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In its study progr ..... the Regional and CountrJ Studies Branch of UlllDO, 

gives special attention to the role of saall-scale indusirJ in the industrial 

develoP119nt process. In this context an Expert Croup Beetlng on Policies and 

Strategies for Sllall-scale Industry Development in Asia and the Pacific Region 

~•s held in Seoul. Republic of ~orea, oo 17-20 Septeabgr 1985. It was 

organized jointly by the Regional and CountrJ Studies Branch. UlllDO, and the 

ESCAP/UNIDO Division of Indus~rJ. Huaan Set~lements and Technology, in 

co-operation with the ~orea Advanced Institute of Science and Technology 

(lAIST). The presented documentation and the proceedings of this aeeting were 

s1nthesized in this report. 

The report exaaines first the role of saall-scale industries (SSls} in 

industrialization (Chapter II) and shows that small-scale enterprises dominate 

industrial activity in aanf developing countrias. both in terms of the number 

of er.tablishaents r.nd eaplo,...nt. National planners and policy-makers are 

indeed increasinglJ aware of t~e decisive role SSls can play in expanding and 

diversifJing industrial production and in attaining the objectives of 

socio-econoaic deve~opmenl. Thus the SSls contribute in particular to: 

- value-added generation; 

- ea·plopenl generation; 

- ac~elerating ~ural development and contributing to steaning urban 
l .. igralion and probleas of congestion in the large cities; 

- estnblishing Hnb between agriculture and industry and utilizing local 
raw aalerials and waste products available in relatively small 
quantl lies; 

- stimulgling entrepreneurship, especiall~ in the countryside; 

- 11abilizing private savings and harnessing them for productive pur~o~es; 

- enhancing fledbilitf of production and rapid market re1pon1e; 

- supplJing parts and coaponents for large-scale indu1 tde1. 

On the other hand SSI• are encountering variou1 ehallenges particularlly 

in t•ras of pt'eHurH lo introduce new technologi41, 1uch as micro­

electronics. The introduction of alcro-•l•ctrontcs lechnologle• in small 

' -
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enterprises presupposes. however, that concoaitant social and econoaic 

problems can be solved. 

In a following chapter (Ill), current policies, strategias and progr ... es 

for SSI development are reviewed. It is shown that effective support to SSis 

is generally provided throu~b: 

- b:&cro econOillic policies which create a favourable econoaic environaent; 

- the clea~ pronounr.iation and continuation ~f governmen~ policies and 
priorities so as to create an alllospbere of confidence and stability; 

- inteirated p~blic support progr...as readily accessible for the SSI 
entreprene1Jr. 

The support needs to be directed to the traditional and aodern 

technology-intensive SSis respectively. For traditional industries the most 

~rgent proolem to be solved is raising the general technological level whereas 

fo~ modern industries it is the 13vk of highly qualifieu labour and of 

capital. For both categories of small industries assistance in the 

identification of new markets is needed. 

More specifically, the follo~ing forms of support to SSis can be observed: 

- provision of to:-aining for entrepreneurs as1d labour; 

- provision of infol"IV'~tion on markets, technologi~s. etc.; 

- rendering of financial support, through taz reductions and/or credits; 

- assistance in improving productivity and product quality and in 
adaptation to modern production processes; 

- establishing required physical infrastructure (outside major urbar. 
areas) so as to ensure the mobilization of rural SSI potential; 

- provision of tr•ined support staff for these schemes; and 

- initiating and supporting prograanes of co-operation, locally, 
natio~ally and in Asia and the Pacific region. 

It has been noted that Government ~upport prograanes with a strong 

reguletory •nd controllf ng a::tanee can b:: counterrroductive. support. 

progrsames n~ed to be design~d so as to •ssist and not replace or obstruct 

• 

' 
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entrepreneurial initi.tive1 and decisions. A fora of support to SSI which 

deserves to be further explored ts the arrangement of inte~natlonal 

co-operation between 3Sis in developed and developing countrles lo enhance the 

transfer of modern technologies to the latter. 

Some selected key areas for SSI 1uppGrt a~e exaained in greater det•il in 

Chapter IV. 

The ~evalop!l!nt of saall industry entrepreneurship is certainly a te1 

issue for developing countries, which need to catch up in a rapidly changin& 

international economic and technologic•l environaent. Special measures to 

stimulate (potential) entrepreneur~ and increase their know-how are therefore 

called for although it is probleaatic lo foraulate effective entrepreneurshi~ 

development pr~grUllles per 1e. This is not just a technical issue: 

socio-cultural and political factors also play an iaportant role in the mating 

of successful entrepreneurs. Thus the "creation" of entrepreneurial stills 

and initiatives is also largely a matte~ of iaproving genoral education and 

vocati~nal training and of providing an environment, in the administrative 

services and society, which is sympathetic to the role and needs of the small 

industrialist. 

Some important aspects to be considered for entrepreneurship development 

progrannes are: 

- the need for quality rather than quantity: A fev. enterprises which are 
successful in the long run are more iaportant to the economy than the 
setting-up of a large number of firms; 

- the neea for time restrictions: Entrepreneurs gene~ally are engaged 
full-time already in an occu~ation or an enterprise and have very 
limited time to their disposal; 

- the need to take account of special local circumstances: 

- the need for enrolli4g lr.ainers well f&miliat with the business 
environinent for transferring prGctical instead of theoretical knowledge. 

Of particui.ar i~terest are the new forllls of wmall-1c&l! industry 

~o-ope_r,tior. which can significantly stimulate the gro-~th and economic efforts 

by SSls. Such co-operatlou scnemes may involve acti~itles ln fields, ~uch as 

' 
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contacts with large industries (e.g. subcontracting ezchanges>; joint 

marketing, joint R a~d D; joint adalnlstratlve services; co-operation vlth 

financial insti~utes; setting up and operation of own technical service 

institutes and/or co-operatian vltb such public and seal-public institutes; 

management and skills training; etc. 

The establishment of such schemes aar be furthered by: 

- Proaoting the forming of companies• grou~s. associations and/or 
co-operatives U10ng private sector e~titles. Special attention would 
need to be paid to the training of such groups' ezecutive officers, who 
should ~ave a thorough knowledge of the iGdust~J. good contact v!th 
local ,over~nt and a broad knowledge of supplier services; 

- Introducing ~overlUl8nt agencies respon1lble for SSI to new forms of 
association, and creating joint government-business ~upervisorr boards 
in such agoncles; 

- Establishir.s government procedures enabling grou~s of ~Sis to 
particip&te in public tenders. 

It may also be possible to arrange for meabers of SSI •~•oclalions from 

developing countries to be informed a~out and introduced to the organization 

and funclionint of •~ch associations in developed countries. 

Establishing linkages between small and la~ge scale industries is oue 

important approa~b for enhancing SSls srowth prospects. The main forms of 

linkag~s currentlJ practiced are subcontracting and product complementation 

arrange!llents. Another fora which ls still ~ather uncoaaon in the region is 

the contracting of SSis by large industries for the provision of services in 

the areas of maintenance and repair, technolOiJ services, computer software 

services and alike. While inter-industrJ llnk~ges in developed market economy 

countries are mainlJ m•rket-induced, the initiation of ~o-operatlon between 

sma!l and lsrge industries in d8weloping acon011les maJ ~eed to be provided by 

outside support duo to 1hortc011ing1 of the aarkets and th~ l•ck of experience 

of SSis to meet product specifications and delivery schedules as set by the 

larger partner. 

The suppor.t to e1tabli1hing and ttrengthenlng small/large lndu1try 

linkag~s can be provided through: 

• 
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- promotional .. asures to foster the establisbaent of subcontracting and 
compleaentation linkages between SSis and larg4-~cale industries; 

- technical an~ quality control support .. asureM for SSI• to .. et quality 
standards of the contracting coapany; 

- schemes to enable SSis to qualify for participation in public tenders 
and activating SSI associations to identify tender potentials for its 
aeabers; 

- elimir.ation of double taxation for products manufactured under linkage 
agreements; 

- creation of national and regional subcontracting exchange schemes. 

Another area of support is the prOllOtion cf exports of saall-scale 

industries. Due to their liaited resources SSis are usually not able to 

identify and utilize their export pro•pects. SSis could certainly contribute 

to considerable foreign exchange earning~. especially since they primarily use 

local rather than imported raw materials ar.d otner material inputs. To 

achieve such export-orientation, however, requires SSis to be able to adjust 

the production to changes, meet minimum economies of scale, maintain required 

quality and delivery times, have access tc utilize infonnation on 

international market trends and to dispose of sufficient working capital 

reserves to absorb the consequences of delays in international payments. With 

other words, shifting to an export-orientation will usually mean a complete 

shift •lso in terms of managemer.t and resource availability. In practice SSis 

will concentrate on the domestic narket first, gaining expertise and growing 

to acquire the resources needed for possible expanding to export markets. 

SSis with highly specialized products have particular potential to penetrate 

in export markets. In order tu assist the SSis in utilizing export prospects 

some pro11<>t1~nal ll3asures could be considered, such as: 

- tariff/tax reductions, including rebates on customs duties and tariffs 
on imported inputs; 

- export credit guarantees; 

- measures to facilitate deliveries by SSls to enterprises in export 
proce••in~ zones; 

- assistance in product development and design as well as packaging for 
exports; 

, 
I 
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- aarketing support (e.g. through international trade fairs), special 
export facilities (e.g. through export houses) and improved market 
inforaatlon flows. 

The subject of financing is A further crucial issue for the development 

of small-scale industries. Access to institutional finance by SSis is 

constrained both by the attitude of ·_ending institutions in developing 

countries and by the lact of tnovled!e and aanageaent capabilities of the SSI 

entrepreneur. Financial institutions usually concentrate their lending to 

low-risk large-scale industries and lact the attitude, or the information base 

required for dealing with aaall borrowers. These institutions need therefore 

to be tare directed to the special conditions of SSls if the promotion of this 

sect~r is to succeed. 

Moreover, exaaples of special lending schemes of several Asian countries 

show that whenever special financial measures for SSI were ~ntroduced by 

goverriments, these measures had to be supplemented by the provision of advise, 

business counselling, training a~d exten2ion service to achieve the desired 

impact. A further substantiation should be made as regards financial aid 

schemes which provide cheap credit to SSI1. Empirical studies indicate that 

coDDercial banks which participate in such financial assistance schemes tend 

to be reluctant to continue providing loans if the schemes are perceived to be 

cODDercially unattractive. Moreover, there ls a danger that cheap credit 

could reduce the economic eff iclency of receplent enterprises and that they 

would primarily bene~it those SSis which already have the better access to 

institutional finance rather than the less-established enterprises for which 

such schemes were conceived. 

It can be concluded that in the long run the development of SSls ls 

better served by go~d access to credit at not'll&l bank lending rates rather 

than by cheap credits available on limited scale. The rate of interest would 

n9ed to cover the higher risks and administrative costs of banks serving a 

large number of saall enterprise loans. In addition, special arrangements, 

e.g. in connexion with donor support schemes, could provide the banks with 

access to low interest loan fvnds. The system could be backed u~ bJ credit 

guarantee schemes and based on adequate assessment criteria for SSI loans. 

Thereby emphasis should be on the viability of the project and not on strict 

' 
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collateral requir8118nt•. Trainiog of loan officer• aar be needed to creato a 

new generation of deYelopment-con•ciou• loan officer• with abilltJ to a••i•t 

•aall indu•trie1. It aar be ~•eful to concentrate the co-ordination of 

financial •ervlces for SSI1 at the countrJ level to perhap• one or two 

specialized lnstltutlon• vlth a network of branch offices. Such financial 

•cheaes •hould be a part of an integrated package of as•l•tance to SSis. 

The upgrading of technology in iraall-1cale lndu1trle• i• c~uclal for the 

•urvlv~l a~d growth given the rapid lnt•rnatlonal innovation process. In 

upgpaolng technologr level•, a number of factor• will have to be con•idered, 

•uch •• •oclo-cultural palte~n•, labour-related ••peel• and the g~neral 

lndu1trial envirollll8nt. In •everal ca•e• rudt .. ntarf iaprov ... nts ln 

le~hnologles and production processes have proved to be 1uff lclent lo aake 

SSI•, e1~ciallJ in rural areas~ competitive. Technological innovation• aay 

have tJ be adapted to sult national or lccal envlro11118nl• - "relevant 

lechnologJ" ls the keJVOrd rather than 110dern or hlgh lechnologf. The 

financial problea ls oft~n a aajor con•lraint. Even in the ~••e of basic 

technologf taproveaents, credit •ch ... a offered bJ official financing 

instltulion1 are currentlJ not usuallJ available for 1uch purpose. 

A1 concern• the iapacl of new technologies on eaployaent ll can be 1aid 

that &lthough technological innovation .. , reduce emploJ119nt in cert•ln 

actlvitle1 th•re would be galn1 in other•. Increased productlvitJ can lead to 

overall growth and increased d ... nd with positive employment effects. ~h• 

still 1tructure1 will be effected moil ln 10 far a• new technologies usuallJ 

require higher 1t\ll1 for certain oper•tional and aaintenance ac~ivitie1. 

Huaan resource development through 1peclal training •ch ... 1 1 on-the-job 

training and laproved pr~fe1•ional and general education 11 therefore called 

for. 

An exaaple of effective •upport to technology development can be found 'a 

the Republic of lorea, where c01111erciallzatloa of re•eareh re1ult• ah~ 

f lnanclal partlclpatlon ln new •aall and .. dlua 1cale venture• ba•ed on 

locallJ developed or adapted "relevant technologle1" are actively stiaulated. 

The question ls how this sch ... could be adopted by other couAtr\es of the 

region, and whether 1uch relat\velJ 1ophl1llcated techr.ologle1 can be ap~lled 

' 
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in other cou'ltries. ·.lthough R and D co-operation already edsts in the 

region, an increase of such co-operation would possibly contribute to solving 

this question. 

Technology support would in particular: 

- assist traditional SSis to aove towards the aain•treaa of development; 

- increase SSis' access to new technologies, such as computer-aided 
aachiners; 

- improve product standardlzation and quality control. 

The development and •trengthening of ... 11-•cale industrie• in 

non-aetropolitan area• i• a problea that requires particular aea•ures. In 

man, developing countries, indu•t~ial capacitf tends to be highlJ concentrated 

in and around major urban centres. Thi• has led to congastion, social 

disruption and a highlJ uneven di1tribution of incomes in the n4tional 

territory. A spatially aor~ balanced pattern of industrial development would 

reduce the social costs of econoaic growth and promote the aore intensive 

utilization of natural resources and human potential in the countryside, thus 

contributing to balanced overall develoP119nt. 

Strengthening SSI in non-metropolitan or rural areas should fora part of 

such regional development policies. Indeed, SSis with their relatively modest 

demands on sophisticated infrastructure and highly qualified labour are often 

better placed to initiate rural development. However, rather than acving 

existi~g industries away from urban centres industry in rural a~eas should be 

buil~ up through local entrepreneurship development. 

Policy measures stimulating SSI in rural area• are being implemented in ~ 

nuaber of counlries. Experience has taught that total dispersal aay lead to 

the loss of scale economies, of agglomeration advantages, etc., and makes high 

~emands on rural infrastructure. Grouping SSI around rural population centres 

seems to be a sounder policy. 

In 8UlllD&ry the followin& conclu•ione and recommendation~ can be listed. 
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First ... jor pr6bletaS identified as ob•tructi1.g further SSI development 

are: 

- shortcoaings ic social, institutional and physical infrastructure; 

- i~sufficient and/or ••lfunctioning linkages with large industries; 

- insufficient access to credit; 

- goverr.aent policies focusing .. inly on larger industries; 

- lack of co-ordination among SSI support agencies. 

Second, to strengthen the role of SSI, assistance should be integrated in 

ov9rall developaent policies. and activities of support agencies shocld be 

co-~rdinated. 

Third, specific ~:;1 issues and specific support measures would need to be 

further explored, such as: 

- the relationship between foreign investment and SSI development; 

- the experiences of industr.ial associations working at tha sub-national 
level; 

- attempts made to integrate SSI and agriculture at the local level; 

- the organization, dissemination and application of R an~ D for SSis; 

- methods of providing facilities (e.g. mini-estates) for SSis in rural 
areas; 

- marketing organizations for small enterprises; 

- subcontracting potential for highly specialized small industries and 
industrial s&rvices firms; 

- alternatives to the ~resent schemes of providing credit to SSls; and 

- introduction ot new and eaerging technologies into the SSI sector. 

Fourth, specific support mea1ures to SSI1 could include: 

- identifying unique feaures of traditional and modern SSis which may be 
exploited either at the national, regional or international level; 

- identifying and 1timulatlng entrepreneurial talent at the local level; 

- improved access of SSis to c<>11aercial credit; 

, -
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- iaprovlng qualltJ control and overall product qualltJ; 

- creating heller operational and •ervlce facllltle• for SSI al the local 
level; 

- support lo co-operation ..ong SSI, both natlonallJ and lnternallonally; 

- involve11ent of SSI assoclallon• lo lhe foraulatlon and iapleaentallon 
of support progr .... s; 

- inducflll8nls and incentives for SSI• lo participate ln public tenders; 

- providing better lints between large and saall industries; 

- encouraging-SS! related R and D and iaproved access of SSis to research 
and develop119nt, and technological institutes; 

- creating infor..ation exchange networks; and 

- huaan resou~ce developaent. 

' 



lllTRODUCTIOll 

Developments in recent fears aade policJ aaters in developing countries 

increasinglJ awarP- of the liaits of assuaed 'trickle down' effectg of 

lar~e-scale, capital-intenwive and usuallJ highlJ iaport-dependent industrial 

plants. These plants alone failed to significantly increase the rate of 

labour absorption in the industrial sector and to generate self-sustaining 

growth. It has at tha same tiae been aore fully recogni~ed that small- scale 

i~dustries plaJ a role in expanding and diversifying industrial production and 

contribute to such basic objectives as eaploJ119nt generation, poverty 

eradication, iaproved income distribution and fulfilling basic needs. The 

development potential of SSls can be tapped at relatively low costs; 

investment outlafs per eaplo1ee are usuallJ significantlJ lower than in larger 

industries; their reliance on local raw aaterials and other local resources 

integrate the• in tb6 national econoaf. Sllall and .edium-scale companies in 

fact dominate the industrial sector in aosl countries in terms of the number 

of establishments and employaent. At the same time these companies face 

various development contraints which would need to be encountered. 

Major characteristics and problems of SSI in developing countries can be 

singled out as follows: 

- low level of technology, unstandardized products and scant lin~s with 
the existing large-Gcale enterprises; 

- limited prospects for autonomous growth and modernization; 

- little access to or ability to applJ new technologies such as 
numerically controlled aachines, computer-aided design or 
microproce11or- ··ased information and control devices. 

Realizing the prospects for and constraints lo SSI develoraent, the 

fundamental question that arises is: BJ which aeans can the dynamic role of 

SSls be 110st effectively and economically enhanced without distorting resource 

allocations and uithout reducing the motivation of small-scale entrepreneurs. 

Recognizing that this question or issues calls for Lystematic analysis 

and inter-country comparisons and eschange of experience an Ad Hoc Espert 

Group Meeting on Policies and Strategies for Small-scale Industry Development 
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in Asia and the Pacific Region vas organized jointlJ bf the Regional and 

CountrJ Studies Branch, UlllDO, and the ESCAP/UKIDO Division of lndustr1. Huaan 

Settleaents and Technolog1. in co-operation with tbe ~oraa Advanced Institute 

of Science and Technologf (KAIST), in Seoul. Republic of ~orea, on 17-20 

Septeaber 1995. Officials froa various countries, representatives of 

development agencies and international ezperts 1tet to disccss key issues and 

to foraulate rec01111endations with respect lo ... 11-scale industry and its 

process of development. A nuaber of background papers ware submitted. The 

present report teflects thP findings of these studies and of the discussions 
at the aeeting. 

The first chapter outlines the devalopmwnt potential of small-scale 

industry and the fr ... vort for support to SSI. Chapter II gives an overview 

of policies, strategies and pro~rtu111es for SSI development. In Chapter III, 

some of the key issues with r~gard to SSl support are treated in greater 

detail. Cha?ter IV, finally, presents overall conclusions as well as 

proposals and rec01111endations for further action. 



- 3 -

I. THE COllTRIBUTIOI OF SllALL-SCALI lllDUSTRIES TO IllDUSTRIALIZATIOltl:/ 

Saall-scale industrial enterprises comprise diversely organized 

activities: household production, handicraft, ... 11 ciaintenance and repair, 

etc. Kajor differences exigt between traditional, bandicraft-oriented SSI and 

SSI using modern technologies; the latter are often capitAl-intensive. 

Tradition• ;sis are frequently located in the countryside, modern SSls tend 

to concentrate in or near aajor ~rbanized areas where subcontracting 

arrangeaents with large industries are more easily aade, tnow-how is more 

easily available and a good physical and service infrastructure exist. One of 

the aajor challenges to development policy is the upgrading of traditional 

SSis and/or the development of modern SSis outside urban centres. 

An essential, coaDOn cbaracteristic of saall (and aany medium-scale) 

enterprises is the way they are managed and operated: ugually, the 

owner/manager assumes the full responsibility for all long-term (strategic) 

and short-tera (tactical) decisions. Still, SSI is a relative concept, being 

dependent above all on a country's industrialization level so that criteria 

will lead to different threshold values in different countries.l' This is 

certainly true for the developing countries in Asia and the Pacific •egion 

which find themselves at various levels of the industrialization process. 

The sectoral distribution of SSI seems to follow a fairly stable p•ttern 

across various countries. In the case of ASEAH countries, empirical evidence 

has shown that irrespective of the relative size of the small and aed!ua 

industry sector, the small an~ aedium industries tend to be concentrated in 

!I Based on a note with th~ same title prepared by the Regional and Country 
Studies Branch, UNIDQ, for tha expert group meeting at Seoul, and on the 
meeting diicussions. 

ll Where the number of employ•es is a criterion, the upper limit in most 
developing countries is between 10 - 50 for small-scale and between 50 -
100 for aedium-scale industries (Cf. luivalainen, A., "Pouibilities of 
promoting the industrialization of developing countries by means of 
resource transfers from small and medium sized industries", Helsinki 
1982). In sonae countries small in.Justry ls defined by a maximum of fiud 
capital rather than by a certain number of workers. It may be 
recOllll8nded for policy p~rposes that a constantly reviewed combination of 
bJth be us~d. keeping in mind the circum~~ances and stages of ~evelopinent 
in the psrticular country. 
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the saae industrial activities. These include industrial activities using 

relativelJ ;iaple. labour-intensive production techniques such as: leather, 

footwear. furniture and metal production; industries processing spatially 

dispersed raw aaterialG such as: food proc4ssing and wood processing; and 

industries particularly dependent on proxiaity to the aartet such as: printing 

and publishing. Where sub-contracting plays a role. there is a wider branch 

range of activitias. Sllall-scale suppliers of c011pOnents, for instance, are 

particularly found in the engineering (transportation and c01111Unication, aetal 

products, machinery) indcstries. 

1. SOiie keJ features of saall-~cale industrial enterprises 

SSis (including "ll4diua-scale industries") collectively often constitute 

the :aajority of inst~lled aanufacturing capacitJ and eaploy the majority of 

the industri'l ~ork force in 110st developing countries. SSis share some tey 

features which to a large extent deteraine their role in the economic process: 

First, in ... 11er aanufacturing establishments, th• manager is frequently 
the sole owner of the enterprise and the aajor source of production 
'know-bow'. His responsibilities often cover the organization of 
production, boot-keeping, supervision of labour, sales, servicing of 
equipment, and dealings with suppliers, buyers and authorities. In 
functional teras the chief distinguishing characteristic of a 'small' 
ent~rprise is thus that all iaportant entrepreneural and operational 
decisions are taker. by one person. 

Second, for many small enterprises, the mobilization of f~nancial 
resources, the access to markets and the acqusition and u:>grading of 
know-how, each constitute aajor probleas. 

Most small enterprises have a chronir. shortage of capital. This may be 

partly due to the entrepreneur's inability to attract or have access to 

sufficient capital and/or credit for his company and partly to a frequent 

imbalance between fixed and working capital. It can also result from poor 

inventory control, high wastage, low levels of efficiency in production, 

incorrect pricing methods, etc. Shortage of finance may prevent an enterprise 

from operating efficiently and imposes additional costs when short-term crEJit 

has to be raised. The lower busines1 c~edibility, limited 1ecurity and high 

risk of failure of SSls mates it difficult, however, to raise capital from the 

u1ual sources and often forces them to secure loans at higher intere1t rates 

from other lendvrs. 
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lll.rteting constitutes a difficult ta1t for aanf .. all enterprise• given 

their liaited aanagement resources and stills. Kost SSis in developing 

countries confine theaaelves to 1applJ their local :.artets. The que1tion 

arises how SSis co•1ld be assisted to exapnd their ... rtet1 through greater 

awareness of aartet opportunities aad greater inforaation on SSis' products to 

potential clients. 

The entrepreneurs who establi!:h, own and aanage saall enterprises display 

the abilitJ to 110bilize resources, and to tate risks. By and large, however, 

they lack foraal training in aanagement and tend to have a narrow range of 

technical or production skill•. Long-tera survival or gro;.rth of the 

enterprise depend• on the entrepreneur's ability lo adapt production to 

changing aartel conditions. llost saall enterprises tend to be iaitators 

rather than innovator• in tenu of technology and tend to produce siapler 

products and to utilize less coaplex or 'packaged' production processes. 

If a SSI is successful, it is likely to grow into a larger, more 

sophisticated industrial coapany. Progr .... s of assistance should support 

this process and take into account the required changes in the SSis. The more 

complex the production process, the g~eater the need for better trained and 

adaptable employers and supervisors, for supporting services and maintenance 

stills within the enterprise. To develop small enterprises into larger, more 

organized and more efficient production units, with consequent qualitative and 

quantitative increases in output, however, also involves changing attitudes of 

key decision makers. 

2. Impact of SSis on develop!lenl and industrialization 

SSis mate a relatively strong contribution to employment generation in 

developing countries. lot only is the vast majority of the industriai labour 

force to be found in small and medium-scale ent~rprises, but empirical 

evidence also shows that these tend to use particularly labour-intensive 

technologies. There is no evidence of any general inferiority of SSls as 

compared to the large-scale enterprises in terms of efficiency: in many 

countries SSls have proved to be highly efficient ana coapetitive both on the 

local market and on export markets. lnde•d, a recent study on SSls in ASK.All 

countries shoved that in aany industrial sectors (above all in wood processing 

' 
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and aetal products) SSI~ reach a higher CLrital productivity than large-scale 
1/ 

enterprises-

A second keJ advantage of the SSI aector i1 it• po1itive influence on the 

distribution of incOlle both in functional teras (wages/profits) and in 

regional teras. The pursued growth path of aanJ developing countries in the 

past implied that urban centr£s grew at lb~ expense of rural are2s, resulting 

in glaring regional income di•,arities. Since a large share of SSI production 
21 

is located in rural areas,- an active promotion of rural SSis would serve 

"as a means of decentralizing industry thereby not onlJ accelerating rural 

development but ~specially st ... ing urban i .. igralion and the consequent 
3/ 

problems of congestion in the cities.11-

A third advantage of SSis is their potential to •stablish links between 

agricultural and industrial production. SSis figure prominently both in the 

processing of agricultural goods and in the production of machines and 

equipment for use in agriculture. It has also been shown that the demand 
4/ 

elasticity for goods produced by SSis- is high in rural areas and among 

workers employed in SSls. 

SSis *lso contribute to domestic capital foraation. This is of 

particular significance in the face of foreign debt crises in aany countries. 

11 Cf. Hieaenz u., "Growth and efficiency of saall and aediua industries in 
AS!Ali countries", in Asian Development Review, Vol.1 (1983), no.1, 
p.111. The saae study also concludes that in about half the industry 
subsectors, saall and/o~ .. diua scale firms ware more efficient than 
large-scale ones, even if capital and labour input coefficients are taken 
into consideration. 

ll The share of traditional rural industrie1 in total aanufacturing 
employment is, for instance, 70 per cent in Banglade1h and 63 per cent in 
Kala1sia. Cf. lLO, "Rural saall-1cale indu1tries and employment in 
Africa and Asia", Geneva 1984, p.3. 

ll UNIDO, "Sllall industries development progra ... " <U•ID0/10.545), 
14 June 1983, p.5. 

!I In the case of Sierra Leone it was estiaated that a 10 per cent incre~se 
in agricultural production leads to a 16 pAr cent increa1e in deaan~ for 
the products of saall-scale firms. Cf. Bottomley, A., "Government 
action• for promoting saall-scale lndU1tries with respect to final 
outputs, intermediate activities and priaary inputs", in !SCAP, Small 
Industry Bulletin for Asia and the Pacific, •o.18, 1982, p.17. 

' 
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1/ Small-scale entreprenaurs are a aajor source of private savings- for 

productive purposes. Fu~tbermore, SSis are known to requi~e relatively little 

infrastructural invest"'llent (partly because of their proxiaity to consU91ers} 

and to utili?.e !ocally available raw aaterials instead of relying on iaports. 

In addit;on SS!s have further advantages for the long-term industriali­

zation process: 

- SSl3 provide a training ground fo~ the creation of indigenous 
entrepreneurs in teras of technical, aanagerial and aarteting 
know-how. Hence they are an essential eleaent in the cultivation of an 
overa!l business environment conducive to innovative and competitive 
behaviour;£! 

- SSis enhance th~ flexibilitr and diversification of industrial 
production becau£e their output aay b.l 110re easily adapted to changing 
114rket conditions and because lhey are often able to operate ~rofitably 
even in very narr'1V aartets with low purchasing power. The production 
flexibility of SSis aates them potentially highly competitive; 

- SSis can play an important role as aanufacturers of parts and 
components for large-scale enterprises because of their specialized 
stills and cost advantages. 

3. The application of new technologies 

The early 1980s have witnessed particularly drastic technological 

innovations in industry. The precise consequences, such as the impact on the 

international trends in global restructuring of production and trade, are 

still largely unknown. The introduction of cost-saving microelectronic 

devices and data processing systems in manufacturing, be it directly in 

production or for management purposes, is in any case expected to exercise 

substantial influence on the size distribution of manufacturing enterprises. 

Recent innovations such as numerically controlled machines, computer­

aided design or microprocessor-based information and control devices are said 

!I "Data on the sources of funds for initial capital investments in very 
saall f iras in Africa consistently show that eighty percent or 110re comes 
froa personal savings suppl ... nted by loans or gifts from relatives." 
(Page, J.M.Jr./Steel, w.r., "lconomlc issues of saall enterprise 
development in Africa", World Bank, Industry Department, March 1984, p.7). 

ll Cf. Sil, V.F.S., "Strategies for the promotion of small-scale enterprises 
in the developing ISCAP region", ln lcon011ic Bulletin for Asia and the 
Pacific, Vol. 33, no.l, June 1982, p.73f. 
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to "have made aodern technology !IOre potentially appl~cable to traditional 
11 21 

producers"- and to "facilitate saall-scale decentralized operations".-

Juaping from traditional to the aost aodern and sophisticated technologies is 

thus no longer iapossible. Indeed, aicroelectronic technologies can be put 

together from standard, off-the-shelf coaponents and can thus be &dspted to 

the needs of individual industrial client. 

Potential for the adoption of aicroelectronic technologies exists even in 

very s&all enterprises. The reali·~~tion of this potential depends, however, 

on economic and socio-cultural fact~rs. The scattered eapirical evidence 

available points to a positive correlation between growing fira size and the 
31 

readiness and sbility to introduce these new technologies.- One reason is 

that in aany cases the application of the new t&chnologies requires extreaely 

high amounts of inveslllent ctpital. Fira-econoaies of scale. therefore tend to 

become a decisive factor for reducing unit co1t1 of production. It 1hould 

also be noted that by and large wages are lower in 1aall firas than in large 

~~es, which reduces the econoaic incentive to adopt labour cost-1aving 

aicroelectronic technologies. 

The iapact of aicroelectronicM on S~I• a1 1ubcontractor• ls fairly 

ambiguous. Microelectronic production technique• create the need for absolute 

reliability of inpGts and coaponents both in terms of delivery schedules and 

of quality standards. Sub-contractors in developing countries aay fall to 

meet these requirements, stiaulatlng further backward vertical integration of 

large firms, be they indigenous or a10ltinational enterprises. 

The ov~~~ll impression is that, apart froa those areas where highly 

skilled, specialized and innovative SSl1 are involved, the emergence of new 

microelectronic technologies will in the developing countrle1 on the whole 

!I Report of the Panel, in: von Weizsaer.lter, l.U. et al. (ed1.), "!lew 
frontiers in technology application. Integration of eaer·ing and 
traditional technologie1" 1 Dublin 1983, p.7. 

ll UllIDO, "Prospects of aicroelectronlc1 application in proce11 and product 
development in Africa" (UlllDO/IS. 331), 22 July 1982, p.l 

}/ Cf. e.g. "Kicroelactronic1 in 1aall/ .. dlua enterpri1e1 in the United 
Kingdom", in ILO: Blending <1f llew and Tradit.lonal Technologle1. A 
Portfolio of !xperiaent1 and Project•, Geneva, 1984, p.99 ff. 

' 
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strength~n the role of large-scale, heavilJ capitali~ed enterpriaas. Where 

this is either due to the inforaation advantage of larcer enterpri1es or lo 

skill co~straints of aanagers/workers in SSis, there is a convincing case to 

be aade for policJ support measures aiaed at eliainating these bottlenecks in 
1/ the adoption of nev technologies within SSis.-

!I See also 'Nev industrial techn~logle1 and human resource development in 
Asia: SOiie •elected issue1', paper prepared by the Reglon~l and Country 
Studies Branch, UlllDO, 19 february 1986 (UNIDO/IS.611). 
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II. STU.TEGIES, POLICIES AllD PROGUllllES FOR SllALL-SCALK I•DUSTRIAL DEVELOPMENT 

l/ 
1. Soae principles for support of the saall-scale industry sector-

Wh£reas the subsectoral distribution of SSis is influenced, inter ali&, 

by the technologic*l level of various production processes, their overall 

importance and role in a country's econoaJ is largely dependent on the overall 

industrial development strstegy and specific Governaent policy aeasures. 

Industrial policy is often - implicitly - priaarily directed towards 

large-scale, capital-intensive enterprlses in urban areas. The rationing of 

import licenses or of bank loans noraally has the saae effect: larger 

enterprises have both the knowledge and the resources to cops with the 

adainistrative procedures connected with such sch8118s. In this way many 

policy measures - although not directly aimed at favouring larger scale 

industrial activity - tave actuallJ worked to the disadvantage of SSis. In 

the light of the development pros~ects of SSis, however, th9rs would be a 

stron~ argument for neutral general policies combined with specific support 

measures to promote SSis. 

Such policies are needed to create a generally favourable business 

climate. What iR required is: 

a macro-economic ~olicy p•cka~e inducing development of primary 
resources, education and training, stimulation of savin,s, investment, 
foreign trade and pu~lic/private sector policies, thus creating a 
favourable environme . (ala~) for small private industrial enterprises; 
and 

- clear Government priorities creating an atmosphere of continuity and 
certainty. 

In order to more specifically support SSls, additioLal measure• are 

called for such as: 

- public indu1t~ial support progra111e1, disposing of a network of a 
nuaber of specialized functional, resource or service centres ~la.ad at 
assisting the SSls sector. th• public progr .... 1 snould be staffed 
with skllbd and motivated personnel; 

11 ~h• following section• are based on the paper "Polley rec0111Dendation1 for 
the strengthening and prOllOtion of saall-scale industrle1", prep•r•d by 
the Regional and Country Studies Branch, UllIDO, for the expert group 
.. etlng in Seoul, and on the .. etlng dlsc••sslons. 

' 
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- proaotion of co-operatives and other self-help organizations for SSis. 

Evidence on industrial promotion scbea~• in many devuloping countries 

suggests tbal most aeasu~e2 focus on selective assistance lo enterprises, 

often in the fora of a~leapls to rescue enterprises experiencing 

difficulties. On the other hand, general iaproveaent of the econosic and 

business enviroD11ent would encourage enterprises to help themselves. this is 

especially iapurtant for the develoP19nt of the SSI sector: it cannot be 

fostered bJ ponderous bureaucratic procedures, the more so becaus~ SSis are 

less effective than large scale enterprises at protecting or furtheriog their 

interests within burea·Acratic, institutionalized systems. 

2. Areas for special support sch890s 

Development prograaaes for the SSI sector would, although comprehensive, 

need to focus on the following crucial areas: 

- Credit; lack of credit is often the greatest single iapediaent to the 
growtb and diversification of the SSis sector. Long ar.d short tel"ID 
credits to small scale enterprises should, where necessary, involve 
aanagerial assistance so as to enable enterprises to upgrade their 
financial planning and control procedures as well as to introduce 
s1steaatic accGunling techniques. 

- The enlargt!aent of markets. Governments can play an importa~t role in 
the development of local as well as international sub-contracting 
information services, and in opening up new markets, for instance 
through public sector procureaent. 

- The development of production know-how. Besides general education and 
training s1steas, technical consultancy services may be needed lo help 
SSis service and fully utilize their installed capacity and to enhance 
their production technologies. Public sector organizations and 
research establishments can help accelerate the diffusion of new 
concepts and techniques and should reinforce domestic technological 
capabilities (see e.g. AnneE YI on the Technology Serviees Delivery 
System in the Philippines). 

- Legislation to strengthen the position of SSis in dealing with 
financially stronger business partners. 

Through its technical assistance UllDO suppurts such progra ... 1 covering 

various aspects of assistance to SSis. UIIDO assi•tance activities in this 

f leld are describ*d in Annex VIII; el ... nts of relevant UIIDO actlvltles a~• 

also reviewed in Chapter I!t. 



- 12 -

3. The identification and development of industrial projects 

In spite of an increasing involveaent of industrial develoillll8nt agencies 

in industrial investment project i~entification and project planning the 

number of emerging 'bankable' projects remains in most cases verJ small. 

There seem to be two aain reasons for this: <a> project proposals are often 

prepared in a 'vacuum', reaote froa (potential) owners or managers and from 

the harsh realities of COllllerce or industr1; and (b) proposals tend to 

concentrate ~n production issues, while the market potential is often not 

examined in a thorough waJ. 

Funding agencies and develop.11ent institutions also advise and train 

prospective clients in project preparation and presentation. Experience of 

industrial promotion progr&lllles in developint countries suggests, however, 

that whereas even in countries at an initial stage of industrial development 

signif :cant numbers of people at the local level are willing and can be 

encouraged to ass~•e the risk-taking role of an entrepreneur, few are aware of 

the steps involved in developing an investaent project prop(sal and are able 

to cope unaided with the procedural foraalities. 

Kore efforts in this field are therefore called for. Special 

institutionPl arrangements are needed to assist small enterprises in all 

phases of investaent planning. If, in key areas of assistance to small 

enterprises special institutional provisionu may be needed, close working 

relationships between development officials and ent~epreneurs are necessary. 

Experience has sho~n that active participation of industrialists in such 

institutions is essential. It may also be necessary - in spite of higher 

costs - to decentralize decision-making processes within development agencies 

to match the operational time scales and needs of small enterprises. 

4. lnfractructure services and industrial estatBs prograames 

To enable SSis are to expand beyond the local level, it will be necessary 

to install road and telecomDunication networks and suitable indu1trlal sites. 

Location of a number of SSls in close proximity to each other facilitates 

co111nerclal, repair and maintenance services and inter-industry linkages and 

subcontracting. Industrial development 1gencie1 have 1ought to p~ovldo such 

r -
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services and buildings within industrial estates or parts. An iaportant 

aspect of such development initiatives is that such concentrations of industry 

demonstrate progress and may thus encourage similar activities. Indust~ial 

premises and estates, however, are expensive capital investments requiring 

exhaustive feasibility studies and preparations. They are perhaps best 

regarded as reinforcements for the expansion of an established industrial base 

rather than as initiators or catalysts of industrial development, and seem 

more suited to meeting the more specialized and exacting ~eeds of medium scale 

enterprises than those of very small enterprises. Some experiments in 

providing acc09lll0dation for 'fledging enterprises' in mini-estates have been 

successful, but for the aajority of small enterprises, it aay be better to 

rely on their adaptability and flexibility in the use of converted or existing 

accoamodation in the early stages. 

Governments can also stimulate local SSis by extending contracts for 

infrastructural improvements which are technically and organizationally within 

SSI-scope (construction, building of feeder roads, etc.). 

S. Support for che development of established SSis 

Besides assistance for the promotion of new enterprises ;!, developing 

countries, priority should be given to strengthening an~ upgrading the 

activities of established small enterprises. Given the shortage of capital 

and entrepreneural/managerial stills within many economies, great attenticn 

should be paid to ensuring that those alraady in existence maximize their 

contribution to economic development. 

Major difficulties inhibit progress in this area: There may e.g. be a 

conflict of objectives between Government~ and established industrial 

enterprises. While Governments and development agencies tend to orient their 

prograaaes •nd activit' 1 towards medium or longer term ohjectlves, creation 

of employment or equity, etc. within the overall pattern of development, 

individual industrial enterprises obviously are profit-oriented and tend to 

have shorter time horizones. The legal, administrative and fiscal 

arrangements established by Governments for broader policy objectives may thus 

conflict with the illllllediate priorities of P.mall enterpriaes. 

' -
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Once small indu1trial enterpri•e• have boen in e1i•tence for a length of 

time, they tend to become highly adept at dealing with routine organizational 

and production probleas. Further develoP11ent of their industrial activitie1, 

however, requires a 1ignificant increa1e of 1till1 and the availabilitJ of 

specialized technical inforaation and advice. out1lde aanagaaant a1perti1e 

will be needed to a11i1t in reorganization• in period• of tran1ltion, growth 

or diversification, and in broadening the range of aartet opportunitie1, 

incl~ding in export markets. 

If an enterprise is to grow, increased output quality and efficient 

technology application are essential. lew technologie1 are often not directly 

applicable for SSI• in developing countrie•; the improvement of existing 

technologies will in most ca•e• be 110re relevant for them. In this process of 

technological upgrading, development agencies can play a role by providing 

technological expertise. Moreover, organizing "self-help" networks among 

ent~epreneurs for the exchange of new ideas could be a ~elatively 1!mple and 

efficient way of stimulating technological expertise and creativity. 

6. Training of support 1taff 

The range of skills required for SSI development institution• cover1 

mastering of administrative, organizational and managerial ta1ks as well as 

various technical production 1tills. Given the large population of 

small-scale industrial enterpri1es, the variety of output and the 1cattered 

distribution of producing units, industrial development agencies are faced 

with severe difficulties in creating the •tilled aanpower oece11ary to both 

support existing activi .ie1 and to promote the creation of new industrial 

capacity. 

Four main fields of training and retraining prograaaes can be singled out 

as particul.~rly important: financial control and account.log, management and 

'shop floor' supervisory tasks, marketing (including sales and tendering), and 

technological aspects of production. Short formal training courses reinforced 

by practical e1perience would be required to create the •till ba1e for the 

organizational and management ta1t1. The technical e1pects of production 

including production control, product development and quality control require 

more basic technical training, which i• highly 1pecialized and r~quires a 

' 
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longer period. It ia in this ar~a that apeciali%ed technical support frOlll 

institutions of higher education, technical re1earch and development, te1t 

laboratories or even from large-scale industry are 110st needed. In addition 

development agencies need to ensure that their personnel has the necessary 

skills in industrial promotion, project identification and development, 

project presentation, and in con1ulting 1ervicea. 

1. The regulation and 110nitoring of SSI d•velop!l!nt 

Given the importance of the SSia sector, Gover~~ls have been concerned 

to bring the activities of ~his subaector within the purview of official 

regulatory organizations. To SOll8 extent regulating and 110nitoring of 

industrial activity aay counteract with the atteapt to pr0110te the expansion 

and creation of new industrial capacity. Hence, it ia important to in1ure 

that an enterprise'• relation1hip with the various departments and agencies of 

Gover01Dent ia not endangered through the application of strict bureaucratic 

controls. Registering or licensing, e.g., which is generally a prerequisite 

for assistance, 1hould be 1implified as much as possible. Government 

legislation should altogether have a p~oaotional rather than a regulatory 

character; it should provide ~ favourable environment rathe~ than a detailed 

development model. This view is also increasingly shared the1e days by donor 

agencies. Balanced development is on the other hand unlikely to occur ~ithout 

policies and co-ordinatins measures foraulated by Governaents - even th6 most 

highly developed countries cannot do without them. 

Almost all Governments have atteapted to bring 1aall industrial 

enterpri1e1 within their regular 1urvey1 of indu1trial output, a1 an iaproved 

databa1e i1 e11ential for the foraulation of developaent policies. However, 

comprehen1ive coverage of 1aall enterprise• i• often not fea1ible. One 

1olution would be to 110nitor key par ... ter1 of performance in 1mall 

enterpri1es on an annual ba1i1 and carry out 110re coaprehen1ive 1urvey1 at 

t~ree year interval•; another i1 to rely on the board• of SSI a11oclatlon1 to 

gather data at the individual plant level. 

8. SSI development 29licie1 in ISCAP ... bar countrle1 - an overview 

Individual Governaent1 of countrie1 in the KICAP region have formulated 

and iapleaentod varlou1 1ets of polici '' to stimulate the development of 
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SSis. 
1/ 

A brief overview of policies and aeasures by country- is presented 

in this section. 

Bangladesh 

The industrial sector is heavilJ d011inated bJ ~raditioncl SSI•. The 

Second Five-Year Plan (1980-1985) e11phasized development of rural industries 

aainlJ catering for the local aarket for siaple producer and consumer goods. 

To support local industrJ, basic infrastructure was iaproved and the linkages 

between public and private enterprise were strengthened. The 1982 •ew 

Industrial PolicJ protects local industries bJ tariff aeasures and promotes 

geographical dispersal and the exploitation of local ~•sources. Linkages with 

larger ind~stries, qualitJ laprova.ent and technological upgrading receive 

particular attention. A special Sllall Scale Industries Development COlllaission 

has been established within the KinistrJ of lndustrJ. 

Policies for the development of SSls are part of the Long-tera and 

Short-tera Econoaic Policies foraulated in 1972 for a 20-Jear period. 

T~chnical training, assi•tance and research and qualitJ control are provided 

bJ governaent institution•. A large part of SSI• is organized in 

co-operatives which to SOiie extent dispose of their own training facilities. 

Assistance to co-operatives takes the for• of loans, inputs and aacbinerf. In 

co-operation with UllDP/ILO, SSI• plant and technologf are upgraded un~er the 

"Small Scale Industry Development in the Co-operative Sector" progr..... The 

Federal Republic of Geraanf also a11i1t1 in iaproving the perforaance of 

industrial cooperatives and in the establishllent of a tecbnleal consultancJ 

unit within the cooperatives. 

!I More details will be found in the country studies which were presented at 
the Seoul expert group .. eting and are appended (in condensed fora) to 
this report. Reference is also aade to a "Report on the development of 
small- and .. diua- scale industries in the ESCAP region .. , prepared bJ the 
ESCAP/UJllDO Division of Industry, Huaan Setll&IMfnt and Technology and 
presented at the aeetlng. 
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!n an effort to distribute economic growth llO~e evenlJ, industrJ in rural 

areas ba1 received 1111cb support. So far. policies have concentrated on 

labour-inten1ive SSI• with low capital requlr888nt1 having lintage1 with 

agriculture and also encouraging the niral population to Yle local 

~on-agricultural re1ources. Support late• the fora of low-lntere•t loans and 

tax incentives; otber-tr~se, funds are largelJ provided by the local collectives 

the .. elves. Pollci~s have now begun to •tress envirQnm.t~tal and technological 

iaproveaents, with part of the fund• provided bJ central and local 

authoritie1. Planning will paJ 111>re attention to the inte~ration of SSI1 in 

the overall economf. RecentlJ, subcontracting to large industries in urban 

areas bas begun to receive attention. 

The overall development strategf pa1• special attention tc SSis tbrougb 

the "Village and S...11 Industries progr .... " while pursuing integration ~ltb 

other sectors of the econoay and the correction of regional imbala~ca. SSI 

production ls protected bJ special .. asure1 (e.g. product reservation), and 

co-op•retlon within the sector is 1tronglJ encouraged. Comprehen1ive 1uppo~t. 

from infrastructural and credit facilities to feasibilitJ studie1, l1 

available. In recent times, technological modernization has received 1peclal 

attention. There i1 a ccntinuous lntereat ln stimulating the aandlcraft 

sector through the introduction of siaple technical improvements. Another 

recent policy measure is the 1timulation of ancillarization, an lnten1ive form 
1/ of co-operation between large (g~vernment-ovned) and 1aall industries.-

Indonesia 

SSI progra-s are an integral par·t of overall econocic and indU1trlal 

policJ. Sesl~es as1istance to traditional, aainly rural SSis, .uch attention 

ls glv•n to pr0110ting modern SSls which have clo1e relations with the 

aachlner1 

!I '•• the studJ report "llechanis .. for saall-scale indu1tr1 development: 
Ancillarlzation - development of feeder industrle1" CUNIDO/IS.551) by the 
Regional and Country Studle1 Branch, presented at the expert group 
.. •ting at Seoul. 
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and electronics lndustrJ. certain productive activities co.a under 

reservation sch ... ! for SSis. For the d'~fuslon of SSI• throuihout the 

national econoaf, infrastructural support ls aade available under tbe S..11 

Industrr Estate, Sllall lndustrJ Village and COllllon Serwice Facilities 

progr...es. Sllall rural industries are clustered for greater efficlencf. 

Support measures include training and lnforaation services, feasibility 

studies, credit, provision of capital goods and inputs and export promotion. 

llalaysia 

Tbe Fourth (1981-1,85) llalafsian Plan seets to integrate saall-scale 

enterprise in the overall national develop119nt strategf. Support progr .... s 

range froa feasibilitJ studies and export incentive• to product reservation 

scheaes. Banta have to set aside part of their loanable funds for ... 11 

enterprise, soae of lt to be aade available on special, favourable conditions 

under the Special Loan Schelle. Inter-fira inforaation exchange la encouraged 

and a subcontracting exchange will be set up to iaprove lints vitb large 

industrJ. A •pecial package progr .... for bualputra entrepreneurs has been 

ll8de available with World Bant assistance. 

The Industrial Service Centre of the Ministry of Industry provides a 

package of non-banking services <inforaatlon on inve1taent opportunities, 

procedures, policies etc.) and carries out feasibility studies. Banks have 

recently been obliged to invest in small enterprise. Tax incentives favour 

SSis over large industry. Training, pr0110tional services and raw material 

supplies are provided by the Cottage and Village Industries Board, which also 

manages some SSI projects. The Cottage Industries and Handicrafts Emporium 

was specially set up to facilitate the supplJ of inputs and to market finished 

products. With IDA assistance, special support has been made available for 

<largely export-c1rlented) handicraft lndustriH. This scheme will be extended 

during the next econoaic planning period. A• an experlaent, collateral 

requirements have been valved in districts where a •peclal f lnancial 

assistance progr .... is carried out with world Bank •••i•tance. 
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Pati•tan 

Under the pre•ent Five-Year Plan, SSI h•• been designated as one of the 

leaders of the export lndu•trJ. Support con•i•l• of iaproved designs, credit, 

marketing and export facilities. The activitie• of the Sllall Bu•inesm Finance 

Corporation will be expanded tn the near future. Special attention to SSI• i• 

given in the provision of phJ•lcal infra•tructure e.g. in the fora of SSI 

estates. Training, information and technical services are al•o provided. 

Subcontracting is •ti1111lated. Tbe in•titutional infrastructure includes 

•pecial Provincial Sllall Indu•trles Corporation•, set up bJ the Cover .... nt to 

provide a wide range of services. 

Philippines 

Within tbe frU1eVOrt of the countrJ'• Development Plan, a variety of 

special agencies deal with SSI. Activities are co-ordinated bJ the C01111ission 

on Small and llediua Industrie• (Siil). Financial assistance emphasizes fixed 

assets rather than working capital. In co-operation with educational 

eslablisllllents a special progr .... has been designed lo upgrade business 

training and lo •tiaulate entrepreneur•hip, both &110ng student• and in the 

towns and village• vhere tbe •cbool•/univer1itie1 are located through the 

In1titute1 for Sllall Bu1ine1s (ISBa). Channel• for variou1 t1pe1 of extension 

1ervice and .. thods of identiffing •aall and .. diua enterprise potential are 

being iaproved with USAID •upport. 

1/ 
Republic of lorea-

The 10-rear Long-ter. Promotion Plan for Saall and llediua Indu1trJ was 

adopted in 1982 to ral1e the value added, eaplo,aent and inve1t .. nt 1hare1 of 

1aall and .. dtaa lndu1tr1 to 80ll8 50 1H9r cent of national tolal1. A central 

role in foraulatlng, initiating and co-ordinating •upport plan• l1 played by 

the Saall and lledlua Industrr Promotion Corporation (SKIPC). 

!I Ba1ed on a paper presented at the ex1H9rt group .. •ting at Seoul: "lorean 
1aall bu1lne11 - Current l11ue• 1 pollcl•• and prOllOlional acllvltl••" by 
Yun-Sang Chol, SlllPC. The full text of the paper will be included ln a 
forthcoalng report on SSI support in lb• Republic of lorea. 
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Pra.otion policies fa~ ... 11 bu1ine11 include financial, technological 

and .. rteting a11i1tance, enc~uraging (bf financial 1upport, governaant 

contracts, etc.) the for11ation ~f co-operativa1 and 1ti.,lating technological 

and .. nagerial llOdernization thr~ugb esten1ion and inforaation ••rvicea and 

traiuing progr .... s. Certain areas of production are reaerved for SSI• on the 

ba1:s of efficiency and ca11parative advantage criteria. Special a1ai1tance is 

to be given to SSI• which locate in rural area• and for new venture• eaploying 

advance1 technologies. Gover1111ent has e1tabliabed a Small and llediua 

Industries Pra.otion Fund providing long-tera lov-intoreat loans. COllll8rcial 

bents aust reserve part of their loanable fund• f~r ... 11 buaineaa and are 

also encouraged to invest in ... 11 enterpri1es. 

Singapore 

Assistance is .. inly given to SSis which have linkages with large llOdern 

industries. Grant• and las incentive• are available for R and D initiatives 

and a science part is under construction. The focus of the assistance 

1ch ... s, a large part of which i• provided through the Econoalc Development 

Board's Skill Development Fund, l• on 1ophiaticated tecbnoloties and fact~ry 

autoaation and includes lov-inter~st long-tera loans, con1ultancy, a 

state-supported robot leaaing/robot conaultancy coapany and aaopover 

training. Manpower development ls also the object of a nuaber of training 

units which have been set up in cooperation with ~id donor• and oversea• 
investors. 

1/ South Pacific Island countries-

Kost South Pacific Island countries consist of a number of widely 

scattered islands and are confronted wltb the problea of very liaited aarket1 

and resources. llanufacturing production targets outlined in development plans 

are accordingly aode1t, but precisely under these circuastance1 SSI can pla1 a 

significant role. Fiji has the aost C011prehen1ive range of industrial support 

aea1ures, including the provision of industrial infrastructure and priority 

for industries processing local rav aaterial1 and/or producing inputs for 

!I Based on a draft 1tudJ of the South Pacific I1land Countries which will 
be i11ued bf the Regional and eountrf Studies Branch, UllIDO. 
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other sectors of the economy. Tonga and Western SaJIOa provide industrial 

estates for ... 11- and .. diua-scale industries. Product reservation sch ... 1 

are c011mOn in the South Pacific Island countries. 

Sri Lanka 

Economic policy 1tre•1e• the diffusion of develoP11Qnt both 1patiallJ and 

aaong population groups. for which SSI is a aajor instrll98nt. SSI production 

is protected by import tariffs. and stimulated through ta1 and inve1t .. nt 

incentives. training and aanag ... nt services. design and craft centres. 

aarketing a11istance etc. llany of the services are provided through the Rural 

Industries Development Corporation. which also participates in SSls bJ buying 

equitJ •heres. A Subcontracting Exchange (SCX) was established in 1981 to 

iaprove contacts between SSI and large industrf. Rural Development Banks have 

been set up bJ the Government to help meet credit requirements of ... 11 

entrepreneurs. 

Thailand 

Current and COiling d~velopaent plans recognize the essential role of SSI1 

in developing the countrJ'• industrial base and promoting the diffusion of 

industrial development throughout the country, away from the Bangkok area. 

Attempts are aade to harmonize industrial dispersal with regional urban 

development plans. Policy is implemented and co-ordinated through the 

Department of Industrial Promotion (DIP) and support to SSis includes 

feasibilitJ studies, low-interest loans, vocational, entrepreneurial, 

aanagement and technical training, product upgrading and information 

services. To assist the dispersal programme, Regional Industrial Promotion 

Centres and provincial offices have been established. 

9. Towards a regional prc9r .... for SSI development in Asia and the Pacific 

redQ! 

Due to its very nature, the SSI sector to a large extent ope~ates on its 

own within the llalted fr ... work of local aarkets. However, it ~as been shown 

above that there ls strong reason to enhance the role and to utilize the large 

development potential of the SSis through various measures. In many countries 
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in Asia and the Pacific an extensive institutional fraaework and significant 

experience with industrial development in the ... 11-scale sector already 

exist. Exaaples of activities of two regional institutions, the Asian 

Productivit~ Organization (APO) and Technonet Asia, are given in Annex VII. 

The priority for the i.-ediate future should ba to upgrade the 

capabilities of -~isling agencies both at the national and regional levels, so 

as to iaprove their effectiveness. Weakness in technical or COllll8rcial 

support services aay be dealt vith by appropriate assistance froa the 

international agencies, but most of the countries could now benefit from their 

own experience and froa that of other developing countries. Both the 

successes and failures of ether countries can help policy-makers to foraulate 

proper strategies - the experience of other countries should, however, serve 

as an instructive exaaple rather than a blueprint: specific situations call 

for specific policies. This should also be borne in mind by international 

organizations involved in SSI assistance. When intra-regional experience and 

resources are utilized for a supporting progralll8 among the countries in the 

region, priority areas should be s!ngled out to aate the aost of the available 

resources. Through regular consultations - possibly backed up by 

international assistance - the national efforts could be significantly 

enhanced. 

There seem to be four aajor areas for such regional consultations. 

First, the improvement of information flows on products, markets, technology 

and other key economic factors to national and regional bodies. Second, the 

recorJing and disseminating of progress in developwent strategies, techniques 

and methodologies. !bird, joint elaboration of innovative approaches lo 

encourage the growth and efficiency of SSis. This may include the utilization 

of new information technologies lo increase the pretence of SSI1 in the 

aarket. Fourth, the training a1pect whereby 1killed and experienced 

'practitioner• of development' learn from each other and are being expo1ed lo 

new concepts from external 1ources. 
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Ill. SSI SUPPORT - ~gy llEAS POR ATTDTIOll 

1/ 
1. Entrepreneurship develoP119nt-

A keJ element in the present-daJ di1cu1sion about development is the 

renewed a~areness of the central role of entrepeneurs, "individuals who are 

risk-takers, daring, innovative, assertive, and 110tlvated enuugh to strike out 

in industrial ventures .... " GoverD11ents and other bodies aay provide support 

of the various kinds outlined below, but the actual economic opportunies hav9 

to be realized by well-run etaterpri1es. Strong entrepreneurship is therefore 

of prime iaportance for the process of econoaic growth. In developing 

countries, which find theaselves confronted with the urge~t need of catching 

up in a rapidly changing international econoaic and technological environaent, 

and where general education and industrial experience are far froa ubiquitous, 

special aeasures are needed to stiaulate (potential) entrepreneurs and 

increase thei~ know-how. 

Many factors play a role in the development of entrepreneurship. Basic 

entrepreneural characteristics like risk-taking, achievement orientation, 

etc., are a result of faaily group, educational and general social/cultural 

influences. The overall economic situation, market conditions and economic 

policies represent the enviroaent in which these qualities must be translated 

in econoaic activities. Stimuli do not only come from a favourable economic 

environment; social appreciation of the role and problems of the small 

industrial entrepreneur is essential for success as well. 

Entrepreneurs may undertake soae form of business activity only after 

previous, related experience, but nevertheless often require a wide range of 

new skills and knowledge. Because of the operational charactorhtlcs of small 

enterprises, owner/aanager1 are not readils available for training etc. once 

an enterprise i1 in production. There is therefore a need for 1hort-tet"'ll 

training in aanageaent 1~ill1 before an entrepreneur e1tabli1hes his 

enterprise. The quality and availability of training aaterials and aanuals 

through which entrepreneurs aigbt infora and train them1elve1, supported by 

distance learning aethod1, will often need to be improved. Problem• of 

!I 8a1ed on "Entrepreneurship development: basic i11ue1 and industrial 
support .. cb1.ni ... ", prepared by the Institutional Infrastructure Branch, 
UNIDO, for the ezpert group .. atlng at Seoul, and on the aeeting 
dlscu11ion1. 
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language, dialect, technical terainologJ, literacJ and nuaeracJ need 

particular attention when a11i1tance i• provided to saall enterprises in 

remote and relativelJ undevelope~ areas. 

Several countries in the ISCAP region have initialed entrepreneurship 

development programmes, e.g. tbe Thai Entrapreneur1hip Development Programme 

of. the Department of Industrial Promotion. Such activities are also part of 

the Indian Village and S..11 Industry and the Kalay1ian Kajli• Aaanah (llARA) 

progr....aes and occupy a central place in the Local SludJ Ki11ion and Sectoral 
1/ 

ProductivitJ A11ociation projects in the Philippine•.- Bu1ine11 

a11ociation1, Chaaber• of CO...rce, and other llCO'• in various countrie• are 

also involved in entrepreneurship development; lb••• 1ch ... 1, being organized 

by ~ople wh~ are faailiar with the bu1ine11 environment, could serve as 

exaaples for further initiatives. 

UllIDO's Sllall Enlereri1e1 and Entrepreneurship Development (SllD) progr .... 

Ulf!DO's lndu1lrial SEID progr .... i1 directed toward• 110bilizing 

indigenous entrepreneural capacities and identifying parsons with the suitable 

attitudes and ideas. The progr .... covers the period frOll the •election of 

the entreprennur through the planning and selling-up of an industrial 

operation to the break-even point of the enterprise in question. The goal i1 

qualitJ rather than quantitr: the ... rgence of a few sound enterpri1e1 with 

long-tera vlabilitJ is considered to be a 11ara iaportant achiaveaenl than the 

setting up of ~he large1l possible nuaber of flr111. Procedures and technique• 

are cho1en lo suit both local circu .. tance1 and 11e>re general development 

objectives. A ... 11 central executive agencf co-ordinate• the elements of the 

support progr .... which cover• all aspects related to the setting-up of an 

enterp~i1e. Care i1 taken not just to transfer technical 1klll1, but also to 

foster the values and attitudes which aake an anlrapreneur. Experience with 

the progra ... has shown that a bu1ine11-relaled background is not e11entlal 

for the emergence of entrepreneural talent - candidates for the progra11111e come 

from a wide varietJ of backgrounds. 

!I See the 1tudJ "Th• local 1tudJ ml11ion and the a11oclation building 
projects: Approach•• to SKI development" prepared bJ Arturo L. Tolentino, 
Manila, and presented at the expert group .. eting at Seoul. The study is 
i11ued in "Promoting 1aall-1cale industry in Southeast Asia - •elected 
1upport 1ch ... 1 in the Philippines, Thailand and llalay1ia" (forthcoming), 
prepared by the Regional and Countrf Studie1 Branch, UIIDO. 
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2. New foras of ... 11 industry co-~peration 

1/ 
(i) Overview-

If operating in an 9nfavourable business cliaate, immediate individual 

profits maJ seen aore iaportant to the saall entrepreneur concerned with 

survival than the long-tera benefits of co-operation. Yet, a well-established 

organization of co-operating saall industries provides a more effective 

potential to aanage critical situations. Creating sufficient awareness of 

long-tera collective gains &110ng aeabers of such an organization is a 

difficult, tiae consuaing process. Experience in various developed and 

developing countries shows that industrial associations set up with very 

specific objectives in aind have the best chances of succeeding in the long 

run. Co-operation, in otber words, should not be a vaguely defined principle 

but requires a clear-cut goal, for instance the sharing of specific services. 

Many developing countries' small-scale industries have formed 

associations, partly with Government support. Such associations may be 

organized to cover small industries in general - possibly limited to a 

particular geographical area - or those of a special industry branch, for 

instance, handlooa weavers, furniture manufacturers, etc. It is particularly 

these speciali%ed associations that are often supported by Government 

institutions in training progr&1111es, demonstration workshops, etc. In order 

to ensure close functional liaison in this co-operation, representatives of 

the SSI associations are often called to be members of advisory councils and 

boards of the relevant Government institutions. 

A particularly active organization ln this respect ls the Korean 

Federation of Saall Business (KPSB), with well over 16,000 members. Its 

activities involve the co-ordination of subcontracting, collective purchQslng 

and selling, establishing contact with overseas buyers and inve~tors, 

information services, technologJ transfer and policy recOG1Dendations to the 

Government of the Republic of Korea. 

!I Based on the note "New forms of small industries' co-operation", prepared 
bJ the Regional and Country Studies Branch, UNIDO, for the expert group 
meeting at Seoul, and on the meeting discussions. 
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SSI in aost countries are confronted with the saae set of probleas, i.e. 

acquiring access to growing and changing aartets, keeping pace with technology 

development and handling increasingly complex accounting and financing systems 

and aanagerial lasts. The tey issues for SSI co-operation, therefore, can be 

listed as follows: 

- pr0110tion of contacts with lar~e industries (subcontracting exchanges; 
SSis with supplementary production entering in joint contracts with 
large industry, etc.); 

- marketing activities (including the collection and dissemination of 
aarteting inforaation, participation in trade fairs, export marketing, 
etc.); 

- R and D; 

- adainistrative services (accounting, lax adainistration, auditing, 
Qtc.); 

- co-operation with financial institutes in the context of special SSI 
credit schemes; 

- operation of SSI technical service instltules (testing, quality control 
certification) or guidance to and co-operation with public or 
seai-p~blic technical service institutes; 

- up-grading aanagement and technical stills. 

The rapid technological developments currently taking place present a 

special challenge to SSis. Although the trend towards smaller and cheaper 

microprocessors will reduce the iaporlance of "econoaies of scale" in many 

microelectronic applications (and also increase the potential for SSI 

dispersal), joint action aaong SSI• could still be very useful to realize 

economies of scale in several fields, such as the development of software. 

On the other band, the potential of "economies of scope" represents an 

increasingly iaportant factor. If the overhead costs of microelectronic 

capability can be spread over several types of products or processes, they can 

be aore easily recovered. To overcoae this barrier and to improve lheir 

econoaies of scope SSls can only join forces. In the SSI context such 

econoaies aay be realized when saall entrepreneurs co-operate to co-ordinate 

their range of output, tbus acquiring special stills required to handle new 

technologies at a lover cost per enterprise. 
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A nev vave of technological progress is underway also in the traditional 

industries. such a6 the textile sector. The so-called 'new te~hnolog~es' in 

spinning, weavinKltnitting and finishing •~ vell as computer control are now 

rapidly introduced. These innovative processing technologies create a new 

capital-intenLive generation of textile aills. which can offer a great variety 

of high qualitr fabrics in appropriate widths. The resulting increased 

flexibility is likely to affect the competitiveness of the SSis in the textile 

field and possibly lead to further specialization among them. Thus. the 

opportunities in the textile and ~lothing sector for the application of 

CAD/Cl.M techniques and. fu~ther. for coaputer-integrated manufacturing aystems 

are wide-ranging. It will be crucial to attempt to assess the specific 

characteristics and iapacts of the new production techniques and to examine 

whether these new techniqnes .. y eliainate the labour-inten8ive production 

precesses in textiles and clothing. •ew areas for co-operation among SSls 

will no doubt need to be created to enable them to cope with the application 

of these new techniques. In this connexion it may be important to late stock 
1/ 

~f current practices in SSis.-

The present era of rapid techno~ogical change is also a period of 

recession and stagnation in many national ~conoaies. Business failure ts 

conmon and obtaining credit and a proper understanding of the problems and 

possibilities of the present situation is especially difficult for the cmall 

entrepreneur. This is even so when concerted efforts are being made to make 

the Goverrunent policies vis-i--vis SSis fully transparent. By joining forces, 

!I An example of succer tul blending of traditional and modern technologies 
in small-scale production is the Prato textile industry in Italy which 
provides employment to a total of 70,000 workers in several hundreds of 
small establishments. In recent years substantial electronic 
iaproveaents in textile machinery were introduced, above all in the 
fields of production process control a~d control of quality standards 
(e.g. controls of temperature and humidity of the products to reduce 
energf consumption). Al a consequence the Prato textile industry has 
remained highly competitive even under severe pressure both from doaestlc 
large-acale producers and from low-cost import sources. It should be 
noted that the electronic improvements in textile macninery did not cau1e 
major invest .. nt expenditures (between 2-15 per cent of total investment 
in aachinery) and that the labour force in Prato is known to be highly 
skilled and open to innovation. (Colombo, u., Mazzoni•, D., Integration 
of Old and New Technologie1 in the Italian (Prato) Testile Indu1try, in 
ILO, Blending of Mew and Traditional Technologie1. A Portfolio of 
Experiment• and Projects, Geneva 1984, p.107 ff.) 

' 
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SSls could both acquire the e1pertise and the clout needed to deal with an 

unstable business environaent. 

International co-operation between SSI association• i• stlll uncoanon. 

The Republic of Korea has a co-operation agreement with the Malaysian 

Government under which SSI entrepreneurs from llalayaia are being trained in 

Korea. Korean small entrepreneurs have been invited by the Malaysian 

Government to work with their counterparts in Malaysia to raise the production 

atandard of car components, a building block for the development of a national 

car industry. 

There would be scope for more e1tensive co-operation between SSI in 

developed and developing countries; Sweden ha• played a pioneering role with 

its "sister industry co-operation" project with Tanzania and UllIDO has helped 

to negotiate several similar plant-level co-operation agreements (see also 

Annex V). Small firms in Japan have entered into joint ventures with 

developing country SSis. Thus, an international network could be created 

which to a certain e1tent might counterbalance that of the transnational 

companies. The fact that small enterprises in developed countries ~re 

becoming more service-oriented as a consequence of overall changes in the 

economic structure does not have to be a drawback. Asaociations of such 

enterprises could e.g. provide much-needed management and marketing expertise. 

(ii) Small-scale industry co-operation in a developed economy - an 
11 

example-

The experience of the Fosieby Group of Entrepreneurs in Mal.0, S~eden, as 

a "self-help" organization created by small- and medium induatriea in a 

specific geographical area, aay prove useful for thoae involved in SSI1 in 

developing countries - even if the Croup operate• in a highly induatrialized 

country. The Foaieby Croup does nlt nly on Government funds (members pay a 

modest subscription fee) and its activities require only a minimum of ataff 

a~d overhead co1t1; this by it1elf i1 an lntere1ting point for entrepreneur• 

!I Based on the paper "Study of a 1mall-1cale indu1try co-operation 1chema 
in a developed country" prepared by 1.8. Arons1on, UNIDO con1ultant, in 
co-operation with the Regional and Country Studie1 Branch, UNIDO and 
pre1ented at the e1pert group meeting ~· Seoul. A 1uanarlzed ver1ion of 
the paper 11 given in Anne1 II. 
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in developing countries where finance and stilled staff are generally in short 

supply. 

The board governing the Group is elected yearly by all members, and 

consists of high-level executives of various member companies who have a good 

overview of developments within the member companies and also have built up 

close contacts with government officials, outside enterprises, etc. Staff 

requirements are kept at a minimum by organizing working groups composed of 

company representatives to deal with specific tasks. Administrative support 

is hired or provided by the companies, whenever the need arises. For special 

problems (e.g. computerization of the production process) consultants are 

hired; support from the local governaent and research establishllents is 

available for such activities. 

The Fosieby Group has served as an example for other entrepreneurs in 

Sweden. Small- and medium-scale industry co-operation in specific locational 

areas has become coD1Don, and is stimulated by a national federation which also 

co-ordinates information exchange between members. 

The experience of these local small and medium industry co-operation 

'groups' in Sweden shows that: 

- close physical proximity is essential if entrepreneurs are to 
~o-operate intensively. lven in a country like Sweden, with its 
extensive (tele)coanunication systems, over 90 per cent of industries 
belonging to a co-operation 'group' are located in the same town; (The 
Fosleby Group, for instance, includes in its membership only companies 
located in that particular industrial area which ls part of the 
"greater Malma" town area.) 

- there is an upper limit to the number of companies in a 'group' (in 
Sweden, the great majority of 'groups' have less than 100 members); 

- 'groups', when formed, should focus attention on specific purposes. 
Successful activities of the Fosieby Group include services 1barlng 
(and providing services to local residents, many of whoa work for 
member companies), bulk buying of supplies, training and information, 
marketing and co-operation in joint subcontracting arrangements with 
large enterprises, and joint action• to ensure government support in 
varlou1 in1tances. Other field• could be e.g. co-operation in 
organizing the sharing of service personnel for specific ta1k1, 1uch as 
tax accounting and data storing, etc. 
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3. Linkages between s .. 11 and large industries 

1/ 
(i) Overview-

The nature of the relationship between saall and large industries should 

always be seen against the background of national developaent goals. The 

industrial structure will always include large industries exploiting econoaies 

of scale and .. jor natural resources. Using the services of s .. ller units, 

however, enables large industri~s to concentrate resources on essential 

eleaents of the production process and to increase production flexibility. 

Special products or ... 11 production batches and special services can be 

handled by ... 11 outside units. SSY• are also able to 110blllze resources 

which a larger unit eight not be able to 110bilize in an econoalcally justified 

way. 

Linkages with larger industrial establishments are thus a .. jor factor in 

SSI development. For the ... 11 industrialist, the larger unit has the 

advantage of being a single custoaer placing orders of considerable size; 

generally it is located nearby as well. llarketing costs for the saall 

entrepreneur are thus at a ainiaua (provided that the physical infrastructure 

is good). Larger units often use aore sophisticated technologies, which 

implies potential learning effects for saall industry. In fact, many SSls 

have been set up bJ entrepreneurs who acquired their know-how while working in 

larger enterpriees. 

The division of labour between large and saall units ls thus in principle 

autuallJ advantageous.The question remains whether, given this division of 

labour, assistance to SSls should be basad on the needs of large industries or 

should focus first and for8110st on the needs and abilities of SSls. There are 

also practical obstacles to be sut"llOunted. SSis are not always able to meet 

delivery schedules and product specifications. On the othe~ hand, the larger 

size of its partner al•o iaplies greater bargaining power, so that large 

industries can often virtually dictate conditions to SSis. The vulnerability 

of SSls in this respect aay becoae especially clear during recessions, which 

usually present fever probleas to larger units with greater resources. 

11 Based on the paper "Linkages bet.ween saall- and large-scale industry", 
prepared bJ the Institutional Infrastructure Branch, UIIDO, presented at 
the expert group a•eting at Seoul, and the discussions at the meeting. 

' . 
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In developing countries SSls serving as suppliers to large industries 

will have to be located close to the latter. Infrastructural costs are often 

too high to perait wide dispersal. For the same reason, such SSI• aaf often 

have to be located close to the larger urbanized areas. 

Linkages in industrJ can tate various foras. The aain ones are: 

- ancillarization, a particularlJ int~ns?ve fora of co-operation between 
a large and a S11&ll companJ which includes training, know-bow transfer 
etc. bJ the larger companf; 

subcontracting which aaf either involve processing aaterials 
purchasing companf, o~ the provision of parts or asseablies. 
certain stage of development, R and D and design aay also be 
subject of subcontr&cting arranga.ants; 

for the 
At a 

the 

- complementation, involving products which can also be aarketed by 
theaselves (e.g. electronics components, bolts, computer peripheral 
equipaent>; 

- aaintenance and repair services. 

In the following two sections, special attention will be given to 

subcontracting in the ... 11-scale electronics industry and to ancillarization, 

two highly topical issue& in the Asian and Pacific context. 

(ii) 
1/ 

Ancillarization-

Ancillarization is a close, long-term relationship between a saall and a 

large industrial coapany in which the saall enterprise supplies the major part 

of its production and inputs to the larger parent company and the parent 

company provides software, training, etc., to the small company. Thus it is 

basicallJ a subcontracting arrangeaent with the concomitant advantages, but 

aainly involving one buyer who also transfers (technological) expertise to the 

smaller enterprise. 

Ancillarization is widespread in Japan and India, and the Indonesian 

"bapak angkat" subcontracting sch ... is vary siallar to ancll!arlzatior.. Of 

!I Mainly based on "Mechanlsas for s .. 11-scala industry development: 
Ancillarization - development of feeder industries" \UNIDO/IS.551), 
prepared bJ V.l. Dhall, UllIDO consultant in eo-operation with the 
Regional and Countrr Studies Branch, UlllDO, and presented at the expert 
group aeeting at Seoul. 
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total sales by saall- and mediua-scale industries in Japan, over 80 per cent 

is done as part of such special subcontracting arrangeeants. A.ncillarization 

is strongest in tne textile and .. tal industry and especially in various 

sectors of the aacbinery industry (transport, electric and other aacbinery). 

In India, Governaent-owned industries have been &110ng the aain vehicles for 

the expansion of ancillarization: in the years around 1980 the nuaber of 

ancillary units serving public sector firaa doubled. In the private sector, 

ancillarization is progressing at a lover rate. Kost ancillary units are 

found in the automobile, engineering and bicycle industries. A study on 

ancillarization in India bas identified a potential of 60-90 per cent in the 

transportation industry. The service in~ustries also offer good scope, as 

opposed to basic industries and industries processing such aaterials as paper, 

glass and rubber. 

Kanf of the probleas of ancillarization are identical to those found in 

subcontracting in general. A.~cillaries do not always comply with 

specifications and delivery schedules and their cost aanagement would often 

need to be iaproved. Ther~ also tends to be a rapid turnover of .. nagement, 

with serious loss of experience as a consequence. The parent cOllpanies, on 

the other band, often order and pay irregularly and use their stronger 

position to enforce unfair conditions. •or is there always sufficient 

c011111itment to providing organization support. The intensive relationship may 

thus turn into a dependency relationship. With a guaranteed market for the 

larger part of its output, the ancillary is not forced to be continuously 

up-to-date in its technology and aarketing strategies. technological change 

in the parent coapany (a change froa electro-mechanical to digital switching 

equipment production) bas led to insurmountable probleas for ancillaries in 

India. On the whole ancillarization may work better in relatively 

unsophisticated industries, as experience with the Indonesian scheae indicates. 

A more general constraint on the proper functioning of an anclllarization 

agreement are the infrastructural inadequacies of developing countries which 

cause interruptions of the production precess and may obstruct coamunication 

between partners. Identifying ancillarlzation opportunities ls another 

problem. Th• problems and constraints are however outweighed by the 

advantages of close co-operation in the aore traditional technology fialds, 

and aany govarlUl8nt1 have initiated promotional policie1 and 11ea1ures. From 

their experience a number of 1ugge1tion1 can be derived. Apart from a 
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generallJ favourable econoaic cliaate, ancillarization can benefit froa such 

aeasures as: 

- identif1ing ancillarization potential through, among others, iaproved 
statistical reporting aetbods. 

- expanding the scope of SSis support measures and facilities to include 
ancillaries (e.g. entrepreneurship development, product reservation, 
subcontracting exchanges, technologf transfer, pre-feasibility 
studies), thus strengthening the saaller partner; 

- tax •djustments taking account of the special nature of ancillarization; 

- speci•l legislation enforcing timelJ payment of supplies by parent 
coapanies; 

(iii) Subcontracting in the electronics SSI in Asia and the Pacific 
1/ 

region-

Inter-industrial linkages between saall-scale electronics aanufacturers 

and large industries play an ill(>Ortant role in a growing number of countries 

in Asia and the Pacific region. lnter-countrJ co-operation bas been limited 

till nov; this is largelJ a consequence of the fact that the small-scale 

electronics industry is a recent development in most of the countries, and 

that it is partly integrated in the production networks of TNCs. 

The leading producers in the region are Singapore, the Republic of Korea 

and India. In all three countries governments have stimulated the electronics 

industrJ very actively. SSis account for approximately 113 of total 

production in the branch (and for soae 2/3 of consumer electronics) in India, 

where subcontracting receives aucb support. In the Republic of Korea saall­

and mediua-scale aanufacturers each represent some 40 per cent of the total 

number of electronics :irms. In Singapore, the share of SSis is rather 

modest, but subcontracting has been on the rise during recent years, and 

subcontractors receive technical assistance from the larger partners. 

TAchnologically, SSls in Singapore and the Republic of lorea seem to be the 

aost advanced. 

!I Based on "Small-scale electronics indust~y as subcontractor in Asia and 
the Pacific region" (UNIDO/IS.559), prepared by K.H. Plaetzer, UNIDO 
consultant in co-operation vith the Regional and Country studie1 Branch, 
UllIDO, and presented at the expert group meeting at Seoul. 
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Although Indonesia and KalaJsia are iaportant producers, technology 

levels aaong ... 11 producers are appreciablJ lower. In Indonesia, soae 5,000 

SSls, 11ast of thea virtual extensions of larger overseas coapanles, are 

involved in the aanufacturlng o~ asseablJ of electronics and related 

euplo,.ent. In Malaysia, a aajor exporter of electronic coaponents, saall 

producers are rather uncommon; subcontracting is now receiving Cover~nt 

attention. Thailand has a fairly well-developed industry catering for the 

national aarket, but subcontracting is the exception, partly as a consequence 

of a rather unfavourable tax structure; yet, soee 30 per cent of the radio and 

cassette units aarkeled in the country are produced bf saall local assellblers. 

The experience of industrializing countries bas shown that the role of 

saall-scale industry in the electronics branch priaarilJ lies in the 

production of coaponenls, in coapl ... ntatlon and in the provision of 

industrial services. The scope for subcontracting ls, however reduced bf the 

growing integration of production proce~ses. Mor is innovation, with its high 

.. npower and capital requireaents, usually within the range of SSls in 

developing countries. If the SSI sector in these countries ls to retain or 

expand its share in the production of electronics, a high production standard 

and adaptabilitJ to product and proces1 change will be required. 

Pre-investment guidance, SSl-orlented R and D and training (and retraining) 

highly qualified aanpower are area• where Covernaents can assist aodernizlng 

SSls. Otherwise, variou1 11easures outlined above (Government purcha1ing, 

fostering co-operation, etc.) aay al10 be applied here. In section 5 of this 

chapter, 110re attention will be given to technological upgrading. 

1/ 
4. Promotion of export-oriented ss1s-· 

(i) Export potential and export constraints 

Exports by developing country SSls aay consist of inputs or parts for 

overseas aanufacturlng enterprises or exports of finished goods which either 

!I Based on the papers "Promotion of export-oriented saall scale lndu1try", 
prepared by the Regional and Country Studies Branch, UlllDO, "Promotion of 
export oriented saall-scale industries" prepared by Yeo Gyeong Yun, lorea 
Developaent Invest.ant Corporatlon, and "Pr0110tion of export oriented 
saall scale industries" prepared by l.S. Stephens, U•IDO/SIDPA, 
lslaaabad, presented at the expert group aaeting at Seoul, and the 
dl1cu1sions at the ... ting. 
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have been aade on the basi1 of inputs provided bJ an over•••• industrf (e.g. 

assemblJ operation•> or of locallJ available raw aaterials. Apart froa the 

general advantages of low costs and fle1ibilitJ unde~ changing aarket 

conditions (production of ... 11 batch••>, the pre1ence of 1pecific local 

resources is iaportant for a nuaber of industries. These factors have made 

certain SSis internationallJ cOllp8titive. Once again, there is a difference 

between traditional and 110dern SSis: the latter aar have to relf aainlJ on the 

low cost advantage, whereas for the foraer unique local qualities (e.g. 

traditionai handicraft) also plaJ an iaportant role. SSI• export ~tential 

seeas to be largest in the textiles, wood, leather, processed food, light 

engineering and metal products industries, and also in certain parts of the 

electronic• and ch .. icals branches. 

There are several constraint• on the expansion of SSI• exports, which 

entail a link with a coapletelf different econoaic environ11ent. High, 

constant product qualitJ and reliable deliverf schedules - weak points of 

SSis, as noted above - are crucial for success in the international aarket. 

IdentifJing export opportunities is often a problea for the saall 

entrepreneur, as be is unlikelJ to understand a aajor international language 

or the working of the international aarket. Operating in this highlJ unstable 

environaent deaands great flexibilitJ on the part of the 1aall enterprise; 

coapletelJ rel1ing on the international aarket alone maJ be a g~eat risk. 

DelaJS in international payments aaJ threaten the financial stabilitJ of a 

saall export producer. 

(ii) Pr"11Dtion aeasure• 

The business environment in which an exporting SSI operate• transcends 

national borders. Given it• weak bargaining position, the efforts of both 

Government• and international organizations to promote inter-country econoaic 

co-operation at enterpri1e level acquires special 1ignificance. The 
1/ 

activities of APO and Technonet Asia,- are useful e1aaple1 of inter-country 

technical co-operation. llore specificallJ, the following aea1ures aay be 

con1idered to pro.ate export-oriented SSls: 

- tariff /ta1 reductions, including rebate• on cu1toa1 duties and tarlff1 
on iaported inputs; 

!I See Anne1 VII. 
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- export credit guarantees - these have been established in a number of 
countries in the region. but there is scope for special conditions for 
SSis. whose financial resources are put under severe strain in the case 
of delayed or non-paJaent; 

- iaproving linkages between SSI• and enterprises in export processing 
zones. Spin-offs fr011. these zones to the national economies have 
reaained liaited so far. and could be iaproved by SSls serving as 
suppliers to EPZ firas; 

- priority to the support of SSI• with proven comparative advantages 
(e.g. high-quality handicraft). It should, however, be kept in aind 
that comparative advantage is a relative, dynaaic concept, and that 
entrepreneurs aust therefore learn to adapt their production to retain 
that advantage in a highly competitive international environment. 

- assistance in the setting up of quality control aeasures (e.g. testing 
facilities) and in the introduction of new technologies; 

- assistance in product development and adaptation and packaging design; 

- marketing (e.g. through international trade fairs>. export facilities 
(e.g. through export houses) and iaproved market information flows. 

The latter type of promotion provides one area where co-operation between 

small enterprises can be succes~ful. The lorean Federation of Small Business 

e.g. sends trade aissions to other countries and provides market infonnat!on 

to its aembers. 

5. 
2/ 

Financing ss1-

(i) Impediments 

For small-scale business. access to credit is often difficult. 

Colllllercial lenders in developing countries and even institutions specifically 

set up to provide credit to the small entrepreneur often con1ider SSI1 as a 

financial risk. S11all enterprises do have certain drawback& in this respect. 

Loan repayment• tend to be highly sensitive to economic down1wings, ~nd 

defaulting is co11110n even in period• when bu1ines1 i1 good. Small 

entrepreneurs do not alway1 keep proper account of their bu1ine1s; written 

ll Ba1ed on the papers "Financing of 1aall-scale industries". prepared by 
the ln1titutional Infrastructure Branch, UIIDO; and "Financial and 
marketing a1pects of small and .. dium business•• iaprove .. nt in A.SIAll", 
prepared by Kenneth Jame1, Institute of Southea1t Asian Studie1, 
Singapore, presented at the expert group ... ting at Seoul and on the 
discus1ions at the aaetlng. 
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records .. Y not even exist. It is thus bard for a lander to acquire an 

insight in the nature and viability of the prospective client'• enterprise. 

Mor .. , the latter be able to provide security. The paperwork involved in 

getting a loan and a full evaluation of the (financial) consequences of the 

project he is eabarking on .. y prove to be beyond the abilities of the small 

business .. n. 

There is, on the other hand. a certain conservatism on the aide of the 

credit suppliers. In their opinion, "bigger" all too often eeans "better". 

Credit officers tend to have a liaited understanding and sympathy for the 

small entrepreneur causing part of the development potenti*l of SSis to remain 

untapped through liaits on financial resources. Small entrepreneurs, however, 

also display conservatisa: they are often so wary of endebting tbeaaelves as 

to forego good business opportunities and aay rely on expensive credit from 

traditional sources (such as aoney- lenders) even when cheaper credit is in 

principle available froa aodern financial institutions. Credit is quite 

coanon in SSls in the form of trade credit for inputs, but this type of credit 

of course covers "running expenses" rather than the cost of improvements or 

ex~ansion; interest rates moreover tend to be high. 

(ii> Some examples of financial schemes for small and medium industry 

Although tax reductions, infrastructural facilities etc. may be said to 

represent an indirect type of financial assistance to SSis, and although one 

could argue that financial assistance should be scale-neutral because a 

project's substance should prevail over its size, special measures are needed 

in developing countries to improve SSI access to credit. Arrangements and 

conditions vary greatly but amongst the simplest and moat effective have been 

the introduction of hire-purchase schemes to facilitate the purchase of tools 

and equipment, where the asset itself secures the loan. Some promotion 

scbeaes provide seed capital to first-time investors, either in grant form or 

as long term, low-cost loans. Other schemes supply working capital to small 

enterprises. This is the area where shortages of capital are normally most 

serious, and as working capital requirements are in many ways derived from the 

sum total of aanageaent decisions within an enterpri1e, they are an indicator 

of viability and efficiencf. Whatever its form, financial a1sl1tance 1hould 

be part of a package wh~ch includes busines1 counselling, etc. to be fully 
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effective. The following is a selection of sch ... • which have been 

impleaented in Asia and the Pacific. 

Indonesia 

As part of the Integrated Project for the Guidance and Development of 

Small IndustrJ (BIPI~) of the Department of IndustrJ, extensive facilities 

have been aade available under the ~I~ (8aall Investment Credit) and ~ 

(Working Capital Credit) sch891es. With World Bank support, a network of some 

1,000 branch offices of private, parastatal and state banks bas been 

established to provide assistance. The overall progruime is formulated and 

aonitored bJ the national Bank of Indone•ia. To be eligible, the net worth of 

an enterprise should not exceed Rp. 100 aillion. llaxiaua individual loan c 

a.ounts and Rp. 10 aillion; depending on the pafbact record, further loans aaf 

be extended. The value of the collateral bas to fullJ cover the loan. 

Applications, credit appraisal and approval are decentralized to the local 

bank branch level. The scbece is backed up bJ credit insurance agree11ent. 

Applications JearlJ run into hundreds of thousands, indicating the need for 

SSI• credit; unfortunatelJ, no figures on approved appli~ation1 are available. 

llal&Y•ia 

the hub of the llalaJ1ian 1upport progra ... 1 i• the credit Guarantee 

Coapany (CGC). It guarantee• bants up to 60 per cent of the a.ount of loans 

in default; banks also enjoJ tax rebates. EverJ cOllll8rcial bant i1 required 

to allocate 12 per cent of total loans to 1aall enterprise, part of it through 

CCC. to potential borrowers, the absence of a collateral for the saaller 

loan1 and the low interest rates iaposed by CGC (as low as 7.5 per cent for 

some loans) repre1ent great attractions. Bant1, however, have become 

reluctant to co-operate because of widespread defaulting for vhlcb CGC could 

only provide ainiaal compensation. Special loan schemes, part of a broad 

entrepreneurial developaant package, exist for saall indigenous (buaiputra) 

entrepreneurs. 

PhilippinH 

llost aid to ... 11 entrepreneurs ls directed through the Cottage 

lndustrie1 Guarantee and Loan rund (CICLP). It is a joint progra ... of public 

-- --- ----------------

' 
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and private financial institutions. the Ministry of Trade and Industry and the 

National Cottage Industries Development Authority (RACIDA). Credit aaxlaua ls 

P 100.000. Collateral ls required for 50 per cent of a loan. the other 

half being covered by a CILPG guarantee. Equity requirement ls 20 per cent of 

project cost. NACIDA helps borrowers to prepare loan requests. and is also 

involved in the supervision of financed projects. assisted by the local Small 

Business Advisory Centres. Other financing scb ... s involve. aaong others, the 

Venture Capital Corporation. a business partner rather than a lender. The 

country's increased econoaic difficulties have led to increased defaults on 

bactpayaenls in recent years. and the nUllber of assisted project has been 

reduced as well. 

1/ 
Republic of lorea-

In lorea. a variety of institutions and policies exist to financially 

assist SSis. Governaent finances the Saall and Medium Industries Promotion 

Fund (SMIPF). TWo banks catering specially for small and medium enterprise 

are the Small and Mediua Industry Bank and the Citizens Rational Bank. Banks 

operating on a nationwide scale must reserve 35 per cent of their loanable 

funds for saall business. local banks 55 per cent. Private banks extending 

credit to small enterprises are supported by the central bank and a credit 

guarantee fund. A special institution. the lorean Technology Development 

Corporation (lTDC) was set up in 1981 lo finance software development, 

enhancin~ the internaliomal coapetltlveness of the Korean electronics 

industry. It is a private company which is supported by the Government and 

the World Bank. The larger part of the funds goes to small and medium 

i1dustry. Assistance varies froa loans to equity participation. 

Singapore 

The most significant support progralllll8s are the (Extended) Small Industry 

Financing Scheaes (SIPS and ESIFS) which provide assistance to firms whose 

!I More inforaation will be found in "Financing of small-scale industries" 
by lap-Soo Suh, lorea Technology Development Corporation, and Small 
business in the Republic of lorea - current issues, policies and 
promotional activitie1" by Yun-Sang Chol, Small aod Medium Industry 
Promotion Corporation. Th••• studies will be issued in a forthcoming 
report, "Promotion of Saall and Mediua Industry in the Republic of Korea" 
of the Regional and Countrr Studie1 Branch, UNIDO. 
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fixed assets do not exceed st 3 aillion. The funds,in which coanerial banks, 

development banks and non-bank financial instltutlons co-operate, provides 

both cheap working ca~ital and loans for capital equipment, with the latter 

now predoainating. Collateral requireaents are assessed on a case-by-case 

basis. In recent years, technological upgrading and corresponding skill 

improvements have received special support. The present econoalc downturn has 

led to the introduction of the "one stop" (financial) emergency assistance 

prograame. Of all developing countries ln the region, modern credit probably 

accounts for the highest percentage of loans in Singapore. 

Sri Lanka 

The Credit Guarantee Schet18 in Sri Lanka caaa into operation in 1979. 

Guarantees are issued by the Central Bank on behalf of the Government. 

Participation in this scheme is mandatory for all participating banks. The 

scheme guarantees payment to the participating bank of 60 per cent of the 

advance granted by it, subject to a maxiaum cover of Rs. 400,000. The lending 

institution should pass on to the Central Bank the same share of the net 

amount recovered after the payment of a claim under the guarantee. 

11 
Thailand-

In Thailand, financial support policies to SSls are a relatively recent 

phenomenon. ~ost of the assistance to small and medium enterprises ls given 

by the Industrial Finance Corporation of Thailand (IFTC). S:nall-scale 

projects are defined as needing a maiimua loan of US $132,500. In 1984, a 

special loan unit for SSls was created. It offers both working capital and 

credit for fixed capital to enterprises with fixed assets below US $265,000. 

A new credit progr11 .. e was to be started in 1985 with the specific objective 

of enhancing the ~oapetitiveness of export-oriented small and medium 

industries in selected sectors with a high export potential. It is combined 

!I See further the study paper "Two step loan - a flnanclal scheme for small 
and medium industry ln ~hailand" prepared by •arongchal Akrasanee and M•. 
Chintala Viseskul, UNIDO consultants, ln co-operation with the Regional 
and Country Studies Branch, UNIDO, w~teh ls reproduced in "Promoting 
small scale industry in Southeast - selected support schemes in the 
Ph U l ppi nes, Thailand and Malays ta• ' 1.coml ng) , l uued by the Reg ion al 
and Country Studies Branch, UNIDO. 



- 41 -

with a technical 110derni%ation progr&llll8 and will initially by liaitad to 

30-40 enterprises. Funds are partly provided through international aid 

channels. 

<iii> Policy suggestions 

Although a variety of aeasures ha• been taken to coun~erbalance the 

orientation of financial support policies towards large enterprise, a coherent 

policy of assistance to SSis, embedded in an overall development plan, has yet 

to emerge in most cases. 

The experience with subsidi%ad loans of various kinds leads to the 

conclusion that these are not an unqualified success. First and foremost, 

such funds have in most cases proved to be in1ufficient to cover the needs. 

They ~~ve also rften been used to finance established firms with good 

securities instead of the struggling entrepreneurs for which they were meant. 

Lack of experience etc. may cause the latter to use the funds for non-viable 

projects or, tempted by low interest rate1, they ma)' u1e thee in an uneconomic 

way. And aany small enterprises have per1isted in borrowing from t~aditional 

sources, in spite of higher co .~s. From the point of view of the banks 

involved, lending to SSis is often unprofitable in spite of Government 

compensation. 

SSI may therefore possibly be better served by improving their access to 

loans through the modern coll'Gercial channels. Thig would, howeve~. involve an 

essenti~l c~ange in the service orientation of coamercial lenders. Collateral 

requirements for SSI should be eased, and partly be replaced by an assessment 

of the viabilitJ of an enterprise or prcject. The shortage of qualified and 

motivated staff of which many financial assistance progra11111es suffer (and 

which again and again leads to understaffing of branch off ices in tho1e rural 

areas where they are needed most) will have to be overcome, pArtly through the 

consolidation of existing institutions; in private banks, a change in altitude 

of the officers dealing with small entrepreneurs would be of the es1ence. The 

core of e1~erienced loan officers could provide on-the-job tralnlng. Backing 

~or credit progra ... s which rely 110re on private banks could be provided by 

improved credit guarantee sch ... 1, and by a 1peclallzed, experienced 

institution in the field (such as IFCT in Thailand or CGC in Malaysia) which 

could e.g. co-ordinate the training of loan officers, improve the empirical 

' 
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basis for loan appraisal through aarket research and assist ... 11 

entrepreneurs in i11Proving their financial aanageaent. 

6. Technology and SSls 

(i) 
1/ 

Introduction-

Saall-scale industries generally rely on the special technical still• of 

the entrepreneurs theasel~es. In some cases these skills lie in advanced and 

specialized areas of industrial activities (e.g. components for the electronic 

or optical industry), yet in aost cases the basis for small-scale engineering 

enterprises in • developing country, be they formal or informal sector units, 

is traditional craftsaan1bip. 

Small-scale industries have developed a aarked ability in the efficient 

and flexible use of general purpose or second band aachinery. In most cases, 

unfortunately, products are not up to international quality standards, which 

is partly a reflection of the lack of 1pecialization; and although the 

small-scale entrepreneur may be innovative enough in the use of limited 

resources, basic innovation will not be within his reach. 

The positive social effects of SSI (income and employmenl generation in 

disadvantaged regions or among disadvantaged groups) may be strongest in the 

more traditional type. Traditional technology, however, i1 not appropria+e in 

every context, and protecting it aay result in economic and technical 

backwardnP.ss, as e.g. the closed-econoay period in Sri Lanka bas shown. In 

Many rural areas the abaence of a developed infra1tructure, difficult acce1s 

to certain sufplies and low educational level• may favour traditional ways of 

producing for direct local needs (simple tools and consumer good1). But 

overall policy should stimulate the insertion of SSis in the mainstream of 

d~velopment. The positive employment and income di~tribution effects can be 

retained if the most labour-intensive of efficient technologies are used. A1 

11 Based on the paper• "Technical support services for small-scale 
industries in specific sectors, in particular engineering indu1trie1", 
prepared by the Regional and Country Studies Branch, UNIDO, ani 
"Small-ilCale lndustriH and technology", prepared by the technolo&J 
Progra•., UNIDO, preHnted at th• espert group meeting at Seoul, and the 
dilcuuion1 at the aeetlng. 
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e.g. h•s been shown in India and Sri Lanka, even staple technical laproveaents 

which can be inserted into existing production processes can lead to draaatic 

improvements in production without loss of eaployment, and with substantial 

income gains. Upgrading technology, and espeetally the introduction of 

sophisticated technologies aeans a greater need/potential for higher quality 

emplo,Jlllent. On the one band, IWre expertise is needed, on the other technical 

improvements can reduce drudgery. 

The most advanced technologies in the field of microelectroni's or 

bioengineering can often not be adopted by developing country SSis. Yet it is 

important that developing c~untries do not remain passive followers of 

technological trends: relying on cheap labour is no longer sufficient for a 

competitive edge in the aodern sector. "Unpactaging" modern technologies does 

offer opportunities, and the decentralizing potential of modern electronics 

could also be tapped. Kicrocoaputers can vastly improve the efficiency of 

accounting, inventory cvntrol, production and delivery planning at a low cost 

if such capabilitJ is sha~ed among a nulllber of firms. Product quality control 

can be improved throu~h electr~nics. Agro-industries could benefit from new 

fermentation techniques. Software could be specially developed to serve the 
l/ 

needs of SSI in developing countries.- Modern capital equipment will 

reduce the labour intensity of a number of industrial operations, but the 

employment loss may be more than compensated when the increased productivity 

of new technologies is translated in increased demand for supplies from other 

enterprises; a growth of industrial services is also likely. Finally, demafid 

for a number of modern pr.oducts (such as portable radios) ls growing even 

among low-lncOll8 groups. 

For the introduction of new technologies in a developing country, special 

measures protecting markets and stlaulatlng linkages may be needed in an 

initial stag~. Technical suppo~~ will have to be given to SSI again, it 

should be part of an overall prograimae. The small entrepreneur's access to 

national research institutes shoul~ be improved. Moreover, general and 

technical education levels must be improved to create both a favourable 

environment and high-quality manpower. ror th• aajority of small enterprises 

assistance in the area of technology may be divided into three groups: first, 

l/ India made a good sta~t in software desi;n. The initial •dvantage was, 
however, lost due to the absence of a supporting technical infrastructuro. 

' -

' 
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iaproved know-how and access to well-established, 'off the shelf' systeas and 

techniques; second, technical guidance and advice with particular production 

probleas and third, technical support for product adaptation. Assistance 

should focus on: 

- training, technology transfer, inforaation (110st SSI entrepreneurs do 
not realize that tuchnology is a buyers• aarket); 

- the selection of appropriate technologies and aachinery - they should 
be relevant for the enviro1lll8nt in which they have to operate; 

- iaproving plant layout and production processes; 

- greater precision and specialization. 

For the 110re traditional SSI, iaproving overall technical perforaance 

should receive special attention; the success of e.g. the Swedish glass 

artisanat shows that co-operation can lead to significant gain• here. llodern 

SSis would benefit 110st frOll pre-inveslllent guidance and the training of 

high-quality specialists. Co-operation aaong developing countries (such as 

provided by Technonet Asia, APO and the progr8111l8 established between the 

Republic of ~orea and llalayaia) could greatly iaprove the efficiency of such 

schemes. Although some of the developing countries in the ESCAP region 

(India, Republic of ~orea) now have their own extensive technology research 

progra111Des, for moat other countries in the region this may only be feaaible 

through co-operation. 

Institutions for technic•l reaearch often have very limited contact• wltb 

SSis, especially in rural areas. To improve such contacts, UWIDO has helped 

to set up the Technology Service Delivery Systems (TSDS) in the Philippines 

and in the Carribean. Apart from advising on the choice of technique• the1e 

systems encompass training and information services and assistance for the 

improved operation of existing faciliti•s; they also provide solution• for 

technical and related problems. Prograames are implemented by regional 

advisory centres distributed throughoct the country; co-ordination take• place 

through a central coacission. Where necessary, the centres refer problems to 

the appropriate research institutes. U•IDO has also assisted in th• diffusion 

of modern engineering techn~logy through a project with the Paki1tan 

Autoaotive Corporation (PACO). PACO vendor• are trained to de1ign and tool 

car components, enhancing their technical know-how and reducing the country'• 

reliance on iaport1. 

• 

' 
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One exaaple of c011prehenaive technology support to SSI• by a Covar1111ant 

agencr is the Kal&Jaian Tecbnologf Diapl&J and Resource Cantre in luala 
1/ 

Luapur, established in 1983.- Its functions are: 

- upgrading technical and aan•gerial know-bow and stills; 

- advising on (the financing of) aachinerr and equipaent; 

- assisting in the iaprovement of production techniques and products; 

- iaproving the awareness of the general public of the role of SSI. 

Staff shortages (especiallJ of technical staff) have so far prevented TDRC 

froa providing all these services, although conaultancr and advisorr services 

are being offered. SSI support bas also taken the fora of a Machinery 

Exhibition Centre which introduces equipment for various industrr groups 

(including d011esticallJ aanufactured aac~inery) to entrepeneurs. To bette~ 

diffuse the inforaation available at the Centre, two 110bile exhibitions and 

atudr tours for entrepreneurs outside the capital have ~een orgsnized. 

Facilities, however, are inadequate, and it bas proved difficult io adapt 

inforaation transfer to the needs of small entrepreneurs. This bas reduced 

business response to the activities of the Centre. Co-operation with other 

Government agencies (especially with the Standards and Industr!al Research 

Institute which among others bas some experience with technical assistance to 

SSis) should improve the effectiveness of TDRC's activities. 

(ii) 
21 

Research c0111Dercialization in the Republic of lorea-

The Republic of lorea is one of the newly industrializing countries in 

the ESCAP region which pursue a very active technology moderniz2tion policy. 

!I See further the study paper "Technology Display and Resource Centre for 
Small-scale Industries in Malaysia", prepared by Anuwar Ali, UNIDO 
cons•sltant, in co-operation with the Regional and country Studies Bra~ch, 
UNIDO. The paper will be included in "Proaoting small scale industry in 
Southeast Asia - selected support schemes in the Philippines, Thailand and 
Malaysia", (forthcoming) is1ued by the Regional and Country studies Branch, 
UNI DO. 

ZI Based on the paper• "COlllD8rcialization of R and D results - the role of a 
research comaercialization company" by Young-Ok Ahn, l-TAC, and on "The 
success and failure of venture business with 1pecial reference to the 
cOllll8rcialization of indigenous R and D results from public K and D 
institute" by Jinjoo Lee, Department of Managment Science, lorea Advanced 
Institute of Science and Technology (lAIST) presented at the Seoul meeting. 
The subject will be covered in detail in a forthcoming report by the 
Regional and Country Studies Branch, UNIDO, containing selected papers on 
pr0110tion of saall and .. diua industries in the Republic of lorea. 

' 
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Covernaent-funded applied technical re•earch for indu•trial purpo••• initially 

concentrated on the heavy indu•lry. From the late 1970'• onward•, ... 11 and 

aediua-sized industries have been assisted in improving their technologf 

levels through the inlenl8diation of the lorean TechnologJ Advancement 

Corporation (l-TAC). Although l-TAC is owned bf several research inatilules 

closelJ lied to the Kini•l~y of Science and TechnologJ, it aainly operate• on 

a coaaerical basis. It .. rtels and aells research re•ulls, production 

licenses and prototype equipment, sponsors R and D and provides .. nageaenl 

counselli~g and .. rtet re•earch. The tran•fer of technologf takes place 

through outright sale or through a joint venture with the company in question, 

after a thorough ~easibilily study. After an average of five years, l-T.AC 

steps out. EKperience so far ha• shown that l-T.AC• capital returns over that 

period will roughly equal the original invest.ant. l-TAC co-operates with 

various technologf finance CCJllPanie•. Th••• are either of the more 

traditional kind providing loan• or re•eable a venture capital company 

investing in R and D. The Republic of lorea Coverftllent al•o provid•s loan• 

ior technology development which are generally awarded to firm• co-oprraling 

with research institutes, thus strengthening these ties. l-TAC experience 

shows that: 

- the d011estic .. rtet (which initiallJ .. , have to be protected) is an 
essentlsl factor for the success of a new ~roduct; evaluating deaand, 
the competitive environaent and price aoveaents al an early stage thus 
acquire• great iaportance; 

- sharing technical and sales facilitie• with other coapanie• 
significantly enbance• the chances of succe•s for a SSI coaing out with 
a new product; 

- continuous growth requires continuou• innovation. 

For the continued viabilitJ of organizations like l-TAC, the following is 

essential: 

- close co-operation with industry; 

- competent staff which knows both industry and the acientific cot1Dunily; 

- proper •election of entrepreneur• in a joint venture, and the choice of 
a lechnologf with good ce>111ercial pro1pect1; 

- identifJing 1ource1 of. fund• in indu1try or governaent which can be 
tapped through con1ultancle1; 

- sufficient capital re1erve1 - it .. , take 1everal year• before a 
project bec011e1 comaerclally viable. 
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7. SSis in non_..tropolitan areas 

11 
Ci) Probl ... and policies - an outline-

Saall scale industries in developing countries, e•pecially the more 

modern type, have often followed the locational patterns of larger industries 

in and around aajor urban area•. Good infrastructure, the proxiaity of other 

industries (which aay serve as suppliers, buyers or sources of information>, 

qualified labour and a large, concentrated consuaer aartet attract firas. 

Such services as are available to Csaall) industries vill generally be located 

in the larger population centres, and the s ... applies to government 

institutions. Policies have in aost cases strengthened the tendency for 

econoaic activities outside the priaarr sector to concentrate in urban 

agglomerations. 

The process of cuaulative development in and around urban centres, as 

noted in Chapter II, has its costs: cong£stion and pollution, 

underutilization of rural resources and rural manpower, and the disruptive 

3ffects of growing spatial disparities in income levels and mass migration 

from the countryside to the towns. What represents a gain for individual 

entrepreneurs may thus have significant costs for society as a whole. 

To redress the spatial development balance, governments have formulated 

and implemented various policies. Small-scale industry can play a major role 

here, as large industrial complexes with thnir great demands on 

infrastructure, services and qualified manpower are viable outside established 

urban environments only if a major natural resource can be exploited. SSI• 

would also be better suited to acquaint rural populations vith industrial 

activities (laying the cultural basis for further industrialization) and to 

use scattered agricultural resources. Where a sufficiently developed and 

diversified industrial core ls supplemented by essential private and 

Government services, the "service centres" thus created can play a major role 

in the development of rural areas. Although auch can be done to support local 

initiatives to establish saall industrial enterprises in such service-centres, 

!I Based on the paper "Creation of a conducive envi~onaant for •aall-scale 
~ndustries in non-.. tropolitan areas", prepared by the ISCAP/UNIDO 
Division of Industry, Huaan Settl ... nts and Technology, presented at the 
expert group .. eting at Seoul, and the discussions at the aeetlng. 
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SSI development will noraally tend to follow and reinforce development 

initiatives in other sectors of the local econoay rather than initiate G~ 

precipitate such developaents. Appropriate training and financial assistance 

to small enterprises in such locations, taking account of their viability in 

this environment, then becoaes very iaportant. Exaaples of SSI development 

schemes in rural areas are UllIDO's SEED prograaae outlined above (p.24), 

China's rural and township industries integrated in the agricultural 

collectives, India's policies to proaote village and saall industries, the 

Indonesian "clustering" system of SSls in rural areas, and the various 

progra11mes foraulated by the Philippine Productivity and Development Centre 

which are described in section (ii) below. 

Experience has shown that policies to disperse industrial growth can only 

be successful if theJ are implemented as an integrated package (iaproving 

rural infrastructure and education, extension services, capital subsidies). 

Total dispersal aay lead to the loss of positive aggl011eration effects, 

eccnomies of scale, etc., and heightens the cost of infrastructural worts. 

Locating SSI in or around population centres in the countryside is usuallJ a 

better option. Re-settling existing industries has generally proved to be 

very costly and difficult; policy 11aasure1 should therefore concentrate on 

dispersal incentives for new enterprises (which do not depend on actual 

location in urban environaents for inputs, labour and sal~.·> and - primarily -

on activating and strengthening existing rural entreprenevrial poten~ial. As 

unemployment and underemployment are particularly .~.1vus problems in rural 

areas, labour-intensive industries deserve special attention. These, anyway, 

often fit well in the rural environment, and a basis for industrial 

development may alreadf exist in the form of traditional handicraft firas. 

(ii) 
l/ 

Support progra ... 1 for rural industries in the Philippines-

A main source of assistance to SSI in the Philippines is the Productivity 

and Development Centre (PDC) of the Development Academy. One of its early 

!I Ba1ed on the paper "The Local Study Mis1ion and the A1sociation Building 
projects: approaches to SME development" by A.L. Tolentino, UNIDO 
consultant in co-operation with the Regional and Country Studies Branch, 
UNIDO and pre1ented at the expert group meeting at Seoul. This document 
has been reproduced in "PrOllOting small scale industry in Southeast Alia 
- 1elected support 1chemes in the Philippines, Thailand and Malay1ia", 
(forthcoming) prepared by the Regional and r~~ntry Studie1 Branch, UNIDO. 

• 

I -

' 
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initiatives was the lledlua- and Small-scale Industrias Co-ordinated A••i•tanca 

Progr ... e (llASICAP). It identified industrial developaant potential at the 

local level, and this lnforaation was u•ed to design project prototfpes. 

MASICAP then sought entrepreneurs and helped tbea to carry through the 

project. College and univeraitJ student• •••lated in the progr ... e, thus 

acquiring fir•t-hand experience with development probleas. The llartet 

Inforaation and Direct Assistanee (llIDAS) project, partlJ based on the 

experience gained with MASICAP, provided inforaation to SSI on prices, raw 

aaterial•, national and international aartets. Activities included, where 

necessarf, actual sales and purchases by a series of roving aartet assistance 

teaas, and aarteting training and consultancr vere also provided. Special 

attention was given to exploiting inter-regional trade opportunities within 

the countrf. llASICAP and llIDAS was eventually absorbed in the activities the 

lliniatry of Trade and Industry. 

The Local Studf Mission (LSll) project concentrated on the transfer of 

technology froa the towns to the countryside. On the basis of area- and 

sector-specific analrsea, training and lnforaation progr&J11Des were set up. 

These included factory visits and discu•siona and workshops involving rural 

and urban entrepreneurs. The•e opportunities vere also used to establish 

business contact•. Results vere mainly registered in the larger SSia, where 

entrepreneurs both have the experience and the aeans to realize the plans 

inspired bf the exchanges. For verJ aaall industries (found especially in the 

rural food sector) a special prograJmll8 was formulated. 

Sectoral Productivity Associations were an offshoot of LSll. It was felt 

that co-operation among entrepreneur• who participated in workshops and 

discussions and were working in the aaae area and sector could bring 

substantial benefit• in the solution of various •pecific probleas. For 

development authorities such association• would also provide a channel for aid 

distribution and a feedback .. chanlsa. SPA'• have 1ucce11fully tackled 

productivity, aarketlng and technical probl ... , but as soon as a specific 

problea va1 tackled, interest in the SPA tended to vane. A11ociation1 

involved in e.g. joint ownership of processing facllltlea tend to have a more 

stable life. Finally, the t ... diate envlronaent ln which such a11oclatlon• 

opente (local government, financial lnstltutlon1, other "bottom up" fortl9 of 

co-ope~ation) has proved to be of great influence on the viAbllity of SPA'•· 

' 
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11 IV. OVERALL COllCWSIOllS AllD PROPOSALS FOR FURTHER ACTIOlr 

In developing countries. especially in rural areas where the aajority of 

the population lives. SSis can aake an important contribut~on to economic and 

social development. SSis generate a substantial part of eaployaent in the 

developing countries and offer excellent opportunities for entrepreneurship 

developaent. They have proved to be efficient users of siaple and ap~ropriate 

technologies and to be flexible in the production of saall batches of products 

using scattered resources which would otherwise not be exploited by industry. 

In this further development, SSI• are confronted with saveral aajor 
probleas: 

- Serious shortcomings of several prerequisites for industrial 
development, especially in rural areas (notably the lack of 
institutional and physical infrastruct~re>; 

- Linkages with larger industries, a aajor road towards SSI development, 
suffer froa unequal bargaining power between partners. On the SSI 
side, awareness of linkage potential is often liaited, and both low 
product quality and irregular delivery seriously inhibit steunger 
linkages; 

- Saall industry entrepreneurs are often prevented from tapping markets 
beyond the local level due to lack of inforaation and resources; 

- Access to credit, in the fora of working capital or finance for capital 
equipment, is iapeded by commercial lenders' policies favouring larger 
enterprises and the inability of aany saall entrepreneurs to provide 
collateral guarantees as well a1 project viability estimates; 

- Small entrepreneurs in developing countries generally lack the know-how 
and the resources to introduce now technologies or to mate aajor 
innovations - yet technological and product renewal are necessary for 
success under continuouslf changing aarket conditions; 

- Governaent industrial developunt policies are often focused more on 
large industry and less on SSI; policies for SSI often leave too little 
leeway for the esercise of entrepreneurship and are often also 
iaplemented by bureaucracies with which 1aall entrepreneurs cannot cope; 

- There is a lack of co-ordination U10ng agencies a1si1ting SSI1 and the 
advantages of an approach which integrates the variou1 a1pect1 of SSI 
support are not alway• perceived. 

!I Based on the "Su ... ry of conclusions and rec01111endation1" which was 
considered and agreed to at the concluding ••••ion of the Seoul ... ting; 
the full text aay be found in Annex IV. 

' 
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Governaenl agencies involved in SSI develop119nl •bould facilitate, 

sliaulale and co-ordinate the growth of enlerprl•e rather than alleapl lo 

iapose rigid schemes. Co-operation between agencies and the integration of 

their pr~gr...aes could be iaproved; this overall slreaalining could also 

reduce shortages of qualified aanpower. Assistance lo SSis should b~ .:tabedded 

in an overall policJ to •tiaulate econoaic development; this aacro-approacb 

'hould also include •uch 88a•ure• as ral•ing the general educational level and 

iaproving the overall phJ•ical infrastructure. To support both overall and 

SSI developaenl, international organization• lite U•IDO could contribute by 

formulating or expanding progra1111es based on country-level assessments of 

structural changes resulting froa technological developaenl; trends in 

selected industrial •ub•ectors of special relevance lo SSis and other factors 

in the national eoviro1111eot influencing the 888rgence of •aall enterprise. 

Kore parlicularlJ. such a progr .... could be foraulaled for the developing 

countries in Asia and the Pacific region. Such a progr ... e would involve 

regular consultations between policJ-aaters, experts and others involved in 

promoting SSis. To this end U.100 can assist the developing countries with 

studies which would lead to policy reforaulation favouring industrial 

development restructuring with particular reference lo SSis. 

This macro-approach should be compleaented by in-depth country studies 

analyzing specific countrJ experience and suggesting specific measures 

enhancing SSI development. The studies envisaged wodld especially address 

issues such as: 

- the relationship between foreign investaent and SSI development; 

- the experiences of \ndustrial associations working at the sub-national 
regional level; 

- attempts aade to integrate SSI and agriculture at the local level; 

- the organization, disseaination and application of R and D for SSI1; 

- .. thods of providing facilities (e.g. aini-estates) for SSls in rural 
areas; 

- marketing organizations for •aall enterprises; 

- •ubcontracting potential for highly specialized saall industries and 
industrial •ervices firas; 

- alternatives to the present schemes of providing credit to SSl1; and 

- introduction of new and ... rging technologie1 into the SSI 1ector. 

' 
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CoapleaentarJ to the envisaged countrJ level analyses, action should be taken 

to introduce, as appropriate, v•rious specific .. aaurea, •• suggested in the 

present studJ report, in order to: 

identifJ unique features of traditional and modern SSI• which aay be 
exploited either at the national, regional or international level; 

- identifJ and stiaulate entrepreneurial talent at the local level; 

- iaprove access of SSI• to commercial credit; 

- iaprove qualitJ control and overall product quality (including design 
and presentation>; 

- create better operational and service facilities for SSI at the local 
level; 

- support co-operation a11ang SSI• both nationally and internationally, 
the latter specifically to exchange experience and to transfer modern 
technology and aanag ... nt techniques; 

- involve SSI associations in the foraulation and iaplaaentation of 
support progr&111mes (provision of incentives, credit, training, etc.>; 

- induce for SSls to participate in public tenders, individuallJ or in 
group111; 

- provide better links between large and saall industries (e.g. through 
subcontracting exchanges, subcontracting to firms in EPZs>; 

- encourage SSI related R and D and iaproved access of SSls to research 
and development, and technological institutes; 

- create information exchange networks; and 

- proaote huaan resource development (iaproved on-the-job, vocational and 
high-level technical training), involving organizations which are 
faailiar with the business environaent. 

I -

' 
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UNIDO/ESCAP Ad Hoc Expert Group Keeling on 
Policies and Strategies for Saall-scale Industrial 
Development in the Asian and Pacific Region 

17-20 Septeaber 1985 1 Seoul, Republic of lorea 

PROGIWlllE 

17 Septeaber 1985 - Opening session 

- Opening ceremonJ - (Presided bf Dr. T.W. Kwon. ~IST) 

AJlllU I 

- Opening statements bJ llr. 11. RAllll-Ericson of UNIDO and Mr. H.G.R. Reddy 
of ISCAP 

- Stateaent bf Kr. Vunibobo 1 Resident Representative. UNDP, Seoul 

- WelcOlling address bf Dr. Hakze Chon. President of ~IST 

Sestion I - The role of saall-scale industrial development 

- Introductions bJ llr. N. R&Jllll-Ericson of UNIDO and Mr. Yun-Sang Choi of 
SM I PC 

Session II - Programaes, policies and strategies for small-scale 
industrial development 

- Introductions bJ Kr. N. Rana-Ericson of UNIDO and Mr. H.G.R. Reddy of 
ISCAP 

- CountrJ paper presentations, including papers by APO and Technonet Asia 

18 September 1985 

Session III - SSl-support - some key areas for attention 

- New forms of saall-scale industry co-operation 
Introduction by Kr. N. i&111D-Ericson of UNIDO and Mr. R. Aronsson, UNIDO 
consultant 

- Linkages between s .. 11- and large-scale industries 
Introductions bf Ks. z. TalUJ of UNIDO, Mr. A.S.H.l. Sadique, UNIDO 
Regional Adviser, ESCAP and Kr. l.H. Plaetzer 1 UNIDO consultant 

- Promotion of export-oriented small-scale industries 
Introductions bf Mr. l. Stephens of UNIDO and Kr. Yeogyeong Yun of lDIC 

- Financing of saall-scale indu1tries 
Introduction1 bf K1. z. Taluy of UNIDO, Ks. Chlntala Viseskul, UNIDO 
con1ultant, Kr. lenneth Jaaes of ISIAS and Kr. Hang-Seup Shim of lTDC 

, -
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19 September 1985 

Session III (continuation) 

- Technology in saall-scale industries - current trends and future 
prospects 
Introductions by Kr. K.H. Plaetzer. UNIDO consultant, Kr. Ali Anuwar, 
UNIDO consultant. Kr. Young-Ok Ahn of K-TAC and Prof. Jin Joo Lee of 
KAI ST 

Session IV - Develop11ent and strengthening of saall-scale industries in 
rural as well as urban areas 

- Introductions by Kr. H.G.R. Reddy of ESCAP and Ks. Z. Taluy of UNIDO 

20 September 1985 

Visit to the Banweol Industrial Estate corporation (saall-scale coapanids) 

Visit to Small Business Training Institutes 

Presentation (fila) of activities of the Korea Federation of Small 
Business. 

Concluding session 
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ANllF.X II 

LIST or PARTICIPAllTS 

1. Dr. AHN, Young-Ok 

2. Mr. ARONSSON, Reine B. 

President, Korea Technology Advancement 
Co~poration (K-TAC), Seoul, Republic of 
Korea 

SSI Consultant (UNIDO consultant>, 
Mal.O, Sw&den 

3. Mr. CHO, Chung lyun Industry Progranme Officer, Asian 
Productivity Organization, Tokyo, Japan 

4. Mr. CHOI, Yun-Sang Vice P~esident, Small and Medium 
Industry Promotion Corporation (SKIPC), 
Seoul, Republic of Korea 

5. Mr. DANUHADININGRAT, tintaldjemur Directorate General of Small Industry, 
Ministry of Industry, Jakarta, Indonesia 

6. Mr. DE SILVA, Bandula S. Director of Small Industries, Colombo, 
Sri Lanka 

1. Mr. DONG, Jianlong Project Officer of International 
Co-operation, Bureau of Commission on 
Science and Technology, Beijing, China 

8. Mr. HAJI OSMAN, Ahmad Suhaimi 

9. Mr. HAQUE, Sheik Anwar-ul 

10. Mr. JAMES, Kenneth 

11. Ms. l.C., Ambika 

12. Dr. LEE, Jin Joo 

13. Mr. LIN, Zixin 

14. Mr. MEEKHUN-IAM, Padetphai 

15. Mr. NASIR, A.S. 

Principal Assistant Director, Small 
Enterprise Division, Ministry of Trade 
and Industry, Kuala Lumpur, Malaysia 

Director, Small-scale Industries 
Baluchistan, Quetta, Pakistan 

Institute of Southeast Asian Studies, 
Singapore 

Deputy Director, Devartment of Cottage 
and ~ural Industries, Kathmandu, Nepal 

Professor, Korea Advanced Institute of 
Science and Technology (KAIST), Seoul, 
Republic of Korea 

Consultant, Cnina Research Centre on 
Economic, Technological and Social 
Development, Beijing, China 

Director, Planning Division, Department 
of Industrial Promotion, MiniRtry of 
Industry, Bangkok, Thailand 

UNIDO Project Manager/Co-ord. ·1ator. 
UNDP, Seoul, Republic of Kor~• 
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16. Ms. OBHASANOND, Prani 

17. Mr. PLAETZER, Karl-Heinz 

18. M~. RAMM-ERICSON, Nils 

19. Mr. REDDY, H.G.R. 

20. Hr. SADIQUE, A.S.H.K. 

21. Mr. SALAZAR, Melito, Jr. 

22. Mr. STEPHENS, Kenneth S. 

23. Ks. TALUY, Zeynep 

24. Mr. TUN, U Khin 
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ANllEI IV 

SUMMARY or CONCLUSIONS AllD RICOMKEllDATIONS AS CONSIDERID AND AGlllD TO 
AT THE SEOUL MEETING 

1. The role of saall-scale industries in industrialization 

It has increasingly been recognized in aany developing countries that 
small-scale industr\es (SSis) could play a decisive role in expanding and 
diversifying industrial production as well as attaining the basic objectives 
of development, especially since saall scale enterprises clearly represent the 
major part of industrial activity in aost countries, both in terms of the 
number of establishments and of eaplo,aent. Hence, planners and policy-makers 
are giving increasing attention to the SSI sector. 

In was noted that in most countries the statistical data needed to asses 
the role of SSI aore closelJ and lo formulate policy measures were very Neak. 
Often also the division between SSI and aedium scale industries was, for good 
reasons, not clearly delineated (see futher below). 

The impact of SSis on development and industrialization was considered 
particularly iaportant in the following vafs: 

- Relative strong contribution to eaployaent generation (although SSls do 
not necessarily have to be of labour-intensive character). SSis are 
essential tools for abso~bing the abundant and rapidly growing labour 
supply in aany countries. Obviously the generation of additional 
employment opportunities should not mean promoting inefficient 
labour-intensive industries. 

- The pursued industrial growth path in many countries implies that the 
effects of policy-aakers actions have tended to favour urban centre• at 
the expense of rural areas resulting in deepened regional income 
disparities. Since there is a large potential for SSls in rural areas, 
an active promotion of SSls serve• as a aeans of decentralizing 
industry, therebf accelerating rural development and contributing to 
steaming urban i .. igration and problems of congestion in the large 
cities. 

- SSis provide opportunities for establishing links between agriculture 
and industry. They are also often able to utilize local raw materials 
and waste products available in relatively small quantities. 

Although the ~uccess of development of the modern SSI sector in 
non-metropolitan areas requires good infrastructural facilities, these 
can be provided at relatiyelr little cost. 

- SSis are a most important growing ground for entrepreneurs. 

- SSI entrepreneurs are a aajor s~urce of aobilizing private savings and 
of channeling th .. into productive purposes. 

- SSis enhance the fle1ibilitr and diy1r1ification of industrial 
eroductlon because thtlr output atJ be aore etsilJ 1d1pt1d to changing 
aarket conditions. This potential results froa the noraallJ ••all lot 
size or saall batch production procedures of SSis. 
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- SSis can plaJ an important role as aanuf acturers of parts and 
components for large-scale industries because of their specialized 
skills and cost advantages. 

The emerging nev technologies - in particular the application of micro 
electronics - are posing aost illlp<>rtant challenges to the SSI sector. Large 
potential for the adoption of microelectronic technologies exists even for 
small enterprises. The realization of this potential depends, how~ver, on 
economic and socio-cultural factors, it being evident that the ;~troduction of 
high technology is encountering various obstacles in the small units of 
production. 

2. Programae, policies and strategies for small-scale industrial development 

(a) ley issues identified and revieved 

In revieving vaht vould be the important goals of SSI development in the 
context of the economies of the developing countri&s, the experts vere of the 
view that both labour (i.e. traditional) and technology-intensive (i.e. 
modern) SSls should be promoted, thus aaking full use of the dynamic nature of 
these industries. Labour-intensive industries might e&counter activity 
limiations due to lack of labour skills which could require a change in 
production technolOlJ· On the other hand, technology-intensive SSis can 
contribute to additional employment opportunities on higher levels of skills 
as well as broaden the production range of SSI. A distinction should be made 
between the traditional and 1D0dern sector, especially in the context of policy 
formulations and promotional measures. 

It was generally felt that the definition and method of classification of 
village, small- and medium-scale industries nearly all the developing 
countries of the region needs continuous updating. It is important to 
distinguish between the traditional SSis and modern SSls which employ higher 
levels of technology, have good export possibilities and a high linkage 
potential (through subcontracting and complementation) with large-scale 
industries within or outside the country. 

(b) Proposals and recOllmlendations 

In view of the self-perpetuating tendency of concentration of SSis in the 
metropolitan areas, there should be a conscious and vigorous policy to provide 
a conducive environment of enterprises in rural areas. The overriding 
consideration in this policy directive should be to eliminate the differences 
in the amenities between urban and rural areas. Such a policy would 
contribute to the decentralization of small-scale industr:~s and can be 
expected to lead to an increased utilization of locally available raw 
materials. 

As to marketing policy, SSis should cater both for domestic and for 
international market outlets. The first determinants of the extent to which 
SSis can penetrate market¥ are product type and quality. The second 
determinant is the •~rketing capabilitJ of the SSis which should be 
strengthened both through direct actions of the SSI• and guidance activities 
of support institutions. Marketing efforts should encompass final consumer 
products as well opportunities for subcontracting and its other linkage 
schemes. This aspect ls particularly relevant for the enhancement of 
traditional SSts as their survival in the long run will mainly depend on 
increase in productivltJ and maintenance or achievement of high product 
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quality. Furthermore, the identification and pursuance of "unique features" 
{see section 7 below) of traditional and aodern SSls aight in many cases be an 
essential factor for vigorous and dynamic development. 

Analyzing the presently existing regulations and government interventions 
in many countries of the regions it was esteemed to be important that these 
should have a promotional rather than a regulation character and that policies 
with relevance to SSis should be geared towards flexibility and strengthening 
of entrepreneurial capabilities. Especially the modern SSis will require 
clear and transparent governaent policies, enhancing continued technological 
innovation to cope with international developments. In this context special 
attention was drawn to the fact that modern SSls operate in a highly dynamic 
business, technology and market environment which is similar to that of large 
industries. This environment corresponds to the one encountered by SSI in 
developed countries. This leads to the conclusion that direct contact and 
co-operation with SSis of developed countries will contribute to strengthen 
the position and perspective of SSis in developing countries. It is 
recoamended that a systematic approach be developed to foster such 
co-operation which also should encompass medium-size industries. 

3. New forms of s-.all-scale industry co-operation 

{a) Key issues identified and reviewed 

In the discussion, the experts observed that new forms of small-scale 
industry co-operation were being developed for assisting and promoting SSI 
development. These include the establishment of small-scale industry 
associations covering SSI in general or in particular branches. It was 
observed that associations based on certain business types such as retailers 
associations and food processing associations, sometimes develop intense 
competition and rivalries to the di~advantage of growth. Associations formed 
on the basis of services required by the SSis may present a more useful form 
of co-operation. It was generally felt that a key issue is how to mobilize 
the existing associatio·~s {and new ones) to play a more useful role in 
assisting and promoting the SSls. Other key issues include co-operation in 
contacts with large in6ustries (e.g. subcontracting exchanges); joint 
marketing; joint R and D; joint administrative services; co-operation with 
financial institutes; setting up and operation of own technical service 
institutes and/or co-operation with public and semi-public institutes; 
training and re-training in management and stills; etc. Experience has shown 
that SSI associations set up with a specific purpose (collective purchasing 
etc.) tend to be more 1Juccessful and long-lived than associations set up for 
general purposes. 

It was observed that even modern SSls often behind large enterprises with 
res~9ct to the application of microelectronics technology and other 
technologies for improved operations - mainly because they lack economies of 
scale and scope as well as know-how. To overcome this barrier and to improve 
their viability, SSts thould join forces within the framework of their 
associations or other task-oriented groups. 

(b) Proposals and rec01mendations 

(i) At the Dit\onal level 

lt was suggested that at the national level particular attention should 
be given to the.following: 
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- Governaent agencies responsible for saall-scale enterprises trade and 
business co-operatives and associations in developing countries should 
review and consider the new foras of associations and their benefits. 

- The foraing of groups of coapanies. associations and/or co-operatives 
for autual benefits should be prOllOted among private sector entities. 
In foraing private groups. e1ecutive officers should be selected who 
have a great knowledge of the coapanies and per1on1 in the industrial 
area. have good contact with local governaent and a broad knowledge of 
supplier services in the area. 

- Foras of co-operation which strengthen the potential of SSls to jointly 
participate in tenders leading to subcontracting business. 

- !stablisha-.nt of government pr~cedures which enable groups of SSis lo 
participate in public tenders. 

- Assistance of associations to meaber SSis to siaplify bureaucratic 
procedures and obtain business advantages. e.g. in purchasing. banking. 
transport and services. 

tii) Regional and international level 

It was suggested that at the regional and international level particular 
attention should be given to the following: 

- Deveioped countries should be encouraged to invite meabers of SSI 
~•sociations froa developing countries through technical assistance 
prograaaes to infora thea on the organization and functioning of 
associations in their countries. 

- Further e1changes of infonution and e1perience should be organized. 
via bilateral and aultilateral institutions. 

~. Linkages between s .. 11- and large-scale indu1tire1 

(a) ley issues identified and reviewed 

in the discussion it was observed that COllmOD foras of linkages currently 
practiced were priaarily subcontracting, followed by coaplementation and, to 
still a relativelf low degree in the region, services provided by SSI1 to 
other industries in the areas of .. intenance, repair and others (technology 
services, computer software services and the like). However, scope and 
itensity of linkage activities differ considerablJ in the various countries of 
the region. Attention was drawn t~ the advantages and dlsadvantage1 of 
linkages in general and in particular of the types of co-operation currently 
in operation. It was suggested that linkages should contribute to the 
technological innovation proce1s of SSls, enhancing industrialization and the 
competitiveness of these industries. 

Inter-industry linkages in industrial countries emanate aainly froa 
.. rtet-induced forces, but in developing econoaies general guidance should be 
provided to raise the level of technology of SSls. Co-operation b•tween saall 
and large industrie• 1hould be co-ordinated in the conte1t of overall econoalc 
and industrial developaent goals. 
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Particular attention was drawn to the fact that, as a consequence of 
technological changes in recent years, modern SSls (i.e. technologically 
advanced SSls) have taken on new dimensions and importance. Governments' 
attention should be drawn to this fact, especially as regards future 
employment potential. Besides traditional labour-intensive SSls, the 
technology-intensive SSls in specific sectors will deserve support and 
attention. 

(b) Proposals and recomaendations 

Reconmendations were made in respect of policies and strategies to cope 
with the challenging deaand patterns of present times. The experts emphasized 
the necessity to strengthen small/large industry linkages, to reduce 
bureaucracy in governmental procedures related to SSI, to reduce government 
interventions to a guidance function and to streamline the operations of 
support institutions. Besides the general strengthening of traditional 
labour-intensive SSis. advantage should in appropriate SSI sectors be taken of 
new technologies which require, normally, a higher d£,ree of skills and 
professional specialization and hence give additional employment opportunities 
to this type of labour force in industry. 

Attention was drawn to the following measures: 

- Proaotional measures to foster the establishment of subcontracting and 
complementation linkages between SSis and large scale industries. 

- Technical and quality control support measures for SSis to meet the 
quality standards of the contracting company. 

Creation of schemes for participation of SSis and groups of SSis in the 
identification of tender potentials for its members (i.e. active 
marketing). 

- Elimination of double taxation (e.g. sales tax on industrial products) 
for products manufactured under linkage patterns (subcontracting, 
complementation) to strengthen inter-industrial reations. 

- Creation of national and regional subcontracting exchange schemes for 
highly specialized production equipment as well as calibration and 
quality capacities. 

5. Promotion of export-oriented small-scale industries 

(a) lex issues identified and reviewed 

In the discussion the experts observed that SSls possessed many 
advantages for both doaeslic and export markets and that many of the areas of 
assistance to SSis aimed at enhancing both domestic and export growth 
potential. It was observed that SSis also faced numerous problems and needed 
improvement through self-generated efforts, strengthening of local 
organizations providing assistance and incentives, as well as the creation of 
favourable external enviroment, especially for export promotion. Attention 
was drawn lo the f ~t that proaotion of export-oriented SSis was both 
politically and economically desirable especially as they earn foreign 
exchange and often make u1e of local raw materials. It wa1 observed that 
exporting required certain characteristics and that 1uch criteria were 
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generally met rather by medium- than by saall-scale enterprises. It was also 
observed that small enterprises often concentrate first on the local market 
and grow into medium enterprise scale and into exports. It was pointed out 
that SSls are large in number and very diversif'ed and that it was therefore 
difficult lo find a coamon denominator lo aap out a s~ngle or simple solution 
to their export problems and promotion. Export-orientation, in particular, 
o~ten attempts lo lint two completely different econoaic and social 
environments whicn require adjustment to change, meeting minimum economies of 
scale, product adaptation, maintaining quality and delivery schedules and 
flexibility to respond to international trends. It was further noted that 
SSls with highly specialized products do have potential to parti~ipate in 
export markets in spite of their small size. 

An assessment of a country's manufactured export potential in the SSI 
sector can be made fro• both the supply side and the demand side. Particular 
attention may be given to the possibilities of supplying parts or special 
components to large-scale manufacturing exporters in the country. 

(b) Proposals an~ recomaendations 

At the national, regional and international levels: 

- That SSls be encouraged ar.d assisted to help themselves, through e.g. 
consortia for international marketing, purchasing, Rand D, etc. That 
they must pay particular attention to improvements in their own 
processes, fulfillment of orders, meeting quality requirements and 
applying strict quality control in its complete scope of application. 
This will contribute to the reduction of waste, scrap and defect parts 
and products and hence contribute to raw material savings and reduce 
production costs. 

- That Governments, public and private institutions should consider and 
mate organizational improvements to enable effective assistance to 
exporting SSis in fields such as management, technology, finance, 
infrastructure, and, above all, information on export market 
requirement and potentials. 

- That SSls with specialized production be identified and encouraged to 
take advantage of export possibilities, directly or through linkage 
with large local exporters. lxport houses and trading houses are 
institutions which might most effectively provide promotional and 
market intelligence inputs to the SSI sector. 

- The SSI sector may offer prospects for linkage with companies in export 
processing zones (EPZs) in terms of supplies to large companies in the 
zones, e.g. through thff local SSI 'network' as supplier• of 1pecialized 
component&. 

- That priority sector• in exports be identified on ba1i1 of proven 
comparative advantages, 1uch as handmade product• of high qualitJ and 
design, enauring acceptability in the international market. 

- The improvement of the coapetitiveneas of SSI products in export 
markets by improved packaging, design and presentation. 

I -
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6. Financing of small-scale industries 

Ca) Key issues identified and reviewed 

In reviewing the key factors inhibiting the access to institutional 
finance by SSis, constraints were pointed out attributable to lending 
institutions of developing countr:es as well as to the SSI entrepreneur and 
his technical management capabilities. It was felt that the financial 
institutions, having concentrated their lendins on low-risk large--scale 
industries, had in may cases not acquired either the experience or the 
information base to increase lending to a large number of small borrowers. 
Adapting institutions to initiate lending progranmes for SSls was a long-term 
process. The time rc-;·:ired to train credit o'.ficers to gain iaxperience in 
development financing necessarily t•kes many yaars. 

Examples of special lending schemes of several Asian countries which were 
discussed shoved that whenever special financial measures for SSI were 
introd~ced by governments, provi~ion of advise, business counsellin~. training 
and extension services had to go hand in hand with the loans to achieve the 
expected impact on the development of the SSI sector. 

It was observed that the main strategy of most of the financial aid 
schemes had been to make cheap credit available to SSis. Empirical studies 
indicate that such a strategy may even be detrimental to SSI development in 
the long run because participation of conmercial banks in financial assistance 
schemes is essential in view of their established network of branches and 
comparative advantage in loaning expertise. However, banks will continue to 
be reluctant to particpate if the schemes are perceived to be coanercially 
unviable. Moreover, it was argued that cheap credit may reduce the economic 
efficiency of enterpris~s and would benefit those who have better access to 
institutional finance rather than the less-established enterprises to whom 
such schemes are directed. 

It was generally felt that instruments such as credit guarantee schemes 
were conducive to greater participation of regular lending institutions in SSI 
financing. therefore, such instruments and schemes should be reivewed and 
refined to benefit the target groups more effectively. 

(b) Proposals and recommendations 

- It was concluded that, in the long run, the developme1t of SSls is 
better served by easy and rapid access to credit at no~mal bank lending 
rates than by the availability of a limited amount of cheaf 'redit. A 
reasonable rate of interest would provide banks with the margin to 
cover the higher risks and administrative costs of serving a large 
number of small enterprise loans. It was recoanended, however, that a 
reorientation of assessment criteria for SSI loans should be effected. 
Particularly, there should be less emphasis on strict collateral 
requirements and more attention to the viability of the project. 

- Particular attention should be given to the training of loan officers 
so as to create a new generation of development conscious loan officers 
with required skills to assess and assist viable small industries. 

- Governments should define a suitable institutional setting whereby 
collective efforts to develop and provide financial services for SSis 
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are co-ordinated by perhaps not more than one or two specialized 
institutions (preferably those already experienced in the field) which 
should cover all public and private financial assistance schemes to the 
SSI sectors. 

- Special financial scbemes should be part of an integrated package of 
assistance to SSis. Provision of institutional credit should be 
supplemented by adequate services, such as business councelling, 
extension services, etc. 

7. Technology in small-scale industries - current trends and future prospects 

(a) Key issues identified and reviewed 

In the discussion the experts observed the influenc~ technological 
innovation will increasingly have on the SSis in the region. Technological 
innovations will have to be .~viewed on a country basis and, should, if need 
be, be adapted in the form of "relevant technology". Besides the technology 
in question, other factors for the adaptation will have to be considered, such 
as socio-cultural patterns, labour-related aspects and the industrial 
environment. 

As to appropriate technology applications to improve SSis production 
procedures, some selected examples of positive results in various countries in 
the region were mentioned. However, concern was expressed over the fact that 
credit from by official financing institutions is hardly available to finance 
basic technology improvements. 

Following the presentation of a Korean research coanercialization company 
(K-TAC, affiliated with KAIST) which also participates financially in new 
ventures based on locally developed or adapted "relevant techn~logies" (in 
technologically advanced areas), the experts showed special interest in 
possible applications of this scheme by other countries of the region. The 
appropriateness of applying such selected technologies in other countries was 
also discussed. Examples of R and D co-operation of !CAIST with other 
organizations in the region were presented and an increase of such 
co-operation was welcomed. 

Particular attention was drawn to employment matters. Even if 
technological innovation may reduce employment, new employment will be created 
in other areas through higher productivity. Tnus, those whose jobs are 
affected may be absorbed in other activities, and skill levels may be 
improved. It was recoanended that besides the quantitative aspect of 
employment, ~hich is usually considere~. governments should to a greater 
extent take into account quality aspects of employment, i.e., consider 
employment creation for high skill and professional labour outside traditional 
employment areas such as public services. Quality improvement of labour will 
also be required on the enterprise level. It was observed that at present 
indoor training schemes hardly exist in SSis, and that outdoor training 
facilities for workers are insufficient. Entrepreneurs should put more 
emphasis on improved training. 

Establish~ent of entrepreneurial strategies for SSis also received 
particular attention. On the basis of experiences in developed countries aud 
considering market potentials ln specific areas, lt was reco1111ended to proeote 
the id~ntif icatlon of unique features of enterprises in such fields as labour 
force skills, products, marketing, production technology or other areas. The 

\ 
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strengthening of these unique features will contribute to improve the business 
outlook of SSis. 

(b) Proposals and rect>11aendations 

It was suggested that at national level particular attention should be 
given to: 

- identification of uniq~e features of SSis; 

human resource development; 

- continuous improvement of technologies applied in traditional SSls 
aiming at increased productivity and product quality as well at 
reduction of stress on the labour force; 

- increase in SSI-related research and develo?ment activities in new 
technological areas (e.g. com~uter-aided mknufacturing and, at a later 
stage, computer-aided design); 

- impr~vement of accesF to technology for SSis; 

- improvement of standardization and quality control; 

At the regional level particular attention should be drawn to: 

- promotion of R and D co-operation in SSI-related area' among 
corresponding institutions; 

- Jtilization of consulting and industry support r.apacities of other 
countries in the region; 

- increased exchange of information among support institutions. 

8. Developme~t and strengthening of small-scale induatrie~ in rural areas 

(a) Key issues identified and reviewed 

(i) Dece~tralization of SSis 

The ezperts observed that dispersal of small-scale industr~es from 
metropolitan areas to rural areas should follow an integrated area devftlopment 
approach. In other words, rural industries should be cr~ated by the local 
people and not s\mply di&persed with little regard to ~conomic viability. It 
was felt that the cost of basic infrastructure requirements was • problem when 
installing large industries in rural areas and that consequently local people 
could become economically and financially heavily dep~~dent on such large 
industries. However, establishing SSis in rural areas was conducive to the 
development of a good business and industrial environment. 

The developing countries in the regicu have not been able to solve the 
problems of agglomeration of SSis in •~lropolitan areas, notwithstanding 
policy measures to induce the location of SSI's in non-metropolitan areas and 
to secure a balanced development. Among the many efforts made are financial 
incentives, creation of industrial estates under revised and less costly 
schemes and promotion of incentives of a general nature. In view of the 
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disadvantages such as lack of infrastructure, skilled manpower and markets, 
government measures have often not had the expected reults. traditionally, 
the industrial processing of location-specific agricultural or mineral raw 
materials, and skill-intensive industries and handi~rafts which have their 
basis in the cultural herit-ge are dispersed ·in rural areas. These deserve 
promotion and upgrading. 

(ii) Entrep=eneurship development 

It ~as stressed that entrepreneurial activlty has a direct bearing on a 
country's industrial development p~ce. the critical factors li•iting economic 
growth in developing countries are compounded by lack of entrepreneurs; 
observations suggest that even where financial resources are available and 
adequate, indigenous entrepreneurs are not fcrthcoming. The development of 
entrepr€neurs received insufficient attention because it is often believed 
that enlre,reneurs are born, not made. However. some succeseful programmes in 
Asian countries show that with the right type of incentive and support 
mechanisms a new generation of entrepreneurs can be developed. It was f~lt 

that in most cases efforts were sporadic and haphazard. It was observed that 
a colllllon problem in trying to promote SSI development in developing countries 
is finding entrepreneurs for manufacturing enterprises. The very existence 
of government agencies that make information on industrial ~rofiles and other 
business opportunities available does not se~m to be sufficient to encourage 
entrepreneurship. there is a need for promotional campaigns to identify 
entrepreneurial talent and foster its development, especially amongst 
ne~lected population groups and in rural •r~as. 

(b} Proposals and reconaendations 

A possible solution which was reconnended would be to adopt a pa~kage of 
incentives and a progranme for the creation of the complementary conditions 
including the development of infrastructural facilities. 

To enable self-su4tained growth and creation of SSis in rural areas, 
ent;~epreneurs in rural areas should be promoted with an integrated package of 
assistance through concerted government efforts. Entrepreneurship development 
progranmes should p~ecede or go hand in hand with decentralization prograames 
so as to enable the emergence of a new generation of rural entrepreneurs. 

Education beini the major factor, followed by other promotional measures 
and incentives, important changes should be introduced in the educational 
system starting with basic education, to make people more business-minded and 
i~dustry-oriented. Moreover, it ~as suggested that governments could 
introduce entrepreneurial training schemes at the provincial level along the 
lines of existing ~ourses in developed countries and in several Asian 
countries where people (particularly the unemployed) are educated free of 
charge hy Chambera of Connerce, bu1ine1s a11ociation1, etc. 

' 
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AlllllEI V 

COUNTRY SUKMRI!S OF SSI DEVELOPMENT PROGRAMKES!/ 

As part of a twenty-year development perspective plan, agro-industries 
are to be set up in the countryside to help transform the economic basis of 
the country, which is largely agricultural. Co-operative handicraft also 
receives sp:cial attention. More than 90 per cent of industrial employment in 
Burma is found in establishments with le~s than 10 workers, and th~ role of 
SSI in both these elements of the plan will obviously be a central one. The 
small industry sector is to a large extent organized in co-operatives now, 
over 600 of these having been established so far. Most co-operatives produce 
basic consumer goods lite clothing and food. 

SSI support is largely the domain of the Ministry of Industries and the 
Ministry of Co-operatives. The .. in objectives of SSI development plans are 
to establish new industries giving priority to export-oriented industries, 
industries realizing a high rate of returns within short gestation period and 
industries based on domestic raw materials, in line with regional development 
plans. 

Although tra~aing progr&J.111\es are provided by several ministries, and also 
by co-operative training schools, most assistanc£ is channelled through the 
Ministry of Co-operatives. Where needed, the ministry provides raw material, 
machinery and spare parts. Loans are provided through the Kyanma Economic 
Bank on the basis of recoamendations from the Ministry. The Cottage 
Industries Department (CID) of the Ministry is responsible for technical 
auistance and pr·•ject preparation. With tlNOP/ILO assistance, the 
"Small-Scale Industry Develop;nent in the Co-operative Sector" project has 
resuited in the creation of sever&l small firms processiog wood and 
agricultural products. The "Promotion of Small-ccale Industry in the 
Co-operative Sector" project, supported by the Federal Republic of Germany, 
aims at upgr•ding technical services and technology and has a.o. resulted in 
the establishment of a co-operatlve technical consultancy and training unit. 

Underemployment in the countryside and the drift of the rural population 
towards the cities have been major reasons for the emphasis on industrial 
development at the local level in rural areas. "Rural and to•rnship 
industries" include both co-operative establishments run by rural collectives 
and family-owned cottage industries. Most enterprises rely on local markets 

l/ Compiled on the basis of country papers presented at the exp~rt group 
meeting at s~oul. 

11 Based on "Some aspects for the developdlent of small-scale industries in 
Burma" by U Kh' n, Cottage Industries Department, Ministry of 
Co-operatives, ~•list Republic of Burma. 

}/ BaHd on "Rural and township industry - ICAJ to China's development" by 
Lin Zhin, consultant of China's i.esearch Centre for Er.onomic, 
Technological and Social Development. 

' 
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and use simple technologies. but the range of products is very wide. Funds 
are usually provided by the families or the collectives themselves, but the 
Government now also provides tax reductions and low-interest loans. In recent 
years, the traditional strong role of central planning has made way for a 
greater attention to entrepreneurship. Linkages between large and sma11 
industries are now being strengthened, with state industries taking the lead 
in subcontracting arrangements with rural and township industries. Major 
challenges facing policy-makers now are: 

- Outdated technology and equipment, leading to low product quality and 
high energy and raw aaterial requirements; 

- Lack of overall co-ordination in the SSI sector which has led to 
overproduction of a number of items; 

- Damage to the ecosystem caused by former decentralization policies 
which indiscriminately aoved polluting industries to the cJuntryside. 

A central ~ole in improving the performance of rural and township 
industries is played by the State Science and Technology Coanission. It 
emphasizes the introduction of appropriate technologies which have a potential 
for quick returns. Sharing tha experience gained in successful projects with 
other enterprises is encouraged. UNIDO is involved in a large numbJr of 
technology improvement projects. China itself has become a major source of 
technical assistance to other developing countries. 

The smalJ industries sector in India includes those manufacturing and 
servicing units whose investment in plant and machinery is below US $0.3 
million (US $0.37 million if they are ancillary units) The Village and Small 
Industries CVSI) sector (as it is called in the natinnal development plans) 
comprises traditional khadi (handmade textile) and village industries and 
handicrafts and modern small-scale industries. The traditional subsector is 
distinguished by highly decentralized rural and semi-urban location, a 
household-based production system, and unstandardized, even unique products. 
These industries use oimple tools and mostly manually ope~ated equipment and 
produce mass consumption and artistic handicraft Articles both for home and 
foreign markets. the small-scale industries subsector which came into being 
aft~r independence is characterized by technological and organizational 
superiority, greater product sophistication and an urban orientation. 

'ii.~ village anri small industries constitute an important s.-gment of the 
economy. Their contribution to empi.oy.nent is raext only to the agricultural 
sector. The sector is characterized by self-employm~nt; employment in the VSI 
sector amounts to 80 per cent of total industrial employment. VSI accounts 
for approximately one--third of total epxorts. In value added terms it 
generates 51 per cent of the tot~l for the industrial sector. 

the development strategy for village and small industries focuses on: 

!I Based on "Development of small industries in India - Policies, progra11111es 
and perspectives" by G. v~nkatar•manan, Joint S6cretary, Department of 
Industrial Development, Ministry of Industry and Company Affairs, 
Government of India. 

' 
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(i) Integration of proaotion programmes for t~e sector with other area 
developa.ent programaes which would also correct the regional 
imbalance; 

(ii) Organization of production and dis,ribution functions with a 
deliberate bias towards the VSI sector in such a way as to create 
opportunities for full~r and additional employment on a dlapersed 
and decentralized basis; and 

(iii) Creation of a suitable organizational base at various levela ~n 
iapleaent the development of pro~ramnes for the sector. 

It is emphasised that Governaent policy should ensure that the sector 
acquire sufficient vitality to be self-supportive and that its development is 
integrated with that of large scale industries. Co-operatives have been given 
special encouragement. Infrastructural facilities (e.g. industrial estates) 
were also aade available. Special attention has been paid to the export 
promotion ~f saall-scale industries products under special reservation schemes. 

Policy support aeasures can be broadly divided into: 

(i) Measures for rapid growth of these industries within the broad 
policy frame; and 

(ii) Protective measures to prevent unfair competition from medium and 
large industries and from imported goods and services. 

Measures designed especially for the VSI sector i::t,~lude consultancy 
services to advise potential investors on industrial trends, support measu~es, 
credit, etc., and also the preparation of feasibility etudies, special 
arrangements including the creation of buffer stocks of scarce imported raw 
materials, the provision of credit at reasonable rate of interest, fiscal and 
financial incentives/concessions, export incentives, infrastructural 
facilities, •arketing and export assistance, establishment of an early warning 
and remedial measures system to assist enterprises in difficulties etc. 
Specialized institutions at the all-India and regio~al level have been 
established for the purpose of encour£ging mergers of such firms with healthy 
firms. 

Protective measures include the reservation of cert~in production linea, 
the freezing of production capacity in certain large indust~iea, import 
restrictions on selected manufactured goods; some SSI product• also receive 
preferential treatment when government supplies are purchased. Preferential 
treatment has improved the production, employment and export shares of the 
cotton, leather, cottage matches and soap industries. 

With thd rapid incre&se in production and the diversification of the 
indu~tri3l structure, the need for modernization and up-datin& technology to 
face growing competition from the "organized" industries and to raise the 
produc~ivity and earnings of the SSI sector has begun to r&ceive attention. 
Special credit F~cilities now provide equity, venture and working capital on a 
priority basis for modernizing SSI. Since nationalization in 1969, the 
banking sectc: has been obliKed to g!ve priority to VSl. Credit to the aector 
has e.g. gone up from US $2,194 million in 1979 to US $3,720 million in 1982. 
lntrepreneur1hip d•velopment has received considerable empha1is from seventies 
onwards, beginning with the Fourth Plan, and seeks to motivate and ~timulate 

' 
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the educated unemplo1ed potential investors aaong the rural rich, non-resident 
Indians, scientists, technologists, engineers, etc. 

As part of the strategJ for the development of ancillaries, the concept 
of nucleus plants has been evolved in 1980 in order to generate integrated 
indsutrial development in backward areas with backward and forward linkages in 
the shape of ancillaries and small-scale industries. The realization of this 
concept should lead to spatial dispersal of economic activities and thus to 
higher employment and higher per capita income of people in the identified 
potential locations. As part of the overall strategy for correcting regional 
imbalance, a deliberate attempt is being aede to attract industrial investment 
in specially identified backward areas and 'Zero Industry Districts' through a 
system of fiscal and fianncial incentives, and facilities such as term lending 
at a reasonable rate of interest, long maturity periods, tax holidays, 
inv~stment and transport subsidies, consultancy services, subsidized 
infrastructural facilities etc. These schemes are expected to attra~t medium­
and large-scale industries which in turn would stimulate the growth of small 
induptries and other buminess in the areas through linkages. 

Paucity of reliable and up-to-date data aake it difficult to attempt 
temporal and spatial coaparisons of progress achieved by the sector. During 
the first two Five-Year Plans the main emphasis was laid on agricultural 
improvement and hence no specific infcrmation is available about the targets 
and achievements of the VSI sector. Data is available from the Fourth Plan 
onwards. Progress can be sumaarized as follows: 

Years Employment Production Exports 
(Million persons) (US $ million) (US $ million) 

1973-74 17.64 11,333 700 
1979-80 23.36 27,948 1,860 
1984-85 28.62 49,307 3,829 

Most employment growth was recorded in the modern SSI and khadi/vil.lage 
industrie• subsectors. Judging froe prod~ction trends, while all the 
subsectors have registered a substantial increase in the output, the 
performance of kahdi and village industries stands out. The export 
performance of the handloom, silk, handicrafts and coir (coconut fibre) 
industries has been quite iapreHhe, althou:h their products are generally 
intended for the indigenous market. The modern SSI, although suffering from a 
high rate of closures, has also grown considerably. The shcre of SSI in the 
total production Ol cotton textiles, e.g., has gone up to 35 per cent. 
Although unintended (policies protect the handloom sector), the establishments 
using powerlooms have grown phenomenally. 

In the early stages of development, import substitution was stressed and 
the VSI sector has played a crucial role in achieving this objective. The 
sector now manufactures consumer and capital goods like textile, leather 
goods, washing soap, safety razors and blades, stationery, consumer electronic 
and electri~al goods, farm tools, bicycles, sewing machines, electric fans, 
water pump , cameras, etc. A• a result of government policy and support 
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measures, iaport of aost of these goods bas been stopped and industrJ now 
serves both d01Destic and export aarkets. 

In India, responsibility for the development of village and small 
industries is shared by the regional/local proaotional agencies set up by the 
provincial Governaents and all-India bodies established by the central 
Government. Among the national level institutions, the Small Industries 
Development Or£anization (SlDO) deserves special aentlon. ~IDO has been 
conceived and set up as a aulti-purpose development agency. The most 
important organizational structures for the development of small-scale 
industries under SIDO are the network of Small Industries Service Institutes 
(SISis) and extension centres and the National Small Industries Corporation. 

Generally, regional-level pr01aOtional institutions confine their 
activities to their ovn area, aeeting specific area needs. While soae of 
these bodies have clearly demarcated and specialized functions, others are 
designed to perfora aulti-purpose functions. 

There has been a gap between the proaise held by these programnes and 
organizations and their perforaance. Some factors negatively influencing 
performanea have been large-scale natural disasters, lack of resources and 
managerial capabilities and the very fast population growth. The exodus to 
the cities has not been stopped and the absence of a well-developed 
infrastructure in the countryside has caused modern VSI to concentrate in the 
large tovns .. Although credit for SSI amounts to 30 per cent of all finance 
provided by banks, the larger, aore modern SSis have benefitted 
disproportionately. the smallest, traditional firms suffer from inadequate 
finance and have to borrow from private money lenders changing exorbitant 
interest rates. technological obsolescence, low productivity, irregular 
supply of raw mate~ials, lack of organized marketing channels, unorganized 
production operations and a low level of human skills are still major problems. 

There is, however, a growing body of experience with SSl development and 
decentralized all-round planning taking into account the demands of social 
justice. The growing body of well-educated young entrepreneurs can benefit 
from this experience; and especially in rural areas there seems to be wide 
scope for new small indu6tries processing farm end forest products. 

Indones ial/ 

In Indonesia, SSI comes under the jurisdiction of the Directorate General 
for Small Scale Industties, Ministry of Industry. For policy purposes, a 
destlnction is made between the following main SSI groups: 

- food 
- textile and leather 
- chealcals and construction materials 
- general handicraft (including sports goods and musical insturmenls) 
- metalworking (including automotive components and electronics). 

!I Based on "The development of sm~ll-scale industry in Indonesia with 
emphasis to the Fourth Five-year Development Plan" by Bintaldjemur 
Danuhadiningrat. 
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In 1984 the SSI sector comprised over 1.5 willion enterprises eaploying 
4.~ million workers; production was valued at aore than Rp. 6.5 billion. The 
main probleas SSI faces are lack of technical and aanagerial know-how, lack of 
entrepreneurs, insufficient inforaatlon for saall businessmen on all major 
aspects related to the operation of an enterprise and unco-ordinated 
assistance to SSI. Saall industry development prograllllles attempt to remedy 
these shortcomings. At the saae tiae, these progrlllmles should create 
additional employment (186,000 jobs per year during the present planning 
period), substantially raise SSI value added and lead to the progressive 
clustering of SSI (6,000 SSI clusters are expected to function by the late 
1980's). SSI is also expected to play a ~ole in achieving a more equitable 
dist~ibution of development and incOlles throughout the country. 

The formulation of policies for SSI development is subject to some 
general principles: 

- policies should be integrated in a general development policy and 
linkages with other industries and econoaic sectors must be 
strengthened; 

- the various types of SSI - traditional handicraft and modern - each 
have a role to play; 

- both export markets and basic domestic needs should be served; 

- special attention must be paid to i and D; 

- modern SSI should support the development of the machinery and 
rlectronics industry. 

For the development of certain small industries, reservation schemes have 
been devised. Generally speakirg, industries coaing under these schemes must 
be labour intensive, meet mass consumption needs, have (a strong potential 
fer) linkages with other industries or econoaic sectors; some industries with 
export potential also come under these scbe11es. 

The long-term goal of assistance programmes ls to enable SSI to 1tand on 
its own feet - Government, in other words, intends to reduce its tnvolvement 
in the industry as soon as th:s is feasibie. to strengthen SSI, the following 
progralllll8s are available: 

- entrepreneurship development; 

- feasibility studies; 

- training and seminars covering all aspects of industry and hu1iness 
operation•: 

- technical services, including improvements in products and in 
production method•; 

- financial support; 

- provision of pr·ticular inputs and machines; 

' 
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- assistance in establishing sub-contracting relationships such as 
"foster-father" agreements; 

- examination of linkage potentials; 

- provision of infrastructure (a.o. service facilities, mini-estates); 

- export promotion. 

The actual content of these progra111Des is adapted to the specific 
characteristics of an industry (traditional/modern). 

Malaysia.!/ 

Small-scale enterprises dominate the industrial se~tor in Kalaysia in 
terms of establishment nuabers and employment. In 1981 there were 15,883 
manufacturing SSI's employing 228,124 workers. These enterprises represented 
36 per cent of fixed assets and 30 per cent of value added in the 
non-agricultural sector. Malaysian SSls are typically very small in size and 
utilize traditional lechnologies to produce a very limited output for a small 
market. Their access to institutional credit and more up-to-date technologies 
is limited, skilled labour is scarce in the sector, management methods, market 
knowledge, premises and other infrastructure are inadequate. J.inkages with 
larger industries are scarce. 

In an effort to improve the performance of the SSI sector, the Malaysian 
Government has provided a variety of incentives. Like the larger enterpr~ses, 
SSI's enjoy reduced location tax, pioneer states etc. Moreover, SSI's are 
exempted from paying sales tax on goods sold if the value is less than 
KS 100,000 per annum, and from paying import duties on machinery and raw 
materials not available locally. Various tax deductions on borrowed capital 
are available. 

The existing provisions have, however, not provided a neutral regime 
with respect to small anJ large-scale enterprises. The larger, more 
capital-intensive enterprises have received substantially stronger 
incentives. Moreover, the various support prograanes for SSI were not 
co-ordinated and hence not very effective. Pollo~ing a 1982 World Bank 
report, assistance to SSI has been grouped in four integrated prograames: 

- Financial assistance 
Under this prograllllle, coamercial banks must make at least 12 per cent 
of their.loans available to small-scale enterprises; 50 per cent of the 
total must be used for small, unsecured loans under the Special Loan 
Scheme. Under this loan scheme, backed up by credit guarantees, loans 
up to a maximum of KS 50,000 are made available at a subsidized 
interest rate of 7.5 per cent per annum. 

- Project development 
Asaistance takes the form of feasibility studies, entrepreneurial 
development, market promotion and the provision of industrial sites. 

l/ Based on "Country report of Malay1ia•s small-scale enterpelses 
development" by the Saall-scale Enterprise Division, Ministry of Trade 
and Industry. 
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- Training 
Areas covered include courses in aanagment. accounting, salesmanship, 
marketing.and also advisory services on business practice and the 
dissemination of business management infol"lllation. 

- Technical assistance 
To overc~me technical probleas and to upgrade existing technology, 
SSI's receive advice on the choice of proper technologies and equipment 
and on quality control. 

The main institutions involved in small-scale enterprise development are: 

- Small-Scale Enterprise Division (SED), Ministry of Trade and Industry 
Set up in 1981, it is responsible for the promotion of small enterprise 
in line with national economic policy. SED identifies investment 
opportunlties, provides incentives. advice and information to small 
entrepreneurs and fosters interest in small enterprise. SEO is also 
responsible for the co-ordination of the activities of the various 
other agencies. 

- Malaysian Development Bank (BPKB) 
The Bank, which is supported by the Government, provides credit and 
other assistance to small buaiputra (domestic) entrepreneurs.g. buying 
stock. 

- Credit Guarantee Corporation (CGC) 
CGC provides backing to co11111ercial banks which uupply credit to small 
firms. This makes it possible to finance viable projects for which no 
collateral is available. 

Other agencies which also provide support to SSI include the Malaysian 
Entrepreneurship Development Centre, the Malaysian Industrial Development 
~uthority, The Malaysian Industrial Development Finance Company, the National 
Productivity Centre and the Standard and Industrial Research Institute of 
Malaysia. 

Special prograaaes for small-scale enterprise development include: 

- Bumiputra Small Enterprise Development Project. 
To strengthen the position of the bumiputra (domestic) entrepreneur, 
the main Malaysian agenci~s involved in SSI support have started this 
prograame with World Bank assistance ln late 1984. To date, some 100 
projects, involving loans to an amount of over US $10 million have been 
approved. Assistance also takes the form of technical advice, 
management tralninr, marketing, etc. 

- Interft:-m Comparison Prograaue 
The purpose of this project ls to determine the strong and weak points 
of particular firms by comparing business data. Sessions are held with 
small entrep~eneurs to ~isseminate and exchange findings. Data are 
processed with the assistance of the University Pertanian Malaysia. 
The NPC is also involved in implementation; co-ordination is in the 
hands of SED. 

' 
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- Integrated Marketing Prograane 
Co-ordinated by SED, this progra ... e was initiated in late 1984 and 
involved cost of the aajor support agencies. Marketing assistance is 
at present being given to soae 75 saall firas, and also includes 
quality control, and aanageaenl, financial and technical services. 

- Nursery Scheaes 
Under these scheaes, fully equipped factory units have been provided at 
several places by SED and BPMB. Units are aade available for a period 
of five yeers. By late 1985, 27 enterprises were thus started. It is 
planned to extend these schemes to other areas. 

- Subcontracting Exchange 
Still in its planning stage, the objective of this scheme is lo assist 
small enterprise in establishing linkages with larger industries. 

- Reservation Schemes 
Under these schemes, which so far cover 46 items, production of certain 
coanodities is reserved exclusively for SSI. No expansion of larger 
industry production of these co111Dodities is allowed. 

- Government Procurement 
SED, co-operating with other Govenmenl bodies, co-ordinates Government 
lenders to SSI. To dale, 8 items have been identified which will be 
supplied by small firms through 4 "umbrella" companies managing 
subcontracts with some 100 SSis. 

- Technology and Resource Display Centre (see also p.44/45) 

- Industrial Estates 
In several areas throughout the country, sites have been made available 
where special facilities will be available lo small enterprise. This 
prograane is still in the planning stage. 

- Kedah Regional Development Authority Functicn Centre 
This centre, in which SEO is also involved, provides conmon facilities 
to small local producers. The Centre also provides marketing and other 
ass lstance. 

In Nepal, the industrial sector accounts for only 5 per cent of GDP, the 
country being mainly agricultural. Of the 5,000 registered manufacturing 
units in the country (almost all of them cottage and small-scale ir.dustrl~s 
with less than NRs. 2 million in fixed assets) the majority processes 
agricultural products (grain mills, oil mills). If the estimated 400,000 
rural cottage industries are included, over one million Nepalese work 
full-time or part-time in an industrial occupation. Industrial development in 
Nepal has been constrained by limited physical, finar.cial and human resources, 
a small domestic market with low purchasing power, high costs of essential 
imported inputs and exports ~ue to a land-locked position and competetion from 
India. Shortage of spare parts and raw materials, power cuts etc. have led to 
temporary closure of almost half of all establishments. 

l/ Based on a paper by Krs. Allbik~ K.C., Deputy Director, Department of 
Cottage and Village Industries, Kathmandu. 
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Support to saall-scale industry partlJ takes the fora of tax exemption. 
Some examples: Tax holidays ranging froa two fears (for essential consuaer 
goods producers) to six J~ars (for aanufacturing enterprises) are given; these 
can be extended if sufficient value added is generated bJ the enterprise in 
question. Iaport duties are at only 1 per cent for equipment, spare parts and 
raw materials which are not available in sufficient quantities within the 
country. Industrial enterprises are exeapted froa excise dutJ for periods 
ranging froa three to five years. Foreign exchange facilities are available 
for imports of essential equipment, services and inputs. 

are: 
Various support institutions have been established. The aost import&nt 

The Departaent of Industry 
The Departaent collects inforaation on industries, registers and 
licenses industries and gives out reconnendations for the provision of 
facilities. It also acts as the secretarial of the IP~ustrial 
Promotion Board. 

- The Industrial Services Centre 
The Centre disseminates information on investment potential, industrial 
policies and incentives, conducts feasibility studies, advises on 
modernization, expansion and production improvement projects, conducts 
management training progrannes, etc. The Centre also manages a number 
of industrial estates which have mainly been established to accomodate 
small industries. 

- the Nepal Industrial Development Organization 
This organization provides financial assistance and also participates 
financially in new industries. Loans up to 65 per cent of fixed assets 
are available with the assets serving as collateral. Payback periods 
are a maximum of 15 years, interest ranges from 12-17 per cent. 

- The Agricultural Development Bank 
Primarily meant to serve agriculture, the Bank also extends credit to 
small-scale rural industries. C0111Dercial banks are now obliged to 
invest in cottage and small-scale industries as well. 

- the SecuritJ Marketing Centre 
Encourages investaent in industry and systematizes the marketing of 
shares etc. 

- the Trade Promotion Centre 
Promotes Nepalese exports. It offers infonaation on C\lb~oms and 
transit and assists exporters to find international market outlets. 

- the Departlll&nt of Cottage and Village Industries 
Apart from registering and rec011mending cottage industries for 
assistance, the Department provides technical training, provides 
promotional services and 2anages some textile and furniture production 
units. Regional an~ branch offices have been established in various 
parts of the country. 

With IDA assistance, a major SSI support project was started in 1982. 
The Cottage and Small Industries (CSI) project focuses on textiles, metal 
working, forest products and agricultural processing, but other industries are 

' 



- 81 -

not excluded froa assistance. The target is to asslst 2,520 industrial 
ventures and 53 coaaercial enterprises over a period of three years, stressing 
export-oriented activities. Special support is given to commercial banks 
supplying credit to SSI, yet only 22 per cent of the ~redit made available has 
gone lo rural areas. Training progrUlllles vere set up, and the Cottage 
Industries Developeent Board vas activated to provide e~tension services and 
various other forms of assistance in rural areas. The handicraft Sales 
Emporium both procures and distributes inputs and organi~es marketing. 
Monitoring and evaluation are in the hands of the Industrial Services Cenlr~: 
overall co-ordination is provided by the Ministry of Industry. 

Pakistan!' 

In Pakistan, SSI (defined as consisting of units vilh less than Rs. 10 
million in fixed assetsi accounts for SS pPr Cdnl of ea~loyment in the 
industrial sector (3.95 million vorkers)i its share of value added, however, 
is only 30 per cent. To strengthen the position of SSI, Pruvincial Small 
Industries Corporations (SIC's) vere established in various regions of the 
country some 10 years ago. These SIC's provide services, financial and 
training assistance to SSI, partly in co-operation with aid donors. They also 
manage a number of estates for small industries. In 1980, an estimated 81,000 
SSis had been served in one way or another by SICs. 

Under the Sixth Five-Year Plan (1983-1988), small-scale industry has 
received special attention. The aim is to make SSI, together with 
agro-industries, the leader of export growth. A series of policy measures has 
been formulated to improve the position of SSI. These include: 

- provision of credit at concessional rates &nd expansior. of the role of 
the Small Business 'inance Corporationi 

- expansion and improvement of existing training/service centres; 

- special attention to SSI in the design of industrial estates; 

- stimulation of subcontract.log; 

- the development of special programmes to improve knov-how and upgrade 
technologies, information dissemination, quality control and marketing 
through Small Industries Corporations and Boards; 

- abolishment of licenses for most types of small ent~rprises. 

One e1ample of support to SSI at the provincial level is the Small Scale 
lndu1trie1 Wing of the Government of Baluchistan, which has been very active 
in the development of industries based on local resources. The Wing has 
established new small-scale industrial estates with necessary infrastructure 
facilities and promotes local crafts. It helps the s111all-scale and cottage 
units bJ supplying trained •anpower through its own institutes. Marketing 
facilities are also provided: various sales outlets have been established in 
~arger cities. The Wing advises on management and helps the industries to 

l/ Based on "Country paper on Pakistan with special reference to 
Baluchistan" by Anwar-Ul-Haque, Director of Small Industries, Government 
of Baluchi~tan, Quetta. 
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obtain credit facilities froa the relevant agencies. New investors receive 
advice, are helped to identify in~ustrial projects and are assisted in the 
acquisition of facilities, licenc~s and credit. 

Philippines!1 

In the Philippine Development Plans of the past decade, SSI supp~rt has 
ranged from the financing and marketing aspects of small industry ~pecations 
to the development of entrepreneurial skills and managerial knowledge in the 
SSI sector. The Government infrastructu~e for the development of SSI includes 
the National Economic and Development Authority, the Central Bank, the 
National Science and Technology Authority, the Ministries of Agriculture and 
Natural Resources, the Ministry of Finance, the Institute for Small-Scale 
Industry, University of the Philippines - with the Ministry of Trade and 
Industry and its agencies (Bureau of Small Scale Industries, Natio~al Cottage 
Industries Development Authority) taking the lead. Support sometimes involves 
an umbrella organization like the Coanission of Small and Medium Industries 
(CSKI). Some 40 organizations in the private sector participate in financing 
schemes like the Industrial Guarantee Loan Fund. 

Surveys indicate that the number of cottage industries (defined as having 
less than 5 employees and less than P 250,000 in assets) was around 82,000 
in 1985, and the number of small and medium industries around 28,000 - small 
indsutries having 5-99 employees and up to P 2.5 million in assets. Small­
and medium-scale industries were estimated to employ 1,251,700 workers in 1983 
or 61.2 per cent of the total employment of the ~nufacturing sector in the 
Philippines. In the 1983-1985 period, it was observed that the SKI sector was 
not as strongly affected as the large-scale industries by the economic crisis: 
employment losses were much smaller. With an average annual growth rate of 
21.0 per cent over the period 1967-1978, SSla registered the fastest growth 
among the four sectors. 1983 value added estimates are placed at 
P 34,840.1 million. On the average, net production contribution of SSis 
was estimated at P 1.3 million per firm in 1983, as compared to an average 
contcibution of P 179.0 thousand in 1967. 

Further developing the SSI sector entails special attention to the 
following: 

A shift in emphasis froa financing fi1ed assets to financing working 
capital, which would reduce risks and be more attractive to co111111ercial 
banks; 

- improving access to funds for small and medium enterprise. This 
includes simplifying collateral requirements and borrowing procedures; 

- the establishment of a forum for co-ordination and the e1changa of 
information and e1periences between institutions, e.g. a co111non data 
bank for all SKI-oriented activities; 

l/ Based on "Small-seal~ industry development in the Philippines" by Melito 
s. Salazar, Jr., Director, Univer1lty of the Phlllpplne1 Institute for 
Small-Scale ln~~·tries (UPISSl) and Assoclat~ Professor, U.P. Colleg~ of 
8usina1s Adminl1tratlon. 
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- i11PrOYed data collection to better interpret the •ituation of and 
trends in the SKI sector; 

- research on legal protection offered to the SKI or the lack of it; 

- i11Pact studies on the eKtent of the assistance deliverJ SJstea, its 
qualitJ, it• successes and failures; 

- identifJing unrecogniEed needs of and incentives and opportunities for 
the sector. 

The Pbilippin~s DeveloP19nt Plan 198~-1987 points to the need for 
long-teril solutions to the problaa of development. Entrepreneurship 
develoP19nt will have to be a basic el ... nt in foraulating these solutions. 

The educational •J•l .. should supplJ part of the answer to 
ent~epreneurship develo11119nt. The •J•taa should be reoriented to motivate 
graduates to venture into business. The BinistrJ of Education, Culture and 
Sports (lllCS) bas incorporated entrepreneurship courses in the high school 
curriculua and the Philippine Association of Colleges and Schools of 8J1iness 
(PACSd), the Sllall Enterprises Research and Development Foundation (SllDIF) 
and the UPISSI have initiated the EDCEL Project with this purpose. It will 
centre on three .. jor activities: curriculua development, instructional 
.. terials development, and training of facultJ .. abers who will handle the 
entrepreneurship courses. 

Project spin-offs are the setting up of Institutes of S11all Bus~ne1s 
(ISBs) in the regions, the setting up of business ventures bJ the students and 
the teachers, and the start of consultancr work bJ the teachers for students 
and other entrepreneurs. Schools that wish to stimulate local 
entrepreneurship and ... 11 industrJ development .. , set up ISBs. Thus the 
local C0911UnitJ is mobilized "from within" without the need of huge capital 
outlars and large overhead costs. As ISBs are an outgrowth of the school 
curriculua, their llfe~pan will tend to be longer than that of most private 
associations set up for the purpose. These special ventures give the students 
110re bu1lne11 experience than an ordlnarr practicua can offer. Teachers can 
start their own ventures or go into consultancf. 

The aain objective of the S..11 Enterprise Dev•lop11ent (SllED) Project of 
the llTI, supported bJ the US Agencr for Industrial Develop11ent, ls to identifJ 
private groupM and as1oclatlon1 which can serve as effective dellver1 channels 
of extension service to their own 11811bers. Tb• Philippine Cbaaber of C011merce 
and IndustrJ (PCCI) as the biggest grouping of entrepreneurs in the counlrJ ls 
the aaln counterpart of SlllD in the private 1ector. Activities include the 
development of various trpe• of lndu1lrJ associations and a national 
federation of such private organlzatlon1, .. rt.ling a11l1tance and the 
e1tabll1hllenl of ... 11 business lnstltule1 ln various provincial centre• which 
.. , be strengthened and developed into centres of aanag ... nt and 
entrepreneurship. It ls hoped that after a five-rear period the private 
sector will be able to continue these services without outside support. 

To deteralne the usefulness and eztent of the assistance progr .... 1 for 
the entrepreneurs, the Philippine ln1tllute for O.velGpment Studie•, th• 
lndu1tr1 and Utilities Slaff of the latlonal lcona11ic and Development 
AulhorllJ and the UniversilJ of the Philippine• have started a 1erl•• of 
tapact studies. such sludle1 1hould be fonaulated wltb the needs of the 
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entrepreneurs in aind. Research fellowships for entrepreneurship and ... 11 
industrJ development vill be aade available and vill be COllPl ... nted bJ 
research involving national and international agencies. In general, aore 
attention vill be paid to appropriate inforaation for entrerreneurs. The aass 
aedia vill be stiaulated to give better inforaation on saall enterprise lo the 
public, thus creating a aore favourable social envirollll8nl. 

Sri Lanita!/ 

The aain probleas vbich confront the saall and .. diua industries sector 
in Sri Lanita are: 

- InabilitJ to find aarltets for produclsi 

- Lack of qualitJ consciousnes•i 

- Absence of research on pro~uction processes and the use of laproved 
technologf; 

- Inadequate financial resources; 

- PaucitJ of trained .. nagerial and 1upervi1or1 staff; 

- Lack of facilities and or funds to train the lower categories of staff; 

- Absence of a fraaework to achiev~ co-ordination between supplier 
cOll()anies in the saall and aediua industries sector and large bu1ers. 

Present industrial policies stress location of industri•• in the countr11ide, 
.. ss participation in the process of industrialization and the avoidance of 
aonopolistic concentrations i~ industrJ These general principles favour the 
development of SSI. llore specificallJ, SSI is sti ... lated through: 

- abolishing cUllber1011e adainistralive procedures associated vitb 
lice1sing and foreign e&change allocation; 

- preferential ta& rates and other fiscal incentives; 

- e&pansioa of credit f acilit~ •• and ••~ourag ... nt of inveslllent in .... 11 
and aediua iaclustri•'• 

- proaotin1 the eaport-orientatioa of saall industries; 

- e1tablishin1 and laprovlnf training facilitie1 fo~ enttepreneurs, 
aanagers and craft ... a, desi1n and craft centres; 

- i11provln1 liata1•• vith lar1• \adustries; 

- technical sapport; 

- aarketin1 assistance. 

11 Based on "Coantrr paper lrl Lanka" bJ Baadula 1. d• lllva, Director of 
... 11 Iada1trle1, COlOllbo, lrl Lanka. 
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The aain institutions involved in SSI development are the Sub-Contracting 
EKcbange and the Rural Industries Approval C:O..ittee. 

The Sub-Contracting Eschange (Sex) was established as a section of the 
llarteting Division of the Industrial Development Board in 1981 with the 
objectives of: 

(a) Assisting ... 11 and .. diua scale industries in obtaining knowledge 
of potential public procurement or private orders; 

(b) C0111111nicaling lo large enterprises the prod~ction capabilities of 
potential ... 11 and .. diua scale industrr srb-contractors; 

(c) Assisting ... 11 and .adiua industries in aeeling required qualilJ 
standards and deliverf schedules. 

Tc achieve these objectives a nucleus of an organization bas been foraed, 
consisting of an engineer-in-charge. a technical assisslant and a nuaber of 
development officers. The activities conducted bJ the sex to date consist of 
an analJsis of product requires;at; of large inslitutioLt and identifJing 
potential product• for aanufacture bf Sill. In espending sex activities some 
s•rlous probl ... must be overcome: 

- The sex ha• no ~uthoritr to canvass industrialists/corporations ind 
Government deparlllents to buJ froa ... 11 industrialists through SCI; 

- The sex bas no aulboritr to request firas to supplr inforaatlon to 
establish large indu~trr d ... nd for SSI products; 

- Lack of aartet inforaation therefore prevents SC"~ froa salisfaclorilJ 
briefing s .. 11 suppliers; 

- Product inforaation is not supplied in tiae bf ... 11 enterprises; 

- llanf saall enterprises are unable to deliver products of a satisf actorr 
qualitr or to keep deliverJ schedules; suppliers •re often eveu unable 
to negotiate c~~tracts witbou• sex guidance. 

A better i~entif ication of currenl and potential aartets (and aarteting 
procedure• etc.) would be needed, and such inforaation would have to be passed 
on to the producers. State enterprises and departllents could furnish sex vitb 
lists of it ... which theJ noraallJ iaport but which could be supplied by saall 
or .. diua size firas or bf establishing such fJ.,... sex could also negotiate 
on behalf of ... 11 ent~rprise. PinallJ, ... 11 and .. diua scale finas could 
also be assisted ~n raw aaterials and coaponents purchases through the Slate 
trading Companf. 

Comllercial banks in Sri Lanka, although espected to plaJ a role in 
development bankings have kept their traditional banking orientation. Even 
the Peoples Bank, founded to cover rural bankin& need1. shifted to the 
traditional comll8rcial banking attitude, and tbe available industrial credit 
doe• not flow to tbe saaller anterprises. the ~.overnment has nav set up Rural 
Development Banks and bas intrCHluced development banking concept• ln order to 
help the develo,..nt-oriented ... 11 enterprise. 
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The Rural Industries &pprowal COllllittee is an interin•titational 
cOlllliltee which eKaaines applications for rural industrial wentures. and 
recom11ends th .. for approwal bJ the llinistrr of Rural Industrial develop11ent. 
Approwal entitles enterprises tu all incentiwes offered bJ deweloping 
scheaes. The CC1111aittee also screens ... 11-scale projects involwing foreign 
lnvestaent. For the future develoP119nt of SSI. the llinlstrJ of Rural 
Industrial Development proposes to •stablish a •aural Industries Development 
Corporation• in order to provide an integrated approach for the development 
and pr0110tion of rural industries. Its faactions iaclade advisorr services. 
financial assistance. guidance. standardization. qualltJ control. aartetlng 
services. etc. It will also 11Dbilize resources both frOll public and private 
sectors and participate in industrial ventures bf baring eqaitr shares. 

The llinistr) also plans to establish a •s..11 Industrias Xngiaeering and 
Allied Services Board". This organization will be re•ponsible for: 

- (the advancement of) testing. investigation and research; 

- technical advice; 

- technical training; 

- preparir.g and dissetainating technical inforaation; 

- establishing engineering workshops. testing f~cilities. etc. in 
oatlring areas; 

- fostering the establisbllent of other organizations involved in 
industrial research and industrial actiwitr; 

- establishing contacts with .. nufacturer• and suppliers of industrial 
goods. 

FinallJ. the •rsteta ~f ~sport incentives and tariff protection should be 
reviewed. lllproved .. asares are n•eded to structure incentives and tariffs on 
the basis of c011Parative advantage and local value added. The recent 
recom1endations .. de bJ the Presidential Ta~if f Comaission •nd i11Pl ... nted 
through the budget for the rear 191~ have provided SCJllJ8 relief bf war of 
increased effective protectio~ to a considerable nullber of s .. 11 iodustries 
which were underprotected sc far. Levels of effective protection. however. 
change over ti .. with changes in other poller instru .. nts. Therefore, the 
Gover .... nt is now considering to review t~ · tariff levels periodicallJ in 
order that protection will eontinue to be based on drnaaic ca11pa~ative 
advantages and domestic value added. 

ThailancfJ../ 

ln Thailand, SSI establisbe11Dts are generallJ defined as having fever 
than SO emplo1ee1 and less than S aillion baht registered capital. The vast 
aajoritJ of indnstries in Thailand belongs to this categorf. Saall 
iPdustries, lite ~ther industries, are beavilJ con~entrated In and around 

11 ' Based on "Countrr paper. 1aall industrr development in Thailand" bf 
Padetpai lleethun-iaa, Director of Planntnr Division, Dep•rtment uf 
lndu1trial Proaotion. KinistrJ of lndustrr, Bangkok. 

' 



- 87 -

Bangtot. where local and eKpOrt .. rtets can be tapped. iaports and raw 
.. terials are readilJ aYailable and serYices and infrastructural facilities 
are of good qualitJ. The great aajorilJ of SSis process natural resources; 
a.ong these. rice aill• are the aost c011mDn tJpe of enterprise. 

SSI in Thailand suffers froa a shortage of good aanagers and stilled 
.. npower. shortage of capital and insufficient access to !inancial 
institutions. lack of technical and .. rteting stills, insufficient supplJ of 
inputs of a reasonable qualitJ at prices which the ... 11 entrepreneur can 
afford. 

The current Fifth Industrial Development Plan for.uses on saall industrf 
as the foundation for industrial development. While developing SSI, the 
decentralization of industrJ will also be sti1111lated. Dispersion to 
provincial areas will be harmonized with the regional urban development 
plans. The following specific aeasures have been initiated: 

Development of a credit eKtension •J•tea and instit~tions for 
... 11-scale industrJ and industries in oullJing regions; 

- Improved research and development of production tecbnologf and 
c.nag8111ent techniques. In addition. the Kinistrr of COllll8rce. Ministry 
of IndustrJ. and Ministrr of Science and Technologf are to co-operate 
in the eKpansion of .. rtets for .c~ll-scale industrJ; 

- PrOllOtion of subcontracting between ... 11-scale industrr and 
large-scale industrJ; 

Accelerated establisbllent of industrial 7.ones in various provinces; 

- Accelerated development of industrial zones along the Eastern Seaboard 
and industrial estates in regional areas. Th~ suitabilitJ of other 
coastal areas for the establisbllent of industrial zones is being 
eKplored. 

In addition to these .. asures, suppl ... ntarf aeasures include revised taK 
structures etc. The SiKth •ational Plan (1987-1991) •ill continue to focus ~n 
saall, rural industrlc1. 

Much of the Gover .... nt's ... 11-scale indu1tr1 development policy ls 
iapl ... nted and co-ordinated through the Departllent of Industrial Promotion 
(DIP) under the Minlstrf of Iadustrf. The activities of the departaent are 
organized as follow1: 

- The Planoing Divis!on co-ordinate• progr .... s and activities of all the 
dlvision1, undertakes techno-econoalc surveys and prepares feasibility 
studies for industrial projects, eapeciallJ those that are viable in 
rural area1. 

- The Handicraft Pr0110tion Divl1ion off er~ training courses in 
handicrafts production and assist• producers to iaprove design and 
quality and helps thea lo .. rtet their ~roducli. 

- Tho Industrial Productivity Division or Thailand Manag ... nt Development 
and ProduetivitJ Centre (TllDPC) conducts seainars and training courses 
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in aodern business and aanageaenl practices. Con•ultancy services are 
offered in aarteting, aanageaent, production and quality control. 

- The Cottage Industries Division provides training and extension 
services in cottage-type activities to interested parties throughout 
the country. R and D activities are undertaken to develop 
labour-saving tools or processing aethods, lo iaprove quality, and to 
better utilize domestic raw aaterials. 

- The Textile IndustrJ Division organizes training courses and renders 
consultancy services. It also conducts R and D cctivities and has a 
testing laboratorJ. 

- The Small Industries Finance Office offers low-cost, long-term loans to 
small-scale industrialists at the interest rate of 14.5 per centi the 
present maxiaua for individual loans is 1 aillion bahl. Goverrunent is 
considering the Departaent's proposal to increase this ceiling to five 
million. 

- The Industrial Service Division provides technical training, extension 
and advisory services in tbP. light engineering fields. 

These services are aade available in provincial areas through three 
regional offices. 

There are several shortcorings lo this wide range of support activities. 
Priorities for iapl~aentation have not been set to corresp~nd with resources 
of the government and private sector in respect of finance, personnel and 
production fact~rs. Lack of ~o-ordination between the government planning 
offices has resulted in the absence of a systematic overall viewsi lack of 
co-ordinati~n between planning and operating offices ha• led to disagreements 
on the impleaentatioo ~f policies. Planning officers, on the other hand, are 
not always aware of the obstacles inherent in the actual practice of 
de~elopment. ' 
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AllllD VI 

SOtlE RECENT INSTITI}TIONAL APPROACHES TO THE PROtlOTION OF ssr!' 

A. At the national level 

1. Ancillrarizalion (lndia)l/ 

The concept of ancillary development or ancillarization of SSI received 
priority status in India in 1971 when the Bureau of Public Enterprises for the 
first lime issued guidelines lo all public enterprises in order lo enhance the 
number and growth of ancillary unils.11 In order lo qualify as ancillary 
unit, an enterprise has lo aeel a number of specific re~uirements: 

- inveslaenl in plant and aachinery aust not exceed Rs. 2.5 aillion; 

- it has lo be engaged in the aanufaclure of parts, components, 
sub-assemblies, tooling or intermediaries, or the rendering of services; 

- it has to supply or render 50 per cent of its production or of total 
services to other units for production of other articles; 

- it aust not be a subsidiary of or be owned or controlled, by another 
enterprise. 

From this definition of ancillary units it emerges that in functional 
terms ancillarization follows the same lines •• the promotion cf 
subcontracting in general does. A distinction is made, however, between 
'simple' subcontracting units and ancillaries insofar as the latter are 
coaailted to sell at least 50 per cent of their production to parent 
companies. The conceptual basis of ancillarization is to be seen primarily in 
the attempt not to establish purely c0111Dercial buyer-seller-relationships but, 
what is often called 'relationships of a higher ordet·' in which the large 
nucleus finas are e~pected to accept longer-term respor-sibilities for a 
healthy and efficient development of taeir ancillaries (e.g. by means of 
technical, aanagerlal or fir.•ncial assistance). 

As regards the orders of magnitude involved in ancillarization the 
following tentative figures may be given: ancillaries in 1981/82 accounted for 

!I Prepared by the Regional and Country Studies Branch, UNIDO. The 
approaches selected here are not to be interpreted as •lternatives to 
existing policies or agencies nor ~re they intended to offer complete 
overview. 

ll The following thoughts on ancillarization draw on the paper on 
"Mechanisms for small-scale industry development: Ancillarization -
Development of feeder industries" (UIIDO/IS.551) prep•~ed by V. Dhall for 
the Expert Group Keeling at Seoul and on some of the paper.s that ~ere 
presented at the International Seminar on Ancillary Development, New 
Delhi, 26-27 Karch, 1984, organized bf th• Industrial Development Bank of 
Ind la. 

11 Anclllarlzation ls howeve~ not restricted to p•:bllc sector enterprises 
but applies also to the private sector. 
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around 20 per cent of total purchases aade by public sector enterprises from 
the small-scale sector. If, however, total purchases of both public and 
private sector anterprises from ancillaries are held against total production 
of the smal!-scale sector, the resulting share turns out to be as low as 2 per 
cent. 

Not surprisingly. the scope for ancillary production varies from sector 
to sector of manufacturing activity with the following rank order and rough 
figures in the Indian case: 

Manufacturing sector 

1. transportation industry 
2. Coaaunication industry 
3. Prime movers and power-based industry 
4. Industrial aachinery and aechine tools 
5. Chemicals and pharmaceuticals 
6. Consumption and consuaer durables 
1. Basic industry (aetala and minerals) 
8. Wood, paper, fifres, glass and ceramics 

Scope for ancillaries 

60 - ]Of. 

so - 75~ 
30 - SOT. 
20 - 40f. 
15 - 30f. 
10 - 30f. 

5 - lot. 
2 - lot. 

Experiences with the 'ancillary approach' to SSI prolllOtion have been 
gained now for more than a decade in India and, notwithstanding the 
mushrooming growth of ancillary units and their production, a number of 
critical constraints have also come to light. Among these are to be mentioned: 

- The pres£nt taxation policy is a detrimental factor to further growth 
and specialisa~ion of ancillary produetion. Indirect taxes like sales 
ta~ and excise duty are based on turnover (instead of on value-added) 
with the result that it is cost-saving for large enterprises to grow 
vertically in order to avoid the cascading effects of taxes to be paid 
at each stage of production. This is only another example for the 
important rcle of the overall policy environment as determinant of SS! 
potential. 

- Another problem area is to be aeen in the clashing of aocial objective• 
and private profit-seeking interests. The large privat• nucleu1 firms 
are expected to take part in e.g. the development of infra1tructural 
facilities fo~ ancilltrf units llfhich they in turn regard a1 a genuine 
part of goverllllb~t relponsibilities. 

- The aost important singLe retarding factor has app•rently been the lack 
of financial support for ancillaries. FirstlJ, the large parent 
companies a~e on the whole unwilling to have financial 1takes in their 
ancillaries and 1econdlJ, the ancillaries are facing difficulties to 
get bank credits because of their low standing in most financial 
institution•. lloreover, as has often been reported, they suffer from 
delayed payments bJ parent cOt1panie1 which among others a&J indicate 
the cut-throat competition in ~etting orders at all. 

- M•nJ parent enterpri1e1, including in particular a public sector 
•nterprise eng&ged in telephone industrJ, have complained about the 
alleged inability of ancillaries to introduce and to operate 
sophisticated technology. 
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All in all, ancillaries are no exception to the rule that SSI face a 
difficult business environment and are in need of suppo~ting policy measures. 
This is not to say that the appro1ch as such has been wrong but that it needs 
further improvements, in order not to be just another label for what is 
already well-known as subcontracting. Above all, it should be kept in mind 
that ancillarization will always play only a supplementary role in overall SSI 
promotion (in India about ~ per cent of small-scale units may be classified as 
being ancillaries). It ties the growth of S~I to the prospects of large 
industrial enterprises thus offering to the ~ormer additional opportunities as 
well as additional tisks. 

2. Technology Services Delivery System (Philippines)!/ 

In March 1978, the Phiiippine Government through the Coaaission on Small 
and Medium Industries (CSMl) of the Ministry of Industry started the 
implemnntation of the Technology Services Delivery System {TSDS). This 
project was iaplemented with the assistarce of UNIDO,~/ the Japanese 
Government, ESCAP and UNDP. 

The main objective of the rsos project has been to establish the 
institutional framework for an efficient mechanism delivering technological 
information and service' to SSI, particularly those located in rural areas. 
The project ri~htly started frcm the assumption that valuable technological 
knowledge is in prin~iple available in every country but is eith~r not geared 
to the specific needs of small-scale producers or is not being disseminated to 
them. In the first case th~ problem lies with the orientation of 
technological research, in the second case with the diffusion of its results. 

This represents a crucial problem area which even in many industrialized 
countries has only recently been identified and subsequently addressed. In 
the Federal Repbulic of Germany e.g. sc-cailed transfer institutions try to 
build a bridg~ b~tween large universities' research capacities and the needs 
of industrial enterprises, particularly small and medium ones. Preferably 
this attempt should, however, be made in the earlier stages of 
indu~t~ialization in order to avoid from the beginning the emergence of too 
large a discrepancy between ~he work orientation of technological research 
institutions and the various industrial sectors' requirements. 

Whereas most large industries have already the capital and managerial 
resources to secure continuous development, acquisition and application of new 
technologies, most SSI lack the resources required for this purpose. More 
often than not there is even a lack of information about the range of 

!I For detailed description~ and analyses cf. UNIOO-documents ID/~G.350/l 
and ID/WG.350/2, both of 23 September 1981, and ID/WG.350/24 of 26 March 
1983. They present preparatory work and the results of the Expert Group 
Meeting for Exchange of Experiences on Technology Services Delivery 
System {!SOS), Manila, Philippines, 2-6 November 1981. See also document 
UNIDO/IS.424, Technological services delivery system {TSDS), prepared by 
the Development and Transfer of Technology Branch, Division of lndust~ial 
Studies, UNIDO. 

ll Under the project "Strengthening and Modernization of the Technological 
Performance of Medium and Small-Scale Industries in Selected Countries of 
the ESCAP Region" (TF/RAS/77/004). 
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technological options that have already been developed. One of the central 
tasks of the TSDS thus should be very basically the provision of required 
information. TSDS consists of three different sub-systems: 

- the information sub-system: dissemination of existing written material 
available in research institutions on technological alternatives (incl. 
skill requirements, costs etc.) in various industrial sectors; 

- the training sub-system: planning and preparation of lectures, 
seminars, practical de1D0nstrations etc. in research and training 
institutions as well as in the countryside; 

- the in-plant consultancy sub-system; this will be the crucial .nd most 
expensive lint element between technological research institutions and 
SSI requiring at least short-term absence of research sta~f and thus 
the interruption of on-going research and development wort. 

It is important to note that the TSDS as envi&aged by UNIDO does not 
necessarily require the creation of additional institutions but will focus on 
systematically establishing linkages and feedbacks between institutions 
already in existence. The TSDS in the Philippines ~s a '.case in point: It has 
been using the Bureau for Saall and Medium Industrie~ as a TSDS coordinating 
unit and the Saal~ Business Advice Centres as an instrument for the 
establishment of regional linkages with SSI. 

It may be advisable to concentrate the TSDS in its initial stages on some 
core industries (target sectors) with high shares of small-scale enterprises. 
In the Philippine case food processing, wood processing and metalworking 
industries have accordingly been selected and TSDS-related efforts have 
already had a significant impact ~n the SSI target enterpris6s, e.g. in terms 
of their organization into working industry associations. 

thete is no doubt that the TSDS •pproach which has been applied in the 
Philippines could also work effectively in other countr!es, if suitably 
adapted to their individ~al institutional environment. It may also be 
possible that TSDS lends ~tself to attempts al regional application. This ma1 
be theoretically appropriate in cases where countries with only limited 
technological research ca~abilities and c~pacities and appropriate 
institutional facilities can pool their resources in a closer regional 
ea-operation. The services would be furnished by requests from the 
entdrprises submitted to the network co-ordinating agency through the 
respective local focal point organi~ations. These focal points in each of the 
participating countries would function similarly to the local advisory 
services ;n the national context. In order to ascertain the viability of th9 
concept, a project was initiated as the pilot opvration in the Caribbean 
region. The Caribbean Technology Consultancy Service Network (CTCS) was 
created with the Caribbean Development Bank servin& as the regiona! 
co-ordinator and with the participation of 11 technological research 
institutions. During the first 9 months of operation the CDB was able to 
handle some 40 technical a1sistance requests to industries. 

B. At the international level 

Although national efforts to expand and diversify the production of SS! 
should always be at the center of policy attention, there are also substantial 

' 
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benefits to be reaped in teras of the transfer of technology from small and 
mediua-sized enterprises in developed countries to respective counterparts in 
developint countries.!1 Small and aediua-sized enterprises as agents of 
technology transfer have soae diJtinct advantages to offer. They tend to be 
engaged in highlJ specialized, saall-batch production processes, and may 
furtnermore be preferable as a co-operation partner to large multinational 
companies, because in general theJ can be expected to mate more use of 
intermediate technologies, to adapt more flexibly to local conditions and to 
be less demanding in teras of control or ownership of joint ventures. 

1. Sister Industry Co-operation (Sweden/developing countrr>Z1 

In 1976 the Swedish International Development Authority (SIDA) £tarted a 
new approach to support and enhance thE transfer of technologr of Swedish 
small- and medium-scale enterprises to 1eveloping countries within the 
framework of the so-called sister industrJ progr&llllle. This prograane is aimed 
at broadening the range of technological options available for small and 
medium-scale enterprises in developing countries. Thus the emphasis is not 
exclusively on th~ foundation of new enterprises or the engagement in equity 
joint ventures but on the transfer of production know-how on a cont~actual 
basis: A Swedish enterp~ise ("senior sister") mates a long-term contract with 
an enterprise in a developing country ("junior sister") comprising the 
tr•nsfer of hardware (machinery, tools, sometimes semi-products) as well as 
software, the latter being typically defined as including: "all the know-how 
and technical tnowledte that is in ~he possession of the ~enlor sist~r that is 
needed or is useful in the ~lanning, manufacture or use of the products agreed 
upon. It has to include at least the layout of the production establishment, 
detailed description of production machinery, precise definitions of raw 
materials, parts and components and testing methods, planning of products, 
knowledge related to manufacture, testing methods for finished products and 
packing met.hods." 

The main sister industry co-operation agreements have been concluded 
between Sweden and Tanzania. The institutional framework is very simple in 
nature and consists of SJDA plus an industrial consultant agency on the 
~wedish side and the Small Industries Development Organization (SIDO) on the 
Tanzanian side. The basic procedural mechanism may be deccribed as follows: 

- SIDO prepares a list of suitable products for manufacture in the 
Tanzanian industrial estate21 and sends the list to the Swedish 
consultant firm. At the same time, SIJO looks for suitable 1anzanian 
entrepreneurs for the industrial enterprises to be established. 

!I Cf. UNCTAD, Organizational Forms of Transfer of Technology to Developing 
Countries by Small and Medium-Sized Enterprises: A Base Study of Equity 
Joint Ventures and Technology Agreements in Latin America (prepared by E. 
Wh!te), Doc. TD/B/C.6/77, Geneva 1982. 

ll Cf. lhe detailed analy1is presented by Anitta luivalainen, in the 
research paper 'Possibilitie1 of promoting industrialization of 
developing countries by means of resource transfers from small- and 
medium-scale indu1trie1', Helsinki School of Ec~nomics, Helsinki, 1982, 
p.101 ff., a 1umary of ~o1hich h given here. 

11 In the Tanzanian casa all enterprises were to be located in the Arusha 
Industrial !1tate, but in general the approach of 1i1ter indu1try 
co-op~ratlon i1 not re1tricted to production in industrial estates. 
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- The Swedish consultant firm call~ upon Swedish entrepreneurs who would 
be interested to transfer their technology or to participate in the 
establishment of an enterprise ia their own branch in Tanzania. A list 
of suitable candidates will then be sent to SIDO. 

- In the ~ext stage, the Swedish consultant fira arranges a lrip for 
SIDO's visitors to the Swedish enterprises prorosed in order to assess 
the suitability of their produ,tion lo the conditions in Tanzania. In 
turn, on opportunity is arranged for the Swedish enterprises lo visit 
Tanzania so as to becoae acquainted with local conditions and 
co-operation partners. 

The Swedish manufacturer will th~n aake detailed offers on t~e basis of 
which SIDO carries out the necessary feasibility studies. If they come 
to positive conclusions, concrete business negotiations will be held 
between SIDO and each Swedish enterprise and the co-operation contract 
will eventually be signed. 

- The Tanzanian enterprises, after having signed their own contracts with 
SIDO, send soae of their «>rkers to Sweden for on-the-job training. 

- Eventually the required hardware will be sent to Tanzania and technical 
staff of the Swedish enterprise will provide assistance in starting up 
production. 

T~.e sister industrr progr&11111e has primarily been financed through Swedish 
development co-operLtion funds, provided on grant terms in the case of 
Tanzania. The Tanzanian firms, on the other hand, have had to pay for all 
hardware components of the technoloiy transferred (10 per cent in cash, 90 per 
cent during the first five years) whereas they have received the software 
(training etc.) from the Swedish enterprise fr.ea of charge during an agreed 
initial period of production. 

Notwithstanding the fact that most participants in sister industry 
co-operation have up to now been basically satisfied with the results 
obtained, a CO'.tple of problem areas have also emerged. .Among these are to be 
mentioned: 

difficulties in connection with the transport of machinery to Tanzania, 
e.g. due to insufficient port facilities like a lack of large cranes; 

- delays at the site durir.~ the stages of setting up machinery and 
starting production; 

- administrative and aanagerial problems during the initial production 
staKes. 

Th~ concentration of the sister industry prograane on one specific 
industrial estate has proved to facilitate co--operation substantially (e.g. 
through exchange ~f ezperlences; coaaon f•eility workshop etc.). Above all it 
must be emphasized that the ezistence of an efficient organization for 
promoting small-s,ale industry would be the basic precondition for ani 
country's attempt to engage in this kind of approach for technology transfer. 

' 
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2. Prograaae on Plant Level Cooperation (UNIDO)l/ 

UNlDO recently set up a special support prograaae for small- and 
medium-scale enterprises developing countries with the purpose of upgrading 
their technological capabilities by aeans cf a plant level co-operation ~ith 
enterprises in industrialized countries. The mechanism employed in this 
effort is that of p:oaoting co-operation partnerships between complimentary 
enterprises. As the focus is on the creation of longer-term industrial 
co-operation for •utual benefit, proposals which are purely for sale of 
equipment or other fol"llS of eabodied technology are not promoted within the 
project framework. Cooperation approaches that would, however, fit well into 
the framework are P..g.: joint ventures, sub-contracting, licensing with 
aarketing ~r buy-back arrangements etc. 

Once the technological requireaP.nts of each potential recipient 
enterprise have been articulated, the search begins for a partner (for e&ch) 
which has the experise in the particular field for supplying the required 
technological know-how. However, only those requirements which can not be met 
by national resources are c~nsidered. After the technology supplying partner 
has presented his specific proposal, a co-operation agreement can subsequently 
be negotiated with the auhtauce of UNIDO. 

this approach obviously has much in connon with the Swedish 
sister-industry approach described above. On the other hand, there is a 
stronger emphasis on strengthening the negotiating ca?acity of developing 
country enterprises as well as on the adaptatioh of the technologies 
transferred. A considerable part of the project budget has actually been 
spent on technology adaptation, be it for the purpose of scaling down certain 
production processes or of adapting them to the use of specific local raw 
materials. As this l 1ften requires highly cost-intensive modifications, they 
would in many cases not be undertaken on a purely conmercial basis. 

Plant level co-operation agreements have up to now been negotiated 
between enterprises in the Netherlands and in China, Mexico, Sudan and 
Thailand as well as between enterprises in Sweden and in Egypt, India, Kenya 
and Sri Lanka. A third round of projects is envisaged between Italian 
enterprises end counterparts in Cameroon, Columbia, Peru and Tunisia, 
concentrating on engineering industries. 

l/ Cf. Prograftllle on Plant Level Cooperation for the Transfer of Technology 
to Small and Medium-Scale Enterprises, UNIDO Internal Working Paper, 
Vienna, 24 February 1984. 
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Allllll VII 

REGIONAL CO-OPERATION WITH REGARD TO SSI DIVELOPKlllT - THE EXAllPLES or 
APO AllD TICHllOlllT ASIA 

(a) The Asian productivity organization (APO)!/ 

The Asian ProductivitJ Organization (APO) is an inter-governaantal 
regional organization with headquarters in Tokfo and a present aeabership of 
17 countries in the Asian and Pacific region. APO eapbasizes ... 11 industry 
development. which aore and aore includes labour-intensive rural industries. 

APO devotes the major part of its efforts to aulti-country training 
projects in the industry. agriculture and service sectors with eaphasis on 
aanagement and technology. Kost training projects have trainers and 
consultants as a target group with a view to strengthening the National 
Productivity Organizations (NPOs) and siailar institutions of the aeaber 
countries. While training projects fora the aainstay of APO progrumes, APO 
supports the NPOs in their role as advisers to individual sovernments. APO 
also serves to help member countries to delineate a productivitJ strategy in 
response to, and in anticipation of. changes that occur in the international 
economy. Progranmes take account of lhe varying needs of aember countries. 
with their different country characteristics and levels of development. 

APO activities related to small industries development include: 

(i) Training of consult~nts, trainers and administrators 

Since its inception in 1961. APO bas organized a varietJ of courses in 
the field of small industrf development, especially on management. These 
courses were regularly re-patterned to meet the changing needs of SSI. 
Together with these training courses, refresher courses of shorter duration 
have also been mounted at the Research Institute for Kanageaent Science, 
Delft, the Netherlands, with the assistance of the Netherlands Government. 

Besides these training prograames. books and pamphlets on SSI promotion 
have been published. These publications are the results of surveys, symposia, 
research activities, and actual development experience in Asia. 

(ii) DeveloJ!lllent of specific te~ niques 

In response to the trend away from manufacturing small batches of div£rse 
products to mass production of a liaited range of items and to subcontracting, 
APO organized the following projects to improve production techniques and 
product quality and reduce the waste of human resources and materials: 

- Low Cost Automation (~CA) 

This project was initiated in 1969. Briefly, low cost automation is a 
type of step-by-step automation whereby exi1ting manual manufacturing 
processes are automated in stages by the addition of simple devices. 

l/ Based on "The role of APO in the development of sull indu1trie1 in 
Asia", presented at e1pert group aeeting at Seoul by the Asian 
ProductivitJ Origanlzatlon. 
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In order to train engineers and consultants in this field, low cost 
automation laboratories were established bf aeaber countries. On a 
regional sca~e. APO conducted the first low-cost autoaatlon training 
course in 1971. Courses introduced trainees both to the concepts and 
principles of low-cost autOllation and to technical matters. 

- Group technologf (GT) 

For small-scale industries it is difficult to realize economies of 
scale. Thef tend to rroduce small quantities of a large var:ety of 
iteas; efficiencf therefore tends to suffer. Experiences i~ 
aachine-shop operations in Europe and USA have led to the introduction 
of group technofogf. This method of organizing production is based on 
the fact that sim:lar operations occur in dissimilar production 
processes. BJ processing all jobs requiring similar machines and 
tooling in a sequence, the nuaber of components produced per set-up is 
increased and total processing tiae is considerably reduced. The 
aachines required are placed near to each other, thus reducing 
production scheduling and control problems as well. 

<iii) Other activities 

Seminars on small industry develotJlllent have been conducted every year 
since 1983 and mostly invol~e personnel of development agencies and other 
institutions assisting small in~ustries. In close collaboration with nationa~ 
and local governments. an integrated and comprehensive approach to SSI 
development in Korea and Japan has been evolved. Special emphasis is placed 
on the implementation of assistance schemes which are in accordance with the 
diversified socio-economic environment at the local level. Finally, the 
following services are provided by APO through the NPO's to supplement 
training courses and services: 

organization of visits to small industry development projects in 
various countries; 

- project appraisal and industrial estate development courses; 

- missions of technical experts to member countries; 

- fellowships for study and research of selected SS! ~elds (e.g. export 
promotion, cre~it facilities, international subcontracting, management). 

APO activities rely on mutual support of member countries rather than on a 
strong central organization; in that sense. there is much similarity with 
ESCAP's Technic*l Co-operation among Developing Countries (TCDC) project (see 
Annn VI). 

(b) Technonet Asia: An exeeriaent in regional co-operation!/ 

Technonet Asia is a co-operative grouping of fourteen organizations in 
eleven Asian and Pacific countries, which aims at improving the quality and 

!I Abstracted from the papers "Regional co-operation for small-scale 
industries development and technology sharing: The Technonet Asia 
e1:perience" 1 and "Small-scale industries, a second loolc" 1 both prepared 
by Dr. Leon V. Chico, Technonet Asia, and presented at the e1pert gr~up 
meeting at Seoul. 
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efficiencJ of production in those countries' ... 11 and .. diua sized 
enterprises through the transfer of technological inforaation, the provision 
of industrial extension services, technologr and sharing. It vas set up in 
1973 as a project supported bJ the Canadian International Developaent Research 
Centre (IDIC). Organizations participating are: 

Bangladesh: Bangladesh Saall and Cottage Industries Corporation (BSCICO). 

Fiji: Fiji National Training Council (FNTC) 

Hong long: 

Indonesia: 

Korea: 

Malaysia: 

The Hong long Productivitr Centre (HKPC) 

Direktor~ 

(DJIK/DP 
Industry) 

Jenderal Industri lecil/Departaen Perindu~trian 
.Directorate-General for saall Industries/Ministry of 

Korea Institute for Econoaics and Technology (KIET) 

Saall and Kediua Industry Promotion Corporation (SMIPC> 

Standards and Industrial Research Institute of Malaysia (SIRIK) 

Kajlis Aaanah Ra'afat (MAIA) 
(Council of Trust for Indigenous People) 

Nepal: Industrial Services Centre (ISC) 

Philippines Institute for Small-scale Industries, University of the 
Philippines (UP-ISSI) 

Singapore: Singapore Institute of Standards and lndu•trial Research (SISIR) 

Sri Lanka: Industrial Development Board (IDB) 

Thailand: Departaent of Industrial Pr0110tion, Ministry of Industry (DIP) 

Technonet Centre, located in Singapore, acts as the focal point of the 
network. The heads of the participating organizations, together with the 
Executive Director, evaluate and foraulate policies at least once a year. In 
addition to IDIC, which continues to provide partial support, Technonet's 
progr .... and core budget ls now also supported by the Canadian International 
Development Agency (CIDA), its participating organizations, and other donor 
agencies. 

The organizations participati~g in the Technonet Asia network have two 
comaon aspects: 

- thef are all involved in rendering assistance to small and medium sized 
enterprises in their respective countries; and 

- they are all involved in technical aspects of industrialization. 

On a autual basis, the participating organlzttions arranged to: 

• 
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- aate available to one another indu,trial technical information on 
products and processes in their countrJ~ 

- receive personnel froa other participating organizations for 
observation, training and discussion; 

- aate available its technical personnel for shor~-tera assigruaents to 
the participating organizations; 

- arrange visits of industrialists froa Technonet Asia countries to local 
industries, organizations and institutions; 

and individuallJ to: 

- develop effective co-ordination and liaison vi.th lo~al institutions for 
the developaent of ... 11 (and mediua) scale business as well as with 
local sources of ~echnical information and expertise. 

In its technologJ transfer progr...ae, Technonet Asia relies heavily on 
the "huaan element". Technologf transfer is verJ labour-intensive. It can 
onlJ be successfullJ implemented bJ a cadre of well-trained and creative 
technical information and industrial extension specialists vho are the vital 
lints between sources of technologf and the entrepreneurs in the countryside. 
TheJ "process" the technological needs or problems of small-scale industries, 
find solutions and adapt and clarifJ technologies for the entrepreneur. Such 
a programme requires an enormous investaent in aanpower and other resources. 
This perhaps partlJ explains vhy technologJ transfer progranmes for 
small-scale industries are not given high priority in development schemes. 

The Technonet concept is nothing new itself. Proposals have often been 
made to establish technologf data bants, reforms of the international patent 
system, etc. Yet, the diffusion of technologf through the industrialized 
countries and the international agencies ls still far from fully effective. 
At the same time there ls a growing realization that the greater part of aan's 
technological know-how ls already freelJ available - the aain problem is that 
developing countries are ill-equipped to find, evaluate and apply it. 
Agencies like Technonet represent an atteapt at technological "self help" by 
these countries. 

The Technonet network of infonaation exchange has proved workable and can 
be of benefit to other developing re&lons. Developing countries have much to 
share with each other; and the developed countries, through their technical 
assistance progr&1111es, can strengthen this capability. In fact, Technonet 
draws upon the technological resources of soae sixty co-operating 
organizations in developed countries for soae of its activities. But auch 
aore has to be done in mating technologf accessible to small enterprises. The 
technological probl ... of saall business in the developing countries are vast 
and varied. In countries represented in Technonet Asia alone, an estlaated 
500,000 small enterprises exist, and onlr a satll portion of these 
e1tabll1tulents ls reached. It ls clear that everyone has a role to perform if 
the objectives are to be achieved: industrJ and professional a11oclatlons, i 
and D institutes, the educational 111tea, and other publlc and private 
institutions devoted to technologr. lloreover, the co-operation and actlve 
lnvolveaent of government pollc1-•aker1 and legislator• l1 e11ential to make 
technologf transfer a success. 
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AIOIEI VIII 

UlllDO T!CHMIC.lL CO-OP!IATIOll PROGRAllllE POR SllALL- AMO llEDIUtt-SCALI 
IllDUSTRIIS DEVELOPllEJl'f !/ 

UllIDO's technical co-operation programae for promotion a~d devAlopment of 
saall- and aediua-scale industries (SKI) covers a wide range of activities 
which, - apart froa direct assistance - involve one or a coabination of the 
following: 

(a) general consultancy and promotional assistance; 

(b) establishing and strengthening institutions and servicing facilities 
for SSI; 

(c) specialized institutional support aechanisas and decentralization 
prograanes; 

(a) General consultancy and promotional assistance involve, inter alia, 

- direct advisory services to Governaents in establishing policies, 
progr&llllles and support aeasures for SSI devel~pment; 

- identification of industrial requirements and resources available to 
tha SSI; preparation of viable SSI projects; surveys and 
techno-econ0111ic studies; 

technical counselling and industrial extension services; 

- pr0110tional aeasures and induceaents supported by legislation; 
developing networks of advisory services; facilitating access to 
financial sources; seainars, workshops to raise awarene~s and enhance 
the technical assistance flow to the SSI sector; 

- fo1tering intra-SS! co-operation; assisting in organizing collaborative 
efforts through a1sociations and co-operatives; promoting linkages with 
other economic seclora. 

(b} institution-building pro:ecta deal with the transfer of expertise to 
and the improvement of the capacities of indigenous bodies, such a1: 

- Small Industry Departments of Ministries or of Financing Inatitutions 
(e.g. tnduatrial Development Agencie1, Development Banks>; 

- Institution• for proaoting saall-scale industry; 

- Indu1trial !xten1ion Service Sy1teas; 

!/ Pr~pared by the In1titutional Infra1tructure Branch, Divi1lon of 
lndu1trlal Operation•, UNIDO. 
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- Comaon Servic• Facilities!!; 

- Industrial Estates and Industrial Free Zones. 

Industrial extension services, transferring essential knowledge and 
skills in econ011ic, technical and aanage.ent fields, are usuallJ provided by 
governaent-assisted agencies or special institutions which aaf coabine the 
functions of an extension service with SSI promotion and industrial research 
and training. UllIOO technical co-operation in thi~ field alas at establishing 
and/or developing the capacitJ of such indigenous institutions to prov&de the 
required technical services through ~e:l-trained .. ndustrial •~tension 
officers. Assistance to enhance indiienous capacities often includes 
establishing regional offic~s to inil1ate aad/or iaprove technical, economic 
and aanageaent counselling to existing and new industrial units at dispersed 
locations. 

(c) Spec\alized institutional 1upport includes progr...es such as 
entrepreneurs~ip development, rur1l indust~ialization, industrial 
co-operatives, and industrial decentralization programmes. 

Often special measures are needed to develop saall industries on a 
decentralized pattern against the strong and self-perpetuating tendency for 
industrial growth in urban centres where prerequisites for development are 
concentrated. It is of particular importance to integrate such efforts with 
industrialization progrannes in rural areas to reduce rural unemployment and 
economic distress and thus arrest urban migration. UllIOO assistance in this 
respect involves both the modernization of the small industries sector as well 
as the development of traditional and village industries. Emphasis is given 
to special facilities like training-cum-production centres for managerial and 
technical personnel; pilot and demonstration plants where experience can be 
gained in the latest appropriate technologies and various industrial 
operations; extension centres for rural industries; and mobile facilities for 
on-the-spot technical assistance. 

the role of indigenously established and locally based groups like 
co--operatives cannot be stressed strongly enough. In this field UNIDO 
assistance, involving a combination of institution-building and training, aims 
at developing the capacity of an indigenous agency/institution to foster the 
development of industrial co-operatives on a continuous and systematic basis. 
UNIOO al~o provides direct support (in form of industrial extension service) 
to industrial co-operatives. 

Increased attention is also focused on human resource developA.ent. 
Entrepreneurship development for industry progra11111es assisting identified 
potential entrepreneurs with a package of incentives and institutional support 
systems receives special attention. 

Within the limited scope of this document it is not possible to make a 
comprehensive presentation of all types of support to small- and medium-scale 
industries. the two exaaples below give some information on project 
objectives, approach and output: 

!I these include testing and quality control laboratories, toolrooms for 
manufacture of tools and equipment, workshops wh9re complicated 
operations using 1pecialized machinery are performed and 1ervice1 for the 
maintenance of equipment. 

\ 
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(i) Integrated programme for the develop!!!nt of saall- and .. diua-scale 
inaustries 

Comprehensive progr&11&es of support to saall- and aediua-~cale industries 
are expected t~ result in the following project outputs: 

- a survey report of SSI areas of activities including an assessaent of 
the perfot111ance oi on-going progra.mes and of key agencies involved; 

- identification of resource requir..ents for support coaponents (field 
extension services, infrastructural support, aarket access and 
aarket\ng services, subcontracting); 

- analJsis of ecor.oaically viable projects covering opportunity studies, 
aarket survers, pre-investaent studies and identification of financial 
needs and of sources of financing; 

- identification of target groups and coapilation of potential 
entrepreneurs; 

- a plan of action to iaplement an integrated progr .... for the 
development and operation of ... 11 and aediua enterprises; 

- organized and systeaati~ assistance on the operational level in the 
fora of extension service• to serve saall- and aediua-scale industries, 
including consultancf services to potential enterprises. 

(ii) lndustr~al estates 

The setting up of industrial estates is usuallJ cOllbined with special 
incentives and supportive aeasures (e.g. provision of industrial preaises, 
co111non production facilities, guaranteed supplf of raw aaterlals and services, 
sub-contracting arrangements, etc.) to develop and relocate industries of 
various sizes. UNIDO support ls often requested to assist governaents to 
achieve one or aore of the following objectives: 

- foraulation of an integrated industrial estate development prograa1e 
(planning, financing and construction) in accordance with the 
objectives of the National Development Plan; 

- strengthening and development of the aanagerial and operational 
capabilities of the industrial e1tate agencies; 

- 1trenthening the capacity of the in1tltutlon1 providing speclallzed 
services to establish new industrie1 and develop existing ones, e.g. 
through growth-centres, workshop clu1ters and export processing zones 
~~ developaent area1. 

The nature of a11l1tance provided cover• a wide range of activities 
required to coapleaent and suppleaent the central activitJ of the progra ... , 
i.e. advice and assistance ln establishllent, effective aanageaent and 
operation of existing and future industrial e1tate1: 

- advice on te1 el ... nts of the progr .... : 1trat•1J and policy 
guideline•, physical planning and larout, fea1lbllitr and prot10tlonal 
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activities (aartetini estate land and buildings and attracting local 
and foreign investors), adaission policies, rental or sale policies, 
and the disposal of industrial effluent&; 

advice on financial aanage11ent to iaprove systeas relative to lending 
activities and loan portfolios; 

- providing industrial extension service on a regular b•sis to 
entrepreneurs and assisting potential entrepreneurc in iapleaenting 
their projects; 

providing direct support services to needy enterprises in the estates. 

' -
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Allllll II 

CO-OPl'RATION AllOMG SMALL IOITIRPRISIS - All DAMPLI FROll SVEDK".l!/ 

(a) Introduction 

The present-day business environaent in industrializalized count~i~s is 
very demandin~ in various ways. Technological chan&e is rapid, production 
processes are computerized and are aore and aore internalized within 
companies, governaent rules and regulations rc .. in complex !n spite of 
"deregulation" tend~~cies, etc. Handling these problems is especially 
difficult for saall enterprises. However, .. ny of the saaU enterprises face 
essentially the saae probleas, and where individual entrepreneurs Ray not be 
able to cope with these external challenges on top of the burden of everJday 
aauagement, they aay be able to do so through co-operation. Below, the 
experience of an industrial association in southern Sweden, the Fosieby Group 
of Entrepr6neurs (Fosieby Foretagsgrupp) is presented. First, the envirorunent 
in which Swedish industry operate• is briefly described. Section (b) gives 
some general lnforaation on industrial co-operation between small coapanies in 
Sweden, and section (c) analyzes the Fosieby Group: it~ origins, organization, 
co-operation areas, projects and liukages witbother industries. In a 
concluding section, soae essentials for successful co-operation are reviewed. 

Sweden bas been amc;,g the c~untries with the highest per capita gross 
national product for a considerable time now. The same holds true for tax 
levels. One effect of this is that the Government bas been able to finance a 
very well-developed physical infrastructure <including special induatrial 
areas) - costly iGveslaents, given the low population ctensities in most areas. 

Over the past 20 years, the relative importance of industry for the 
Swedish econoay has decreased. The share of .. nufacturing in GDP was at 
22 per cent in 1983, down froa one third of GDP in the late 1950's. Some 
34 per cent of the population are eaployed in industry nowadays, and it is 
expected that this figure will decrease substantially in the coming years. 
Structural change has strongly affected individual companies, industry 
~ranches and regions. The late 1970'1 and early 1980's have been 
characterized by low gross .. rgins and inve1lllent. 

Both the dominance of large firms and the decline of industry ~ave 
spurred the Governaent to initiate support caapaigns for small enterprise 
(defined as having le11 than 200 employees; the manufacturing sector comprises 
soae 40,000 of these coapanies), using slogans like "Big business !s done by 
smaller companies". The results of this progrAllllle are still very much 
debated, but it ls clear that they vary strongly between the local offices 
involved ln the progra11De, and that small entrpreneurs hardly rely on advice 
provided by offical1; local offices are mainly contacted to get grants and 
loans approved. 

(b) Industrial co-operation between small coapanles in Sweden 

The present envlronaent ln which saall bu1ine11 in Sweden operates is 
thus characterized by: 

!I Based on the paper "Study of a small-scale industry (SSI) co-operation 
scheme in a developed country" bJ ILB. Aron1son, UNIDO consultant, 
presented at the expert group aeetlng at Seoul. 
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- a high rate of cbangei 

- lov prof:tabilitf and frequent bankcrupcie•i 

- large coapanf doainance; 

- •trong Govetment influence; 

- a not too •ucce11f~l offical assistance progr .... i 

- a well-developed infrastructure, including special industrial areas; 

a traditionallJ high degree of organization among the parties involved 
in the l~ae econoaf. 

In this enviromment, co-operation between ... 11 C011Panie• ha1 grown. Alreao: 
•everal decades ago f iras located in the .... geographical area began to 
co-operate. Today, a great nuaber of •uch groups exist, ao•t of tbea 
nrganized since the late 1970's. Alllost all of thea have their aeabers within 
the ICll8 urban area; 27 per cent of tbea even draw all their aeaber• froa the 
s ... •pecial lndu•trial area. The dl•trlbutio~ pattern over the country 
roughlf coincides with the distribution of th~ population and of aajor 
aanufacturing areas. 

•~raallJ, a coapanf association bas between 11 and 50 aeaber&i groups 
with aore than 100 aeabers are rare. Personal contacts, vt-ich are essential 
to the success of these groups, becoae le•• frequent as gr~up size grows; on 
the other band, very •aall as1ociation• have in•ufficlent bargaining power. 
Co-operation between enterprises is usually limited to one or a few areas. 
Ty~ical area• of co-operation are information exchange, export marketing, 
negotiations with Governaent agencie•, advertising, and joint purchase of 
hardware and software. 

(c) The Fa1ieb1 Group of Entrepreneur• (Fo1ieb1 Voretagsgrupp) 

The Fosieby Group of Entrepre~eur• (FG!) w•• e1tabli1hed in 1972. It was 
the fir•t •uch group e•tabli1hed O>. a aodern f }ecial industrial area, and it 
ha• nerved a• an e1aaple for aany other group& which were established in 
Sweden in later years. The industrial area in que•tion i1 located on the 
out1kirt1 of Kal.0, one of the largest towns in Sweden, with a population of 
about 250,000. In the Kal.O area alone, the example set by FGE has beon 
followed by five other groups. 

On the Fosieby industrial area, 190 enterprises are located. 180 of 
these, employing sOll8 6,000 workers, have joined FG!; the size of the 
companies ranges froa 2 to 1,200 persons. Keabershlp fee is US $100 per 
annum. Half of the funds thus acquired are used to hire a part-tia.e 
consultant aanning the "executive office" (see below), the remainder ls used 
on co-operative projects, aailing, etc. Kembe~• of the FG! board do not 
receive a fee and aost of the secretarial work for the Group is carried out 
within the coapanle1 th81l1elve1. FG! ls not supported by Government funds. 
Keabe~• meet annually to elect new members for the 8-man board. Every year, 
half of the board ... ber1 are replaced. All b~ard members are key figures 
within their companies. The board meets approximately 10 times a ~ear for 
decision-aaklng and in-depth di1cu11lon1 on activities of the Group. For each 

' 



- 106 -

projected activitJ a working group of two to three persona is established, 
alwars including one board llellber. Institutionalization of the board is kept 
to a ainiaua: all secretarial wort is done by the incuabent president's 
secretarJ or by outside service companies. 

The "executive offi,e" is only staffed for a short per~od daily, but the 
person hired for the purpose alvars has verJ good contacts within the aember 
companies and with officals and other enterprises in the area. He gives 
advice on available preaises, Government regulaticns, suppliers, financing of 
~av projects, etc. When unable to supply inforaation, he will refer to one of 
the other c0111pan1 presidents - aaong the 180 there are aany with specialized 
knowledge. The office executive also intervenes with local authorities to 
help solve probleas of aeaber firas. The fact that the Group represents a 
large snd growing nuaber of people adds considerably to its influence. 

The FG! co-operates in the following areas: 

Purchasing 

Contracts settled between the asaociation and a supplier are "frame 
contracts", which aeans that the contracts set conditions and prices, but do 
~ot oblige any one coapanf to buJ. Keabers can use the contracts when it 
suits them. Through these contracts, evP.n the saallesl firms benefit from 
reduced prices and conditions noraally available for large companies only. 
When necessary, settling claias against a supplier la auch easier as well, as 
the claimant will be the whole ~roup. Examples of advantageous contracts 
concluded in this war are the leasing of l,50C cars and the centralized supply 
of heating oil to the companies in the area. For the supplying companies, 
advantages are to be found in the reduction of dellverr costs, etc. 

Tr1\ning 

Training eaployees and iap~oving and expanding their skills are also 
undertaken by the Group. Courses last from 1500 to 1800 hours, which means 
that the time cost is shared equally bJ the fira and by the employees. The 
interest in these courses has decreased as a consequence of a general tendency 
to provide free education during wort ~ours; also, govern~ental and private 
organizations now offer a very wide range of courses, seminars, etc. 

Coaputerlzation 

The introduction of coaputers poses aany problems to small 
entrepreneurs. Ther• is a great and rapidly changing range of hardware and 
software. the q~&lltles of which are hard to judge f6r outsiders, and th~ saae 
holds true for the information provided by suppliers and consultancf firaP. 
To solve this problea, FGE has hired a computer specialist. The Group itself 
contributes one third of the cost, the remainder being shared by the local 
governaent and university. Those coapanles that wish to eaploy the expert's 
services pay a fee of US $10 per hour. The consultant's expetience is wide 
enough to cover all 1tep1 and aspects of the coaputerization of a company. As 
a first step, 10 coapanies are in the process of being coaputerized. At a 
later stage in the project, which will last two rears, anoth~r 10 will 
follow. Results so far have been encouraging. 
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Local services 

FGI has been very active in attracting new services to the area, 
especially shops. On the one hand, the people working al the industrial area 
constitute a sizeable aarkel, on the other it is felt that the area benefits 
from being 110re than just a place lo work. The expansion and variety of 
activities in turn induces the local goverllll8nl to raise the standard of its 
services in the area, and these factors combined aake it easier to attract 
(highly qualified) employees. 

• A special feature is the health care centre. Swedish firms are requirea 
by law to have a preventive health care progr&m11a. BJ joining forces, tha 
Group bas been able to establish a health centre eaploying aedical doctors, 
nurses and an industrial safety engineer at a ~est of some us $50 per year per 
worker, far below the cost of siailar centres in the country. 

Linkages 

An PGI working group is regularly in touch with a large local shipyard. 
Its demand for products which can be supplied by aembers is assessed a~d then 
single firas, or co-operat.~ng groups Qf firas within FGE, offer their 
services, refert·ing to the contacts aade by the Group. Contracts are 
concluded directly with the shipyard, not through the intermediary of FGE. 

(d) Concluding reaarl1 

An evaluation of the activities of the Group based on an ext~nsive 
enquiry among approximately one half of the membership showed that the most 
successful areas of co-operation were considered lo be the collective hardware 
purchasing agreements and the health care centre project. Depending on the 
size of the companies, there is a different appreciation of activities -
collective purchasing, e.g., proved et;ecially valuable for the smaller 
coapanies. No ne~ative results of co-operation were found, but members felt 
that contacts within PG! could be iaproved. 

Although circumstances differ strongly from region to region in Sweden, 
the FGE model has been successfully adopted elsewhere. For those involved in 
industrial co-operation it aay b~ useful lo suanarize the major factors which 
contributed to the success of PGE: 

- Proxiaity of fir.as and regular contacts among members; 

- Associative activities tailor~d to the actual environment and needs of 
the f iras involved; 

- Association activities guided by the moat knowledgeable entrepreneurs, 
having good contacts with other enterpriRes and Government officials; 

- An executive off ice locatP.d in the area; 

- A regular flow of inforaation froa the association to its members, and 
an exchange of inforaation and experience between business associations; 

- lllphasls on the quality of contracts with outside firm1 1 not on the 
nuaber of such contracts; 

- Kiniaal Govern&ent involv ... nt in buciness co-operation. 




