charcoal making; brick-
making; curing and tanning of hides and s.ins; drying, smok ing and
freesing of £ish; and various types of agricultural processing such as
the milling of locally produced cereals, vegetable oil extraction and,
perheps, canning and preservation of foods.

d, Service industries

Service industries, which by their very definition have to serve
localised groups of consumers, arc very suitable for small-scale sn-
terprise, Among them are all types of establienments engaged in the
repair of vehicles, bicycles, wmotorcycles, agricultural equipment,
pumps, engines, radios, air conditionirg equipment, watches, shoed.
ete,; printing, photoengraving and lithographing: photography; custom
tajloring; carpentry; plumbing and electrical installation; hairdress-
ing; laundering and dry cleaning etc,., The promot fon of such service
{ndustriea has generally not had the attention it deserves, parhaps be-
causs they do not appear to be very glamorous, Yet their importance '
should be underlined, As the experience of modern industrial countries
demonstrates, small-scale industries producing goods for local markets
tend sventually to disappear in large part under the pressure of com-
patition from larger, more ef ficient units capable of operating and
warketing on a national scale. On the other hand, the need for service
industriss grows as purchasing power rises and ths stock of capital
equipment increases. (he development of service industries for the in-
staliatfon, vepair and mainterance of capital equipment and consuser
durebles is becoming an increasingly urgent problam in many developing
countriss., The conservation of capital equipment through better repair
and maintenance facilities {s necassary. Hire-purchase credit for the
purchase of vehicles i{s generally limited to eighteen months because
cars and trucks depreciate too rapidly for want of adequate repalr,

In some areas where an increasing amount of agricultural equipment is
being used -- sprayers and tractor- and animal-drawn implements, for
instance -- repair facilities are often insuffic{ant. Thus the develop-
ment of service industries whicih can be undertaken by small businessmen
usually alsc mests a clearcut national need,

e. Production of parts and components for larger enterprises

In modern industrial countries small and medium industrial snter-
prises outside the service industries have managad to persist very
largely because they have oriented their production toward the supply-
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ing of large industvial undectakings, Lo i Taar o a considerable

percentage of siiall-seali enterpriscs 1 .3v2on. . coudtries should
rind turn to the productinn »t paris and co.p.nents jor larger com=
panies, However, therc ae Celliuln drurejis.ic, Jiadticient demand

must be generateu by enterprises wi ich ean alva. acecusly sub-contract
the production of a sifnificant vo’uane ol parts mu unaponents, Above
all, the snall firms must he able ‘- deman-trote their capacity to
provide a regular, dependa-ic supply 1n Aaccoruance wilh the exact
specifications demandec, In other words, trust and confidence between
large manufacturers and suppliers are necessary; and experience shows
that these arc slow to Jevelop, Attenpts tc stimulate sub-contraeting
of production are atten prevature, A civersifled smail-scale industry,
particularly in wmetalworking, must be 2atsblished anu prove its capa -
ity before these attempts are likely to be successiul, I.. Inaia, where
a relatively modern smali-scale sector nas become cotablished over a
considerabla period of timz, subcontracting has Jeveloped only in very
vecent years, The Indjan government is promoting it with a variety of
measures -- active propagania and educatiovn o>{ the procucers concerned;
sstablishment of aspecial iniustrial estates iv the vicinity of large
plants, coupled with assistance by tha latte: in tie organization and
supervision of output; institution of spaciail eubcontract exchanges,
ete,., Even so, the production ¢f parts aud componcnts by the small-
scale sector is still only a fractioc of total outnut,

£. Construction

The promotion of comstructisn industrizs . seveloping countries
has so far received little or no at'a2ntion, [ laiia, for instance,
construction is mot included among the saall-icale indusiries which
the 85100 is expecte.i to encourage, In most countring mensures to
assist the construction industey s2ldew go toyond the reservation of
part, or sometimes all, of building contrac's "o Jounastin erntractors,
This is all the more surprising bacause new coustimetion usually
accounts for between 45 and 60 per cent of total fixed capital {nvest-
went in a country. Any developing ~cuntry ihrefore has con important
stake in ensuring thut constructisr s zarried ov® efficiently and
well, Yet construction inaustries iu Jeveloping countries are fre-
quently characterizad by high costs and pocr quality,

Construction covers, of course, a vary vide variety of activitiss,
ranging from simple building to high-vise construction, and, in the
field of civil works, from gravelling of roads and the execut fon of
ginor drains and culverts to the construectfion of large dams and port
works., The demands on tachnology and wmanagement Vary corvagpondingly.
Not all countriee will be able to develop douestic eanterprises capable
of westing the entire demand for canstruction of al) tyres, Forsign
contracting firms may have to continue to carry out certain large and
complex construction jobs, not necassarily because the raquisite local
expertise cannot be ultimately achisved, but brczuse demand is insuf-
fieient to warrant developrant of domeetic e:tecprises for this purposes
However, building enu some kinds of civil 'orks are well suited to




small enterprises. A busiuctss pro. otisn srganiza. o might well find
it worthwhile to assist small enterprises in tnis Eielu not only to
improve efficiency an! quality o. their operations, but also to extend
thefir capacity gra ually to a broaler range of construction activities,

Co Lhe onle of iniustrial estaes
The establishment of industrial estatcs or workshop clusters is
wi.ely consiucred to be one of the more effective means of encouraging
the .evelox ent of small-scale enterprise. At tives, as in the case of
In.ia, other common facilities may be provided, such as machine shops,
electroplating, heat-treatment ani foundry shops, anu laboratories.

The argumerts in tavor of insustrial estates, though well-known,
might usefully be recapitulated, By concentrating a consiJerable
number of enterprises in one location, they can rreatly facilitate the
task of extending managerial and technical auvice as well as other ser-
vices. By providing premises that can be rented or sold on deferred
payment ter.s they can reduce initial capital requirerents below that
which would be needed if the entrepreneur would have to builu his own
workshop or factory as well as equip it. On an estate or in a workshop
cluster premises of varying size can often be made available on better
terms than elsewhere, an. the necessary {ufrastructure in terms of
powar, water, seweragc an. roais can be provided, hany artisanal and
small-scale inuustrial enterprises undoubtedly suffer from inadequate
and overcrowded premises which do not permit an efficient organization
of work and force much: of the work to be carried out in the open air.
tx>ansisn is frequently impossihle, Most of these premises are rented,
teaure is often insecure, and rents tend to be very hich, Power in
many cases is not readily available,

Nevertheless, the importance of industrial estates to small-scale
enterprise must not be cxaggerated. It is unlikely that more than &
small percentage of small business concerns will want, or will ba able,
to find accowmocation on an industrial estate, rhe rovernment of
India, which put considerable emphasis on this type of assistance Lo
business, had provided 303 estates by 1969/70, liowever, the 5413
workshops on these cstates accommo.ated only 2,8 per cent of the total
number of small {ndustry units registered {n India, 1ndustrial es-
tates are likely to be costly, particularly it they are heavily subsi-
dized, as is often the case, [hey usually have to be located on the
outskirts of a city wiich way be far from the places of resiuence of
entrepreneurs and tueir workers, 3uch a location may not serve the
requirements of some tynes of small business. lany service industries
may be too far from their clients if situated on an industrial estate.
'the same is true of jobbing artisans who work for a neighborhood
cli{entele. 1India's experience demonstrates that indiustrial estates
{n rural areas are often nreatly under-utilized because the artisanal
entresreneurs who predominate in these areas prefer to be close to
their customers or to conduct their businecs at their place of residence,




on the other hand. small manudactur Tng estabichmenns catering to a
wider market and not sel)in” dirar<iv 1A heir cus-omers will often
benefit from location on an ‘ndugtrial est~tr, orovided, of course, the
industrial premises made av iilavle meet thei, requirements with regard
to size and type. Ia ludia intustrial estatec have been found particu~
larly useful for grouping swall enterprises which produce parts and
components for a large Efactory neiroy.

A small-business prouotion organization should become well ac-
quainted with the neeids and desires of the en:reprenaurs it is trying
to assist in a riven area delore Jecciding on the advisability of devel-
ing an industrial estate. ihe cost of the sremises and appurtenant
facilities on ruch an estate should oe carefully worked out in order to
determine whether the entecrprises co he located tnere are able and will-
ing to support the rentals which must be charged, T[he desirability of
establishing workshop clusters rather than industrial estates should
also be considered carefully. The construct isn of such clusters in the
form of workshops of varying siszes groupeu tovether in one or several
sheJs may well be more us2ful in the early stagca of enterprise devalop=
went. They require a much imailsr area than industrial estates and can
therefore be astablished at various places in a city where enterprises
can preserve the advantases of close proxirity to their customers.

Vv, FPINANCING OF SMALL BUSIN&SS

Earlier in this paper it was stressed that a business cxtension
service should work closely with tinancing institutions but that the
latter should retain full resporsibility for the extension and admine
jstration of credit to small enterm ises. The financing of sush eater-
prises raises many complex problems which cannot be acequatcly analyszed
within a few pages. However, a brief discussion of some of the more
critical issues may be of value,

A. The fssus of special finamcing institutions

One of these issues is wheiher a special inatitution should bs es~
tablished to finance small business. [he banks which normally provide
credit to business undoubtedly find {t hard to finance small entre-
prensurs who are still inexperiencad, They encounter difficulties in
fdentifying businessmen who have potentialities for developnent even
though they are unable to present an adequate recoru of past accompl ish-
ments, In view of the rather hgh mortality of small enterprises, the
risks often appear excessive, Banks therefore tend to chargec extremsly
high rates of interest and to depand security in amounts that frequent-
ly are more than double the face value of the loan. In most casas the
small businessman cannot furnish the neceasary security; and even vhen
he can, he may be saddled with interest and snort ization charges which
jeopardize the liquidity of his entervrisc,




Thus it can be argued that « special institution, tinanced and
owned by the goverament, is required to ensure f{nancing in such
volume and on ~uch terme as meel the n-eds of emerging suall enter-
prises, An institution ot this type ~mld, however, nave many
branches {f it is to nrovide eff-ctive service to businessmen in
widely dispersed localities, 1n fact it would for the most part have
to duplicate the services and facilities of a norwal conmercial bank,
Before setting up such an institutiot it is accordingly desirable to
explore whather steps canuot be taken to make existing banks more
effective instrumentalities for financing smwall enterprise, There are
many advantages to using such banks, Nascent small businessmen should
be cccustomed as soon as possivle to deal with the same Einancing in-
stitutions that caier to their nore experienczd counterparts, They
should be encouraged to open ani maintain accounts with regular com-
mercial banks and, as far as practicatle, channel their receipts and
expenditures through such accounis, [his in turn would provide the
banks with a bettaer basis for judging the pusinessman's performance.
Moreover existing banks in most cases already have numerous branches
which make it possible for them t. sarve businessmen in many locations§
and thay have staffs experienced in the extension and advinistration

of creu it .

what then should be done to wmake these banks appropriate agencies
for finencing small business? First of all, it is necessary to have
a business extension sarvice which operates in such a way as to inspire
the confidence of the banks, Aa cxtension service can greatly facili-
tate lending by identifying potentially qualified businessuwen, helping
them to frame and justify applications for credit and assisting them
on a continuing basis to resolve technical and managerial problems.
Secondly, some system for guaranteeing or insuring bank credit should
be introduced to diminish the risk of loss which otherwise would cause
banks either tn deny credit or to insiat on excessive interast rates
and security. Such insurance can onlv Ye provided by a government
financad institution, Obviously the entire amount of the loan should
not be insured. Banks should be expected to bear a portion of the riek
so that they will continue to have a gtake in maintaining their lending
on & sound basis. Usually it W11 be sufticient to insure between 70
and 80 par cent of the loan. Wwhile the experience with credit insurance
or guarantee schenes in developing countries is still dbrief, there is
every reason to expect that such schemes will stimulate lending,

B, The coorcination of short-term and long-term credit

There may be a problen in utilizing commercial banks as the pri-
mary or sole msans of financing small business if these banks are pre-
vented by law or by their chartars from making investwent capital
loans as distinct from working capital loans, Both types of loans will
be necessary. In the case of small, fledgling business enterprises, it
is particularly {mportant to coorainate the requirements for long-term
end short-term credit, One wmust be determined in suitable proportion to
the other; and the interest and amortization payrents on both togethar
ought to be fixed in a manner that their total will bear a reasonable

relationship to the projected groas {ncome of the enterprise and all the




clainms on such income, wtherwise the varien ~f bt service on tire
enterorise may easily uvecon: cxcessive,

1t shoul! be nessible to work vut arrang:neits cor 'ne propar co-
ordination of lending an. debt sccvice aven ir the cormrercial banks
cannot provide longer-term investwe:t cre.it, lne roaly businessman,
for exam»le, mignt submii aun a nllcavion covoriag hic entire credit
neads to a com-erciral bank of nis choice, The bank would revi:w the
anvlication an: .etermine, i conazultat Lo with the businedsi an anud
the business ex-ension service, the cowponert iten.s of the total credit
that coulu be extenied in light of the »rojected cash flow of the en-
terprise anu feasiile schedules for payrent ot Laterest dnd princinal,
It eould then make the short-tern working casital com.oncat of tle loan
from its own funus adu arrange for ihe exteision oL the longer-term
component of the loan from eithor an existi.g investment bank or from
an iistitution spaecially creatcd £Hr this purpose, lne whole of the
loan, includiug uisbursements ai:. cr'lections, woulu ve handled by the
cormercial bank with which the borrower would be oblized to Jo all his
banking business, The commercial bank would in pari ¢t as an agent of
the investwent bank, receiving a small coumission for this scrvice,
The cooverating investment bank would need to let the cosmercial banks
krow in a.vance on whai terms it would be prevared Lo advance funus for
capital investment, .and it wouly, of course, have the right to review
anJd reject specific loans involving the use of its funds, Both the
working an. investment capital portions »f any loan would be insured
under the credit guarantee system operating in the country.

It is soretimes argued that the develooment of snall enteruvrise
requires cradit at lower interest ratas an. ou lonver terms than is
normally made available to established business concerns with a good
credit rating anu that accoruingly such credit shoull be extended by
special institutions ginancsd an! subsidired by the government, ) § 3
however, the fundamental objective is to ~evelop self-reliant businsss-
men, subsidizec loan ferms shoulu be avoiued, sxverieuce indicates
that it is virtually imnossible to terminate subsiuics once the condi-
tions that might have justified them ai tie beginnin; cease to exist,
A business extension service counled with a credit insurance schams
should torether help to make financing available on terms approximat-
ing those obtainable by euterp:ises hich are larger, well-established
any independently creditworthy,

It canuot be too strongly emphasized that a good business extension
service is the key element in any Einanciig arrargenents, witnout it,
Jefaults on loans are likely to be insup.ortable both for the credit
fnsurance schems and thc banks., .oans shoul.: therefore usually be ex-
tended ouly to small businessuen who are recomended by the extension
service anu wio have demonstrated thair receptivity to fts a.vice and
guidance.




V1. SPECIAL PROBLLMS o Qe (BAS) L .YVLOPED COUNRLIES

Much of what has been saia in L1is paper about the identification
and sources of cntrepreneurship, the seleetion ot industrial activities
for small-scale enterprise, tha role of industiial estates and workshop
blocks as an instrument of promction, the methods of iinancing and the
organizatiou and staffing of extension services or centre¢s is as auch
applicable to tie least develope: countries as to those at more advanced
stages of uevelopuent,

Howevcr, it cannot be vaphasized too often that programs must be
tailored to the requiren~nts of each country, that is, to the needs of
new and developing entreprencurs and to the needs of the sconomy, Bas-
fore framing such a program some basic information must be ge*hered on
the extent of already existing enterprise and its distribution by sise,
location and type of activity, Knowledge must be obtained about the
principal constraints stemming from the nature and size of the market,
the competition from non-indigenous businesswen and firms, limitations
on the education and experience of iudigenous businessmen, soeiological
fectors, the availability of financing aud the jovernment's policies and
practices, uUnly on the banis of this inforvation can one determine the
specific measuras and policies that can and should be undertaken to pro=
mote small-scale industry and other forms of business enterprise,

To soms extent it i{s porcible to generalize about the conditions
that will be encountered in the least deveioped countries or in extremsly
low-income countries, and, accordiigly, about the tyses of programs that
are likely to be nacessary. Total domestic purchasing powsr may welil be
very modest, particularly vien low per capita incomes are associated with
a relatively small population; and this may seriously limit ths scope
for indigenous anterprise, especially in manufacturing industry., There
moy well be comparal ively little indigenous ecnterprise, confined, tor
the most part, to petty trade, handicraft or quasi-handicraft industrisse,
road transport, some service industries and simple building operations,
Such enterprica as exists will nrotably be concentrated primarily in the
capital and perhsps a few other urban centres whave civil sacvants and
forsign residents contrivute to above-average purchasing power., [hare
may also be little or no toreign manufacturing enterprise whers local
inhabitants have the opportunity to acquire aowe of the modern technieal
skills and knowledge of businesas mecthods that may enable them ult imately
to start a business of thair owm,

At the same time it is well to recognize that there will also be
differences among least Jdeveioped countries that will dictate different
approaches. Variations in educational ievalopment or in the degres of
exposure to wodernising iufluences may be significant, The condit ioning
socfological environment will vary ith the structure and characteristice
of society, The urgency of ueveloping new employwent opportunities may
not be the same, In some countries there are formidable geographie
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berriers which tend to perpciusie tiue e¢xistance o rather small
regional or localizet rarkcts; in otners there are no serinus

physical obstacle: to the davelo .ment of a national market, Thare
wmay also be variations in t. honogeneity of tha population that
affact tnhe extent of diversity i . tastes ane requ ‘ements and thers-
fore the prospect of c:ca.ing .. 707 i « ket fU- .Landardiged manue
factured products,

fhe geographic tocus and tne priorities among business activities
that can usefully be promoteJ will be significantly influenced by the
factors snecially characteristic of the least developed countries, The
gsographic cincentration of the limited purchasing power available will
make it necessary to focus measires for the prowstion of native induse
trial enterprise in a few urban centres, Converscly, efforts to promots
rural industry ave unlikely to nrove successful whenever prior agrioul-
tural development has not generated an adequate market for industriel
enterprises or for industries servicing agriculture. In India, viare
large parts of the country have lagged far behind others in developmont ,
the limited scope for rurel industrial enterprise in "backward” distriets
has been amply demonstrated,

wherever the mumber and range of activities of local SRtreprensurs
are wery limited, the scope and priorities of amy promsotional program
must take this into account, Mmphasis may have to be put, at least ia
the ipitial stages, on certain non-industrial or pre=induatrial astivities,
12 foreign trade, wholesale trade and gven, to some sxtent, retail trade
are in the hands of foreigners, the lack of successful indigencus mer-
e¢hants will cut off one important potential source of industrial entre-
prensurship, Under these circumstances special efforts may have to b
wade to develop indigenous, wodern traders by providing training, “ech-
nicel assistance and financiel facilities, and elso, under some condi-
tions, by introdueing progressive restrictions on foreign merchants md
firws, when severs shortages of technical skills impede the development
of indigenous enterprise, ettent sn may heve to foc is on the esiablish-
|eat or reform of vocatinnal trs -ing facilities whors crafts and trade
®ay be learned or existing skills upgraded, Experience shows, however,
that great care must be taken to make their training really relevant,
Mot only wust it focus uu tle practicsl skills that are really needed,
but it should impart some knowledge of business methods and prastices as
well as of technical subjects, Por people elready employed in bDusimess
enterprises whether as employers or worksrs, opportunities to attend
“sondwich courses” and, above all, evening classes should be provided,
Bfforts should probably be made to stimulete the sore promising pre-
Ggresr vocational students to think in terwms of sterting a business of
their own, particulerly sfter they have served a practicel appreatiece-
ship semswhere.

darket limftations, affecting economies of scale, and the dearth
and vather low level of development of existing enterprise will oftea
sake it {nadvisable to give significant priority, in the initial stages

of any program, to the establishment of small-scale modern manufssturing
industries working for a nationa)l rarket. one w1l have to comesntrate




- 10 -

on the gradual development of whit already exists such as hanuicraft or
qussi-handicraft enterprises producing simple consumer goods and build-
ing materials for local markets, small service or repair shops and small
builders, Bfforts w1l presumably have to focus on selective and pro-
gressive [ntroduction of more machinary anl equipment, gradual broaden~
ing of wark:ts anuy sources of supnly f.r expaniing enterp-ises, improve-
ment of technical proficiency, and advice and trainirg in eiementary
isiness msnagement, (hers may, of course, be exceptions to this order
~f prioritiss and this "grsdualist’ eporoach, depending on the special
situations encountered in indivigual countriss., In even tns least de-
salopsd countrise there may wall be some persone who have the eoduation
and who have aequires the job cxperience (whether in government, in en-
tarprises abroad or slsewhers) that woula qualify them, with appropriste
assistance, to launch new and more sophisticated ventures, Ffrom the
sutsat it may accordingly be necessary to work in some degree with
nmople of verying backgrounus and quelifications,

when indigenous enterprise is only i{n the initial stages of develop-
want, the type and scope of government assistance will need to take this
into sccount, while not losing sight of the need to udevelop businssswen
who ean ultimately stand on their own feet without various forms of
spscial help, the government may well have to provide a degres of murture
and eseistance beyond that required in countries where business anter-
prise is alveady mors devaloped. [hus if nascent but inexperisnced
indigenous busineesmen ars severely handicapped by compstition from far
wore experienced foreigners or foreign firms, there may be greeter Justi-
tication for at least Semporary measure. to protect them in soms msasure
agsinst such competition, More @ asis may have to be put on assistamce
with problems of mavk:ting and procurcment of rawv materials and wachinery
whieh imuividual small anc inexocrienced “usincesmen often find difficult
Lo resolve, The poverument mav therefore have to establish facilities
far eammon wmarketing and srocuremant, although, as indicated carlier in
{n this paper, the aventual aim snould be te have the atfected business-

men themselves gradually assume nsibi1lity for such essential busi-
ness functions, eitner individuaily or .nroug conperativ s under thefr
own management, 1In edaiti n, “oHro em-toais muy o0 to be cut om chanmsl -

{ng govermment orders to struggling enteryrises in order to §ive them the
necasaary work exnecrience,

In a fav cases the government businees nromotion organisation may
4180 €ind it advisable to build some model faetories irself with the aim
of eventually turning thase over campletely to new satreprensurs who
night have the neesssery educatiomal dackgrrund but who, owing to doti-
ciancies in technieal or business experience, nesd to undergo a peried
of prastical aporesticeship umnder an experienced manager before assuming
coaplete control. To be sure, skepticiss about the practicability of
such & paasure was expressad eerlier in this paper, Under carefully de-
fined aid exceptional conditions, howsver, it may bs worth trying, pac-
ticularly {f no alternative method of (ntroducing soms wodern small-
scale industey appears feassidle, Its micecess will largely depend on
the ability to find s manager sble mot only to manage the plant efficisat-
ly but te train the unierstudy who is sleted to be the eventual owner of
the onterprise and who should be associated with the new enterprise from

*the bagianing.
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Finally, special provisions for financing small-scale eLterprises
®ay prove necessary in the earliest stages of development, It has been
pointed out previously that facil !ties should ba provided to enable
existing institutions to participate as early as possible in financing
smerging indigenous businessmen, and also that the tasks of furnishing
technical and promot’onal assistance on the one hand and financing on
the other hand should be entrusted to separate independent institutions,
Initially, however, this may not always be feasible or necessary. Com-
mereial banks msy be unwilling to cooperate until the program for pro-
moting mmsll-scale enterprise is past the experimentsl stage and has
yielded some concrete results, If, as seems probable, the first progrem
is largely experimental in character and confined to one or two urban
esntres it will probably be advantageous to keep the organisstion as
eimple as possible, Thus a single institution might be made responsi-
ble both for technical advice and for financial assistance so that in
the initial stages the relatively unsophisticated and inexperienced
eatreprensurs can get all the help they need by dealing with only ons
f{netitution, However, resort to this approach will reinforce the nsed
to make ths promotional organization truly autonomous so that ft wil}l
aot bescome a vehicle for dispensing government Lavors {n accordance
with political criteria.

The particular problems of the least developed countries may net
oaly necessitate emphasis on special forms of assistance, for an initiasl
i0d, but may also obviate the need for certain measures that are

ikely to be more appropriate to a later stage of development, Por ex-
emple, industrial estates which are likely to be particularly advanta-
geoous to modern manufacturing indvstries marketing their preducts over
8 fairly evtensive market through intermediaries may not be immediately
needed, PFor the quasi-handicraft enterprises and service fnduetries
that will predominantly characterise the early stages of enterpriss de-
velopment the establishment of smaller but more numerous workshop blodks
or elusters wmay be more uscful, particularly since they preserve the ad-
vantage of proximity to the neighborhood or localised clientele that
such enterprises are likely to serve, Similarly, the imstitutiom of
sub-ocontracting is unlikely to bs a useful promotional device at this
stage vhen enterprises will probably not have developed the capasity te
produce parts and camponents of the requisite quality and standardised
specitications.

Pimally, it should be stressed that the govermments of the least
daveloped countriee should be specially cognisant of the fast that
efforts to promote amall-scale enterprise can be expscted to yisld
significant resulte only over a long period of tims, The davelopment
of the human potential involved is inevitably a slow proocsss, '







