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I. WHAT IS A SMALL SCAIE ENTERPRISE?

Te Although it 1s unnecessary to formulate any precise
definition of a small scale enterprise it is essential to
arrive at some cenerel description in order that there may
be co-incidence of thought when considering problems and
solutions and strategies for development. There is not,
and cannot be, any universally acceptable definition. The
definition which vas adopted by the Government of India in
1967 and which fixed the limits of small scale industry as
being any industry vhich employed not more than 50 persons
if power vas used and not more than 100 pefsans if pover wvas
not used would encompass more than 90k of all industrial
undertakings in some of the least developea countries. Even
80, the definition vhich was adopted in India had to be
changed within two years and has had to be changed again on
several occasions since to cater for the needs of progress.

2. A definition vhich, witi some modification., wvas used
fairly extensively in the Bnglish speaking countries of
Africa in the later 1960's has the elements of a more
acceptable definition but is too cumbersome for practical
use. This definition was:

"Any undertaking vhich is conducted for
the purposes of profit and on a vhole time basis,
in which betwveen ome and twventy persoms are
employed including working proprietors but not
including apprentices, and vhich can be started
and operated vith relatively limited financial
means and skills, but excluding enterprises
vholly or mainly engaged in primary agricultural




production or forestry oo fisheries, and also
excluding enterprises @ngated in the handling of
money or conaucted for tie purpos-=s of entertaining
or gambling; excepting that entr:'prises with up to
£ifty nersons cmployed should » »t necessarily be
excluded from thc small or .mell scale categorization
vhere it is beneficial to t! = Natioral interest that
they be 30 regarded, In Ay case incdustrial co-
operative societies shwu'.d pe include i within the
defirition of small sca 2 iucustric irrespective
of the number of their members.”

3. There are a number .i' aspects r: this definition which
are wvorth consideration, and which may Le acceptable in
arriving a< co-incident { thinkiry. The fifs'c is that only
those activities which . re conducted for the purposes of profit
are included., Unless ;rofits ou.ur there cannot be development.
It is not impossible t.at an enterprise is egtablished as a
‘Company not for prof-.t' dbut this does not mean that the aim

is not to make profits; it only means that such profits as may
be male are not distributed to the members of the company but
are vholly employ:d in fu-therinyg the objects of the enterprise.
In some countries there may well be a social or political
recuirement to enswne the continuance of subsistence type
artivities but if such activities have no developmental
potential they cannot logically fall within the province of

an economic development | rogramme, and expertise and finances
provided for development should not be applied to merely
maintaining a status quo.

Ao The inclusion, in the above definition, of the phrase

‘on a whole time basis' is worthy ¢f consideration. This is
really the dividing line between handicrafts and small scale
industry. This is the point at which cntrepreneurship startsj
the point at which the risk of abandoaing the cumparative
security of paid employmer.. or traditional furming occupatioms,
which may be supplemented by spare time earnings, is accepted.




56 Whether or not enterprices cugaged in primary

agricultural productier c» forvestm: or fisheries are
excluded depends upon the thinking in the particular
country and whether or not cuch accivities are catered

for adequately b, any agricultural development programme.

6. The exclusion of businesses established for the purposes
of the handling of maiey or for entertainment or gambling
arises from expariences in the operation of loan funds in
certain countries where funds were disbursed in support of
private money lenders or for the establishment of dance

bands or football pools agencies, which are hardly acceptable
as developmental businesses although they may be sources of
considerable profit,

6. Despite the attempt at comprehensiveness, the definition
vhich is quoted above still misse: tic inain objecvive of any
programme for small scale enterpr<.s dcvelopment, as, also,
does the Indian definitione The :urd 'small’ or the expression
‘small scale' can be misleading n thut there can bc @ confusion
betwe~n these descriptions an the word 'unimpor tant' or the
idea of 'lesser importance's This is t: from the truth as
will be demanstrated later,

7e The main objective has nothin; to do with the encourage-
met . of the establisiment, or the support during operations, of
businesses of any particular size. The main objective is to
pravide assistance and support for business enterprises which

are vholly or mainly owned and managesd by citizens of the camtry,
¢ther than publicly owed businesses., The objective is to
encourage and develop local private entrepreneurship so as to
bring about a reduction and the eventual elimination of non-
citizen domination of the industrial and trading sectors which

is a feature of most devcloping countries.
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B, It is true tiat vy tie very nature of things most of the
locally owned and managed buzinesues will commence ot a small
scale level but a programme wi’'ch has a "cut orf point' for the
provision of assistan.. based . un somc arbitrary limit of
numbers employed, or capital invested, or value of output, can
be self defeating. It is, surcly, the interest of any country
to provide prior.ty and continuing assistance to the entre-
preneur who make: rapid progress. The basis of any programme
for educational development must include provisions for
assistance for students wio show capabilities for benefiting
from secondary school and univer:zity education. In similar
fashion any programme for the development of local entrepreneur-
gship must provide fo» continuity of assistance for succesful
entrepreneurs and must, in fact, give priority of assistance
to such persons.

9 The use of the description ‘enterprises' in preference
to 'industries' is choson Jdeliberately, In the first place,
any. programme for the develcpment of local entrepreneurship
shoula cater for the provision of assistance in the establishe
ment ana expansion of local ownership in trading and servicing
activities as well as in industry. Many o:i the most successful
locally owned industriec devel. p from local traders who, having
recognis d the existence of a demand for particular products,
decide to establish manufacturing businesses to substitute

for products vwhich they have previously imported or pirchased
from nom-citizen sources.

10s More important is the implication that an 'enterprise® is
enterprising, or has capacity for growth. 'Enterprising® and
‘having development potential' are synonomous.




II, WHY SHOULD LOCAIL ENTERFRISES BE DEVELOPED?

1" In derogatory tcrms, England las heen described as a
'Nation of Shopkeepers' to indicate that people were 30 much
pre-~-occupied vith their own smal” lmsiness enterprises that
they were not concerned with national and international affairse.
But the involvement of the local people in their own business
affairs has resulted in the avoidance of civil strife and
peaceful emergence for 300 years., The first requirement for
political stability is that the people of a country should be
given the opportunities and assistance to participate in the
benefits of independence and economic development.

12 Political independence which i3 not accompanied by
economic independence; or the prospect of attainment uf

economic independence, i, to say the least, a frangible state.
And thus the involvement of the local people in the egonamic
development of their cwn country is a matter of prime importance.

13 It is a common axiom that, if you are a foreign tourist,
youa do not select a restaurant to eat in unless that restaurant
is we'l patronised by the loc 1 populatiome In “he same way,
foreign investors are shy of establishing larger scale industries
in countries where there is an absence of local entrepreneurial
activity. Apart from the fact that a flourishing 1local
industries and business sector gives the expatriate investor a
feeling of confidence, it also gives such investors the assur-~
ances of being able to find ancillary suppliers and repair

and maintenance services,

14, The employment generative factor is another important
consideration vaich must be taken into account in the

arguments in favour of local en‘terprises development. Most non-
local investment interest in manufacturing is concemtrated upon
capital intensive projects or upan large projects which may
require large numbers of workers but which are concentrated
upon the main urban areas. Most of the developing countries

are faced \lith the dual task of employment cpportunities



creation whilst ensuring that the cural areas are not
denuded of their popnlatiom hr the a-tractions of employment
and wage earning opportunities confined to one or two main

urban localities.

15 In one developing country the small enterprises
development project with a total capital investment of the
equivalent of between £600 000 and £ 700 000, including
capital invested by Covernment in small industiries estates

and in the equipment leasing/purchasing scheme and the materials
procurement scheme, together with the investments of .the local
entrepreneurs, has resulted in 550 new whole time jobs and a
smaller number of part time jobs with wages totalling about
£300 000 per annum and spread over six locations in different
parts of the country. In the same country the wood pulp mill
and the large scale sawmill have an investment/emplcyment ratio
of about 15 000 ver job. It can be seen from this example
that in the small enterprisec project les, than the equivalent
of £1 million in capital funding ha: roculted in the creationm
of 550 jobse In the large scale industry ss=ctor ,dB-} million
would need to have been found to provide the same level of
employment and, in aay case, “ais employment would have been
confined to not more tian two lucations instead of being spread
arounc the country.

16 The effect of local enterprises in retarding the drift

of the population, and especially the younuyer element of that
population, from the rural areas hy providing wage earning
opportunities is dually important. I7 nothing is dome to halt
this drift the social services and welfare and residential
facilities in the urban areas becume cverctrained, At the

same time agricultural output diminishes due to the fact that

the services and help of the younger members of farming

families which are needed to suppiement the re¢ lar farming
workers in times of harvest and planting are no longer available.
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17 Nor should the effect of a well conceived local
enterprises deveiopment progrume in harnessing the
la: mt capital resources i1 the developing co ntries be

igaored. In most of these countries there are considerable

regerves of capital which are hidden away and which, either
ag a result of aistrust or lack of understanding never find
their vay into the banking system or into any savings
prograrme, This latent wealth emerges when the owner lnows
that it can be used to induce other capital into the
establishment of an enterprise over which he has control.




IT1.u00 CAl A LoChan SWTOCRANEU: 3L IuaNTIFIED?

18 In iy progromm: for thoe develonment of cmall enter~
prises or iccally owucd cnterpriscc this i3 the most
problematical ques.ion ¢f alle Ertreproneurial capability
and technical abiliily should never he confusede Out of the
many persms who have tae requisite technical mow-how and
abilities only a small pronortion may have the capacity for
comnercialicing thoss abilities and know~-.aow., Many of the
technically capable arc content to find remlar and safe
employment and to let the.r employers profit from their

abilities,

19 It may be easier to idmtify entreprereurship amongst

a number of self employerd artisans or shopkeeners than it is
to 40 s0 amongst a number of persons wiro have never been

other than employeen, but there ic 5till no certainty that

the identificatviun will be true, The fact that a man, or a
waman for that matter, hac chosen soli employment rather than
employment under someonc elue's 'rouf' I not necemsarily any
pProof of a dcesiie to b ar o treprenmur. The sell employment
may have been inuuc.. as su .t of desperation because other
employment was not aviilailes It may have been induced by a
dislike of discipline and routine or by sose otner preference
for self conveniernces Ner is the fact that the person already
owns a store or other small busires: any proof that the person
has genuine entreprencurial capabilitiess In the developing
countries especially, store cwnership is frequently regarded as
a means of acquiring sccial status rather than economic advance-
mente  Entrepreneursiip 15 ofren defined as the preparedness to
take risks., Howewvar, ricls may L. telen up to a liajited extent
to satisfy social ambition:, without the person being a true

entreprencur who is prepared tu contirme takine riskse



20 When it comes toO trying to select persons with entre-
preneurial talents or uitentiuns from those who have not yet
br-ken away from the ranks of employed persor s the task is
even more difficult.

21 There are no yardsticks whereby real entrepreneurs or
potential entrepreneurs can be clcarly identitieds To some
extent the preparedness of the entrepreneur or potential
entrepreneur to invest his owm finances in his own business

can be taken as an indication of an overriding entrepreneurial
spirits Trere must be a strong cdesire for profit. It is worth
repeating that wvithout profit there cannot be development and
the applicart for assistance wvho gives as his motive the wish
to help other people or to help the Natiomal interest is not an
entrepreneurs

22 Based upon a considerable number of cuse studies in India,
Morgan Jaal demonstrated that entrepreneurial calent could be
jdentified vith a reasonable measure of certainty with the use
of a techmique of sgmntical graphology. This method involves
the introduction into what appears to be normal interview
questioms, of vorde and phrases and controversial statements
and assessing the intervic /ee’'s responses an. reactioms in temms
of a 1 to 7 rating with 1 being strongly negative, 4 being
unresponsive, and 7 being strongly positive. The system i3,
unfortunately not gemerally acceptable, especially in developing
countries, because the results may be distorted by insufficient
fluency in the local language by the interviewer or insufficient
fluency in the language of the interviever, by the interviewee,
There is also the problem of having trained appraisers available.

23 More simple techniques such as a deliberate attempt to
discourage applicants vith a view to ascertaining their deter-
mination to become sel? employed and to be included in any
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provision of .aisgsistance have limited effectiveness although
they may have some usciulaness,  Such metnods may be more
useful in 'weeding out' non-:ntrepreneurc rather than in

discovering true entrepreneurial talents,

24 Thus, it has to be accepted that any programme for the
development of local enterprises is, inevitably, a high risk
project - in other words, tne programme for local enterprise
development must be rick oriented or entrepireneurially
conceived itself. Intuition rather than scientific proof
may have to be the guiding principle. '




IV.WHAT ARE THE OPPORTUNITIES FOR SMALL SCALE AND
LOCAL ENTIRPR1SES?

25 The extent and variety of opportunities for local
entrepreneurs to establlsh end cxpand their own business
enterprigses will, of course, be materially affected by the
extent to vhich Government is prepared to provide sheltered
conditions for such enterprises. In most developing countries
a certain level of protection is afforded and this may range
fram the complete reservation of certain types of industry or
certain categories of trading activity for local entrepreneurs
to fairly modest levels of tariff protection or preference in
the allocation of Government tenders. It is, however, a
fallacy to imagine that small scale and local ex\terpriies
camnot be established and operated viably without such special
provisionse Small scale and local =nterprises have a rightful
and natural place in the economic structure and it is neccesary
to recognise this even when subsidization and protectiom is
being contemplated.

26 A market profile in any coumtry and in respect of almost
sny category of goods wil ' shov three main egments. The
middle segment, which is by far the largest in terms both of
quantity and total sales value is the mass conswner market
supplying articles of standardised design and quality to serve
the needs of the gemeral population. In order to be a
succesful supplier in this segment of the market the producer
mist have a high and well organised ocutput and a sophisticated
selling organisation. Viability depends upon maintain}ing high
turnover on lov profit margins and this, in turm, demands
skilled management and extensive capitalisation. This is mot
the segment Of the market vhich is suited for the small scale
industry or the local entrepremeur in the early stagei of his
development. Either side of this middle segment are the



segments which provile {7, . ne de ¢F the verv iow income
huyers or for tas Jven.un ¥ thust suyers whe prefer speclalised
products and who:ie mcores make it pussitie tor them to afford
non-average items, It i3 *owards tais last .rentianed segment
of the market whizh ths 3mai. scalc and lccal producer should
look, and it shoulu be towarcz asisisting the small scale
industry to cater for thie segmeat of the market that technical
assistancec and small enterprise deveiopment programmes should
be directed. The concen: of s3ta.ting off the small gcale and
local entrepreneur with the objective of catering for the very
lov income: group market is am erroncous on:. The possible
margins of profit are so low as 10 make it impossible for any
portion of those profits Lo be reserved for expansion and
development, Furthermore, the entrepreneur wno is accustomed
to considering production at tiue lwwest possible costs with no
cmcern Por quality is rot the iype of entrepremeur to be
eNCoUraged «

27 In most of the developing cowtries small scale and local
industries have partiular opportunities .n ueveloping the
utilisation of local resources 2nd this is a fieid in which

' they should bu ¢ o:tags’  Thene muy be natusal resources or
skills resources. The amall eatropreneur who is reliant upom
imported materials ca: be in a vangerous position in view of
the fact that his requirements o..e rarely sufficient for him to
be able to import directly at advantageous prices or on
reasonable payment tarme and he may become much too dependent
upon middlemen importers unless there ic any Governmentally
sponsored scheme to assist with such importse. The local
industry which is Lased upan the conversion of locally available
materials is in a mich more secure position and, in additiom,
is mach more valuab.e economically in that it is able to
initiate the utilisation of materials wvhich are in insufficient
supply to attract any large scale conversian inaustry or to

make export a wvorthwhile proposition.




28 In the encuuragenant of loucal skille the smaller
industry has a special r8.e. Ir. the larger and mass
productive industries the requiroment is for imitative skills
and initiaticn at the »roduction levels is not greatly en-
couragede In the smaller industry inventive skill is given
more freedom and greater rein and the worker is more of an

individual than an accessory to a machine,

29 The value of a thriving local and small scale enterprise
sector as an ‘inducement to larger scale investment has already
been touched upon. Most papers and discussions on small
enterprises development point to the important r8le of small
enterprises as ancillary suppliers to larger undertakings. In
this cantext the swall scale supplier and the larger scale
user arepartners and the local or small entrepreneur should
never feel that his position as am ancillary supplier is an
inferior one. LEven in the so called aconomically developed
countries the large industry is very much depemdent upon a
miltitude of small scale producers and none of the leading
producers of motor cars, for instance, would be able to
suvive 1£ there vere not suppliers at hand to provide the
thousands of items which are needed 10 fabricate a completed
vehicle and where the quantities needed are tossmall to make
it ecomamic for them to be proauced by tne main assembler.

30 Import substitution is a r8le which is frequemntly
prescribed for small scale and local industries. Whilst this
is an important r8le the implications must be fully understood
and these implications will be modified from country to country.
In most of the least deveioped countries the market for consumer
goods is very small in terms of both quantities and value.
Because of the smallness of the market an industry which is
vholly oriented to import substitutian production may be unable
to achieve proper economy of ccale and may only be able to
survive with higher sales prices than those which are possible
in the case 02 imported goodse I such a case the general
public may be requircd to subsidise local production. Alternatively,
the local unit may sell at the same price as would be charged
for imported goods but the public revenues lose the benefit of




import duties which would be levied on tire luported itemse The
congervation 2f foreign exchange nay be a determining factor but
ever so the preference must bLe for export and foreign currency

eaning enterprises.

Kh| In the field of export oriented industries amall scale and
locally owned enterprises nave a much greater potential than is
generally acknowledged. The broad division of the coasumer
market into three main segments has already been recognisede In
the more developed countries the top segment, i.es the segment
whish nas a preference for spccial quaiity and nom-average
design items is much more promounced than it is in the develop-
ing countries partly becausc of the higher buying power and
partly because of the growing anathema towards standardised
products. The diminishing availability of hand finished and
specialised items produced in the developea couniries makes
the opportunities for such products from the developing
comtries more pronownc:d. Ir addition to the opportunities
for the export to the devcloped countries of finished products
there is a growing tendency for the developed countries to
'sub-contract! processes which need 3 high proportion of hand
labour to the developin:& couniric . Examples of this may be
found in the productiom of electronic components and in the
exportation trom Burope or jewels to be processed into watch
bearings or into cut and polishea stones, and rc-exported to
Burope.

32 There are also nunerous examples of materials and parts
being exported from the developed coutries for finishing or
assembly in one ot the developingcountrius in order to acquire
a new origin so that the finished goods are acceptable in
comtries which have quota or other restrictions upon goods

from the country which supplies the materials or parts.
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33 A rough guide to some of the oppor-unities which exist

ior the establishment of industries .an be prepared from the
import export figures althougn o ¢u:lified and well

exper.enced analyst may be ne.ded to interpret cach figures,

An analysis of such rcturns will show wiich categories of goods
are being imported in sizable quantities ana from this it may

be deduced that a marlket exists within the country for those
items which are imported regularly and in substantial quantities.
Bxpert opinion will be able to identify which of these categories
of imports are producibtle with the mocest skills and unsophistic-
ated equipment which is normally available to small scale and
local enterprises.

34 If, at the same time a list is prepared of the resources
and materials which are available within the country and this

is set at the side of the list of imported manufactured goods

it is possible to establish a first priority list for new
industries by identifying those goods for which a market

exists and for the production of which at least some of the
materials already are available within the country. This first
priority list may be Durther confirmed by comparison with a

1ist of the natural skills which are available within the country.

K} The exports fiyures are also usefu. as these will shov
what rav materials are being exported and oxpert appraisal can
often identify areas where tue establishment of local processing
industries may be feasible so that, instead of the country's
resources being exported in the form of raw materials, exports
can be, at leet partially, in the form of processed or semi-
processed materials.




36 There is one il of opportunity for tmall scale and

local industries which can providc mapy opportunities but vhich a
is frequently ignored, and this is the utilisatiom and con-

version of vaste materials. No country, and least of all the
developing countries, can afford to chrow away any part of its
resources if it has ambitions to acnieve rapid development.

And yet it will often be fownd that the larger industries and
agricultural projects which become established in the developing o
coamtries do have waste materials which remain unutilised and

are, often, an embarrussnent. For instance, the offcuts and

vejects from a large scale saw mill may well be in sufficient

quantity to support a group of small scale enterprises

producing vooden toys, or simple furniture, or packing cases

and a dogen more &ems. A large scale atrattoir and meat

processing plant will often be found t¢ Le destroyingoffals and

glands which are the potential sources for the production of

certain types of pharmiceutical chemicals, or this same large

scale unit may be destroyingor selling off at nominal cost

hairs and bristles which could be the basis for the establish-

ment of a brush industry.
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V,HOW DO LOCAL ENTERPRICEC wEVELOF?

37 The pattern of development Of an enterprise cannot
be represented by a strdlght line grapn. Development is
much more a series of steps interspersed by periods of
comparatively low level progress asz the following diagram)
illustrates: -

f/

Sixth 3tep|Creation of Administra-
. tive sub-divigions and
| full delegation of

_{Management functions
-

Fifth stép ‘/Marketing through Distributors
L or Export Agents and Organized
| Public.ty

P
Fourth step |Formation of Limited Company and
introduction of additiomal equity
capital

-
-

Third stepl Transfer of accent from retail to wholesale
selling and introduction of production
J planning

-
-

Second step[{Occupation of specific working premises and
employment of at least ¢ne other person

-

Pirst step|’ TFrom Employee to Self Employed Artic~an

Employed Person

The above diagram does not purport to shov any time scale, and
certain enterprises will start at more advanced levels. In
some cases the steps of progression will come about in a
different order from that which is illustrated and there may
even be cases where two steps may be tagen co-incidentally.

38 The purpose of thig diagram is t. show that there are

critical periods of re-adjustment in the progress of develop-
ment of any groving enterprise, At each of these periods the
entrepreneur is faced with a major decision. Here we can see
a parallel between the infant enterprise and the human infant.




In the same way as the human infant needs particular encourage=

ment, guidance and especially moral cupport at the critical
re-adjustment stages of ivs life, such as when it takes its
first steps, or when it joins its f£irst school, or when it
geeks its first job, so dees the entrepreneur need to be
assured that advice and guidance will be available to nim
whenever a transition is que to occurs. Although a programme
vhich is established in one of the least developed countries
may ouly proviue, in its initial pnase, for the provisioi. ot
assistance through the third or fourth stages of the progress
diagram there must always be an awareness of tne further needs
of the entrepreneur and a preparedness to expand the programme's

scope as the need becomes vvident.
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Vi, THE REQUIREMENTS I'OR ASSISTANCE FOR
SMALL-SCALE ENILRPRISES:

39 The importance of locally owned and small scale enterprises
has been shown, some of thx methcds cf ildentifying local
entrepreneurs have been discussad, examples of the opportunities
for local entrepreneurship participation have been examined, and
the pattern of growth of an enterprise has been studieds It is
now appropriate to consider the types of assistance which are
needed in order that a flourishing local enterprises sector may
become a realitye

40 It is still possible t0 encounter statements to the effect
that entrepreneurship flourished in what are now the developed
nations long before any schemes of technical assistance wvere
dreamt of. It is argued that because these entrepreneurc in the
developed countries had to stand an their owm feet from the very
beginning they readily achieved self reliance. But it is also
possible to hear statements that 'in the good old days' agric-
ultural production flourished without the use of fertilizers.
What is forgotten, when such statements are made, is the fact
that hen the surge of econom = development sta: ‘ed in the

more developed comtries competition was sparse. Even more
important is the fact that the industrial sectors in the least
developed contries, and, more especially, the participation of
a substantial number of local entrepreneurs in the industrial
and commercial sectors, have to be built up in ane or two
decades vhereas this same development in the economically
advanced countries has taken fifty to one hundred years to
achieve,




4 In the least develep d cowmtries :opetially, the

involven :nt ir rrue enureproneur Al activity is a new evperience
for the majurity of wn. loal jo.ciataia. Whilest it is certain
that a number of local ci lcene will o2 found who are engajed
in very small scale tradiiy activities ar wio work a3 self
employed artisans many o t.ese are conient to evist at subsis-
tence level or, perhaps, lwve never onsidered that it is
possible for them to p.ogresss The background of potential
entrepreneurs in the least developed coumtries is, most likely,
one of traditiana. agricu.wre where, to a large extent, thepe
is an acceptanc: of fate as .he aventual arbiter of success or
failure, vith the person'z own efforts being subsidiary to
circumstances which are bevond his cantrol; such a5 adequate
and vell timed rainfali, or the fixin. of a favourable price by
some distant autliority oy cuitomers Uniese thare is a compre-
hengive and properiy inteqgrated rrogramme of assistance there
will nover be a strong’y o:sed loral orternrises aactor.

42 If the entrepreveurs and po*ential entrerreneurs are asked
to state *tae reasom or Lieir lack of progress or their reticence
to establish their own aterspri o, between 73% and 90% will say
that the restramnt ¢ lack of ceritcie it is, indaed, a fact
that local ~ trepraeurs.:ip deveiopment :r. zk2 developing
countries is seriously ihampered by insufficient finance and
restricted accose Lo scurces of additiomal capitale Entre-
prepeuriai talents and ambitioms are stvltified by financial
inmfficiencies, and this is ecpacially true of the more youthFal
sectims of the poptilation who ara the potentiol entrepreneurs
of tomorrov, and who shoul.i be the precursors of a nev phase in
econamic indepandunce,

43 Vhilst acknowledoing th: need “or a =tramng clement of
financial assitance to bv provided = any local enterprises
development programme, A0 rrogramie Wi Ch cerely aims to supply




additional capital is likely to Le ol Lawefit. There are, in
fact, many examples of lnan schemes for local encrepreneurs
vhich have been establish:d without any rorm of complementary
assistance and vhich have ~equ)t+teqd ir the downfall of local
entrepreneurs by encumbrancing them with loans which they have
no real hope of repaying beciuse their busiress knowledge is
inadequate.

44 If an expert analysis is made or the same entrepreneurs
vho stated that their problem was lack of capital, the results
will show that a good proportiau . ’these entrepreneurs do not
progress because they have no proper understandiig of the usages
of finance, ur that they coald emtark on

their own business undertalkings if t.ey were pruperly directed
towards an unaertaking which is possible of establislment with
their resources.

45 Any prograime for the development of lucal enterprises in
the least developed camntrie. needs to cater for the following
forms of assistance. These requirements are complementary and
each ‘s an essential requirem 1t and the omiesi n Of any cae
of these slements 1s likely 10 1esult in an unbalanced programme
and distorted or umsatisfactory results,

a)  Pre-project advice and guidance,

b) Technical extension services and training.

c) Business management extemsion services and training.
d) Governmental policy formulation.

e) Common facility services,

£)  Provision of working premises.

g) Raw materials and parts procurement.

h) Machinery and cquipment procurement.

i Working capital procurement.

J)  Marketing servicec.




Each of these eloments of necussal. assistance requires to be

examined in detail in nrder t“-* the ~-7sistance may be properly

oriented towards the nceds of local entrepreneurs and particul-
arly in relation to the needs of small scale entrepreneurs in
the least developed countries.



VII. PRE-PRTMIT ADVICT ANMD ATMINANCE:

46 In this context pre~project advice and guidance may refer
to advice and gunidance to the new entreprencur or to the
existing entrepreneur who has an expansion projecte. Good pre-
project advice and guidance Is the key to any succeasful local
enterprises development programre. It is far easier, and
certainly more rewarding, to start a new enterprise or an
expansion project: oan the right lines than to try to mount
a rescue operation for a project which has run into difficulties
because no proper guidance was provided when the enterprise
commanced its activities, But the provisian of pre-project
advice and guidance is the most difficult task in any local
enterprises developnent prograrme. In the least developed
comtries the limitation of.both hyman and financial resources
does not parmit the evolvement of local entrepreneurship on a
trial and error or 'survival of the fittest' basis.

47 Frequently the new entrepreneur will have preconceived
notions of the type of enterprise which he wishes to initiate
although he may bde shy -0 reves” ais intentions. Tn may cases
Ris ideas will have crijinated i o recowaendation of a
friend vho has another friend who thinks that a certain type of
business ought to bc an cnotinvus Successe In other cases it
will be found that the budding entrepreneur has seen that
another person is making good profits from a certain type of
activity and he wishes totash inon this same type of business.
Bven vith successful established entrepreneurs thereis the
téndency to believs that there is more profit in some other type
of enterprise than the one they are engaged in and that diversi-
{ication is the secret to further nrogress,
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48 Vary often the pro-prej:ol aaviser or consultant has
little in the way of irformi.ion +m tne axperience of the
potential entrevrencur whica mLial juide rumoand he nay have
to work by instinct rath'r than f.ots., Wwalist 1t is the
responsibility of any pre-project adviser to prepare
feagibility and potential viability studies for any project
proposal, he has tu remenber that in the case of small scale
and locally owned enterprises in tne lecast developed countries
the preparation of such studies is a vastly different exercise
from preparing feasibility and viability stulies for large scale
wnits of for almost any size of eaterprise in the developed
countries.

49 In the least developed countries too much stress can

be placed upon (rying to assemble the tangihble aspects of tae
project and produciry from them & projection of the potential
viability cf the project vhen, in fact, the success or failure
of the project may depend tc a larger oxtent upon the intangibles
such as the personaiity and the detemination of the entrepreneur
himselfs The snrhusiasm of the local entropreneur, wnich the
project is aiming to develop, may well be quenched because of
long delays an the part of tre pre-project consuitancy service
in an insisterce upor Jletailed narket surveys and the inter-
pretation of figures. 1 .rc 13 .0 essent.al difrersnce between
the preparation of feasitility and potential viability studies
for the large scale enterprise ir the more developed countries
and for the small scalc and local =nterprise in the lesser
developed nations. In the case of the larger scale project in
the more developed countrics the feasibility examination starts
with an assumpt.aon that the enterprise 7as the capacity and
capital resources to undertaie the prowuctia. of a specified
product or group of pro.ucts. The primary aum is to establish
wvhether a market of sufficiesnt volume and value exists or can

be induced i order to mak: economy of scale rroduction possibles
Having estabiished that a suitably sized and valuable market
exists there ic then an examinat:ou of tie availability of
resources with tie assumpt:o that. provided that all the other
factors are existant, tre pe-eugary apita. wall be forthcoming

and the naccevary skille fan be hired,

et




50 In the casc of the small scale and local enterprise in
the less developed coumtrics the feasibiiity and viability
study will start at tii otaer «nd an” rroeced in a
diametrically opposite direction, Insteaq of examining what
resources arc needed to product 1 certain type or group of
products, the feasibility or viability study must be oriented
towards an assessment, in the first place, of the capital and
skills resources which are available ana projecting from this
information wvhat product or group of products it is feasible
to producc and sell within the limitations of such resources.

51 In the least developed countries it is not alvays suffic-
fent to sit in an office and give verbal or written advice and
guidance to an entrcpreneur or potential entrepreneur regarding
the types of products which he ought to produces The *show and
tell' Cecmique can be especially effective. This techmique
requires the establishment of a Production Initiation Centre
(PIC), vhich, in some ways, is not dissimilar to the prototype
production centres which are frequently established in the
more developed countries as a facility within the small
industries development programm:. Thuse Production Initiation
Centre: may also be described . ; pragmatic feasiltility centres.
They may be established as indepandent centres or as sectioms
of the Common Facility Service Centres which will be discussed
later. It is casier to describe the purposes and activities of
such & centre by citing actual examples. In one particular
coumtry one of the potential entrepreneurs who approached the
small enterprises development service was a jobbing carpenter
who wanted to establish his owm enterprisc with comparatively
little capital and had no cloar idea of what type of product
he should specialise in. Timber was available and it was known
that there vas a market for domestic sofa sets, tut, at the
early stages of his activities as an independent industrialist
it was not possible to overload the entreprencur vith machinery
and equipment for the production of mass type furniture. There
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wac the addition:l p-e.dem taust the oropresd lowation of tue
enterprise was a comsi jeraple di 7/1..'m(:a': Frun, the potential

market with camsequirt heavy Lrapsport Souts dh bulky f~urniture
itemsos Th> Product Initiuticn Centre was able to design furn-
iture capable of being reprodoced 'y the enirepreneur with the
hand tools and elementary squipment 2nd machinas which were
readily available to him. At the same time the problems of
transport were kmown and undersiood 50 that the PIC could

develop the furniture 1ir such a mannar that it could be delivered
in nocked down Form. After working out the design the PIC
produced three of four examples ond in the course of this
production the costs of both materiils and labour were calculated
and the most economical timber sizes were worked outs The
marketing section of the small enterprises development service
was then able to show an actual example of the proposed design

to potential buyers and, on thc Lzsi: of the costs worked out

by the PIC could give price indications.

52 This was A much morc 2ffective way of testing market
reaction tham showing a photorrevi or merely <rying to degcribe
the item, and in accordance with potertial imyors reactions the
product design could be modificd. Once rhe marietl potential

had been established it was «usy for the entrepreneur to establish
production with cost detailc and raterials requirements already
calcus_ted and with an actual prototype to <o,y froa instead of
the entrepreneur trying to struggle with an understanding of
drawvings and measurementse.

53 In other examples, entrepreneurs have been started off in
the manufacture of simple chemical and plastic products as a

result of the work of the PIC in translating formulae which are
in grammes or fluid ounces, wticn are not understandable to the

local entrepreneur, intc teauvoonstul or tablesmoonstul which the

entreprencur can understand.




54 Such techniques can overcome the problems of lanquage in
the least developed countric: and tue 2<planation which is
inherent in an examination of ine Pinished jtem is far clearer
than any amount or verbal or written explanation.

55 Providing that there is a masketing expert or officer
available within the main small enterprises development project
it is possible to establish the Production Ir:itiation Centre
With one senior expert as the Dircctor supported by the services
of a number of volunteers each of wnom is a technical syecialist
in a different fields If such « centie is to be set up as a
scparate unit, rather than as a section of a common facility
service centre, the equipment needs are mouest in view o: tue
fact that experimentation and prototype development is

intended to be carried out, in the main, vith tue same equip-
ment, tuols, and wachinery which tne entrepreneur at the very
elementary stages of activity would have available to him.




VIII. TECHNICAL SXiEISIGH SERVICES AND TRAINING

56 The tecnnical traiuing eluw.ut ©f a local enterprises
developuent programme is intenced to show entrepreneurs and
their employees nhow to apply the skills which taey possess

in pruduction and hov to improve these skills in order to
increase productivity quantitatively or qualitatively, or
bothe The only ‘certificate' which such training is concerned
wvith is a bank statement or a balance shcet showing an
improving position.

57 It is,of course, essential for ofticers and experts who
are involved in any small scale and local enterprises develop-
ment programme to maintain very close liaison and working
relationships with officers and experts who' are concerned with
education and, cspecially, with vocatiamal training. Many of
the future local entreprencurs will be earlier trainees of any
vocational training institution which may exist, and the train-
ing within the loczi enterprises development programme should
be geared towards extendiny the voca*iomal traininge

58 It aas already been seen thit a very considerable mental
adjustment has to be made by the local entrepreneur who has
emerged from a background which is not industrially or commer=
cially orienteds In his traditiamal background training has
usually been carried out by the father showing the son how
things must be dare. J# this father and son relationship can
be achieved between the expert or the programme officer and
the entrepreneur then, and only then, will the entrepreneur
become receptive to trainings. It is a fact that people in the
developing countries and particularly in the least developed
countries, vhere mainly agricuiiure pursuits persist, are
extremely conservative and suspicious of new ideas., Considerable
patience has to be exercised in order to demonstrate in the
entrepreneur's own woerkshop and wita tinc entrepreneur's own
tools and equipment that n2w ideac and naw techniques are
\mluable, and to bvild up th2 cnireprencur's cenfidence in the

ability of the expert or tre training officers Once this state




of affairs has been reached it is possible to institute academic

or 'classroom' type training c ‘d to receive a pocitive respunse
to such training.

59 Even then the training can only be properly effective if
it is organised with due regard fcr the entrepreneur's situa-
tion. The local small scale entrepreneur camnot reasonably be
expected to divorce himself from his enterprise for any length
of time. 1If, during any extended absence, his enterprise suffers
losses or a diminished amount of trade because there is no suit-
ably qualified person to take charge of the business in his
absence, the entrepreneur will be very ready to decry the
benefits of attendance at a training course,

60 Furthermore, the entrepreneur can suffer mental constipation
and become confused if he is fed with too many new ideas and
techniques without having had an opportunity to digest them
properly. An appreciation of these factors will indicate that
vhen classroom type training activities are commenced they must
be restricted to short term courses of two to three days'
duration at most. Each course must be concentrated upon e
particular aspect or techmijue and a sufficient period must elapse
for the entreprencur to test out his new found knowledge in
practice, and for the extension services to £follow up to see that
the entrepreneur applies this knowledge effectively in his
business, before another course is offered.

61 Although it has been said earlier that the aim of training
amongst local and small scale entrepreneurs is not to qualify
them for any certificate other than a healthy balance sheet or
bank statement, this should not be interpreted to mean that
certificates for merit in course studies should not be awarded,
The isaance of a certificate to entrepreneurs who attend courses
is of considerable psychological value particularly in the less:
developed countries where many of the cntrepreneurs may have
little formal education. In addition, the receptivity of



entrepreneurs to training can be measarably improved 1f the

granting of firancial aseistance 5 mare copditional upom
attendance at any training courses wvhich may be 2valiable

as proved by the ceriisicates 2arned,

62 Effective training whica has the objective of equipping
the entrepreneur witn tne skills needea to opesate more
advanced rachincery and cqaisment and to medernise prouwucstion
processes can be provided as onc of the teature. 0. comnon

facility servicecs,

63 There is one aspect of trainiig Within the local enter-
prises sector which is frequentiy overlooied, and yet has
considerable potuntiale In most cmall scale and iocally

owned enterprises irn the devalopung countrics yow.g persons are
employeu as generas as:istants ond thes. may requesntly be
founa tc be children who have had ne access (O anytaing other
than primary education - if, indeed, tiuey have even had access
to any formal education. Tacre is considerab.e scope, witn
potentially worthwhile rnosults, in t.e institution of
apprenticeship training within a local encerprises development
programme, Such a programme may nead to be supportea by the
provision from Government ‘vnis, or same similar source, of

a subsistence allowance or a subsidy (0 the entrepreneur to
compensate him for th: partial non-availability of the very
cheap labour which he has been used to having readily

available,

64 Whenever training for local and small scale entrepreneurs
is discussed it is inevitable that the question should arise

as to whether or not any charge shouid be made for such traininge.
Whilst it can never be expected that the small scale entre-

prensur in the least developed countries can ever defray the

true cost of tine training which is provided to him in the early
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stages of his career, same charge should be made, There is

very little doubt that any person, wvhether he be a citizen of
A developed or developing country, places very much less value
upon something which is available free of charge, and on this
basis alone an entrance fee should be charged for any training

course even if the in-workshop traiming is provided free of
cost.




14 BUSINESS MANAGEMENT EXTENSION SERVICES
AND TRAINING

6% It is possible for a4 persan to establish and operate

a successfulusiness enterpiise witih little or no technical
skills either by embarking upon trading activities or by
esploying technical assistants in a mamufacturing enterprise.
But {t is not possible for any person to establish and
operate asuccesrful business without adequate business man-~
agment know-how. Bven the highly skilled techmician vho
intends to employ another person to maintain the accounts

of the 'msiness and to look after the finances mutt have an
avareness of business management practices to ensure that
his employec is rot defrauding him.

06 The remarks vhich hav: been made in the previous
section regarding the necessity to establish rapport with
the ntrepreneur and the requirement for training to be
provided in small dosages are equully valid in the case of
usiness managenent training. DBookkeeping and accoumtancy,
costing and pricing, banking, marketing, credit management
and similar buciness functions ar- more of a mystery to the
average local entrepremeur at thr small scale level in the
developing countries than are more sophisticated productiam
processes and technologies. The value of good mansgement
can be illustrated by the following equation:

PuM(IeVel)

vhere P = Productivity or Profitability

I = Ingamuity or Inventiveness

¥ = Vork

C = Capital
I,V, & C are the canstituents which have to be cambined to
ecreate a business enterprise. In any equation the censti tuamnt
outside the brackets has the effect of multiplying the sum of
the other constituents, In this case the conatituent outside
the brackets is M or Management. 3. the wlue of thic con-

stituent is a ncgative or minue value there will be minus
profitability irrespective of the value of the ideas or the

work or the capital which is put into the business,




67 For the entrepreneur r the «arly itages of his caprcer
and in the lecs dercloped cow tries, Imy tern tusiness
mAnagement cours?s are no . approfriate far ~he same reasons
vhich have been Jiscussed in the precedirg sactiom, ERwen
more so than in the case of teclnical training, (he emcrging
entrepreneur can be frightened 2f7 f1om 14y interest in
usiness manajement truining i e is faceu wits a syllabus
vhich purports to cover all aspecte of “usines. manaatement .

68 As in the case ot technical tra.ining tie officers and
experts of any local enterprises devclopment programme should
maintain close liaisan with rheir counterparts in the

educational system with the objnct of ancruraging the intro-

duction of pre-entreps~neurial training into the normal
schools curricula ‘n the form of commer-iil ar{tmeetic and
letter writing and similar suojects,

69 There are o numbe: of important activities which should
be included in any lusiness managenent axtension service, Une
of these is the mep.ration and publication of 1 'Business
Book' or simpliiied tookkesping record system, vhich can he
made available to all entrspreneure at low cost and which
will indicate the progress of the husiness and be capable of
revealing suflicient .nformation about the business vhenever
the entrepreneur applici for Pinarcial ass!stance.

7C There is aiso reed for the busines, extension service to
produce and make available a model par tnership Jdeed and a
model set of Maworandum and Articles of Agrociation for amall
private companies, 1In the least ceveluped countries many
enterprises are procluded from obwaining financial assistancs
or suppiiers cradits because they have ny legal statue and pet
the costs of private lojal services a1 e forma*ion of A

partnership or a private limitad company ire [rohibitive in

such coumtries,
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YA The most effective method of proviiing usiress training
is the same as vith tecinical training when small scale and

local entrepreneurs at ‘he beginnings of their entrepreneurial
careers are being catered for, and that i3 by demonstration

in the entrepreneur's own place of business and with the

actual figures of the busiress, It it worth emphasising once
again that the nevly emerge t sntreprereur has difficulties in
relating esoteric “raining to the practice of hic own enterprise.
It is by no means wmsual to find that if, during the course of
explanation of costing for small scale entrepreneurs an

eaample of hov to calculate costs in a carpenter's workshop

is used, a mmder of the traimees villi be inattentive becsuse
they are angaged in metal working or some other trade and

find it difficult to understand that the principles of costing |
relate equally to different types of industry.

728  Vhere this method of in-workshop (or in-office) trainiag
is adopted care must be taken to ensurs that the training is
absorbed and that the entrepreneur does not come to regard the
training officer or expert as his permanent bookkeeper. If
the antrepreneur canrot undertake i.is own bookkeeping or
costing or estimating for one reason or the other and needs to
mve the contimuing services of an accountant then such
services may be provided as a common facility. If the object
{s training then the training officer or expert may, for a
period of ane or two weeks do the actual work in the presence
of the entrepreneur and, thereafter, grcdually phase out from
doing the actual work to supervising the entrepreneur and then
to less frequent checking. One important aspect of business
mnagement training is that the essence of such training is to
develop a businesslike attitude .n the entreprenewr and with
this in mind the training must be provided in a businesslike
mamner with regular visits at gpecified times,




X, & POLICY F ATION:

73 It is appropriate t1.t tpe Gificer wvno i - ade responsible
for any small enterprises development pi-orramme, together with
&ny expert vho is assigned to advise and 1ssist him in his duties
should be protagomists for the sector of the economy vith which
they are most concernes and must help Sovernment to formalate
its policies for this sector. But sueh officers and experts
Mist acquaint themselves with the development plans and programmes
for other sectors and be fully aware of thne wvider complexities
of national econamic and social development. It is unrealistic
to try to detach local amd smail scale enterprises from the
remainder of the industrial and commercial sectors and try to
bring about their development in the eupboric atmosphere of an
isolated and protected environment. Government policies do
change from time to time, frequently because conditions have
changed due to circumstances over which the Government has no
direct control. It may be preferable to advocate to Governmemt
4 strong but modest policy for small scale enterprises development
which has the capabilities of continuing uninterrupted, than to
urge Government to adopt a high intensity programme calling feor
massive financial support ar i which might have to be curtailed
if wnexpected demands upon revemues occur,.

74 The reasont why there should be a programme for develop-

ing locally owned and small scale enterprises include economic
cmsiderations, cocial considerations and political comsiderations.
There must be an understanding as to which of these consideratioms
was most influential in motivating the Government to establish a
programme of assistance for small scale enterprises, Such an
wnderstanding vill hely to determine the type and extent to which
Government policies may be further 'tailored’ for the purposes

of assisting the development of this sector,

7% Subsidisation it not an automatio requirement in a small
schle enterprises development programme ut if there is a
substantial lewsl of unemployment and Government is having to
provide funis to alleviate the tar-iships ol the unemployed or
underemployed, there is a genuine apgument for such funds to be




allocated, at least in part, to the small enterprises

development programme to enable the programme to accelerate:
the pace of its activities in t.» creation of new e~ terprises
and nev job opportunities. In these circumstances a policy
say be formulated whereby working premises can be provided at
wib-economic rents or wherz the machinery and equipment
leasing purchasc scheme miy be operated vithout financing
charges being levied upon the entrepreneur. Many of the least
developed countries are highly dependent upon more advanced
camtries for supplies of manufactured and consuisar goods and
it may be eminently desirable both for economic and political
reasons to give special emph-sis to local enterprises develop-
ment in order to reduce the extemt of this dependency. Special
stimalus may be needed and it could well be a matter of
Government policy to cvolve a special system of rebates of
import duties in respect of goods and parts needed for
masmfacturing or assembly work in an enterprise: vhich is
owned and managed by local entreprencurs.

76 In most, if not all of the least developed countries
the Government is, by far, the largest purchaser. It is not
unusual to find that the value ~f Government's purchases is
equal to thc total pwchases oi all otner buyers. .ome
cowntries have adepted a general system of preference for local
enterprises so that a tender is avarded to a local supplier
even though the tendered price may be 1% to 15% in excess of
the lovest outside tenderer. There may be another 10X to 1%
concession in favour of locally manufactured goodse. In other
words a local trader offering locally made products vould get
a combined preference of bctween 200 and 30 vis-a-vis a nan-
local trader of fering non-local items. Although such arrange-
ments mean that public expsnciture is enhanced there may well
be, in the long run at least, additional accruals to public

revenue through local taxation both on the anterprises and
their employees.




77 A number of the developing countries have introduced
systems Of reservation of certain categories of trade or

industry for locally owned enterprises. This may be a valid

method of encouraging local "ntrepremeurship but it does tend
to detract from efficiency unless there are sufficient mmbers
of local enterprises to maintain a competitive attimude.

78 Government policies with regard to the encouragement of
larger scale industries can be formulated with the develop-
ment of the local and small scale enterprises in mind., The
granting of industrial licences can be made depandent upom an
element of locally produced products or parts being utilised

or additiomal tax inommtives can be granted according to the
extent to which the large enterprise buys parts or semi-finished
itams from emall scale local enterprises,




¥1. CCUMOL PACILITY SERVICSS

79 The basic conception hehind providing common facility

services is tc make avaitable to the local and small scale
entrepreneur equipment, machinery and servicas which the
entreprencur nceds in order to improve the productivity of his
enterprise and the quality of the procucts or gervices with

vhich he is concerncd, 1in cases wherc it is neither economically
nor financially sensible for the entrepreneur to acquire his own
machinery or equipment. 1Lt has heen seen earlier that the
preferred place for thc small scale entrepreneur is in catering
for the demands for the upper segment of the market vhich is
prepared to pay higher prices for specialised products. In the
r8le of ancillary supplier the small scale enterprise vill have
to be capable of meeting fairly rigid specifications for standard-
ised quality and regularity of productiom. I£f the enterprise is
aimed at supplying the mass market and the enterprise is likely

to be in direct competition with larae scale producers, the |
small scale enterprise needs to have the benefait of cost-saving devices |

s!.lnarhto those which the large scale enterprise has installed,
ing access |
as well :‘s’ﬁg 'qugffty control equipment. On the other hand the |

small scale and local enterprise may only nced to use such

equipmen* and machinery for a fevw hours each week and, in any
oase, the infant entrepreneur mz- not be acquainted vitk the
tecimiques needed to operate such machinery and equipment.

80 The enterprise which acquires machinery and equipment at
any substantial cost and which is only required to be ussd for

a fraction of its potential capacity is in the same position as
the trader who is in possession of dead stock. It is also in
the comtry's interests to ensure that such amaunt of investmenat
capital &s is available {s not tied up by the acquisition of
partially idle assets.




81 It §s not the intention of the common facility service
centre to wndertake free produ:tion processing £ local
entreprencurs and, in so doing, to relieve them of the costs

of undertaiking such processes themselves, The enterprise

may have certain procesges carried out at the comon facility
service ~luuwre where it is not sensible for him to own the
equipmeat and rachinery for undertaking such processes or

vherc such processes require skills which the entrepreneur

does not yet possess or cannot afford to hire on a whole

time basis. But the enterprise should be charged vith the

cost of such processing on a machine~-time usage basis or some
other basis calculated according to normal commercial practicas.
I2 these cammon facility services are prowided free or at a
highly subsidised rate the entrepreneur will never obdtain his
own machinery or equipment, or employ the required skills,
Alternatively, i? he does grow to the stage where it is feasidle
and sensible for bim to invest in his own machinery and equip-
mnat he vill suddenly £{ad that his costs increase rather than
decrease by such progressive moves,.

02 The types of technical services which might be made
available in a common facility service centre are t00 mmmerocus

to itemice. In a commom facility service centre for woodworking
aterprises they may include a seasoning kiln, the saving and
planing of timder, and even morticing and dovetailing etece In

a common facility centre for metal working enterprises, services
may be included for electro-plating, heat treatment, stove enamal~
ling and corrugating and bending, and even, for rough casting and
forging, as vell as scrwbuttingand milling. A common facility
centre for ready made clothi.nc mv include pattern making and
cutting, as well as n:lll:-scnm/promction. These are merely

a fev examples of services vhich can be rendered through a commson
facility centre. In addition, the common facility centre should
be able to provide quality control facilities for i

the type of industry for which it is established.
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83 In the casc of raw materials and parts, the small scale
and local entrepreneur is often ac the mercy of large suppliers
who see an oppcrtunity to dispose of sub-standard and faulty
materials and goods when the small scale entrepreneur comes
alaige The common facility centre may assist the local
entrepreneur individually in his purchacing by examining
materials and parts which are offered, or, it can work in
conjunction with any scheme of joint materials and parts procure-
ment, such as is referred to later, to ensure that the small
scale entrepreneur acquires materials and parts which are of at
least equal quality to those which are available to his larger
campetitor. In the latter case the costs incurred by the common
facility centre may be included in the costs of the materials
or parts to the small scale enterprise.

84 The quality control of finished goods by the common facility
service ocentre I8 a very valuable function in small industries
development. The fact that there is an independent quality contrel
service availablemay well be the deciding factor vhen a local
enterprise is bidding for a Government tcmder or for an order

from a large scale buyer, By providing a quality control service
the common facility centre can often save the small scale
enterprise from disaster. The quality of the production can be
checked as production proceeds and any divergences from the
specified dimensions or quality can be spotted immediately and

the enterprise can effect corrections. If this service is not
available the small scale entrepremeur may complete an order only
to £ind that the goods are rejected by the customer because of a
continuing fault or divergency.

85  Yet another function of the ¢ommom facility service centre
is in the preparation of estimates. Onme particular type of
industry vhere this is essential is the building industry vhare
one 6f the main hazards Por the small scale enterprise is the
prebau'tiou of bills of quantities and the submission of tenders.
It is arguable as to whether this assistance should be regarded
as a common facility service or a training exercise but eveam in

the casge of the more advanced local entrepreneur it is rare that




the cervices of o quantitr surveyor :nd »stimator can be afforded
as a permonant employec and 2 commor. facility service which may
charge tor its jervices as a percentage of the tender value is a
needed servi.ce up to quite an advanced staqge,

86 Some vefarence nas been made to prototype productiom in
relatior to the azuivitics of a Production Imitiation Centre.
In this case protctype production was intended to produce
examples of producce which could be reproduced by a number of
different enterprizes. In the case of the common facility cengre,
prototype production is oriented towards producing designs and
prototypes of products which have been specifically requested
by ome particular enterprise and the prototype and design is
intended to be for the sole use of that enterprise providing
that suitable payment ic made for the work carried out in the
designu and prototvpe development,

87 Common facility services are most &tm thought of in re-
lation to t-chnical processes. liowever, the provision of
comnmon facility services of a business management nature is a
very necessary adjunct in any local enterprises development
programme. Such gervices may range from a typist service to

a boo’ keeping and accountancy service and an exr‘bition servies.
As the enterprises progress there becomes a need for a legal
service as well as a company secretarial service.

88  Vhen training vas being reviewed mention was sade of the
potential value uf common facility service centres in relatiem
to more advanced traininj, If the small scale enterprise has
need of the production process facilities which are awilabdle
in the centre it must be assumed, with a few exception-, that

y t
the enterprise will, eventually,gmw othe stage vhere it needs

to provide for such processes within it omn four walls, 8o far

as is possible there should be an insistence that the entreprenews
o} one of his employees should be prisent whilat the processes

are being carried out for the enterprise, and that the entre-
prereur or his employece should participate in the processimge

I2 this is done then the entrepreneur is already acquainted

with the use of the equipment and machinery by the time he is
ready to install his own.
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89 One of the problems of providing common fPacility services
is that there must be a sufficient number of enterprises which
can avail themselves of these services before the investment
on bunding/ﬁghinery and equipment as well as expertise is
varranted. This is a problem vhich will be considered

later when the provision of small enterprises estates is examined ,
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XII, THE PROVISION Oi* INDUSTRIAL ( BUSINFESS PREMISIS

90 One of the main factors -'hicir inaibits the developnent
and expansiorn of local enterprises is the non-availability
of premises at rates viich such enterprises can afford,
Unless tiis need is catered for the ambitious entpepreneur
may be forced to mortaaqge all -:is personal and businecs
assets and involve himsell in heavy upéul and interest
paymen . : in order to purchase premisis,/he may find himself
bound by a punitive lease which abscrbs all his profits
vithout any increase in t.e asset value of the business.

91 The social aspects must also be considered. If the
amall scale antrepraneur does not iave access to pramises
vhich are both convenient in situation and in cost he ill
establish his eanterprise in a roon or in the backyard of

his residence, or, alternatively, he vill set up a shack

in the first available open space, UYhat vas intended to bs a
residential area soon becomes a 10tch-potc!: of houses with
lean-to workshops and temporary factories all overcrowded
and far in excess ol the capacity of any sanitary facilities.
Vorking comditions degenerate and even young persons have to
endure these enviromments which are absolutely conducive teo
all manner of ailments and chronic illnesses, From the
econemic standpoint auch circumstances are “holly ‘msteful
bacamse there can never be any sensible approach to a preper
vorkshop layout to induce improved productivity and machissry,
equipment and tools deteriorate and stocks lese their walue,

92 The planning and construction of estates for small
industries is a veryspecislised and skilled activity. In the
aeast developed countries vhere local entrepreneurship is at
the most rudimentary stages the planning needs especial oare
and thought. Here is another example vhere, in the case of
small enterprises development, tae approach is tie raverse of
vhat might be the approach in other sectors. The first require-
ment is to establish *hat the local and small scale entreprenewr
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92 "Mtk saitalle ass.starce jn other directions, the local
entrepreneur Car e expacted to make fairly rap.4 progress in

his early sta-es and to out1ry . quite soun, is orininal
~orkshop. Ii2 10 ° stepr ould ve a move :7t0 . wall factery
ghell o abou. " en., ~wtres or a little under 300 s», feet,

%0 t At a® as room to emplev up to axou:r 1° narsont provided

that the 13 1.0 w3ing any <pace consumir~ e~uipaent, The next
promession ‘ill bde ia%0 a Factory : ell of about 90 sq. metres

or abomt ! 000 g¢a, “eer, ‘it room tL contimue 1.3 expansion

until “e ar > varkfores o7 7)) 2 YT perasons. L small scale
indistries astate "1} combin~ 11l ‘et tree types of premises
Wt tn vie of t.ie Jact t-at not ull ner enterprisec 1ill progress
at the, came rate and t .ot 2ame o) them -ill, ir lact, be ¢ (tremely
3le in teir development, the proportion may be 2 vorkshops of
18 oq. metres, < lactorvy g.alls o. % 335, merres wnd 2 factery
st-ells 07 90 sq. metres, vy tir time tae entrepreneur ias reached
the stane where t.c standerd 90 g, metre factory shell is
inadecunte, it is usually possible to'tailor’ s ‘uture pramises
to the needn of furtier arovrt, and the land area of the estate
siould provide [or this,

94 But a small industries astate which consists omlv of premises
for the purposes of letting tu local enterprises is by no means
complete, Premises re:d 10 be provided for tie training and
common facility services "hichi 1t may be proposed to offer, store-
romm accammodation Jor tit ioint procurement scheme -ciich +ill

he describad later, a smali amount of office accommodation for




the estate administration a. wll a3 parkin- space anl toile:
facilitie, for buty t v ent-errenruis and therr o ker and
visitore, Phe aim 15 10 € ~ate 8t e virtuilly a
nomojeraus and seli contarned induatr. v nuclaue here the
conditions a~e all presen® *> encourare and assiet tie local
entrepreneur to ectablisi™ s industry an’ ‘0 aror up in an
atmospiere o developmer'., TH: mall scala entrepraneur
ho tries o strugle alon~ ir is0lartion ofter feels
that the atruqgle is aot rort i 'ile and tiat trere is little
Or no hope 0. ii: ever makinc any protess, Or *he other
the small scale entrepreneur : 10 Occupies premises on an
industrial estate and is ir the company of other smsll seale
mtrepreneurs has the banafit of the moral support and the
example of others vho started in circwmstinces similar to
his ovn and 1o save prospered. 1f ti» estate arranyemest
is well thougat out anc provides tae amerzent and infant
enterprise with ready access to those other forms of assiste
ance vhich have been seen t0 be required for mccesshul
development, in additian to adequate orkine premises, very
rapid progqress can be anticipated.

95 In tie least developed countries taere is sach to be satid
in favour of 'functionalised’ industrial estates fer lessl
emtrepraneurs. \ functions) industrial estate iz one vhich is
specialised in the provision of premises and aasistance for
ong category ¢f industry, such as metal vorking, soed -erkine,
chanical products, r-ady made garments and ‘abrics comversiem,
clay products ind ceramics, and s0 on ind 30 forv:, Entere
prises vihich jave the same tec\nical "aser and simiiar needs
Tor skills and materials and, :requantly, complementary
marketinc services, can >e atierad tojeter and provided

vith such concentration of assictance ac to eliminate almost
all of the disadvantages ' Lic. they -‘ould ot:er ise face
vis=a-vis their larcer campetitor: and contempura ies. Nuch of
this assistanne cannot b provided, or, at hest, can only

be provided in 4 very diiuted .a<:1on, ‘e ghese smll
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induatries are scartterel over de Ty,

96 Tt as lnen sccn Lt the 4%t o) *raining ‘here s
need to use cwanples a7 are related to ¢ o trpe Of activity
in +ifel e antreprerom i namplo-ed, .nd much more

of “ective [rainint can be provide! Jthin 4 cunctional small

industries complay ‘1 ra L .ere are COMMON tases of interest.

97 In the cane 0. COmnOn racalite repvices 1o is obvious
\hat i® is only pessinie to provide these adecuately vhen there
is & su ficient number o. small industries viic, can take

advantage 2" such Tfacilities,

98 I: tne tecirical o:ficer or ~xpert has 10 try to provide
advice and muidance and in-vorkehop training to small scale
industries scattered over a ‘ide area a larce proportion eof
nis time vill be rwsted in travelline and ir any case his

vork *-i11 be far less effective because the frequency of his
visits and s =bilit; *0 Jollo up, to ensure that his assist-
ance has beer e ective, 1% restricied and lona intervals

betyvesn each vi:it occur.

99 Fquipment maintenance facilities are mucn more feasible on
s Punctional estate “Mere all the enterprises use 'ooferking
machinery, "Or instarce, tian on A '‘wived® inductrial estate
vhere ane enterprise uses seving mac-ires, and another uses
walding and metal orkinc equipmant, viilst another uses a
coment mixer and blockmakini machine, and yet another is
equipped ‘it a plastics plant.

100 In the case of 3 mixed estate ‘aich houses all kinds of
amall industriee vith di’ferin materials recuirements the
possibility of arraniing a joint procurement service is
minimal, If tiers ig/So-incidentil noed by a number of lecal
enterprises ‘0 are giuated on ¢ functional estate it bacomes




sensitle *o jromp t.eir needs W) to lar @ ¢ oleasls tepms
m their Benalf. The advantacen o, functiomal douping in
the case o marl~tiny are also .apor.ant .« vill Y ceen

vaen the provisior o) merketins ansictance 15 @ scusced,

101 It is never mugtested t.at all tie smill en‘erprises
endjaged ir wmetal orkin- should, for sll time, be concentrated
at one location only, 20r. :r lact, *.a' . en‘repreneur o
does rnot want tc situate Lis enterprise in the appropriate
functianal estate s'ould be completaely barred “rom sssistance.
Purthermore, it is oOr tie ove:nment to decide vhether it
prefers to initiate its mmall enterprise: development programme
4t one centre only and to create, at that centre, an industrial
estate of fairly extensive timensions viti several ‘unctional
*ings or vheti .er ror political or other considerations, its
preference is for initiiting three or rfou: smaller irdustrial
estates spread around the courtry and it each one devoted

to one function.

102 The first g0lution is, of course, the easiest to embark
upon and to administer. In vither case this [irst phase

vould be expected to laad to axpansion Lot' areavigse and in
mmbers of arnd sizes of premises. lHowever, apart ‘rom the fact
that {t may not be sen-ible *o try t0 encourage the manifacture
bv local enterprisec of certain cetegories of soods because
there is an insulficient market damand or becsuse there is an
absence of loeal skills in tae particular “{eld, or because
paterials cannot be Obtained, there vill be limitations om the
mmber of different catejories of industries :icl can be
assisted Aue 0 t .2 limitations o expurtise to provide train-
ing ana theother facilities. The pre-requisite to the planning
of small scale industries estates is the carryina out of a
mrvey to determine not only the most suitable locations from
the aspects of availability of materials and in ractructural
services such: as vater and electriecity, cic, as w1l as access
to markets, but also tue locations where skills exist wvihich
are vorth development aid,




e

103 Lspecially :n the least daveloped couniries it .s almost
{nevitable that the small scale indus'ries cet. tes have to be

in very ~lose proximity o {.irly 111 populated areas, 1he
earlier chart shoed that t.» local entreproneur at the first
phase of developm nt relisas very lar, ly upon retail sales and

{f he i3 removed to :ny appreciibie distance ‘vom t~e residential

areas mach of this trade {17 not Le availadl: to him,

104 30 far tae main [focus o attention has been upor the
provision of ‘-orking premises Jor manufacturing enterprises.

In the least developad countries thcre i a need to provide
vorking accommodation [or 3 A{fferent category of entrepreneurs
vho are extramely impo:tant and vi.o are, in iome cases, the
potential manufacturing enterprises and may include metal
vorkers or wood workers engaqed in repairs rather than in
samufacturing, or watch repairers d essmkers, tailors, motor
repairers and panel beaters, and even dry cleaners and under-
takers or photographers. It should be an important functiem
of a small and local enterprises p.odramme to cater for the
needs of such entreprensurs by creating mini-estates vhich nood
to be sitwated in very clouse proximity to tae normal market areas,
sither in towms or in villages, so that these slemantary
entreprencurs can serve tie comsmani ty nore efficiently and can
start to be emcouraged to develop.

103 Althewgh it is not feasible t> provide the other forms
of assistance to such minfature entrepreneurs vho are gathered
togetier in a vari.ty of activities, they can be provided vith
on the spot business trainina and advice and guidance, and the
very fact that taey are brougiit tojetisr into a specific ares
vhich becomes Xnom. to the public is a marketing service of

substantial bemefit to these very clementary enterpritces,

106 Bver. the small scale local trader should not be ignored
vhen it comaes to providing adequate premises, and a number of
countries have included shop comploxes i their small enterprises
devolopmant programmes so t.at tire local trader with limited
resources can rent premises which are properly designed for the

purpose and are not only strategically situated but also ensure
that the trader ic able to msintain proper standards of hygiene.

A
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XITL JAV MATERIALS YD PANES PROCUREISENT

107 One of the areas vhere local and small scale enterprises
are oftem at a serious disadventage vis-a-vis their larger
omtamporaries is in the proourement of materials and parts.
Ia the first place the ceapital rescurces of the smsll scale
mterprises ar: very liaited and the emnterprise hu/“fne!nt
status to amable it to obtain sappliers’ credits. Therefore
materials purchases have to be dene on an ‘as neaded’ tasis
and paid for in cash, and the enterprise cannet «fferd to
hold sy sansible ameunt of materials steck. The quantities
neoded at each time of purchase are 0 mmall that the entre-
prentur My have to pay the equivalent of retail prices whiéh
@sy be as much as 40K to 30K higher them the mmmwfacturer's
prises vhich the large anterprise can aveil {teslf of,

108  In the least developed comntries meny of the materials
viieh the enterprise nesds may bo imperted and again the
roguirenmnts ¢f the lesel entreprenenr are se mmll that
é¢irect inperts are ruled eut and the lecal entreprenswr s to
Wy his mterials and parts o' the and peint of the imperuatiem
and distrilmtion system by vhica time the prefit margine of
WO or thres different agents and vhelssalers lwve hoan adled,
Purtharwere, bocanse of the small Gumends of the lemm)
atreprenawr the best that e ean apect is to Wy swndand
pattorns and designs and he is Marved frem erigimality vhieh
may 4o all inpertant in the case of clething industries, ete.

1090 Vet anly doss the anterprise suffer frem this incidmmse
of high marials prices int instend of deoing able to min 2
YWying trip enee cach mmnth or at less fregquent interwals, or,
oveaR, t0 Ma've the supplier aall wpem him te ta'we his erdere,
the smll entroprentur aay Mve to go te the ms: ket evory
otmr day tO Wy one or tve pieces of timber eor a fev yarde of
cloth of 2 couple of sweets of metal, and preductien cames to
a stamistill, or nearly se, vhilat he is absant.



110 It will be seen, taerefore, that if the programme of
assistance can include a materials and parts procurement
scheme one of the main problem areas of local entrepremeurs
can be overcome, If such a scheme is properly initiated and
operated it can help the local and small scale enterpr!se not
only by costs saving and the elimination of waste in production
time, btut also in the matter of overcoming working capital
problems by extqnding limited credit on materials purchases to
the enterprise. B

111 Even vhen thslocal enterprise has reached a more advanced
stage it is unlikely tnat it will be able to afford its owmn
materials and parts quality control arrangenents and tie pro-
vision of such arranjements can be part and parcel of the
procuran nt scneme. The full advantages of such a scheme OAh
only be realised viere there is a mmber of enterprises wvhieh
‘ are using the same types of materials and parts. The ideal
situation is the Aunctional industrial estate vhich has the
capability of providing a specialised materials procuremsat
service and stockroom to +ich the enterprises have access at
a Pev mimutes notice and viieh cw demand best terms frem
suppliers and can them afford to alic: credit to the enter-
prises wvhich are constantly under surveillance,
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XIV, MACHINERY AND EQUIPMENT PROCUREMENT

112 Although the small scale and local entrepreneur will
assess his problems ;ith regard to the acquisition of
improved machinery and equipment as problems of non-availa-
bility of capital there are also considerations of selecting
the most suitable types of machinery and equipment, the
availability of servicing and spares, and related problems
vhich the small scale entrepreneur may not fully appreciate
tut vhich are of considerable importance.

113 It is by no means unknown for the small entreprensur
to be the victim of nigh pressure salesmanship vhich induces
him to involve iimself in an onerous agreement to purchase
machinery and equipment on a hire purchase or other extended
credit basis even though t.e machinery and equipment may well
be unsuited to the needs of the enterprise or may have no
adequate after sales service.

114 In most of the less develope! countries the small
scale and local entrepreneur ‘as very little irn the vay of
perscmal assets wvhica can bc uifered as sccurity for a lean
and even his house or smallholding may be unacceptable as
sccurity because the land is tribai land or similar and mo
title issues to the occupant., The ansver is to provide
vithin the prograsme a leasing purchase scheme. Admi ttedly,
this may be a high risk scheme but the vhola prograssms of
mall cn¢ local enterprises development is a high risk
programme vhich is undertaken because the risks are net
acosptable to orthodox financing institutions.

113 The suitability ¢f the equipment or machinery vhich the
mterprise requests should already uve been Jetermined by the
pre=project advisory service and the technical officers
associated vith the programme will be acquainted vith the most
suitable sources of supply. Th: machinery or cquipment is them
mirchased in the name of the fimancing in:titution which

provides assistance under the programme, and is rented to the




local entrepreneur. Provided that the enterprise has been

reqular in the payment of the rental charges it is given
the option to purchase the machinery and equipment for a
nominal sum as soon as the rental charges have reached 2
total which is equivalent to the original purchase rrice

togetier with any financing and service costs.

116 hroughout the rental period the machinery or equipment
remains the property of the financing institution so that if
there is any default in rental payments or any misuse of the
machinery or equipment it can be withdrawn from the enter-
prise immediately, and there are no long dravn-out proceedings
as ther: may be under an aire purchase arrangement. The
security for the financial assistance lies in the macuinery
and equipment itself together with any deposit which the
enterprise may have 1odged.

117 Unless a scheme Ol this nature is initiated the small
scale and local entreprensur ig constantly frustrated in his
efforts to improve Lis position because ne is unable to offer
acceptable security., In mamy countries such a schame also
gives the 1ocal entrenrensur certain tax advantages because
the rentals payments are allowable. as an expense.

118  Same of the local schemes which have been launched in

the less developed countries with the obje:t of assisting
small scale and local entreprenéura have failed because the
small enterprises lave been unable to meet demands for interest
payn@nts levied at six monthly or yearly {ntervals, or nave
been unable to pay anmaal insurance premiums or other NneCcessary
costs related to the machinery and equipment they nave acquired
vith lean assistance. The entrepreneur at the early stages of
uis development does not alvays understand that he must budget
for such items, or the charges occur during periods vhen his
trade and income is lov. If the leasing purchase scheme is
properly arranged the monthly rental paymert covers not only
the repayment of the origin 1 capital cost but also a contri-
mation to intereat or fimancing cucrges and contributions to

{nsurance costs and to maintenance costs.

e



119 The risks are ol course minimised \iere the machinery
and equipment is leased to an enterprise vhich occupies
premises on one of tihe industrial estates operated under the
programme, due to the fact that the usaqe of the maciiinery
and equipment is constamtly under supervicion and the
technical and business management services can help the enter-
prise immediately it is seen that the machinery and equipment
is being misused or istanding idle. In these cases the
deposit figure may be lower because of the reduction in risk.

120 In the case of the very small scale enterprise vhich
Mmay be not much more than 4 one man Lusiness the requirement
may be for handtools ratiier than for machirer and equipment
and it is quite possible to have a very simple schieme of tool
hire vhere the ortisan can ront his tools on a day to day

basis but such a scheme is onlyreally feasible, vitaout extremely

high risk, vhere there are a number of artisans or small
entrepreneurs in sufficiently close proximity to the tool
renting centre vho are able to drav their tools each morning
and return them at the end of the dav.

121 As an alternative to, or in addition to the leasing
purchase scheme, a straight forivard plant hire scheme can be

& valuadble method of providing assistance to local sntreprensurs
in certain types of trades. This type of scheme operatec

where enterprises vithin a certain category of industry have

4 need to be able to obtain the use of plant or equipment at
dispersed intervals., One particular type of industry wvhere
such a sciiame is necessary is the tuilding industry. Small
scale motor repair industries may .have a similar need to be
able to hire a break-dowm vehicle.
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XV, WORKING CAPITAL PROCURLEMELT

122 Generally 5peaking, and p, oviding that the other {orms
of financial assistarce have been made available to the local
and small scale entrepreneur, there should be comparatively
little need tn provide the small scale enterprise with
working capital in the fomm of cash, It isa very unlikely
that the man who has no cash available vill ever become a
successful jndependent entrepreneur. If he has any real entre-
preneurship spirit he vill have saved some money be’ore
contemplating the establisiment of uis own business - at
least sufficient to maintain himsell and to cover outgoings
until the husiness becomes operative and produces an income,

123 It vould be normal under the machinery and equipment
leasing scheme to allov a grace period of, say, three months
before the ‘first payment becomes due so that the machinery

and equipment can become productive and returns can accrue to
the enterprise before any payments have to be made, The
material procurement scieme can provide for credit cor the
small scale enterprise if there is a need ‘or heavy purchasing
of materials or parte for a particularly large order or
contract, Howvever, there are nveeptions and it i« necessary
to congider other POssibilities whereby the financial problems
of small scale and local enterprises can be relieved. These
may be alternatives to certain of the schemes vhich have already
been examined or they may be supplementary to these other
provisions,

124 The first Possibility is the establishment of a credit
guarantee scheme, vhich, amongst other things, may reduce the
necessity for the materials and parts procurement scheme as
well as the leasing purchase scheme, althoush it can never

vholly replace sucischemes,




124 Tie intentions oo a ¢ edit Marantee sC o eme ape to
assist t.e loc:l arnd .ul. S ale eontreprogcus Cublain
normal commerc:ial -redi! umtil such time as Lisg status and
and credi’ “ortiireass jave been tuilt up to ihe point

aere tie enterprise is acceptuble for credit by comme: cial
suppliers, This type o7 sclhere 18 particularly appropriate
in the less developed countries 'are tae availability
of finances iz insu‘licient to establis a full scale raw
materials procurement schieme and sufficient manpower and

expertise is not availahle to operate such a schenme,

126 By paying a modest premium, the local enterprise is

able to obtain a polic of insurance vhich insures his suppliers
against the risks of 7iving credit to the enterprise up to a
specified amount, Suel a scheme may include credit insurance
vhich covers tl:e normal commercial bonks vhen extending overe
draft facilities to small scale erterprises, Furthermore,

sur', a scheme has tae potential for assisting traders and
service type enterprises and also ‘op providina assistance to
small scale enterprises where there 1s no possibility of
grouping their buyiny needr wit: ot..er similarly based
enterprises to make a joint rav materials and parts procurement
scheme a valid propesition. It is possible to shov that with
4 reserve fund ol the equivalent of £20 000 it is possible to
induce credit from commercial suppliers to a tota’ value of at
least the equivalent of £100 000 or even more. Tie credit
insurance scheme ias Surtler capatilitierof assisting small
scale and local entrepreneurs. 1In most countries there is a
requirement for a performance guarantee befope a Government
tender is avarded, Particularly in the cage of building and
coamstruction contracts or service and maintenance contracts.
Such guarantees may also be required by private large scale
organisations vhere contracts for ancillary supplies are placed.
Unlike the larger and wvell ectablisned firm, the small scale
local enterprise has little hope of being able to provide the
banker's guarantee ich is normally called for, and the credit

insurance scheme can {ill the gap.
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127 Another valuable method of providinc assistance 1s the
establishment of 4 Rills Discounting scrneme. Ir many
countries the ~mall scale enterprise cannot afford to involve
itself in Government tenders iimply because the Governmental
Paying procedures are so slov and the resources o. the small
enterprise so small tiat the enterprise cannot continue to
operate vhilst it is vaiting for bayments vhich are due.
Even larger private huyers may demand six to eight veeks'

credit or require that the suppiierallows a substantial early
payment discount, When the enterprise becomes involved in
@Xports, and this may happen quite early in the career of a
handicrafts production enterprise, direct sales to overseas
buyers may only be possible if Casi Against Documents verms
or, even, Documents Acceptance terms are alloved by the
supplier, With a Bills Discounting scheme the small scale
entraepreneur passes over his invoice or bills payable to

the scheme vith the necessary authority that payment is to
be made to the financial institution ‘operating the scheme,
and he is advanced 80% of the value of the invoices or bills
with the remainder to be Paid on collection. The scheme can,
in'the interests of small enterprises development, afford to
operate on a small service charge to cover operating costs and
bad debts,

128  There is a morc sophisticated arrangement vhereby the
financing institution participates in the equity capital of
the enterprise., It is a method of encouraging the establishe-
ment of locally ovned and managed enterprises in the least
developed countries i:ithout vaiting for progression ’through
all the stages vhich are depicted in the diagcam vhich has
been presented earlier. It iz an arrangement vhich is

especially suitable vhere the economy of scale requires that
the industry must be established at an advanced level or vhere

there may have to be a lairly long developmental period until
the enterprise becomes fully viable. In such a case the




financial organisation ta¥es shares in the

equivalent to the value cf the machinery and equipment and/
or working capital which it pr

enterprise

vvides, or it may ;rovide
part of this contribution as loan capital and

The enterprise benefits in that there are no commitments to

repayments, or there are reduced repayment commitments during
the working up stages,

part as equity,

When the enterprise becomes profitable

and dividends are declared the financing organisation receives

its share of the dividends in cash andg the contribution ig

recovered over an extended time period. The local entre-

Preneur(s) receive their share of the dividends by the transfer
to him (them) of shares of the appropriate value from the
financing organisation so that there is an eventual trangfer of
Ownership into the hands of the private entrepreneur(s) vho

helped to initiate the sroject, Obviously, safeguards have to

be made by agreement or by endorsing shares with different
voting rights to protect the interests of the financing organis-
ation after the majority equity shareholding passes to the
control of the private entrepreneur(s),

123  Provided that the financing organisation has the manage-

ment resources available to it this method Of assistance can
even be carried to the point whepe the whole of ti: capital is
previded by the financing organisation with the shares being

disposed of gradually to workers in the industry as they become
capable of managing the enterprise,




XVL MARKETING SERVICES

130 It is, of course, part of the work of the pre-p--iect
service to investigave the market potential for products

which it is proposed should be manufactured by small scale
enterprises. It is onc of the functions of the business manag:-
menttraining service to train the entrepreneu:: to improve his
marketing techniques. But the need to accelerate the pace of
growth of local entreprcneurs requires additional and very
specific assistance. The problem of smaller enterprises being

unable to obtain ancillary supply contracts or Governmeat

tenders is only partially overcome by the provision o’ credit

or performance guarantees. The production capacity of the small
scale entrepreneur may not be large enough to enable him to
satisfy the whole of the requirements of a Government tender or
large private buyer, and neither in the case of Government nor
the large private buyer is there a wvillingness to subdivide the
total needs and issue several orders opr contracts for the same
item(s). The solutiom can be found if the organisation which is
responsible for providing assistance is also capable of contract-
ing to supply Government orgariisations and other large buyers and
then sub~contracting the orders to i number of differont small
scale producerss If such a contracting service is ava..able there
is less need for a credit guarantee scheme as the organisatiom
respansible for operating the contracting service has sufficient
status to avoid the requirement for performance guarantees. The
small enterprises' needs for working capital can also be relieved
because the contracting service can buy the raw materials and parts
and it can make progress payments to the enterprises,

131 A typical example might be found in the case of a Govern-
ment tender for furniture for a new school. The contracting
service tenders ar.d obtains the contract and then places sub-
contracts with one enterprise for the desks, with another enter-

prise for the chairs, with another enterprise for the blackboards




and easels, vith anothuer Mmterprice for the cupboard:, etc. atc,
In other cases it mey enly be o case of subcortracting by
dividing up the total order for the same item smongst two or
three different enterprises proportionately according to the
capacity of ecach of the enterprises, and in such cases it doas
mean that even the very smull scale enterprise wvho would have

no chance of participating in Government orders on his own can
share in this business,

132 As Govermment is the largest buyer in many of the less
developed countries this is an important £rm of assistance. The
possibilities of organising and operating such a contracting
service are considerably erhanced if the enterprises are
gathered together on a functional industrial estate with a
common facility service centre which car. undertake quality
control,

133 If the small scala enterprises have any capability of
exporting their products, as may b2 the case in handicraf+gs
production or in hand-made ang nandprinted clothing, it is
certain that they wiil need the assistance of a marketing service

which can ensure that packing and shipping arrangements apre
properly executed and that the export documentation is properly
attended to.

134 The marketing service also has the responsibility for
participating in trade fairs and exhibitions on behalf of all
the small enterprises which have products worthy of exhibition.




XVIT. CSURUSTURING LHY SL00RAME™ OF ACCISTadny

135 Ac will le scen, the necd L3 2or a comprchensive arnd
properly intejrated progrimme of assistanca and there are
many Aifferent aspects o2 issictance which need to be provided.

Although it may appear, at first sight, tc be aa impossible

task to assemble 4ll Liiis recessaly assistance a muaber of the
less and least develcped countries have done so and have
aciieved substantial rasults. Vairious forms of assistance can
be provided by th: same officers or experts and a programme of
asesistance can be established and can operate smoothly if it
is sufficiently streamlined,

136 The order in which “he various nezxds for assistance nave
been considcred is not accidental. re-project advice and
guidance, training, 21d Governmental policy formulation are all
pure develcomentesl ac.ivities wvhich are the responsibilicy of
Governmenit to provide and finarze frem public revenues. (1t is
possible that, at a later stage of development, the more advanced
local enterprises could bo expected to defray costs of the proe-

project consultarcy services provided to thenm).

137 All the otaer fcon~ of ..ssistance are directly related to
rroduction and profitability of the enterprises and it is o be
expected that the finances which are miade available for these
various scheies of cssictance should replenish and, even, augment
taemselves. MNo di:ect firnarcial subsidisation is advocated.
Subsidisaticr is limited to subsidisction of iaow=houe Admittedly
there may be scmc hidden el=mant of subsidisation by reason of the
fact that the Goveran>nt may have available to it loan funding

for the programme at loag terr and minimal interest cates and can,
therefore, provide finunciul assistunce at more Pfavourable rates
than the entreprenevr would be abtle to obtain froua commercial

lending and finwmcing o, rces.
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138  The assistance prougramme ic best organised by establishing
two separate but parallel and ~omplementary unitse The first of
these is to be respensible for administering those aspects of

assistance which are concerned with development and training and
vhich are financed from public revenues,frequently with assist-
ance under an international or bi-lateral aid programme, The

other unit, which is tc be concerned with the administration of
those forms of assistance which have direct Pinancial comnotat-
ions, and which, as in the case of the raw materials procurement
scheme and the contracting service, are involved in business

contracts, is preferably organiced as a private limited company.

139  One of the objectives of this dual issistance arrangement

is to enable funds provided for training and devélopment to be
kept separate from funds provided for financial assistance,
Unless there is such a segregation it may be found that training
is not being properly carried out because the funds are being
expended in the provision of financial assistance or, alternstively,
funds which were intended for financial assistance are being dis~
bursed in training and developmental activities. Purthermore '
unlegs there is a clear cut division of responsibilities, it may
be more difficult to obtain the financial and other assistance
which the programme needs. In a number of cases the aid vwhich is
provided by international and bi-lateral aid agencies is
specifically keyed to training and developmental functions and
such aid may not be provided where there is a possibility that it
may be dispersed in the form of financial agsistance rather than
in covering training and developmental costs. On the other hand,
& properly organised and orthodox financing company which is fully
committed to the provision of financial assistance on a business-
like bads, and wichout any requirement to disperse its funds for
activities which result in no direct financial accruals, hasg

Opportunities for obtaining Ffinances €rom orthodox lending
institutions,




140  In this conceplion oi duul institutious the local
entreprenear Vho requires assistance ic bhourd to approach

the training and develormental institution finct. Only if this
institution approves of the project proposal as being in tac
rational interest and as beiag capable of being serviced wi
training or, alternatively, na; adequate skills available, is
the application for assictance approved for submiscion to the
financial aid unit, where the project proposal is re-examined

on the grounds of bankability. This arranqgement provides for
check and counter-check in the provision of financial assistance
and guards against the possibility of financial aseistance being
provided as a mecans of favouritiesm rather than because there are
sound economic grounds for such assistance,

141 In some countries the local and small scale enterprises
financing assistance is provided from the main national
industrial developa=nt company but very orften this is not found
to be satisfactory. Tnc techniques oflproviding assistance to
small scalc enterpriscs diffar from the techniques which need to
be adopted to provide finmance for major Industries and the
creation of a specialised firancing institution produces the best
results,

142 It is by no means impossible to conceive of a small enter-
prises financing institution whnich wili eventually be cohtvolled
by the small entrepreneurs themselvess This can be done by
prescribing that the share capital be divided into different
classess Oneswcescful example has 24% of its equity in the form
of 'A' class shares which are reserved for Goveinment, 24% of its
shares in the form of 'R' class share. which are reserved for the
local development bank ard 5% in the Fform of 'C' class snares

vhich are reserved for local entrepreneurs. The 'C' class shares

are not Issued immediately and i the initial s.ages of operations
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the company is entirely controlled by the 'A' and 'B' class
shareholders, However, as local entrepreneurs gain a sense

of respansidility they are allowed to buy shares in the

campany which has been established to assist them and,
eventually, they have the controlling shareholding in the company
vhich prorides them and their cantemporaries wvith assistance.

143 It is a typical complaint that commercial banks in the
developing countries are unvilling to make loans to small
scale local entrepreneurs. There is a good measure of justif-
ication for this complaint but the reason for this wvillingness
is not 30 much a matter of discriaination agains: local enter-
prises as the lack of staff to process a large mumber of sma))
lean applications and, also, the necessity to require security,
vhich the local enterprise canmnot offer, in order to protect the
depositors' interests. It may well be found, however, that the
commercial banks will provide funds to assist small sale looal
enterprises by providing bulk overdraft or loan facilities to
the financing company so that the financing company can extend
assistance to the individual small scale enterprises,




XVIII, THE TECHNICAL ASSISTANCE CONTRIBUTION TO THE PROJECT

144 Most of the least developed countries have an understanding
of the importance of iuitiating programmes for the development of
small scale and locally owned enterprises but are awvare of the
fact that they do not have the expertise to launch a succesful
programme and do not have manpower available with sufficient
experience and qualifications to provide the assistance which
small scale local enterprises need.

145 The expertise which may be provided under a UNIDO programme
of technical assistance for the purposes of helping ane of the
lesser developed countries initiate and implement such a project
vill, of course, provide advice and guidance and training directly
to the local entrepreneurs if called upon to do so., However, this
is not the real function of such expertise. The real function of
the experts vho are provided is to t-ain local officers who are
assigned to the programme so that they may become experts in
providing advite, guidance, training and other forms of assistance
to entrepreneurs and potential entrepreneurs within their own
country. There is no better way of doing this than by assigning
one or more local officers as counterparts to work with each
International Expert so that they can learn from his example.

146 The canception of the internatimal expert as being restricted

to a purely advisory r8le vho needs to have a local counterpart
capable of assuming the respamgibility for the project or for
specific administrative functions is not correct. It is possible
for an expert to be assigned under OPAS arrangements if the
Government feels that no local officer is available wvho has the
necessary experience and qualifications to assume administrative
responsidility for the project or for a specific section of the
project. Under the OPAS arrangement the intermational expert 1is
assigned to #ill a post which has been provided for in the |
Establishment of the Ministry which is respomsible for the project.
The expert is paid by the Government the same salary and allovances
as would be paid to a local officer in the same post whilst UNIDQ/
UNDP pays the remainder of the salary and allowances which are”
necessary to attract a top level international expert. In such

a case the international expert is recruited as an officer of the
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Davelop2d Cowitrias and 1% may be considerad that G.ly a very
modest and very gradeal prograwne for tho dcrselopment of laecal
enterprices can Le affopred. ‘hen there zre two or three or

more least developed countrinc writhir rewsonable proximity the
pooling of availahble aid can help to accelerat2 th2 preoject
development, (ountry *A' wun, Jor instance, .equest the services
of two technical erperts n wooduorking aad leathercroft industries,
Couniry ‘B' cun requec: two oypacts in, say. metalworking and

chemical prodicts {such & scap making and disinfectants and other

houschold products)s Cam:tr; 'C' can reausst two oxverts in, say,
ready made garrents opd snali scale plastice industries, The

two experts r Couantry 'A' zan ca ' have throu counterparts, one
from country 'A', wn: fron Couantry 'RA' and one Sroa Countr 'Cle
In a similar fashion tihe cxperts in comtries 'B' and *C' can have
counterparts from .ne stner two countries asz willi as counterparts
£rom the country to which (hey are assigneds Althoush each pair
of experts is ecsemtially cccupied with the develiopmant of the
type of industry with vhich he is concerned in the country to
wiaich he is asszigned he can make “he occasional trip to one or
toth of the other cwitrias to kelp with praparatione for expand-
ing their programmas to include his particular type of industry.
At the end of thir assignments in onc countyy the experts can
move dver tOo one of the other zscuniries having aleeady prepared
the ground amd having alrzady trained a comterpart and they can
still L=< available to pay occasional visits to the country which
they have left in order to £cllow up and help ro ru.intain the pace

of tre project,.
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148 It is by no meanc impossible that the rfinancing companics
of two or three countries can also be interlinked through a
hclding company which, becauce it is representative of two or
thrce countries moy have greater access to funds than the

financing institutions of individual countries would have.

149 Technical as:tistance under the UNIDO programme for the
development of small scale enterprises is by no means limited
to the provision of experts. It is normal when & long
term expert is assigned, for provisions to be made to : supply
also the machinery and ecquipment wlich he needs to enable him to
provide adequate assistance t» enterprises within his field of
expertise, Most, if not all of the machinery and equipment
which is needed for training and common facility services caa
be provided in this way.

150 1t is acknowvledged that local officers who serve as
counterparts to experts need to be provided with additional
training and need to have an opportunity to see more advanced
methods of production or management in operation than can be
famd in their own countries. Therefore provisionsare made for
fellowships to defray the costs of travel and training in
overseas countries for such counterparts who show promising .
results after tutelage by the experts. Fellowships may also
be madc available in cases where there is need for an officer
to receive special training and where an expert cannot be assigned
of where there is a course or seminar of special interest and
value to the programmz.

151  For the purposes of carrying out an initial survey and
helping to identify the parameters of the project as well as to
draw up the project memorandwm and the assistance request, or for
special cansultancy activitiesin supplementation of the main

programme, short term cansultancy missions can be provided. In
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the latter case trese may be Uinaneaed under the pProvicions

of the UNDI/UNIDE Special Inuirisl Seesioa, rrogramme of
assistance, provic.d that t . pooind ool o Jnnultancy
mission is rot tonger than 3ix months. Ta . method of
financing is additiwss w wny funds which are allocated under
the I,P.I'. or under the UNDP Special Frograme of Ascistance
for the Least Developed Countries. Arart from assistance in
the carrying out of the original survey for the purposes of
ider.tifying the needs and possibilities for establishing a
small enterprises cevelopment programme, the particular fields
in which assistance under UNDP furding tarough UNIDO or one
of the other specialised agencies of the UN family may be

provided to any ore of the least developed countries include:

a) The drafting of legislation for tae purposes of
fostering local enterprises developmente

b) Carrying out surveys of local raw materials potentials
as the bacis for small scale and local enterprises
development.

€) Advising upon the sources of finance for small and

 local enterprises development programmes and upon

the methods of establishing financial institutions

for the purposes of providing assistance to small
scale and local enterprises.

d) Planning of industrial estates

e) Industrial extension services,

£) Common facility services.

g) Inter-scale liaison (i.:. conversion by small

enterprises of materiale sroduced by large scale

units; small scale erterprises cub-contracting to

large scale upits; utildisasion of large scale industries

wactes ana by-products, etce)
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h) Marketing and export promotion of small entesprises

products,
i) Establishment and operation of demonstration plants.

152 The programmej of assistance for the development of locally
owned and small scale enterprises which are operated by UNIDO
and other specialised UN agencies are financed from a number of
sources, These include the Regular Programme of Technical
Assistance financed from the United Nations Budget, the UND?
I.P.F. the UNDP Special Programme of Assistance for the Least
Developed Countries, and thdvoluntary contributions which
provide the financing for the S.I.S. Programme. In addition,
programmes can be financed from Funds in Trust which are funds
which are deposited by a Government with UNIDO or one of the
other agencies for specific projects or for the provision of
assistance to specific countries for pre-determined projects.
It is the responsibility of the expert who is assigned to assist
the particular country to plan and programme its policies and
needs for assistance in the promotion and development of small
scale and local enterprises to consult with the agency fram
vhich he is assigned in order t> advise the Gover: ment which
are the most appropriate sourcus of assistance,

L e oo e

E
:
5




s




