G @ | TOGETHER

!{’\N i D/? L&y

=S~ vears | for a sustainable future
OCCASION

This publication has been made available to the public on the occasion of the 50" anniversary of the
United Nations Industrial Development Organisation.

’-.
Sy
B QNIDQI
s 77

vears | for a sustainable future

DISCLAIMER

This document has been produced without formal United Nations editing. The designations
employed and the presentation of the material in this document do not imply the expression of any
opinion whatsoever on the part of the Secretariat of the United Nations Industrial Development
Organization (UNIDO) concerning the legal status of any country, territory, city or area or of its
authorities, or concerning the delimitation of its frontiers or boundaries, or its economic system or
degree of development. Designations such as “developed”, “industrialized” and “developing” are
intended for statistical convenience and do not necessarily express a judgment about the stage
reached by a particular country or area in the development process. Mention of firm names or
commercial products does not constitute an endorsement by UNIDO.

FAIR USE POLICY
Any part of this publication may be quoted and referenced for educational and research purposes
without additional permission from UNIDO. However, those who make use of quoting and
referencing this publication are requested to follow the Fair Use Policy of giving due credit to
UNIDO.
CONTACT

Please contact publications@unido.org for further information concerning UNIDO publications.

For more information about UNIDO, please visit us at www.unido.org

UNITED NATIONS INDUSTRIAL DEVELOPMENT ORGANIZATION
Vienna International Centre, P.O. Box 300, 1400 Vienna, Austria

Tel: (+43-1) 26026-0 * www.unido.org * unido@unido.org


mailto:publications@unido.org
http://www.unido.org/

/ 745 O v

ENGLISH
Unlled Nations industrial Development Organization Original:

Background Paper

SMALL ARD MEDIUM ENTERPRISES AND EMPLOYMENT
]
GENERATIOR IN THE CARIBBEAK REGION

Prepared by
Frank Long
URKIDO Consultant

% The views and opinions expressed in this paper are those of the author
and do not necessarily reflect the views of the Secretariat of UNIDO. This
document has been reproduced without formal editing.




INTRODUCTION

Studies on economic development of the Ceribbean have tended to
focus largely on the role of large international firms, notably those

operating in the sugar, bauxite, and petroleum industries.

On account of this, & lacuna exists with regard to the study of
small- and medium-size enterprises in generalzj, and their rcle in
employment generation in particular. This report is an attempt to
fill this gap by looking at small- and medium-scale enterprises and
uspects of employment generation.

Small- and medium-scale enterprises and economic development
of the Caribbear region

Policy makers and economists concerned with the "big push” approach
to development have played down the importance of small and medium
enterprises in economic development. The implicit view is that small
size fails to provide the locomotive force to "lead" the process of
economic development and change. Concerned with maximizing gains from
economies of scale and minimizing problems of economic fragmentation,
the support for large-size industrial units can be seen as an attempt
to rid the Caribbean from dangers of economic vulnerability associated

1/

with small size— and of eliminating a small-size induced under-

development tra 2/.

However, the above position ignores the role which small and medium
enterprises play in the primary, secondary, and tertiary sectors of
Caribbean economies. In a recent study of eight member countries of

the Caribbean Community, the importance of small and medium enterprises

#/ Broadly defined as enterprises with non-dominant market shares
in a given industry. Medium-sized enterprises will have larger market
shares than small-sized ones, which in extreme cases come close to text
book models of perfect competition.

1/ This was an important rationale for establishing the Caribbean
Community.

2/ Some of the basic objectives of the Caribbean Community relate to this.




is readily brought outéj. It is estimated that more than 70 percent

of main export crops -bananas, rice and sugar constituting the backbone
of the Caribbean agriculture- is in the hands of small farm enterprisesij.
With respect to crops for the domestic market, the role of small farms

is likely to be even higher than this.

Indeed, a group of Caribbean experts has recognized the contribution
5/

to the food sector=" made by small and medium farms. In addition to
production, smell and medium enterprises play a leading role in agricultural
marketing and distribution in spite of the importance assigned to state
marketing corporations in most economies. Even where state marketing
corporations are important, their effectiveness, at times, is determined

by interfacing small-scale middlemen operating privately.

In the case of mining, notably in Guyana, small and medium operators

account for most of the output of gold and diamonds.

Witr respect to manufacturing, small and medium firms tend to play
an important role in wood products, garments and sewn products, handicraft,
and the like. This role, hovever, tends to be more pronounced in import
substitution than in export manufacture. However, for some export product
groups such as garments, sewn products and handicraft -notably in
Jamaica, Barbados, Guysna and Haiti- the role of small- and medium-scale

enterprises can be equally significant.

Turning tc building construction, small and medium operators are
important in building repairs and maintenance, electrical installation,
and construction of rural and urban residential homes. They also provide

important middlemen’'s services to the construction secter.

3/ See J. Hamilton, H. levers, D. Logan "A Proposed Regional
Programme for the Year of Small Business"” CARICOM Secretariat 1987.

L/ 1bia.

S/ The Caribbean Community in the 1980s: Report by a Group of
Caribbean Experts (Georgetown, CARICOM Secretariat 1981).




In the capital goods sector, notably in Guyana, Jamaica, Trinidad
and Tobago, small- and medium-scale enterprises occupy a leading role
in equipment manufacture, agricultural implements, spare parts repair
and replacement, and servicing of machinery and eguipment among other

things.

Regarding inland transport, smell and medium operators dominate
the industry in Barbados, Guyana, Trinidad and Tobago, Jamaica ané
also the smaller economies of the Eastern Caribbean. This is particularly
true of tourist trausport. Regarding tourism, guest houses, apartment
houses ari hotels owned by small and medium operators play a substantial
but sometimes forgotten role in servicing vhich is a main source of foreign
exchange in a large number of Caribbean economies. It is also true that
large international hotel chains play an important role in the organization

of tourise.

In recent times, small-scale enterprises have been the driving force
behind the growth of the informal sector in a number of Caribbean economies.
These enterprises operate predominantly but not exclusively in trading,

servicing and repair, and petty manufacture.

It is difficult to quantify the overall role of small- and medium-
sized enterprises in economic activity in the Caribbean since, as
mentioned earlier, the informal sector is unaccounted for in national

income accounts.

Small and medium enterprises as a strategic factor in economic
development of the Caribbean

It i3z well known that economies of scale are important to large
markets. Very often, economies of scale are reaped by large indivisible
plants. Such economies result in lower per unit production costs as
output expands to its full capacity. These lower per unit costs of
production are in turn brought about largely through specialization
of processes in a manner depicted by Adam Smith way back in 1776.




A basic characteristic of Caribbean economies is the small size of
prevailing domestic markets. For example, the total population of the
Caribbean Community made up of thirteen English-speaking countries of
the Commonwealth Caribbean is slightly over 5 million. Only two
countries have populations of over 1 million (Trinided and Tobazc and
Jamaica)}. At the same time, income levels are either moderate or small.
Small domestic markets offer ideal conditions for smell- and medium-

sized firms since they tend to use relatively simple production techniques

involving small outlays of capitaléj.

Economies of scale are not as important to small markets as they
are to large ones. Therefore, a major barrier to entry faced by small
firms is eliminated from the outset. In view of the above, small and
medium enterprises have many strategic advantages for the Caribbean.

The chief ones are:

(i) Since they are a bee hive of activity in all sectors of
the economies, they contribute in no small measure to
national wealth. However, their contribution is often
underestimated.

(ii) They possess considerable technological flexibility
turning out new products and processes largely through
minor adaptations, often in quick response to changing
demand and supply conditions. In some countries, they
are found to be a driving force behind recent indigenous
technological changél .

(iii) They provide a reservoir of indigenous entrepreneurial
talent - an often missing factor in the process of economic
development, perticularly in small economies with relatively
low levels of development.

(iv) They tend to use simple, labour-intensive technology. Under
conditions of high unemployment (at times as much as
20 percent), such as those currently experienced in many
Caribbean economies, this technology can be said to be
appropriate to prevailing factor proportions problems.

6/ Small- and medium enterprises are also associated witn modern
technology, i.e. microelectronics, bio-engineering, information
technology and the like.

1/ 8See F. Long "The Growth of Indigenous Technology in the Guyanese
Economy" -~ Paper presented to The Conference on Problems of Zconomic
Development in Guyana: University of Guyana, May 1987.




(v) Through informal intermediaries they movilize resources
for investment, in particular savings. Thus they utilize
idle funds for productive purposes.

(vi) They creete a greater balance in the development process
since they produce on a decentralized basis in rural,
semi-urban, and urban areas, in response to prevailing
demand leveils.

(vii) They tend to be intensive users of domestic resources,
rav materials, skilled and semi-skilled labour, and
therefore act as a safety valve for economies experiencing
major foreign exchange problems.

(viii) They provide production linkages between primary agriculture
and manufacturing, i.e. food processing, agricultural
implements and the like. These linkages did not exist
insofar as primary products (i.e. bauxite and sugar) were
mainly processed overseas in parent plants of United Kingdom
and North American enterprises.

(ix) They produce goods and services for which there is mass
demand. Thus, their product mix is often appropriate from- 7
- the point of view of satisfying basic needs of the population— .
Traditionally, Caribbean economies have tended tc satisfy their
domestic reguirements through imports. Since such imports are
often geared to middle and higher income groups, they rule out
poorer groups of the population.

(x) Sm2ll and medium enterprises promote conditions for an
equitable distribution of income in society.

On account of the above (ii), (iii), (iv) and (vii), small-scale
enterprises have tended to fare better than larger ones under conditions
of econoric urcertainty. Flexibility of operations, low investment costs
required for respective operations, and the speed at which such
enterprises can adjust to market conditions introduce a measure of
flexibility to economies which have traditionally suffered from forms of
structural rigidity (mono-culture). For these reasons, they can serve

as new dynaric driving force for economic growth and transformation.

8/ The problem of basic needs has assumed special importance in the
Caribbean. See The Caribbean Community in t'.c 19808 op cit.




Smell and medium enterprises:

the need for a concerted policy framevork

Although several strategic advantages bhave just been identified,
many problems are inherent to the operations of small-scale enterprises.

Some of tre main ones are:

High failure rate as a result of institutional hardships faced.

Limited access to financial markets and, resulting therefrom,
high interest rates.

Limited scope for entrepreneurial development.

Problems of marketiag products due to the absence of adequate
distribution networks.

Limited potential for small enterprises developing into
larger ones due to various bottlenecks to organizational
development.

Limited training -of workers and high rates c¢f labour turnover.

Limited scope for technological development as a means of
promoting greater efficiency.

Difficulties to begin initial operations due to lack of
capital, lack of capacity to prepare feasibility <tudies
for bank financing, absence of certain critical skills
(book keeping cr accounting), etc.

Thus, the full potential of small and medium enterprises ‘o economic
developmert of the Caribbean is hardly realized. Therefore, inherent

problems kave to be minimized or eliminated.

This situation is partly the result of the absence of concerted
policies specifically tailored to the needs of small and medium
enterprises. When policy measures exist, as they seldom do, they are
often ad hoc and partial, and therefore lack the effectivenes: of a

comprehensive and suctained approach to problem sclving.




First of all, small enterprises should be seen as part of a macro

economic and general development policy framevork, in particular with
respect to employment, incomes, economic growth and trade. Also, they
contribute significantly to bringing about technological changes,
accelerated industrial developmert and transformation of traditionel
sgriculture. Their relevant impact is often uniervalued, especially

in comparison to the one of larger firms.

In view of the above, policies should be designed vhich are aimed
at catering to the needs of small-scale enterprises in such a way as to
optimally impact on the achievement of the above objectives. In
particular, policies should aim at promoting the viability and accelerated
development of small and medium enterprises. Therefore, they shouid
include credit, fiscal, institutional and cther measures, as well as
mechanisms for monitoring and evaluating effectiveness of public policy
towvards seall and medium enterprises. Specifically, the measures should
include, inter alia: start up assistance; development of entrepreneurship;
improvement in management ability; upgrading of technology; development
of skills within small-scale enterprises; product development and
marketing assistance; improved access to credit; and finance and
expansion of small business activity, vherever possible. In this
respect, the role of industrial ectension services catering to the
specific needs of small and medium enterprises is of major importance.
While such extension services exist with respect to agriculture, they

are non-existent in the manufacturing and services sectors in the Caribbeen.

In light of the above, small and medium enterprises can be said to
constitute an important instrument not only in terms of sectoral economic
policy, but also in terms of macro economic and general development
policy. Their strategic imporiance has already been recognized. Given
this recognition, it can be argued that the success of general
development policy is partly determined by the effectiveness of sectoral

and other poiicies aimed at invigorating small and medium enterprises.




Smell an3 medium enterprises in the creation of new and additional
employment opportunities in the Caribbean

This section attempts to discuss small and medium enterprises
and employment generation in the Cariboean. Several reservations
must be made. First, statistics on small and medium enterprises
employmert are both fragmentary and incomplete. In particular, the
informal sector terds to be ignored. Second, different definitions
abound for small and medium enterprises making cross country comparisons
difficult. Years for vhich data are available vary from country to
country, further complicating this problem. Moreover, when they exist,
data do not extend over a number of years and this makes time series
comparisons difficult. Some of the available evidence is now pieced
together so that rough orders of magnitude can be observed with respect

to the role of small and medium enterprises in generating -aployment.

A study covering Guyana, Barbados, Grenada, Trinidad and Tobago,
St. Lucia, Antigua and Barbuda, Jamaica and St. Vincent and the Grenadines
has esticated that about 45 percent of total employment in such countries
is provided by small-scale enterprisesgj. These enterprises employ
between one to twenty-five persons. Since this estimate excludes medium-
sized firms it under-estimates the role of small- and medium-size
enterprises in employm:nt generation in the Caribbean. Be that as it
may, in some cases such as domestic agriculture, retail trading, repair
services, urban transport, handicraft, and construction, the role of
small enterprises can be safely said to be much higher than this estimate
given their dominant role in employment generation in these activities

10/

in the Caribbean— .

9/ Se J. Hamilton, H. Levers, D. Logal "A Proposed Regional
Programme for The Year of Small Business" - CARICOM Secretariat 1987.

10/ Witness, for example, the growth of the informal sector.




For example, handicraft is predorminantly small-scale oriented in
most countries and urban transport is mainly undertaken by small-scale
business. The same applies to retail business and repair services where
employment is largely generated oy small-scale firms. With respect to
agriculture, again a large portion of employment is generated by small-
holders. The same goes for local food processing throughout the Caribbean.

Evidence with respect to Jamaica shows that most investment attracted
through Jamaica National Investment Promotion and the Industrial
Development Corporation, was made in small and medium enterprises. Most
employmer;t generated is from this source given its labour-intensive

operations. Furthermore, in 1978 there were at least 37,738 small

enterprises employing 79,287 peoplell/. Of this, manufacturing accounted

ust2/

for 29,358 employees, and distribution for 36,k The evidence shovs

that in the craft sector 80 percent was attributed to small and medium
enterprises; in wooévorking the corresponding figure vas 78 fercent;
bars and restaurants accounted for 88 percent, and repair shops and
garages for 90 percent of employment—éj. Most of the employment,

i.e. 60%, was created in rural areas; this figure is equivalent to

73 percent of all small-scale enterpriseslk/. Fifty percent of all
the establishments were one person operations; another L6 percent
employed between 2-% people. Establishments employing 6 people or

more accounted for merely 4 percent of the total number— 15/

More up-to-date evidence in 1987 suggests that employment in small

business in Jamaica is about 250,000, representing 45,000 formal

establishmerits and 100,000 informal oneslé/.

11/ See Omar Davis, Yacob Fisshea, and Claremont Kirton "Small
Scale Non Farm Enterprises': Social and Economic Studies - Vol. 29,
No. 1, March 1986.

12/ Tbid.
13/ 1Ivid.
L/ 1Ibid.

Ibia.

15/
;_/ Infog?ation provided ty Jama‘ca Industrial Development

" Corno | [ | [0 [T [
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In the case of Barbados, available data show that the overvhelming
portion of employment in manufacturing is generated by small and
medium enterprises, i.e., most of the 9,652 workers in this sector
according to 1979 estimatesll/. Small and medium enterprises also
dominate employment in tourism, agriculture, and retail trade. 1In
tourism, for example, 118 small and medium establishments were estimated

to have generated 3,622 jobs towards the end of the 1980'sl§/.

In the case of Trinidad and Tobago, -apart from sugar and petroleum
industries- small and medium enterprises generate most private sector
employment, particularly in import substituting industries. Between
1959-80, 700 small-scale enterprises were promoted by the Industrial

Development Corporation. They created 20,000 jobslg/.

In St. Lucia, out of a total population of 136,000, employment in
small and medium enterprises was estimated by one source to be 59,000
with slightly less than half of this total in agriculturegg/. At the
same time, manufacturing employment was estimated at 5,000, tourism
at 6,000 and other services at 13,00021/. A similar situation applies
to other developing countries which are members of the Caribbean
Community, notably Grenada, Dominica, Belize, Montserrat, St. Christopher

and Nevis and St. Vincent and the Grenadines.

In Guyane, small and medium enterprises are prominent in employment
generation throughout the economy (with the exception of the state-owned
bauxite and sugar industries). This is sc particularly in the area of

retail trade, petty manufacture, agriculture, construction and transport.

17/ See W. Cox "The Manufacturing Sector in the Economy of Barbados
1946-1980" and D. Worrell (ed) The Economy of Barbados 1946-1980.

l§/ D. Marshall, Tours.m and Emp)oyment in Barbados
Bridgetown: UXI 1978.

19/ See F. Long, Employment Effects of Multinational Enterprises
in Export Processing Zones in the Caribbean (Geneva: 1ILO 1986).

20/ Official estimate.

21/ Ibid.
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Data for Haiti suggest that there are over 25,60C employees.
299 small enterprises in the formal sector operate in the textiles,
leather, chemicals, metals and trading sectorsgg/. This information
is hardly complete since it does not include the informal sector and
medium-sized enterprises. In Haiti, most employment generated by

small-sca_.e enterprises is in the handicraft sector.

In Fuerto Rico vhere some 85,064 small businesses exist, emrloyment
in manufec-turing enterprises promoted by the Economic Development
Administretion was 133,941 out of a total of 152,362 in manufacturing
in 1986§é/. The number of small enterprises in manufacturing wvas
estimateé at 2,300; 34,500 in reta’: irade; 21,800 in agriculture;
2,300 in wholesale operations and 1,000 in construction industrygﬁ/.
When account is nade of employment in the agricultural, tourism a=-i
transport sectors, it is clear that csmall and medium enterprises &are
substaﬁtial generators of employmént vay beyond that depicted for

manufacturing employment.

The éynazic role of small and medium enterprises in employment
creation is fully brought out when looking at new manufactured products

in the Ceribbean.

Witk respect to Barbados, in 1985 there were 23 enclave enterprises
operating in Industrial Estates administered bty the IDCgé/. Most of

these are in the rie)d of electronics and electrical and precisior.

22/ Obtained from official sources.

23/ Selected Socioeconomic Statistics - Puerto Rico (San Juan:
Economic Development Administration 1987).

2k/ 1Ibid.

25/ See F. long. Employment Effects of Multinational Enterprises
in Export Processing Zones in the Caribbean (Geneva: ILO 19 op cit.
All data pertaining to Barbados obtained through the Industrial
Development Corporetion.




instruments. However, within this group the electronics sector predominated.
Firms were mostly engaged in assembly operations and only a few of them

vere involved in high technology activities like e.g. data processing.
Wearing apparel firms are engaged mainly in stitching operations. On

the whole, labour intensive enterprises are the rule in the export

manufacturing sector.

In terms of size, most ol the enterprises are relatively small
(12 firms employing less than 100 people, 7 between 101 and 300). Only
four enterprises employ more than 3000 people. INTEL, & company in the
electronics sector which is no longer in operation, employed 1,000 of the

2,313 vorkers in this sub-sector.

Between 1978-1982, some 5,400 new jobs were created in the manufacturing
sector with the assistqpce of the IDC. 1In this regard, it is estimated that
-in 1984 about 80 percent of manufacturing jobs recently created were in
electronics and data processing. In 1963, of the 1,425 jobs created in

IDC-assisted manufacturing firms, roughly 50 percent were in electronics.

Between 1979-1985, employment in enclave enterprises rose from
3,060 to 4,217 at a time when national employment was falling. For
example, between 1979 and 1984, national employment dropped from
97,700 to 95,400; net employment in the enclave sector at the same time
rose by 1,157. More than 90 percent of workers in the enclave sector

are women.

Most "he workers in small and medium firms employed in export-
related activities are non-seasonal workers. However, employment prospects
are a function of world trade in exports. For example, a number of plant
closures affecting the textile and garment industry and a few firms in the
electronics sector took place recently. This resulted in sharply reduced
levels of employment in this sub-sector. Howeve; , the growth in
electronics and data processing industries led to higher net employment.
Labour turnover in enclave industries on the whole has tended to be lower

than in the rest of the economy.
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There is no substantial difference between the average size of
enclave enterprises and other manufacturing enterprises, namely import
substituting ones; quite & number of the latter enterprises are also

fairly small in size.

Most of the small and medium enterprises in enclaves are foreign-
owned. Since there are only tuo joint ventures, 100% foreign ownership
is the rule.

There are no state enterprises in the export sector. lLocal firms
participating therein, either entirely or in partnership with foreign

firms, belong to the private sector.

With respect to Jamaica, manufactured exports from the Kingston
Free Zone dominated by small and medium enterprises grew more than ten-
fold between 1980-198k (from US$ 1 million to US$ 18 million). At the
same time, traditional manufactured exports were virtually stagnant
between 1980-1983 (from US$ 1k.1 million to US$ 1L.8 million)gé/.

Bauxite and alumina exports dropped from US$681.7 million in 1980 to
Us$423.8 million and sugar exports from US$59.1 million to US$57.3 million.
Thus, the success of the Kingston Free Zone can be considered as spectacular.

The enterprises are comparatively small-sized with only one firm
employing more than 1,000 workers. The average employment per firm is 310.
In this respect, they are different from the two traditional export
industries, i.e. bauxite and sugar, where large firms predominate. Of
the 17 enterprises, only 1 is entirely locally owned. Over 90 percent
are either completely or partly foreign-owned.

26/ See F. Long, Employment Effects of Multinational Enierprises
in Export Processing Zones in the Caribbean (Geneva: ILO 19 op cit.
All data pertaining to Jamaica obtained through the Industrial Development
Corporation.
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In the field of textiles and garments, 4 of the 8 enterprises are
from Hong Kong. Most of these have relocated from Asia to take advantage,
among other things, of proximity to the U.S.A. market.

With respect to food processing, 3 North American enterprises

predominate; in the case of ethanol, a U.S.A. firm is the sole enterprise.
Industries located in the Kingston Free Zone include:

The apparel industry which produces jeans, shirts and blouses,
sveaters and pullovers. It consists mainly of assembly operations.
Processed food includes canned fish products and by-products such
as fish oil and fish meal and also fruit juice concentrates and
animal feed. It is based on traditional manufacture. Ethanol

is a high-technology industry requiring a highly skilled labour
force. Data supplied by the IDC suggest that 85 percent of total

production of the Kingston Free Zone is accounted for by textiles.

Employment generated in the Kingston Free Zone rose from 240 in 1980
to 2752 in 1984. By 1985, total local employment was 3,587. Garment
manufacturing is by far the greatest employment generating activity,
with food processing being next in importance. The largest employer

is East Ocean Textiles, a Hong Kong enterprise with 1,703 workers.

The spectacular increase in employment in the Kingst Free Zone
compares very favourably to the growth in national employment which
amounted to 707,500 in 1981, and 72k,700 in 1984, respectively.
Between 1983-1984, national employment actually fell by 11,000.

In the case of Puerto Rico, most of the empioyment in manufacturing
is provided by small and medium enterprises operating in the export
L4
sectorg*/. The enterprises are largely engaged in assembly operations

2]/ Information derived from Selected Socioeconomic Statistics
Puerto Rico (San Juan: Economic Development Administration 1937).




in vhich subsidiaries of U.S. firms are active. Since exports provide
the main thrust, it is reasonable to assume that most of the

133,941 jobs generated in 1986 by plants assisted by the Economic
Development Administration were created by small and medium enterprises

in the export sector.

In Trinidad and Tobago, however, larger capital-intensive plants
predomineie in employment generation in the petrochemical and natural
gas base¢ sectors, even though there is increasing recognition of the
role of small and medium enterprises in generating nev employment in

the export sector.

In Guyana, recent growth of investment in mining is largely
attributed to the activities of small and medium enterprises. This has

been associated with & rise in employment in gold and mining.

The above evidence shows cleariy that economic growth in the
Caribbear is largely attributable to small and medium enterprises.
They provided new stimulus, eased unemployment problems, delivered
essential services and generated nev manufactured exports, thus providing

massive impulses to industrial and economic growth.

Financial aspects of empioyment generation in large and small
industrial enterprises in the Caribbean: Some igsues

(i) In small and medium industry, less investment is required
per job created. This can be illustrated in the following
mannner: in Jamaica, 138 small and medium projects with a
total capital investment of J$352.8 million created
5,400 jobs in 198428/, This averages sbout J$2.5 million per

28/ Bank of Jamaica, Annual Report 198k, p.6.
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industrial project, and approximately 39 new Jobs per project.
On the other hand, large projects generated much less
employment with substantial capital investments. In the

case of Trinidad and Tobago, large petrochemical enterprises
at Point Lisas with n t sales of US$40 million and capital
investment of several US$ billion generated a little over
2,000 jobs in 198429/. Smell-scale investments, at the same
time, created a substantially larger number of jobs with much
smaller amounts of capital.

(ii) In addition, since small firms use more local raw materials,
indirect employment tends to be much higher than that of
larger firms which generate limited inter-sectoral linkages
and associated indirect employment. However, this point is
less true for small and medium enterprises engaged in assembly
operations and using mainly imported inputs.

(iii) Smell and medium industries usually do not require the
availability of highly developed infrastructure. Therefore,
they may be located in rural or other lesser developed regions.
They provide employment opportunities for the local population
without incurring costs related to housing, transportation,
etc. as large enterprises located in industrial centres often

- do. In addition, small and medium industries usually do not
apply highly sophisticated technologies requiring extensive
training of vorkers. Therefore, social costs of employment
generation in small and medium industries are much less than
in large and/or technology-intensive industries.

(iv) Since small and medium investment is more decentralized than
large investment, it has created more employment in rural
areas. Accordingly, it has reduced the full impact of rural-
urban migration, and the social cost of investment per
employment opportunity.

Thus, small scale enterprises tend to be more substantial generators
of direct and indirect investment employment than large-scale ones, at
a given level of investment. The social cost of employment created in
terms of harmonic development, balanced growth and generation of inter-
sectoral linkages (in the case of non-assembly operations) also tends

to be lover in the case of small-scale employment opportunities.

29/ See F. lLong, Employment Effects of Multinational Enterprises
in Export Processing Zones in the Caribbean (Geneva: ILO 19 op cit,
Data obtained from Ministry of State Enterprises, Government of Trinidad
and Tobago 1985.
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Legislative, fiscal, economic, social and other measures

Many policies have been promoted to stimulate industrial development
in the Caribbean. Two broad categories exist: import substitution and
export promotion.

In both cases incentives were offered to firms to stimulate domestic
investment. These have included tax holidays, training grants, provision
of low cost factory shells, the development of domestic infrastructure
and accelerated depreciation allowances, among others. In the case of
co-operatives, measures were enacted to increase access to credit,

development of technical skills and improved marketing of final products.

However, policies have tended to favour medium- and large-sized
firms. Apart from handicrafts they have not systematically focused on
the problems of small-scale enterprises per se. However, there is

increasing public policy concern for such enterprises throughout the Caribbearn.

The incentives listed above had positive and negative effects.

Positive effects include:

(i) Growth in the number of small and medium enterprises in the
formal sector, especially in import substitution activities.

(ii) Increased participation of small and medium enterprises in
export-oriented industries.

(iii) 1Increased activity of small enterprises in handicraft.

(iv) Facilitation of access to credit and marketing assistance
for small and medium enterprises, particularly for already
established enterprises.

(v) Improved rationalization of small and medium enterprises
through the provision of advisory and other services.
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Negative effects include:

(i) Micro enterprises are largely neglected. Therefore, national
development foundations have been set up in & large number of
countries to focus specifically on such enterprises. However,
these foundations operate largely on a voluntary basis upon the
initiative of the private sector. Thus, they are not closely
interwoven with publiec policy.

(i) Insufficient attempts at zvoiding business failures of small
and medium enterprises, and at preserving continuity of
operations and/or business development, particularly with
respect to smaller enterprises.

(iii) Little success regarding product development and improvement
of technology by smaller firms.

(iv) Little success in improving access of smaller enterprises to
cheap sources of finence and credit. Often, expensive informal
sources of finance are being utilized.

(v) Little succes in improving infrastructural facilities available
to smaller enterprises. It is usually the larger enterprises
vhich benefit from these facilities.

(vi) Failure regarding involvement of local small and medium
enterprises in viable export industries, especially in the
case of newly manufactured products. In Barbados, Jameica
and Puerto Rico, e.g. such products have been produced mainly
by medium-sized overseas firms.

(vii) With respect to assembly-based export industries, there is a
need to improve working conditions, particularly for women.

Rermedy of these defects calls for an integrated long term national
policy regarding smal’ and medium enterprise development rather than
ad hoc measures. apart from the re-orientation of mpolicy, it rejuires,
inter alia_ improved staffing of national institutions concerned with
the promotion of small and medium enterprises; greater thrust on follow-
up action; creation or intensification of programmes of specific assistance,
and improved extension facilities. Thus, more effective programmes can be

implemented.
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At the macro level, investment subsidies still support capital
intensive operations favouring larger enterprises. Interest rate
policies continue to favour larger established operations, infrastructure
is still geared towards larger investment projects, and training grants
and facilities continue to discriminate against smsller enterprises. This
situation needs to be modified in order to explicitly confront a myriad

of problems facing smull-scale firms in the Caribbean.
Base¢ on the positive impect of SME on economic development, small and

medium enterprises must play a more invigorating role in accelerating

industrial development in the Caribbean region.

Summary and Conclusion

- This report has examined the role of small and medium enférpfises
in employment generation iﬁ the Caribbean. Evidence suggests that small-
and medium-scale enterprises contribute in no small measure to employment
generation. They are a strategic factor in economic development of the
Caribbean and a dynamic force giving new growth impulses. The full impact
of these enterprises on employment generation on the one hand, and
industrial and economic development on the other is, however, yet to be
felt, as puolic policy towards accelerated development of small and medium
enterprises is either non existent or implemented on an ad hoc basis.
Comprehensive policies recognizing the importance of small and medium-
scale enterprises as a crucial factor in the economies of the
Caribbean, are yet to fully evolve. In particular, such policies will have
to pay special attention to the needs of smaller enterprises where

problems affecting development are seemingly greatest.

N






