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Inriag the {ifties and early sixties 1t was Lelieved
that tadustrialisc:iun neld the key to econcmin growth
and development ir less Jdeveluped countring. It did ne+

takes too loap to remlise that tnductrialisaticn per ne

could nov deliver the goods; developmerc of agriculture,
which previded employment sud & meaus of livelihood to a
vast majoricy of the labour force, was therefnrs racogniced
as eesential. JFurther, it was soon diascoversd that
industrialisetion, notwithstanding the inplied structural
transformation of the economy, couldmt involve the masses,
directly or indirectly, in tus development precass; in
other words, the industriallantion procens tended oo by-pass
the people. particularly those in rural areas whc were
supponed to bonefit througn vrpanded employmen® and income
opportunities. This in tum focused attention on rursl
deveicpm-nt In general ny a meense of achiieving voth growth
end equity objectivea. While the rew agricul turel
technology cemoining atgh ylelding varieties of graina and
fertilisers provided some opportuniiies for grawth in

income and euployment (i rural eccwnp of wany developing

countries during the tate uizties and eeriy seeveniies, it
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ie becoming inoreasirgly apparent that rural non-farm
activities nust also gay a crucial role in raising the
incomes and levels of living of tne rural people. This
realisation ig not only due te the inelastic supply of
rand and tne {nability of sgricul ture to abtsorb much of
the labour force increases, btut alao to the mability of
the urbsn-tase. industrial sector to absorb amuch labour
for @ variety of reascns inctuding ne hagic 2upital
intensity in production.

Among the rural non-ferm activitima, the most
important is of courae the rural incustry. To promote
rural industrialisation through transplnntation of hitherto
urban-based :ndustries in rural areas will be a serious
mistake insofar as they fail to absorb the rural labour
force and involve them in the developmert process, If
widespread parilcipation of the peopie and generation of
employme:it and income spportuiities in “he rurai areas
are tue criterie, tren it {s obvious that tre nature and
content of a rural industrialivs’icn pregranme will have
to be completely different fraor hose of urban- based
industrialisation programmes i xvhe patit.

Any industrialisation nrogramme for the rural areas
musi recognise the folicwing fcatures of the rural sector.
Firet, the lavour force in the rural areas typically has
fawer years of schooling compared to the urban areas;
in fact a substantial part of the rural .sbour force is

illiterate. Whetever sk!lls they pnesesa have Leen acquired
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through en info ruel trulning avatam; and the skills they
posgass are rulativeiy almple. Thoue features ure in
warked contragt to thog> of vrunn areas where the labour
force has corparatively "yer leveln of schooling and
skilla; technocrate with taohnfon) kiiow-inow sre relatively
exny o find.  Anctiher Ceature of the rural setyr ig that

the bulk of the labou. iovres 14 alsc vary poor and hence

d? not ponuera the mintiunm necosaary secd capltal to
eatablieh enterprinue on Lhair cwn on s viable scale. |
Unlike the urban geelur, tne rural sector lacks the
necessary linkagca with e racke to and wild the technoloygy,
orodit, training ani extensior gsorvices institutions. The
eucoess ¢ nny ruvei Incuotrislisation rogramme will thus
depend on the extant Lo mieh it rocognises thesa factors.
The factors Goseribad above Inply that the rural
industriee proponscd munl necesenrily be based on siwple,
though more 3dvenocod than the traditional, technologies
and simple akille. it musat nlso b or esmall scele for
the eimple reason thnt the viganieations) and manageria).
ekille roquired for iarge arale vne "Aation mre geuerally
not availaole {in the rur4f ssctor. 1n view of the absence
of aprpropriate linXogea, gueh industries muat have 8n
little dependenca asg Praihle on the rest of the e conomy
0r the nereespiy Y1aka e aust by croated.
The laest point anhsve implieg b ot rural induntrinli-
sation must Largely d2penc on what is avallalle within the

rural sector, PFor e EMpic, Lt must larpely depead on the
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resources that are locally available rather than on
imported cor urban-bvased ruw ne'erinla. Likewise it must
depend on such technoingies and capital equipaent which
oall for vary little exteirnl ‘np:t fu the foir ol
maintenance and repa.r services; ir other words, it she 14
be possibley t» provide such supporting services locally .

In Verms of vorward linkager, t-e market for their products

must ve mainiy ivcal {rou v..i. .. Le furel cectol, anleua
appropriate market linkages ar: establllehed through suitavle
infrastructural, transport and institutional facilities. *
Once a tareshold level of industrial development hae Leen
attained in rural areau, it will of course Le posgibdble to
gradually relex these constrainte and integrure the rural
industrialisation activities with the reut of the economy.
What are tne aciivities which satisfy the atbove
eriteria¥Y Wirst. there are 4Lita activities which have o
backward lirkege to agrisulture snd relatec activities.
These include provisicr of inpute for the produciion of
agricultural and related proaucts, e.s., farm imnlencnts
and toois, irrigation squipment, couceruction waierial
for irrigation worlts, transport equipment for arning,
fiehing rets and boats i¢. rishing, tovis snd lwplements
for forestry, plantations, etc. and other supporting
services. The gsecond category inrludes activities having
a forward linkage from agriculture uw.g., processing of
agriculivral, 1 oreatry and related producta like _rain

milling and grindiag, oil crushing, sugar menufactaring,
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fish proservation, pressrvation of fruits and vegetables,
menufacturs o dasry products, bakory products and so on.
Tho third category incladee majiutacture onf a variety of
nousehold consumer soo0ds demunded in the rural arens

@.¢., tertile weaving, uwsnufaoture of ~lothing, furniture,
footwear, utene!ls, lamon, voap,macchen, and the 1ike.

The fonith cctegory comprines preduntion o wen.gam
durable goodr, netaviy for constructicva reloted .uvesrmpe. i
©.g8., manufacture ol tricks, tiles, and flooring materials,

. carpentry, blacksmtthing, manufacture end repal ¢ of

transport equipment and so on. The fifth nnd final
category includra praduction of items baged on labour-
intensive traditicna) teviinology primaridy tor the tourist
market or the expors secter, e.g, 8 variety of haendicrafis
based or hamboo, wood, metal and leat er, embroidery and
other work oi artistic valua “heane a:tivities can
alternntivoly be classified ua thoae d:pendent o local
raw anterlacn, local human ceanuree - including skills, Aand
local nmarkets for inishad produc! ..

Whet 18 the scope for promoting thess activittes”
Obviously it is limited hy tha exte: it o the market which
ta in turn determined by wne purchesing power of the rucsl
maspen, with the axception ot those activitieu wnich aim
at the toudst merket. Nevertheleocoa, the scope for
promoting thece activitiss would seem to be substantial
for the foliowlng rea=cnn. Pirst, technologicul change

in egriculture would seem to have opened up new opportonities

both in the provision of inputs for agricul ture and in the
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processing of agricultural output. Second, autonomous
expenditures on rural development would seem to generate
oconsiderabls demand for goods aud services, partiocularly
in activities linked to agriculture and construction.

Third, a growing tourist market for handicrafte and the
like would seem to generats new opportusrities in rural areas.
As againct the above, a variety of counterbalencing

forces or trends, unfortunately, are in operation. The
first ard foremost are the changes in consumer tastes
and preferences; *he changes arm such that the new pattern
of demard cannot be fully satlefied with the eristing
patiern of production of rnon-.farm coamodittes in rural areas.
/fgaihﬁﬁ gggeiural non-farm sector is unable to respond
fully to such changes in demané pattern either because its
perticipants lack the technical know-how or bLecause they
lack the cepital, skille and rew waterials needad to
produce the new goodc nnd services in demand. To cite
only a few axampies: mi.led rice versus hand pounded rice;
mill made textiles versus handloow textiles; machine made
footwear versus hend mcde footwear aad 30 oan. 1In other
words, the demand base fer the existing iradiiional
commoditier would seem to be in & consiant state of erosion,
without increasing tha capacity of the rura) producers
to produce the new goods and services i1 demsnd. Second,
an important force, related to the above, is the emergenoe
of the urban-based capital-intenesive incustrial sector

which seems to have made considerable in -oads into the rwral
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seotor not only by supplying the now goods and services .
in demend in rurel areas but also by contributing to the
changes in tastes and prefeorencen noted earlier. Thir

force has in fact been soc sirong ns tc threaten the future
of the riral small industrial enterprises. It 13 no wonder
that the rura) sasll industrieli enterprises are unable to
compete with the large u-Lan-based industrial enterprises
evan it the lormer are willing to acquire the technical
know~how and skille to produce tha new commodities in
demand. PFor example, in Sri Lanka, washing soap is
nanufactured by a multinational even though it can be
manufoctured efficlently through lebour-intensive methods
using local rew materisle, namely coconut oil. Other
eimilar examples include matchos, housshold utensils,
textil)es, fooiwsar, agricul lural implaments, construction
materials and sc cn., The forcews undeviying this phenomenon
are not difficult to understand; large indusirinl enterprises
have 8 clear edge over 4o emal) rura) cnterprisee with
regard to economies of mscale, )Jinkapes and access to a
variotly i morkets including imported raw materials, etoc.
Thia raires a mejor policy iscue as far as rura) induntria-
lisation e concernad. Are the nationsl governments of
developing countriea willirg to impore curbs on the urban
based large industrial enterpriuns and slso to provide

the nocessary hulp and asasistance to the small scale rural
industriec to enable them to acquire the technical know-how,
skille, cradit, otec. (2 order ti produce those '"non-

traditional" aommodities? Ancd §f =n, how cen such o polioy
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be implemented? And to what extent is implementation
fenible?1
The third impsrtant trend originates from the changing

market forces; for example, growing shortagee in key raw
;;;;;;ala have tended to increasse the relative prices of
traditionally demanded goods and services based on such

raw materials. As a result, there has been some shift
away from such traditionally demended gcods and services
tnwards those osased 91 modern substitutes and produced bty
the modern asctor at much leas cost. Exanples of this
include growing shortsge of leathsr, wood, metals including
brass, aluminium, ircn and sc on. While no one can blame
such subsastitution, or even Justify it on efficiency grounds,
it doee raise u problem for rural snall industries, insofar
as such modern substitutes for traditional raw materials
call for new and stronger linkeges with the modern sector,
new skills and produotion techniques snd so on. In uany
cases such substitution haen uede obnolete (e exiating

skills in rural areas.

Any rural industrialisation programue must recognieo

these subtle factors if it shouid prove to be viable and
sustainabls in the long run. V¥hat this means {s that the

rural industrial enterpriasse munt “e equippsd %o produce

lIf China has succeeded in ita rural industrielisation
programme it is primarily because of inusuleting the demand
pattern and allowing it to change only to the extent that
the local piroducers are able to respond.
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non-traditional itemo for whioh the demand is growing in
rural ereas which {n turn inmpiles not onty the provision

of a package of varfous kinde of apalatance but also
ereating @ policy environment fuvourable to the rural
producere. The empisais on the production of non-tradltional
ltems uleo luplies laying the foundetion for production

of goods snd servioes thati are demanded by tie urhan or

the axport sactor. The comparative advantage of the rural
sector in thio regard lies i 1te access to cortain
indigonous resources, such as rubber and presjouas stones

in the cese of Sri Lanka, ard labour in generul. But to
promote the production of non-traditionsl items in mrul
groas also places © heavy burden on the di scovery and
diffusion of apnronricte technologien. Thus, for any rursl
industriulinantion roqramme te succeed, 1t ie nnt only
necessa.y tn inject L“ochnieca: kuow ow, tew skillas, naew
linkagoas, uew policy envivonment, w~. but alBe to nreate
eppronriantle institutions for generayng and diffusing the
tochndogies needed. On top vf these t18 of courae the

task of libereing the rural small industries fron various
institutionel conmtroints which yestrict their incomp
earning opyartuni tiee one way or ancther, Hen-r the
appropriete forms of organication of srursl smal iundustries
also deserve ~injer scrutiny. ["iually, there i8 ulso the
problem of competition from large industriul entergrises
for products that ars developed specifically for emall

rure) producers. {or exempie, tine Department of Smell

Industrioes in Sri Lerka developed a few products for the
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tourint market to bte maniafactured bty rurol small enter-
prises exclusively; bus i1 ok cniy a few months for large
commercial enterpriges to cor,y Shin produnt and flood

the mark~t ocnce the morkat fol ruuh producte was proved.

How are we then gelug to protect the interests of rural

P g
-

amall inoosted

(s

Tewarde 8 Srreteay for iural ladustrialisatinn

It follows from tne above ti.nt the firat task in
developing a strategy for rural industria’iesation is to

idertify the emerging patwern cf demand for non-farm goods

and services in rural arcas and ccmpare it with the
traditionsl pattermn of supply. The ascona step will be
to trace the origin of such chenges in demand pattern;
and assess the extent to which sueh changes in demand are
actually met by rurzl preduce:rs themeelives and Ly the
urvan based indudgrial sector (or jmgorta). The third
atep will be to i1duntil the constrati;!a which inhibit
the rural industric’ caterprises feca fully responding

to the changing demand pattarn. Ia prrticular, it will
le necessary % e&xamine the roie of packward and forward
linkagen, the acce. s to new gkille, tecnnicas kncwy-how
and cew tocls and egurinent and raw matertals, and the
role of policy envircnment in promoting rara: industrig-
liaation. 1In other w-rde, {t will be ngceasary to identify
the factors which zurrently prevent or deter the rursl

small industries f{rong diveraifying their products.
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Porailel ¢5 the aunvn, 4t widl alen be necessgary to
examine the sxtenl 1¢ whioh t'.e rm-ral industrial pector
cnn, c<hrough nne of indipgerous raw woieriale and Luman
rssourcesg, wesl ibe shunger in Jemand ccnuring outelde the
raral areap For axample, Lnie will inelude produotion of
labvour-inteinive cormodities for axports and labour-
interi<tve jotermediate profdustg for industries. Of courea,
it wili alac be nenzseary to idontify the pre-ccunditiong
such €8 1. nkages reguired for integrating the rural

industrien wiih the rect of the accnery,

In such a airmtegy, develupment and diffusion of
"approprints‘technclepios, tooic and aquipment and skil)
development wi1) hava to piiy A orucisl role in addition
to tue grovisicon of nccessary inputn, credit, and infra-
structure. The atcve in turn fmpliea the creation of an
approprinte instyiationsl *eamewnrk Moo develogping and
diffuntug relevant tecanowogtle s ad tmpariinge Ly ekille
required.  Prow the o!sren . ation poirt of vien, §t wouid
alsn georr neceseary L. axanine inp role ot viiluget verous
small towms with cezard tn the locetion of ruraj ir.dustri es
as well no the rele cceparatives or egiivalant formp of
orgactaavico a) rasyd entarpriues.

One of ne limitaticas of thie paper s that 1t denle
with the quooiton of rural fnduastrislisation in rather
general teirms end hen o what Ly said is ¢inly 8 eet of bastce
nlerantn of a rural tudurtris developmant straisgy. HNegd.

lens to 31y more epaeific elements will have to ne ndded

in order to dsvelop a streteqy for n given coun'rcy situation,
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