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EXECUTIVE SUMMARY

In its study programme, the Regional and Country Studies Branch of UNIDO,
gives special attention to the role of small-scale indusiry in the industrial
development process. In this context an Expert Group Meating on Policies and
Strategies for Small-scale Industry Development in Asis and the Pacific Region
was held in Seoul, Republic of Korea, on 17-20 Septembsr 1985. It was
organized jointly by the Regional and Country Studies Branch, UNIDO, and the
ESCAP/UNIDO Division of Indug.ry, Human Settlements and Technology, in
co-operation with the Korea Advanced Iastitute of Science and Technology
(KAIST). The presented documentation and the proceedings of this meeting were
synthesized in this report.

The report exsmines first the role of small-scale industries {SSIsj in
industrialization (Chapter II) and shows that small-scale enterprises dominate
industrial activity in many developing countrias, both in terms of the number
of establishments rand employment. National planners and policy-makers are
indeed increasingly aware of the decisive role SSIs can play in expanding and
diversifying industrial production and in attaining the objectives of

socio-economic development. Thus the SSIs contribute in particular to:
- vilue-added generation;

- employment generation;

- accelerating rural development and contributing to stemming urban
immigration and problems of congestion in the large cities;

~ establishing linkz between agriculture and industry and utilizing local
raw materials and waste products aveilable in relatively small
quantities;

- stimulsting entrepreneurship, especially in the countryside;

- mobilizing private savings and harnessing them for productive purposes;

- enhancing fiexibility of production and rapid market response;

- supplying parts and components for large-scale indui tries.

On the other hand SSIs are encountering various zhallenges particularlly

in terms of pressures to introduce new technologias, such as micro-

electronics. The introduction of micro-electronics technologies in small
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enterprises presupposes, however, that concomitant gsocial and economic

problems can be solved.

In a following chapter (II1), current policies, strategiss and programmes
for SSI development are reviewed. It is shown that effective support to SSIs

is generally provided throusgh:

~ wacro econoaic policies which create a favourable economic environment;

— the clear pronounciation and continustion ¢f governmenc policies and
priorities so as to create an atmosphere of confidence and stability;

-~ integrated public support programmes readily accessible for the SSI
entrepreneur.

The support needs to be directed to the traditional and modern
technology-intensive SSIs respectively. For traditional industries the most
argent problem to be solved is raising the general technological level whereas
forr modern industries it is the lack of highly quslifieu labour and of
capital. For both categories of small industries assistance in the

identification of new markets is needed.

More specifically, the following forms of support to SSIs can be observed:

— provision of training for entrepreneurs aad lsbour;
- provision of inforr-:tion on markets, technologies, etc.;
- rendering of financial support, through tax veductions and/or credits;

—~ asgistance 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 treined support staff for these schemes; and

- initiating and supporting programmes of co-operation, locally,
nationally and in Asia and the Pacific region.

It has been noted that Government support programmes with & strong
reguletory and controlling ctance can b: counterproductive. Support

programmes nced to be designed so as to assist and not replace or obstruct




entrepreneurial initiutives and decisions. A form of support to SSI which
deserves to be further explored igs the arrangement of international
co-operation between 3S¥s in developed and developing countries to enhance the

transfer of modern technologies to the latter.

Some selected key areas for SSI support are examined in greater detail in

Chapter 1V.

The devalopment of small indugtry entrepreneurship is certainly a key

issue for developing countries, which need to catch up in a rapidly changing
internationel economic and technological environment. Special measures to
stimulate (potential) entrepreneur- and increase their know-how are therefore
called for slthough it is problematic to formulate effective entrepreneurship
development programmes per se. This is not just a technical issue:
socio-cultural and political factors also play an important role in the making
of successful entrepreneurs. Thus the “"creacion" of entrepreneurial skills
snd initiatives is also largely a matter of improving general educatior and
vocational 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

programmes are:

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

— the need for time restrictions: Entrepreneurs genervally are engaged
full-time already in an occupation or an eonterprise and have very
limited time to their disposal;

- the need to take account of special local circumstances:

-~ the need for enrolliag trainers well fzmiliar with the business
environment for transferring practical instead of theoretical knowledge.

Of particulaer i:terest are the new forms of small-scale industry
co-oparction which can significantly stimulate the growth and economic efforts

by SSIs. Such co-operation schemes may involve activities in €ields, such as
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contacts with large industries (e.g. subcontracting exchanges); joint
marketing, joint ® and D; joint administrative services; co-operation with
financial institutes; setting up and operation of own technical service
institutes and/or co-operaticn with such public and semi-public institutes;

management and skills training; etc.

The establishment of such schemes may be furthered by:

- Promoting the forming of companies®’ groiups, associations and/or
co-operatives among private sector entities. Special attention would
need to be paid to the training of such groups' executive officers, who
should have a thorough knowledge of the industcy, good contact with
local government and 2 broad knowladge of supplier services;

- Introducing government agencies responizible for SSI to new forms of
sgsociation, and creating joint government-business supervisory boards
in such agoncies;

~ Establishirng government procedures enabling groups of 35Is to
participete in public tenders.

It may also be possible to arrange for members of SSI azsociations from
developing ccuntries tc be informed ahout and introduced to the organization

and functioning of such associations in developed countries.

Establishing linkages between small and large scale industries is oue

important approach for enhancing SSIs growth prospects. The mein forms of
linkages currently practiced are subcontracting and product complementation
arrangements. Another form which is still rather uncommon in the region is
the contracting of SSIs by large industries for the provision of services in
the areas of maintensance and repair, technology services, computer software
services and alike. While inter-industry linkages in developed market economy
countries are mainly market-induced, the initiation of co-operation between
sma’l and large industriez in developing sconomies may nreed to be provided by
outside support due to shortcomings of the markets and the lack of experience
of SSIs to meet product specifications and delivery schedules as set by the

larger partner.

The support to establishing and strengthening small/large industry
linkages can be provided through:
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~ promotional 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 quality
standards of the contracting company;

— schemes to ensble SSI8 to qualify for participation in public tenders
and activating SSI associations to identify tender potentials for its
members;

- elimination of double taxation for products manufactured under linkage
agreements;

— creation of national and regional subcontracting exchange schemes.

Another area of support is the promotion cf exports of small-scale

industries. Due to their limited resources SSIs are usually not able to
identify and utilize their export prospects. SSIs could certainly contribute
to considerable foreign exchange earningc, sspecially since they primarily use
local rather than imported raw msterials ard otnher material inputs. To
achieve guch 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 information 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 also in terms of managemer.t and resource availability. In practice SSIs
will concentrate on the domestic market 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. 1In order to assist the SSIs in utilizing export prospects

some promoticonal maasures 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 SSIs to enterprigses in export
processing zones;

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

—— ——, -
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— marketing support (e.g. through international trade fairs), special
export facilities (e.g. through export houses) and improved market
information 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 lack of knowledge and management capabilities of the SSI
entrepreneur. Financial institutions usually concentrate their lending to
low-risk large-scale industries and lack the attitude, or the information base
required for dealing with small borrowers. These institutions need therefore
to be wore directed to the special conditions of SSIs if the promotion of this

gsector is to succeed.

Moreover, examples of special lending schemes of several Asian countries
show that whenever special financial measures for SSI were introduced by
governments, these measures had to be supplemented by the provision of advise,
business counselling, training aund extenszion service to achieve the desired
impact. A further substantiation should be made as regards financial aid
schemes which provide cheap credit to SSIs. Empiricel studies indicate that
commercial banks which participate in such financial assistance schemes tend
to be reluctant to continue providing loans if the schemes are perceived to be
commercially unattractive. Moreover, there is a danger that cheap credit
could reduce the economic efficiency of recepient enterprises and that they
would primarily benefit those SSIs which already have the better access to
institutional finance rather than the less-establighed enterprises for which

such schemes were conceived.

It can be concluded that in the long run the development of SSIs is
better served by good access to credit at normal bank lending rates rather
than by cheap credits available on limited scale. The rate of interest would
need to cover the higher risks and administrative costs of banks serving a
large number of small enterprise loans. 1In addition, special arrangements,
e.g. in connexion with donor support schemes, could provide the banks with
access to low interest loan funds. The system could be backed up by credit
guarantee schemes and based on sdequate agsessment criteria for SSI loans.

Thereby emphasis should be on the viability of the project and not on strict
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collatersal requirements. Training of loan officers may be needed to creato a
new generation of development-conscious loan officers with ability to assist
smal) industries. It may be useful to concentrate the co-ordination of
financial services for SSIs at the country level to perhaps one or two
specialized institutions witkh a network of branch offices. Such financial
schemes should be a part of an integrated package of assistance to SSls.

The upgrading of technology in small-scale industries is crucial for the

survivel aund growth given the rapid international innovation process. 1a
upgrading technology levels, a number of factors will have to be considered,
such as socio-cultural patterns, lsbour-related aspects and the general
industrial environment. 1In several cases rudimentary improvements in
technologies and production processes have proved to be sufficient to make
SSIs, especially in rural asreas. competitive. Technological innovations may
have t_ be adapted to suit national or lccal environments - "relevant
technology” is the keyword rather than modern or high technology. The
financial problem is often a major constraint. Even in the case of basic
technology improvements, credit schemes offered by official financing

institutions are currently not usually available for such purpose.

As concerns the impact of new technologies on employment it can be said
that slthough technologicei innovation may reduce employment in certain
activities there would be gains in others. 1Increased productivity can lead to
overall growth snd increased demand with positive employment effects. The
skill stecuctures will be effected most in 30 far as new technologies usually
require higher skills for certain operational and meintenance activities.
Human resource development through special training schemes, on-the-job
training and improved prnfessional and general education is therefore called

for.

An example of effective support to technology development can be found ‘n
the Republic of Kores, where commercialization of researzh results a.d
financial participation in new smsll and medium scale ventures based on
locally developed or adepted "relevsnt technologies” are actively stimulated.
The question is how this scheme could be adopted by other countries of the
region, and whether such relatively sophisticated techrologies can be applied




in other countries. ’.lthough R and D co-operation already exists in the
region, an increase of such co-operation would possibly contribute to solving

this question.

Technology support would in particular:

~ asgist traditional SSIs to move towards the mainstream of development;

— increase SSIs' access %0 new technologies, such as computer-aided
machinery;

- improve product standardization and quality control.

The development and strengthening of small-scale industries in

non-mecropolitan areas is a problem that requires particular measures. 1In

many developing countries, industrial capacity tends to be highly conceatrated
in and ground major urban centres. This has led to congastion, social
disruption and a highly uneven diastribution of incomes in the national
territory. A spstially more balanced pattern of industrial development would
reduce the social costs of economic growth and promote the more intensive
utilization of natural resources and human potential in the countryside, thus

contributing to balanced overall development.

Strengthening SSI in non-metropolitan or rural areas should form part of
such regional development policies. 1Indeed, SSIs with their relatively modest
demands on sophisticated infrastructure and highly qualified labour are often
better placed to initiate rural development. However, rather than mecving
existing industries away from urban centres industry in rural areas should be

built up through local entrepreneurship development.

Pelicy messures stimulating SSI in rural areas are being implemented in s
number of countries. Experience has taught that total dispersal may lead to
the loss of scale economies, of agglomeration advantages, etc., and makes high
demands on rursl infrastructure. Grouping SSI around rural population centres

seems to be a sounder policy.

In summary the following conclusione and recommendations can be listed.
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Ficst, major problems identified as obgtructing further SS1 development
are:
- shortcomings it social, ingtitutional and physical infrastcucture;

— insufficient and/or malfunctioning linkages with large industries;

insufficient access to credit;

goverrment policies focugsing mainly on larger industiries;

lack of co-ordination among SSI support agencies.

Second, to strengthen the role of SSI, aasistance should be integrated in
overall development policies, and activities of support agencies should be

co-nrdinated.

Third, specific £:31 issues and specific support measures would need to be
further explored, such as:
— the relatioaship between foreign investment and SSI development;

- the experiences of industrial associations working at tha sub-national
ievel;

— attempts made to integrate SSI and agriculture at the local level;
- the organization, dissemination and application of R and D for SSIs;

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

- marketing organizstions for small enterprises;

— subcontracting potential for highly specialized small industries and
industrial services firms;

- alternatives to the present schemes of providing credit to SSIs; aend

- introduction ot new and emerging technologies into the SSI sector.
Fourth, specific support measures to SSIs could include:

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

- identifying end stimulating entrepreneurial talent at ths local level;

- improved access of SSIs to commercial credit;
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improving quality control and overall product quality;

creating better operational and service facilities for SSI at the local
level;

support to co-operation among SSI, both nationally and internationally;

involvement of SSi associations in the formulation and implementation
of support programmes;

inducements and incentives for SSIs to participate in public tenders;
providing better links between large and small industries;

encouraging-SSI related R and D and improved access of SSIs to research
and development, and technological institutes;

creating information exchange networks; and

human resource development.




INTRODUCTION

Developments in recent years made policy makers in developing countries
increasingly aware of the limits of assumed ‘trickle down®' effects of
large-scale, capital-intensive and usually highly import-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 the same time been more fully recognized that small- scale
i{ndustries play a role in expanding and diversifying industrial production and
contribute to such basic objectives as employment generation, poverty
eradication, improved income distribution and fulfilling basic needs. The
development potential of SSIs can be tapped at relatively low costs;
investment outlays per employee are usually significantly lower than in larger
industries; their reliance on lccal raw materials and other local resources
integrate them in the national economy. Small and wmedium-scale companies in
fact dominate the industrial sector in most countries in terms of the number
of establishments and employment. 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 linxs with
the existing large-scale enterprises;

- limited prospects for autonomous growth and modernization;

- little access to or sbility to apply new technologies such as
numerically controlled machines, computer-aided design or
microprocessor-"ssed information and control devices.

Realizing the prospects for and constraints to SSI development, the
fundamental question that arises is: By which means can the dynamic role of
SSIs be most effectively and economically enhanced without distorting resource

allocations and without reducing the motivation of small-scale entrepreneurs.

Recognizing theat this question or issues cslls for cystematic enalysis
and inter-country comparisons and exchange of experience an Ad Hoc Expert

Group Meeting on Policies and Strategies for Small-scale Industry Development
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in Asis and the Pacific Region was organized jointly by the Regional and
Country Studies Branch, UNIDO, and the ESCAP/UKIDO Division of Industry, Human
Settlements and Technology, in co-operation with the Korea Advanced Institute
of Science and Technology (KAIST), in Seoul, Republic of Korea, on 17-20
September 1985. Officials from various countries, representatives of
development agencies and international experts met to discrss key issues and
to formulate recommendstions with respect to small-scale industry and its
process of development. A number of background papers were submitted. The
present report teflects the findings of these studies and of the discussions

at tne meeting.

The first chapter outlines the development potential of small-scale
industry and the framework for support to SSI. Chapter II gives an overview
of policies, strategies and programmes for SSI development. 1In Chapter III,
some of the key issues with regard to SS1 support sre treated in greater
detail. Chapter 1v, finally, presents overall conclusions as well as

proposals and reccmmendations for further action.




/
I. THE CONTRIBUTION OF SMALL-SCALE INDUSTRIES TO IIDUSTRIALIZA’[IOH'I‘

Small-scale industrial enterprises comprise diversely organized
activities: household production, handicraft, small maintenance and repair,
etc. Major differences exist between traditional, handicraft-oriented SSI and
SSI using modern technologies; the latter are often capital-intensive.
Traditione ISIs are frequently located in the countryside, modern SSIs tend
to concentrate in or near major urbanized areas where subcontracting
arrangements with large industries are more easily made, know-how is more
easily available and a good physical and service infrastructure exist. One of
the major challenges to development policy is the upgrading of traditional

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

An essential, common characteristic of smell (and many medium-scale)
enterprises is the way they are managed and operated: usually, the
owner/manager assumes the full responsibility for all long-term (strategic)
and short-term (tacticel) decisions. Still, SSI is s relative concept, being
dependent above all on a country's industrialization level so that criteria
will lead to different threshold values in different countties.gl Thisg is
certainly true for the developing countries in Asia and the Pacific region

which find themselves at various levels of the industrialization process.

The sectoral distribution of SSI seems to follow a fairly stable pattern
across various countries. In the case of ASEAN countries, empirical evidence
has shown that irrespective of the relative size of the small and medium

industry sector, the small and medium industries tend to be concentrated in

1/ Based on a note with the same title prepared by the Regional and Country
Studies Branch, UNID), for the expert group meeting at Seoul, and on the

meeting discussions.

2/ Where the number of employees is a criterion, the upper limit in most
developing countries is between 10 - 50 for small-scale and between 50 -
100 for medium-scale industries (Cf. Kuivalainen, A., "Possibilities of
promoting the industrialization of developing countries by means of
resource trangfers from small and medium sized industries”, Helsinki
1982). In some countries small inlustry is defined by a maximum of fixed
capital rather than by a2 certain number of workers. It may be
recommended for policy purposes that a constantly reviewed combination of
b>th be usad, keeping in mind the circumutances and stages of development
in the particular country.




the same industrial activities. These include industrial activities using
relatively simple, labour-intensive production techniques such as: leather,
footwear, furniture and metal production; industries processing spatially
dispersed raw materials such as: food procaissing and wood processing; and
industries particularly dependent on proximity to the market such as: printing
and publishing. Where sub-contracting plays a role, there is a wider branch
range of activities. Small-scale suppliers of componentg, for instance, are
particularly found in the engineering (transportation and communication, metal

products, machinery) indcstries.

1. Some key features of small-scale industrial enterprises

SSIs (including "medium-scale industries™) collectively often constitute
the msjority of installed manufacturing capacity and employ the majority of
the industrial work force in most developing countries. SSIg share some key

features which to a large extent determine their role in the eccnomic process:

First, in smaller manufacturing establishments, the manager is frequently
the sole owner of the enterprise and the major source of production
'know-how'. His responsibilities often cover the organization of
production, book-keeping, supervision of labour, sales, servicing of
equipment, end dealings with suppliers, buyers and authorities. 1Ia
functional terms the chief distinguishing characteristic of a 'small’
ente¢rprise is thus that all important entrepreneural and operational
decisions are taker. by one person.

Second, for many small enterprises, the mobilization of firancial
resources, the access to markets and the acqusition and upgrading of

know-how, each constitute major problems.

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/cr 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 credit
has to be raised. The lower business credibility, limited security and high
risk of failure of SSIs makes it difficult, however, to raise capital from the
usual sources and often forces them to secure loans at higher interest rates

from other lendurs.
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Mucketing constitutes a difficult task for many small enterprises given
their limited management resources and skills. Most SSIs in developing
countries confine themselves to supply their local markets. The question
srises how SSIs couid be asgsisted to exapnd their markets through greater
swareness of market opportunities aad greater information on SSIs' products to

potential clients.

The entrepreneurs who establi:h, own and manage small enterprises display
the ability to mobilize resources, and to take risks. By and large, however,
they lack formsl trsining in management and tend to have s narrow range of

technical or production skills. Long-term survival or growth of the

enterprise depends on the entrepreneur's ability to adapt production to
changing market conditions. Most small enterprises tend to be imitators
rather than innovators in terms of technology and tend to produce simpler

products and to utilize less complex or ‘packaged’ production processes.

If a SSI is successful, it is likely to grow into a larger, more
sophisticated industrial company. Programmes of assistance should support
this process and take into account the required changes in the SSIs. The more
complex the production process, the greater the need for better trained and
sdaptable employers and supervisors, for supporting services and maintenance
skills 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 development end industrialization

SSIs make a relatively strong contribution to employment generation in
developing countries. Not only is the vast majority of the industriai labour
force to be found in small and medium-scale entarprises, but empirical
evidence also shows that these tend to use particularly labour-intensive
technologies. There is no evidence of any general inferiority of SSIs as
compared to the large-scale enterprises in terms of efficiency: in many
countries SSIs have proved to be highly efficient and competitive both on the
local market and on export markets. 1Indewd, a recent study on S$SSIs in ASEAN

countries showed that in many industrial sectors (above all in wood processing




and metal products) SSIs reach a higher cipital productivity than large-scale

1/
enterprises™ .

A second key advantage of the SSI sector is its positive inflvence on the
distribution of income both in functional terms (wages/profits) and in
regional terms. The pursued growth path of many developing countries in the
pest implied that urban centrcc grew at th:. expense of rural areas, resulting
in glaring regional income di-2arities. Since a large share of SSI production
is located in rural nrens.zl an active promotion of rural SSIs would serve
"as a mesns of decentralizing industry thereby not only accelerating rural
development but especially stemming urban immigration and the consequent

3
problems of congestion in the cities.*"™

A third advantage of SSIs is their potential to establish links between
agricultural and industrial production. SS1s 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~ 1is high in rural areas and among

workers employed in SSIs.

SSIs also contribute to domestic capital formation. This is of

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

1/ Cf. Hiemenz u., "Growth and efficiency of small and medium industries in
ASEAN countries”, in Asian Development Review, Vol.1 (1983), no.1l,

p-111. The same study also concludes that in about half the industry
subgsectors, small and/or medium scale firms ware more efficient than
large-scale ones, even if capitsl and labour input coefficients are taken
into consideration.

2/  The share of traditional rural industries in total manufacturing
employment is, for instance, 70 per cent in Bangladesh and 63 per cent in
Malaysia. Cf. ILO, "Rural small-scale industries and employment in
Africa and Asia”™, Ceneva 1984, p.3.

3/ UNIDO, "Small industries development programme” (UNIDO/I10.545),
14 June 1983, p.5S.

4/ In the case of Sierra Leone it was estimated that a 10 per cent increuise
in agricultural production leads to a 16 per cent increase in demand for
the products of small-scale firms. Cf. Bottomley, A., "Government
actions for promoting small-scale industries with respect to finsl
outputs, intermediate activities and primary inputs”, in ESCAP, Small
Industry Bulletin for Asia and the Pacific, No.18, 1982, p.17.




/
Small-scale entreprenaurs are s major source of private snvingsl for
productive purposes. Furthermore, SSIs are known to require relatively little
infrastructural investwent (partly because of their proximity to consumers)

and to utilize locally available raw materials instead of relying on imports.

In addition SSIs have further advantages for the long-term industriali-

zation process:

- SSI3 provide a training ground for the creation of indigenous
entrepreneurs in terms of technical, managerial and marketing
know-how. Hence they ace an essential element in the cultivalion of an
overall business emvironment conducive to innovative and competitive
beheviour;Z/

- SSIs enhance the flexibility and diversification of industrial
production becauce their output may b2 more easily adapted to changing
market conditions and because they are often able to operate profitably
even in very narrow markets with low purchasing power. The production
flexibility of SSIs makes them potentially highly competitive;

- SSIs can play an important role as manufacturers of parts and
components for large-scale enterprises because of their specialized
skills 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 direcily in
production or for management purposes, is in any case expected to exercise

substantisl influence on the size distribution of manufacturing enterprises.

Recent innovetions such as numerically controlled machines, computer-

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

1/ "Dats on the sources of funds for initial capital investments in very
small firms in Africe consistently show that eighty percent or more comes
from personal savings supplemented by loans or gifts from relatives.”
(Page, J.M.Jr./Steel, W.F., "Economic issues of small enterprise
development in Africe”, World Benk, Industry Department, March 1934, p.7).

2/ Cf. 8it, V.P.S., "Strategies for the promotion of small-scale enterprises
in the developing ESCAP region”, in Economic Rulletin for Asis and the
Pacific, Vol. 33, no.1, June 1982, p.73f.




to "have made modern technology more potentially avplicable to traditional
producets"ll and to “facilitate smsll-scale decentralized opetations".gl
Jumping from traditional to the most modern and sophisticated technologies is
thus no longer impossible. Indeed, microelectronic technologies can be put
together from stendard, off-the-shelf components and can thus be adapted to

the needs of individual industrial client.

Potential for the adoption of microelectronic technologies exists even in
very small enterprises. The realization of this potential depends, however,
on economic and socio-cultural factors. The scattered empirical evidence
available points to a positive correlation between growing firm size and the
readiness and ability to introduce these new technologies.gl One reason is
that in many cases the appiication of the new technologies requires extremely

high amounts of investment cepital. Firm-economies of gscale therefore tend to

become a decisive factor for reducing unit costs of production. It should
also be noted that by and large wages are lower in small firms than in large
ones, which reduces the economic incentive to adopt labour cost-saving

microelectronic technologies.

The impact of microelectronics on SSIs as subcontractors is fairly
ambiguous. Microelectronic production techniques create the need for absolute
reliability of inputs and components both in terms of delivery schedules and
of quality standards. Sub-contractors in developing countries may fail to
meet these requirements, stimulating further backward vertical integration of

large firms, be they indigenous or multinational enterprises.

The over=zii impression is that, apart from those areas where highly
skilled, specialized and innovative SSIs are involved, the emergence of new

microelectronic technologies will in the developing countries on the whole

1/ Report of the Panel, in: von Weizssecker, E.U. et al. (eds.), "New
frontiers in technology application. 1Integration of emer " ing and
traditional technologies”, Dublin 1983, p.7.

2/ UNIDO, "Prospects of microelectronics application in process and product
development in Africa”™ (UNIDO/IS. 331), 22 July 1982, p.1

3/ Cf. e.g. "Microelectronics in small/medium enterprises in the United
Kingdom”, in ILO: Blending of New and Traditional Technologies. A

Portfolio of Experiments and Projects, Geneva, 1984, p.99 ff.




strengthen the role of large-scale, heavily capitalized enterprises. Where

this is either due to the information advantage of larcer enterprises or to
skill coastraints of managers/workers in SSIs, there is a convincing case to
be made for policy support measures simed at eliminsting these bottlenecks in

1/
the adoption of new technologies within SSIs.~

1/ See also 'New industrisl technologies and human resource development in
Asia: Some selected issues’, paper prepared by the Regional and Country
Studies Branch, UNIDO, 19 Pebruary 1986 (UNIDO/1S.611).
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IT. STRATEGIES, POLICIES AND PROGRAMMES FOR SMALL-SCALE INDUSTRIAL DEVELOPMENT

1/
1. Some principles for support of the small-scale industry sector™

Whereas the subsectoral distribution of SSIs is influenced, inter aliz,
by the technological level of various production processes, their overall
importance and role in a country's economy is largely dependent on the overall
industrial development strategy and specific Government policy measures.
Industrial policy is often - implicitly - primarily directed towards
large-scale, capital-intensive enterprises in urban areas. The cationing of
import licenses or of bank loans normally has the same effect: larger
enterprises have both the knowledge and the resources to cope with the
administrative procedures connected with such schemes. 1In this way many
policy measures - although not directly aimed at favouring larger scale
industrial activity - have actually worked to the disadvantage of SSIs. 1In
the light of the development prospects of SSIs, however, there would be a

strong 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 is required is:

— a macro-economic policy package inducing development of primary
resources, education and training, stimulation of savings, investment,
foreign trade and public/private sector policies, thus creating s
favourable environme . (alsn) for small private industrial enterprises;
and

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

In order to more specifically support SSIs, additioral measures are

called for such as:

- public industrial support programmes, disposing of a network of a
number of specislized functional, resource or service centres aised at
assisting the SSIs sector. The public programmes snould be staffed
with skilled and motivated personnel;

1/ The following sections sre based on the paper "Policy recommendations for
the strengthening and promotion of small-scsle industries”, prepared by

the Regional and Country Studies Branch, UN1DO, for the expert group
meeting in Seoul, and on the meeting discussions.
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— promotion of co-operatives and other self-help organizations for SSIs.

Evidence on industrial promotion schemss in many developing countries

suggests that most measures focus on selective assistance to enterprises,

often in the form of a‘tempts to rescue enterprises experiencing

difficulties. On the other hand, general improvement of the economic and

business environment would encourage enterprises to help themselwes. This is

especially important for the development of the SSI sector: it cannot be
fostered by ponderous bureaucratic procedures, the more so because SSIs are
less effective than large scale enterprises at protecting or furthering their

interests within burea-.cratic, institutionalized systems.

2. Areas for special support schemecs

Development programmes for the SSI sector would, although comprehensive,

need to focus on the following crucial areas:

- Credit; lack of credit is often the greatest single impediment to the
growth and diversification of the SSIs sector. Long and short term
credits to small scale enterprises should, where necessary, involve
managerial assistance so as to enable enterprises to upgrade their
financial planning and control procedures as well as to introduce
systematic accounting techniques.

~ The enlargement of markets. Governments can play an important role in
the development of local as well as international sub-contracting
information services, and in opening up new markets, for instance
through public gector procurement.

~ The development of production know-how. Besides general education and
training systems, technicsl consultancy services may be needed to 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. Annex VI on the Technology Services Delivery
System in the Philippines).

-~ Legislation to strengthen the position of SS1s in dealing with
financially stronger business partners.

Through its technical assistance UNIDO suppurts such programmes covering
various aspects of assistance to SSIs. UNIDO assistance activities in this
field are described in Annex VII1; elements of relevant UNIDO activities are

also reviewed in Chapter iXI.
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3. The identification and development of industrial projects

In spite of an increasing involvement of industrial development agencies
in industrial investment project identification and project planning the
number of emerging 'bankable' projects remains in most cases very small.
There seem to be two main reasons for this: (a) project proposals are often
prepared in a 'vacuum', remote from (potential) owners or managers and from
the harsh realities of commerce or industry; and (b) proposals tend to
concentrate on production issues, while the market potential is often not

examined in a thorough way.

Funding agencies and developaent institutions also advige and train
prospective clients in project preparation and presentation. Experience of
industrial promotion programmes in developing 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 assume the risk-taking role of an entrepreneur, few are aware of
the steps involved in developing an investment project propcsal and are able

to cope unaided with the procedural formalities.

More efforts in this field are therefore called for. Special
institutionsl arrangements are needed to assist small enterprises in all
phases of investment planning. If, in key areas of assistance to small
enterprises special institutional provisions may be needed, close working
relationships between development officials and entrepreneurs ave necessary.
Experience has shown 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. Infrastructure gervices and industrial estates programmes

To enable SSIg are to expand beyond the local level, it will be necessary
to instell road and telecommunication networks and suitable industrial sites.
Location of a number of SSIs in close proximity to each other facilitates
commercial, repair and maintenance services and inter-industry linkages and

subcontracting. Industrial development agencies have sought to provido such




services and buildings within industrial estates or parks. An important
aspect of such development initiatives is that such concentrations of industry
demonstrate progress and may thus encourage similar activities. Industcial
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 reeds of medium scale
enterprises than those of very small enterprises. Some experiments in
providing accommodation for 'fledging enterprises’ in mini-estates have been
successful, but for the majority of small enterprises, it may be better to
rely on their adaptability and flexibility in the use of converted or existing

accommodation 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.).

5. Support for the development of established SSIs

Besides assistance for the promotion of new enterprises iu developing
countries, priority should be given to strengthening and upgrading the
activities of established small enterprises. Given the shortage of capital
and entrepreneural/managerial skills within many economies, great attenticn
should be paid to ensuring that those already 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
programmes and activit’ s towards medium or longer term ohjectives, creation
of employment or equity, etc. within the overall pattern of development,
individual industrial enterprises cbviously 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 immediate priorities of small enterprises.
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Once small industrial enterprises have been in existence for a length of

time, they tend to become highly adept at dealing with routine organizational
and production problems. Further development of their industrial activities,
however, requires a significant increase of skills and the availability of
specislized technical information and advice. Outgside management expertise
will be needed to assist in reorganizations in periods of transition, growth
or diversification, and in broadening the range of market opportunities,

including in export markets.

If an enterprise is to grow, increased output quality and efficient
technology application are essential. New technologies are often not directly
applicable for SSIs in developing countries; the improvement of existing
technologies will in most cases be more 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
entrepreneurs for the exchange of new ideas could be a relatively simple and

efficient way of stimulating technological expertise and creativity.

6. Training of support staff

The range of skills required for SSI development institutions covers
mastering of administrative, organizational and mansgerial tasks as well as
various technical production skills. Given the large population of
small-scale industrial enterprises, the variety of output and the scattered
distribution of producing units, industrial development agencies are faced
with severe difficulties in creating the skilled manpower necessary to bota
support existing activi ies and to promote the creation of new industrial

capacity.

Four main fields of training and retraining programmes can be singled out
a8 particularly important: financial control and accounting, management and
*shop floor' supervisory tasks, marketing (including sales and tendering), and
technological aspects of production. Short formal training courses reinforced
by practical experience would be required to create the skill base for the
organizational and management tasks. The technical aspects of production
including production control, product development and quality control require

more basic technical training, which is highly specislized and requires a
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longer period. It is in this ar~a that specialized technical support from
institutions of higher education, techaical research and development, test
laboratories or even from large-scale industry are most needed. 1In addition
development agencies need to ensure that their personnel has the necessary
egkills in industrial promotion, project identification and development,

project presentation, and in consulting services.

7. The regulation and monitoring of SSI davelopment

Given the importance of the SSIs sector, Governmonts have been concerned
to bring the activities of “his subsector within the purview of official
regulatory organizations. To some extent regulating and monitoring of
industrial activity may counteract with the attempt to promote the expansion
and creation of new industrial capacity. Hence, it is importent to insure
that an enterprise’s relationship with the various departments and agencies of
Government is not endangered through the application of strict bureaucratic
controls. Registering or licensing, e.g., which is generally a prerequisite
for assistance, should be simplified as much as possible. Government
legislation should altogether have a promotional rather than a regulatory
character; it should provide a favourable environment rather than a detailed
development model. This view is also increasingly shared these days by donor
agencies. Balanced development is on the other hand unlikely to occur without
policies and co-ordinating measures formulated by Governments - even the most

highly developed countries cannot do without them.

Almost all Governments have atiempted to bring small industrial
enterprises within their regular surveys of industrial output, as an improved
database is essential for the formulation of development policiss. However,
comprehensive coverage of small enterprises is often not feasible. One
solution would be to monitor key parameters of performance in small
enterprises on an annual basis and carry out more comprehensive surveys at
three year intervals; another is to rely on the boards of SSI associations to
gather deta at the individual plant level.

8. SSI development policies in ESCAP member countries - an overview

Individusl Governments of countries in the ESCAP region have formulated

and implementod various sets of polici s to stimulate the development of
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1/
SSIs. A brief overview of policies and measures by country- is presented

in this section.

Bangladesh

The industrial sector is heavily dominated by ctraditioncl SSIs. The
Second Five-Year Plan (1980-1985) emphasized development of rural industries
mainly catering for the local market for simple producer and consumer goods.
To support local industry, basic infrastructure was improved and the linkages
between public and private enterprise were strengthened. The 1982 New
Industrial Policy protects local industries by tariff measures and promotes
geographical dispersal and the exploitation of local resources. Linkages with
larger industries, quality improvement and technological upgrading receive
particular attention. A special Small Scale Industries Development Commission
has been established within the Ministry of Industry.

Burma

Policies for the development of SSIs are part of the Long-tera and
Short-term Economic Policies formulated in 1972 for a 20-year period.
Technical training, assistance and research and quality control are provided
by government institutions. A large part of SSIs is organized in
co-operatives which to some extent dispose of their own training facilities.
Assistance to co-operatives takes the form of loans, inputs and machinery. 1In
co-operation with UNDP/1ILO, SSIs plant and technology are upgraded undsr the
"Small Scele Industry Development in the Co-operative Sector” programme. The
Federal Republic of Germany also assists in improving the performance of
industrial cooperatives and in the establishment of a technical consultancy

unit within the cooperatives.

1/ More details will be found in the country studies which were presented at
the Seoul expert group meeting and are appended (in condensed form) to
this report. Reference is also made to a "Report on the development of
small- and medium- scale industries in the ESCAP region”, prepared by the
ESCAP/UNIDO Division of Industry, Human Settlement and Technology and
presented at the meeting.
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China

In ap effort to distribute economic growth more evenly, industrey in cural
sreas has received muck support. So far, policies have concentrated on
labour-intensive SSIs with low capital requirements having linkages with
agriculture end also encouraging the rural population to use local
aon-agricultural resources. Support takes the form of low-interest loans and
tax incentives; otherwise, funds are largely provided by the iocal collectives
themselves. Policies have now begun to stress envirunmentsl and technological
improvements, with part of the funds provided by central and local
authorities. Planning will pay more attention to the integration of SSis in
the oversll economy. Recently, subcontractirng to large industries in ucben

areas has begun to receive attentioa.
India

The overall development strategy pays special attention tc SsSIs through
the "Village and Small Industries programme”™ while pursuing integration with
other sectors of the economy and the correction of regional imbala~ce. SSI
production is protected by special messures (e.g. product reservation), and
co-operetion within the sector is strongly encouraged. Comprehensive suppor-t,
from infrastructural and credit facilities to feagibility studies, is
svailable. In recent times, technological modernization has received specieal
attention. There is a ccntinuous interest in stimulating the handicraft
sector through the introduction of simple technical improvements. Another
recent policy measure is the stimulation of ancillarization, an intensive form

1/
of co-operation between large (government-owned) and small industries.-—
Indonesia

SSI programmes are an intogral part of overall economic and industrisl
policy. Sesices assistance to traditional, mainly rural SSIs, much attention
is given to promoting modern SSIs which have close relations with the

machinery

1/ See the study report "Mechanisms for smsll-scale industry development:
Ancillarization - development of feeder industries” (UNIDO/IS.551) by the
Regional and Country Studies Branch, presented at the expert group
meeting at Seoul.
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and electronics industry. Certain productive activities come under
reservation schemes for SSIs. For the d?“fusion of SSIs throughout the
national economy, infrastructural support is made available under the Small
Industry Estate, Small Yndustry Village and Common Service Facilities
programmes. Small rural industries are clustered for greater efficiency.
Support measures include training and information services, feasibility

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

Malaysia

The Fourth (1981-1985) Malaysian Plan seeks to integrate small-scale
enterprise in the overall national development strategy. Support programmes
range from feasibiiity studies and export incentives to product reservation
schemes. Banks have to set aside part of their loanable funds for small
enterprise, some of it to be made available on special, favourable conditions
under the Special Loan Scheme. Inter-firm information exchange is encouraged
and & subcontracting exchange will be set up to improve links with large
industry. A special package programme for bumiputra entrepreneurs has been

made available with World Bank asgistance.

Nepal

The Industrial Service Centre of the Ministry of Industry provides a
package of non-banking services (information on investment 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, promotional 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 supply of inputs and to market finished
products. With IDA assistance, special support has been made available for
(lergely export-coriented) handicraft industries. This scheme will be extended
during the next economic planning period. As an experiment, collateral
requirements have been waived in districts where a special financial

assistance programme is carried out with World Bank assistance.
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Pakistan

Under the present Five-Year Plan, SSI has been designated as one of the
leaders of the export industry. Support consists of improved designs, craedit,
marketing and export facilities. The activities of the Small Business Finance
Corporstion will be expanded in the near future. Special attention to SSIs is
given in the provision of physical infrastructure e.g. in the form of SSI
estates. Training, information and technical services are also provided.
Subcontracting is stimulated. The institutional infrastructure includes
special Provincial Small Industries Corporations, set up by the Goverament to

provide a wide range of services.

Philippines

Within the framework of the country's Development Plan, a variety of
special agencies deal with SSI. Activities are co-ordinated by the Commission
on Small and Medium Industries (SMI). Financial assistance emphasizes fixed
assets rather than working capital. 1In co-operation with educational
establishments & special programme has been designed to upgrade business
training and to stimulate entrepreneurship, both among students and in the
towns and villages where the schools/universities are located through the
Institutes for Small Business (ISBs). Channels for various types of extension
service and methods of identifying small and medium enterprise potential are

being improved with USAID support.

1/
Republic of Korea™

The 10-year Long-tera Promotion Plan for Small and Medium Industry was
adopted in 1982 to raise the value added, employment and investment shares of
smsll and medium industry to some 50 per cent of national totals. A central
role in formulating, initiating and co-ordinating support plans is played by
the Small and Medium Industcy Promotion Corporation (SKIPC).

1/ Based on a paper presented st the expert group meeting at Seoul: "Korean
small business - Current issues, policies and promotional activities” by
Yun-Sang Choi, SMIPC. The full text of the paper will be included in a
forthcoming report on SSI support in the Republic of Kores.




Promotion policies for small business include financial, technological

and marketing assistance, encouraging (by financial support, ;ovorﬁhant
contracts, etc.) the formation «f co-operativas and stliﬁlatin; technological
end managerial modernization through extension and information services and
traiuing programmes. Certain areas of production are reserved for SSIs on the
bas:s of efficiency and comparative advantage criteria. Special assistance is
to be given to SSIs which locate in rural areas and for new ventures employing
advanced technologies. Government has established a Small and Medium
Industries Promotion Fund providing long-term low-intorest loans. Commercial
benks must reserve part of their loanable funds for small business and are

also encouraged to invest in small enterprises.

Singapore

Assistance is mainly given to SSIs which have linksges with large modern
industries. Grants and tax incentives are available for R and D initiatives
sand a science park is under construction. The focus of the assistance
schemes, a large part of which is provided through the Economic Development
Board’'s Skill Development Fund, is on sophisticated technologies and factcry
sutomation and includes low-interast long-tera loans, consultancy, a
state-supported robot leasing/robot consultancy company and manpower
training. Manpower development is also the object of a number of training
units which have been set up in cooperation with -id donors and overseas

investors.

1/
South Pacific Island countries™

Most South Pacific Island countries consist of a number of widely
scattered islands and are confronted with the problem of very limited markets
and resources. Manufacturing production targets outlined in development plans
are accordingly modest, but precisely under these circumstances SSI can play a
significant role. Fiji has the most comprehensive range of industrial support
measures, including the provision of industrial infrastructure and priority

for industries processing local raw materials and/or producing iaputs for

1/ Based on a draft study of the South Pacific Island Countries which will
be issued by the Regional and Country Studies Branch, UNIDO.




other sectors of the economy. Tonga and Western Samos provide industrial

estates for small- and medium-scale industries. Product reservation schemes

are common in the South Pacific Island countries.

Sri Lanke

Economic policy stresses the diffusion of development both spatially and
among population groups, for which SSI is a major instrument. SSI production
is protected by import tariffs, and stimulated through tax and investment
incentives, training and management services, design and craft centres,
marketing assistance etc. Many of the services are provided through the Rural
Industries Development Corporation, which also participates in SSis by buying
equity sheres. A Subcontracting Exchange (SCX) was established in 1981 to
improve contacts between SSI and large industry. Rural Development Banks have
been set up by the Government to help meet credit requirements of small

entrepreneurs.

Thailand

Current and coming davelopment plans recognize the essential role of SSls
in developing the country’'s industrial base and promoting the diffusion of
industrial development throughout the country, away from the Bangkok area.
Attempts are made 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
feasibility studies, low-interest loans, vocational, entrepreneurial,
management 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 s regional proiramme for SSI development in Asia and the Pacific

region

Due to its very nature, the SSI sector to s large extent operates on its
own within the limited framework of local markets. However, it %as baen shown
sbove that there is strong reason to enhance the role and to utilize the large

development potential of the SSIs through verious measures. 1In many countries




in Asia end the Pacific an extensive institutional framework and significant

experience with industrial development in the small-scale sector already
exist. Examples of activities of two regional institutions, the Asian

Productivit» Ocganization (APO) and Technonet Asia, are given in Annex VII.

The priority for the immediate future should be to upgrade the
capabilities of -“xisting agencies both at the national and regional levels, so
as to improve their effectiveness. Weakness in techanical or commecrcial
support services may be dealt with by appropriate assistance from the
international agencies, but most of the countries could now benefit from their
own experience and from that of other developing countries. Both the
successes and failures of cther countries can help policy-makers to formulate
proper strategies - the experience of other countries should, however, serve
as an instructive example rather than a blueprint: specific situations call
for specific policies. This should also be borne in mind by internatiounal
organizations involved in SSI assistance. When intra-regional experience and
resources are utilized for a supporting programme among the countries in the
region, priority areas should be singled out to make the most of the available
resources. Through regular consultations - possibly backed up by
internatioral assistance - the national efforts could be significantly \

enhanced.

There seem to be four major 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
recording and disseminating of progress in developuent strategies, techniques
and methodologies. Third, joint elaboration of innovative approaches to
encourage the growth and efficiency of SSIs. This may include the utilization
of new information technologies to incresse the presence of SSIs in the
market. Fourth, the training aspect whereby skilled and experienced
‘practitioners of development®’ learn from each other and are being exposed to

new concepts from external sources.
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III. SSI SUPPORT - KEY AREAS FOR ATTEWTION

1/
1. Eatrepreneurship development™

A key elexent in the present-day discussion sbout development is the
renewed awareness cf the central role of entrepeneurs, “individuals who are
risk-takers, daring, innovative, assertive, and motivated envugh to strike out
in industrial ventures....” Governments and other bodies may provide support
of the various kinds outlined below, but the actual economic opportunies have
to be realized by well-run enterprises. Strong entrepreneurship is therefore
of prime importance for the process of economic growth. 1In developing
countries, which find themselves confronted with the urgeant need of cstching
up in a rapidly changing international economic and technological environment,
and where general education and industrial experience are far from ubiquitous,
special measures are needed to stimulate (potential) entrepreneurs and

increase their know-how.

Many factors play a role in the development of entrepreneurship. Basic
entrepreneursl characteristics like risk-taking, achievement orientation,
etc., are a result of family group, educational and general social/cultural
influences. The overall economic situation, market conditions and economic
policies represent: the enviroment in which these qualities must be translated
in economic activities. Stimuli do not only come from a favourablie economic
environment; social appreciation of the role and problems of the small

industrial entrepreneur is essential for success as well.

Entrepreneurs may undertake some 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 characteristics of small
enterprises, owner/mansgers are not readily available for training etc. once
an enterprise is in production. There is therefore a need for short-term
training in management sikills before an entrepreneur establishes his

enterprise. The quality and availability of training materials and manuals

through which entreprensurs might inform and train themselves, supported by
distance learning methods, will often need to be improved. Problems of

1/ Baged on "Entrepreneurship development: basic issues and industrial
support mechenisms™, prepsred by the Institutional Infrestructure Branch,
UNIDO, for the expert group meeting at Seoul, and on the meeting
discussions.
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language, dialect, technical terminology, literacy and numeracy need
particular attention when assistance is provided to small enterprises in

remote and relatively undeveloped areas.

Several countries in the ESCAP region have initiated entrepreneurship
development programsmes, e.g. the Thai Entrepreneurship Development Programme
of the Department of Industrial Prowmotion. Such activities are also part of
the Indian Village and Small Industry and the Malaysien Majlis Amanah (MARA)
programmes and occupy a central place in the Local Study Mission and Sectoral
Productivity Association projects in the Phllippinol.ll Buginess
associations, Chambers of Commerce, and other NGCO's in various countries are
also involved in entrepreneurship development; these schemes, being organized
by people who are familiar with the business environment, could serve as

exsmples for further initiatives.

UNIDO's Small Enterprises and Entrepreneurship Development (SEED) programme

URIDO's Industrial SEED programme is directed towards mobilizing
indigenous entrepreneural capacities and identifying persons with the suitable
attitudes and ideas. The programme covers the period from the selection of
the entreprennur through the planning and setting-up of an industrial
operation to the break-even point of the enterprise in question. The goal is
quality rather than quantity: the emergence of a few sound enterprises with
long-term viability is considered to be a more important achievement than the
setting up of he largest possible number of firms. Procedures and techniques
are chosen to suit both local circumstances and more general development
objectives. A small central executive agency co-ordinates the elements of the
support programme which covers all aspects related to the setting-up of an
enterprise. Care is taken not just to transfer technical skills, but also to
foster the valuas and attitudes which make an entrapreneur. Experience with
the programme has shown that a business-related background is not essential
for the emergence of entrepreneural talent - candidates for the programme come

from a wide variety of backgrounds.

1/ See the study "The local study mission and the association building
projects: Approaches to SME development” prepared by Arturo L. Tolentino,
Manila, and presented at the expert group meeting at Seoul. The study is
issued in "Promoting small-scale industry in Southeast Asia - selected
support schemes in the Philippines, Theiland and Malaysia” (forthcoming),
prepared by the Regional and Country Studies Branch, UNIDO.
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2. New forms of small industry co-jperation

1/
(i) Overview

If operating in an unfavourable business climate, immediate individual
profits may seen more important to the small enirepreneur concerned with
survival than the long-term benefits of co-operation. Yet, a well-established
organization of co-operating small industries provides a more effective
potential to manage critical situations. Creating sufficient awareness of
long-term collective gains among members of such an organization is a
difficult, time consuming process. Experience in various developed and
developing countries shows that industrial associations set up with very
specific objectives in mind have the best chances of succeeding in the long
run. Co-operation, in other 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 assoclations may be
organized to cover small industries in general - pcssibly limited to a
particuler geographical area - or those of a special industry branch, for
instance, handloom weavers, furniture manufacturers, etc. It is particularly
these specialized associations that are often supported by Government
institutions in training programmes, demonstration workshops, etc. 1In 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 sactive organization in this respect is the Korean
Federation of Small Business (KFSB), with well over 16,000 members. 1Its
activities involve the co-ordination of subcontracting, collective purchasing
and selling, establishing contact with overseas buyers and investors,
information services, technology transfer and policy recommendations to the

Government of the Republic of Korea.

1/ Based on the note "New forms of small industries' co-operation”, prepared
by 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 most countries are confronted with the same set of problems, i.e.
acquiring access to growing and changing markets, keeping pace with technology
development and handling increasingly complex accounting and financing systems
and managerial tasks. The key issues for SSI co-operation, therefore, can be

listed as follows:

- promotion of contacts with large industries (subcontracting exchanges;
SSIs with supplementary production entering in joint contracts with
large industry, etc.);

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

- R and D;

- administrative services (accounting, tax administration, auditing,
etc.);

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

- operation of SSI technical service institutes (testing, quality control
certification) or guidance to and co-operation with public or
semi-public technical service ingstitutes;

- up-grading management and technical skills.
The rapid technological developments currently taking place present a

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

microprocessors will reduce the importance of “economies of scale” in many

microelectronic applications (and also increase the potential for SSI
dispersal), joint action among SSIs could still be very useful to realize

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

On the other hand, the potential of "economies of scope” represents an

increasingly important factor. If the overhead costs of microelectronic
capability can be spread over several types of products or processes, they can
be more easily recovered. To overcome this barrier and to improve their
economies of scope SSIs cen only join forces. 1In the SSI context such
economies may be realized when small entrepreneurs co-operate to co-ordinate
their range of output, thus scquiring special skills required to handle new

technologies at a lower cost per enterprise.
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A new wave of technological progress is underway also in the traditional
industries, such as the textile sector. The so-called 'new technologles' in
spinning, weaving/knitting and finishing as well as computer control are now
rapidly introduced. These innovative processing technologies create a new
capital-intentive generation of textile mills, which can offer a great variety
of high quality 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 clothing sector for the application of
CAD/CMM techniques and, further, for computer-integrated manufacturing cystems
are wide-ranging. It will be crucial to attempt to assess the specific
cheracteristics and impacts of the new production techniques and to examine
whether these new technignes may eliminate the labour-intensive production
prccesses in textiles and clothing. MNew areas for co-operation among SSIs
will no doubt need to be created to enable them to cope with the application

of these new techniquee. In this connexion it may be important to take stock

of current practices in SSIs.”

Thie present era of rapid technoliogical change is also a period of
recession and stagnation in many national oconomies. Business failure is
common and obtaining credit and a proper understanding of the problems and
possibilities of the present situation is especially difficult for the gmall
entrepreneur. This is even so when concerted efforts are being made to make

the Government policies vis-d--vis SSIs fully transparent. By joining forces,

1/ An example of succer €ul 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
improvements in textile machinery were introduced, above all in the
fields of production process control and control of quality standards
(e.g. controls of temperature and humidity of the products to reduce
energy consumption). As a consequence the Prato textile industry has
remained highly competitive even under severe pressure both from domestic
large-scale producers and from low-cost import sources. It should be
noted that the electronic improvements in textile macninery did not cause
major investment expenditures (between 2-15 per cent of total investment
in machinery) and that the labour force in Prato is known to bLe highly
skilled and open to innovation. {Colombo, U., Mazzonis, D., Integration
of 0ld and New Technologies in the Italian (Prato) Textile Industry, in
ILO, Blending of New and Traditional Technologies. A Portfolio of
Experiments and Projects, Geneva 1984, p.107 ff.)
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SSIs could both scquire the expertise and the clout needed to deal with an

unstable business environment.

Internationsl co-operation between SSI associations is still uncommon.
The Republic of Korea has a co-operation agreement with the Malaysian
Government under which SSI entrepreneurs from Malaysia 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
standard of car compounents, a building block for the development of a national

car industry.

There would be scope for more extensive co-operation between SSI in
developed and developing countries; Sweden has played a pioneering role with
its "gister industry co-operation™ project with Tanzania and UNIDO 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 extent might counterbalance that of the transnational
companies. The fact that small enterprises in developed countries are
becoming more service-oriented as a consequence of overall changes in the
economic structure does not have to be a drawback. Associations of such

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

(ii) Small-scale industry co-operation in a desveloped economy — an

1/
example™

The experience of the Fosieby Group of Entrepreneurs in Malmd, Sweden, as
a "self-help” organization created by small- and medium industries in a
specific geographical area, may prove useful for those involved in SSIg in
developing countries - even if the Group operates in a highly industrialized
country. The Fosieby Group does n>t rely on Government funds (members pay &
modest subscription fee) and its activities require only a minimum of staff
snd overhead costs; this by itself is an interesting point for entrepreneurs

1/ Based on the paper "Study of s smsll-scale industry co-operation scheme
in & developed country" prepared by R.B. Aronsson, UNIDO consultant, in
co-operation with the Regional and Country Studies Branch, UNIDO and
presented at the expert group meeting +* Seoul. A summarized version of
the paper is given in Annex IX.
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in developing countries where finance and skilled 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. Administrcative support
is hired or provided by the companies, whenever the need arises. For special
prcblems (e.g. computerization of the production process) consultants are
hired; support from the local government and research establishments 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 common, 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
co-operate intensively. Even in a country like Sweden, with its
extensive (tele)communication systems, over 90 per cent of industries
belonging to a co-operation ‘group' are located in the same town; (The
Fosieby Group, for instance, includes in its membership only companies
loceted in that paerticular industrial area which is part of the
“greater Malmo" 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 gpecific purposes.
Successful activities of the Fosieby Group include services sharing
{and providing services to local residents, many of whom work for
member companies), bulk buying of supplies, training and information,
marketing and co-operation in joint subcontracting arrangements with
large enterprises, and joint actions to ensure government support in
various instances. Other fields could be e.g. co-operation in
organizing the sharing of service personnel for specific tasks, such as
tax accounting and data storing, etc.
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3. Linkages between small and large industries

1/
(i) Overview

The nature of the relationship between small and large industries should
always be seen against the background of national development goals. The
industrial structure will always include large industries exploiting economies
of scale and major natural resources. Using the services of smaller units,
however, enables large industrics to concentrate resources on essential
elements of the production process and to increase production flexibility.
Special products or small production batches and special services can be
handled by small outside units. SSTUs are also able to mobilize resources
which a larger unit might not be able to mobilize in an economically justified

way.

Linkages with larger industrial establishments are thus a major factor in
SSI development. FPor the small industrialist, the larger unit has the
advantage of being a single customer placing orders of considerable size;
generally it is located nearby as well. Marketing costs for the small
entrepreneur are thus at a minimum (provided that the physical infrastructure
is good). Larger units often use more sophisticated technologies, which
implies potential learning effects for small industry. 1In fact, many SSIs
have been set up by entrepreneurs who acquired their know-how while working in

larger enterprices.

The division of labour between large and small units is thus in principle
mutually advantageous.The question remains whether, given this division of
labour, assistance to SSIs should be basad on the needs of large industries or
should focus first and foremost on the needs and sbilities of SSIs. There are
also practical obstacles to be surmounted. SSIs are not always sble to meet
delivery schedules and product specificsations. On the other hand, the larger
size of its partner also implies greater bargaining power, so that large
industries can often virtually dictate conditions to SSIs. The vulnerability
of SSIs in this respect may become especially clear during recessions, which

usually present fewer problems to larger units with greater resources.

1/ Based on the paper "Linkages between small- and large-scale industry”,
prepared by the Institutional Infrestructure Branch, UNIDO, presented at
the expert group seting at Seoul, and the discussions at the meeting.
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In developing countries SSIs serving as suppliers to large industries
will have to be located close to the latter. Infrastructucal costs are often
too high to permit wide dispersal. For the same reason, such SSIs may often

have to be located close to the larger urbanized areas.

Linkages in industry can take various forms. The main ones are:

- ancillarization, a particularly intensive form of co-operation between
a large and a small company which includes training, know-how transfer

etc. by the larger company;

- subcontracting wkich may either involve processing materials for the
purchasing company, o- the provision of parts or assemblies. At a
certain stage of development, R and D and design may slso be the
subject of subcontrecting arrangements;

- complementation, involving products which can slso be marketed by
themselves (e.g. electronics components, bolts, computer peripheral
equipment);

- maintenance and repair services.

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

subcontracting in the small-scale electronics industry and to ancillarization,

two highly topical issuec in the Asian and Pacific context.

1/
(ii) Ancillarization™

Ancillarization is a close, long-term relationship between a small and s
large industrial company in which the small enterprise supplies the major part
of its production and inputs to the larger parent company and the perent
company provides software, training, etc., to the small company. Thus it is
basically a subcontracting arrangement with the concomitant advantages, but
mainly involving one buyer who also transfers (technological) expertise to the

smaller enterprise.

Ancillarization is widespread in Japan and India, and the Indonesian

"bapsk sngkat™ subcontracting scheme is very similar to ancillarizetion. Of

1/ Mainly based on "Mechanisms for small-scale industry development:
Ancillarization - development of feeder industries”™ (UNIDO/IS.551),
prepared by V.K. Dhall, UNIDO consultant in zo-operation with the
Regional and Country Studies Branch, UNIDO, and presented at the expert
group meeting at Seoul.
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total sales by small- and medium-scale industries in Japan, over 80 per cent
is done as part of such special subcontracting arrangements. Ancillarization
is strongest in the textile and metal industry and especially in various
sectors of the machinery industry (transport, electric and other machinery).
In India, Government-owned industries have been among the main vehicles for
the expansion of ancillarization: in the years around 1980 the number of
ancillery units serving public sector firms doubled. 1In the private sector,
sncillarization is progressing at a lower rate. Most ancillacy units are
found in the sutomobile, engineering and bicycle industries. A study on
ancillarization in India has identified a potential of 60-90 per cent in the
transportation industry. The service industries also offer good scope, as
opposed to basic industries and industries processing such materials as paper,

glass and rubber.

Many of the problems of ancillarization are identical to those found in
subcontracting in general. Aacillaries do not always comply with
specifications and delivery schedules and their cost management would often
need to be improved. Thers also tends to be a rapid turnover of management,
with serious loss of experience as a consequence. The parent companies, on
the other hand, often order and pay irregularly and use their stronger
position to enforce unfair conditions. WNor is there always sufficient
commitment to providing organization support. The intensive relationship may
thus turn into & 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 marketing strategies. Technological change
in the parent company (a change from electro-mechanical to digital switching
equipment production) has led to insurmountable problems for ancillaries in
India. On the whole sncillerization may work better in relatively

unsophisticated industries, as experience with the Indonesian scheme indicates.

A more general constraint on the proper functioning of an ancillarization
agreement are the infrastructural inadequacies of developing countries which
csuse interruptions of the production prccess and may obstruct communication
between partners. Idenélfying ancillarization opportunities is another
problem. The problems and constraints sre however outweighed by the
advantages of close co-operation in the more traditional technology flelds,

and many governments have initiated promotional policies and measures. From

their experience a number of suggestions can be derived. Apart from a




- 33 -

generally favourable economic climate, ancillarization can benefit from such

measures as:

- identifying ancillarization potential through, among others, improved
statistical reporting methods.

— expanding the scope of SSIs support messures and facilities to include
ancillaries (e.g. entreprenecurship development, product reservation,
subcontracting exchanges, technology transfer, pre-feasibility
studies), thus strengthening the smasller partner;

- tex adjustments taking account of the special nature of ancillarization;

— special legislation enforcing timely payment of supplies by parent
companies;

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

1/
region™

Inter-industrial linkages between small-scale electronics manufacturers
and large industries play an important role in a growing number of countries
in Asia and the Pacific region. Inter-country co-operation has been limited
till now; this is largely 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. 1In all three countries governments have stimulated the electronics
industry very actively. SSIs account for approximately 1/3 of total
production in the branch (and for some 2/3 of consumer electronics) in India,
where subcontracting receives much support. 1In the Republic of Korea small-
and medium-scale manufacturers each represent some 40 per cent of the total
number of electronics “irms. 1In 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.
Technologically, SSIs in Singapore and the Republic of Korea seem to be the

most advanced.

1/ Based on "Small-scale electronics industcy as subcontractor in Asia and
the Pacific region” (UNIDO/IS.559), prepared by K.H. Plaetzer, UNIDO
consultant in co-operstion with the Regional and Country Studies Branch,
UNIDO, and presented at the expert group meeting at Seoul.
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Although Indonesia and Malaysia are important producers, technology
levels among small producers are appreciably lower. 1In Indonesia, some 5,000
SSIs, most of them virtual extensions of larger overseas companies, are
involved in the manufacturing or assembly of electronics snd related
enployment. In Malaysia, a major exporter of electronic components, small
producers are rather uncommon; subcontracting is now receiving Govermaent
attention. Thailand has a fairly well-developed industry catering for the
national market, but subcontracting is the exception, partly as a consequence
of a rather unfavourable tax structure; yet, some 30 per cent of the radio and

cassette units marketed in the country are produced by small local sssemblers.

The experience of industrializing countries has shown that the role of
small-scale industry in the electronics branch primarily lies in the
production of components, in complementaticn and in the provision of
industrial services. The scope for subcontracting is, however reduced by the
growing integration of production procezses. Nor is innovation, with its high
manpower and capital requirements, usually within the range of SSIs in
developing countries. If the SSI sector in these countries is to retain or
expand its share in the production of electronics, s high production standard
and adaptability to product and process change will be required.
Pre-investment guidance, SSI-oriented R and D and training (and retraining)
highly qualified manpower are areas where Governments can assist modernizing
SS1s. Otherwise, various measures outlined above (Governmsnt purchasing,
fostering co-operation, etc.) may also be applied here. 1In section 5 of this

chapter, more attention will be given to technological upgrading.

1/
4. Promotion of export-oriented SSIs™

(i) Export potential snd export constraints

Exports by developing country SSIs may consist of inputs or parts for

overseas manufacturing enterprises or axports of finished goods which either

1/ Based on the papers "Promotion of export-oriented small scale industry”,
prepared by the Regional and Country Studies Branch, UNIDO, "Promotion of
export oriented small-scale industries” prepared by Yeo Gyeong Yun, Korea
Development Investment Corporation, and "Promotion of export oriented
small scale industries” prepared by K.S. Stephens, UNIDO/SIDFA,
Islamabad, presented at the expert group meeting at Seoul, and the
discussions at the meeting.
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have bevn made on the basis of inputs provided by an overseas industry (e.g.
assembly operations) or of locally available raw materials. Apart from the
general advantages of low costs and flexibility unde: changing market
conditions (production of small batches), the presence of specific local
resources is important for s number of industries. These factors have made
certain SSIs internationally competitive. Once again, there is a difference
between traditional and modern SSIs: the latter may have to rely mainly on the
low cost advantage, whereas for the former unique local qualities (e.g.
traditional handicraft) also play an important role. SSIs expori potential
seems to be largest in the textiles, wood, leather, processed food, iight
engineering and metal products industries, and also in certsin parts of the

electronics and chemicals branches.

There are several constraints on the expansion of SSIs exports, which
entail a link with a completely different economic environment. High,
constant product quaiity and reliable delivery schedules - weak points of
SSIs, ss noted above - are crucial for success in the internstional market.
Identifying export opportunities is often a problem for the small
entrepreneur, as he is unlikely to understand a major international language
or the working of the international market. Operating in this highly unstable
environment demands great flexibility on the part of the small enterprise;
completely relying on the international market alone may be a great risk.
Delays in international payments may threaten the financial stability of a

small export producer.
(i1) Promotion measures

The business environment in which an exporting SSI operates transcends
national borders. Given its weak bargaining position, the efforts of both
Governments and international organizations to promote inter-country economic
co-operation at enterprise level acquires special significance. The
activities of APO and Technonat Alin,ll are useful examples of inter-country
technical co-operation. More specifically, the following measures may be

considered to promote export-oriented SSIs:

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

1/ See Annex 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-payment;

— improving linkages between SSIs and enterprises in export processing
zones. Spin-offs from these zones to the national economies have
remained limited so far, and could be improved by SSIs serving as
suppliiers to EPZ firms;

- priority to the support of SSIs with proven comparative advantages
{e.g. high-quality handicraft). It should, however, be kept in mind
that comparative advantage is a2 relative, dynamic concept, and that
entreprencurs must therefore learn to adapt their production to retain
that adventage in a highly competitive internsational environment.

~ assistance in the setting up of quality control measures (e.g. testing
facilities) and in the introduction of new technologies;

- agsistance in product development and adaptation and packaging design;

- marketing (e.g. through international trade fairs), export facilities
(e.g. through export houses) and improved market information flows.

The latter type of promotion provides one area where co-operation between
small enterprises can be successful. The Korean Federation of Small Business
e.g. sends trade missions to other countries and provides markei information

to its members.

2/
5. Financing SSI™

(i) Impediments

For small-scale business, access to credit is often difficult.
Commercial lenders in developing countries and even institutions specifically
set up to provide credit to the small entrepreneur often consider SSIs as a
finsncial risk. Small enterprises do have certain drawbacks in this respect.
Loan repayments tend to be highly sensitive to economic downswings, =ad
defaulting is common even in periods when business is good. Small

entrepreneurs do not always keep proper account of thaeir business; written

2/ Based on the papers “Financing of small-scale industries™, prepared by
the Institutional Infrastructure Branch, UNIDO; and “Financial and
marketing aspects of small and medium businesses improvement in ASEAN",
prepared by Kenneth James, Institute of Southeast Asian Studies,
Singapore, presented at the expert group meeting at Seoul and on the
discussions at the meeting.
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records may not even exist. It is thus hard for a lender to acquirae an
insight in the nature and visbility of the prospective client's enterprise.
Nor may the latter be able to provide sacurity. The paperwork involved in
getting a loan and & full evaluation of the (financial) consequences of the
project he is embarking on may prove to be beyond the abilities of the small

businessman.

There is, on the other hand, a certain conservatism on the side of the
credit suppliers. 1In their opinion, "bigger™ all too often means "better™.
Credit officers tend to have a limited understanding and sympathy for the
small entrepreneur causing part of the development potential of SSIs to remain
untapped through limits on financial resources. Small entrepreneurs, however,
also display conservatism: they are often so wary of endebting themselves as
to forego good business opportunities and may rely on expensive credit from
traditional sources (such as money- lenders) even when cheaper credit is in
principle available from modern financial institutions. Credit is quite
common in SSIs 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

expansion; interest rates moreover tend to be high.

(ii) Some examples of finencial 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 messures are needed
in developing countries to improve SSI access to credit. Arrangements and
conditions vary greatly but amongst the simplest and most 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
schemes provide seed capital to first-time investors, either in grant form or
a8 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 management decisions within an enterprige, they are an indicator
of viability and efficiency. Whatever its form, financial assistance should

be part of a package which includes business counselling, etc. to be fully
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effective. The following is a selection of schemes which have been

implemented in Asia and the Pacific.
Indonesia

As part of the Integrated Project for the Guidance and Development of
Small Industry (BIPIK) of the Department of Industry, extensive facilities
have been made available under the KIK (Small Investment Credit) and KMKP
(Working Capital Credit) schemes. With World Bank support, a network of some
1,000 branch offices of private, parastatal and state banks has been
established to provide assistance. The overall programme is formulated and
monitored by the national Bank of Indonesia. To be eligible, the net worth of
an enterprise should not exceed Rp. 100 million. Maximum individual loan -
amounts and Rp. 10 million; depending on the payback record, further loans may
be extended. The value of the collateral has to fully cover the loan.
Applications, credit appraisal and approval are decentralized to the local
bank branch level. The scheme is backed up by credit insurance agreement.
Applications yearly run into hundreds of thousands, indicating the need for

SSIs credit; unfortunately, no figures on approved applications are available.

Malaysis

The hub of the Malaysian support programmes is the Credit Cuarantee
Company (CGC). It guarantees banks up to 60 per cent of the amount of loans
in default; banks also enjoy tax rebates. Every commercial bank is required
to allocate 12 per cent of total loans to small enterprise, part of it through
CGC. To potential borrowers, the absence of s collateral for the smaller
loans and the low interest rates imposed by CGC (as low as 7.5 per cent for
some loans) represent great attractions. Banks, however, have become
reluctant to co-operate because of widespread defaulting for which CGC could
only provide minimal compensation. Special loan schemes, part of a broad
entrepreneurial development package, exist for small indigenous (bumiputra)

entrepreneurs.

Philippines

Most aid to smsll entrepreneurs is directed through the Cottage
Industcies Guarantee and Loan Pund (CIGLFY). It is a joint programme of publie
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and private financial institutions, the Ministry of Trade and Industry and the
National Cottage Industries Development Aunthority (NACIDA). Credit maximum is
P 100,000. Collateral is required for 50 per cent of a loan, the other

half being covered by a CILFG guarantee. Equity requirement is 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 schemes involve, among others, the
Venture Capital Corporation, a business partner rather than s lender. The
country's increased economic difficulties have led to increased defaults on
backpayments in recent years, and the number of assisted project has been

reduced as well.

1/
Republic of Korea™

In Kores, a variety of institutions and policies exist to financially
assist SSIs. Government finances the Small and Medium Industries Promotion
Fund (SMIPF). Two banks catering specially for small and medium enterprise
are the Small and Medium Industry Bank and the Citizens National Bank. Banks
operating on a nationwide scale must reserve 35 per cent of their loanable
funds for small 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 Korean Technology Development
Corporation (KIDC) wes set up in 1981 to finance software development,
enhancing the internatioral competitiveness 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

ii dustry. Assistance varies from loans to equity participation.

Singapore

The most significant support programmes are the (Extended) Small Industry
Financing Schemes (SIFS and ESIFS) which provide assistance to firms whose

1/ More information will be found in "Financing of small-scale industries”
by Ksp-Soo Suh, Korea Technology Development Corporstion, and Small
business in the Republic of Korea - current issues, policies and
promotional activities” by Yun-Sang Choi, Small and Medium Industry
Promotion Corporstion. These studies will be issued in a forthcoming
report, "Promotion of Small and Medium Industry in the Republic of Korea"
of the Regional and Country Studies Branch, UNIDO.
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fixed assets do not exceed S$ 3 million. The funds,in which commerial banks,
development banks and non-bank financiael institutions co-operate, provides
both cheap working capital and loans for capital equipment, with the latter
now predominating. Collateral requirements are assessed on a case-by-case
basis. In recent years, technologicael upgrading and corresponding skill
improvements have received special support. The present economic downturn has
led to the introduction of the "one stop™ (financial) emergency assistance
programme. Of all developing countries in the region, modern credit probably

accounts for the highest percentage of loans in Singapore.
Sri Lanka

The Credit Guarantee Scheme in Sri Lanka came 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 bﬁ it, subject to a maximum 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.

/
‘l‘hailandl

In Thailand, financial support policies to SSIs are a relatively raecent
phenomenon. ™ost of the assistance to small and medium enterprises is given
by the Industrisl Finance Corporation of Thailand (IFTC). Small-scale
projects are defined as needing a marimum loan of US $132,500. 1In 1984, a
special loan unit for SSIs was created. It offers both working capital and
credit for fixed capital to enterprises with fixed assets below US $265,000.
A new credit progrimme was to be started in 1985 with the specific objective
of enhancing the competitiveness of export-oriented small and medium

industries in selected sectors with a high export potential. It is combined

1/ See further the study paper "Two step loan - a financisl scheme for small
and medium industry in Thailand” prepared by Narongchai Akrasanee and Ms.
Chintala Viseskul, UNIDO consultants, in co-operation with the Regional
and Country Studies Branch, UNIDO, «»ich is reproduced in "Promoting
small scale industry in Southeast . - selected support schemes in the
Philippines, Thailand and Malaysia* - ~ ‘'.coming), issued by the Regional
and Country Studies Branch, UNIDO.
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with a technical modernization programme and will initially by limited to
30-40 enterprises. Funds are partly provided through international aid

channels.

(iii) Policy suggestions

Although a variety of measures has been taken to councerbalance 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 subsidized 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 insufficient to cover the needs.
They h:cve also cften 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 rates, they may use them in an uneconomic
way. And many small enterprises have persisted in borrowing from traditional
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 gserved by improving their access to
loans through the modern commercial channels. This would, however, involve an
esgential change in the service orientation of commercisl lenders. Collsteral
requirements for SSI should be eased, and partly be replaced by an assessment
of the viebility of an enterprise or prcject. The shortage of qualified and
motivated staff of which many financial assistance programmes suffer (and
which again and agsin leads to understaffing of branch offices in those 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 attitude
of the officers dealing with small entrepreneurs would be of the essence. The
core of experienced loan officers could provide on-the-job training. Backing
for credit programmes which rely more on private banks could be provided by
improved credit gusrantee schemes, and by a specislized, 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 market research and assist small

entrepreneurs in improving their financial management.

§. Technology and SSIs
1/
(i) Introduction™

Small-scale industries generally rely on the special technical skills of
the entrepreneurs themselves. 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 most cases the basis for small-scale engineering
enterprises in a developing country, be they formal or informal sector units,

is traditional craftsmanship.

Small-scale industries have developed a marked ability in the efficient

and flexible use of general purpose or second hand machinery. 1In most cases,

unfortunately, products are not up to international quality standards, which
is partly a reflection of the lack of gpecialization; 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 employment generation in
disadvantaged regions or among disadvantaged groups) may be strongest in the
more traditional type. Traditional technology, however, is not appropriate in
every context, and protecting it may result in economic and technical
backwardness, as e.g. the closed-economy period in Sri Lanka has shown. 1In
many rural areas the absence of a developed infrastructure, difficult access
to certsin supgplies and low educational levels may favour traditional ways of
producing for direct local needs (simple tools and consumer goods). But
overall policy should stimulate the insertion of SSIs in the mainstream of
davelopment. The positive employment and income distribution effects can be

reteined if the most labour-intensive of efficient technologies are used. As

Based on the papers "Technical support services for small-scale
industries in specific sectors, in particular engineering industries",
prepared by the Regionsl and Country Studies Branch, UNIDO, and
"Small-scale industries and technology®, prepsred by the Technology
Program, UNIDO, presented at the expert group mecting at Seoul, and the
discussions at the meeting.

=
-~
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e.g. has been shown in India and Sri Lanka, even simple technical improvements
which can be inserted into existing production processes can lead to dramatic
improvements in production without loss of employment, and with substantial
income gains. Upgrading technology, and especially the introduction of
sophisticated technologies means a greater need/potential for higher quality
employment. On the one hand, more expertise is needed, on the other technical

improvements can reauce drudgery.

The most advanced technologies in the field of microelectronics or
bioengineering can often not be adopted by developing country SSIs. Yet it is
important that developing countries do not remain passive followers of
technological trends: relyiug on cheap labour is no longer sufficient for a Lo
competitive edge in the modern sector. "Unpackaging™ modern technologies does
offer opportunities, and the decentralizing potential of modern electronics
could also be tapped. Microcomputers can vastly improve the efficiency of
accounting, inventory cuntrol, production and delivery planning at a low cost
if such capability is shared among a number of firms. Product quality control
can be improved throuzh electronics. Agro-industries could benefit from new
fermentation techniques. Software could be specially developed to serve the
needs of SSI in developing countries.l/ Modern capital equipment will
reduce the labour intensity of a number of industrial operations, but the \
employment loss msy 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, demand
for a number of modern products (such as portable radios) is growing even

among low-income groups.

For the introduction of new technologies in a developing country, special
meagures protecting markets and stimulaeting linkages may be needed in an
initial stage. Technical support will have to be given to SSI again, it
should be part of an overall programme. The small entrepreneur’s access to
national research institutes should be improved. Moreover, general and
technical education levels must be improved to create both a favourable
environment and high-quality menpowser. For tha majority of small enterprises
asgistance in the area of technology may be divided into three groups: first,

1/ India made a good start in software design. The initial advantage was,
however, lost due to the absence of a supporting technical infrsstructure.
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improved know-how and access to well-established, 'off the shelf' systems and
techniques; second, technical guidance and advice with particular production
problems and third, technical support for product adaptation. Assistance

should focus on:

- training, technology transfer, information (most SSI entrepreneurs do
not realize that technology is a buyers® market);

- the selection of appropriate technologies and machinery - they should
be relevant for the environment in which they have to operate;

-~ improving plant layout and production processes;

- greater precision and specislization.

For the more traditional SSI, improving overall technical performance
should receive special attention; the success of e.g. the Swedish glass
actisanat shows that co-operation can lead to significant gains here. Modern

SSIs would benefit most from pre-investment guidance and the training of

high-quality specialists. Co-operation smong developing countries (such as
provided by Technonet Asia, APO and the programme established between the
Republic of Korea and Malaysia) could greatly improve the efficiency of such
schemes. Although some of the developing countries in the ESCAP region
(India, Republic of Korea) now have their own extensive technology research

programmes, for most other countries in the region this may only be feasible ‘

through co-operation.

Institutions for technical research often have very limited contacts with
SSIs, especially in rural areas. To improve such contacts, UNIDO 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 techniques these
systems encompass training and information services and assistance for the
improved operation of existing facilities; they also provide solutions for
technical and related problems. Programmes are implemented by regional
advisory centres distributed throughouvt the country; co-ordination takes place
through a central commission. Where necessary, the centres refer problems to
the appropriste research institutes. UNIDO has also sassisted in the diffusion
of modern engineering technnlogy through a project with the Pakistan
Automot.ive Corporation (PACO). PACO vendors are trained to design and tool

car components, enhancing their technical know-how and reducing the country's

reliance on imports.
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One example of comprehensive technology support to SSIs by a Covernmaent
agency is the Malaysian Technology Display and Resource Centre in Kuala

1/
Lumpur, established in 1983.~ 1Its functions are:

upgrading technical and managerial know-how and skills;

advising on (the financing of) machinery and equipment;

assisting in the improvement of production techniques and products;

improving the awareness of the general public of the role of SSI.
Staff shortages (especially of technical staff) have so far prevented TDEC
from providing all these services, although consultancy and advisory services
are being offered. SSI support has also taken the form of a Machinery
Exhibition Centre which introduces equipment for various industry groups
(including domestically manufactured machinery) to entrepeneurs. To better
diffuse the information available at the Centre, two mobile exhibitions and
study tours for entrepreneurs outside the capital have been organized.
Facilities, however, are inadequate, and it has proved difficult ic adapt

information transfer to the needs of small entrepreneurs. This has reduced

bugsiness response to the activities of the Centre. Co-operation with other
Government asgencies (especially with the Standards and Industrial Research
Institute which among others has some experience with technical assistance to

SSIs) should improve the effectiveness of TDRC's activities.

2/
(ii) Research commercialization in the Republic of Korea™

The Republic of Korea is one of the newly industrializing countries in

the ESCAP region which pursue a very active technology modernizetion policy.

1/ See further the study paper "Technology Display and Resource Centre for
Small-scale Industries in Malaysia™, prepared by Anuwar Ali, UNIDO
consultant, in co-operation with the Regional and Country Studies Braach,
UNIDO. The paper will be included in "Promoting small scale industry in
Southeast Asis - selected support schemes in the Philippines, Thailand and
Malaysia”, (forthcoming) issued by the Regional and Country Studies Branch,
UNIDO.

2/ Based on the papers "Commercislization of R and D results - the role of a
research commercialization company” by Young-Ok Ahn, K-TAC, and on "The
success and failure of venture business with special reference to the
commercialization of indigenous R and D results from public R and D
institute” by Jinjoo Lee, Department of Managment Science, Korea Advanced
Institute of Science and Technology (KAIST) 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
promotion of small and medium industries in the Republic of Korea.
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Government-funded applied technical research for industrial purposes initially
concentrated on the heavy industry. From the late 1970°'s onwards, small and
medium-sized industries have been assisted in improving their technology

levels through the intermediation of the Korean Technology Advancement

Corporation (K-TAC). Although K-TAC is owned by several research institutes

closely tied to the Ministcy of Science and Technology, it mainly operates on

a commerical basis. It markets and sells research results, production .
licenses and prototype equipaent, sponsors R and D and provides management
counselling and market research. The transfer of technology takes place
through outright sale or through a joint venture with the company in question,
after a thorough feasibility study. After an average of five years, K-TAC
steps out. Experience so far has shown that K-TACs capital returns over that .
period will roughly equal the original investment. K-TAC co-operates with
various technology finance companies. These are either of the more

traditional kind providing loans or resemble a venture capital company

investing in R and D. The Republic of Korea Government also provides loans
for technology development which are generally awarded to firms co-oprrating
with research institutes, thus strengthening these ties. K-TAC experience

shows that:

— the domestic market (which initially may have to be protected) is an ‘
essentisl factor for the success of a new product; evaluating demand,
the competitive environment and price movements at an early stage thus
scquires great importance;

— sharing technical and sales facilities with other companies
significantly enhances the chances of success for a SSI coming out with
& new product;
- continuous growth requires continuous innovation.
For the continued viability of organizations like X-TAC, the following is
essential:
~ close co-operation with industry;

- competent staff which knows both industry and the scientific community; -

- proper selection of entrepreneurs in a joint venture, and the cholce of
s technology with good commercial prospects;

-~ identifying sources of funds in industry or government which can be
tapped through consultancies;

- sufficient capitsl reserves - it may take soveral yoars before a
project becomes commercislly viable.
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7. SSIs in non-metropolitan areass

/
(i) Problems and policies — an outlincl

Small scale industries in developing countries, especially the more
modern type, have often followed the locational patterns of larger industries
in and around major urban areas. Good infrastructure, the proximity of other
industries (which may serve as suppliers, buyers or sources of information),
qualified labour and a large, concentrated consumer market attract firms.

Such services as are available to (smsll) industries will generally be located
in the larger population centres, and the seme applies to government
institutions. Policies have in most cases strengthened the tendency for
economic activities outside the primary sector to concentrate in urban

agglomerations.

The process of cumulative development in and around urban centres, as

noted in Chapter II, has its costs: congestion and pollution,
underutilization of rural resources and rural manpower, and the disruptive
sffects of growing spatial disparities in income levels and msss 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 their great demands on
infrastructure, services and qualified manpower are viable outside established
urban environments only if @ major natural resource can be exploited. SSIs
would also be better suited to acquaint rural populations with industrial
activities (laying the cultural basis for further industrialization) and to
use scattered agricultural resources. Where a sufficliently developed and
diversified industrial core is supplemented by essential private and
Government services, the “service centres" thus created can play a major role
in the development of rural areas. Although much can be done to support local

initiatives to establish small industrial enterprises in such service-centres,

1/ Based on the paper “Cresation of a conducive environment for small-scale
industries in non-metropolitan areas", prepared by the ESCAP/UNIDO
Division of Industry, Human Settlements and Technology, presented at the
expert group meeting st Seoul, and the discussions at the meeting.
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SSI development will normally tend to follow and reinforce development
initiatives in other sectors of the local economy rather than initiate c-
precipitate such developments. Appropriate training and financial assistance
to small enterprises in such locations, taking account of their viability in
this environmert, then becomes very important. Examples of SSI development
schemes in rural areas are UNIDO's SEED programme outlined above (p.24),
China's rural and township industries integrated in the agricultural
collectives, India's policies to promote village and small industries, the
Indonesian "clustering™ system of SSIs in rural areas, and the various
programmes formulated 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 they are implemented as an integrated package (improving
rural infrastructure and education, extension services, capital subsidies).
Total dispersal may lead to the loss of positive agglomeration effects,
eccnomies of scale, etc., and heightens the cost of infrastructural works.
Locating SSI in or around population centres in the countryside is usually a
better option. Re-settling existing industries has generally proved to be
very costly and difficult; policy measures should therefore concentrate on
dispersal incentives for new enterprises (which do not depend on actual
location in urban environments for inputs, labour and sale,s) and -~ primarily -

on activating and strengthening existing rural entreprenevrial potential. As

unemployment and underemployment are particularly s<.ivus problems in rural
sreas, labour-intensive industries deserve special attention. These, anyway,
often fit well in the rural environment, and a basis for industrial

development may already exist in the form of traditional handicraft firms.

1/
(ii) Support progrsmmes 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

1/ Based on the paper "The Local Study Mission and the Association Building
projects: approsches to SME development” by A.L. Tolentino, UNIDO
consultant in co-operation with the Regional and Country Studies Branch,
UNIDC and presented at the expert group meeting at Seoul. This document
hes been reproduced in "Promoting small scale industry in Southeast Asias
- gelected support schemes in the Philippines, Thailand and Malaysia”,
(forthcoming) prepared by the Regional and Country Studies Branch, UNIDO.
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initistives was the Medium- and Small-scale Industries Co-ordinated Assistance
Programme (MASICAP). It identified industrial development potential at the
local level, and this information was used to design project prototypes.
MASICAP then sought entrepreneurs and helped them to carry through the
project. College and university students assisted in the programme, thus
acquiring first-hand experience with development problems. The Market
Information and Direct Assistence (MIDAS) project, partly based on the
experience gained with MASICAP, provided information to SSI on prices, raw
materials, national and international markets. Activities included, where
necessary, actual sales and purchases by a series of roving market assistance
teams, and marketing training and consultancy were also provided. Special
attention was given to exploiting inter-regional trade opportunities within
the country. MASICAP and MIDAS was eventually absorbed in the activities the
Minigtry of Trade and Industry.

The Local Study Mission (LSM) project concentrated on the transfer of
technology from the towns to the countryside. On the basis of area- and
gector-specific analyses, training and information programmes were set up.
These included factory visits and discussions and workshops involving rural
and urban entrepreneurs. These opportunities were also used to establish
business contacts. Results were mainly registered in the larger SSIs, where
entrepreneurs both have the experience and the means to realize the plans
inspired by the exchanges. For very small industries (found especially in the

rural food sector) a special programme was formulated.

Sectoral Productivity Associations were an offshoot of LSM. It was felt
that co-operation among entrepreneurs who participated in workshops and
discussions and were working in the same area and sector could bring
substantial benefits in the solution of various specific problems. For
development suthorities such associations would also provide a channel for aid
distribution and a feedback mechanism. SPA's have successfully tackled
productivity, marketing and technical problems, but ss soon as a specific
problem was tackled, interest in the SPA tended to wane. Associations
involved in e.g. joint ownership of processing facilities tend to have a more
stable 1ife. Finally, the immediate environment in which such associations

opecate (local government, financial institutions, other "bottom up” forms of

co-operation) has proved to be of great influence on the viability of SPA's.
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1/
IV. OVERALL CONCLUSIONS AND PROPOSALS FOR FURTHER ACTION—

In developing countries, especially in rural areas where the majority of

the population lives, SSIs can make an important contribution to economic and

social development. SSIs generate a substantial part of employment in the

developing countries and offer excellent opportunities for entrepreneurship

development. They have proved to be efficient users of simple and appropriate

technologies and to be flexible in the production of smal) batches of products

using scattered resources which would otherwise not be exploited by industry.

In this further development, SSIs are confronted with saveral major

problems:

~ 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 major road towards SSI development,
suffer from unequal bargaining power between partners. On the SSI
side, awareness of linkage potential is often limited, and both low
product quality and irregular delivery seriously inhibit strounger
linkages;

— Small industry entrepreneurs are often prevented from tapping markets
beyond the local level due to lack of information and regsources;

- Access to credit, in the form of working capital or finance for capital
equipment, is impeded by commercial lenders' policies favouring larger
enterprises and the inability of many small entrepreneurs to provide
collateral guarantees as well as project viability estimates;

- Small entrepreneurs in developing countries generally lack the know-how
and the resources to introduce new technologies or to make major
innovations - yet technological and product renewal are necessary for
success under continuously changing market conditions;

- Government industrial development policies are often focused more on
large industry and less on SSI; policies for SSI often leave too little
leeway for the exercise of entrepreneurship and are often also .
implemented by bureaucracies with which small entrepreneurs cannot cope;

- There is a lack of co-ordination among agencies asgisting SSIs and the .
advantages of an approach which integrates the various aspects of SSI
support are not always perceived.

Based on the "Summary of conclusions and recommendations” which was
considered and agreed to at the concluding session of the Seoul meeting;

the full text may be found in Annex 1V.




- 51 -

Government agencies involved in SSI development should facilitate,
stimulate and co-ordinate the growth of enterprise rather than attempt to
impose rigid schemes. Co-operstion between agencies and the integration of
their prrgrammes could be improved; this overall stresmlining could also
reduce shortages of qualified manpower. Assistance to SSIs should be smbedded
in an overall policy to stimulate economic development; this macro-approach
rhould also include such measures as raising the general educational level and
improving the overall physical infrastructure. To support both overall and
SSI development, international organizations like UNIDO could contribute by
formulating or expanding programmes based on country-level assessments of
structural changes resulting from technological development; trends in
selected industrial subsectors of special relevance to SSIs and other factors
in the national environment influencing the emergence of small enterprise.
More particularly, such a programme could be formulasted for the developing
countries in Asia and the Pacific region. Such a programme would involve
regular consultations between policy-makers, experts and others involved in
promoting SSIs. To this end UNIDO can assist the developing countries with
studies which would lead to policy reformulation favouring industrial
development restructuring with particular reference to SSIs.

This macro-spproach should be complemented by in-depth country studies ‘~
analyzing specific country experience and suggesting specific measures
enhancing SSI development. The studies envisaged would especially address
issues such as:

- the relationship between foreign investment and SSI development;

- the experiences of industrial sssociations working at the sub-national
regional level;

- attempts made to integrate SSI and agriculture at the local level;
- the organization, dissemination and application of R and 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
industrisl services firms;

~ alternatives to the present schemes of providing credit to SSIs; and

~ introduction of new and emerging technologies into the SSI sector.
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Complementary to the envisaged country level analyses, action should be taken
to introduce, as appropriate, various specific measures, as suggested in the

present study report, in order to:
- identify unique features of traditional and modern SSIs which may be
exploited either at the national, regional or international level;
- identify and stimulate entrepreneurial talent at the local level;
- improve access of SSIs to commercial credit;

- improve quality control and overall product quality (including design
and presentation);

- create better operational and service facilities for SSI at the local
level;

- support co-operation among SSIs both nationally and internationally,
the latter specifically to exchange experience and to transfer modern
technology and management techniques;

- involve SSI associations in the formulation and implementation of |
support programmes (provision of incentives, credit, training, etc.);

— induce for SSIs to participate in public tenders, individually or in
groups;

- provide better links between large and small industries (e.g. through
subcontracting exchanges, subcontracting to firms in EPZs);

- encourage SSI related R and D and improved access of SSIs to research
and development, and technological institutes;

-~ create information exchange networks; aand

- promote human resource development (improved on-the-job, vocational and
high-level technical training), involving organizations which are

familiar with the business environment.
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ANNEX I
UNIDO/ESCAP Ad Hoc Expert Group Meeting on
Policies and Strategies for Small-scale Industrial

Development in the Asian and Pacific Region
17-20 September 1985, Seoul, Republic of Korea

PROGRAMME

17 September 1985 - Opening session

Opening ceremony - (Presided by Dr. T.W. Kwon, KAIST)

Opening statements by Mr. N. Ramm-Ericson of UNIDO and Mr. H.G.R. Reddy
of ESCAP

Statement by Mr. Vunibobo, Resident Representative, UNDP, Seoul f -

Welcoming address by Dr. Hakze Chon, President of KAIST

Sesgion I — The role of small-scale industrial development

— Introductions by Mr. N. Ramm-Ericson of UNIDO and Mr. Yun-Sang Choi of
SMIPC

Session II - Programmes, policies and strategies for small-scale
industrisl development

- Introductions by Mr. N. Ramm-Ericson of UNIDO and Mr. H.G.R. Reddy of
ESCAP A

— Country paper presentations, including papers by APO and Technonet Asia

18 September 1985

Session III - SSI-support - some key areas for attention

~ New forms of small-scale industry co-operation
Introduction by Mr. N. Ramm-Ericson of UNIDO and Mr. R. Aronsson, UNIDO

consultant

- Linkages between small- and large-scale industries
Introductions by Ms. Z. Taluy of UNIDO, Mr. A.S.H.K. Sadique, UNIDO

Regional Adviser, ESCAP and Mr. K.H. Plaetzer, UNIDO consultant

- Promotion of export-oriented small-scale industries
Introductions by Mr. K. Stephens of UNIDO and Mr. Yeogyeong Yun of KDIC

—~ Pinancing of small-scale jndustries
Introductions by Ms. Z. Taluy of UNIDO, Ms. Chintala Viseskul, UNIDO

consultant, Mr. Kenneth James of ISEAS and Mr. Hang-Seup Shim of KTDC
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19 September 1985

Session III (continuation)

- Technology in small-scale industries - current trends and future
prospects
Introductions by Mr. K.H. Pleaetzer, UNIDO consultant, Mr. Ali Anuwar,
UNIDO consultant, Mr. Young-Ok Ahn of K-TAC and Prof. Jin Joo Lee of
KAIST

Session IV - Development and strengthening of small-scale industries in
rural as well as urban areas

- Introductions by Mr. H.G.R. Reddy of ESCAP and Ms. Z. Taluy of UNIDO

20 September 1985

Visit to the Banweol Industrial Estate Corporation (small-scale companies)
Visit to Small Business Training Institutes

Presentation (film) of activities of the Korea Federation of Small
Business.

Concluding session
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ANNEX III
UNIDO/ESCAP Ad Hoc Expert Group Meeting on
Policies and Strategies for Small-scale Industrial

Develcpment in the Asian and Pacific Region
17-20 September 1985, Seoul, Republic of Korea
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ILI/APSID/L.1  Provisional agenda -
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IHT/APS1D/1 The contribution of small-scale industries to
industrialization, prepared by the UNIDO secretariat
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the Pacific region, prepared by K.H. Plaetzer, UNIDO
consultant (UNIDO/IS.549)
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Entrepreneurship development for small- and medium-scale
industries in selected countries in the region, prepared by
the ESCAP secretariat

Creation of a conducive environment for small-scale industries
in non-metropolitian areas, prepared by the ESCAP secretariat

Small-scale industries development: a second look, prepared by
Leon V. Chico, Technonet Asia, Singapore

New forms of small-sceale industries' co-¢, _eration, prepared by
the UNIDO secretariat

Promotion of export-oriented small-scale industry, prepared by
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Small-scale industries and technology, prepered by the UNIDO | —
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emphasiz to the Fourth Five-Year Development Plan, prepared by
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Country report of Mslaysia's small-scale enterprises
development, prepared by the Small-scale Enterprise Division,
Ministry of Trade and Industry, Kuala Lumpur
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Country paper. Small industry development in Thailand,
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Korean small business - current issues, policies and
promotional activities, prepared by Yun-Sang Choi, Small and
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Commercialization of R and D results - the role of a research
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ANNEX TV

SUMMARY OF CONCLUSTONS AND RECOMMENDATIONS AS CONSIDERED AND AGREED TO
AT THE SEOUL MEETING

1. The role of small-scale industries in industrislization

It has increasingly been recognized in many developing countries that
small-scale industries (SSIs) could play a decisive role in expanding and
diversifying industrial production as well as attaining the basic objectives
of development, especially since small scale enterprises clearly represent the
major part of industrial activity in most countries, both in terms of the
number of establishments and of employment. Hence, planners and policy-makers
are giving increasing attention to the SSI sector.

In was noted thet in most countries the statistical data needed to asses
the role of SSI more closely and to formulate policy measures were very weak.
Often also the division between SSI and medium scale industries was, for good
reasons, not clearly delineated (see futher below).

The impact of SSIs on development and industrialization was considered
particularly important in the following ways:

- Relative strong contribution to employment generation (although SSIs do
not necessarily have to be of lsbour-intensive character). SSIs are
esgential tools for absorbing the abundant and rapidly growing labour
supply in many countries. Obviously the generation of additional
employment opportunities should not mean promoting inefficient
labour-intensive industries.

— The pursued industrial growth path in meny countries implies that the
effects of policy-makers actions have tended to favour urban centres at
the expense of rural ereas resulting in deepened regionsl income
disparities. Since there is a large potential for SSIs in rural areas,
an active promotion of SSIs serves as a means of decentralizing
industry, thereby accelerating rural development end contributing to
stemming urban immigration and problems of congestion in the large
cities.

—~ SSIs provide opportunities for establishing links between sgriculture
end industry. They asre slso often able to utilize local raw materials
and waste products available in relatively small quantities.

- Although the success of development of the modern SSI sector in
non-metropolitan areas requires good infrastructural fecilities, these

can be provided st relstively little cost.

- SSIs are a most important growing ground for entrepreneurs.

~ SSI entrepreneurs are a major source of mobilizing privete savings and
of channeling them into productive purposes.

~ 8SIs enhance the catio ustrial
produyction because their output may be more essily adeapted to chenging
market conditions. This potential results from the normally small lot

size or small batch production procedures of SSIs.
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- 8SIs can play an important role as manufacturers of parts and
components for large-scale industries because of their specialized
skills and cost advantages.

The emerging new technologies - in particular the application of micro
electronics - are posing most important challenges to the SSI sector. Large
potential for the adoption of microelectronic technologies exists even for :
small enterprises. The realization of this potential depends, however, on !
economic and socio-culturel factors, it being evident that the iatroduction of
high technology is encountering various obstacles in the small units of
production. -

2. Prograwme, policies and strategies for small-scale industrial development

(a) Key issues identified and reviewed

In reviewing waht would be the important gosls of SSI development in the
context of the economies of the developing countries, the experts were of the L
view that both labour (i.e. traditional) and technology-intensive (i.e.
modern) SSIs should be promoted, thus making full use of the dynamic nature of
these industries. Labour-intensive industries might encounter activity
limiations due to lack of labour skills which could require a change in
production technolozy. 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 modern sector, especially in the context of policy
formulations and promotionsl 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 SSIs 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 snd recommendations

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 smenities between urban and rural aress. 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 aveilsble raw
materials.

As to marketing policy, SSIs should cater both for domestic and for
internationsl market outlets. The first determinants of the extent to which
SSIs can penetrate markets are product type and quality. The second
determinant is the marketing capability of the SSIs which should be
strengthened both through direct actions of the SSIs and guidance activities
of support institutions. Merketing efforts should encompass final consumer
products as well opportunities for subcontracting and its other linkage
schemes. This aspect is particularly relevant for the enhancement of
traditional SSIs as their survival in the long run will mainly depend on
increase in productivity 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 modern SSIs might in many cases be an
essential factor for vigorous and dynamic development.

Analyzing the presently existing regulations and government interventions
in meny 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 government policies, enhancing continued technological
innovation to cope with internetional developments. In this context special
attention was drawn to the fact that modern SSIs 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
recommended that a systematic approach be developed to foster such
co-operation which also should encompass medium-size industries.

3. New forms of swell-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
obgerved that associations based on certain business types such as retailers
associations and food processing associations, sometimes develop intense
competition and rivalries to the diradvantage 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 associations (and new ones) to play a more useful role in
assisting and promoting the SSIs. Other key issues include co-operation in
contacts with large industries (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;
traeining and re-training in management and skills; etc. Experience has shown
that SSI associations set up with a specific purpose (collective purchasing
etc.) tend to be more successful and long-lived than associations set up for
general purposes.

It was observed that even modern SSIs often behind large enterprises with
respect to the application of microelectronics techinology and other
technologies for improved operations - mainly beceause they lack economies of
scale and scope as well as know-how. To overcome this barrier and to improve
their viebility, SSIs should join forces within the framework of their
associations or other task-oriented groups.

(b) Proposals snd recommendetions
(i) At the netionsl level

It was suggested that at the national level particulaer sttention should
be given to the .following:

e
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- Government agencies responsible for small-scale enterprises trade and
business co-operatives and sssociations in developing countries should
review and consider the new forms of associations and their benefits.

- The forming of groups of companies, associstions and/or co-operatives
for mutual benefits should be promoted among private sector entities.
In forming private groups, executive officers should be selected who
have a great knowledge of the companies and persons in the industrial
area, have good contact with local government and a broad knowledge of
supplier services in the area.

— Forms of co-operation which strengthen the potential of SS1ls to jointly
participate in tenders leading to subcontracting business.

- Establishment of government procedures which enable groups of SSIs to
participate in public tenders.

—~ Assistance of associstions to member SSIs to simplify bureaucrstic
procedures and obtain business advantages, e.g. in purchasing, banking,
transport and services.

(1i) Regionsal and international level

It was suggested that at the regional and international level particular
asttention should be given to the following:

- Developed countries should be encouraged to invite members of SSI
zssociations from developing countries through technical assistance
programmet to inform them on the organizetion and functioning of
sssociations in their countries.

- Further exchanges of information and experience should be organized, \
via bilateral and multilateral institutions.

A. Linkeges between small- and large-scale industires
(a) Key issues identified and reviewed

In the discussion it was observed that common forms of linkages currently
practiced were primarily subcontracting, followed by complementation and, to
still a relatively low degree in the region, services provided by SSIs to
other industries in the areas of maintenance, repair and others (technoclogy
services, computer software services and the like). However, scope and
itensity of linkage activities differ considerably in the various countries of
the region. Attention was drawn to the advantages and disadvantages 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 process of SS1s, enhancing industrislization and the .
competitiveness of these industries.

Inter-industry linkages in industrial countries emanste mainly from
market-induced forces, but in developing economies general guidance should be
provided to raise the level of technology of SSIs. Co-operation between small
and large industries should be co-ordinated in the context of overall economic
and industrial development goals.
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Particular attention was drawn to the fact that, as a consequence of
technological changes in recent years, modern SSIs (i.e. technologically
advanced SSIs) 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 SSIs, the
technology-intensive SSIs in specific sectors will deserve support and
attention.

(b) Proposals and recommendations

Recommendations were made in respect of policies and strategies to cope
with the challenging demand 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 degree 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:

- Promotional 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. sctive

marketing).

- Elimination of double taxation (e.g. sales tax on industrial products)
for products manufectured under linkage patterns (subcontracting,
complementation) to strengthen inter-industrisl 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 smsll-scale industries

(a) Key issues identified and reviewed

In the discussion the experts observed that SSIs possessed many
advantages for both domestic and export markets and that many of the areas of
assistance to SSIs aimed at enhancing both domestic and export growth
potential. 1t was observed that SSIs also faced numerous problems and needed
improvement through self-generated efforts, strengthening of local
organizations providing assistence and incentives, as well as the crestion of
favourable external enviroment, especially for export promotion. Attention
was drawn to the f .t that promotion of export-oriented SSIs was both
politicelly and economically desirable especially as they earn foreign
exchange and often make use of local raw materials. It was observed that
exporting required certain characteristics snd that such criteria were
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generally met rather by medium- than by small-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 SSIs are large in number and very diversif’ed and that it was therefore
difficult to find a common denominator to map out a single or simple solution
to their export problems and promotion. Export-orientation, in particular,
orten attempts to link two completely different economic and social
environments whicn require adjustment to change, meeting minimum economies of
scale, product adaptation, mainteining quality and delivery schedules and
flexibility to respond to international trends. 1t was further noted that
SSIs with highly specialized products do have potential to participate 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 from both the supply side and the demand side. Particular
sttention may be given to the possibilities of supplying parts or special
components to large-scale manufacturing exporters in the country.

(b) Proposals snd recommendations

At the national, regional and international levels:

- That SSIs be encouraged and assisted to help themselves, through e.g.
consortia for international marketing, purchasing, R and 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
make organizational improvements to enable effective assistance to
exporting SSIs in fields such as management, technology, finance,
infrastructucre, and, above all, information on export market
requirement and potentials.

- That SSIs with specialized production be identified and encouraged to
take advantege of export possibilities, directly or through linkage
with large local exporters. Export 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 the local SSI °‘network' as suppliers of specialized
components.

- That priority sectors in exports be identified on basis of proven
comparative advantaeges, such as handmade products of high quality and
design, ensuring acceptability in the international market.

-~ The improvement of the competitiveness of SSI products in export
markets by improved packaging, design and presentation.

—~—
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6. Financing of smesll-scale industries

(a) Key issues identified and reviewed

In reviewing the key factors inhibiting the eccess to institutional
finance by SSIs, constraints were pointed out attributable to lending
institutions of developing countcies as well as to the SSI entrepreneur and
his technical management capabilities. 1t was felt that the financial
institutions, having concentrated their lending 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 bLorrowers.
Adapting institutions to initiate lending prozrammes for SSls was a long-term
process. The time rcz:ired to train credit oificers to gain axperience in
development financing necessarily tukes many years.

Examples of special lending schemes of several Asian countries which were
discussed showed that whenever special financial measures for SSI were
introduced by governments, provision of advise, business counselling, 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. BEmpirical studies
indicate that such a strategy may even be detrimental to SSI development in
the long run because participation of commercial 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 commercially
unviable. Moreover, it was argued that cheap credit may reduce the economic
efficiency of enterprises 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 snd recommendstions

- It was concluded that, in the long run, the developmeit. of SSls is
better served by easy and rapid access to credit at nocmal bank lending
rates than by the availability of a limited amount of cheap -redit. A
reasonable rate of interest would provide banks with the margin to
cover the higher risks and sdministrative costs of serving a large
number of small enterprise loans. It was recommended, 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
80 as to create s new generation of development conscious loan officers
with required skills to essess 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 schemes 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 influence technological
innovation will increasingly have on the SSIs in the region. Technological
innovations will have to be .eviewed 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 applicstions to improve SSIs production
procedures, some selected examples of positive results in various countries in
the region were mentioned. However, concern wss 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 commercialization company
(K-TAC, affiliated with KAIST) which also participates financially in new
ventures based on locally developed or adapted "relevant technclogies” (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 XAIST 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. Thus, those whose jobs are
affected may be absorbed in other activities, and skill levels may be
improved. 1t was recommended that besides the quantitative aspect of
employment, which is usually considered, 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.

Establishuent of entrepreneurial strategies for SSIs also received
particular sttention. On the basis of experiences in developed countries and
considering market potentials in specific aress, it was recommended to promote
the identification 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 impruve the business
outlook of SSIs.

(b) Proposals and recommendations

It was suggested that at naticnal level particular attention shouid be
given to:

- identification of unique features of SSIs;

- human resource development;

- continuous improvement of technologies applied in traditional SSIs
aiming at increased productivity and product quality as well at
reduction of stress on the labour force;

- increase in SSI-related research and development activities in new
technological areas (e.g. computer-aided manufacturing and, at a later
stage, computcr-aided design);

— improvement of access 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 eareas among
corresponding institutions;

- ytilization of consulting and industry support capacities of other
countries in the region;

- increased exchange of information among support institutions.

8. Development and strengthening of small-scale industries in rural areas

(a) Key isgsues identified and reviewed

(i) Decentralization of SSIs

The experts observed that dispersal of small-scale industries from
metropolitan areas to rural areas should follow an integrated area development
approach. 1In other words, rural industries should be created by the local
people and not simply dispersed with little regard to economic 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<adent 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 melropolitan 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 finsncial
incentives, creation of industrial estates under revised and less costly
schemes and promotion of incentives of a genaral nature. 1In 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 handicraefts which have their
basis in the cultural heritage are dispersed in cural areas. These deserve
promotion and upgrading.

(ii) Entrepreneurship development

It was stressed that entrepreneurial asctivity has a direct bearing on &
country's industrial development pace. The critical factors limiting 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
entrepreneurs received insufficient attention because it is often believed
that entrepreneurs are born, not made. However, some successful programmes in
Asian countries show that with the right type of incentive and support
mechanisms a new generation of entrepreneurs can be developed. 1t was felt
that in most cases efforts were sporadic and haphazard. It was observed that
a common 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 profiles and other
business opportunities available does not seem to be sufficient to encourage
entrepreneurship. There is a need for promotional campaigns to identify
entrepreneurial talent and foster its development, especially amongst
neglected population groups and in rural &reas.

(b) Proposals and recommendations

A possible solution which was recommended would be to adopt a package of
incentives and a programme for the creation of the complementary conditions
including the development of infrastructural facilities.

To enable self-sustsined growth and creation of SSIs in rural areas,
ent:-epreneurs in rural areas should be promoted with an integrated package of
asgistance through concerted government efforts. Entrepreneurship development
programmes should precede or go hand in hand with decentralization programmes
so as to enable the emergence of a new generation of rural entrepreneurs.

Education being 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
industry-oriented. Moreover, it was suggested that governments could
introduce entrepreneurial treining schemes at the provincial level along the
lines of existing zourses in devcloped countries and in several Asian
ccuntries where people (particularly the unemployed) are educated free of
charge by Chambers of Commerce, business associationsg, etec.
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ANNEX V

COUNTRY SUMMARIES OF SSI DEVELOPMENT PROGRAMMES1/

Butnlg/

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 agriculturel. Co-operative handicraft also
receives sp:cial attention. More than 90 per cent of industrial employment in
Burma is found in establishments with less than 10 workers, and the role of
SSI in both these elements of the plan will obviously be a central one. The
small industry sector is to s lerge extent organized in co-operatives now,
over 600 of these having been established so far. Most co-operatives produce
basic consumer goods like clothing and food.

SS1 support is lergely the domain of the Ministry of Industries and the
Ministry of Co-operatives. The main 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 baced on domestic raw materials, in line with regional development
plans.

Although tra.ning progremmes are provided by several ministries, and also
by co-operative training schools, most assistance is channelled through the
Ministry of Co-operatives. Where needed, the ministry provides raw material,
machinery and spare parts. Loans are provided through the Myanma Economic
Bank on the basis of recommendations from the Ministry. The Cottage
Industries Department (CID) of the Ministry is responsible for technical
asgistance and prject preparation. With UNDP/ILO assistance, the
"Small-Scale Industry Developaent in the Co-operative Sector* project has
resuited in the creation of several small firms processing wood and
agricultural products. The "Promotion of Small-ccale Industry in the
Co-operative Sector" project, supported by the Federal Repubiic of Germany,
eims at upgrading technical services and technology snd has 2.0. resulted in
the establishment of a co-operative technical consultancy and training unit.

Chine3/

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 sreas. “Rural and township
industries” include both co-operative establishments run by rural collectives
and family-owned cottage industries. Most enterprises rely on local markets

1/ Compiled on the basis of country papers presented at the expert group
meeting at S~oul.

2/ Based on "Some aspects for the development of small-scale industries in
Burma" by U Kh'  n, Cottage Industries Department, Ministry of

Co-operatives, ialist Republic of Burma.

3/ Based on "Rural and township industry - Key to China's development” by
Lin Zixin, consultant of China's Research Centre for Economic,
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. 1In recent
years, the traditional strong role of centrel planning has made way for a
greater attention to entrepreneurship. Linkages between large and small
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 end equipment, leading to low product quality and
high energy and raw material 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 moved polluting industries to the countryside.

A central role in improving the performance of rural and township
industries is played by the State Science and Technology Commission. It
emphasizes the introduction of appropriate technologies which have a potential
for quick returns. Sharing the experience gained in successful projects with
other enterprises is encouraged. UNIDO is involved in a large numb:r of
technology improvement projects. China itself has become a major source of
technical assistance to other developing countries.

Indial/

The smal! industries sector in India includes those manufacturing and
servicing units whose investment in plant and machinery is below U3 $0.3
million (US $0.37 million if they are ancillary units) The Village and Small
Industries (VSI) sector (as it is called in the natinnal development plans)
comprises traditional khadi (handmade textile) and village industries and
handicrafts and modern small-gcale 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 simple tools and mostly manually operated equipment and
produce mass consumption and artistic handicraft articles both for home and
foreign markets. The small-scale industries subsector which came into being
after independence is characterized by technological and orgenizational
supericrity, greater product sophistication and an urban orientation.

Tuc village and small industries constitute an important segment of the
economy. Their contribution to employaent is next only to the agricultural
sector. The sector is characterized by self-employwent; employment in the VSI
sector amounts to 80 per cent of totsl industrial employment. VSI accounts
for approximately one-third of totsal epxorts. 1In velue added terms it
generates 51 per cent of the totcl for the industrial sector.

The development strategy for village and small industries focuses on:

1/ Based on "Development of small industries in Indis - Policies, programmes
and perspectives” by G. Vanketsramanan, Joint Secretaery, Department of
Industcisl Development, Ministry of Industry snd Company Affairs,

Government of India.

—
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(i) 1Integration of promotion programmes for the sector with other ares
developaent programmes which would also correct the regional
imbalavice;

(ii1) Organization of producticn and distribution functions with a
deliberate bias towards the VSI sector in such s way as to create
opportunities for fuller and additional employment on & digpersed
and decentralized basis; and

(iii) Creation of a suitable organizational base at various levels io
implement the development of programmes for the sector.

It is emphasised that Government 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 made available. Special attention has been paid to the export
promotion of small-scale industries products under special reservation schemes.

Policy support measures can be broadly divided into:

(i) Measures for rapid growth of these industries within the broad
policy frame; and

(ii) Protective messures to prevent unfair competition from medium and
large industries and from imported goods and services.

Measures designed especially for the VSI sector ian:lude consultancy
services to advise potential investors on industriel f.rends, support measures,
credit, etc., and also the preparation of feasibility estudies, 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, marketing 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 regional level have been
established for the purpose of encoureging mergers of such firms with healthy
firms.

Protective measures include the reservation of certain production lines,
the freezing of production capacity in certain large industcies, import
restrictions on selected manufactured goods; some SSI products also receive
preferential trestment when government supplies are purchased. Preferential
treatment has improved the production, employmenrnt and export shares of the
cotton, leather, cottage matches and soap industries.

With the rapid increese in production and the diversification of the
indusirial structure, the need for modernization and up-dating technology to
face growing competition from the "organized" industries and to raise the
produciivity and earnings of the SSI sector has begun to receive attention.
Special credit fecilities now provide equity, venture and working capital on a
priority basis for modernizing SSI. Since nationalization in 1969, the
banking sectc. has been obliged to give priority to VSI. Credit to the sector
has e.g. gone up from US $2,194 million in 1979 to US $3,720 million in 1982.
Entrepreneurship development has received considersble emphasis from seventies
onwards, beginning with the Fourth Plan, and seeks to motivate and stimulate
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the educated unemployed potential investors among the rural rich, non-resident
Indians, scientists, technologists, engineers, etc.

As part of the strategy for the development of ancillaries, the concept
of nucleus plants has been evolved in 1980 in order to generate integrated
indsutrigl 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 capitsa income of people in the identified
potential locations. As part of the overall strategy for correcting regional
imbalance, a deliberate attempt is being mede to attract industrial investment
in specially identified backward areas and 'Zero Industry Districts®' through a
system of fiscal and fianncisl incentives, and facilities such as term lending
at a reasonable rate of interest, long maturity periods, tax holidays,
investment and transport subsidies, consultancy services, subsidized
infrastructural facilities etc. These schemes are expected to attract medium-
and large-scale industries which in turn wculd stimulate the growth of small
industries and other business in the areas through linkages.

Paucity of reliable and up-to-date data make it difficult to attempt
temporal and spatial comparisons 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 summarized as follows:

Years Employment Production Exports
(Million persons) (US $ million) (US $ million)

1973-74 17.64 11,333 700
1979-80 23.35 27,948 1,860
1984-85 28.62 49,307 3,829

Most employment growth was recorded in the modern SSI and khadi/viilage
industries subsectors. Judging from production 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 impressive, althouzh their products are generally
intended for the indigenous market. The modern SSI, although suffering from a
high rate of closures, has slso grown considerably. The gshgre of SSI in the
total production or cotton textiles, e.g., has gone up to 35 per cent.
Although unintended (policies protect the handloom sector), the establishments
uvsing powerlooms have grown phenomenally.

In the esarly stages of development, import substitution was stregssed and
the VSI sector hes played a crucial role in achieving this objective. The
sector now manufactures consumer and capitel goods iike textile, leather
goods, washing soap, safety razors and blades, stationery, consumer electronic
and electrizal goods, farm tools, bicycles, sewing meschines, electric fans,
water pump , cameras, etc. As & result of government policy and support
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measures, import of most of these goods has been stopped and industry now
serves both domestic and export markets.

In India, responsibility for the development of village and small
industries is shared by the regional/local promotional agencies set up by the
provincial Governments and all-India bodies established by the central
Government. Among the national level institutions, the Small Industries
Development Organizetion (S1DO) deserves special mention. ¢£IDO has been
conceived and set up as a multi-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 extensionr centres and the National Small Industries Corporation.

Generally, regional-level promotional institutions confine their
activities to their own area, meeting specific area needs. While some of
these bodies have clearly demarcated and specialized functions, others are
designed to perform multi-purpose functions.

There has been a gap between the promise held by these programmes and
organizations and their performance. Some factors negatively influencing
performance 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 towns. .Although credit for SSI smounts to 30 per cent of all finance
provided by banks, the larger, more 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 materials, lack of orgenized 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 SS1 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 industries processing farm end forest products.

Indonesial’/

In Indonesia, SSI comes under the jurisdiction of the Directorate General
for Small Scale Industries, Ministry of Industry. For policy purposes, a
destinction is made between the following main SSI groups:

- food
textile and leather
chemicals and construction materials
general handicraft (including sports goods and musical insturments)
metalworking (including sutomotive components and electronics).

1/ Based on "The development of smull-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 employing
4.6 million workers; production was valued at more than Bp. 6.5 billion. The
main problems SSI faces sre lack of technical and managerial know-how, lack of
entrepreneurs, insufficient information for small bugsinessmen on all major
aspects related to the operation of an enterprise and unco-ordinated
assistance to SSI. Small industry development programmes attempt to remedy
these shortcomings. At the same time, these programmes should create
additional employment (186,000 jobs per year during the present planning
period), substantially reise 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 role in achieving a more equitable
distribution of development and incomes throughout the country.

The formulation of policies for SSI development is subject to some
general principles:

— policies should be integrated in s general development policy and
linkages with other industries and economic 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 R and D;

— modern SSI should support the development of the machinery and
electronics industry.

For the development of certain small industries, reservation schemes have
been devised. Generally speakirg, industries coming under these schemes must
be labour intensive, meet mass consumption needs, have (a strong potentisal
fcr) linkages with other industries or economic sectors; some industries with
export potential also come under these schemes.

The long-term goal of sssistance programmes is to enable SSI to stand on
its own feet - Government, in other words, intends to reduce its involvement
in the industry as soon as this is feasibie. To strengthen SSI, the following
progcammes are available:

- entrepreneurship development;

- feasibility studies;

- training and seminars covering all aspects of industry and business
operations:

-~ technical services, including improvements in products end in
production methods;

- financial support;

- provision of pr-ticuler inputs end mechines;
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~ assistance in establishing sub-contracting relationships such as
"foster-father" apreements;

— examination of linkage potentials;

- provisior of infrastructure (a.o. service facilities, mini-estates);
- export promotion.

The actual content of these programmes is adapted to the specific
characteristics of an industry (traditional/modern).

Halnxsinl/

Small-scale enterprises dominate the industrial sector in Malaysia in
terms of establishment numbers and employment. 1In 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 SSIs are typically very small in size and
utilize traditional {echnologies to produce a very iimited 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. lLinkages 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 enterprises,
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
M$ 100,000 per annum, and from paying import duties on machinery and raw
materials not available locslly. Various tax deductions on borrowed capital
are available,

The existing provisions have, however, not provided a neutral regime
with respect to small and large-scale enterprises. The larger, more
capital-intensive enterprises have received substantially stronger
incentives. Moreover, the various support programmes for SSI were not
co-ordinated and hence not very effective. Following a 1982 World Bank
report, assistance to SSI has been grouped in four integrated programmes:

- Financial assistance
Under this programme, commercial 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, luans
up to a maximum of M$ 50,000 are made available at a subsidized
interest rate of 7.5 per cent per annum.

- Project development
Ascistance takes the form of feasibility studies, entrepreneurial
development, market promotion and the provision of industrial sites.

1/ Based on "Country report of Malaysia‘’s small-scale enterprises
development” by the Small-scale Enterprise Division, Ministry of Trade
and Industry.
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- Training
Areas covered include courses in managment, accounting, salesmanship,
marketing,and also advisory services on business practice and the
dissemination of business management information.

- Technical assistance
To overcnme technical problems and to upgrade existing technology,
SSI's receive advice on the choice of proper technologies and equipment
and on quality coatrol.

The main institutions involved in small-scale enterprise development are:

- Small-Scale Enterprise Division (SED), Ministrcy 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
opportunities, provides incentives, advice and information to small
entrepreneurs and fosters interest in small enterprise. SED is also
responsible for the co-ordination of the activities of the various
other agencies.

- Malaysian Development Bank (BPMB)
The Bank, which is supported by the Government, provides credit and
other assistance to small bumiputra (domestic) entrepreneurs.g. buying
stock.

- Credit Guarantee Corporation (CGC)
CGC provides backing to commercial banks which supply 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
Authority, The Malaysian Industrial Development Finance Company, the National
Prcductivity Centre and the Standard and Industrial Research Institute of
Malaysia.

Special programmes for small-scale enterprise development include:

-~ Bumiputra Small Enterprise Development Project.
To strengthen the position of the bumiputra (domestic) entrepreneur,
the main Malaysian agencies involved in SSI support have started this
programme with World Bank assistance in 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 training, marketing, etc.

- Interfirm Comparison Programme
The purpose of this project is to determine the strong and weak points
of particular firms by comparing business data. Sessions are held with
small entrepreneurs to disseminate 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.




- 79y -

— Integrated Marketing Programme
Co-ordinated by SED, this programme was initiated in late 1984 and
involved most of the major support agencies. Marketing assistance is
at present being given to some 75 small firms, and also includes
quality control, and management, financial and technical services.

- Nursgery Schemes
Under these schemes, fully equipped factory units have been provided at
several places by SED and BPMB. Units are made available for a period
of five yesrs. By late 1985, 27 enterprises were thus started. 1t is
planned to extend these schemes to other areas.

— Subcontracting Exchange
Still in its planning stage, the objective of this scheme is to assist
small enterprise in establishing linkages with larger industries.

— Reservation Schemes
Under these schemes, which so far cover 46 items, production of certain
commodities is reserved exclusively for SSI. No expansion of larger
industry production of these commodities is allowed.

—~ Government Procurement
SED, co-operating with other Govenment bodies, co-ordinates Government
tenders to SSI. To date, 8 items have been identified which will be
supplied by small firms through 4 "umbrella"™ companies managing
subcontracts with some 100 SSls.

— 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 to small enterprise. This
programme is still in the planning stage.

—~ Kedah Regional Development Authority Functicn Centre
This centre, in which SED is algso involved, provides common facilities
to small local producers. The Centre also provides marketing and other
assigtance.

Negall/

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 irdustrics
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. Industrisl development in
Nepal has been constreined by limited physical, financial and human resources,
e small domestic market with low purchasing power, high costs of essential
imported inputs and exports due to a land-locked position and competetion from
India. Shortage of spare parts snd raw materisls, power cuts etc. have 1ed to
temporary closure of almost half of all establishments.

1/ Based on a paper by Mrs. Ambika K.C., Deputy Director, Department of
Cottage and Village Industries, Kethmandu.
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Support to small-scale industry partly takes the form of tax exemption.
Some exsmples: Tax holidays ranging from two years (for essential consumer
goods producers) to six years (for manufacturing enterprises) are given; these
can be extended if sufficient vealue added is generated by the enterprise in
question. Import 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 exempted from excise duty for periods
ranging from three to five years. Foreign exchange facilities are available
for imports of essential equipment, services and inputs.

Various support institutions have been established. The most important
are: '

— The Department of Industry
The Department collects information on industries, registers and
licenses industries and gives out recommendations for the provision of
facilities. It also acts as the secretariat of the Iriustrial
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 programmes, etc. The Centre also manages a number
of industrial estates which have mainly been established to accomodate
small industries.

- The Nepal Industrisl 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
Primerily meant to serve agriculture, the Bank elso extends credit to
small-scale rural industcies. Commercial banks are now obliged to
invest in cottage and small-scale industries as well.

~ The Security Marketing Centre
Encourages investment in industry and systematizes the marketing of
shares etc.

~ The Trade Promotion Centre
Promotes Nepslese exports. It offers information on cusioms and
transit and aessists exporters to find international market outlets.

- The Department of Cottage and Village Industries
Apart from registering and recommending cottage industries for
assistance, the Department provides technical training, provides
promotional services and manages some textile and furniture production
units. Regional and branch offices have been established in various
parts of the country.

With IDA assistance, a major SSI support project was sterted in 1982,
The Cottage and Small Industries (CSI) project focuses on textiles, metal

working, forest products and agricultural processing, but other industries are
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not excluded from assistsnce. The target is to assist 2,520 industrial
ventures and 53 commercisl 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 credit made available has
gone to rural areas. Training programmes were set up, and the Cottage
Industries Development Board was activated to provide extension services and
various other forms of assistance in rural areas. The Handicraft Sales
Emporium both procures and distributes inputs and organizes marketing.
Monitoring and evaluation are in the hands of the Industrial Services Centre;
overall co-ordination is provided by the Ministry of Industcy.

Pakistanl’/

In Pakistan, SSI (defined as consisting of units with less than Rs. 10
million in fixed eassets) accounts for 85 ver zent of employment in the
industrial sector (3.95 million workers); its share of value added, however,
is only 30 per cent. To strengthen the position of SSI, Provincial Small
Industries Corporations (SIC's) were 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. 1In 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:

- provigion of credit at concessional rates end expansior of the role of
the Small Business Finance Corporation;

- expansion and improvement of existing training/service centres;

- special attention to SSI in the design of industrial estates;
- stimulation of subcontracting;

- the development of special programmes to improve know-how and upgrade
technologies, information dissemination, quality control and marketing
through Small Industries Corporations and Boards;

- abolishment of licenses for most types of small entcrprises.

One exsmple of support to SSI st the provincisl level is the Small Scale
Industries 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 small-scale and cottage
units by supplying trained manpower through its own institutes. Marketing
facilities are also provided: various sales outlets have been established in
larger cities. The Wing advises on management and helps the industries to

1/ Based on "Country paper on Pakistan with special reference to
Baluchistan" by Anwar-Ul-Haque, Director of Small Industries, Government

of Baluchistan, Quetta.
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obtain credit facilities from the relevant agencies. New investors receive
advice, are helped to identify industrial projects and are assisted in the
acquisition of facilities, licencus and credit.

Philippinesl’/

In the Philippine Development Plansg of the past decade, SSI support has
ranged from the financing and marketing aspects of small industry opecations
to the development of entrepreneurial skills and menagerial knowledge in the
SSI sector. The Government infrastructure 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, National Cottage
Industries Development Authority) taking the lead. Support sometimes involves
an umbrells organization like the Commission of Small and Medium Industries

(CSMI). 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. Swmall-
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 manufacturing sector in the
Fhilippines. 1In the 1983-1985 period, it was observed that the SMI 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, SSI3 registered the fastest growth
smong the four sectors. 1983 value added estimates are placed at
P 34,840.1 million. On the average, net production contribution of SSIs
wes estimated et P 1.3 million per firm in 1983, as compared to an average
contribution of P 179.0 thousand in 1967.

Further developing the SSI sector entails special attention to the
following:

- A shift in emphasis from financing fixed assets to financing working
capital, which would reduce risks and be more attractive to commercial
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 exchange of
information and experiences between institutions, e.g. a common data
bank for all SMI-oriented activities;

1/ Besed on "Small-scale industry development in the Philippines™ by Malito
8. Salazar, Jr., Director, University of the Philippines Institute for
Small-Scale Inc.2tries (UPISSI) and Associate Professor, U.P. College of
Businass Administcation.
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— improved data collection to better interpret the situation of and
trends in the SMI sector;

- research on legal protection offered to the SMI or the lack of it;

— impact studies on the extent of the assistance delivery system, its
quality, its successes and failures;

-~ identifying unrecognized needs of and incentives and opportunities for
the sector.

The Philippines Development Plan 1984-1987 poiants to the need for
long-tera solutions to the problem of development. Entrepreneurship

development will have to be a basic element in formulating these solutionms.

The educational system should supply part of the answer to
entc-eprencurship development. The system should be reoriented to motivate
graduates to venture into business. The Ministry of Education, Culture and
Sports (MECS) has incorporated entrepreneurship courses in the high school
curriculum and the Philippine Association of Colleges and Schools of Business
(PACSB), the Small Enterprises Research and Development Foundation (SERDEF)
and the UPISSI have initiated the EDCEL Project with this purpose. 1t will
centre on three major activities: curriculum development, instructional
materials development, and training of faculty members who will handle the
entrepreneurship courses.

Project spin-offs are the setting up of Institutes of Small Business
(ISBs) in the regions, the setting up of business ventures by the students and
the teachers, and the start of consultsncy work by the teachers for students
and other entrepreneurs. Schools that wish to stimulate local
entrepreneurship and small industry development may set up ISBs. Thus the
local community is mobilized "from within” without the need of huge capital
outlays and large overhead costs. As ISBs are an outgrowth of the school
curriculum, their lifespan will tend to be longer than that of most private
assoclations set up for the purpose. These special ventures give the students
more business experience than an ordinery practicum can offer. Teachers can
start their own ventures or go into consultency.

The main objective of the Small Enterprise Development (SMED) Project of
the MTI, supported by the US Agency for Industrisl Development, is to identify
private groups and essocistions which can serve as effective delivery channels
of extension service to their own members. The Philippine Chamber of Commerce
and Industry (PCCI) as the biggest grouping of entrepreneurs in the country is
the main counterpart of SMED in the private sector. Activities include the
development of various types of industry sssociations and s national
federation of such private organizations, marketing aessistance and the
establishment of small business institutes in various provincial centres which
may be strengthened and developed into centres of management and
entrepreneurship. It is hoped that sfter a five-year period the private
sector will be sble to continue these services without outside support.

To determine the usefulness and extent of the assistance programmes for
the entrepreneurs, the Philippine Institute for Development Studies, the
Industry and Utilities Steff of the National Economic and Development
Authority and the University of the Philippines have started s series of
impact studies. Such studies should be formulated with the needs of the
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entrepreneurs in mind. Research fellowships for entrepreneurship and small
industry development will be wmade available and will be complemented by
research involving national and international sgencies. 1In general, more
attention will be paid to appropriate information for entrerreneurs. The mass
media will be stimulated to give better information on small enterprise to the
public, thus creating a more favourable social environment.

Sri Lankal’/

The main problems which confront the small and medium industries sector
in Sri Lanka sre: )

- Inability to find wmarkets for products;
- Lack of quality consciousness;

— Absence of research on pro'uction processes and the use of improved
technology;

- Inadequate financial rescurces;
- Paucity of trained menagerial and supervisory steff;
- Lack of facilities and or funds to train the lower categories of staif;

— Absence of s framework to achieve co-ordination between supplier
companies in the small and medium industries sector and large buyers.

Present industrial policies stress location of industries in the countryside,
mass participation in the process of industrislizetion and the avoidance of
monopolistic concentrations in industry These general principles fevour the
development of SSI. More specifically, SSI is stimulated through:

abolishing cumbersome administrative procedures sssocisted with
licensing and foreign exchange allocation;

- preferential tax rates and other fiscal incentives;

- expansion of credit facilitles and ercoursgement of investment in small
and medium industrier;

- promoting the export-orientstion of small industries;

- establishing and improving training fecilities for entrepreneurs,
managers and craftsmen, design and craft centres;

- improving linksges with large industries;
~ technical support;

- marketing assistence.

1/ Based on "Country psper 8ri Lenks™ by Bandula 8. de¢ 8ilve, Director of
Small Industries, Colombo, Sri Lenks.




-85 -

The main institutions involved in SSI development are the Sub-Contracting
Excheange and the Rural Industries Approval Committee.

The Sub-Contracting Exchange (SCX) was established as a section of the
Marketing Division of the Industrial Development Board in 1981 with the
objectives of:

(a) Assisting small and medium scale industries in obtaining knowledge
of potential public procurement or private orders;

(b) Communicating to large enterprises the production capabilities of
potential small and wmedium scale industry svb-contractors;

(c) Assisting small and medium industries in meeting required quality
standards and delivery schedules.

Tc achieve these objectives a nucleus of an organization has been formed,
consisting of an engineer-in-charge, s technical assisstant and a number of
development officers. The activities conducted by the SCX to date counsist of
ean analysis of product requiremsats of large institutiorc and identifying
potential products for manufacture by SMI. In expending SCK activities some
serious problems musi be overcome:

- The SCKX has no authority to canvass industrialists/corporations snd
Government departments to buy from small industrialists through SCX;

— The SCX has no authority to request firms to supply information to
establish large industry demand for SSI products;

- Lack of market information therefore prevents SCA from satisfactorily
briefing smell suppliers;

- Product information is not supplied in time by small enterprises;

- Hany small enterprises are unable to deliver products of a satisfactory
quality or to keep delivery schedules; suppliers are often even unable
to negotiate contracts withou* SCX guidance.

A better identification of curreni and potential markets (and marketing
procedures etc.) would be needed, and such informstion would have to be passed
on to the producers. State entearprises and departments could furnish SCX with
lists of items which they normslly import but which could be supplied by small
or medium size firms or by establishing such fims. SCX could also negotiate
on behalf of small enterprise. FPinally, small snd medium scale firms could
slso be assisted ‘n raw materiasls and components purchases through the State
Trading Company.

Commercisl banks in Sri Lanks, slthough expected to play s role in
development banking, have kept their treditionsl banking orientation. Even
the Peoples Bank, founded to cover rural banking needsc, shifted to the
traditionsl commercial banking attitude, snd the svailsble indus:rial credit
does not flow to the smsller eaterprises. The Covernment has now set up Rural
Development Banks and has introduced development banking concepts in order to
help the development-oriented small enterprise.
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The Rural Industries Approval Committee is an interinstitutional
committee which examines applications for rural industrial ventures, and
recommends them for approval by the Ministry of Rural Industrial development.
Approval entitles enterprises tu all incentives offered by developing
schemes. The Committee also screens small-scale projects involving foreign
investaent. For the future development of SSI, the Ministry of Rural
Industrial Development proposes to establish a “"Rural Indusiries Development
Corporation™ in order to provide an integrated approesch for the development
and promotion of rural industries. 1Its functions include advisory services,
financial assistance, guidance, standardization, quality control, marketing
services, etc. It will also mobilize resources both from public and private
sectors and participate in industrial ventures by buying equity shares.

The Ministry elso plens to establish a "Small Indusiciss Eagineering and
Allied Services Board”. This organization will be responsible for:

~ (the advancement of) testing, investigation and research;

-~ technical advice;
- technical training;
- preparirg and disseminating technical information;

- establishing engineering workshops, testing facilities, ete. in
outlying areas;

- fostering the establishment of other organizations involved in
industrial research and industcial ectivity;

- establishing contects with manufacturers and suppliers of industrial
goods.

Finally, the system of export incentives and tariff protection should be
reviewed. Improved messures are needed to structure incentives and tariffs on
the basis of comparative advantage and local value added. The recent
recommendations made by the Presidential Taviff Commission und implemented
through the budget for the year 1985 have provided some relief by way of
increased effective protection to a considerable number of smail industcies
which were underprotected sc far. Levels of effective protection, however,
change over time with changes in other policy instruments. Therefore, the
Government is now considering to review t* - tariff levels periodically in
ovrder that protection will continue to be based on dynamic comparative
advantages and domestic value added.

Theiland}/

In Theilend, SSI esteblishemnts are generally defined as having fewer
than 50 employees and less than 5 million baht registered cepital. The vast
majority of industries in Thailand belongs to this category. Smsll
irdustries, like cther industries, are heavily concentrated in and around

1/ Based on "Country pupor.»%nlll industry development in Thailend" by
Padetpai Meekhun-iam, Director of Planning Division, Depsartment of

Industrisl Promotion, Ministry of Industcy, Bangkok.
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Bangkok, where local and export markets can be tapped, imports and raw
materials are readily available and services and infrastructural facilities
are of good quality. The great majority of SSIs process natural resources;
among these, rice mills are the most common type of enterprise.

SSI in Thailend suffers from a shortage of good managers and skilled
manpower, shortage of capital and insufficient access to financial
institutions, leck of technical and marketing skills, insufficient supply of
inputs of a reasonable quality at prices which the small entrepreneur can
afford.

The current Fifth Industrial Development Plan focuses on small industry
as the foundation for industrisl development. While developing SSI, the
decentralization of industry will also be stimulated. Dispersion to
provincial areas will be harmonized with the regional urban development
plans. The following specific measures have been initiated:

- Development of a credit extension system and institutions for
small-scale industry and industries in outlying regions;

- Improved research and development of production technology and
wanagement techniques. In addition, the Ministry of Commerce, Ministry
of Industry, and Ministry of Science and Technology are to co-operate
in the expansion of markets for st:ll-scale industry;

- Promotion of subcontracting between small-scale industry and
large-scale industry;

- Accelerated establishment of industrisl zones in various provinces;

- Accelerated development of industrial zones slong the Eastern Seaboard
snd industrial estates in regional areas. The suitability of other
coastal areas for the establishment of industrial zones is being
explored.

In addition to these measures, supplementary measures include revised tax
structures etc. The Sixth Nationel Plan (1987-1991) will continue to focus on
small, rural industrics.

Much of the Government's small-scale industry development policy is
implemented and co-ordinated through the Department of Industrial Promotion
(DIP) under the Ministry of Industry. The activities of the department are
organized as follows:

- The Planaing Division co-ordinates programmes and activities of all the
divisions, undertakes techno-economic surveys and prepares feasibility
studies for industrial projects, especially those that are viable in
rural sress.

- The Handicraft Promotion Division offers training courses in
handicrafts production and assists producers to improve design and
quali’y snd helps them io market their products.

~ The Industrisl Productivity Division or Thailand Management Development
and Productivity Centre (TMDPC) conducts seminars and training courses




in modern business and management practices. Consultancy services are
offered in marketing, management, production and quality control.

- The Cottage Industries Divigsion 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 methods, to improve quality, and to
better utilize domestic raw materials.

-~ The Textile Industry Division organizes training courses and renders
consultancy services. 1t also conducts R and D gctivities and has a
testing laboratory.

- The Small Industries Finance Office offers low-cost, long-term loans to
small-scale industrialists at the interest rate of 14.5 per cent; the
present maximum for individual loans is 1 million baht. Government is
conisidering the Department's proposal to incresase this ceiling to five
million.

- The Industrial Service Division provides technical training, extension
and advisory services in the light engineering fields.

These services are made available in provincial areas through three
regional offices.

There are several shortcorings to thies wide range of support activities.
Priorities for implementation have not been set to correspond with resources
of the government and private sector in respect of finance, personnel and
production factors. Lack of co-ordination between the government planning
offices has resulted in the sbsence of & systematic overall views; lack of
co-ordination between planning and operating offices has led to disagreements
on the implementation >f policies. Planning officers, on the other hand, are
not always aware of the obstacles inherent in the actual practice of
development.
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ANNEX VI

SOME RECENT INSTITUTIONAL APPROACHES TO THE PROMOTION OF ss1l/

A. At the national level

1. Ancillarization (India)zl

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 time issued guidelines to all public enterprises in order to enhance the
number and growth of ancillary units.3/ 1In order to qualify as anciliary
unit, an enterprise has to meet a number of specific requirements:

investment in plant and machinery must not exceed Rs. 2.5 million;

- it has to be engaged in the manufacture 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 must 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 sncillarization follows the same lines as the promotion cf
subcontracting in general does. A distinction is made, however, between
*simple’ subcontracting units and ancillaries insofar as the latter are
committed 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 commercial buyer-seller-relationships but,
what is often called 'relationships of a higher order' in which the large
nucleus firms are expected to accept longer-term resporsibilities for a
healthy and efficient development of taeir ancillaries (e.g. by means of
technical, mansgerial or firancial assistance).

As regards the orders of magnitude involved in ancillarization the
following tentative figures may be given: ancillaries in 1981/82 accounted for

1/ Prepared by the Regional and Country Studies Branch, UNIDO. The
approaches selected here are not to be interpreted as alternatives to
existing policies or agencies nor are they intended to offer complete
overview.

2/ The following thoughts on ancillarizetion draw on the paper on
"Mechanisms for small-scale industry development: Ancillarizetion -
Development of feeder industries” (UNIDO/IS.551) prepsred by V. Dhall for
the Expert Group Meeting at Seoul and on some of the papers that were
presented at the Internstional Seminar on Ancillary Development, New
Delhi, 26-27 March, 1984, organized by the Industrial Development Bank of
India.

3/ Ancillarization is however not restricted to prblic sector enterprises
but appiies also to the private sector.
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around 20 per cent of total purchases made 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 small-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 Scope for ancillaries
1. Transportation industry 60 - 70%
2. Communication industry SO0 - 75%
3. Prime movers and power-based industry 30 - 50%
4. Industrisl machinery and machine tools 20 - 40%
' 5. Chemicals and pharmaceuticals 15 - 30%
6. Consumption and consumer durables 10 - 30%
7. Bagic industry (metals and minerals) 5 - 10%
8. Wood, paper, fifres, glass and ceramics 2 - 10%

Experiences with the 'ancillary approach' to SSI promotion have been
gained now for more than a decade in Indis 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 present taxstion policy is a detrimental facior to further growth
and specialisa’ion of ancillary production. Indirect taxes like sales
tav and excise duty are based on turnover (instead of on value-added)
with the result that it is cost-saving for large enterprigses 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 SSI
potential.

- Another problem area is to be seen in the clashing of social objectives
and private profit-seeking interests. The large private nucleus firms
are expected to take part in e.g. the development of infrastructural
facilities for ancillery units which they in turn regard as a genuine
part of government responsibilities.

- The most important singie retarding fector has sppsrently been the lack
of financial support for ancillaries. Firstly, the large parent
companies are on the whole unwilling to have financial stakes in their
ancillaries and secondly, the ancillaries are facing difficulties to
get bank credits because of their low standing in most financial
institutions. Moreover, as has often been reported, they suffer from
delayed payments by parent companies which among others may indicate
the cut-throat competition in getting orders at all.

- Many parent enterprises, including in particular s public sector
onterprise engsged in telepiione industcy, have complained about the
slleged inability of sancilleries to introduce and to operate
sophisticated technology.
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All in all, encillaries are no exception to the rule that SSI face a
difficult business environment and are in need of supporting poiicy measures.
This is not to say that the approech 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 6 per cent of small-scale units may be classified as
being ancillaries). 1t ties the growth of SfI to the prospects of large
industrial enterprises thus offering to the .iormer additional opportunities as
well as additional risks.

2. Technology Services Delivery System (Philippines)ll

In March 1978, the Phiiippine Government through the Commission on Small
and Medium Industries (CSM1) of the Ministry of Industry started the
implemcntation of the Technology Services Delivery System (TSDS). This
project was implemented with the assistarce of UN1DO,2/ the Japanese
Government, ESCAP and UNDP.

The main objective of the ISDS project has been to establish the
institutional framework for an efficient mechanism delivering technological
information and services to SSI, particularly those located in rural areuss.
The project rizhtly started from the assumption that valuable technological
knowledge is in prin:ziple available in every country but is either not geared
to the specific needs of small-scale producers or is not being disseminated to
them. 1In the first case the 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. 1n
the Federal Repbulic of Germany e.g. sc-cailed transfer institutions try to
build a bridge between 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
industrialization 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

1/ For detailed descriptions and analyses cf. UNIDO-documents 1ID/%G.350/1
and ID/WG.350/2, both of 23 September 1981, and 1ID/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 {TfSDS), Manila, Philippines, 2-6 November 1981. See also document
UNIDO/1S.424, Technological services delivery system (TSDS), prepared by
the Development and Transfer of Technology Branch, Division of Industrial
Studies, UNIDO.

2/ Under the project "Strengthening and Modernization of the Technological
Performance of Medium and Small-Scale Industries in Selected Countries of

the ESCAP Region" (TIF/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 demonstrations etc. in research and training

institutions as well as in the countryside;

- the ian-plant consultancy sub-system; this will be the crucial .ad most
expensive iink element between technological research institutions and
SSI requiring at least short-term absence of research staff and thus
the interruption of on-going research and development work.

It is important to note that the TSDS as envisaged 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 is a ‘case in point: It has
been using the Bureau for Small and Medium Industries as a TSDS coordinating
unit and the Smel: 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 on the SSI target enterprises, e.g. in terms
of their organization into working industry associations.

There is no doubt that the TSDS aspproach which has been applied in the
Philippines could also work effectively in other countries, if suitably
adepted to their individual institutional environment. It may also be
possible that TSDS lends .tself to attempts at regional application. This may
be theoretically appropriate in cases where countries with only limited
technologicul research capabilities and cupacities and appropriate
institutional facilities can pool their resources in a closer regional
co-operation. The services would be furnished by requests from the
enterprises submitted to the network co-ordinating sgency through the
respective local focal point orgenizations. These focal points in each of the
perticipating countries would function similarly to the local advisory
gservices in the national context. In order to ascertain the viability of tha
concept, 8 project was initiated as the pilot operation in the Caribbean
region. The Caribbean Technology Consultancy Service Network (CICS) was
created with the Caribbean Development Bank serving sas the regional
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 technicel sssistance requests to industries.

B. At the international level

Although national efforts to expsnd and diversify the production of SSI
should always be at the center of policy sttention, there are also substantial
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benefits to be reaped in terms of the transfer of technology from small and
medium-sized enterprises in developed countries to respective counterparts in
developing countries.l’ Small and medium-sized enterprises as agents of
technology transfer have some distinct advantages to offer. They tend to be
engaged in highly specialized, small-batch production processes, and may
furtnermore be preferable as a co-operation pactner to large multinational
companies, because in general they can be expected to make more use of
intermediate technologies, to adapt more flexibly to locel conditions and to
be less demanding in terms of control or ownership of joint ventures.

1. Sister Industry Co-operation (Sweden/developing countr )2/

In 1976 the Swedish International Development Authority (SIDA) ctarted a
new approach to support and enhance the transfer of technology of Swedish
small- and medium-scale enterprises to developing countries within the
framework of the so-called sister industry programme. This programme is aimed
at broadening the range of technologicil options available for small and
medium-scale enterprises in developing countries. Thus the emphasis is not
exclusively on the foundation of new enterprises or the engagement in equity
joint ventures but on the transfer of production know-how on a8 contvactual
basis: A Swedish enterprise ("senior sister") mekes a long-term contract with
an enterprise in a developing country ("junior sister”) comprising the
transfer of hardware (machinery, tools, sometimes semi-products) as well as
software, the latter being typically defined as including: "all the know-how
and technical knowledge that is in Lhe possession of the senior sister that is
needed or is useful in the planning, manufacture or use of the products agreed
upon. It has to include at least the layout of the production esiablishment,
detsiled description of production machinery, precise definitions of raw
materials, parts and components and testing methods, planning of products,
knnwledge related to manufacture, testing methods for finished products and
packing methods."”

The main sister industry co-operation agreements have been concluded
between Sweden and Tanzania. The institutional framework is very simple in
nature and congists of SYDA plus an industrial consultant agency on the
Swedish side and the Small Industries Development Orgenization (SIDO) on the
Tenzanian side. The basic procedural mechanism may be deccribed as follows:

~ SIDO prepares a list of suitable products for manufacture in the
Tanzanisn industrisl estate3’/ and sends the list to the Swedish
consultant firm. At the same time, SIVO looks for suitable Tanzanian
entrepreneurs for the industrisl enterprises to be established.

1/ Cf. UNCTAD, Orgenizational 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 Americe (prepared by E.
White), Doc. TD/B/C.6/77, Geneva 1982,

2/ Cf. the detailed analysis presented by Anitts Kuivalainen, in the
research paper 'Possibilities of promoting industrielization of
developing countries by means of resource transfers from small- and
medium-scale industries', Helsinki School of Economics, Helsinki, 1982,
p.101 ff., & summary of which is given here.

3/ In the Tenzenien cess all enterprises were to be located in the Arusha
Industrial Estate, but in general the approach of sister industry
co-operation is not restricted to production in industrial estates.
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- The Swedish consultant firm calls upon Swedish entrepreneurs who would
be interested to transfer their technology or to participate in the
establishment of an enterprise in their own branch in Tanzania. A list
of suitable candidates will then be sent to SIDO.

- In the next stage, the Swedish consultant firm arranges & trip for
SIDO's visitors to the Swedish enterprises proposed in order to assess
the suitability of their production to the conditions in Tanzania. 1In
turn, on opportunity is arranged for the Swedish enterprises to visit
Tanzania so0 ag to become acquainted with local conditions and
co-operation partners.

- The Swedish manufacturer will then make detailed offers on the 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 some of their :vorkers 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 industry programme has primarily been financed through Swedish
development co-operstion 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 technology 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 free 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
obtaired, a coiple 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 durires the stages of setting up machinery and
starting production;

- administrative and managerial problems during the initial production
stages.

The concentration of the sister industry programme on one specific
industrial estate has proved to facilitate co--operation substantially (e.g.
through exchange of experiences; common tacility workshop etc.). Above all it
must be emphasized that the existence of an efficient organization for
promoting small-scale industry would be the basic precondition for anjy
country's attempt to engage in this kind of approach for technology transfer.
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2. Progremme on Plant Level Cooperation (UNIDO)Ll/

UN1DO recently set up a special support programme for small- and
medium-scale enterprises developing countries with the purpose of upgrading
their technological capabilities by means cf a plant level co-operation with
enterprises in industrialized countries. The mechanism employed in this
effort is that of promoting co-operation partnerships between complimentary
enterprigses. As the focus is on the crestion of longer-term industrial
co-operation for wutual benefit, proposals which are purely for sale of
equipment or other forms of embodied technology are not promoted within the
project framework. Cooperation approaches that would, however, fit well into
the framework are ~.g.: joint ventures, sub-contracting, licensing with
marketing cr buy-back arrangements etc.

Once the technological requirements of each potential recipient
enterprise have been articulated, the search begins for a partner (for esch)
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 ccnsidered. After the technology supplying partner
has presented his specific proposal, a co-operation agreement can subsequently
be negotiated with the assistance of UNIDO.

This approach obviously has much in common with the Swedish
sister-industry approach described above. On the other hand, there is a
stronger emphasis on strengthening the negotiating capacity of developing
country enterprises as well as on the adaptation of thc 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 locsl raw
materials. As this cften requires highly cost-intensive modifications, they
would in many cases not be undertaken on a purely commercial basis.

Plant level co-operation sgreements 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 cnd counterparts in Cameroon, Columbia, Peru and Tunisia,
concentrating on engineering industries.

1/ Cf. Progremme 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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ANNEX VII

REGIONAL CO-OPERATION WITH REGARD TO SSI DEVELOPMENT - THE EXAMPLES OF
APO AND TECHNONET ASIA

(a) The Asian productivity organization SAPOZL’

The Asian Productivity Organization (APO) is an inter-governmantal
regional orgeanization with headquarters in Tokyo and a present membership of
17 countries in the Asian and Pacific region. APO emphasizes small industry
development, which more and more includes labour-intensive rural industries.

APO devotes the major part of its efforts to multi-country training
projects in the industry, agriculture and service sectors with emphasis on
management and technology. Most training projects have trainers and
consultants as a target group with a view to strengthening the Nationsl
Productivity Organizations (NPOs) and similar institutions of the member
countries. While training projects form the mainstay of APO prograwmes, APO
supports the NPOs in their role as advisers to individual governments. APO
also serves to help member countries to delineate a productivity strategy in
response to, and in anticipation of, changes that occur in the international
economy. Programmes take account of Lhe varying needs of member countries,
with their different country characteristics and levels of development.

APO activities related to small industries development include:

(i) Training of consultsnts, treiners and administrators

Since its inception in 1961, APO has organized s variety of courses in
the field of small industry 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 Management Science,
Delft, the Netherlands, with the assistance of the Netherlands Government.

Besides these treaining programmes, books and pamphlets on SSI promotion
have been published. These publications are the results of surveys, symposias,
research activities, and actual development experience in Asis.

(ii) Development of specific tec niques

In response to the trend sway from manufsacturing small batches of diverse
products to mess production of a limited 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 Automstion (LCA)
This project was initisted in 1969. Briefly, low cost automation is a

type of step-by-step automation whereby existing manual menufacturing
processes are sutomated in stages by the addition of simple devices.

1/ Besed on "The role of APO in the development of small industries in
Asia", presented at expert group meeting at Seoul by the Asian

Productivity Origanization.
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In order to train engineers and consultants in this field, low cost
automation laboratories were established by member countries. On a
regional scale, APO conducted the first low-cost automation training
course in 1971. Courses introduced trainees both to the concepts and
principles of low-cost automation and to technical matters.

— Group technology (GT)

For small-scele industries it is difficult to realize economies of
scale. They tend to produce small quantities of a large variety of
items; efficiency therefore tends to suffer. Experiences ina
machine-shop operetions in Europe and USA have led to the introduction
of group technology. This method of organizing production is based on
the fact thet similar operations occur in dissimilar production
processes. By processing all jobts requiring similar machines and
tooling in a sequence, the number of components produced per set-up is
increased and total processing time is considerably reduced. The
machines required are placed near to each other, thus reducing
production scheduling and control problems as well.

(iii) Other activities

Seminars on small industry development have been conducted every year
since 1983 and mostly involve personnel of development agencies and other
institutions assisting small industries. 1In close collaboration with national
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 essistance schemes which are in accordance with the
diversified socio-economic environment at the local level. Finally, the
following services are provided by APO “hrough the NPO's to supplement
treaining 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 SSI ields (e.g. export
promotion, credit facilities, international subcontracting, management).

APO activities rely on mutual support of member countries rether than on a
strong central organization; in that sense, there is much similarity with
ESCAP's Technicul Co-operstion among Developing Countries (TICDC) project (see
Annex VI).

(b) Technonet Asia: An experiment in regional co—operntionl/

Technonet Asia is a co-operstive grouping of fourteen organizations in
eleven Asian and Pacific countries, which aims at improving the quality and

1/ Abstracted from the papers "Regional co-operstion for small-scale
industries development and technology sharing: The Technonet Asia
experience”, and "Small-scale industries, s second look", both prepared
by Dr. Leon V. Chico, Technonet Asia, and presented at the expert group
meeting st Seoul.
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efficiency of production in those countries' small and medium sized
enterprises through the transfer of technological information, the provision
of industrial extension services, technology and shering. It was set up in

1973 as s project supported by the Canadian International Development Research

Centre (IDRC). Organizations participating are:

Bangladesh:
Fiji:
Hong Kong:

Indonesia:

Korea:

Malaysia:

Nepal:

Philippines

Singapore:

Sri Lankas:

Thailand:

Bangladesh Small and Cottage Industries Corporation (BSCICO).
Fiji National Training Council (FNIC)

The Hong Kong Productivity Centre (HKPC)

Direktorr Jenderal Industri Kecil/Departmen Perindustrian
(DJIK/DE _Directorate-General for Swall Industries/Ministry of
Industry)

Korea Institute for Economics and Technology (KIET)

Small and Medium Industry Promotion Corporation (SMIPC)

Stendards and Industrial Research Institute of Malaysia (SIRINM)

Majlis Amanah Ra‘'ayat (MARA)
(Council of Trust for Indigenous People)

Industrial Services Centre (ISC)

Institute for Small-scale Industries, University of the
Philippines (UP-1SSI)

Singapore Institute of Standards and Indu:trial Research (SISIR)

Industrial Developmeat Board (IDB)

Department of Industrial Promotion, 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 formulate policies at least once a year.

addition to IDRC, which continues to provide partial support, Technonet's

programme and core budget is now also supported by the Canadian International

Development Agency (CIDA), its participating organizations, and other donor

agencies.

The organizations participating in the Technonet Asia network have two
common aspects:

~ they are sll 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 & mutual basis, the participating organizetions arranged to:

In
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- make available to one another indusiriel technical information on
products and processes in their country;

- receive pecsonnel from other participating organizations for
observation, training and discussion;

- make available its technical personnel for shor:-term assignaents to
the participating organizations;

- arrange visits of industrialists from Technonet Asia countries to local
industries, orgenizations and institutions;

and individually to:

- develop effective co-ordination and liaison with local institutions for
the development of small (and medium) scale business as well as with
local sources of ‘echnical information and expertise.

In its technology transfer programme, Technonet Asia relies heavily on
the "human element”. Technology trensfer is very labour-intensive. It can
only be successfully implemented by a cadre of well-trained and creative
technical information and industrial extension specialists who are the vital
links between sources of technology and the entrepreneurs in the countryside.
They "process™ the technological needs or problems of small-scale industries,
find solutions and adapt and clarify technologies for the entrepreneur. Such
a programme requires en enormous investment in manpower and other resources.
This perhaps partly explains why technology transfer programmes for
small-scale industries are not given high priority in development schemes.

The Technonet concept is nothing new itself. Proposaels have often been
made to establish technology data banks, reforms of the international patent
system, etc. Yet, the diffusion of technology through the industrialized
countries and the international agencies is still far from fully effective.

At the same time there is & growing realization that the greater part of men's
technological know-how is already freely available - the main problem is that
developing countries are ill-equipped to find, evaluate and apply it.

Agencies like Technonet represent an attempt at technological "self help” by
these countries.

The Technonet network of information exchange has proved worksble and can
be of benefit to other developing regions. Developing countries have much to
share with each other; and the developed countries, through their technical
assistance programmes, can strengthen this capability. 1In fact, Technonet
draws upon the technological resources of some sixty co-operating
organizations in developed countries for some of its activities. But much
more has to be done in making technology accessible to small enterprises. The
technological problems of small business in the developing countries are vast
and varied. 1In countries represented in Technonet Asia alone, an estimsted
500,000 small enterprises exist, and only a smsll portion of these
establishments is resched. It is clear that everyone has a role to perform if
the objectives are to be achieved: industcy and professional associations, R
and D institutes, the educational system, and other public and private
institutions devoted to technology. Moreover, the co-operstion and active
involvement of government policy-makers and legislators is essential to make
technology trensfer s success.




ANNEX VIII

UNIDO TECHNICAL CO-OPERATION PROGRAMME FOR SMALL- AND MEDIUM-SCALE
INDUSTRIES DEVELOPMENT1/

UNIDO's technical co-operation programme for promotion and development of

small- and medium-scale industries (SMI) covers a wide range of activities
which, - spart from direct assistance - invclve one or a combination of the
following:

(a) general consultancy and promotional assistance;

(b) establishing and strengthening institutions and servicing facilities
for SSI;

(c) specialized institutionsl support mechanisms and decentralization
programmes;

(a) General consultancy and promotional assistance involve, inter slia,

— direct advisory services to Governments in establishing policies,
programmes and support measures for SSI development;

— identification of industrial requirements and resources available to
the SSI; preparation of viable SSI projects; surveys and
techno-economic studies;

- technical counselling and industrisl extension services;

~ promotional messures and inducements supported by legislation;
developing networks of advisory services; facilitating access to
financial sources; seminars, workshops to raise awareness and enhance
the technical assistance flow to the SSI sector;

- fostering intra-SSI co-operation; assisting in organizing collaborative
efforts through sssocistions and co-operatives; promoting linkages with
other economic sectors.

(b) institution-building pro.ects deal with the transfer of expertise to

and the improvement of the capacities of indigenous bodies, such as:

- Small Industry Departments of Ministries or of Financing Institutions
(e.g. Industrial Development Agencies, Development Banks);

-~ Institutions for promoting small-scale industry;

- Industrial Extension Service Systems;

1/

Prepared by the Institutional Infrastructure Branch, Division of
Industrial Operations, UNIDO.




- Common Service Facilitiesl/;

- Industrial Estates and Industrial Free Zones.

Industrial extension services, transfercing essential knowledge and
skills in economic, technical and mansagement fields, are usually provided by
government-assisted agencies or special institutions which may combine the
functions of an extension service with SSI promotion and industrial research
and training. UNIDO technical co-operation in thiz field aims at establishing
and/or developing the capacity of such indigemous institutions to prov.de the
tequired technical services through well-trained .ndustrial extension
officers. Assistance to enhance indigenous capacities often includes
establishing regional offices to iniii.ate amd/or improve technical, economic
and management counselling to existing and new industrial units at dispersed
lccations.

(c) Specialized institutional support includes programmes such as

entrepreneurskip development, ruri]l industrislization, industrial
co-operatives, and industrial decentralization programmes.

Often special measures are needed to develop small 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 programmes in rural areas to reduce rural unemployment and
economic distress and thus arrest urban migration. UNIDO 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.
UNIDO aleo provides direct support (in form of industrial extension service)
to industrial co-operatives.

Incressed attention is also focused on human resource development.
Entrepreneurship development for industry programmes 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 s
comprehensive presentation of all types of support to small- and medium-scale
industries. The two examples below give some information on project
objectives, spproach and output:

1/ These include testing and quslity control laboratories, toolrooms for
manufacture of tools and equipment, workshops whare complicated
operstions using specislized machinery are performed and services for the
maintenance of equipment.
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(i) Integrated programme for the development of small- and medium-scale
incustries

Comprehensive programmes of support to small- and medium-scale industries
are expected to result in the following project outputs:

- & survey report of SSI areas of sctivities including an assessment of
the performsnce of on-going programmes and of key agencies involved;

- identification of resource requirements for support components (field
extension services, infcastructural support, market access and
marketing services, subcontracting):;

- anelysis of ecoromically viable projects covering opportunity studies,
market surveys, pre-investment studies and identification of financial
needs and of sources of financing;

- identification of target groups and compilation of potential
entrepreneurs;

- a plen of action to implement an integrated programme for the
development and operation of small and medium enterprises;

- organized and systematic. assistance on the operational level in the
form of extension services to serve small- and medium-scale industries,

including consultency services to potential enterprises.
(ii) Industr.sl estates

The setting up of industrial estates is ususlly combined with special
incentives and supportive measures (e.g. provision of industrial premises,
common production facilities, guaranteed supply of raw materials and services,
sub-contracting arrangements, etc.) to develop and relocate industries of
various sizes. UNIDO support is often requested to assist governments to
achieve one or more of the following objectives:

- formulation of an integrated industrial estate development programme
(planning, financing and construction) in accordance with the
objectives of the National Development Plan;

- strengthening and deveiopment of the managerial and operational
capabilities of the industrial estate sgencies;

- strenthening the capacity of the institutions providing specislized
services to establish new industries and develop existing ones, e.g.
through growth-centres, workshop clusters and export processing zones

in development sress.

The nature of assistance provided covers a wide range of activitlies
required to complement and supplement the central activity of the programme,
i.e. advice and assistence in establishment, effective management and
operation of existing and future industrial estates:

- advice on key elements of the programme: strategy and policy
guldelines, physical plenning and leyout, feasibility and promotional
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activities (marketinz estate land and buildings and attracting local
and foreign investors), admission policies, rental or ssle policies,
and the disposal of industrial effluents;

- advice on financial management to improve systems relative to lending
activities and loan portfolios;

- providing industrial extension service on a regular basis to
entrepreneurs and assisting potential entrepreneurc in implementing
their projects; )

- providing direct support services to needy enterprises in the estates.
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ANNEX IX

CO-OPERATION AMONG SMALL ENTERPRISES - AN EXAMPLE FROM SWEDE4L/

(a) Introduction

The present-day business environment in industrializalized count-inss is
very demanding in various ways. Technological change is rapid, production
processes are computerized and are more and more internalized within
companies, government rules and regulations rcmain complex in spite of
“deregulation" tendencies, etc. Handling these problems is especially
difficult for small enterprises. However, many of the small enterprises face
essentially the same problems, and where individusl entrepreneurs may not be
able to cope with these external challenges on top of the burden of everyday
management, they may be able tc do so through co-operation. Below, the
experience of an industrial association in southern Sweden, the Fosieby Group
of Entrepreneurs (Fosieby Foretagsgrupp) is presented. First, the environment
in which Swedish industry operstes is briefly described. Section (b) gives
some general information on industrial co-operation between small companies in
Sweden, and section (c) analyzes the Fosieby Group: ite origins, organization,
co-operation areas, projects and linkages withother industries. 1In a
concluding section, some essentials for successful co-operation are reviewed.

Sweden has been amcng the ccuntries 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 has been able to finance a
very well-developed physical infrastructure (including special industriasl
areas) - costly investments, given the low population densities in most areas.

Over the past 20 years, the relative importance of industry for the
Swedish economy has decreased. The share of manufacturing in GDP was at
22 per cent in 1983, down from one third of GDP in the late 1950's. Some
34 per cent of the populetion are employed 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
branches and regions. The late 1970°'s and early 1980's have been
characterized by low gross margins and investment.

Both the dominance of large firms and the decline of industcy have
spurred the Government to initiate support campaigns for small enterprise
(defined as having less than 200 employees; the manufacturing sector comprises
some 40,000 of these companies), using slogans like "Big business is done by
smaller companies”. The results of this programme are still very much
debated, but it is clear that they vary strongly between the local offices
involved in the programme, and that small entcrpreneurs hardly rely on advice
provided by officals; local offices are mainly contacted to get grants and
loans approved.

(b) Industrisl co-operation between small companies in Sweden

The present environment in which small business in Sweden operates is
thus characterized by:

1/ Based on the paper "Study of a small-scale industry (SSI) co-operation
scheme in & developed country” by I.B. Aronsson, UNIDO consultant,
presented at the expert group meeting at Seoul.
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a high rate of change;

low profitability end frequent bankcrupcies;

- large compary dominance;

strong Govenment influence;

a not too successful offical assistance programme;

s well-developed infrastructure, including special industrial areas;

s traditionally high degree of organization among the parties involved
in the t)e economy.

In this environment, co-operation between small companies has grown. Alreacy
several decades ago firms located in the same geographical srea began to
co-operste. Today, a grea: number of such groups exist, most of them
organized since the late 1970°'s. Almost all of them have their members within
the scme urban area; 27 per cent of them even draw all their members from the
ssme special industrial area. The distributioa pattern over the country
roughly coincides with the distribution of th. population and of major
manufacturing areas.

Normally, a company association has between 11 and 50 members; groups
with more than 100 members are rare. Personal contacts, which are essential
to the success of these groups, become less freguent as group size grows; on
the other hand, very small associations have insufficient bargaining power.
Co-operation between enterprises is usually limited to one or a few areas.
Ty>ical areas of co-operation are informstion exchange, export marketing,
negotistions with Government agencies, advertising, and joint purchese of
hardware and software.

(c) The Fosieby Group of Entrepreneurs (Fosieby Foretagsgru

The Fosieby Group of Entrepre-eurs (FGE) was established in 1972. It was
the first such group established oi. a modern rpecial industrial area, and it
has served as an example for many other groups which were established in
Sweden in later years. The industrial area in question is located on the
outskirts of Malmd, one of the lergest towns in Sweden, with a population of
about 250,000. 1In the Malmd area alone, the example set by FSE has been
followed by five other groups.

On the Fosieby industrial area, 190 enterprises are located. 180 of
these, employing some 6,000 workers, have joined FGE; the size of the
companies ranges from 2 to 1,200 persons. Membership fee is US $100 per
annum. Helf of the funds thus acquired are used to hire a part-time
consultant menning the "executive office” (see below), the remainder is used
on co-operstive projects, mailing, etc. Membecs of the FGE board do not
receive a fee and most of the secretarial work for the Group is carried out
within the companies themselves. FPGE is not supported by Government funds.
Members meet annuslly to elect new members for the 8-man board. Every year,
half of the board members are replaced. All bcard members sre key figures
within their compsnies. The board meets approximately 10 times s vear for
decision-making and in-depth discussions on activities of the Group. For each
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projected activity a working group of two to three persons is established,
always including one bosrd member. Institutionalization of the board is kept
to & minimum: all secretarial work is done by the incumbent president's
secretary or by outside service companies.

The "executive office™ is only staffed for a short period daily, but the
person hired for the purpose slways has very good contacts within the member
companies and with officals and other enterprises in the area. He gives
advice on available premises, Government regulaticns, suppliers, financing of
rew projects, etc. When unable to supply information, he will refer to one of
the other company presidents - among the 180 there are many with specialized
knowledge. The office executive also intervenes with local authorities to
help solve problems of member firms. The fact that the Group represents a
large and growing number of people adds considerably to its influence.

The FGE co-operates in the following areas:

Purchasing

Contracts settled between the association and a supplier are “frame
contracts”, which means that the contracts set conditions and prices, but do
aot oblige any one company to buy. Members can use the contracts when it
suits them. Through these contracts, even the smallest firms benefit from
reduced prices and conditions normally available for large companies only.
When necessary, settling claims against a supplier is much easier as well, as
the claimant will bLe the whole group. Examples of advantageous contracts
concluded in this way are the leasing of 1,50C cars and the centralized supply
of heating oil to the compenies in the area. For the supplying companies,
advantages are to be found in the reduction of delivery costs, etc.

Treining

Training employees and improving end expanding their skills are also
undertaken by the Group. Courses last from 1500 to 1800 hours, which mesns
that the time cost is shared equally by the firm and by the employees. The
interest in these courses hes decreased as a consequence of a general tendency
to provide free education during work nours; also, governaental and private
organizations now offer a very wide range of courses, seminars, etc.

Computerization

The introduction of computers poses many problems to small
entrepreneurs. There is a great and rapidly changing range of hardware and
software, the qualities of which are hard to judge for outsiders, and the same
holds true for the information provided by suppliers and consultancy firms.
To solve this problem, FGE has hired a computer specialist. The Group itself
contributes one third of the cost, the remsinder being shared by the local
governaent and university. Those companies that wish to employ the expert's
services pay a fee of US $10 per hour. The consultant's expe:ience is wide
enough to cover all steps and aspects of the computerization of a company. As
a first step, 10 compenies are in the process of being compiterized. At s
later stage in the project, which will last two years, anothar 10 will
follow. Results g0 far have been encouraging.
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Local services

FGE has been very active in attracting new services to the area,
especially shops. On the one hand, the people working at the industrisl area
constitute a sizeable market, on the other it is felt that the area benefits
from being more than just a place to work. The expansion and variety of
activities in turn induces the local government to raise the standard of its
services in the area, and these factors combined make 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 programme. By joining forces, tha
Group has been able to establish a health centre employing medical doctors,
nurses and an industrial safety engineer at a -cst of some US $50 per year per
worker, far below the cost of similar centres in the country.

Linkages

An FGE working group is regulerly in touch with a large local shipyard.
Its demand for products which can be supplied by members is assessed and then
single firms, or co-operat.ng groups of firms within FGE, offer their
services, referring to the contacts made by the Group. Contracts are
concluded directly with the shipyard, not through the intermediary of FGE.

(d) Concluding remarks

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 to 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 ecyecially valuable for the smaller
companies. No negative results of co-operation were found, but members felt
that contacts within FGE could be improved.

Although circumstances differ strongly from region to region in Sweden,
the FGE model has been successfully sdopted elsewhere. For those involved in
industrial co-operation it may be useful to summarize the major factors which
contributed to the success of FGE:

- Proximity of firms and regular contsacts amcng members;

- Associative activities tailored to the actual environment and needs of
the firms involved;

- Association activities guided by the most knowledgesble entrepreneurs,
having good contacts with other enterprises and Government officials;

- An executive office located in the area;

- A regular flow of information from the association to its members, and
an exchenge of information and experience between business associations;

- Emphasis on the quality of contracts with outside firms, not on the
number of such contracts;

- Minimal Government involvement in bucginess co-operation.






