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', The drive 1o industrialise has besn an important part of ths develop-
ment strategy of most developing ooumtries. Even the pocrest commtries have
commonly included industrial development high om their list of priorities.
Intustrial development itself has come to symbolise the charscteristié of

being ‘developed’, and considerable resources have already been expended to
that end.

2. A fow countries have achieved notable sucoess within the space of a
single generation in rsjuvensting their economies with « stromg, rapidly
@Foving industrial sector, which makes a major comtribution to their groes
national product and provides sudstantial employment opportunitiee for their
groving labour force. Por the majority of developing ocountries, the indus-
trialised ssctor remains a sodern appendage, grafied onto s traditiomal
somony. Thare is thewefore widespread frustration at the failure to realise
the aabition of transforming these cconomies through indwatrialisatiem.

3. This frustration is also derived from wider conflicts and incemsis-
tensies within developing socisties. In particular, the present dmality of
aeny developing economies has produced a polarisation of intereste between
elite groups, who oontinwe to moncpolise power and wealth, and the majority of
the population who reside and seek a means of livelidood in rural areas. Por
the majority poverty remains an all-pervading, self-perpetusting way of life.
In addition, exaggerated urdanisation and the conoentraticn of investment in
sainly wrban-oriented, capital-intsnsive sctivitiss have produced a preeipitous
imbalanoce within developing socisties which few governments can ignore.

B Pressures on governments to redrees this imbalance have been greatly
sagrified by an increasing swareness among the majority of the degree of
inequal ity confronting them and the prospects for its amelioration. A series
of demands have arisen which will determine the shape, timing and tc some
oxteat the conteat of future development strategies—particularly the
ceatribution to be made by industrialisation. Firstly, there sust %o an
asosleratien in the rate of development; secondly, policies and msasures
et prove acre relevamt to the meeds of the majority; lastly, there must %
sk wider partioipstion in the prooesses of decision taking, 80 that bemefite
sight de more equitably shared.
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5. The response of international agencies and many governmente to

these demande has been to initiate a ewing in the application of resources .
away from the citiee and ospital~-intensive activities. An incressing share

of the total reecurcee available for productive inveetment ie to be set v

aside for opportunitiee im rurel areas, in order to improve the welfare amd
quality of 1ife of the majority. As yet however, thie re-allocation of
resources has been slow to materialise.

6, Industrialization can make a significant contribution to rursl
development through the utilisation of local raw matusiale and skills, the
provision of employment opportunities and the production of bdasic needs,

and through the sstablishment of linkagee with other sectors of the sconomy.
In order that this might take place, thore nseds to be an integration of
industrial policiee with those of rural development; appropriste institutioms
need t0 be e¢stablished at all lovele} and industirial progremmss need to be
developed based on clearly defined uocio-sconomic objectives,

1. The particuiar comstrainte of rurul areas will seversly circumsoribe
the contribution tc be mads by industrializetion, moet of all in the least
advanoed countries. Firat and foremcet ie the mcale and complexity of the
prodblems involved, given the need for a simultaneous, mlti-ssctoral appeoach.
New tschniques will be required to identify the moet productive opportumnitiee,
and weans found for the release of local resourcee and multipliere. Criteria
will have to be established for the difficult selection of priorities between
rival claims on resources. The limited availsble resources (skille ss well

se finanoe) will have to be focueed on key problems. Secondly, new approaches
will be required to cope with the limited absorption capacity, reluctance to
take riske, and resietance to change in rural societiee. The profound nature
of the changes involved——in valuees, attitudee, skille, and in the instruments
of change-—-all of these dictate a slow and uncertain rate of progrese. There-
fore, if the patience of the majority ie not to be exhausted, s grebter

effort must be made and whatever progrems there is muet Le more vieible and
more equitable than vhat has gone befors.

8. The objectives of this expert group meeting on indusirislisation in
relation to integrated rural development are twofolds to review relevant
experience on the subjsct and to formulate guidelines for sirategies amd




prograame of industirialisation in relstion to integrated rurel developmont .
To these two objectives we will now twrn, first touching on the majer
concepte from which the ieswuse e derived, thea highlighting the sudotamee
of the isemes themselves, and lastly focusing sttention on some of the
iaportient questions for discuseion and resolusion.




SECTION 13 THE CONTRIBUTION OF ANDUSTRIAL IZAT ICH TO RURAL ISVELOPYENT
RURAL IEVELOPNENT

9. A re-ordering of prioritiss within development policies should foocus
attention on the needs of the majority of the population, who live ocuteide

the major citiee and who have bwen largely passed over by the benefits of
earlier strategice. This majority may well exceed 75 percent of the total
popuiation in come developing countries. Thie majority largely depend for
their livelihood on agriculture, and have sdapted their way of life to relative
isolation, low incomem, little access to rescurces, amd very little influemnce
over their future. Their standard of living is low and often deolining; their
quality of 1ife leaves them severely disadvantaged and less able to change
their role without outside help. "heir cultural traditions are stromg and
their eocieties are dietinguished by marxed divisione and dietinctioms.

The pature of rurs} poverty

1C. The causes of this poverty include low agricultural yields and low
productivity of labour. In addition, ihere is increasing populstion pressure
on available resources, and a high rate of absolute and disguised unemploy~
ment. There are poor imetitutioral mechanisme and extremely limited physical
infrestructury and servicee, ac that access Ly the majority to the availadle
resources ie severely ourtailed. The result is that the oircle of poverty is

self-perpetuating and all-embracing. The chief challenge facing the majority
ie merely to survive.

1. Within developing countries, there is widespread variation in the fors
and incidence of poverty snd in ths menifestation of its many causee. Within
the disadvantaged majority in any ome country ‘here ie no homogeneity. There
are sany diverse, competing intersste, varying characterietics and capabdbile
ities, and many different degrees of deprivation. Any sttempt to allsvists
thie poverty must therefore be spesific to a particular country and must
recognise the diversity within that country. PFurthermore, any aseistance
provided should not be merely a palliative; for what is required ie not relief,
but & means of releasing the energy and abilities of the majority and of
mobilising additional resourcse.
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12. It is evident that rurel develepment iavolves s proesse of prefound
change in the society, the cemmmmity, and in the role of the individmal.

It 40 & matter of incressing the opportunitiecs available to the individual
a8 well a8 his meams of utilising them. The sheer eise mmd imertis of the
prodlen, its mature aad oomplexity, are swoh as to éofy all Yut the mest
inoisive and xost ocmosrted attempts to comstruct mew means of livel ihood
sad increasc welfare. Yet the mature of poverty sad the need for greater
equality roquire that the process of change take place on & broad fromt,
taking into acoount the relevamt political, eoomomio, techniocal, imstita~
tional snd humen comsiderstions. Not only is our understandiag of the
nature of the prodlem, ite inmterrelationships and its couses imperfeet, Wt
there ars vooy limited rescurces availadle with whioch to plaa and te inter-
vens. There cust therefors be remsued attempt to identify the priorities to
vhich development rescurces should be applied, to seek out the mltipliors
Wik will posnify amd reinforos the impect of the inputs wailable. The
process of rural development iteelf sust achisve sufficient memsnium Vefere '
it can booonie self-generating.

13. Thess sultipliers vhich can further the progress of rural dsvelep-
sent are of tuo kinds. Ia coomemic terms additiomal investmeat ia reral
areas should inorease the produstivity of labowr by eliminstiag less or nen~
productive tesks and should bring about & better wtilisatien of rav materiale.
It should alto provide increased imooms opportwnities whieh in turn affest
the level of sevings md ocnsumption. The rurel propemsity to seve cea be
m0bilised throuch rurel bemks and co-operetives, while chauges in eensumption
patterns can be exploited Wy rural industries with appropriste produsts. In
seoial tcrma ome of the most powerful multipliers is the profit mstive, te
Wiich rural entreprencwrs will respend given the opportumity, leading thes

to invect their capital and labour, especially where it Wrings inereased
status and opportunities for their ehildrea.

St cionne

14. Paced with the rival olaiss of sush a lerge prepertion of the popu-
lation vho mekko up the rural poor, any eseistance provided sheuld W fosused
where it csm be best utilised and resch those in the greatest need. Target

groups shovld be separated out to reduce projects to manageable proportioms.




Thees might well include such categuries as small and part-time farmers
landless labourers, artisans, as well as the under- and unemployed
(especially the wducated youth). Such groups.might be the direct bene-
ficiaries of particular prujectsy uthers would benefit indirectly through
the furmer's increased purchasing power or throupgh the extra productivity
of their lavour. It ir important to noto that this identification of target
groups and the re-ovrisntation of resource aliocation sccording to thsir
needs is not & onve-nly process. Lach project will require a substantial,
extended cummitment until the targat group in view becomes ulf—nntntning.
kven with the momst successful rural development projectu, disadvantiaged
groups will remein and will continue to emerge. Pricritiee will again have
to be changed to fucus resvurces on new targei groups.

besi needs

15. 'l’he aim of a poverty-focused approach tu rural deﬁelomnt ie the

raieing of incomes and the supply of basic neads (mee paper No.52, pupe 24)
necessiary for a minimum Accoptnble standard of living. Such banic nesds as
improved food and nutrition, clean water, adequate clothing, shelter, minimum
sducation and minimum haalth care have been identified. Lach requires a
radical raform of productive and delivery syatems in order to make thew
appropriate to the requirements and limitations of the majority, However,
without much greater progress towards providing the majority with an adequate
means of livelihoud, so that they themselves become se]f'-supporting and
generate additional resources, improvements in the welfare of the majority
are nut possible. 'Ihe means of removing poverty for ihe majority dspends in
part upon the mobilization of their uwn meayre resuurces and skille; induse
trialisation has a sigificant part to play in oringing this about.

Londitionu for rural chunge

16. The initiatives and conditione required to bring about this profound pro-
cees of change are several. Firstly, thers nesds tc be 2 olear set of limited
objectives for rural development policies based on national priorities for
sooio=economic development, which are widely known and understood. Thome estab-—
lished by Tansania would be an example of euch a declaration of objectives (see
paper Nu.8, pages 2/3;, Secondly, there must be a mtrong national

commitment to rural development which extends down from the very top of




national govermment to the bottom layers of administration at the lccal
commnity level. At this point it 1o opportume to ask if ome of the
prerequisites (and perhaps oms of the limitations of the strategy there-
fore) for the effective implementation ¢f rural developmeat policies is
the presense of a charismatic lesdership, as wae seen in the Comilla
Project Bengladesh (sve paper §o.3) and in the estadblishment of Produotive
Activities Incorporated in Mexico (see paper No.9). BSwch extraordinary
interventions by inflwential, committed individuals would seem 1o be the
necessary cstalyst to overcoms imertia and opposition and to enadle such
rursl development programmes 10 be put into effect. Thirdly, there must
e an effective means of participation Wy the target group of sy specific
programme or project in the decieion-making processes involved. The
project iteelf must provide increased access to resources, incressed
eoonomic opportunities through productive and resunerative employment, and
oontribute towards & more equitable distridution of incoms and wealth. It
10 evident from experience with rursl development prograsmes in Dangladesh,
‘l‘nlintc. and Mexico that only in this way can the energiee and resources
of the poorer groups be mobilised 80 as to imcrease their productivity and
self-relisnce. Lastly, steps will have 10 be taken {0 ensure that

influential minorities do not appropriate the rescurces or the oppertunities
intendsd for the targat group. !

The mador issuss for diseussion whish arise fres thie section inclade’
d1. What kind of catalyst is required in rursl development projects?

42, What are the multipliers available locally 1o magnify the impast of
the limited resources availadle?

Q). Who are the target groupe who take priority in rursl development prejects?



INFTEGRATED RURAL IEVELOPIENT

1. The concept of imtegrated rursl development is derived from the
nood 10 oomoert sectoral policies and programmes establ ished Wy various ,
agenoies and institutions and aimed at rural development's droad prodlems. .
This involves tailoring a policy or programme not only to the particular
requireasnts of a target group but also to take into account other
simlitenecus policies or programmes sttempting to reach that same target
group. As such 'integration’ involves an swarensss, amd & seeking, of
mutually compatible ad reinforoing policiss or progrmmes which mey well
ren comnter to the established pattern of government administration. This
is wemally organised om sectoral lines with specialisation of fumotion end
careful division of responsidilities (see pager %o.5, pages 23/3)).
. ‘ Purthernore, this process of integration should apply within organisstions,
botween their policy-saking and opsrational divisions, as well as detween
different organi.ations, where there is an overlap of interests.

10. - la some developing countries integration includes the ais of meking
society 1ese stratified and more flexidle with wider options fer an incressiang
muaber of the population. As such the comocept goes dayond a oomcerted attempt
to redress the poverty of certain target groups, requiring policies aimed st
Rrroving the gap betwoen urdem amd rural life and reducing the disparity

. botwoen various incoms groups. !

19. The mechanisme for achioving imtegration remaia chesurs. There
are fowr lsvels ot which integration of decisions and actions meeds to %e
effected in order to make & major contribution to the process of rwral
dovelcpment. Thess are: ' '

(1) the setting of the objectives for the prograsme or project
(including the idemtification of the needs and rescwrces of

target groups);

(11) the design of the programme or project and the alloccation of
resources; .

(144) the sanagesent and re-eppraisal of the programme or projeet}

(iv) the participation Wy members of the target growp in the implemeste~
tiom of the programms or project. .

20, The principle that the effectiveness of any co-ordinatiang agemcy is
directly related 1o its political becking snd its comtrol over fimameial
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resources would sees 10 b very pertineant. 3Similarly the typs amd effective~

asse of the plamning mechanisa will also play a major role. A ocemtral ised

systea of planning should be better placed to briag about the organisation

- of multi-ssctoral progremmes sad achieve the most scomomio utilisation of
90aroe resouress according to natiomal priorities. A sectoral aystea of

plamaing has the sdvantage of stromger linmkegee with inplenenting agsncies
and should therefore be more realietic as to what is fessible.

Botton-yp BleORing

a1. One radical suggestion 1o solve the problem of hov to schisve imte-

grated rurel development is that of reversing the normal plamning hierarchy

Y delegating the task of establishing objectives and trsnslating thea imto

projects 1o the 'botiom level', i.e. that involving partioipation W the ;
seabers of the target group itself (see pager ¥o.3). This appromch hes certaia |
distinetive sdvantages. It should dring about a much olesrer idemtification

of 1ocal needs and prioritise emd utilise the much grester peroeption of

local people as to what the obstaclee mmd oonstiraimts to rral developaent

are within o partiocular locality. It should also bring sbout & much mere ‘
effective medilisation of 100sl rescurces, and allow a much fimer division

and meve appropriate spplication of funds than any oentralised aystea of

allecation and disburseseat would allow.

2. Yot many questions about this approach remain unsaswered. 7o whet
oxtent cam it W crystallised Wy ‘external’ influence; vhat ie the framewerk
within which sech decisions are 10 be taken and at what lcvel (regiomal,
provinoial, district or local commmmity ) how ie ocatinuity to be provided
and what are the linkagee with the formal strusture of governmeat) hovw are
the difficult questions of accomntability and frecdom from dias in favewr

of sinority groups 10 be ensured; how are the necessary specialist skills te
be applisd st such a low levelj how are the inevitabla oonfliots of interest
and olaims on inadequate nationsl rescurees 10 be reconoiled?

Arss davelomment

. 23. One important techaique desigred to reducs the oonoept of integrated
rurel development to mamageable proportioms, whioh is already utilised in

o seny developing comiries, for emample India and Tensanis, ie that of ares
dovelopment plamning. While Wwroed objeotives and overall prioritiss ere set at
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national levels, project design ghd implementation is 'locale’ epecific.
This technique has been applied/at both regionsl and sub-regional levels;
different approaches have “en designed incorporating ‘growth pole'! or

more extensive stratsgies in order to foous attantion on a common set of
problems. LEsxperience with this technique has bteen mixed; it ie discrimi-
natory between one locality and the next. It depends for ite impect on the
offactive decentralisation of decision taking to the ‘»rea' lavel, including
decisiona on the allocation of rescurcee.

‘le [N

24, One of the most important issues of integrated rural devalopsent ie
where doee the initiative and major responsibility lie for ‘'intarvention’
ot the local level. Because agriculture is the single most important seans

“of livelihood for the majority of the puor, agricultural development ie

cosmonly the atarting point for rural dsvelopment strategias. Agriocultural
agenciea and institutiona take on the role of ‘lead agenciae'. Education

and health are two other sectors which also on cccasion fulfill this role.

Such flsad agencies'taks on a special significance in attempta to achieve
integrated rural development. - 1t has frequently been observed in the case
atudiss (see for azample paper Yo.52,page 0) that sectoral programmes often
ezist with overlapping interssts and within the same localities without any
co-ordination of projects taking place. This would seam to be particularly

the case of agricultural and rural industrial development programmes,where
periaps the moet straightforvard opportunitiee for an integrated approach exiet.

2%, Several explanations suggest themselves for thie state of affaires

on the asswnption that the agenciss involved are comcerned to pursue and -

develop such linkages, they may not be competent to do eo} or communications

Between tha agenoies may be 80 inadequata as to deny them the opportunity of

doing soj or the kind of criteris used to selent locatione for agricultursl

projecte, and the institutional mechanisme involved, may be such as to sxclude

at the time of {nception any probability of developing any associated

industrial activity in the project area. This then raises two questionss:

what are ths conditiona sssential for any indusirisl devalopment in rural ¢
aress as, for sxsmple, in the Liberia and Papua New Guinea case studies (see

papers No.! and 10)? Are there differing timescalss over whioh agriowltural ¢
and induntrial development actually take place?
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Ellot grojects

26, It has been the practios in many developing countriee to sxperiment
with new approaches and techniques of rural development through the sstiting
up of pilot projects. Witk & large numver of unknowns ou.side the control

of the development agency, the location of the project tends to be care-
fully selected and detailed planning and preparations are put in hand. The
allocation of suffiojent resources (in quality as vell as in volums) and
conscientious project managemeni may bring about significant progress in the
pilet project, given local commitment and eufficient persistence. This was
the case in the Comilla Experiment in Bangladeeh (see paper No.5). BEven
when a pilot project has proved succeseful, there remains a major difficulty:
how to replicate the approach in a large number of differont situations over
the country as a whole. 1t 4o at thie stage that even eome of the suocessful
initiatives fail, us has been the case with the kural Industries Projects
Programme in India (see paper No.4, Armex 1, pages 9/10).

op Q oh arise from this s
W4. What are the mechaniems for the achievement of the integration of rural
development policies and programmes?

5. What is the contribution of bottomeup planmning to rural development
strategies and how can its limitations be overcome?

W. What is the means of ensuring the offective participation of target
groups in the development process?

47, What are the timescales over which it is reasonable to expect signi-
ficant progress with rural industrial isation?

<. How can the difficulties of replicating successful pilot projects b
overocome?
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RURAL INDUSTRIALIZATION

27. T™e contribution of industrialication to rural developmsnt ie a
sultiple one. Its prime contribution must be to increase rural production
and productivity, and thue increase the value added in rural areas and the
availability of goode appropriate to the majority'e needs. It must alsc
provide more onp}oyunt opportunitiee for the majority and increase rural
incomee. A variety of different typee of industry are able to contribute
10 rural development in thess ways. 7The ccale und form of production are
determined by the factor endowment and wider socio-sconomic enviromment of
s partiocular country, as well as the orientation of produstion towards the
sources of inputs or the markete for a specific product.

Sm. g[ peoguotion
28. Given the more limited infrastructure and services available in

rural areas and the more dispersed markets, it is likely that the scale of
production in individual enterprises will tend to be smaller rather than
larger, as in more urdban places. The technology of ths product and the
production procses will tend 1o be simpler and more eslf-sufficient. Henoce
the capital intensity of many rural enterprises is aleo likely to be less,
in keeping with the amount of resourcee available. Smallier enterprises are
also more likely tu be suited to the managerial and organisational ability
of rural areas and will be sasier to incorporate within the rural econowmy.

29, In many developing countries, axisting rural industrial units will
be of the traditional artiean or handicraft typs. While such individual
units will be tiny, collsctively such induetrial activity may well be large
in both output and employment.

». Direct pudlic sector investment in production units in rural aress
has been attempted in some developing couniries, largely for demonstration
purpuses when local entreprensurs were in short supply or slse were slow in

forthocoming. The succese of such enterprises is directly related to their
commeroial orientation,

3. Large~scale enterprisee may aleo be viable in rural areas if they
are oriented towards locally available rew materiale, especially if there
ie a loes in weight or bulk in proocessing or elese there ie a rapid




deterioration of the Vproduoe after harvesting., Such oporations tend to de
mors capital intensive and employ higher tecchnologies, sspecially if they
are export oriented. They may provide rmarket opportunities for other
smaller enterprices to supply secondary inputs, or their waste materials
and wfproducts can in turn form the basia of other industrial activities,
Perhaps the greatest sigmficinca of large-sccale enterprisss is the spin-
off from associated improvements to nfrastructure in the nsighborhood of
such plants.

R linkares

J2. The pattern of location of induetrial cnterprisss norsally shows
osrtain conoentrations in response o ths avsilability and accessibility

of key inputs and services. Industrial snterprises are sensitivs to the
natural centering tendencies within any developing economy. Rural indust>ies
are particularly dependent on their linkages with oentres of economic
activity snd their interrelationships with other sectors of ths eoonomy.
Their development roquires full and careful recognition of their locational
requirements if their long-term viabdility is not t0 bo impaired.

33. Ths location of individual entsrprises is dstermined by a cosbination
of fectors In the case of smaller sntsrprises not the least of these ie
often gy ontrepreneur's own preference for the place wherse hs lives. Other
factors are the oxtent of orientation of produotion towards supplies of rew
materisls, energy supplics, skills and services, and to the market .

M. The lack of external economies ir rural areas aris:ag froa poor
socess tc spacialist services, repair and maintenance facilities, alterna-
tive sources of supply or outlets for finished goods may be such as to
impose sdditional costs on production. The lack of basic services, such a8
& relisbls power supply, adequate communications for goods and information,
Sank facilities, accese to government officials, may well pravant production
of some products in ths more isolatsd rural areas. 8ince such facilities
and services are the function of smsll market towms and provincial centres,

there is a strong relationship between thesc small urban ocentres and their
surrounding rural arcas which must be utilised and strengthened in any rural
industrialisation strategy for thooe areas. This urban orientution of
induatrial production is illustrated by the patturn of traditional industrial
development rfe!‘crnd to in the Kenya case study (moe paper No.6, page 39),

_ which was olosely related to the role of market centres.
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5. The drive to decontralize industry %y diepereing its development
and growth away from the major citics hus come about as a resction to the
excessive urban bias of development sc fur. There ars some limited oppor-
tunities for relocating indusirial enterprisee trom themajor oitiee in
more rural situatione, nlthqugh these are 1ikely to be dependent on the
need for space for cxpu._noh and the provieion of compensation for a lsse
sdvantageous location, Where this dues ocour there may be opportunities
for subcontracting, or the emtabl!ishment of ancillary unite with the
advantages of & transfer of technclogy and managemeni skille which such a
relationship can bring. Uther opportunitiee may exist for redeploying
proocessing or manufacturing activitics nearsr to the source of their raw
materiale in more rural arecac. The majority of rural industriee howevsr
will be new, smaller enterprises established bty local enireprensurs to
sxploit new market oprortunities.

Lmtgm visbility

3. If indumirial enterprises are to contribute significantly to rural
development, they need to be viable in the long term. Uy viable ie meant
profitable and melf-generating in terms of capital, skille and technology.
While it ie difficult to generalise, the kind of timeecales over which one
would lovk for signe of vignificant progress towards long-term viability
are perhaps two years, and for the approach to viability five to ssven
yoars. The kind of indicaturs used to measure such progress by small rural
enterprises arsi the rate of return on capital invested, the ability to
cover v.riable and fixed coete, to eervice and repay loans, and to re-~invest
profits and etrengthen the equity base.

3. Oovernments of developing countriss oftsn come under considerable
presswe to subsidive production costs, either directly or indirectly, and
to provide some measure of protection for 'infant' industries. 1In the long
run such measurss probably create an nrtificial profitubility and may well
detract from their real competitivenass., At the same time rural induetries
cannot be expected to flourish in & hostile environment and some definite
encouragement will be required to nourish their dovelupment. The methods
used for determining the nature and sise of such measures should include
social cost/benefit anslysis, and the use of shadow pricee for factor costs

end traded goode, 80 that these might be seen in the wider sccio-economic
perspsctive.
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8. In the faoce of very limited resources, skille and infrastructure,
developaent agencies in a non-industrislised country may have to oarry
long=ters commitments (perhaps for tan years or more) in the form of
expenditure on training, phvaical infrastructure, industrisl servioces, and
special assistance prograsses. It ie probably not realistic to look for a
self-sustaining rural induetrial sector in less time than that, although
many individual emterprises should be abls to achieve viability and expand
their capscity and employment within that period.

lhe mpiof ispuge ror discyseion which apjse fros this ssoticp are’

<9. Whioh urban centres are to be included within the rural induwetrial
development policiss and programmes?

<10. What opportunities are there for direct public esctor inveetment in
production unite in rural areas?

<11, To vhat extent can industries be decentiral ised through reloocstion and
redepioyment of capacity?

¢12. Over what timascals should one look for an approsch to loag=-ters
viability for rural industries?
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SLCTIUN IT: CTRATEQGY AND PulIcY OPTIONS

19, With such widespread and sel f-perpetuat ing poverty as can be

found in most rural areawy of acveiuvping countries, & pasuive role by
development agencier is scarcely likeiy to be sufficient. !t will not

be adejuute in the face of demands for accelerated development to establish
a favouranle environment for inductrial activity snd to await reeponses
based solely on local abilities and resourcer tc these conditions. Without
a more active involvement, additional rescurces, and sufficient incentives,
little indusirial development in likely to take place other than initiatives
originating with the more awure arid capable ¢rtrepreneurs in the mors
favoured locations. in seeking & more disperced pattern of development,
agencies are faced with well-establ ished and well~-adjusted traditional
economies in rural areas with very considerable inertia and remistance to
change. 1hin situation is aleo 1llustrated by tke situations described in
the Liberia and Papua New Juinea case studiez (pupers No.1 and 10). The
problems in non-industrialised countries such as thece are wheres and how to
begin.

40. The degree and manner in whish s guvernment and its development
agencies feel able to disturb and re-organise the local ecunomy is deter
mined very largely oy the political philosophy of the government in power.
'Uirect assistance to single projects or groups of clients mans state
intervention in the market game. Yet direct assistance is probably the

only way to promute industirial development in rural areas and assisiance may
have to be long lasting and intensive in nature in order to contribute to
the establishment of & physical and economic environment in which an indus-
trial tradition cculd graduslly develop.' (Faper No.5, page 35). State
intervention in the market is however no simple strategy, requiring either
8 carefully-planned system of detailed controls or a flsxibility and
commercial incieivenass which is quite beyond most bureaucratic organisa-
tions. lkany governments in developing countries are reluctant to get involved
in the compiexities of price controls, allocation of raw materials, licsnsing
of capacities, etc. The solution to this problem iz outside the scope of
thie expert group meeting, but the manner in which the problem is dealt with

in practice helps tc determine the kind of policies required for the develop-
ment of rural industries.




Butjonul objcctives

41, Once a comnitment to intorvene actively to promote the develop~

ment of rural indusiries exicis, the major shape of the strategy will be
determined by thie objectives soi at the national level. Pressures of
unemploymont and undcremployment, migration from rural areas into the

major cities, shortuges of foreign exchange, eto. will fix the order of
priorities regurding the oreation of the maximum nusber of job oppor-
tunities, the maximum utilization of local raw materials or the protection
of existing traditiunal industries. 7These broad objectives will require
translating into terms which are readily understood and are applicadble at

the project level. ‘here is a temptation to pile sll the genersl aspirations
for development as a whole on 10 rural development projeots (smee paper ¥o.4,
Annex I, page 10). Such vagueness itself is an obstacle to the identification
of manageable problems and their solution, as well as the measurement of any
progress.

4. The task of nursing an emcrgent industrisl tradition from the
'.'oumt level in rural areas is a delicate ome; the basic policy framework
should be sufficiently flexible to allow individual projects t0 be tailored
to suit the requiremente of particular localities. In this way it sheuld de
poseible to take into acoount the kind of environment to whioh the enter-
prises will have to adapt snd to improve such conditions as far, and a8

quiokly, as possible.

Doligy constrainte

43, A serise of oonstraints on polioies towards rural industrialisation
oxists at the national level. Some are amenable to gradual change, Wt all
Melp to determine the shape and content of ourrent policies. Not the least
of these are the political pressures of epeoial interest groups, such as
traders or large-scale industrialists, which can seversly limit the commit-
ment given to rural development policies by the administration. The period
of office of the administration ocan itself influencs the planning process
and the allocation of resources vhile the political significance of rural
dovelopment strategies will tend to shorten the timescale for the measurs-
mat of progress,

-
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44. "he organisstion of administration, allocatiun of responsibilities,
and distribution of power between departments, and the skills available
within official ogencies will cluarly influence the outcome of any attempt
to schisve an integration of policics and programmes. 'The relationship
betwssn the ability to co-ordinate policies and the control of financial
resvurces is illustirated in the Maxico case study (see paper 0.9, page 30).
The syatem of lucal government and the level of decentralisw. on of decision
taking, as in the Markaz system of Pakistan (men pupar No.4, Annes 111,

page 4), will be crucial to the furm of participation by membmre of target
groups.

45. Tndustrisl policics will uleo have to take into account the regula-
tioni, procedures and controln imposed by various povernment depariments
which may bear much more heavily on mmaller, rural enterprisen than on the
larger, long-entablishad enterprises for which they were originally designed,
broader economic conditions will aleo werve Lo either protacl or obstruot

the development of rural insustries. Tariff levels mand barriers to trade will
clearly determine the feasibility of un import rubetitution strategy. Minimum
wage legﬁlatlon and local tuxes may also affect competitivenees if there are
ngioﬂllv variations or differencen between iowns and the nurroimdihg rural
arcas. The cost of capital, especially foreign exchange, and its avaibility
can alto discriminate ageinst rural enterprises. rew of thene fuctors will
be amenable to rapid or redical change should their impact be udverse, but
they may well frustrate attempts to initiate the development of rural
industries, as is probably the cuse in Fapua liew Guinea (wee paper No.10

and also paper No.%<, page 33). |

&, In connidering the availability of resources in rural areas, not

only should a rural development strategy increase the share of the total avail-
able to the natiun, but steps should be taken to ensure that resources are
recycled in rural areas rather than there be a net transfer away from rural
areas. The tendency tu re-invest profits from rural activities elcewhere is
fllustrated in the Mexico oase study (see paper No.J, papge %),

47. In addition, account will alsc have to be taken of the implications
of policies towards dAifferant sectors of the economy and other institutional
fremeworks. Mention has already been made of the priority which is commonly
given to agricultural development. Thus tl;a manner in which these udditional
resources are organized and utilised will have implications for rusel
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industries. The same io of course also trus of rural initiatives by education
ad health suthorities which are much more likely to function as 'lesd
agencies' than industrial development agencies. 1f such Programmes are

taken as part of the bani. for rural industrial ization, onc of the necessacy
oonditions for integrated rural development will have beun met.

48. Outside of the framework and capabilities of government agemoies,
but of coneideradbls influence in constraining the nature and speed of
progress with rural industrialisation ie the cultural background of the rural.
population. The extent to whioh the local psople are willing to experimeat
end take risks, their willingnsss to meke long-term investments of capital or
in skill soquisition, the sxistence of established oraft skills such as the
working of wood or of metal, will goatly facilitate or hinder imdustrial
dovelopment as in the Papus New Guines cass study (eee paper ¥o.10). An
warensss in the population of what potentially lies within their owm reach,
given the necessary resources and organisation, is a powrful agent for
ohanging the cld order in itself. BExpectations and ambitions cem end will
noed 40 e raised as part of integrated rural development projects in order
te make effective participation possibls. For this reason sducation should

probably e one of the eurliest inputo into a project area in am appropriste '
1{ , B

Brierity_industriss

49. At the policy-making level there must be a olearly defined view as

to Mo kind of product catcgories whiot ars to de given priority within

rursl industrialisation programmes, so that public resources for long-tern
investiment and assistance to rural industiries can be ohamnelled accordingly.
These prioritiss nesd to be established on the basis of resource endowment,
aveilability of raw materisls, energy supplies and skille, and the identifice-
tion of market opportunities. Buch prioritiss can only be promerly estadlished
in the context of considerable depth of underetanding of the local market and
the nature of existing demand. The following of Woth forvard amd backwerd
linkages within the economy to identify a product mix for which there ie s
donend will identify the mein areas for specislisation. Onoe national
priorities have been estadlished they will form & framework for the
orgmnisation of specialised institutional assistance and serve as the

basis for the process of integration betwesn policies towsrds different
sesters .




50, The range of product possibilities for rural industrialisation
progranmes can be eummaristed as fullows!

A. the production of agricultural inputs
B. the processing of agricultural produce
C. the processing of minerals

D. the production of building materials

E. the production uf consumption goods and basic needs items
F. traditional handicrafts

G. the provision of repair and maintenance facilities (including
the production of spare parts)

H. the praovision of inputs and services for other local Snd\utnu
(subcontracting and perhape ancilliary unite).

51. There is a tendency--poseibly inherited fros more industriaslised
countries~-to overemphaeize diversification within developing economies
as a whole regardless of tho comparative advantages of production. This
say well apply to production within different regions of a country as well '
a8 within different ccuntries. Import cubstitution has so far been and will
probably continue to de the starting point for most industrisl development
programmes. There are limits, however, as to how valid this sirategy is
for rursl industrialiration programmes, slthough in the case of low unit
valus goods for vasic needs these are less of a constraint than for the
production of oonsumption goods. ‘

52. 1t is extremely difficult to generalise about the kind of Snduirid
opportunities whioh may exist in a particular rural locality. Some
industrial activity, such as the production of building materials, tradi-
tional handicrafte and the processing of agricultural produce, may slready
exist in primitive forms and await rejuvenation through new investment,

the introduction of new technologiés and access to wider :arkets. GJovern-
ment can favour baeic needs through their indirect taxation policies and
can disoriminate against imports of consumer goode to prumote indigenous
industries, but in rural areas thess industries are normally constrained

by low purchasing power and & lack of effective demand.

53. in view of the uverwhelming reliance on agriculture as a means of
livelihood, many governments regard forward linkage industries such as the
production of agricultural inpute as one of their earliest priority areas
for investment. What is important is that those activities requiring little
capital with an ease of entry are taken up as soun as possible to provide




a base on which more specialized and more capital-inteneive activities ocan
be conetructed.

54. Upportunities for producing industrial inpute and subcontraoting to
other larger, mo:s sophisticated enterpe ses vill largely ¢apend on proximity
10 such jlante. liowever, eome limited opportunities may oxiet for the produc=
tion of producer goods, particularly if thers ie a well-established metal-
working tradition. Such activity in the engineering sector often begine with
repair and maintenance and the manufacture of spare parte.
“hejge of teohpojogy

55. In practice the choioce of technology is often a very limited ome,
being largely determined by what is immediately or most readily available
'off the shelf'. The option of developing new or adapting old technologiee
ie only a long-term, high-risk and high-cost one, although it is ome to
which many developing countries are increasingly attracted. For the shorter
ters it ie more likely that a much greater return would be likely if peiority
were given to increasing awareneee and the availability of existing appro-
priste technologies. Provieion could then be made for the import and
sdaptation of fresh teohnologies from other regione or countriee as well as
the encouragement of innovation, particularly among smaller enterprisee,

over the long term.

1rsdisionsl indystries

5 . One of the apparent options in drveloping rural induetriee ie to
eslect between the developmeni and diversification of existing indusiries
and the promotion and oreation of new capacity. kost established industry
in rural areas will be of the traditional artisan type, although some
eimpler manufacturing and prooeseing activites may have developed as an
adjunct to retail or trading ooncerne. Traditional artisan typs enterprieee
rely on eiaple technologise and manual skille. "here ie often surplus
capacity in relation to demmnd and the enterpriess are ocommonly family based
and subsietence oriented. Production tends to be disorganised, but their
sdvantage lies in their closenesa 1o the market, their low overheads and
their effective adaptation to the rural environment (see paper No.8page 33).
The question whether it ie possible to upgrade these traditional unite

into sore forssl enterprises utilizing more productive technologies ie a
moet important one. There ie conflicting evidence from the case etudiee.
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The Tansania case study eerves to emphanise the present contribution of the
traditional blackmmithe to the functioning of the rural economy and pointe
to the disruption and unsmployment which would result from their continued
decline. The Kenya case study (wee paper No.6) on the other hand highlights
the resistance Yy such enterprises tv change asd intensive assietancs,
offectively poeing a nice dilemma for the expert group meeting.

5. Any consideration of thie i{ssue has to taks into account the large
nunbers smployed in these indusiries. In India the numbere employed in
handioraft and traditional ‘artisan type' industries have been swuoh ss {0
enforoe their protection from cumpetition to which they are vulnerabls at
least in the short term (see paper No.13). If therefore they are to survive,
their skille, their production methods, and their compstitiveness must b
transformed.

58. The cbetacles to upgrading these units are comeiderabls. Not the
lsuat is their geographic dispersal which makes their tdentification
diffioult and any kind of intensive field assistence extremely costly,

a8 in the Kenya Nural Induetrisl Development Programme (see paper ¥0.6, pape 19).
The wnits lack eignificant rescurces, are often very mmall, and commonly
function as combined workshop/retail unite. They produce custom—built
items, often tailored to the customer's requirements with coneiderabls
manual skills. They fraquently lack any kind of sachinery, either powered
or hand-operated. The quality of their goods veriee wildly, often as a
remult of their raw materiale and toocls. Their businessee are not organised
in any formal sense, they lack education and technical knowledge, they keep
rudimentary accounte, and their induetrial activity closely reflecte their
culture and thair way of life. Where they trade their guvods they are
commonly exploited by middlemen.

59. There are a number of poesibilities for providing such traditional
wnits with sssietance to upgrade their production. Improved tools can be
provided, and some division of labour introduced to improve methods of
production} httor quality raw materials and other inpuis can be provided,
including credit where :ppropriate; their products can be improved and
instruction in quality comtrol cam be provided; basic bookheeping and
sanagenent techniques can be taught. The Tansanis and Kenya case studies
challenge the value of some of these suggestions, and the question remains
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sn to whether the majority of artioans will be willing and ablc to changs
the working habits of a lifetime to sufficient extent to allovw thom to
bocome compelitive,

. New entorprinen

60, The eatablislhimert of new onterprives in rural arcns is, however,
no eany alternative, The most oommun problom faving mout develuping
ocomniries is the lack of entreproncurs. Lven presuming the diffiocult
queetion of product ncloction can be natisfactorily answered, the laok of \
resources and skills to establish production i widespread. Therc ie very
1imited accoss 1o relavant technology and tho risks involved in identifying
and mpblytng new market opporiunitien are considerable. The provision of

) offioial agsintance Lo new rural enterprisvos requires the establishment of

. spooial institutionu. The diffioculiics faced by these institutions inolude

those of usseaning the foueilility cf project proposals, a lack of equity
capital, a lack of accepiable securities for loans, and of selected potentis)
entrepreneurs descrving of support. It remuins true that the only reliadle
indicator of entrepreneurial ability is a sucosssful record as an entrepreneur.

61. It would seem from oxpsrisnce in those developing countries such

o2 India with an established small-scale indusirisl sector that omly a
ninority of small ontsrprises realise thsir growth potential sither in
terms of ocutput or employment. Furthermore, incustrisl growth rarely seeme
to be an svolutionary process of gradual expinmionj rather it is akin to a
prooess of rejuvenation, with sudden leapt in output through incroased

productivily and immovation, as an snterpriscs'- greater competit iveness
increases ito market shars.

l’g]m-mkim institutions

62. The extent to which effective policies can be devised to cope with
such divsrse and complsx issues will largely deapend on the efficacy of the
national policy-making institutions. 7The importance of far-sightednese

in establishing well-defined objootives for rural industrialisation has
already been emphasised. There should also be a clear designation of

responsidilitiss for implomentation, and a well-dovoloped system of communi-
cations down the administrative chain.




n3. Hesporieibility for rurai indumtrialisation should probably rest with
a special apency fcr rural development, Tnis rural development agency
should be scparate f{rom ertablished government departments, but it might
well draw on their subatantial skills through seconament of etaff to build
Wp it8 competence in rural industrialization. oven where thio industrisl
component already e¢xista in rural develupment ageicies it is rarely fully
developea and widely applied tu rural development projects. Integration of
policies is provaply nmort effectively preceded by that of institutions and
perecnnel. ‘he rural development agency will require direot accese to the
prime minieter,;preeident and muy even be part of his cavinet officej thie
agency will require its own. budgut 1o enuble it to catalyse uxpenditure by
sainatreum departments through the commitment of its own resources.

04, 1he apex agenoy should be supported by a heavily decentralised
organisation whcse function it is Lo contriouts to policy making, and undertake
programme plamning and impiementation, ‘‘he extent to which the national
planning mechaniem is decentralized will vary vetween countries. Nost
developing countrise will tend to have a mere centralized system. Hural
development requires the greantegt poasible decentralization to serure
adaptation of ctrategies tuv local conditions. The level at which this can

be achieved must always be a compromise according to the vophistication of

the country's infrastructure, the nature of local governmeny and the availa~
tility of personnel with the necessary training and expartise.

68, At the nationai level the kind of working relationshipe which exiet
between the rural developrment ugency and the mainstream guvernment departments
will influence the extent to which rural development policies are put into
effect and are integrated. it is nut anticipated that s rural develupment
agency will take over direct responsibilily for the funstions of other departe
sente with which its interests overlup. Hather that it should, through a-
eupsrior flow of informatiun concerning rursl d:velopment programmes and
projecte, perhups the management of some projecta, and a limited budget for
catalytic inveetmente, increase thLe effectiveneme of thoce departmente’
schemes 1in rural arcas.

66, These then ars some of the issues which arise in the distillation
of policius deeigned to facilitate und encourase the ustabliehment and
develupment of indurtrial snterprises in rural areas, %The kind of




assistance Waich ocan Be provided and the mechanisms for doiag ¢o are dealt
with in the following section.

The_paier isewse for disouseicn which arise free this gegtion ams!

<13, What is the degres to which it is necessary to intervens in the
1ocal eoonomy to emoourage rural industry?

Whet are the prerequisites for rural industrialisatiea?

What are the pelitical/administrative oometraints on rural indwstrial
dovelopment?

et are the most likely pqdm goups for early iavestasat ia rurel

What is the balance t0 de between the promotion of new enterprises
and the development of old industiries in rursl areas?

Now are nmatiomal objectives for rural industrialisation to be set?

Now are the interests of rural indusiries to be represented at the
apex of goverament?




SHCTION IIIs THE CONTENT AND ORGANIZATION COF RUNAL INDUSTHIAL LZATION
FROGANGS

61. Once national objectives and priorities have been laid dowm o
policy framework can be constructed, Specific prograsmes oan ‘be dosigned
scoording to the objectives in view and the resources avgilable within

the development agencies. A wide rangs of measures are availadle sovording
to the needs of particular turget groups and the degree of intervention
proposed.

68. 1t s likely that specific programmes will be focussd on partiocular
prodlems or deficiencies in the rursl sconomy and at the operstional level
will be organined to meet the needs of a particular locality or group of
localities. The first step at the operational level will tharefore be the
identification of a core of priority producte for production ia that locality,
within the broader product categories laid down at national level. The
various measures of assistance and specialist skille required osn then b
orgmised with these in view. :

MOCT PRICRITIES

69. The eingle most important group of decisions involved in the develop~
sont of rural indueiries are those assooiatsd with the selection of products
by rural enterprises. These decisions are among the most difficult for
bvcldmt agencies to influence and to relats to. One reason for this is
thet development agencies are properly concerned with the viability of the
basic unit of productivn—-the individual firm or enterprises. The decisions
concerning product selection bear upon processes within the saterprise

which agencies are lees able to influence directly. A great deal of confusion
and oversimplification of industrial probleme results. Ulevelopment agencies
tend to identify problems and orient their programmes of assistance towards
'industries’ (which are in reality rather diverse collections of separate
onterpriess ); while the root cause of the difficulties may be & matter of

the orgmisation of production within some individual enterprises or more
commonly arise from the suitability of a particular product for its

epecifio market. 1t goes without saying that such more specialised know-
ledge and skille ars required to desl with product-epecific problems, and
understandably development agencies are often ill equipped to deal
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offectively with them. Mach development assistance is imappropeiasts to
Tindusirial’ prodlems as a result.

70, The importance of this product orientation may be sesn with refer-
once 10 the provliem of identifying industrial markets. The establishment
of a set of product prioritiss and ths eubssquent orientation of dsvelopment
aseistance tovards enterprises wvhich make those products is a fundssental
part of the policy-making procese. If such snterprises are to be viable
such decisions sust be taken in reeponse to demand in the marketplace. The
basis of this spproach is the analysie of the present market in ths coumtry
comoerned for various oategories of industrial producta or goods and the
analysis of the needs expressed by consumers, i.e. peasante, farmers,
artisane, industrialiete, housshold, etc. The prime responeibility for suoh
assessmente must rest with ths individual entreprensur, but considerabdble
ingight end detailed knowledge will be requirsd by the development agemay
for the long-term imvestment of public rescurces in bwth direct amd indirect
assistance to rural industries.

1. Thie collection and organisation of market intelligence is quite
outeide the scope of most smaller and rural enterprisea, beyomd their
tamediate neighbourhood. At the sams time it ie not the kind of task
ordinarily suited to governmnt agenciea. There is insuffioieat awerences
among development agencies of the importamce of this activity, arising in
part from their lack of product orientation. bven where this awareness
exists thers ie a great deal of uncertainty as to how to organise such
activity, espscially in a non-indusirialiszed country where the lack of reliable
statistice and market intelligence data may be almost total. This is a
most important issue deserving of careful considerstion at the expert group
meeting.

1. At the operational level ths important task of providing oppor-
tunities for participation \y members of target groups in the plamning emd
implementation of individual projects raises the issus of the type of basic
wnit of production to be encouraged. The choice of private enterprise or
more co-operative forms of production units is more apparent than rsal and
will be derived from the politico=cultural tradition of the coumtry or
region concerned. Clearly the predominant typs of prodwction unit and ite
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0400 and sephistication will help to determine the kind of assistamee
provided and the method by which 1t ie delivered.

3. The case studies in Nexico, Bangladesh and Poland reveal just hew
effestive such collective action can be. DIut outeide a centrally plammed
coeneny, this sirategy raisee isouse of exclusivity, on which the projeet

say depond for its very success, which are amply illwstreted by the Comilla
Experisent in Dengladesh. To what extent is it possidle to0 establ ish
Wwead-based collective/co-operative crganisations ia parallel to the established
ayoten of lecal government? What wre the conditions for admiseiom %0

sush orgamisstions, hov is the probles of discrimimstion 0 be dealt with,

and oon official support amd sssistance %o provided outside the framewesrk
of governmsat?

14. Porhaps the key to this question lies in the mamagerial or desisien-
tazing sochanisns and capaeities within swoh orgamisstions. Cersainly om
the fase of it the task of determining & speoific course of astien, in the
fase of eenflicting intereets and perhaps very limited ekille and Mmow-
ledgn, 18 a sajor obetacle which swoh orgamisstions must overcome. In the
oane of the Conilla Experiment in Dangladesh it is possidle to see ocutstending
loadership at the local level at work, Unfortumately 1ittle evidenee is
supplied Wy the Polish and Nexzican case studies on this issws. Im part it
st doternine the answer to the question left bWy the Nexico paper es to

how flexzible such collective organisstions will prove in adepting to a rether
different environment.

5. There can b8 no denying the foroce and egalitarian progress of
oco=operative institutions and the comitment and motivation whieh stems
from the comon owmership of assets. The closer the decision-making
Froeess on investaent opportunities o the partioipants, the mere informed
and awvare it is likely %0 be (eee for example page 28 of paper No.9). The
offective mobilisation of looal savings and resources in suwoh a way feoili-
tates the more oqual application of the total resources available for
investaent. Yot if techniocal or orgaisational skills are lacking, what is
the mechaniss through wvhioch these are t0 de provided. Purtherweore if sush
lesal co-eperative initiatives im commnities are not self-evident, cen they
e ineulcated from outside Wy a developmsnt agemoy? It is exiremely dewdiful
4f they ean W imposed.
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P os for discussjion whic (1] this seotiv el

How are the pricrity products for rusl industrialisstion to be
identified?

To what extent should the approach of development agencies be tailored
to the requirementin of different types of production unite, e.g. publioc,
private or co-operative?

What kind of catalyet is required to bring about a cv-operative form
of organisation?
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76. The various types of assistance which can be provided within rursl
industrial development programmes can be conveniently grouped into four
®sin ocategories: those concerned with the provision of infrastructure,
the identification and genaration of skille, the provision of industrial
servicee, and the crestion of a favourable business enviromment. While
sobe assistance under each of thees headings is almost certain to be
required, the balance and dietritution of the available resources between
them will vary between localities. The case stuiies to be presenied to
the expert group meeting do not provide mach clear gnidance on thie isswe
of emphasis; they do however serve to emphasise the interrelaticnships
between the different kinds of prograsmes.

TE PROVISION OF INMABTRUCTURE

1. In developing countriee and particularly in their rural aress, one
of the Basic limitations of rural scomcmies is the lack of physical infre-
structure. 3eversl cese studies, for example Xenya and Indis (see papers
Bo.6 emd 2), have concluded that such basic imvestment should take s high ‘
priority. Two diffioulties with this emphasis present themselves: the
high oost involved, and the risk of inappropriate investment. In addition
there is a paradox associated with this early development of infrastructures
while it increases scomomic activity amd thus autonomy of the region
conoermed, it also serves to strengthen dependence on nearby predominating
urben centree. Iaproved road ocommunications may for example increase the
rate of migration from rursl 10 urban areas. In thie context it is
appropriste to refer to the priority given in China to the provision of
olectricity supplies 10 rural aress rather than the isprovement of roads.
Iafrastructural improvements are not necessarily discriminatory in the
benefits they comfer.

78. Nometheless the provieion of cheap and reliable tramsport for goods and

pople remsins a dasic requirement for rural industries. The more resote

end isolated a location, the more diffiocult is the supply of raw materisls,

the more limited the market horison, and the greater the diffioulty of .
obtaining other mecessary inputs.



-3'-

. The provision of utilities, such as power supplies, is also o
dsic requirement vithout which it is extremely difficult to improve
profmotivity. The aveilability of suoh utilities is not, howsver, simply
e question of their presence; questions -of the freedom from imterruption of
oupplies and the lesd times for installation or expansion of supplies are
oqually important. Lffective means of crmmuniocation of ideas and informe~
tion Wy mail end telephone are important, not least for the effective
orgenisation and administration of any programme of assistance. Their
only substitute is travel by the individusle ocuncernsd and face to face
ezchanges, whioh ure themselves very time coneuaing. Uiven a dispersed
popalation of enterprises in rursl aress, much more sffective and lews

‘sey porsomnel intensive' means of comsmnicstion must be deviesd so that
sore diffioulties can b resolved on the work sits by the entreprenswrs
themselves. Nalatively little advance has been mede 8o far in the applice~
tin of eimsple self-delp nenuals, diagrams, and guides. These must be ia
the lesal languwage and be specially prepared for the target growp.

Infamtrial lead spi premises

0. One of the most common prioritiee in industrial strategiss is the
provision of land for industrial use. This has coms about largely with the
epread of land use plamning and oontrole; it has been reinforced Wy the
ourrent concern for the effsct on the enviromment of industrial development.
In prosperous agricultural areas it may alec be stimulated by the shortage
of lamé and 1its high cost for industria) use. The large saals investmeat
involved, especislly if proper provieion is made for long-term szpansion,
is an obetacls in iteelf. Urbam redevelopment programmes and the
relocation of existing comcentrations of enterprises also precipitate this
type of involvemsnt. All too often insufficient attention is paid to the
roquirements of individusl enterprises, especially more treditiomal srtisen
wrkahops. The combined workshop and retail outlets of shosmekers and
teilore are cases tn point, Melocatiom of existing enterprises often
inposes additionsl overhesds in the fors of higher remts or building ceste.

o, The provision of indwstrisl premises is commonly ome of the major
plans of dsvelopaent strategy, a8 for emample in fenya (ses paper ¥o.6),
In & daveloping coonomy, snd especially in rwrsl areas, 14t%tle or me




osuitable scocmmodation is available. The difficulty arises in the kind of
otandarde imposed for new industrial premieas. Thems are commonly too

high and inmppropriate either to the location or to the state of development
of the locel econumy. bSuilding standards and designs are often imported

with ineufficient adeptation to looal conditions. As such they can impose _
oxoessive oapital coets and overheade on rural enterprises, Sou significant
sconumies can be mads cut of the use of local rov materisle and appropriate
construction techniques, but all too cften the aim ie tu provide a 'pukka’
faotury tmilding in one step.

82. Wusstions of acosss, eite, availsbility of utilities, and uncompli-
cated procedures for their allocstion are probably more importent them
milding stendards. The application of & 'site and servioe' approssh,
common in urban housing projects, to industrial premises would allow greater
scope for compromies in the shori ‘ers; supply of services and construction
to foundation level, with temporary, own-built supsretructures sight be
another possibility; an appropriate modular system of construction ie
another. Certainly some compromise 19 required to allow the etandards of
sccommodation and wurking conditions to be upgraded graduslly from very
eimple, 'low-oo'lt beginnings, as the rursl enterprise develops and can carry
the increased overheads invulved. Such economiss for new or relacated
traditional entorprises would contribute significently to their viabil ity,
not detract from it as is often the case with the higher cost alternatives.

1msrm esistes

83. This principle of attempting to reduce capital and overhead costs
to an absolute minimum for rural enterprisee would aleo apply to the develop~
ment of industrisl eetates. While the ihreshold of ‘centrality’ Justifying
the cost involved in organising and constructing an industrial eetats is
ok higher than is commonly peroceived by many sgencies in developing
countries, indusirisl estates remain atiractive to politicians, agencies
and entrepreneurs. For the puliticians industrial estatee provide a
valuable demonstiration of 'development' within a epucific loocality. Vor
the planmers and development agencies industrial estates are one means of
'showing resuits', focueing their resources on s few eslected looations,
end of organising a package of incentives to would-be entrepremsurs. PFor

]
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the entreprensur, estatss are a meihod of sisplifying the lengthy and
compl icated prooess of establishing a new entsrpriss, aoquiring or
constructing preaises, and sturting productioa.

84. The diff culties imvolved with t e construction of s successful
industrial estates programse are considsrabls and the oost is high. The
conditions for the establishment and devslopment of a viabls industrial estate
are sush a8 %o require careful feasidbility studies and thorough plamming to
schieve integration with the locai ecunoayj the diffioult ohoioce of location
is often uverrTuled by political pressures; the enterprises attracted to

oA industrial estate tend to be mors capital intensive than sight other-
wise B desired; thers is often & shortage of suitable entreprensurial
skills; laatly an industrisl sstate is not a flexidle instrument of
development policy. Once construotsd it canmot be easily withdrawn if it
fails; sucoess in rural aress may *ake a long time (perhaps up to ten

yoars) snd failure is equally visible, indeed it has a demonetration effect
of its owm.

8. Lxperience in India with industrial sstatss over two decades has
served to point out their limitations in rural areas. They are insufficient
catalysts of development of their om; rural industrial sstates should %
supported by a framework of other forms of assistanos within a comprehensive
poliay designed to encourage industrial development. They are more suited to
the task of accelerating the development of rursl industries than initiating
it. In India nursery estates have encountered the diffioulty of a lask of
aobility among ocoupants; vhe udvantages of worksaop olusters for artisams
remain uncertain unless there ieo significent simultanecus progress ia the
entreprensurial and organisational ability of the artiean.

&. Inoreasing sopnistioation of infrastructure and thus the acoessi-
bility of markets allows inoreasing specialisation of industrial prodmetion.
In rursl areas the smaller scale and limited skills and technologies of moet
onterprises will benefit from a gradual improvemsnt in infrastructure

moe the sssential services are available. If improvements happen %00
quiockly, rural enterprises may well be overwhelmed by competition fros
larger, sore modern osnires of industrial production.




et maior issuse for dieeuseion which erisg in thie sectige are’

R3 What priority is to be given Lo tha oomstruction of phyeical
infrastiucture and utilities?

4. What compromises can be made in the imitial standards for industrial
prenises?

429. What 18 the role for industrial estates in rursl aress?
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THE IDWNT IFICATION AND OwkRAT ION OF SKILLS

a1. In traditional rural ecounomies, cne of the baeic requirements

for the development of induntry is the imparting of new skills, both to
those who will natiage and sapervise procuction and to thos. who will
practioe industrial crafis. Une lesson of the indian Govermment's pro-
granmes of assistance to small-scalc industries is that insufficient
attention was given at first to the identification and development of
snirepreneurship. The qualities of riek-taking and thc ability to
mobilize resources are derived from cultural attitudes, the local snvirome
ment and family background; tv some extent they can be created through more
formalised training. The ecurces of entrepreneurship may well be trading
communities, profeesional classea, landowners, artiean classes, experienced
supsrvisorse and workers in industry, and technical graduates of higher
educstion (given some work cxperisnce). Such groups of pecple may be the
target groups of many rursl industrialization programmes.

88. The selection of a potantiul entrepreneur is a high-risk activity,
but not more than that of identifying an artisan capable of being trans-
formed or evolving into an owmer/manager of a more orgunized enterprise.
High mortality rates are alacst inevitable, particularly among smaller
enterprises, and have tc Lo accepted as a development cost. Given the
necessary patient comnitment of the development agenciee and certain inputs
designed to stimulate and motivate & rsspones from the target group, the
evidence from dieirict-intensive campsi ne in India ie thi: a response sven

in rural areas will pe forthcoming; the difficulty is to identify and nourish
it to maturity.

89, The availability of expert technical advice and practical guidance
on how to overccme the initial obetacles to eetavlishing or expanding an
industrial enterprise ic one of the essentisl catalytic inputs. The
exposure to freeh technologiee and methods of production and the timely
availability of financial aseietance are also essential. In rural areas
the avaiability of packages of single process, turn key operations is
probably crucial to the emcrgency of the firet few enterprises.




9w, Unoe mejor investment decisions have Leen taken in primcipls, then
an offectivs extension service should he able to provide help with startp
problems and support production with various fairly specialised industrisl
serviose. The lead time from inception to production in new or expanding
enterprivee is often as much as two ysars. Uns of the essential qualifica-
tions for succees a8 an entreprensur is ths detsrsination and commitment

10 adapt to and overcome these tortuous procsesss in the run up to
setablishing new induetrial capacity.

9. batreprensurial dsvslopment and irsining programmes, msome incor-
porating attempts at achievement motivation, have been designed and
introduced in some devsloping countries. Iin indie these seem to do little
more than help with the mechaniow of starting s new sntsrprise, at best
tesching the most basic principles and techniques of management, and hope~
fully oreating an awarsness of more advanced methous. Any further interest
ie then met by more specialized courses according to the demand. Uther
approachss such as 'action learning' designed tv educate snirepreneurs %o
recognise businese provless in their particular situation have been devised.
lnsufficient attention has buen psid to simplifying and pressnting menage-
went skille in a form which can De more resdily utilised and absorbed by
rural entreprensurs. Une of the greatest difficultiss with training entre-
prencurs is that once thsy ars immersed in the day-to-day prodlems of menaging
an enterprise, they canmot afford much time to devote to sharpening their
eskille.

SIaft Sreining ~

92. Within rural aress whare thare is wideepread unemployment, both
disguised and real, the parsdox of abundant labour but a shortage of skille
ie common. Ths rural labour force is likely to lack the industrisl orafts
and skills raquirsd in mors organised forme of produotion, involving fresh
technologies and grester division of labour. The content and vocational
orientation of basic sducstion, if any, oan provide the foundations for
later epecific training programmes, providing the necessary integration

of objectivee has been achisved. The approach hare shouid probably be

through non-formel educstion for adults and ‘on-the-job' training. The resslte
cbtained from institutionalised training in India are inferior to those
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produced vis the ‘on~the-job' route. Rsasons for this are the reluctance
by agenciee to pay sufficiently attractive stipends to course participmmts,
the reluctance of employers to releass workers for ooncentrated periods of
training outside the sntsrprise, and their reluctance to pay higher wagee
to which 'trainees' would scem to be entitled upon ‘qualifying'.

93. This situation also applies to workere employed by traditiomal
artisans, who tend to bc more olosely bound by obligations of one kind and
another to their employer. Training in such eituations is entirely ‘on-ihe-
job' by word of mcuth and by sxample. The training hierarchy may extend as
in Nigeris through prolonged pericds of ‘helping', sxtended apprenticeships
(for whioh privilege the apprentice will have to pay), & period as journey-
san, and perhaps as supervisor before eventusl sepsration as an independent
'mecter?,

94. It is intereeting to note that ithis traditional system of apprentice-
ships and subsequent growth through hiving off and imitation in production

ie commonly reflected in the pattern of growth of small enterprises in modern
tradss. Aaployees, when thoroughly trained and ascquainted with a particular
lips cof business, will branch out ontc their owm in direct competition with
their former emaployer, sometimes even enjoying his soquiescence and indirect
cssietanos. A successful ssall enterprise in India will rapidly attrast a
nunbar of imitators in close proximity, aleost regerdless of the level of
demand.

95. The prov:eion of training in the induetrial skills likely to be
roquired should be carried out ae far as ie possibls in advance of the crestion
of job opportunitiee. The key produotion skille will be those of eupervisors
or foremen, particularly where the chief contridbution of the entreprsneur ie
his organisational/commercial ability rather than his mastery of the produc-
tion procssses involved. In moet smaller rural enterprises thess foremen
will ocarry the responsibility for ‘'production management' as well as the
training of the work force and may well be the ksy to inoreasing productivity.




Jows saior feewes for disewseicn which arise in this section arys

w26,

27,

<28,

WMet are the sources of entrepreneurship in rural aress?

Whet mortality retes are acospiadle among new enterprises in rurel
areas?

Now far in advance of the crestiom of job uppurtwnities should
training be provided?

What kind of training is must appropriate a) in management;

b) in ‘shop floor' ekille?
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THE PROVISION OF INDUSTRIAL SERVICES

96. The cperation of an effoctive induetrial exteneion eervice is
probably the eingle moet important form of aseistance supplied by an agency
t0 rural industries. 1t shoald have limited and very epecific functione,
vis. a role of supporting produstion. There is a common tendency, illus-
trated in ths Kenyan Rural Industrial Development Project (see paper No.6),
to imposs all the general objectivec for industrial devslopment on the
sxteneion service. It is evident from consideration of the Kenya case eotudy \
and from experience in other developing countries that the induetrial
extension eervice occupies a central role in relation to the development of
industirial capabilitiss. 1t is however a roie which is almost impossidls to
define precisely, and will vary oonsidsrably between ocuntries. [t is
howsver poseible to point to eome of its central characterietics. It ie
service oriented and is eesentially technical, i.e. it is concerned with
sanagement techniques and the organization of production as well as the
technologies of ovoth product and production processes. The basic techniquee
include in-plant counselling and demonstrations cf improved techniques, work
methods and equipment. Lxtension perecnnel must be appropristely trained and
eupported by fully qualified and experisnced staff, but all extension etaff
need not be highly qualified.

97. There is an inevitabvle overlap with the training runction, eince an
exteneion service has the responeibility of upgrading skille. However, it
may be desirable that these functions should be kept esparate though they
should be integrated ~losely. It ir very doubtful if extsnsion functions
should be allowed to go ns far as production, even for demonstration purpoese.

Such diversione arise from a confueion of objectivee, and load to ineffective-
nese as a result.

98. The prime role of extension eervices should be to upgrade the utilisa~
tion of rssources and productivity of enterprises in the shorter tera. To
this snd their activities ehould be product oriented, focusing on the produce
tion procsse to improve efficiency, qualify comtrol and product deeign
through simplification, improved materiale, etc. Such a process ie a
continuing one and requirss a close relationehip with individual enterprisee,
The euggestion in the Lenya case etudy (see paper No.6) that the improvement
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of existing products is not o rewarding taek is in confliot with $his stra-
tegy and the iwssue requires careful coneideration by the expert group seeting.

99, The necessary support servicee for industrial pruduction may inolude
a consultancy service tc deal with epecific pruduction difficulties, repair
and maintenance facilities for machinery and equipwment, tooling facilities
providing high precivion engineering cepabilities, and specialised process
and treatment facilities. Although in the latter oase, if demand ie
sufficient, there may be a case for hiving off that facility to a local
enterprive on a commercial basiv. Such services as these are of course
expensive to provide and must be tailored according to demand. 1t would be
desirable that suterprisee eshould bear an increasing proportion of their trwe
003t as time pasues, but a significant propurtion of the coet will have to be
carrisd by the extension eourvice for nom considerable time,

100, Technical assistance provided by an extension service will only be
constructive if the expertise of itw wiaff keops pmoe with that of its clients.
Tais will require a constant process or renewal of skille and knowledge which
will only be possible if some specializution takee place between various
extension cenires, This is particularly the cass in the context of develope
ment work undertaken at the product or process level. The writer bLelieves
thie work at the local lavel is ths mout effective means of developing
sppropriste technologivs for small-ncale and rurnl industries. Few rural
enterprises are likely tc Le able to afford the task of such development work,
although eome will have coneiderable innuvative capacity., Assistance will be
required to put these innovations into Froduction, and it is doubtful if this
can be supplied from afar by a national reseurch cetablishment. “The task of
research aescciations will be more fundamentsl rescarch on new technologies,
‘The challenge of product development lies in the combination of the technical
prucesnec with the atudy of tho relovant market mepswent in coneultation with
local producers.' (3ee paper No.G, page 42.) ''he cvidence from this case
study euggectu that new pro jects will show an incresse in capital intensity
over the oldj whether or nut thic iv inevitable remains unclear; the degree
of capital intensity would howover scem to bo amensble to some control.

w1, There are two related aspscts of the work of ‘he industrial extension
servioce, that of industrial technology and manugement techuiquee. In view of
the limited resources available to most rural induetries, the efficacy of
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§ management in utilising its finanoial reeocurces, particularly its working

capital, will probably determine the success or failure of the enterprise.
The availability of assistance with the identification of business problems
will be s valuable input into the viability of rural enterprises. The
example of the P.F.P. 'bicycle accountan's' in fenya (see caper No.2,page 12) is
s valuable one for it illustrates that fairly low calibre, but properly

e trained, extension staff can provide assietance appropriste to the euntre-

| preneure' absorpiion capacity.

102. The issue raised by the Kenya case study (eee paper No.6) is what
kind of approach should be adopted by an extension service. An industrisl
extension servios in a rural area has the responsibility of reaching out to
help integrate existing snd new enterprises into the modern economy. This

: ' carriss s coet penalty which can be reduced by limiting the use of highly
paid expatristes in a field role.

103. The option of abandoning the principal of 'in-plamt counselling’
implicit in outreach-type field assietance and concentrating on the enter-
prises within the vioinity of an extension centre Righlights the oconflict
between the atteapt to disperse industry and the natural oentering tenden~
oies of the economy. It aleo posse the question of the effective selection !
of clients because of the very limited numbers of oliente to be servioced.

‘ The Standard Work Plan employed by the Kachakos Extension Centre raises the
question of the extcnt to which euch approaches can be etandardised, parti-
cularly to traditional artisarn-type unite. The attempt to draw a dietinction
betwoen industrial ‘reining and exteneica activitiee sugge:ted earlier may be
ons contribution towards solving these problems.

104. Two other kinds of service activity are izportant to the funoticaing
of rural enterprises: the availability of credit facilities and the opers~
tion of the dietribution eervice for the supply of raw materials amd the
disposal of finished goods.

Credit serviges

108, It is doubtful if sufficient credit facilities will be availadle
within rural areas for the needs of expanding rural industries. Traditionsl
artisan-type enterprises and new ssaller enterprises both tend to be under-
oapitalised. uxisting linee of oredit through monsy-lendere or commercial
banks will not be adequate. The prodlea of finance for induetrial investment
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heo two different aspects! the need for risk capital to mupplement the
oquity capital available through members of the femily or friends, and the
need for working capital. The real iseue howsver is common to both, i.e.
availabil ity of or access to capital--got its oost,

106, Specisl facilities are likely to be required to provide risk capital
od long-term loan oapital. Special funds will be required backed by
nitable guarantess to cover the risk of failure. A flaxible approsch in
terms of the securities demanded for loans will be necessary to identify
deserving entreprencurs who provide the best prospecis of securing bth o
retarn on the loan capital and the repayment of ihe principsl. The avail-
odility of a hire~purchase facility for fized assets would seem appropriate
to rurel aress. The process of selection of such olients ie ome which calls
for offective co-ordination of decisions and integration of policies bdetween
the variows agencies involved to evoid delay and umscessarily complicated
precodures.

107, looml_bnity for vetting the feanibility of proposals can omly

really rest with the finemoe agency concerned. In India attempte to wtilise
the serviees of the extension service for a technical sessssment have deflected
the service from its epecific responeivilities. Pinance agencies will there-
fore require the necessary skille and expertise to take both a financial and
commercial view. Responsibility for promoting investment opportwnities in
rural areas should probadly also rest with ihe finence agemoy, at least in
prt. The agenoy will have to be effectively represented looally, Wt will
bemefit from the depth of understanding of the local market whioh this
fesiliarity and local representation will imvolve. lNeedlewe to oay there

will need 10 be decentralisation of decision taking over the approval of
loams to avoid delay.

108, The Moxioo case stwdy provides an {llwstration of & multiple approssh
o the provision of credit for rural developmemt. There is certaialy mo
reason why ouch services should not be divided between segionally bdesed
institutions or even these aimed at partioular types of cliente. In s

sized cosmeny there may well de advantages in such apeoialisation, slthough

it iacreasee the diffioulty of ensuring effective co-ordination of swch
nrvises.
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109. The supply of working capital can bect be handled by the banking
system and the necessary guarantaee will be required to encourage a more
l1iveral approach. The change in bank attitudee towarde credit fcr rural
industries will reyuire a major re-training and re-orientation programme in
order %o equip them for an administrativ--iniensive task. Procedures and
safeguards, such as the coniroi of stocke of raw materials and finished goods,
can be devised, but the kind of relationship established by the banks will do
much to detsrmine the effective use to which the loans wre put. Clearly a
lack of locel branchee is an almost incurmountable obstacle to the develop- \
ment of rural industries. Proximity and frequent contact with the cuetomer

are prerequisitee for succeesful recovery of loans. %here iz much that the
banke can dv 10 encourage simple accounting procedures and tho effective
monitoring of an enterprise's progress, although the Kenya case study challenges
the need for this. New techiiques and approaches need to ce dsvised for the
smallest snterprisve, and the high additional servicing costs involved may

have t0 be shared by the development agencies.

Listribution syctem

1M, The lack of an sffective distributivn system is ancther major obstacle
for rural industriee. In part {t ie a function of the infrastructure avail-
abls. It alvc representa one of the sources of opposition to the growth of !
new rural industriee, since the trading communities may well be serving the !
market from other sources of supply such as imports.

11, Uovernment irterven:ion and investment in distribution, wholesale

or retail activities is hagard prone, although it is common to find price
nontrols on certain materials. in some cases, ag in the example of Tansanis,
the entire system has been taken cver. The chief difficulty with such inter-
vention iv that it is iteelf centralized and controlled from outside the rural
area. The need is for a great deal of flexibility and autonomy in order to
perform the trading function efficiently in for exumple the price-fixing
mechanisn (see paper No.5, page 1U). Attempts in India to achieve complete
control of such raw materials as iron and steel or cottom yarn have proved
extraordinarily difficult tov administer and organise with any degree of
equality of allocatione. Variations in product specifications and qual ity,
break of bulk, transportation, represent formidable logistical problsms

(with severs coet ponaltiss for errors, which are beyond most bureaucratic
{institutions,
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112, There are of course two ways in which the distribution system is
particularly important for the dovelupment of rural industries. The supply
of raw materiale is one aspect, and onae which may be a significant Lottleneck
for more traditional ‘artisan-type' enlerprises; the distribution of finished
products is the other. n this regard perhaps inoufficient attention hae
baen given to the potential contribution of consumer co-operatives which may
have an imporiant rote to plav in the cupply of basic needs. Consumer
co~cperatives can cffer considerable advantapges in bulk purchaeing, quality
control and in the apportionment of oprders in lacal rmral suppliers——questions
of price and delivery permitting, The degrer of direct pgovernment involvement

-in the distribution system it hent Limited as far as {s peasible., lowever

because of exploitation by middlemen, for example in the supply of raw materials
tu traditionai artisans or brcaune of shortages, pressures for some intervention
may well be irresistible., In such circumstances price contrul sechanisms or
trading aotivities by autunomous, commcrcially-oriented, pudblic ocorporations
would seom tu Ls the most likely optiors,

113, Uovarnment iteelf can provide some direct market anu{ltunco t¢ rural
enterprises thiough its procurement agencies. UGovernment Wlk orders

for wupplies of goods und mervices cun be broken down and directed

towards rural enterprives tu some extent if the organisation of proocurement
is decentralised and local offices are allowed to make dirsct purchases.
There arc howsver limitations, both administrative and financial, as to how
far thie utrutegy can be applied. In additiun there is the queatiom of the
sxtent to vhich smalier rural anterprisres cun wupply gouda to a given qualivy
over large vulume orders.

Some mnjur {wrues fur disaussiun which arise in this seciion ares

“W. What are the objectives for an industrial extension service?

W3te  Should the taskn of supporting production and training be separated?

432, How should eppropriute products and production technologies for rural
areas be developed?
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How should basic management practices in raral enterpriees de
improved?

To what extent should an induetriai extension service itself be
decentralized? Should the principle of outreach through field
assistance be abandoned?

To what extent should each exteneion certre specislise in a limited
nuaber of products and production technologiee?

How can risk capital fecilitiee be provided to rural enterprises?

How large should the normal minimum equity base for small rural enter-
prises be?

How can the maximum utilisstion of working capital bs achieved?

To what extent should thers be government intervention in the marigeting
and dietribution system?
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T CRBATION OF A FAVOURABLE ‘SUSINESS' ENVIRONMENT

114, The presence of a hostile 'business’ envircnment is an wndoudted
deterrant to industrial investment decisions. The identification and
amelioration of the aspects of urosder policies which bave sdverse sffects
on rural industries is amn important task for a development agmoy. Por
oxampls, environmental oontrols covering noise, pollution, weste disposal,
end safoty and building regulstions may impose cost penaities on omergent
rural industries vhioh detruct from their véability, Controls over land

ubs often adversely affect location decisions, whils thowe rsgulstions
affecting the owmership and control of productive assets end wealth are s jor
deterainamts of investment decisions. Similarly fiecal polioies, the regule~
tion of business prectioes and tradiag sctivites osn be obetaclss to invest-~
sont in industrial suterprises.

115, Many developing countries rajise the threshoid at which these comtrels
apply in order to ezsmpt smallsr enterprises. Onoe & special privileged
sategery of induetry is orested, the question of definition immedistely arises.
Those temd to vary according to the purpose in view. However the coineidence
of eoilings produced by arbitrary oriteris determining eligidility to special f
incentivee or other henefits should s avoided so as to prevent the emergence '
of dmeriers to growth or expasion of individual enterprises, which aight

oause the loss of benefite. It is doubsful if there should e say distino-

Vion between the trestment of enterprises in the small/medium sise rangs.

There may well be a stronger cass for recognition of the different problems

of very small enterprises, i.0. esventially 'ons-man businesses'.

116, Attempte to discriminate between enterprises in terms of location
are sinilarly fraught with diffioulties. Given that the problems of
dofinition oan be woived, dlanket exemptions or special privileges are not
sufficiently discrisinating, while the aiternative is a very admninistrativs-
intensive, time-consuming tesk, which sultiplies the opportunitiss for
oorruption. The drive to disperse the development of and relocats industrial
oapsoity has led to the introduction of vegional or subregional capital
subsidion or other incentives in soms countries. It is unclsar what the .
iapuot of these measures is on the smaller rursl enterprimes. It is probebdly
sarginal. Larger, more capital-intensive operations are cleariy attracted
W Sush benefits, whioh are regarded as compensation for the incressed costs
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inkerent in poor locations in more remote or backward special development
areas. The offsctiveness of such measurse ie probably related o ths extent
to which benefits are focused on limited nrcas, i.e. discriminating between
or within rural areas. They should therotore be of limited duration, perhaps
lasting for a pericd of abuut five yrare, until sufficiant momentum for
development has been generaiea. Ths impact of such messures is tc some
extent indirect, in that they may well contributs to the build-up of confi-
denoe in ths future prospescts for development in a locality being evidence
of ths government's commitment. This increassd confidence may iead to the
ostablishment of new enisrprises.

117. The largeet category of environmental measures which influence
industrial devslopment ars tnose designed to nourish snterprises through ths
period :ftsr inveetment in new capacity before they rsach break-even point.
Accelerated depreciation allowances, capital subsidies, deferred interest
charges are some of the many options availabls. In the case of rural enter-
prises with & very limited ejuity bass and heavily uolstersd with loan
capital, thsrs may be a case for subsidising ths cost of capitsl in the
early ysars. Without this, profitability in the sarly years mey be
insufficient to enable them to survive normal fluctuatione in the level of
demand, especially sincs their effective working capital is likely to be
sharply reducsd in times of credit squeese. The tsmptation with subsidising
the cost of capital is that it will be applied indiscriminately and for an
indefinite period and distort the true facto: cost in a country, with
adverse implications for ths labour intrnsity of output.

118. Some countriss with more extensivsly plannsd economies go so far

as to attsmpt tc license and conirol all industrial capacity. Hestrictions
are imposed on larger scale snterprises, and product groups are reserved

for smaller and perhaps mors traditional enterprises. 7The eccmomic basis

for such desarcaticns and allocations of industrial seotors to cartain cats~
gories of enterpriees rsmains unclesar. The justifioation is essentially
political. Where large numbers ars alrsady employed in traditiomal industrial
activities, sspecially in cottage and hardicraft industries, they are vulner-
able to competition from imports or mass-produced altsrnatives and may require
some protsction. Presumably such protection impliss attempts to improve the

competitiveness of the traaitional seotors, otherwise the cost tc the economy
88 a whols will be too high in the long term.
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19, The improvemsnt of the yuality of the business enviromment for
industrial enterprises 1o the lemst tangible of the categories of
aseistance. Its importance in the attuvmpt to cetadlish new industrial
ocapacity in rural areas is perhape limited, particularly for smaller or
more ‘raditional enterprises, iUnce the basic services and facilities have
besn provided in rural areas and obvious constraints to growih and expan-
sion have been removed, smaller enterp ioas seem to prefer s freedom from
regulation and control while they concentrate on mesting the needs of the
sarietplacs. As rural anterprises bdecome more orgunised and sophisticated,
they becows more sensitive to the wubtleties of fiscsl end commercial
policies. The right balance between nourishment with practioal swsistanoce
and exoessive interference in the market game im therefore a mout diffioult
one to achieve.

d oh ariss i ]

W4l. Whioch are the broader policies which have adverse effscts on the
develugment of rursl induwtries?

<41, What shouid be the basins of discriwination between different sises
of enterprise?

W42, To what extent should apecial incontives for investment, etc. be
geographically cumcentrated?

W43. How much protection vhould be givon to infant industries and for how
long?

<44. Should special industrial seotors be reserved for iraditional
industries?
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THE INSTITUTIOMAL REGUISITES

120. The complsxity of ths task facing the developing coumtries in
initiating and snoouraging the emergence of an industrial tradition in
rural areas is a daunting cne. The magnitude of the challengs has been
estimated in India at providing )0 percent of the rural labour foroe with
off-farm employment (paper o.12, page 5/. The timescale over which such
& radical transformation must teke place has besn compressed by the rste of
population @owth and the preesurs on agricultural land. Yet ths success- \
ful utlnnioq,of industsial development polioies for rural areas with
those of other sectore runs countsr to ths sstablished pattern of govern-
msent in most di_vnl.cptn; oountries. Thers is therefore a considerabdls
proesiua to be placed upon an effective institutional framework.

121, The provincial (subregicnal or supradistrict) level ie the ons whioh
should be olosely examined for its potential as a base for intsgrating
planning and implementuticn. The sificacy of the linkagee betwesn this

lsvel and the apex institution will be crucial, and intermediary lsvsls should
be avoided if at all possibls. The Markas system in Pakistan (ses paper No.4,
Annex 111, page 4) is worthy of most oareful consideration in this regard .
sinoe it seems to etrike an effectivs balance between national priorities
and the intsrests of local communitiss. {

122, The provieion of specialiet support to suoh a provincial institution
could be organised nationslly with appropriate high-lsvel research and
technically-oriented institutions providing inputs as their advieory servioces
- were required. The success of any such agency will however depend to a great
sxtent on its working relationships with ths mainstrsas departaents and the
systea of local government. The constructiom of such an institutional
framework is an exsrciss in the near balancing of power, but not so as to
dampen out initiatives or confuse respensivilitiss.

123. A key funotion is that of momitoring progrsss and providing informa-
tion om the progrees of projects at grass roots lsvel sc that the NECSSSArYy
policy adjustments can be made. The sstablishment of a set of critsria for
e/aluation of progress must take into sccount the wider social costs and
benefits derived from individual projscts, yet a close watch has to be kept
on the progress of individual enterprises towards long-term viability, In
the evaluastion of & programme such as ‘he XKenyan sxtension service (see
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paper No.6), oriteria for measuring effectivensss are extremely diffioult.
Great case is necessary to adjust the timescalee over which results are
expected, to tale into acocount the high inertia and low absorption capacity
of meny participsnte iz such a progrenmp .

124.  The tnstitutionsl framework required for the provision of inputs for
suwrel naterprises will msed 10 bs tailored to the sise and variety of s
partioular locality's requiremente. BSuch sotivities as the provision of loem
oapital, sarketing and sxtension services, oontrolled rew meterials are best
dolegnted to specialist organisations, perhape sutomomous dut publ ioly-ommed
corperations, which operste on a commeroial besis. Swch organisations will
Fequire effeative losal representation in rural arees, as well as co-ordinatiem
of their adninistrative procedures. It is highly desiradle that swoch servioes
are hept separate frem the project design and implemsntation tashs of the
dovelopient aganey. The task of premeting the establishasat of mew enter-
prises and transforaing estadlished artisan-type units should be prinerily
ocarried ot the provimsial lovel and the inetitutions pwuhc siek oapital .

125.  The importamt task of providing opportunities for participetion Wy
meabers of target groups in the plaming snd implementation of individual
projecis raises the isews of the role and effectivenses of local government .
In the long tera the sffectivensss of local government sechinery mwet rise

10 meet 0o aspirations of the mjority. In the shorter term it st b
secognised that it frequently represents am obstacle to rural dovelopuant .

14 often is dominated Wy simority interests, perhaps the land-owming olasees.
In such oireumstances it may be necessery to construoct new low-level inetitu~
tions with the specific tesk of furthering the interests of a terget growp.

126.  The offestivences of the institutional framewerk for aiding the
dovelopment of rural induetriee will de directly related to the quamtity

and quality of the expertive of the perecmmel. The davelopment of cemmitted
and experienced cadre is a desic prerequieite for progress. Not lesst is
the aveilability of staff with indwstrial and sanagerial experience who will
bo more mneitive to rurel indwstries' difficulties. This 1is am extresely
difficult skill to ganerete Wut it is the ome likely to ocontribvute most.

]
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Sope sajor jssues for discussion which arigse in this section ares

5.

w47,

What is the mechanism for the design and construction of projects
and their evaluation? What provision can be made for local
participation?

How far should the provision of inputs and specialist servioces
be hived off to meparate agencies?

How is a rural industrial development cadre to be estabdl ished?

]
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