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EXPLANATORY NOTES

References to dollars () are to United States dollars, unless otherwise stated.

Annual rates of growth or change refer to annual compound rates, unless otherwise stated.
The following symbols have been used in tables:

Two dots (. .) indicate that datz are not available or are not separately reported.

A dash (—) indicates that the amount is nil or negligible.

A hyphen (-) indicates that the item is not applicable.

The following abbreviations 2re used:

UNDP

United Nations Secretarial

United Nations Development Programme

Specializeu agencies and other organizations in the United Nations system

Lo

IMF
UNCDF
UNFDAC
UNICEF
UNIDO

ADB
AEPRP
BIPIK

BKK

BRI

BSCIC
CAMARTEC

CBE
cCcC

CFP

CINSEYT

CNPAR

CORP, RA

Internationai Labour Organisation

Internaticnal Monetary Fend

United Nations Capital Development Fund

United Nations Fusd for Drug Abuse Control
United Nations Children’s Education Fund

United Nations Indusirial Developmeat Organization

Q:her organizations

Asian Development Bank
African Economic Policy Reforim Programme {USAID)

Bimbingan Proyek Industri Kecil (Small Industry Support Programme,
Indonesia)

Badan Kredit Kecamatan (Sub-district Credit Institution, Indonesia)
Bank Rakyat Indonesia (Pcople’s Bank of Indonesia)
Bangladesh Small Cottage Industries Corporation (Bangladesh)

Centee for Agricultural Mechanization and Rural Technology (United
Republic of Tanzania)

Community and Brigade Enterprise (China)

Central de Credito Cooperativo del Peru (Co-operative Credit Centre of
Peru)

Corporacién Financiera Popnlar (Small Enterprise Development Finance
Corporation, Colombia)

Centso de Investigaciones Socio Econémicas y Tecnologicas (Centre for
Socio-Economic and Technological Rese: rch, Peru)

Czntre National pour Ia Promotion des Artisans Ruraux (National T-aining
Centre for Rural Artisans, Burkina Fasc)

Corporacién de Desarrollo de Piura (Piura Development Corporation, Peru)
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Ccusa
DANIDA
DAT

FENAPI

GTZ

IADB
IDA
IRDP

1SSt
Kfw

KIE
KIK-KMKP

KUD
KUPEDES
LBK
LP3ES

MASICAP
NACIDA
NORAD
NVTS
PDP
PEKERTI

PRODERM

PROEXPO
PSIC
SBAC
SEFCO
SENA

SENATIE

SICATA

SIDA
SipB

SIDERPERU
SIDO

SISMAR

SNV
SODIDA
SODIZI
SONEFi
TRUGA

Credit Union and Savings Association (Zambia)
Danish Agency for International Development Assistance

Direccion General de Asesoramiento Técnico {Divectorate General for
Technical Assistance, Regiona! Development Authority, Argentina)

Federacion Nacional de Asociaciones de Pequefias Industrias (National
Federation of Small Industry Associations, Peru)

Gesellschaft fir Tecnnische Zusammenarbeit (TCA agency. Federal Republic
of Germany)

Inter-American Development Bank
International Development Association
Integrated Rural Development Programme (Zambia)

Institute for Small-Scale Industries (Philippines)
Kreditanstalt fir Wiederaufbau (financial assistance agency, Federal Republic
of Germany)

Kenya Industrial Estates (Kenya)

Kredit Investasi Kecil/Kredit Modal Kerja Permanen (Small Investment
Creoit/ Working Capital Credit Scheme, Indonesia)

Koperasi Unit Desa (Village Co-operation Unit. Indonesia)
Kredit Union Pedesaan (BRI-operated rural cred.t scheme, Indonesia)
Lembaga Belajor Keliling {Mobile Training Unit. Indonesia)

Lembaga Penilitian Pendidikan dan Pencrangan Ekonomi dan Sosial
(Organization for Economic and Social Science Education and Exteasion.
Indonesia)

Medium and Small Industry Co-ordinated Action Programme (Philippines)
National Cottage Industry Development Association (Philippines)
Norwegian Agency for International Deveiopment

Nationai Volunteer Training Service (Nepal)

Provincial Development Programme (Indonesia)

P bangan Keraji Rakyat Indonesia (People’s Handicraft Founda-

tion. Indones:a)

Programa de Desarrollo en Microregiones (Programme of Microregional
Development, Peru)

Fondo de Promocién de Exportaciones (Export Promotion Fund, Colombia)
Punjab Small Industries Corporation (Pakistan)

Smalil Business Advisory Centre (Philippines)

Small Enterprise Finance Corporation (Kenya)

Servicio Nacional de Aprendizaje (National Apprenticeship Service, Colom-
bia)

Servicio Nacional de Adiestramiento en Trabajo Industrial (National
Industrial Training Service, Peru)

Smali Industrial Col lling and Tiaining Assistance {United Republic of
Tanzania)

Swedish International Development Agency

Small Industries Development Board (North-West Frontier Province,
Pakistan)

FEmpresa Siderurgica del Peru (Steel Company of Peru)

Small Industries Development Organization (United Repub.ic of Tanzania,
Zambia)

Société Industrielle Sahélienne de Mécaniques. de Matériels Agricoles et de
Représentations (Producer of agricultural toois and equipment, Senegal)

Stichting Nederlandse Vrijwilligers (Organization of Netherlands Volunteers)
Société du Domaine Industriel de Dakar (industrial estate. Senegal)

Société du Domaine Industriel de Ziguinchor (industrial estate, Senegal)
Société Hationale d'Etudes 2t de Promntion Industriciles (Sencgal)

Training for Rural Gainfu! Activities (11.O—Nepal, Bangladesh)




TVIE or TVE Township Village (Industrial) Enterprisc (China)
USAID United States Agency for International Development
VIS Village Industries Services (Zambia)

Economic and technical abbreviations

GDP gross domestic product

GNP gross national prod 't

IADP integrated area development programme
NGO non-governmental organization

NIC newly industrialized country

PAN programme advisory note

PDAS project data and assessment sheet
PVO private voluntary organization
Rand D research and development

RSIE rural small industrial enterprise
5LA savings and loans association
SMIDA small-industries development agency
TCA technical co-operation assistance

The description and classification of countries and tetritories in this study and the arrangement
of the material do not imply the expression of any opinton whatsoever on the part of the
sponsoring organizations 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 regarding its economic
system or degree of development.

The responsibility for the analyses, the comments, the conclusions and recommendations is
that of the authors of this report. The sponsoring organizations are not necessarily committed to
any course of action which may be suggested in the report.

Mention of firm names and commercial products does not imply the endorsement of the
spunsoring organizations.
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Foreword

Rural Smzii Industrial Enterprise (RSIE) is a dominant feature of the
industnal structure 12 many developing countries. Past experience has shown
that attempts to further the development of this subsector have only met with
limited success. In order to determine the potential and problems of RSIE and
to establish the most effective means of promoting its development. the
Government of the Netherlands, the United Nations Development Programme
{UNDP), the Internationai Labour Organisation (ILO) and the United Nations
Industrial Development Organization (UNIDO) decided to carry out a
thematic evaluation of Technical Co-operation Assistance to RSIE.

Within the framework of this evaluation, a team of core consultants—
James Keddie, Subrahmanyan Nanjundan and Roger Teszler—desk-reviewed
56 projects dealing with RSIE, studied the experience of RSIE in nine
developing countries, to six of which missions were fielded, and by th= end of
December 1987 prepared and revised this final report.

In {ive of the six field missions. donor and agency staff or consultants
also participated: Hermine Weyland. Netherlands—Pakistan; Frieda Panis,
UNDP—Senegal; Jan Versluis, [LO—Zambia; Adrie de Groot, UNIDO—
Indonesia: and Oscar Gonzalez-Hernandez, UNIDO—Peru. In three missions
there was also a national consultant: Khalid Aftab—Pakistan; Teobaldo
Pinzas—Peru; Sidate Gueye—Senegal. The mission tc the United Republic of
Tanzania, the first one of the series, was undertaken by the three core
consultants as a team.

Based on the findings of this report, a programme advisory note (PAN)
will be prepared tn facilitate the application of the major conclusions and
recommendations of this study to the design and appraisal of RSIE-related
projects and programmes.
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Summary

Origins and purpose of the scudy

The United Nations Development Programme (UNDP) has embarked on a
series of thematic evaluations of areas in which important amounts of external
assistance have been channelled to developing countries. This study is the
cighteenth in the series. The aim of these studies is to provide policy and
project officials with a series of manuals for the improved preparation,
implementation and follow-up of programmes and projects in a number of
areas. These manuals or programme advisory notes (PAN) are based on desk
and field research.

In order to broaden the scope and the usefuiness of such studies, UNDP
requests the collaboration of a bilateral donor and of one or more executing
agencies actively involved in assisting :he area to be reviewed. Thus, towards
the end of 1984, the Government of the Netheriands, UNDP, the International
Labour Organisation (ILO) and the United Nations Industrial Development
Organization (UNIDO) began prepar :tions for 2 them..ic evaluation of rural
small industrial enterprise (RSIE). This study was to use projects implemented
or funded by the sponsors as entry points for the analysis of policy and
institutional environment of RSIE and of the siguificance of external assistance
in this context. The aim was to arrive at conclusions and recommendations for
future activities in this field.

The choice of RSIE as a subject was guided by certain considerations. The
promotion of large-scale industry, which had earlier been advocated by policy-
makers in developing countries and by providers of external assistance, had not
provided the momentum essential for development. As a result, small industry,
which had previously been somewhat ncg'ected, came increasingiy to be
considered as a viable alternative or at least 1s an essential ingredient of an
integrated industrial structure, which in tu'n would promote economic
development. The rural context derived further importance from two additional
considerations; (i) small indusiry is less dependent on the urban locational
amenities which are a veritable life-line for iarge-industry development, and
(ii) the development of small industry in ruril areas can assist in stemming the
migratory flow to already overcrowded urba 1 areas.

Many small-scale industry and RSIE programmes were mounted or
expanded from the mid-sixties onwards, assisted with funds and technical
exporise from external donors and agencies, including considerable contribu-
tions from the sponsors of this study. With the passage of years, the experience
of such programmes and increasing knowledge of RSIEs themselves indicated
the need for the type of reassessment attempted in this thematic study.

This study begins by analyzing the nature and significance of RSIE and its
cconomic environment (chapter I). This is followed by a review of three
categories of intervention in RSIEs; (i) demand-side macro-policies (chapter
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1D, 4i) supply-side nstitutional support (chapter IV). and (i) external
assistance from donors and agencies (chapter V). Chapter | aims to set the
scene by establishing the rationale tor the study ana the modus operuandi ot 1ts
authors. Chapter VI highlights some conclusions and recommendations and the
annexes provide some additional information on the methodology used and
data obtained during the course of tie study.

After some preparatory work at the headquarters of each of the four
sponsors during the first half of 1986, a core team of three consultants was
assembied and the study was under was by August 1986, In the first phase
(August-September 19%6) a total of 56 projects and other relevant information
(tdles, published materials, interviews) were reviewed. This resulted in a second
phase involving the study of RSIE in nine countries of which six were visited
{Indonesia. Pakistan. Peru. Senegal. the United Republic of Tanzania and
Zambia) and rhree were “desk-studied™ (Colombia, Kenva. the Philippines).
The nine country studies (March-September 1987) constituted the core input
into this studv (phase three. October-Decemoer 1987), which also benefited
trom interviews and published sources trom Jonors and agencies (funding as
well as executing) and from other—mainiy scientific—sources.

RSIE and its economic environment (chapter [I)

As regards the role plaved by RSIE, in general about one-fourth of rural
primary emplovment in developing countries is accounted for by non-farm
activities and about one-tenth by manufacturing. The share of total manu-
facturing employment located in rural areas decreases with the degree of
industrialization, from 65-837 n least developed countries. to 43-60'7 in
somewhat more developed. and to 10-3077 in the newly industrialized countries
(NICs). RSIEs provide secondary employment for 10-20°7 of the rural male
labour force. The share of non-farm income in total income is bigher for
households with small land holdings. The income share from rural manu-
facturing is usually substantially larger than the employment share. In oruer for
RSYE to be able to contribute to economic development. it must have the
ability to link up with other sectors and activities. Five major focal points in
RSIE development are reviewed here:

fa) Interlinkages of industry with other sectors of the economy are
crucial for promoting RSIE, since the nature of rural development invoives
attention to several sectors, embracing a wide range and mix of activities.
including projects to raise agricultural output, to improve health and
education, to expand communications and to improve housing. {n this muiti-
sectoral approach, industrialization is a means of raising productivity and
incomes in all sectors by providing forward and backward linkages hetween the
various markets for goods, services and factors of production (especially
labour). In addition, there are the very important “final demand” linkages
between increases in rural incomes and the sumulation of RSIE. Linkages are
stimulated by cconomic development and growth in incomes and by the
development of infrastructure and markets. In an underdeveloped subsistence
rural ecconomy, linkages are few and limited to barter or informal arrangements
within the village. The less developed an economy. the less the effects of
linkages in stimulating RSIE. Available evidence (inter alia trom India and
Sierra lLeone) indicates that final demand linkages are probably tne most
important for RSIE;
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thy As far as toreign trade 15 concerned. import linkages ot RSIE are
wverely restricted in most developing countries due to toretgn exchange
shortage and naccessibility of imported inputs. Export hnkages are important
in such sectors as handicratts. garments and leather goods n the Asian
countries studied. Sub-contracting to rural artisans takes place through a
trading nexus hinking urban to rural areus. On the other hand there i~ also a
tendency for artisans to migrate nearer to urban areas:

fey With agricultural development. final demand linkages for consumer
gouds through increase in rural incomes become far more mmportant than
forward producuon linkages of agricultural processing or backward production
linkages of manufacture of farm tools and equipment. Where subsistence
farming 1s still important and agricultural growth is slow, RSIEs are involved in
forward linkages of grain and otl-milling. wood-processing ete.. and backward
linkages of blacksmithing, forging etc.. rather than in the manutacture of a
range of consumer goods. With more developed 2 rriculture. large-scale agro-
processing shitts to urban areas. but small-scale processing of staple foods 1o
meet local demands continues in rurai arzas,

rd) lLinkages of RSIE 1o large-scale industries threugh sub-contracung or
trade channels exist to a limited extent in the Asian countries surveved. The
development of such linkages will depend on the one hand on the expansion of
rural markets and of the capacities (incli.):ng engineering skills) ot RSIEs and.
on the other hand. the development « . infrastructure and communications
resulting in a rural-urban continuum. Government initiatives and incentives
may accelerate the development of linkeges. but they have to be sustained on
the basis of competitive advantages in the production costs of RSIEs tor the
sub-contracted items. In this context. the positive experiences of sub-
contracting exchanges in Peru are worthy of attention;

fe) The development of rural infrastructure. both physical (transport.
clectrificauon) and social (education, health), is crucial for rural developmer.
RSIE growth is stimulated by access to markets and inputs through road
development and the lower cost of production. higher quality and diversifica-
tion of products made possible by electrification. Social investments improve
the gquality of labour and skills and make rural areas attractive for non-farm
occupations. Ir*rastructure development should go hand in hand with macro-
economic and sertoral policies favourable to RSIE growth. (The latter are
reviewed in chapter 1)

As regards the rural environment, its characteristics, rather than a rigid
separation of urban from rural areas, delineate the location and scope of RSIE.
Variations in agricultural prosperity, population density, degree of urbaniza-
tion and development of rural infrastructure all have effects on RSIE.
Location- and size-spread of RSIFE increases with development, but the weight
ot rural industry declines at high levels of urbanization and industrialization.

The target group of RSIEs considered for evaluation includes micro-
enterprises (-4 employees) and small enterprises (5-25 employees) located m
villages and towns where the population is at least up to 20,000 (UN
definmition), but 1s often higher in cases where larger urban areas retain the
characteristics of smaller towns,

There arc varving definitions—administrative and statistical—of RSIE in
the countries studied. Analysis confirms that this study’s own definition of 0-25
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workers per enterprise in locations up to 20,000 or more popuiation is in line
with broad official usage.

The overwhelming bulk of RSIEs are household and micro-enterprises
employing less than S persons. Less than 10 of RSIEs employ 5-25 and very
few indeed employ over 25. In terms of the numbers of persons emploved,
RSIEs account for between hundreds of thousands and millions in different
countries. In terms of value added by manufacture, RSIEs’ share ranges from
5-50% in difterent countries. With the increase of industrialization. urbaniza-
tion and economic development, the share of RSIE in total manufacturing
gradually declines. Nevertheless, in most of the developing countries there still
remains considerable scope for the expansion of RSIE in rural areas and small
towns.

Whereas preducts catering to local markets and services remain in rural
areas, others move to small towns. In the latter category there is a shift to
higher value-added types of manufacturing, e.g.. in metals, wood and other
materials. However, the main branches remain much the same: food, wood,
textiles, building matenals and metal.

Dominant characteristics of RSIEs include their small size, their private
(or family) ownership, providing a source of supplementary income to
agriculture, and cheir dynamic response to agricultural and rural development.
New RSIE entrepreneurs originate mainly from the farming community, obtain
on-the-job training, obtain capital from personal (or family) savings and prove
responsive to technology changes arising from rural electrification (and other
infrastructure) and improvements in farming methods. New entrants to RSIE
include traders and artisans, but also professionals and civil servants.

There is evidence that the role of women in RSIE ownership and
employment is more important than in urban industry. For about half the
women in rural areas it provides a supplementary source of income to farming.
Women predominate in the f~od, garment and craft industries.

To sum up on RSIE's strengths and weaknesses:

RSIEs are mostly small, dispersed in area and concentrated in a few
branches. They themseives marshal inputs and organize production. While
usually passive with regard to innovation, they are good at exploiting market
and technology opportunities once these are introduced to them.

The policy environment of RSIE: the demand-side approach (chapter 111)

Successful rural industrialization presupposes a favourable economic
environment in the rural areas engendered by a high agricultural growth rate
and the development of infrastructural and social services. Such an environ-
ment has been more favourable in the Asian countries studied during the
evaluation than in the African or the Latin American ones.

Country studies and other available res=arch point to two sources of
demand-side policies:

(a) Agrarian reforms and the more equitable distribution of land,

(h) Price and market incentives to farmers.

Both can lead to aggregate increases in disposable rural income and as
such they appear to have been more effective stimuli for RSIE development
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thar the (supply-side) provision of inputs to RSIEs themselves. because
increased rural income is largely spent on consumer goods produced by RSIE.
In the absence of increasing demand for rural non-farm products, supply-side
measures may fall flat on their face.

Demand-side or macro-policies should include; (a) investment in infra-
structure and social services in rural areas. (b) price policies to ensure
favourable terms of trade for the farmer, (c) wide distribution of benefits in
rural areas so as to generate sufficient effective demand, (d) agricultural
investments in irrigation, extension and research and provision of credit to
farmers.

Other macro-policies, particularly industrial and commercial, in develop-
ing countries have generally affected RSIE adversely by favouring large-scaie
and capital-intensive industrialization and discriminating against small-scale
industry and RSIE. Costs of production and product prices of small-scale
industry and RSIE are adversely affected by higher costs of inputs, credit and
marketing, compared to large-scale industries. Overvalued exchange rates
diminish rural incomes arising from exports. Structural adjustment pro-
grammes in some countries (e.g., United Republic of Tanzania) have been
favourable for RSIE growth, although, to take full advantage of liberalization,
RSIE should be able to adjust to changes in pattern of demand through
measures for improved productivity and efficiency. Agricultural prosperity has
a favourable effect on RSIE and vice versa. However, there is no conclusive
evidence on effects of business cycles. There is evidence from country studies
that macro-policies relating to agriculture and the rural sector are more
beneficial to RSIE than macro-policies relating to industrialization and trade,
unless the general economic distortions created by the latter are severe. Serious
distortions created by macro-policies for industry (the Philippines and Zambia)
and for virtually every sector (United Republic of Tanzania) led to economic
crises, which stunted the whole economy. including RSIE and agriculture.

Specific countervailing measures of assistance to RSIE could benefit only a
very few enterprises. There seems to be considerable scope for promoting RSIE
development through sub-contracting from large industries, which has been
success’ 4l in a small number of RSIE products in Indonesia, Pakistan. Peru
and the Philippines through technological upgrading and trade links. Discrimi-
natory measures in favour of RSIE, e.g., differential taxes, may compensate for
benefits accruing to large industry, but in the tong run RSIE should stand on
competitive sirength in the market. Supply-side measures (further discussed in
chapter 1V) while more difficult, are important for upgrading skills and
technology in RSIE. The effectiveness of supply-side support to RSIE is fargely
determined by the extent that macro-policies create a favourable envi.onment
for RSIE.

Institutional support of RSIE: the supply-side approach (chapter V)

Institutional support of RSIE can be justified as a complement (or
palliative) to the influence of the broader demand-side policy environment
discussed in chapter III. Within this, another important objective is to give
Governments, donors and agencies a better idea of what, and what not, to
expect from various types of institution and activity.

Institutional support has largely been mounted to correct the perceived
weaknesses of RSIE. Although weaknesses exist, they have been over-
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emphasized. as has the institutional support given, which has trequently
become a supply-side palliative to unfavourable demand-side policies. or has
resulted from the failure to recognize the role of RSIE in overall rural and
industrnal development.

Neither planning bodies nor small-industry development agencies have
generally had an imaginative approach to RSIE policy formulation and
transmittal. Small-scale-industry and RSIE policy has focussed on supply-side,
direct-input support and has not been well-integrated into macro-policy-
making. There are signs that this may now be gradually changing.

For th.. study. the following classification of supply-side institutions
supporting RSIE has been devised:

(a) Policy and general-purpose institutions
e Policy-forming bodies (including policy-research bodies, and policy-
transmittal mechanism);

e General-purpose small industries development agencies (SMIDAs).

(b) runctions and functionally based institutions

o Marketing or raw. 1atenial supply schemes;
e Publicly-controlled RSIE or rural production centres;

e RSIE co-operatives (i.e. production and marketing co-oper ves, nos
savings and loan associations);

Indusirial estates, with or without common service facilities;

Financial services institutions or programmes, including
— commercial banks

— development banks
— savings and loans associations or credit unions

Business advice extension services

e Technical service facilities located with RSIE, technical extension
services, mobile or on-location technical training

Formal vocational training centres
Technology development and diffusion centres

(c) Other institutions

® Arca authorities and development programmes, programmes for
special target groups (c.g. women),

e Small industry or trade associations;

o Non-governmental organizations (NGOs), private voluntary organiza-
tions (PVOs).

(a) Policy and general purposc institutions have in general not been
effective at promoting RSIE. This is particularly true for the SMIDAs, the
archetypal mechanisms for supply-side, direct-input support. SMIDAs tend to
be over-centralized, with a resulting urban bias, and to ovecr-emphasize
hardware inputs to RSIE. Individual SMIDAs appear to be progressively
distancing themselves from this approach, but reforms are long and difficult;
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(b) Functionally based institutions in the countries and projects reviewed
appear to have a mixed record. Public intervention in the supply of raw
materials to R3IEs and in marketing their products generally has a better
chance of success if aimed at stimulating private enterprise to perform these
functions. The same principle of self-reliance also applies to sub-contracting.

Public-sector RSIEs are few and far between and usually form part of a
larger institution that combines, for example, training with production. The
record of such RSIEs was not found to be impressive.

While successful examples exist of RSIE-promotion via co-operatives, co-
operative organization is best seen as a complement to RSIE private
proprietorship in particular circumstances. Clear-cut benefits to members and
careful preparation are essential.

Industrial estates in general are not effective as RSIE-promoters. They may
be useful in areas with a thriving small-to-medium industry sector.

Traditionally-run commercial and development banks have not been
effective promoters of RSIE. nor have RSIE-financing programmes initiated by
non-financial institutions. Savings and loans associations (SLAs), or SLA-type
programmes run by rural offices of banks, offer more promise. but are multi-
sectoral. not focussed on RSIE. Their effectiveness increases pari passu with
their local outreach.

Business advice extension services may be effective in support of some
other useful promotional effort such as SLAs. RSIE business advice is not
much valued in its own right.

Training centres have, with some exceptions, been ineffective promoters of
RSIE. The centres are often urban-based and -oriented, with little or no rural
outreach and usually attract, with doubtful results, new entrants rather than
those engaged in existing RSIE.

On-location technical facilities, extension and training programmes are
very often well-received and effective. They must, however, offer realistic new
commercial opportunities to their RSIE clients. Also, not all institutions are
effective in delivering these programmes.

Technology development and diffusion centres have generally been remote
from RSIEs and ineffective at promoting them. A few have effectively served
agricultural implement firms by developing close field contacts with them;

fc) The final category of ins:itutions has provided mixed results.

There is little evidence that area-based institutions and programmes are
effective at consciously promoting RSIE. They mostly pursue other sectors,
such as infrastructure and agriculture.

Small indusiry and trade associations are observed to perform a useful
range of services for regional-town RSIEs in some developing countries. They
take time to build up, but could be a promising target for more external
technical co-operation assistance (TCA).

NGOs perform a range of RSIE promotional functions to a still-limited
extent, but usually efficiently and with good rural fieldwork. Their special
strengths are the promotion of RSIE self-reliance through organization, and
their emphasis on autonomous local operations. Their weaknesses have been
over-emphasis on welfare concerns, and under-¢ mphasis on technical input and
upgrading.

Although general rural growth is not an absolute pre-condition for any
supply-side RSIE support activity, it does provide an environment in which
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such institutional support can be used to full advantage. Leaving aside
considerations of inadequate management of an institution etc.. it would
appear that successful supply-side intervention in RSIE s best achieved by only
a narrow range of institutions and programmes. This range increases with the
size of RS!E. Thus. the smallest RSIEs, the bulk of the sector. are best served
by marketing schemes, savings and loans associations. on-location technical
facilities. training and extension. If these RSIEs are located in rural towns and
regional cities, small industry and trade associations may be added to this list.
The larger RSIEs, finaliy, may also reap some benefits from interventions by
SMIDAs and formal banks.

A strong local presence of the interveming institution and a strong
involvement from the community (village. town. small industry association. co-
operative etc.) greatly enhance the effectiveness of the intervention. At present
such support is best supplied. usually, by NGOs and PVOs. Highly centralized
organizations are not effective RSIE promoters. Strong field links, based on
local presence and local autonomy of action are essential. The need is for
changes in public institutional policy. away from centralization. hardware,
“centres”, would-be comprehensive institutions. and subsidized credit. The
crucial issue for RSIE institutions is not whether they are public or private, but
whether they support mechanisms which w.ill involve the beneficiaries them-
selves and make possible transfer of technology, market opportunities. and
development of viable credit.

Localization and geographical spread of effective types of institutions is to
be encouraged. but the setting-up of new institutional types is not. Relatively
few RSIE support institutions are financially self-sustaining. For many
institutions. the issue is mounting effective programmes which can secure the
lovalty of staff and outside funding. Cost-effectiveness can only be assessed
impressionistically. but the likely benefit-versus-cost per recipient should
nevertheless always receive cool prior assessment.

Seif-monitoring by RSIE support institutions is not generally impressive.
In any case, supervisory and plarning agencies have an external monitoring
responsibility, the execution of which will keep them in closer touch with
sectoral problems. linkages and broad policy options.

The list of institutions that can provide effective support to RSIE is
rd'atively short and the effectiveness of this support is determined more often
than not by the extent to which existing macro-policies favour RSIE.

Fxternal assistance to RSIE (chapter V)

External assistance to RSIE (as to any other sector) has been provided at
three levels; (a) policy support (demand-side intervention) has only occasionally
been provided. (h) most emphasis has been laid on institution-building (supply-
side intervention) and the disappointing results thus achieved have led certain
donors to emphasize (c) direct support to RSIE.

External assistance for macro-policies is potentially the most effective level
for assistance to RSIE because it can then be directed towards the creation of
an RSIE-friendly economic environment and can reach ail RSIEs more or less
equally. Such assistance could cut across bureaucratic barriers at the top.
Unfortunateiy, many countries consider such interventions as an unwarranted
intrusion and will probably continue to do so if TCA policy is not handled as a
mutually-persuasive dialogue. !
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Dornors and agencies have 2 marked preference for external assistance for
institution-building. because. if such assisiance helps an institution to take off.
the latter can then continue its activiites without outside suppourt. Many
institutions never reach that stage and just sunvve on outside sustenance,
whereas already eftfective institutions make good use of external support. RSIE-
specific institutions are few and far between as are new institutions established
via external assistance.

Few external assistance projects to RSIE are dedicated exclusively to direct
assistance. The combination ot direct assistance and institution-building is
more effective than either of these approaches separately. Donors have ceen
known to opt tor direct assistance because they feel that host-country agencies
are inadequate or because the duration of the required intervention does not
Justify the establishment of an institution.

The mechanics of project preparation. implementation and follow-up are
project- and not RSIE-specific. From an RSIE angle, speciai importance is
accorded to the complexities of design (rural and industrial), the intricacies of
management where assistance to RSIE is but part of a larger project, and the
need to develop models of external assistance that become expendable in due
course. Donors and agencies have not developed a unified 2pproach and field
co-ordination leaves much to be desired.

Many problems of project management and follow-up can be reduced to
errors in project design, but good project design in itself must not be considered
as a guarantee of successful management and follow-up. Good project design is
rather a precondition than a guarantee of success. An analogous line of
reasoning is less valid for the project document. Whereas inadequate
identification and (pre)feasibility studies will certainly result in a poor project
document, good groundwork in identification and fzasibility analysis account
for 907 of a good project document.

The diverse and mubsifaceted nature of the RSIE sector and its problems
makes co-ordination and project management particularly difficult. Problems
encountered arose from this complexity rather than from the nature of RSIE.
Monitoring was only found in the more successful projects.

Excessive donor or agency intervention stimulates donor dependency.
throws up a barrier against future host country take-over and hence against
sustainabilits and replicability in general. External assistance to RSIE is no
exception. The potential 1o carry over external assistance experiences will be
greater if cost-eftectiveness is higher.

Donors and agencies have different apprcaches and procedures in external
assistance. There is some indication of an increasing preference among donors
and agencies for policy assistance, although only few—mostly recent—projects
provide assistance at this level. Differences are found in approaches to RSIE,
but these mainly concern ways to bypass ineffective institutions.

Responsibility for field co-ordination of donor activities is, in theory,
shared by the Resident Representative of UNDP who reviews external
assistance efforts annually. As co-operation in this exercise is voluntary,
coverage is far from complete and co-ordination results are usually not
impressive. Donors might well agree to formalize the pivotal role of UNDP in
field co-ordination. In the United Republic of Tanzania, the UNDP Resident
Representative recently took the initiative in setting up monthly informal donor
and agency meetings. This could be a first step towards the co-ordination of
field efforts for a specific subsector.

xxi




Recommendations (chapter VI)

The final chapter reviews some findings and recommendations that have
resulted from this study, but do not always figure prominently in the text. Some
of the major recommendations now follow.

1. Macro-policy favouring the growth of rural income should be given
priority in RSIE development strategies and should preferably precede supply-
side measures of support to RSIE.

2. The development of an agricultural surplus is a precondition for the
stimulation of ncn-farming activities <uch as RSIE in rural areas. If no such
surplus exists, efforts should be pri.arily directed towards achieving such a
surplus.

3. Because RSIE provides a suppicmentary source of income for on average
50¢ of rural women engaged in agriculture, emphasis might be placed on
expanding and adding value to this activity. Attention should be given to
reducing drudgerv and manual work and to training for new types of RSIE
work (electrical wiring, electronic assembly etc.).

4. Policies for the support ot RSIE should concentrate on maximizing the
linkages of RSIE with other sectors.

5. In order to stimulate RSIE. more emphasis should be given to favcurable
macro-policies and general strategies aimed at economic diversification.

6. Sub-contracting from larger industry to :mal-scale industry and RSIE
should be promoted through policies for upgrs"*- ¢ .echnical skills and special
training and extension programmes for smau-scale industry and RSIE. Sub-
contracting information exchanges are more effectively operzted by industry
associations than by extension agencies.

7. Purchase, reservation and tax-incentive schemes for small-scale industry
and RSIE should only be introduced as temporary measures.

8. SMIDAs should concentrate on the functions which they can perform most
effectively and adjust their organizational structure accordingly. This usually
involves decentralization and hiving off certain operations (industrial estates,
provision of credit).

9. Common-services facilities should be hived off from industrial estates and
be transformed into technology centres providing services to nearby small-scale
industry and RSIE,

10. Credit for small-scale industry and RSIE should be made available in as
decentralized a form as possible. The role of non-bank financial intermediaries
in this context should be enlarged.

11.  Because on-location, branch-specific technical upgrading programmes are
often effective RSIE promoters, especially in more remote areas (mobile
training units), they should be stimulated.

12.  In the promotion of RSIE development, increasing use should be made of
NGOs and PVOs as agents of change because they tend to have a better grasp
of the local demands of RSIE than national institutions.
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13. In order to optimize its effectir eness. supply-side institutional support tor
RSIE should be framed in 2 macro-policy which enhances the growth of
dis.posable rural income. Comprehensive intervention should be limited to
situations where RSIE has to be built up from scratch.

14. Donors and agencies should focus on persuading host countries to adopt
appropnate macro-policies that favour grass-rooi and small-enterprise deve-
lopment in rural areas or insist on these macro-policies as a precondition for
supply-side assistance.

15. Every effort should be made to make use of existing nstitutions rather
than bypassing them (direct assistance) or setting up new ones. National
institutions of the SMIDA variety might be sireamlined through external
assistance (cf. reccommendation 8).

16. Donors and agencices should make every effort to harmonize their external
assistance procedures and co-ordinate their field activities. This is especially
important when it comes to enterprises which are often located in remote areas.
as is the case with RSIE.
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I. Introducing the Study

This introductory chapter has three main sections. The first outlines the
significance of attempts to assist rural small industrial enterprises (RSIE) in
developing countries. With this as background, the second section states very
briefly what the study tries to do. The third section summarizes how it was
carn~u out. A final section recapitulates the chapter, setting the scene for what
follows. The appendix to this chapter defines some of the terms used in this
study.

1.1 RSIE and RSIE assistance

Altiiough the speed of developmen: tends to be outstrir ped by the speed of
urbanization in developing countries, many people in d.veloping countries—
especially the poorer and least developed ones—are still “rural™.They live in
villages and homesteads in the countryside, or in small- or medium-sized towns
which have strong connections with the countryside. This pattern at ore time
prevailed all over the world. With the Industrial Revolution—and the great
growth in agricultural production that preceded and paralleled it in Europe and
North America—the pattern was broken over much of the Northern Hemisphere.
Cities grew and multiplied, based on expanded manufacturing and trade. Vast
numbers of people left the land and found urban industrial employment. Tk
countries thus industrialized, ceased after a time to depend much on agriculune
as a source of employment or driving economic force.

By and large, the developing countries of the South remained over-
whelmingly rural and agricultural. After the Second World War, however, the
South as 2 whole began to look on Northern large-scale industrialization as a
model tc; be followed for prosperity.

Behind protective barriers, developing country Governments and business-
men attempted to duplicate many of the industries of the North, and thus to
transform their economies. Where agriculture or technical skills were strong,
they sometimes achieved some success, ¢.g. in Brazil, Mexico and the Republic
of Korea, all of which started industrialization based on protected domestic
markets. In most developing countries, however, the large-scale industrial
sector was stunted by low incomes, low demand and a relatively low level of
skills. Moreover, with capital-intensive techniques imported from the North,
manufacturing employment grew cven less than production. High protective
barriers permitted high industrial costs and prices. which still further restricted
demand. The developing economies wers mostly not transformed.

Nevertheless, with improved public health programmes, populations grew
very rapidly. People moved off the land much faster than could be absorbed by
the slow growth of large and medium industry. The migrants found
employment in small “informal” firms—manufacturing, trading, services—in




the cties. whose population began to increase at alarming rates. Existing
physical and social infrastructure quickly proved wholly inadequate and new
construction was undertaker on a far too limited scale. Large-scale modern
industry was only able to absorb a fraction of the rapidly swelling pooi of
urban labour.

The reswit was—especially in the larger cities of Asia and Laun
America®*—a girdle of shanty towns around the big cities where informa!
economic activities have much in common with already established soail tirms,
which already provided most manufacturing employment.

Moreover, a large proportion of the small firms and their employment
were outside the big cities, and their industrial activities were a significant
source of employment for the rural population at large. One sun ey has noted
that in 13 of the 14 developing countries covered. small-scale firms accounted
tor more than 50 of total industrial emplovment (the average was 7177).
turthermore. within the small-scale sector (taken by the survey to comprise
enterprises of 149 employees). very small firms of 1-9 employvees comprised
two-thirds of all manufacturing enterprises. The survey also found that in most
developing countries the vast majority of small industries are in rural areas.
Moreover, in 13 countries covered, 637 of all manufacturing employment was
rural (aimost certainly predominantly in small enterprises).!

Much of this rural enterprise had achieved these results with hittle or no
outside intervention. Often, it was considered not to form part of the national
economy (the so-called modern economy) and, hence. was either neglected or
approached via the occasional institution. specifically established for that
purpose. Small rural industry did not qualify for bank loans at low interest
rates, nor for foreign exchange, import licenses, investment licenses, tax
incentites. buildings. industrial training. export bounties, indeed for none of
the privileges accorded to larger industry in the industrialization drive.
However. 1if the smali-scale industry sector could be expanded. employment
gains would probably be very significant. and a large part of them might be in
rural areas, in the RSIE sector. This might reduce the disturbingly high flow of
migration into the cities, and augment the incomes of the rural poor.

So. starting roughly in the middle 1960s, developing country Govern-
ments—followed and sometimes prompted by the community of development
donors and agencies—developed a heightened concern for promoting and
assisting small-scale industry, and within that sector, RSIE.

Programmes to assist small-scale industry and RSIE were elaborated.
Divisions or units responsible for small-scale industry or RSIE were set up in
planning agencies and ministries of industry. Banks were directed or cajoled, or
even specifically established, to make loans to small-scale indus.ry and RSIE.
Vocauonal training programmes were mounted. Small-scale industry industrial
estates were built, often in smaller cities and rural towns. Publicly-owned
handicraft marketing agencies were formed. Small business advisory services
were sct up. Rural technology development centres were established. Some-
times, various endeavours were united within a general-purpose small-scale
industry development agency. In short, a wide range of measures were set in
motion to promote small-scale industry, with RSIE receiving more or less
emphasis as a subsector.

*This process gained momentum in Africa some time later

€ Tedhoim and D Mead. Small-scale industries in descloping countries  empirical
cvidence and pobicy imphcations” (Washington, D.C . United States Agenes for Internationai
Development, 19%6). pp. 14 and 19
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The development donors and agencies have substantially supported these
developing country efforts with external assistance. External assistance may be
pure funding. but usually includes technical co-operation assis*ance (TCA).
TCA is the effort to transfer expertise direct to the small-scale industry and
RSIEs themselves (“direct support TCA™). or to a developing country
institution assisting small-scale industry and RSIEs (“iastitetion-building
TCA™).

We may illustrate the extent of external assistance and technical co-
operation assistance from the programmes of the present studyv’s sponsors (see
ooxes).

The Evaluation Study’s Sponsors

United Natons Develcpment Programme (UNDP) is the funding and
co-ordinating agency for TCA development in the United Nations (UN)
system. Until recently it generally did not cxecute TCA projects itself, but ieft
this to specialized “executing agencies”. In the RSIE sector. the principal
executing agencies are the International Labour Organisation (ILO) and the
United Nations Industrial Development Organization (UNIDQ). On the other
harnd. the Government of the Netherlands, as the representative of a
sovereign people. is a “donor” in its own right. As with many donors, its
external assistance contains a larger admixture of pure funding than external
assistance from the UN system, which coacentrates primarily on TCA.

The Sponsors’ External-assistance involvement in RSIE

What has been the sponsors’ external-assistance invoivement in the
RSIE sector?

UNDP

Up to 1985 from the late 196Cs, UNDP has funded 642 projects in the
smali-scale industry and RSIE sectors. These have amounted to a total of
$277 million. Approximately two thirds have been complieted, while one third
were still in implementation in 1985. The data are based on descriptions in
the projects’ objectives and tities, as follows:

“Small business. small enterprises, small-scale industry, rural industries,
cottage-industry.”

The two largest UN programmes in the field are those of UNIDO
($98 85 million) and of ILO ($30.97 million). Their programmes cover such
areas as rural and smail ingustry development institutions, industrial estates,
the enterprises themselves, entrepreneuriai development, management and
technical training, rural employment and co-operatives. More details of the
UNIDO and ILO programmes are given below.

UNIDO

UNIDO's rural industrial developm.'nt programme has the following
basic themes:

® Itis primarily to assist the decentralization of industry;




® It attempts an integrated approach, i.e. creation of appropriate
institutions to assist entrepreneurs all the way through implernenta-
tion of their industrial projects;

e it emphasizes training and upgrading of loca! promotional staff and
entrepreneurs.

The target group for this programme is the rural population living in
provincial towns or agglomerations of villages where mi© num adequate
infrastructure exists for industry to be developed.

Technical assistance provided under this programme to Governments
includes:

e Formulation of policies and strategies;

® Identification of rural industrial projects and entrepreneurs to
implement them;

® Assistance in establishing and strengthening appropriate promo-
tional agencies, rural industrial estates or clusters, and extension
services;

& Establishment of common service facilities (e.g. for reparr and
maintenance) connected with industrial processing;

® Assisting in the choice and use of appropriate technology:.

e Designing training programmes to develop national capabilities
requi-ad in rural industrialization;

® Conducting workshops and seminars on related matters.

iLo

ILO's invoivement in RSIE started in the early 1950s with technical
assistance to cottage industries and handicrafts. The scale of activities and
the range of means used have since expanded considerably. With the
launching of the World Employment Programme in the early 1970s, much
research has been done on factors inhibiting RSIE development, notably
with regard to policies, strategies and institutions.

ILO interventions in the sector range from improving institutional
capacity and the policy framework, to grass-roots promotion of employment
and incomes. Although ILO has generaily worked with national Government
institutions, NGOs such as craftsmen’s trade associations and voluntary
non-profit private agencies, have recently received increasing suppont.

The main types of assistance provided have been the following:

® Policy formulation assistance,

® Development of new, or expansion of existing, small industrial
activities,

® Improving productivity through skill development and introduction
of appropriate technologies;
Infrastructure such as training and technology support institutions;

® Promotion of suitable organizations among RSIEs themselves.

Although ILO activities have generally focussed on the small enterprises,
several recent projects have been targetted on people—the rural people,
particularly women—to help them become self-employed in industrial
activities.




Government of the Netherlands

In the 1960s, the Netheriands’ contribution to industry was concentrated
on medium-sized and non-rural, rather than small rural, industrial enter-
prises. Vocational training institutes were also supported.

The Netherlands’ assistance to promotion of micro- and smail-scale
enterprises started in the early 1970s. Eventually, assistance came to focus
on industrial micro- and small-scale enterprises, in both urban and rural
areas. Netherlands NGOs and the Netherlands Development Finance
Company (FMO) have aiso been important contributors.

Industrial infrastructure, development of skills, appropriate production
techniques, and access to credit, have been stressed. The assistance has
been seen as remedyiny deficiencies considered to prevent micro- and
smali-scale enterprises functioning successfully. Netherlands projects have
included industrial service centres, often located on small-industry estates.

The Organization of Netherlands Volunteers (SNV) and Netheriands
NGOs have concentrated on rural non-farm employment, aiming at stimu-
lating village groups into productive self-help activities. FMO, on the other
hand, has started small-scale enterprise credit projects with local develop-
ment banks.

Within an integrated approach to rural development, including RSIE, the
following elements have been considered vital:

o Commercial viability, which inter alia requires infrastructure;
Access to capital;

Management training;

Emphasis on labour-intensive activities;

Transter of appropriate technology;

Facilities for maintenance and repair of machinery;

Access of potential entrepreneurs to project services;

Use of local rather than imported resources.

Given the diverse sources of Netherlands assistance, it is extremely
difficult to estimate any global total. Suffice it to state that the 13
Netherlands’ projects reviewed in the desk phase of this study aione
amounted to external assistance of $32.7 million.

It will be evident from the boxes that the sponsors have made a
considerable effort in the sector, alike in terms of expenditure, numbers of
projects, and range of programmes and approaches supported. Some of this
effort has been directed specifically to RSIE-promotion, but much has
supported smail-scale industry or small-scale enterprises generally, with varying
attention to RSIE in particular cases. In all these respects, the sponsors’
external assistance has broadly resembled the developing country efforts it has
aimed to assist.

In this sector as in most others, the sponsors have monitored their effort.
They have evaluated their individual external ussistance and TCA projects.
They have compared notes, informally or formally, with other donors and
agencies, and with developing country Governments and institutions. They
have followed, and on occasion commissioned, general research into the
workings of RSIE and the rural economy in developing countries. The box
“Introducing RSIE" provides some insight into these workings, th.cugh brief
profiles of three RSIEs visited in the course of the present study.




Introducing RSIE- -Three Profiles

This study is about when and how to promote RSIEs and the people
who work in them.

So here, at the outset, are three of those people, each of them working
partners or owner-managers of RSIEs. A brief glance at their enterprises
should give a better idea than many statistics, of the range of people this
study was commissioned to help. Names and a few details of the enterprises
have been altered to preserve the anonymity of the firms, but the essential
characteristics have not been changed at all.

1. Maruja Torres, wire netting, Peru

As if being the mother of nine children is not enough, Maruja Torres is
also a small-scale industrialist in her own right. In the backyard of the family
home. situated on the outskirts of a regionai market town in northern Peru,
her husband has designed and built a simple machine for transforming wire
into wire netting of various types. Being a mechanic with the national oil
company PETROPERU, jobs like that come easy to him. He has done
wonders with the house that he built himself. Now he has turned his hand to
capital gcods. The machine, coupled to a small electric motor, is a marvel of
simple w.genuity. Whenever one of the frequent power failures occurs,
Maruja simply switches to manual operation.

Maruja runs a one-woman enterprise, which she has taken the trouble to
formalize (two years, countless forms and signatures, much haggling and
even some money under the table for the privilege of having a license,
paying taxes legally and being allowed to produce in peace). She does her
own buying, producing and selling and when her husband is not around she
can even do minor repairs.

When business is brisk, the children—her own as well as the
neighbours'—wiil lend a hand. But, lately, things have not been going too
well. Basically it is ail the fauit of SIDERPERU (public sector steel producer
and monopolist) that simply cannot produce enough to meet national
demand, and what there is is grabbed up by the big national steel consumers
and the smailer ones in far away Lima. "And when there is some steel you
must buy it at once and pay cash”, she says, “do not go to the bank for a
loan; by the time you can see someone there, there is no steel left”. So
Maruja has to rely on quick and expensive informal credit, just like most of
her colleagues.

Maruja's heroine is Rosa Galvez, the dynamic president of FENAPI, the
Peruvian Small Industry Association, who has done so much to Lring tne
plight of the Peruvian small entrepreneur to the forefront. Mrs. Galvez is now
working on a bulk purchasing scheme for raw materials for small entre-
preneurs like Maruja Torres.

2. Mr. Ali Harjono, woodworker, Indonesia

Mr. Harjono is in his forties. He is the sole owner of the woodworking
business in which ha works with eight other men and youths. His workshop
adjoins his house in the village of Cisaat, near Sukabumi in West Java.

Even on Sunday, officially a holiday, Mr. Harjono ai 4 some of his
employees are working. The workshop is rather ill-lit. The crude shutters put
up each night are quite small. It is also rather cramped, about five metres by
three metres. Tools and pieces of wood are all over the floor in apparent
disarray. Along one side, run a couple of turning-axies. These are




electrically-powered. driven by a small generator in a sunken alcove at the
back. Mr. Harjono's house is connected to the electricity grid, but only for
300 watts. not enough to drive his turning tools. In fact. his generator
(bought second-hand with his own money) has barely enough power itself.
One day, he will replace it. Why not get a bank loan? He has never tried, for
that purpose or for anything else.

Mr. Harjono is a carpenters’ carpenter. He grew up in the trade. He spent
a time working for a bigger firm in Bandung. His main product is a traditional
cooking implement carved from softwood. These he sells himself to shops in
Sukabumi, Jakarta and Bandung (not to the big ones. too shy!). He is
dressed in working trousers and T-shirt. Urged to dress up and try, he only
smiles.

Of late, new business and products have come his way. A Jakarta
organization has export orders to meet from an international charity. They
are for toys which can be made with much the same skills as his traditional
products. But won't exports require properly-dried wood? Mr. Harjono is
working on that. He has his own design for a drying kiln, but hasn't yet built
it.

In return for the business put his way by the organization. Mr. Harjono
has agreed to give on-the-job training to some local youths. They will come
later this month. One has to train people young in this business, or they
won'ttaketoit . ..

3. Mpiza and Partners, farm implement manufacturers,
United Republic of Tanzania

Mr. Mpiza is in his thirties, and a mechanical engineer. He is one of five
partners, all working in the firm, of broadly similar ages and professional
qualifications. The firm, located a few miles from a regional town with about
50,000 inhabitants, was established in 1982, when it was desired to put idle
public-sector metalworking equipment to use. This was made over to the
new firm after rigorous screening and a probationary period. The partners
had also to contribute start-up capital from their own pockets.

The firm nas done well, rapidly expanding its sales, assets, employment
and product range. It now employs about 30 people. When it started, there
were just the partners and three other workers. It now has two buildings.
One 15 old with lean-to extensions added by the firm. Here, all available
space hums with the activity of hammers and small machine tools, mostly
wielded by youngish men. Hardly any of them even glance up at visitors.
Some were trained by the firm, some at local technical schools. Parts and
odd-bits of steel are everywhere, on the floors and stacked against the walls.

The other building is new, scon to be opened. It was partly financed by
a recent bank loan. The bank also gives credits for raw materials, but not
overdraft facilities. Much of the expansion capital has come from profits.

The firm started with ox-cart wheels and frames, and this is still a major
product. For near-by customers, the carts are delivered complete. Further
afield. the firm delivers knocked-down sets. These are assembied and
serviced by local mechanics, who have received special training from the
firm. The ox-cart was originally developed by a local technology centre, but
since then Mpiza and Partners has itse!! developed saveral successful
products, among them a range of oil-presses. The new building will be used
for expanded production of these presses.

The firm has started exporting to neighbouring Rwanda, Burundi and
Uganda. Export sales are for hard currency, which can partly be used for
raw-material imports, a very useful bonus.




It becams clear that RSIE is an important manufacturing subsector with
considerable development potential. It is also very complex and heterogeneous.
Its dynamics and how to promote or assist it might be more complicated than
had been thought. Many RSIEs are hard to reach and help. even given the wide
range of institutions trying to assist them. It is possible that external assistance
and TCA—whether “‘direct support” or *‘institution-building”"—might not be
achieving significant advances in RSIE promotion.

The RSIEs themselves were increasingly perceived as very numerous and
diverse, often widely dispersed, operaung independently of any institution,
subject to pressures of markets provided cr denied by developmenis in other
sectors (including agriculture), and frequently in direct competition with one
another. In short, the picture glimpsed was of “‘the entrepreneur who goes it
alone™.

With these four elements of concern; /a) that RSIE is an important sector,
(b) that there is a major developing-country and external assistance and TCA
effort to promote ii, fc) a sense that the sector and its promotion are still
imperfectly und<rstood and handled, and (d) doubts about the effectiveness of
the sponsors’ own external assistance and TCA contributions, the case was
made for this general “thematic™ study or evaluation of RSIE-promotion in
general, and of external assistance and TCA contributions in particular.

1.2 What this study tries to do

The aim of this study is to provide systematized information and
guidelines (based on research and field expenences) for developing country
Governments and private institutions, together with development donors and
agencies (including the study’s sponsors), to improve the planning and
implementation of RSIE promotion.* It tries to do this at the levels of policy,
of institutions, and of activities in direct support of RSIE (although direct RSIE
support will normally be the province of the developing-country institutions,
not of the donors and agencies).

The study aims to do this by linking practical experience of specific RSIE-
promotional activities to the increasing knowledge of RSIEs (how they actually
work, where they are, what they do, what drives them, how they are affected by
economic trends etc.).

This explains the outline of this report. Chapter Il e¢xamines RSIEs
themselves; their numbers, size, nature, locations, practices, linkages with the
rest of the economy, strengths and problems. This is absolutely essential if one
is to understand the effect of policy and other interventions on them.

Chapter 111 then evaluates the effect of broad economic policies—
financial, industrial, agricultural—on RSIE. Since RSIEs are agents in, and
linked 1o, the economy as a whole, the influences of broader policies may well
be profound.

Following on this, chapter IV outlines the policy for RSIE which has thus
far predominated in most developing countries, i.c. that of supplying inputs
and services to RSIE via a range of institutions. It considers the RSIE-
promotional effectiveness of the several types of these “supgly-side” assistance

*For the United Nations system, the first step in this process will be the preparation »f a
programme advisory note (PAN) on RSIE promotion, addressed to UNDP representative offices in
developing countries and project officers at headquarters of UNDP, UN executing agencits and
bilateral donors,
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institutions and programmes. This complements chapter IIl, which highlights
*demand-side” policies and interventions and gives Governments, donors and
agencies a better idea of what—and what not—to expect from various types of
institution.

Chapters I1-1V thus deal with the RSIEs themselves and the effects on
them of the whole range of developing-country policies, intervention and
specific assistance. Chapi=r V examines the role and effectiveness of donors’
and agencies external as:.stance and TCA in assisting these developing-country
activities. This chapter is of course the most immediately relevant to the study’s
sponsors; who however feel that reither they nor any other interested party can
properly plan RSIE-promotion activities without first considering the issues
raised in chapters 11 to IV. Finally, Chapter VI summarizes some conclusions
and recommendations.

1.3 How this study was carried out

It would not be appropriate to give here any more than a bare outline of
the study’s development and methods.

UNDP has embarked on a series of thematic evaluations of areas in which
importani amounts of external assistance have been channelled to developing
countries. The aim of these studies is to provide policy and project officials
with a series of manuals for the improved preparation, implementation and
follow-up of programmes and projects in a number of areas. These manuals or
programme advisory notes (PANs) are based on desk and field research.

In order to broaden the scope and the usefulness of such studies, UNDP
requested the collaboration of a bilateral donor and of one or more executing
agencies actively involved in the subject matter to be reviewed. Thus, towards
the end of 1984, the Government of the Netherlands, ILO and UNIDO began
preparations with UNDP for a thematic evaluation of external assistance to
RSIE. This study was to use projects and programmes implemented or funded
by the four sponsors as entry points for the analysis of policy and institutional
environment of RSIE and the significance of external assistance in this context
in order to arrive at conclusions and recommendations for future activities in
this field.

After some preparatory work at the headquariers of the four sponsors of
the study during the first half of 1986, the study was effectively launched in
August of the same year. This was accomplished by bringing together and
briefing a team of three ‘“‘core consultants” (the authors of this report)
providing them with a background paper® (jointly produced by the sponsors)
governing the objectives and conduct of the study, and arranging for a series of
meetings at intervals of a few months between the core-consultant team and a
Steering Committee of representatives of the sponsors.

This achieved, the study fell into three main phases; (a) desk review, ()
field missions and their preparation, (c) synthesis and finalization of repor:s.
These spanned respectively Augu-t-December 1986, February-September 1987,
and September-December 1987.

The desk review covered two kinds of material. First, a survey was made
of the research literature on small-scale industry, with particular reference to

*The terms of reference for the thematic-evaluation study, excerpted from this background
paper, are given as annex V.




RSIE. The literature included published books and articles. and reports and
surveys of particular topics conducted for (and by) donors and agencies
interested in policy for, and promotion of, small-scale industry and RSIE. Most
ot the literature focussed primarily on small-scale industries and RSIEs
themselves, their practices and place in developing-country economies. How-
cver. some of it dealt with institutions involved in policy-making and assistance
for small-scale industry and RSIE.

Secondly. to emphasize practical experience of RSIE promotion. the desk
review covered the files of 56 of the sponsors’ external assistance and TCA
projects in the sector. About half of these projects were in the six countries
subsequently visited in the field missions (Indonesia. Pakistan, Peru, Senegal,
United Republic of Tanzania. Zambia). The remainder were drawn from 12
further developing countries and a number of regional projects involving more
than one country (in Africa: Botswana, Burkina Faso, Ethiopia, Kenya,. Liberia
and Nigeria: in Asia: Bangladesh. Nepal and the Philippines: in Latin America:
Argentina, Colcmbia and Haiti). Care was taken in selection 1o emphasize
projects with a strong rural component, to focus as far as possible on projects
which were neither long-past. nor too recent to have yielded much useful
experience. to cover the functional range of RSIE-promotion : ctivities, e.g.
strategy, training. credit programmes. industrial estates etc., and to achieve a
wide spread of geographical location, developmental level and project size. The
list of the 56 projects is reproduced as annex I{l.

Each project was reviewed through the headquarters files at the Hague
(Netherlands Government), at Geneva (ILO) and Vienna (UNIDO), supple-
mented where possible by discussions with project staff and backstopping
officers. The reviews focussed on such matters as project design and
implementation, performance of the host-country institution and of the donor
or agency., and lessons to be learnt about RSIE promotion and external
assistance of such promotion. Each review was recorded on a standard format,
the project data and assessment sheet (PDAS), which is reproduced as annex
Iv.

The literature survey and PDAS were synthesized into an interim report in
December 1986, presenting tentative findings and issues to be further
investigated in the field missions of the second phase. (For a summary see
annex If.)

Preparations for these missions began in February 1987. They centred on
surveys of the literature available on RSIE, policies and institutions in each
country to be visited, summarized as ‘‘country briefs’” for the field mission
teams. Also, the question of effectiveness criteria for RSIE promotion and
supporting external assistance or TCA was extensively examined. It was
concluded (and confirmed during the field missions) that quantitative assess-
ment of economic benefit or cost-effectiveness was not to be expected. The
range of impinging factors and promotional activities was too wide to permit it,
nor would the necessary base-line data be available.

Ficld missions were mounted to Indonesia. Pakistan, Peru, Senegal, United
Republic of Tanzania and Zambia. Each of these countries contained some of
the previously desk-reviewed projects. The field mission strategy was to use
these projects as points of entry for a survey of the broad range of RSIE
conditions and practices, relevant macro- and sectoral policies, institutions, and
external assistance and TCA in each country. This involved field observations
(but not formal surveys) of operating RSIEs and discussions with policy-
makers, private and public institutions, and donors and agencies (including, but
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by no means restricted to, the study’s sponsors). Many of these bodies provided
materials on their operations. which were also often observed in the field.

The field strategyv was tested and found satisfactory by the core consultants
as a team on the first mission to the United Republic of Tanzania in May-June
1987. The core consultants then split up to lead the remaining five field
missions during June-September 1987. These missions always included a staff
member or representative of one or other of the sponsors. and in three cases
included a national consultant from the country concerned.

Each mission wrote a country report on RSIE conditions and RSIE
promotion and experience of external assistance and TCA. These reports were
for later use as material in writing the present report. They were not intended
to vield recommendations specific to the country concerned. Three further
country reperts—on Colombia, Kenya and the Philippines—were also written
by one or other of the core consultants. These were desk reviews based on
written sources, but followed as far as possible the same outline as the field
mission reports. A summary of the data and findings of these nine country
reports is given in annex L.

All nine country reports, together with the interim report of December
1986 and the PDAS and literature on which it was based, were then synthesized
into the present report by the core team in September-December [987. During
that period. the core team had heipful comments on drafts from the sponsors’
Steering Committee. They also had useful discussions with headquarters
specialists at the Inter-American Development Bank (IADB), the Organization
of American States (OAS), the United States Agency for International
Development (USAID) and the World Bank. These dicussions were parti-
cularly valuable on the subject of TCA at the policy level, and provided access
to further, mostly very recent, written matenals.

Thus, this study owes much to many sources at many levels all over the
world. with RSIEs themselves not least among them. It is hoped that the
study’s design and the blend of its sources will have produced two particular
contributions.

The first is the linking of practical RSIE-promotional experience to
knowledge about RSIEs themselves and how taey operate in the economy. In
other words, the viewpuint of the enterprises is brought together with the
viewpoint of those who are trying, from the outside, to promote them.

Second, by focussing on RSIE, the study will hopefully introduce a group
rarely considered or addressed separately. There are many programmes for,
and studies of, small and medium industries generally, small-scale industries
(urban and rural) generally, urban micro-enterprises, non-farm rural activities
generally, and rural artisanal micro-enterprises. It may be that some of these
programmes and studies have been too broad, some too urban-focussed, and
some too narrow, for realising the full potential of RSIE-promotion. In short,
RSIEs have not been notable as a specific development topic or as a focus of
concern for policy and assistance. The treatment of them in this study may
therefore be helpful to policy-makers in Governments, donors and agencies,
and to RSIEs themselves.




Appendix

DEFINITION OF SOME TERMs USED IN THIS STUDY

The following definitions are working definitions only for the purpose of this study.
Though not official, they would not appear to contradict any official definitions
established by UNDP, ILO, UNIDO or the Government of the Netherlands.

“Small"’ and “"rural”’

The target group has been defined for the purpose of this study as micro-
enterprises with 0-4 employees and small enterprisss with 5-25 employees, located in the
countryside and in villages and towns. All these enterprises are regarded as RSIE,
provided they are ““industrial™ (see below).

While the United Nations defines the term “rural™ to include locations with up 1o
20.000 population, the practical definition will vary from country to country. Where
transport infrastructure and the marketing and trade network are well-developed, or
where general urbanization is very marked, larger urban areas may be regarded as
locations for RSIE, as long as such areas provide a comparable environment to small
towns.

** Industrial”

*Industrial™ indicates manufacturing, the transformation of materials into finished
or intermediate physical products. It also includes a few activities, such as metalworking
repair shops, which use much the same equipment and skills as their counterparts in
pure manufacturing (production and repairs are often carried out by the same RSIE).
Drying of raw agricultural produce—e.g., of grains and robacco—has been excluded.

**Enterprise”

“Enterprise” means an organization primarily for production and commercial sale
of industrial products, in aimost all cases for the pecuniary or other material benefit of
the enterprise’s owner or owners (the proprietor, partners, or members of a
co-operative).

“*External assistance"”

The transfer io ceveloping countries, of financial, physical or technical resources to
assist those countries’ development. To qualify as *“*assistance™, such transfer is made on
terms which are gener.lly agreed v be concessionary.

“Technical co-operation assistance’” (TCA)

A form of external assistance (see above) concentrating on the transfer of technical
(or other relevant) expertise, accompanied by such physical assets (c.g., equipment) as
are necessary for the effective transfer of that expertise.

“Institution”

A developing-country organization (public or private) whose activities—usually by
design—affect or attempt to affect the fortunes of the target group. (It is assumed that
conscious attempts to affect such fortunes, are beneficially-intended.)

“Institution-building project”

An external assistance or TCA project that aims at establishing, developing or
strengthening institutions in order to further a development objective (in this case the
development of RSIE).
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**Institution-sustenance project”

Institution-building project where the maintaining of the institution concerned has
for all practical purposes become a long-term objective.
" Programme”

A well-established activity (or complex of activities), relevant to the target group, of
an institution.
*Project” (almost invariably in this study an external assistance or TCA project)

An undertaking designed to achieve certain specific objectives within a given budget
and within a specified period of time. In this study, such objectives are (or should be)
related to the promotion of RSIE or the strengthening of institutions attempting to
promote RSIE (or some closely-related target group).




I1I. The Economic Environment
of Rural Small Industrial Enterprise

This chapter is concerned with the economic environment impinging on
the development of RSIE, its role in the economic structure and its linkages
with the rest of the economy. Firstly, evidence is reviewed—f{rom both
empirical studies and data gathered in the ficld—of the role played by RSIE in
providing non-farm employment and manufacturing. Tinus review is followed in
the second section of the chapter by a consideration of the charactenstics of the
rural environment which delineates the location and scope of RSIE. The third
section follows with an analysis of structure and trends of RSIE coverning scope
and definition, size, extent and types, women's role, and other characteristics.
The fourth section of the chapter revie ws the important issues of linkages for
RSIE development provided by foreign trade, agriculture, large industry and
urban areas, and growth of infrastructure. The final section of the chapter sums
up the strengths and problems of RSIE in the light of the preceding analysis.

IL.1  Role of RSIE in employment and manufacturing

In general about one-fourth of rural primary employmen: in developing
countries is accounted for by non-farm activities and abour one-renth by
manufacturing. The sharc of total manufaciuring employment located in rural
areas decreases with the degree of industrialization—from 65-85C¢ in leas:
developed countries 10 45-60% in somewhai more developed and 1o 10-30; in the
newly indusirialized countries (NICs). RSIE provides secondar; employmen: to
10-265 of the rural male labour force. The share of non-farm income in total
income is higher for households with small land holdings. The income share from
rural manufacturing is usually substantially larger 1han the emplcyment share.

A recent review of the role of non-farm activities in the rural economy
concludes that RSIEs constitute a significant part of the rural non-farm sector.
They *productively absorb a large quantity of rural labour and provide a major
source of income to a majority of rural households. Because they are the source
of a particularly large share of sustenance to the rural poor, they have a
substantial impact on reducing income inequality . . . Non-farm activities are
not only efficient contributors to GDP but they stimulate agricultural growth
through effects on income, farm productivity and marketing costs™.?

Many developing economies have recently seen growth of RSIE both in
numbers and in combined output, although the experience in different

‘P. Kilby and C. Liedholm, “The role of non-farm activities in the rural economy ™. Paper
prepared for the Eighth World Congress of the International Economic Association, New Delh,
India, December 1986,
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countries has been uneven. This growth has occurred mainly in response to
increased demand for manufactured goods. particularly within major con-
centrations of population. In some countries, small-scale enterpnses collectively
constitute a2 major share of total instalied manufacturing capacity and of the
total industnal work-force. A significant proportion of such activities is located
in rural areas.

Many developing countries have had a tradition of artisan crafts and
trades which thrived in pre-modern societies, but suffered a decline under pre-
independence régimes due to concentration on commercial crops and mining
for export, denuding rural areas of cheap labour for these export-oriented
activities and the import of cheap manufactured products from the faciories of
the ruling country. After the Second World War, there was an emphasis on
rapid modernization through promotion of large-scale industries resulting in
accelerated urbanization. Rural crafts and manufacturing enterprises continued
to decline until recently. It is only during the last decade or so that a senous
concern has evolved to stop and, if possible, 1o reverse the increasing flow of
rural-to-urban migration by providing employment opportunities in the rural
areas througn the development of agriculture and of non-farm activities.

The role of RSIE in rural development may be illustrated by data from
selected developing countries on (a) share of manufacturing and of non-farm
activities in rural employment (table 1) and (b) percentage of manufacturing
employment in rural areas (table 2). These 4ata are from published sources.
The target group of RSIE for the purposes of this report is defined in the next
section.

Table 1. Share of manufactering and non-farm activities

in selected countries
(Percentage)
Proportion of the rural
labour force engaged in
Non-farm

Counsry (Yeary Manufacruning actrvines
Asia

Bangiadesh (1981/84) 117 335

India (1981) 6.5 19.0

fndonesia (Java) (1980) 95 379

Malaysia (1980) 10.5 49.)

Nepal (1977/78) 14.0 n.a.

Pakistan (1982/83) 9.4 123

Philippines (1982) 10 39

Sri Lanka (1981) 84 458

Thailand (1983) 5.4 n.a.
Africa

Kenya (1970) . 280

Sierra Leone (1976) 16 9.0

Zambia (1980) 27 223
Latin America

Colombia (1970) 1.6 230

Sowrces  Asio: R Islam. Rural Indusiniolizonion ond Fmployment in Anig (New Delhe, ARTEP, 1987)

Orhers  (except Zamba) Liedholm and Mead. Small-szale Indusiries in Developing Couniries
Empirical Evidence ond Policy Impheationt (Washungton, D.C _ USAID. 19%4)

Zamha:  Draft Third Five Year Plan, N C D P (Lusaka. Zama, 1986),




Table 2. Percestage of masefacturing employment

in rural areas®
(In descending order)
Country Year Percentage
Sierra Leone 1976 86
Indonesia 1976 80
Sri Lanka 1971 5
Jamaica 980 74
Ghana 1973 2
Bangiadesh 1974 68
Zambia 1985 64
Philippines 1976 61
India 1967 57
Pakistan 1975 52
Taiwan Province of China 1976 49
Malaysia 1970 4%
Republic of Korea 1975 30
Colombia 1978 10

Sowrce: Liedhoim and Mcad. as cited in table 1. except Colombia. which
s from the evaluation team’s country study on Colombia.

TRural defined as all localities under 20,000 inhabitants.

The share of manufacturing and non-farm activities varies between
countries depending on the degree of development, agricultural modermzation
and productivity, the extent of urbanization, the development of rural
infrastructure etc. In general about one-fourth of rural primary employment in
developing countries is accounted for by non-farm activities and about one-
tenth by manufacturing, although there are country differences. Furthermore,
in general the share of total manufacturing employment located in rural areas
decreases with the degree of a country’s industrialization and developmeni. The
range is from 65-85% in the least industrialized countries (e.g.. Bangladesh,
Sierra Leone), 1o 45-60% in the somewhat more industrialized countries (¢.g.,
India, Pakistan), and only 10-30% in the so-called newly industrialized
countries (e.g., Colombia, Republic of Korea). There are exceptions like
Taiwan Province of China—which ranks as high as the Republic of Korea in
the degree of industrialization—where, due 1o well-developed rural infra-
structure, manufacturing employment in rural areas accounts f-r about half of
the total. The influence of urbanization and rapid expansion of factory
manufacturing may be seen in Colombia, wk.re the share of rural areas in
manufacturing employment has continuously decreased from over 607 in 1918
to 10% in 1978.”

Besides providing primary employment, RSIE also creates secondary
employment over slack periods of the agricultural cycle. About 10-20% of the
rural male labour force undertake small enterprise activitiss as a secondary
occupaiion.’

RSIEs are particularly important for rural households with little or no
land. As farms become smailer, the share of non-farm income in total

*Cf. Country Repert on Colombaa, chapter 1. (The nine country reporis are not yet published
but may be obtained by interested parties from any of the sponsors of this study: Netherlands
Government, UNDP, ILO, UNIDO))

‘The Promotion of Small-Scale and Medium-Sized Enterprises (Geneva, 11.0. 1986).
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household income becomes larger. There is an inverse relationship between size
of land-holding and the share of non-farm income in total rural household
income.*

The share of non-farm income in rural household income ranges from 28¢¢
in Northern Nigena to 34% in the Republic of Korea, 36 in Sierra Leone,
43¢ in Taiwan Province of China and Thailand. The income share from rural
manufacturing is usually substantially larger than the emplovment share.*

In order to achieve a good understanding of the objectives of and target
groups for RSIE development. it is necessary to take account of the
composition and character of the RSIE sector. This sector encompasses
numerous heterogeneous types of industrial activities, displaying widely
different operational characteristics, and respr ading to a wide range of market
opportunitics. This diversity makes it difficult to establish any system of
universal catcgonzation or ready comparison of performance between enter-
prises. subsectors or countries.

Any analysis of the probiems of the RSIE sector is also complicated by
differences in official definitions of small enterprises and ambiguities in the
common terminology employed to distinguish the sector. Manyv authorities
define the sector in terms of size of employment or amount of capital
emploved. Such arbitrary limits are used by Governments for regulatory or
statistical purposes, as well as for establishing eligibility for official assistance.
Elsewhere, other definitions are used for analyiical purposes to measure
performance etc., with reference to functional characteristics such as type of
management, ownership, product specialization, production technique or even
market orientation.

While RSIEs consist of numerous heterogeneous types, there is a lack of
basic commonality and consensus b.tween countries and agencies in the
rationale for the definitions employed. The size ranges and types of RSIEs and
their appropriate location for developing countries and different stages o«
development are considered in the following sections.

I11.2 Rural environment

The characteristics of the rural environment rather than a rigid separation of
urban from rural areas delineates the location and scope of RSIE. Variations in
agricultural prosperity, population density, degree of urbanization and develop-
ment of rural infrastructure all influence RSIE. The location- and size-spread of
RSIE increases with developmens, but the weight of rural industry declines at high
levels of urbanization and industrialization. The 1arget group of RSIEs considered
Jor evaluation includes micro-enierprises (0-4 employees) and small enterprises
(3-25 employees) located in villages and towns with a population not exceeding
20,000. Often newly setiled urban areas (shanty towns) retain many of the rural
characieristics of the migrants from the couniryside. SIEs in such an environment
should also be considered as RSIEs, irrespective of absolut population figures.

The rural environment varies with (a) agricultural prosperity, (h) popula-
tion density, (c) degree of urbanization, and (d) development of rural

*Kilby and Liedholm, np. ci1.
‘Ihd.




intrastructure. as can be seen from the basic ¢ - 1 the above relating to the
countries studied. which are included in ta.- 3. These vartations and
consequent effects on RSIE are different for the African. the Asian and the
Latin American countries studied.

Agriculture does not provide adequate sustenance for the rural population
in Senegal and Zambia. To some extent this is due to the relatively greater
importance of commercial agriculture and of industry and also a reflection of
the degree of urbanization. In Kenya and the United Republic of Tanzania, the
extent of urbanization is the least and the dependence on subsistence
agriculture and non-farm activities the greatest among the countries studied.

The Asian countries reviewed—Indonesia, Pakistan and the Philippines—
are similar in regard to high population density and high proportion of
population living in rural areas. Rural non-farm activities and rural manu-
facturing are important in the three countries. Overall rural poverty is greater
in the Philippines than in the other two countries. where the growth rate of
agriculture as well as of GDP have been higher in recent years.

It has been noted in Indonesia that where agriculture can provide a
reasonable living for most of the population—as in most of the settled areas of
the outer islands—participation in cther sectors is minimal. Where agriculture
cannot do this—as in Java, Bali, and Lombok—more people make or
supplement a living by intensive participation in non-agricultural sectors. It
may be presumed that agricultural production in these areas has already
reached the maximum levels that existing conditions will allow.

In Colombia and Peru, less than one-third of the population depends on a
rural livelihood. Both rural population and RSIE have been declining in the
long run. From the point of view of RSIE, an important characteristic of
agriculture 1n these countries is the big difference between the modern
agricultural sector (producing for national and international markets) and
traditional agriculture that is basically self-sufficient and only manages to
produce marketable surpluses on occasion. Modern capital-intensive agri-
culture is found mainly in or near urban areas. Traditional agriculture is mainly
limited to highland Andean and jungle areas. It is characterized by low
productivity which in turn is the result of climatic and cultural conditions. The
major source of employment in rural areas outside agriculture is found in
public works. Handicrafts are an important source of livelihood in the highland
regions. At the same time many RSIE activities have sprung up in newlv settled
urban areas (shanty towns),

The less developed a country, the sharper the distinction between rural and
urban. In Zambia there is a sharp distinction between the urbanizing *line-of-
rail”* provinces and the more remote rural provinces. Beyond 50 kilometres
from the railway lines, everything has remained completely rural. In Senegal,
everything outside the Dakar-Cap Vert area has rural characteristics.

With improvement in agricultural production and productivity and
development of rural inf.astructure, rural townships and small towns develop
into market centres and rail and road junctions around which villages cluster or
group together. The development of transport and rural infrastructure often
provides employment opportunities in such towns and marke: centres for
people living in nearby villages.

Thus the characteristics of the rural environment, rather than a rigid
separation of urban from rural areas, delineates the location and scope of
RSIE. The range of locations and sizes of RSIEs increases with development.
Smaller sizes and more rural locations are seen in the African countries.

I8




6l

Table 3. Basic data on rural development

United Republic

Inidcator (unit) Colombia Indonesia Kenya Pakisian Peru Philippines Senegal of Tanzania Zambia
Rural population as percentage ]

of total 1985 (%) 33 75 80 N 32 61 64 86 52
Population growth rate, 1980-1985 (%) 1.9 2.1 4.1 31 23 25 29 s 38
Population density per km? (number) 249 84.9 349 119.6 144 182.3 336 214 8.8
Labour force in agriculure, 1980 (%) 34 57 81 55 40 52 81 86 73
Annual growth of labour force, 1980-85 (%) 2.8 24 35 3.2 29 2.5 1.9 2.8 3.2
GDP annual growth rate, 1980-85 (%) (R is 31 6.0 -1.6 —0.5 13 0.8 0.1
Agriculture annual growth rate, 1980-85 (%) 1.8 i 2.8 2.1 1.9 1.7 1.8 0.7 29
Agriculture share in GDP, 1985 (%) 20 24 k1| 25 1 27 19 58 i4

Sowrce: Workd Development Report 1987 (Washington, D.C,, World Bank).



Somewhat bigger sizes and location in small towns are seen in the Asian
countries. In the more industrialized and urbanized Latin American countries,
RSIEs are more similar to other small-scale enterprises and are located near big
metropolitan urban towns, the overall importance of RSIE declining at that
stage. An exception among developing countries of this category (NICs) is
Taiwan Province of China. where the role of rural industry has not decreased
with industrialization and development. This is due to structural changes in
rural areas (land reform) contributing to more equitable distribution of rural
income and accelerating rural demand, and the development of rural
infrastructure (transport and electrification).

I1.3 Structure and trends

Questions relating 1o scope and definition of RSIE (3.1). size. extent and
types (3.2). role of women (3.3) and some characteristics of RSIE (3.4} are
analysed below.

There are varying definitions, adniinistrative and statistical, of RSIE in the
countri¢s studied. Furthermore, the differences in development. urbanization
etc. between these countries do not permit uniform cross-country definitions
(cf. box on “definitions™).

The overwhelming bulk of RSIEs are household and micro-enterprises
employing less than five persons. Less than 107 of the total are in the 5-25 em-
pioyees category and very few indeed emploving over 25. In terms of
numbers of persons employed, RSIEs account for hundreds of thousands or
even millions in different countries. In terms of value added by manufacture,
RSIEs’ share ranges from 5-50% in different countries. With industrialization,
urbanization and economic development, RSIEs decline over a long period as a
proportion of total manufacturing. However, in most of the developing
countries there is and will be considerable scope for expansion of RSIE in rural
areas and small towns.

Types of RSIE activities evolve with agricultural and infrastructure
development and urbanization. Products catering to local markets and services
remain in rural areas, others move to small towns. There is a shift to higher
value-added types of manufacturing, e.g., in metals. wood and other materials.
However, the main branches remain much the same; food, wood, textiles,
building materials and metal.

There is evidence that the role of women in RSIE ownership and
employment is more important than in urban industry. For about half of the
women in rural areas, it provides a supplementary source of income to farming.
Women predominate in the food, garment and craft indusirics.

Some dominant characteristics of RSIE are private or family ownership,
small size, source of supplementary income to farming. RSIEs have proved
dynamic in response to agricultural and rural development. New RSIE
entrepreneurs originate mainly from the farming community. obtain on-the-job
training, invest small amounts of their own capital and respond to technology
changes arising from electrification and improvement of farming methods.
Traders and artisans also tecome RSIE owners and so occasionally 1o
engineers and civil servants.
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11.3.1 Scope and definition

Statistically, the definition of **small-scale™ varies from a maximum of ten
workers in an enterprise to a maximum of between 20 and 50. For
administrative purposes, the term is defined by numbers employed or capital
invested or turnover of output or sales. “Small’” is a relative concept, being
largely dependent on a country’s level of industrialization at any one point in
time, thus leading to different threshold values of numbers employed or capital
invested in dirferent countries at different times.

The target group for the purpose of this study .s micro-enterprise (0-
4 employees) and sm.ll enterprise (5-25 employees) and locations in villages,
small towns and those larger urban concentrations that still retain many rural

charactenistics.
Definitions of Small-scale Industry
Colombia: Cottage shop (0-9 workers) (before 1983: 0-4)
(official) Smali industry (10-49 workers) (before 1983: 5-49)
Medium incustry (50-149 workers) (before 1983: 50-99)
Smatl and medium are often considered together.
Indonesia: Cottage industry (1-4 workers)
(official) Small industry (5-19 workers)
Kenya: Rural or micro urban (1-2 workers)
(official) Medium and small-scale (3-50 workers)
Pakistan: Small rural industry has been arbitrarily defined by the

(RSIE mission) mission as units located outside towns of more than
50,000-75,000 inhabitants, that have less than 25 workers
and use less than 50,000 rupees (approximately $US 3,000)
worth of marhinery and equipment per worker (although,
typicaily, machinery and equipment per worker will be a
fraction of this). While the large rural industries are to be
found mainly on the trunk roads, small rural industries
include; (a) household or cottage units, conducted within
domestic walls, mostly employing between one and four
workers, (b) visible small workshops, facing a road,
employing tetween two and (say) 15 people—usually all
male—including the owner, but most often between two
and six peoole, (c) large workshops or small factories,
usually built around an enclosed yard, employing 15-
25 workers, less exclusively male than the small, visible
workshops. Categories (a) and (b) are legion in numbers,
both in urban and rural areas. Category (c) is far rarer as
a rural industry, i.e. in towns below 75,000 inhabitants.

Peru: Small-scale enterprises are defined as those employing
(official and less than 50 workers and micro-enterprises as those
RSIE mission) employing up to five workers. RSIE has been defined to

include all small and micro-industry (a) outside the Lima-
Callao area, and (b) in the "pueblos jovenes” (recently
settled areas) of Lima and Callao.

Philippines: Ccottage-industry enterprises are defined as those with
(official) four or less workers and assets of 250,000 pesos (approxi-
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Senegai:
{official
SONEPI)2

United Republic
of Tanzania:
{various
official
sources)

Zambia
{official)

2SONEP! Société Nationale d'Etudes et de Promotion Indusirielles

mately $US 12,000; or less after financing. Small-
industry enterprises have 5-99 workers and assets of
2 million to 5 million pesos (approximatety $US 96,000 to
$US 240,000) or less after financing.

(i) Artisanat (often informal) with a workforce of one
to five and an investment level of no more than
5 million CFA francs (approximately $15,000);

(ii) Small industry with a workforce of 5-50 and an
investment level between 5 and 25 miilion CFA
francs (approximately $US 15,000 to $US 75,000);

(iii) Medium-sized industry with a workforce between
50 and 250 and an investment level of more than
25 million but less than 250 million CFA francs
(approximately $US 75,000 to $US 750,000).

Small-scale industry has been defined differently for
different purposes, viz:

@ As units whase control is within the capability of the
people (individually or collectively) in terms of capital
and know-how required (starting definition of the
Smalt Industries Development Organization (SIDO)
in 1974)

® As located in villages, with fixed assets not exceeding
1 million Tsh. (or 2 million Tsh. in urban areas) or
$US 17,000 ($34,000) at the May 1987 rate of exchange
(Bank of Tanzania definition)

® n terms of employment; (a) non-factory smail-scale
industry (up to ten workers), {b) factory-type smali-
scale industry (10-50 workers)

® Rural outside industrial estates; urban on industrial
estates

The last two are both used by SIDO.

A small-scale enterprise is defined as one having capital
assets of less than 250,000 kwacha (350,000 Kwacha for
ancillary enterprises) (approximately $US 30,000, and
$US 42,000). Village industries are def.ned functionally,
but capital investment is generally not above
150,000 Kwacha (approximately $US 18,000}. For the
purpose of granting loans under the Special Fund for
Rural Development (SFRD), ruial enterprises are those
established 50 kilometres heyond line-of-rail locations.
Small loans, presumably for RSIE, range from 500 Kwacha
to 50,000 Kwacha (approximately $US 60 to $US 6,000).
Large loans under the guarantee scheme, providing for
small-scale enterprise in general, range from 5,000 Kwacha
to 500,000 Kwacha (approximately $US 600 to $US 60,000).
The 1985 country-wide survey of rural small-scaie enter-
prises in Zambia defined small-scale to encompass
enterprises with employment of up to 50 persons.




Table 4. Size and numbers of RSIEs as defined
in different countries

Number of enterprises. persons

Comnmry Size and location category employed and date of information
Colombia S persons or less (rural)? 143,000 persons (1978)
Indonesia 1-19 workers (rural) 1.1 to 1.2 million enterprises,
3 million persons (1985)
Kenya 1-2 persons (rural + urban) 14,000 enterprises (1986)
Pakistan 5 and less (rural) 500.000 enterprises. 2.35 million
persons (1984/85)
Peru 5 and less (rural + urban) 30,000 enterprises (1980)
Philippines Less than § 907.000 persons (1976)
5-10 workers ..
Sencgal 1-5 workers (rural + urban) 700,000 persons (. .)
United Artisans (rural + urban) 150,000 »-xons (1978)
Republic of 5-9 employees (rural + urban) 4,359 persons (1978)
Tanzania 10-49 employees (rural + urban) 20,141 persons (1978)
Zambia Up to 50 persons (rural) 170,000 enterprises (1985)
270,000 persons (1985)

@Adjusted officially to 10 persons or less in 1983.

11.3.2 Size, extent and types

As a result of industrialization, urbanization and economic development,
RSIE in the long run gradually declines in numbers, employment and value
added as a proportion of total manufacturing. In Pakistan, the percentage of
the rural labour force engaged in manufacturing declined from 12% in 1968/69
to 9.45 in 1982/83.° In Colombia, employment provided by manufacturing in
rural areas decreased from 18% in 1970 to 10.1% in 1978.

While the trend in the years to come will be towards a shift away from
RSIE in rural areas and small towns to small-scale and medium-scale
enterprises in urban areas and towards increasing the size of manufacturing
enterprise with improvements in technology and productivity and product
development, it should be noted that in most of the developing countries there
is still considerable scope for expansion of RSIE per se in rural areas and small
towns.

Types. RSIEs typically emerge from traditional artisan crafts involving
cither the use of local materials and resources, or the making of tools,
equipment, and consumer goods (based to some extent on raw materials from
outside the areca) to meet local demand. The initial RSIEs range from
blacksmithing, carpentry and pottery to food-processing, beverages, textile-
spinning and weaving, garment-making, tanning and leather-working, car-
pentry and furniture-making, welding and metal-fabrication.

Traditional houschold activities progress to cottage shops and small
workshops engaging some hired labour, having work premises, simple
machinery and equipment and a formal organization (proprietary or family,
partnership, co-operatives). Some of the artistic craft production moves from
rural to urban areas—to the urban informal sector—to cater to the tourist and
souvenir market. Some activities, €.g. blacksmithing, decline due to changes in
agricultural technology from manual ploughing to animal-drawn ploughing

*R. Islam. Rural Indusirialization and Employment in Asia (New Delhs, ILO, ARTEP, 1987).
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and then to machine ploughing. Welding shops and tractor repair shops replace
blacksmithies. Power-operated grain mills replace manually-operated mills.
New products—furniture, building materials, garments, shoes, sheet-metal
fabrication etc.—begin to receive more emphasis.

The composition of RSIE output and its evolution through different stages
of development may be gleaned from the situation in the different countries
studied. In the United Republic of Tanzama, four industrial branches—f{ood
products. textiles., wood products and metal products—accounted for 885 of
the value added and 75% of employment in manufacturing enterprises with
5-10 workers in 1978. In Zambia, in 1985, the primary industrial group of
enterprises in rural arcas were forest-based (sawing, furniture, crafts, charcoal)
and secondary enterprises included garments and foods (baking, brewing, food-
processing). In rural townships and small towns, the forest-based enterprises
came third after garments and food. In Senegal, 209 of artisans are in artistic
trades (e.g.. jewellery and weaving), 50 in utility trades (clothing, metal, wood
and leather) and the remainder in a variety of services. Non-household grain-
milling is a recent activity in which rural women are engaged.

Kenva i1s somewhat similar to Zambia. Data for the Central Province
indicate that wood products accounted for 34.4%¢ of non-farm employment in
rural households and 14.2% in market centres. In rural households, food and
beverages were next in importance (17.25%), followed by plant and animal fibre
products and clothing (12.3%). The last category was the most important in
market centres (33.95), followed by repairs (22%), food and beverages (13.4%)
and metal products (7.5%).

In Indonesia, according to 1974 data, five branches accounted for 856 of
the total value added in RSIE; food (449). wood. -attan and bamboo products
(21°7), structural clay products (9%), textiles and =lothing (6%), and metals and
machinery (45¢). These proportions probably need some secular adjustment—
food has almost certainly declined relativeiy, and textiles and clothing and
metals and machinery advanced—with the intervening growth of prosperity.

In the Philippines, RSIEs predominate in products with local markets;
bakeries, garment-making, furniture, fabricated metal, concrete products and
rice-milling. Over the years 1961-1972, employment seems to have declined in
food-processing, held steady in textiles, clothing and furniture, and increased in
metal trades.

The changing effects of agricultural growth, development of infrastructure,
trade and markets can be ciearly seen in Pakistan, Over a 20-year period, the
share of yarn and leather decreased from 58-107, the share of clothing,
footwear and leather products increased from 10-309, that of wood products
remained about the same (13-15%), food products increased from 1.4-7.9% and
metal and engineering from 2.8-7.3%. RSIEs changed over time from producers
of agro-based intermediates (yarn, leather, food, wood) to exporters of a
variety of finished consumer and producer goods. Furniture was the first
branch to develop, after which clothing and footwear took off. The most
important change took place in the sixties, during the green revolution, when
farm income and investment had a marked effect on production of consumer
and producer goods. This pattern stabilized in the seventies when the share of
intermediates was decreasing even further and rural industry continued to
diversify. Metal-goods production then seems to have lost its impetus relative
to the export-oriented activities (carpets, leather goods, garments).

In Peru, the range of RSIE is rather narrow, wearing apparel and furniture
accounting for 70% of ail establishments. The role of food-processing in micro-
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indusiry has been continuously declining. In Colombia, on the other hand,
food and beverages are more important than textiles and leather in the cottage-
industry secte:.

RSIE is thus an evolving and dynamic sector. Products catering to lecal
markets and services (including repair) remain in the rural areas, other
manufacturing, catering for wider markets. moves to small towns and market
centres. There is a shift from food-processing and agro-based intermediates
(which tend to be manufactured in small and medium enterprises and large-
scale industry in rural towns and urban areas) to furniture, clothing, building
matenals, metals and engincering. Despite these trends, the main branches
remain much the same; food, wood, textiles and clothing, building materials,
metal and repairs.

11.3.3 Role of women

In view of the predominance of household and cottage industry in RSIE,
female participation is high, both as owners and as employees. The share of
ownership is perhaps greater in rural than in urban areas. Indeed, in rural areas
the share of ownership may be greater than the share in employment, although
country experiences differ. Women in rural households are also engaged in
agriculture and, for about 40-50% of them, RSIE provides a supplementary
source of income. In RSIE, female proprietorship tends to be concentrated in
the food-related, garment and craft industries.

Projects for the development of women as rural entrepreneurs involve a
number of activities in the rural sector ranging from pottery, basketware,
tailoring, weaving, dressmaking to food-processing, palm-oil extraction and
fishery-processing. In one project in Senegal, millet mills were introduced into
villages on a co-operative basis, both to reduce drudgery and time devoted to
home chores as well as to produce for the market. One hundred or more groups
were equipped with machines and organized and trained to engage in profit-
making activities.

In recognition of the important role of women in RSIE, emphasis might be
placed on expanding and adding value to women’s mainstream economic role
(c.g.. food-processing). On the other hand, agricultural mechanization and
technological development may reduce the drudgery and manual work,
especially harvesting and post-harvesting in which women have been involved.
Education and training of women should provide opportunities in new types of
RSIE, e.g.. electrical winding, radios, electronic assembly etc.

The Role of Women in RSIE Differs From Country to Country

The RSIE country visits brought to light interesting differences with
respect to the role of women in RSIE.

In Indonesia there is no lack of female participation in RSIE. Men were
observed by the mission to dominate such sectors as wood-working, metal-
working and rattan furniture, and women to predominate in weaving and
food-processing, while some sectors like clothing had many of each sex.

In Pakistan, workshops are almost entirely the domain of men and
cottages the domain of women. The earnings of trained male labour vary
from 40 to 100 rupees a day (approximately $US 2.3 to $US 5.5) that of skilled
female labour from 15 to 40 rupees a day ($US 0.9 to $US 2.3), depending
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mainly on the degree of isolation, alternative job opportunities and personal
aptitude (quality and speed). Where the demand for labour is increasing
rapidly. women also enter into the more formal industnal units where their
earnings are substantially higher than in isolated cottage industry. it may
alse be noted that the mission saw not a single enterprise which was headed
by a woman.

In Senegal. at the artisan level a programme has evolved where—as
aiready stated above—miils and decorticators for millet and other grains are
provided via the Ministry of Social Development to women's pre-co-
operatives in rural areas.

In Tanzania. the role of women is not very significant. Most enterprises
are male-dominated and even in women’'s groups or women-owned enter-
prises. the men play key roles as accountants, foremen or managers.

in Zambia,” women constitute 37% of the working population in rural
areas. as against only 19.1% in the urban areas. In the rural areas. women
are dominant in the vending sector (71% of enterprises and 64% of
employment} and in manufacturing (64% of ownership and 57% of employ-
ment). Within the marufacturing enterprises, garments. food. beverages and
ceramics are all predominately female-owned. All these enterprise groups,
except ceramics, are traditionally women-operated. Enterprises owned by
women tend to be small; 65% of all enterprises in the 1-5 workers group, but
only 44% in the group with more than 10 workers, are female-owned. It
should be noted that small-scale-enterprise activity is only an additional
source of income for two-thirds of the women (and one-half of the males).
The pnncipal income source is agriculture and rclated primary activities
(crops. poultry. livestock etc.).

11.3.4 Some characteristics

Important characteristics of RSIE—some of which have already been
referred to aboveo—are:

fa) The overwhelming majority are in the micro-enterprise size range (0-
4 persons emploved per enterprise);

(h) The structure of RSIE as a sector changes over time (declining food-
processing, increasing metalwork and carpeniry).

tc) The great majority of RSIE are privately-owned, mostly proprietory.
but also some partnerships and co-operatives;

(d) Owners and family-workers are the largest component of the labour
force;

fe) In most cases the average person employed does not work fuil-time
over the entire year, but is also engaged in farming and related activities, ¢.g.,
livestock. forestry, fishing etc.

According to a survey carried out in Zambia," necarly 509 of the
enterprises arc operated from the home of the owner. Powered machines a.e

‘Milimo and Fussela, Rural Small Scale Enterprises in Zambia Results of a 1985 Country-Wide
Surver (Michigan State Uninversits /USAID, 1986)

‘Ben White, Rural Developmens. Rhetoric and Reality i The Hague, Institute of Social Studies,
1986).

26




not used by small-scale enterprises to any extent. More than half of the
enterprises idenufied raw-material supply as a major problem for their
operation. Problems related to transport were most frequently mentioned after
raw maternials. Other major problems related to tools, spare parts and
machiners. The problems vaned from rtotal shortage to poor quality of
available items. Finance was fifth among the problems mentioned. Fifteen per
cent of the proprietors said they had no problems.

While sources of entreprencurship for RSIE vary among countries and at
different levels of development. in general it is the farmer or someone from his
family who turns to RSIE, from a part-time to a full-time occupation. He
obtains informal on-the-job apprenticeship training in a craft or trade. and
either joins the unit which trains him or starts on his own. Other main sources
of entreprencurship are traditional artisans or traders. whose sons either carry
on the same or related occupation or diversify. e.g.. from blacksmith to welder.
or from trader to processor or manufacturer. Some other examples found were
of accountants, civil servants, engineers and trained mechanics, who set up
RSIEs. after training or after accumulating savings. Women entrepreneurs, who
also mostly onginate from the farming sector. tend 10 concentrate on
handicrafts, garment and food-related industries.

Most of the capital invested in RSIE originates from personal savings. and
most of the remainder is borrowed from friends and relatives. External
financing as vet plays an insignificant part, but as will be seen in chapter IV,
there is definite scope for savings and loan associations—which in many
countries increasingly finance small farmers—to provide capital and credit
required for expansion and modernization of RSIE. In some countries of Asia
and Latin America, where agriculiural development has been rapid, rich and
middle-income farmers are beginning to become an important source of RSIE
entreprencurship and capital, especially in agro-processing industries and
agricultural equipment manufacture.

The extent of capital stock and its investment in fixed or working capital
depends on the type of enterprise, its size and the technology employed. In
general. hand tools and manually-operated equipment were predominant in
African countries, power equipment and more modern machinery were
beginning to be installed in areas which have been electrified and connected by
road to small towns and other urban areas.

Besides infrastructure (transport and electrification), the improvement of
agricultural technology (e.g.. from manual to animal-drawn to machine-
operated ploughing) has influenced the adoption of new technology in RSIE.
These questions are considered in the next section on “‘linkages”™.

I1.4. Linkages

Interlinkages of indusirialization with other sectors of the econom: are
crucial for promoting RSIE. In this section, possible effects of such linkages
through export and import, agricultural development, large and urban indusiry
and infrastructural development are reviewed,

The nature of rural development involves attention to several sectors
embracing a wide range and mix of activities including projects 1o raise
agricultural output, to improve health and education, to expand communica-
tions and to improve housing. In this multi-sectoral approach, industrialization
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1s a means to rais¢ preductivity and incomes in all sectors by providing forward
and backward linkages between the various markets for goods, services and
factors of production (especially labour). In addition, there are the very
important “"final demand™ linkages between increases in rural incomes and the
stimulation of RSIE. Linkages are stimulated by economic development and
growth in incomes and by the development of infrastructure and markets. In an
underdeveloped. subsistence. rural economy. linkages are few and limited to
barter or informal arrangements within the village. The less developed an
economy, the less the effects of linkages in stimulating RSIE. The box below
lists the policies required to enhance such rural linkages.

Policies for Enhancing Rural Linkages®

e Policies to promote agricultural production, including policies to-
wards agricultural prices and credit. and investment in infrastructure

Land reform
Removal of any artificial encouragement of mechanization
Encouragement of high-vaiue, labour-intensive crops

Development of rural infrastructure, both productive (electrification,
roads and rail) and social (schools, hospitals etc.)

® A balanced provision of credit (in quantily and terms) as between
urban and rural, large and smali-scale activities

® Support for smail-scale local companies for forward-processing
activities, as against the large-scale integrated plants of th: multi-
national corporations and Government. (This involves assistance in
technological upgrading and technical information services, as well
as poficies towards infrastructure and credit.)

"Gustav Ranmis and Frances Siewarl. Aural Linkages in the Phiippines and Taiwan, in
F Stewart. Macro-Ponicies for Appropriate Technology in Developing Countries (Bouider,
Colorad0. Westview Press, 1987). p 167

11.4.1 Export and import

Impori linkages of RSIE are severely restricted in most developing couniries
due 10 shortage of foreign exchange and inaccessibility of imported inputs.

Export linkages are imporiani in such sectors as handicraft, garments and
leather goods, in particular in the Asian couniries studied. Sub-contracting to
rural artisans takes place through a trading nexus linking urban 1o rural areas. On
the other hand, there is also a 1endency for artisans to migrate nearer 1o urban
areas.

RSIEs are mainly dependent on local markets and on direct contacts with
local or domestic raw-matzrial purchasers. Export and import linkages are
generally low and when they take place they are indirect, via sub-contracting,
or purchases by tourists, mostly for the supply of handicrafts. Moreover, the
foreign-exchange constraint in many developing countries, together with the
limited trade nexus, increases the dependence of RSIE on locally available raw
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matenals and inputs. For example, in the United Republic of Tanzania. some
RSIEs shifted to the manufacture of wood-based items (from textiles which
neceded imported inputs) and in Zambia (north west) the use of iron nails,
hinges etc.. has been eliminated. minimized or replaced by wooden parts in the
manufacture of wooden furniture, due to severe foreign-exchange constraints
and the lack of access to imported inputs.

The export of handicrafts manufactured by RSIE depends on a nexus of
trade links to urban areas and (via middlemen) to the souvenir and export
markets. However, it has been noted in the United Republic of Tanzania and
Zambia that rural craftsmen catering to the artistic crait trade have moved to
shanty towns in urban areas. i.e. nearer to the markets. Partly this is a
reflection of the underdevelopment of trade and communication links between
urban and rural areas. The situation is somewhat different 1a the Philippines
and Pakistan. In the former there are hundreds of thousands of rural women
involved in the garment export industry througn sub-contracting from urban
traders and exporters. In Pakistan, rural craft centres have flourished and
undertake manufacture for exports. Urban traders take care of the supply of
high-quality materials and the marketing of the finished products. Further-
more. the liberalization of the economy and the export incentives provided
during the last decade or so have facilitated the export of traditional
handicrafts e.g. carpets and leather goods, and benefited rural cottage industry.

In Indonesia, RSIEs are beginning to develop linkages with the export
sector in handicrafts, furniture and clothing, usually via larger companies who
negotiate with foreign buyers and sub-contract work to RSIEs, although a few
RSIEs graduate to the medium-scale and deal direct with the foreign customers.
These patterns prevail in wooden and rattan furniture, baskets, batik and
made-up clothing. principally in Java and Bali. Nevertheless. the extent of such
business is still very limited.

In Senegal, most industry outside Dakar relies heavily on purchases in
Dakar (though not necessarily of goods produced in that city). As far as
smaller industry and artisans are concerned, they face a similar dependency on
Dakar, but the bulk of their activities is determined by local markets, with the
notable exception of some small-scale metal-product manufacturers from
St. Louis who are gaining a foothold in markets in Mali and Niger.

In Colombia and Peru, RSIEs largely depend on local markets and
resources. Exports of RSIE products are insignificant and more than 80% of
inputs of small-scale enterprise are of local origin. In Colombia. the Export
Promotion Fund (PROEXPO) does bring small quality producers together in
co-operative export cfforts, inter alia, of leather products.

I11.4.2 Linkages with agriculture

With agricultural developmens, final-demand linkages for consumer goods
through increasing rural income: have become far more imporiant than
Jorward-production linkages of agricultural processing or bhackward-production
linkages 1o manufaciure of farm tools and equipmens. Where subsistence farming
is ssill important and agricultural growth is slow, RSIEs are involved in forward
linkages of grain and oil-milling, wood-processing eic., and backward linkages of
blacksmithing, forging etc., rather than in the manufacture of a range of consumer
goods. With more developed agriculture, large-scale agro-processing shifts to
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urban areas. but small-scale processing of staple foods 10 meer local demand
continues in rural areas. The combined development of agricultural technology unld
infrastructure, together with the intermediary role of traders. have reduced the
imporiance of final-demand linkages to RSIE in Pakistan and instead increased
the role of agro-tools and equipment manufacture as well as rural-craf
production. hoth linked in complementariry to lurge enterprises in urban areas.

The primary demand for RSIE products arises from agricultural growth
and rural incomes generated thereby. both througn production and through
income linkages. There is considerable evidence that in rural houscholds the
income elasticity of demand for rural industrial growth is positive and that
agriculture generates the lacgest share of rural income.

Final-demand linkages through consumer demand provide the most
important linkage between agriculture and RSIE. since farm households spend
3040 of their incomes on non-food items and around 10-157 on goods
requiring substantial processing. Production linkages come second to income
linkages. Agricultural-processing activities (forward-production linkages) may
be dispersed in small-scale establishments, because crops are bulky and heavy
and often perishable. and transport costs can be greatly reduced if agricultural
pre:essing is done close to the source of supply. Backward-production linkages
cccur through the manufacture of tools and farm equipment—often traditional,
but sometimes modern—in villages and rural towns.

Empirical studies confirm the conclusion that consumer demand provides
the major impetus for rural industriahzation. In Sierra Leone, forward and
backward linkages with agriculture provided only a second source of demand.
growth in income being the major source.” A comparative study of relationship
between rural industrialization and agricultural growth in different states of
India' concluded as follows:

“Tke performance of the rural industrial sector in different states (of
Indiaj is found to be broadiy related 10 the levels of agnicultural
productivity, and more closely to the growth rate of agricultural output.
The relationship. however, is direct in terms of input-supplying and
output-using linkages only to a limited extent. Mostly, the relationship
seems to be rather indirect, through rise in income levels, purchasing
power and also to some extent, investible surpius generated by agricultural
growth giving a general fillip to the existing industries and partly leading
to emergence of new and dynamic ones. That is why the rural industnal
structure of even the agriculturally better developed and fast growing
regions is not necessarily dominated by agro-based industry or industry
producing and repairing agricultural implements, but, like that of the less
developed states, mostly by textile-based, forest-based and, to a lesser
extent, by agro-based units—all traditional industries ubiquitously found
in all regions. The difference between the faster growing agricultural areas
and others is primarily in terms of the productivity and income levels in
rural industries, and, only marginally in terms of the composition of
industrial products.”

‘Chuta and C. lLiedholm, Emplosment Growth in Small-Scale Indusies (110, Macnullan,
19%%)

TS Papola, Rural Industrighization and Agricultural Growth 4 Case Study on India (New
Delhe, 11O, ARTEP, 19861
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This confirms the findings from statistical analyses in chapter I1.3.2 that
the main branches and types of RSIE remain i~ food products. wood and
products, textiles and clothing, building maternials. metal and repairs.

In China, a rapid increase in agricultural productivity provided the
impe. as for rural industry by generating a substantial increase in demand for
their products.

“The interlinkage between agricultur2 and rural industries followed
the classic pattern of enlarging the market for the latter’s products and
helping the former's growth through a more efficient supply of inputs,
including labour. The verv rapid growth of rural industries that took place
since 1978 is also ascribed partly to a high growth of agriculture. It is
reported that provinces showing the fastest rates of industrial growth tend
to be areas where rural economic reforms are well advanced and
agricultural growth levels high.™!

The predominance of the income or consumer demand linkage of
agriculture to RSIE has been confirmed overall in the country studies made by
the evaluation team. In Indonesia, the main products of RSIE—food, clothing.
furniture, wood (for construction), bricks and tiles—were in strong rural
demand, linked to a 45% increase in agricultural output over the past decade.
Similar is the evidence from the Philippines, where about 60% of the increase in
rural non-farm employment in Luzon come from an increase in consumer
demand for clothing, building matenals, furniture, metal products etc.

“The consumption sector is larger and its elasticity of employment to
agricultural production higher than agro-industry. Moreover, in keeping
with the concentration of industry and trade in market-towns, elasticities
are highest in the local urban centre, next highest in a rich village and
lowest in a poor village.™!?

In Indonesia (rattan), the Philippines (garments) and Pakistan (agro-
equipment), RSIE-upgrading with increased income and demand was very
evident to the country evaluation mission.

In Taiwan Province of China, all the linkages cited by Ranis and Stewart
(see box above) have been favourably employed to increase rurzl incomes and
achieve employment in manufacturing of about 50% of the total in rural areas.
According to Ranis and Stewart, reform of the agrarian structure (land reform)
was crucial in increasing rural incomes and consumer demand. In Thailand,
consumer-demand linkages to agriculture constitute the major source of
demand for non-farm goods and services, followed by forward and backward
linkages in agriculture.”

While increase in consumer demand arising from growth in rural incomes
provides the major impetus for RSIE growth, this is less evident when
subsistence farming still dominates the rural scene and marketable surplus is
low. This is the case ir Senegal and Zambia and, to a lesser degree, Kenya and
the United Republic of Tanzania. Subsistence agriculture and relatively slow
growth in agricultural production increase the importance of forward-linkage

“Samual P. S. Ho, The Asian Experience in Rural Non-agricultural Development and 115
Relevance for China. World Bank Stalf Working Paper No. 757 (Washington, D.C., 19%6).

A, Gibb, Some Evidence on the Impact of Agricultural Modernization on Non-agriculiural
Incomes in Agricultural Marketing Cenires (Institute of Economic Development and Rescarch.
University of the Philippines, 1972)

""World Bank, Thatland: Rural (irowth and Employment (Vashington, [D.C., 1981,

i




L T———————————————

industries involved in processing small quantities of grains or oil seeds for the
local markets. The manutacture of agricultural implements and tools required
for improved productivity generally takes place in urban areas and small towns,
the role of blacksmiths in villages declining with the change in agricultural
technology. In Senegal and Zambia. RSIE grain-milling was evident. In the
prosperous agricultural area of Moshi in the United Republic of Tanzania,
RSIEs were springing up in wood-working, oil-milling and metal-repairing.

The case of Pakistan is special in some ways. Here traders. by providing a
link between urban markets and RSIE and smali-scale enterprise in general,
seem to have reduced the importance of final demand for consumer goods. The
farm household has been moving away from subsistence farming into
commercial farming. Consumer demand is largely met from urban goods
imported into small towns and villages. On the other hand—as already
noted—rural craft centres manufacture goods for the urban and the export
markets. The backward production linkage provided to supply of machinery
and equipment and services seems to be very significant in Pakistan RSIE,
which has been abie to capture a substantial part of the market for machinery
and equipment and industrial services. Small enterprise has assumed a
complementary role vis-a-vis large enterprise, after the latter has taken the lead
in producing the more sophisticated equipment for irrigation and mechaniza-
tion. Several clusters, both large and small, of RSIEs producing agricultural
tools and machinery were observed in prosperous agricultural areas of Punjab
and the North-West Frontier Province. Shops to repair and service tractors and
other equipment were even more widespread. RSIE appears to match well with
the small-farm sector. It is able to offer the appropriate goods and services in a
manner that the ilfiterate small farmers can cope with. Thus, RSIE functions as
a technological intermediary at the lower farm level.

Agriculture’s forward linkage through agro-processing is carried out
generally in large-scale enterprises in Pakistan and in other countries. such as
Inc.:, where large surpluses of agricultural products generated by the green
revolution necessitate processing on a large; scale. However, agro-processing
merges with consumer-demand linkages for dietary staples, and RSIE process-
ing of the local staple (maize, wheat, rice etc.) takes place to meet [ocal
demand, even when most food- and agro-processing (of marketed surpluses)
has shifted to urban areas.

In the comparatively more developed countries of Latin America, e.g..
Colombia and Peru, commercial agriculture is more developed, except in the
highland areas, where some limited agro-processing for local markets takes
place. Otherwise, agricultural modernization has bypassed RSIE, resulting in
litte or no linkages.

11.4.3 Linkages with large industry and urban areas

Linkages of RSIE 1o large-scale indusiries through sub-contracung or trade
channels exist 10 a limited extent in the Asian couniries surveved. The development
of such linkages will depend on the one hand on expansion of rural markets and of
capacities (including engineering skills) of RSIE and. on the other hand,
development of infrastructure and communications resulting in a rural-urhan
continuum. Governmenti initiatives and incentives may accelerate the development
of linkages, but they have 1o be sustained on the basis of competitive advaniages in
costs of production of RSIEs for the sub-contracted items.

n




Linkages with large-scale industry can be an important source of demand
for small-scale industry products. Such linkages usually take the form of sub-
contracting from large to small enterprises. Such sub-contracting requires a
certain level of development of small-scale metal and engineering industry.
Usually linkages take place in urban areas and more rarely between urban and
rural industries. Linkages between RSIE and large industry wili require, in
addition to a level of engineering development, development of infrastructure.
transport and communication facilities.

Among the countries surveved, RSIE-to-large-industry linkages have been
strong in Pakistan. RSIE in Pakistan is an inseparable part of iong-standing
manufacturing tradition of nurturing the large and the small. Sub-contracting
was already practised several centunies ago and traditional products such as
carpets, garments and footwear are still produced according to that old trade
system. Thus, it is common practice to work along a vertical chair of inputs
and outputs, consisting of both large and small units, which together produce
the final product. The choice between large or small is purely a matter of
economies of scale—which vary with the process and ihe product—and the
availability of cheap labour in the countryside. The better the trade channels
are, the further one penectrates into the countryside. and the more farm
households and landless families are engaged in handicrafts or some other
activity that can casily be standardized and controlled. The efficiency of this
network of activities depends entirely on the accumulated knowledge of
merchants, traders and transporters. Up to the present time, Pakistani traders
still fulfil the crucial role of development agents. They are not only involved in
business but also in production. One trade leads to another, and if one knows
the market, one finds a producer, or starts production oneself. Thus, wool
trade may lead to leather trade. and then to tanning and the garment industry
(as for example in one medium-scale leather firm visited in Kasur in the
Punjab). The extended family scouts for workers and sub-contracting potential.
Credit are often given by the large suppliers and buyers.

In the engineering industry in Pakistan there are sub-contracting relations
in certain special fields, e.g.. cutlery and surgical instruments. In others there is
specialization among small-scale manufacturers themselves of different stages
of production, e.g., in the Daska slow-speed diesel industry.

Sub-contracting to RSIE is strong also in labour-intensive branches in
Indonesia (e.g.. batik, rattan) and in the Philippines (e.g., garments). Japan is
the example, par excellence, of sub-contracting from large urban to small rural
enterprises. The Japanese model works well because of special features;
expanding demand. limited capital of large companies, low basic skills required
(in, for example, garments) and paternalistic relationships. The Japanese model
is not replicable elsewhere without adaptation.'

Sub-contracting is weaker in Africa, where the record of the large
industrial parastatals in the United Republic of Tanzania is particularly poor,
contrasting strongly with the active programme of a Tanzanian small-to-
medium private farm-equipment producer in establishing satellite contractors
to assemble its products in distant markets. In Senegal, the United Republic of
Tanzania and Zambia, large public-s ctor enterprises were set up to undertake
all operations from raw-material processing to manufacture of the end product.

S Watanabe, Technology, Markenng and Indusinializanon: Linkages between Laree and
Small Enterprises (New Delhi, Macmillan, 1983)
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Despite the apparent potential for expanding sub-contracting, tormal
efforts to do so have been rare, and only successful where the initiauve has
been taken by private firms or their associations. In Indonesia. a large engine-
manufacturer, Kubota Diesel, has developed a successful network of both small
and medium sub-contractors, with the initial assistance of the local industry
department. Governmental attempts to press other manufacturers to follow
suit, have not so far proved successful.

Large firms may sometimes act as centres of technological diffusion and
upgrading of RSIE, particularly public-sector firms or private firms induced by
government initiative. (Sub-contracting practices also frequently transfer
technology. so the two categories overlap.) This takes place in India and is
encouraged by credit facilities, tax incentives. lower labour costs of sub-
contractors and government purchase programmes.

In Peru, small-industry associations serve as sub-contract-promoting
exchanges for their members. In rare instances, as with the private Tanzanian
firm, Shernif Ceramics, this function is deliberately undertaken as a philanthro-
pic though effective endeavour. Perhaps more often—though there are still only
a few documented cases—the same effect is produced by enlighted self-interest,
as with the foundry facilities and training provided by the large Punjabi metal
firm, which has promoted a small-firm rural engineering industry producing at
thz lower end of the market, or the practice of SISMAR, the Senegalese farm-
implement firm, in training local artisans to service its products. In both cases.
the diffusion has probably gone farther than the large firms intended, through
spin-offs of their own trained staff and copying of final products by the RSIEs.

In 1a0st of the developing countries surveyed, sub-contracting from large
to small industries is confined to urban areas. India—like Pakistan—has
examples of trade and marketing links extending to distant rural areas for
organizing manufacture and purchase of handicrafts and marketing them
centrally. In general, however, sub-contracting to small enterprises takes place
mostly near the urban centres. This is true also in Indonesia and the
Philippines.

The development of linkages between urban (large and small) industry and
RSIE will depend, on the one hand, on expansion of rural markets and of
capacities of RSIE entreprencurs (including engincering skills) and, on the
other hand, on development of infrastructi-= and communications resulting in
a rural-urban continuum. Even 50 there m_, only be limited possibilities; e.g.,
between large agricultural engineering firms in urban areas and repair or
servicing centres in rural areas, between semi-processing of primary products in
rural areas and downstream activity in urban areas, between artisans (c.g., in
specialized weaving or printing, such as “‘batik’ textiles) or garment makers in
rural areas and traders or middlemen from urban areas. Both facilities and skill
levels in rural areas have to increase considerably for worthwhile and
substantial sub-contracting to take place. Furthermore—as will be seen in the
next chapter—government policies and countervailing measures, have con-
siderable influence on stimulating rural location.

11.4.4 Infrastructure

The development of rural infrastructure, both physical (transport, electrifi-
cation) and social (education, heaith). is crucial for rural development. RSIE
growth is stimulated by access to markets and inputs through road development
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and lower cost of production, higher quality and product diversification made
possible by electrification. Social investments improve quality of labour and skills
and make rural areas attractive for non-farm occupations. Infrastructure
development should go hand in hand with macro-economic and sector policies
Javourable to RSIE growth (the latter are revieved in chapter 111).

The development of rural infrastructure, both physical (electrification,
transport network) and social (education, health), is crucial for rural
development. It provides a critical linkage for RSIE promotion. The limited
development of physical infrastructure in Senegal. the United Republic of
Tanzania and Zambia has restricted the possibilities of expansion of agri-
cultural production for the market, growth in incomes and linkages with RSIE.
Similarly, the shortage of educational facilities limits the development of skills
and quality of the rural entreprencurial class and encourages migration to
urban areas. The development of roads and electricity. education and health
have, on the other hand. stimulated the trade and marketing network and
helped the growth of manufacturing industries in certain rural areas of
Indonesia, Pakistan and the Philippines.

Ranis and Stewart have, in the study cited at the beginning of the section.
compared the experiences of Taiwan Province of China and the Philippines.
The development of infrastructure (roads, electricity, health care, education,
banks etc.) has been denser and greater even in rural Taiwan Province of China
than in the rural areas of the Philippines. Thus, despite a slower growth rate in
agricultural output in Taiwan Province of China as compared to the
Philippines in the relevant periods, the increase in non-farm activities was
stronger in Taiwan Province of China (6-7% per annum in the sixties) than in
the Philippines (3.3% per annum in the seventies). However, even in the
Philippines, the development of rural roads was strongly associated with RSIE
development, since it stimulated access to inputs and markets.

An example of the effects of rura! electrification in the Philippines has
been cited in the same study. In an area with 397.000 people. rural
electrification resulted within a year in more than a hundred new enterprises,
including rice mills, welding shops, bakeries, meat plants and banana-cracker
plants. The World Bank Review of Rural Elecirification in Indonesia (1986)
concluded that benefits to productive users (including RSIEs) were modest, the
principal stimulation to RSIEs being lower costs and increased profits from
better quality and longer hours, and from a few new lines of production like
ice-making and battery-charging. This latter advantage of new lines of
production was also observed by the evaluation team in rural areas of the
United Republic of Tanzania.

It is necessary to caution here that mere provision of roads and electricity
without the development of other complementary factors. e.g., agricultural
technology, skills in RSIE, markets, financing etc., may have negative results in
reducing RSIE output and employment, by making it easier and cheaper to
obtain inputs from urban areas.

Finally, it should be observed that a network of rural roads facilitates
bringing in consumer goods to remote areas. Non-availability of such goods
can act as a disincentive for rural development (including RSIE). The RSIE
mission to Zambia observed how a honey factory in a remote village pavs the
bee-keepers partly in kind (salt, soap), these consumer goods being brought in
by the organization in charge of moving out the honey.
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Finally, Taiwan Province of China provides a unique example of
favourable conditions with respect to all the local linkages enumerated by
Ranis and Stewart: size of farm and land distitbution, mechanization and
labour absorption in agriculture, organization of forward processing activities,
and extent and distribution of infrastructure. The policy environment and the
development strategyv of realistic factor prices and competition—considered in
the next chapter—made this possible.

IL.S RSIE: strengths and problems

RSIEs are mostly small, dispersed in area and concentrated in a few branches
of production. They themselves marshal inputs and organize production. While
they are usually passive, they are also good at exploiting market and technology
opportunities, once these are introduced to them. There are promising potentials
Jor co-operation among themselves in groups or associations for facilitating
financing and technology transfer. These are examined in chapier 1V. RSIEs need
above all a favourable policy environmeni 1o create demand conditions for growth,
a subject discussed in chapter 111,

Most RSIEs are very small indeed, employing only a very few people, say
from one to five or ten, including their owners. Their dispersion bevond the
rural towns and smaller cities varies. However, there is a tendency to cluster
and to be more varied in centres of about 5,000 and more inhabitants than in
smaller villages.

RSIEs are concentrated largely in a few branches, usually food-processing.
garments or textiles, woodworking (including rattan and bamboo in warm
climates). building materials and metal-working, including repair shops. This
pattern illusirates their typically strong dependence on rural consumer demand.
They sometimes have links with wider—city, or even export—markets. They
also usually use, and sometimes become exclusively dependent on. trade with
other enterprises (middlemen or larger industries) to market their products.
This can occur even within local markets, but is more marked in marketing
over long distances.

Notwithstanding such links, RSIEs themselves marshal most or all of their
essential ingredients. They themselves supply—or privately contract from
private sources other than formal promotion and assistance institutions—
start-up and working capital, premises, material inputs, labour and its
(predominantly RSIE-trained) skills and, quite frequently, capital accumulation
for progressive and significant expansions.

Despite this, the majority of RSIEs can fairly be described as passive. in
the sense that they are not particularly good at seeking out new markets,
products, technologies, or technical skills, Probably the risks of radical
innovations ab initio appear too high to them. However, if profitable new
markets or technical opportunities are introduced into, or self-generated by,
some RSIEs, many of the others within reasonable distance and in the same or
related branches, are often very good and quick at taking up and further
diffusing these innovations, including the necessary expansion of skilled labour
by poaching, splitting-off new enterprises, and in-house training. However,
these profitable innovations should not require steep and immediate increases
in capital assets.
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The potential of RSIEs co-operating among themselves through their
associations has not vet been exploited to a sufficient degree in the countries
studied. Generally the associations are in urban arcas and form part of the
local Chamber of Commerce. Possibilities of associations, groups or co-
operatives as vehicles for transmission of technology and for financing are
examined in chapter IV.

RSIEs need above all a favourable policy environment, the subject
considered in the next chapter. Not only are favourable demand conditions
required through development of agriculture and rural infrastructure. but
policies have to be favourable and non-discrimatory to RSIE in regard to
access to inputs and finance and effects of trade, tariffs and protection.




III. The Policy Environment of
Rural Small Industrial Enterprise
(demand-side approach)

The necessity of a favourable economic environment for successful rural
industrialization in the countries studied is reviewed in the intreduction to this
ciiapter. The next two sections analyse respectively (a) macro-policies related to
agriculture and the rural sector, and () other macro-policies, particularly
industrialization, and their effects on RSIE development. The final section
reviews specific policies toward RSIE and their role in supporting or
complementing demand-side policies.

1.1 Introduction

Successful rural industrialization presupposes a favourable economic en-
vironment in the rural areas engendered by high rates of agricultural growth and
the development of infrastructural and social scrvices. Such an RSIE-favouring
environment has been found more in the Asian couniries studied during the
evaluation than in those of Africa or Latin America.

Development experience indicates that RSIEs are more effectively pro-
moted by government policies influencing agriculture, infrastructure and social
services positively than by policies and measures which are biased against the
non-rural sectors or which give direct assistance per se to RSIE. In other words,
successful rural industrialization presupposes a favourable economic environ-
ment in the rural areas engendered by high growth rates, especially in
agricultural and other rural activities, and development of infrastructure and
social services. Declining living conditions in the rural areas accompanied by
denuding of rural resources and migration out of the area are not conducive to
the development of RSIE. Stopping such a decline and ensuring growth is a
policy prerequisite for rural industrialization.

The nature of the rural development problem, and consequently the type
of policies required, differs among developing countries, depending on the ratio
of rural to urban population, the pressure of population growth, the growth in
the ratio of working population, agrarian structure and production systems,
and other aspects of the rural environment. The extent of urbanization is
greater in Latin America (65-70%) than in Asia and Africa (20-40%), with some
exceptions. Zambia is cne of the special cases among comparable developing
countries where urban population is nearly 50% and rural areas have a low
population density. However, the population growth rate, ratio of population
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of working age and rate of growth of the labour force in Zambia are similar to
those in other African developing countries.

Among the countries studied, the economic environment has been more
favourable for rural development in the Asian countries than in the African or
Latin American ones. The reasons include realistic agricultural pricing and
other macro-policies, besides improvements in agricultural technology and
investments in rural infrastructure.'* However, after a long crisis period since
the mid-seventies, the rural environment has begun to improve within the last
five vears or so in Senegal, the United Republic of Tanzania and Zambia. with
better agriculture growth rates and investment in infrastmcture and social
services. The crisis in the three mentioned African countries was caused by an
accumulation of general macro-economic and industrial policies which turned
the terms of trade against the rural areas. These effects in turn were
exacerbated by drought and adverse conditions for agriculture in general.
Kenya—among the African countries studied—was different. since policies
towards agricultural and rural development have been more favourable. A few
other African countries, e.g., Cameroon, and Malawi also followed policies
favourable to agricultural and rural development.

The economic environment for rural development and RSIE is also
influenced by exogenous factors, i.e. external constraints from the international
economy. The impact of such exogenous influences depends on the vulnerabi-
lity or dependence of the economy. Among the countries studied, the African
ones have been more affected by the international economy than the others,
because of their dependence on exports of one or two primary products and on
inflows of foreign aid and capital. Even though oil-price fluctuations have been
important for Indonesia and foreign remittances and investment for Pakistan,
these economies are sufficiently diversified for rural areas not to be so severely
affected as in the case of Africa. In the case of Colombia and Peru, the
importance of the urban economy is so much greater than of the rural that the
latter is not directly affected by influences from outside the country.

I11.2  Macro-policies related to agriculture and the rural sector

Couniry siudies and other available research -howed that demand-side
policies resulting in an aggregate increase in rural incomes, have been more
effective in stimulating RSIE through an increase in the demand for consumer
goods than merely supply-side provision of inputs and technical assistance services
to RSIEs themselves, In the absence of increasing demand for rural non-farm
products, supply-side measures may fall flat on their face.

Demand-side macro-policics shoxld include: (a) investments in infrastructure
and social services in rural areas, (b) price policies to ensure favourable terms of

"“In addition to country reports of the team:
(a) Islam, op. cit..
th) World Bank, op. cit..
fc) Ranis and Stewart, "‘Rural linkages in the Philippines and Taiwan™. in F. Stewart,

Macro-Policies for Appropriate Technology in Developing Countries (London, Westview Press,
1987,

fd) Havnevik, Skarstein and Wangwe, Small-Scale Indusirial Secior Studv-Tanzama
{Stockholm, SIDA, October 1985). '
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trade for the farmer, (c) wide distribution of benefits in rural areas so as to
generate sufficient effective demand, (d) agricultural investments in irrigation.
extension and research and provision of credii to farmers.

Historically, in the post-World War 1 period, development strategies were
followed in many developing countries, which tended to conceatrate on public
investment and ownership to promote large-scale industrialization, accompa-
nied by investment in social sectors, ¢.g., education and health. Agriculture and
other rural activities were often neglected or subordinated to the pursuit of
modernization through large-scale industnialization and urbanization. The costs
of such development in terms of increased dependence on imports of food and
raw materials and of rural poverty only came to be generally appreciated in the
seventies. At this stage some countries. particularly in Asia. turned to
emphasizing agricultural development (the green revolution) and food seif-
sufficiency. In the African countries surveved, the imperative of adopting
policies in favour of agriculture has been realized only in the eighties.

A development strategy could either be based on achieving structural
transformation in the rural areas resuiting in poverty-reduction and dvnamic
growth, generating income demand for rural industrial products, or on supply-
side provision of inputs to increase the capacity of rural people to engage in
industrial activities. The country studies carried out during this evaluation
showed that demand-side policies (whether arising from agrarian reforms and
more equitable distribution of land and incomes or from price and market
incentives to farmers) resulting in an aggregate increase in rural incomes have
been more effective in stimulating RSIE through increase in the demand for
consumer goods (food, clothing, housing, durables etc.) than merely supply-
side provision of inputs and technical assistance services. As will be seen in
chapters IV and V, the demand-influencing strategy has to be complemented by
supply-side assistance selectively provided to target groups which can be
effectively reached. In actual practice, however, in many developing countries,
industrial policies favouring large-scale industries have been balanced by
institutions and measures (as virtually the only policy) for providing inputs and
technical assistance for small-scale enterprise and RSIE. Supply-side strategy—
skill-training programmes, appropriate technology diftusion, smali investment
credits, and industrial infrastructure development—serves an important sup-
porting role, but does not by itself generate self-sustained employment. In the
absence of increasing demand for rural non-farm products, supply-side
measures to increase the production of such items may prove self-defeating.

The contrasting development results in the Asian and African countries
studied illustrate the influence of macro- and related sector policies. In
Indonesia, Pakistan and the Philippines, rural non-agricultural and RSIE
development has followed growth in agriculture and rura!l infrastructure. High
growth rates in the agricultural sector in Pakistan since 1977 were achieved
through increased acreage, adoption of appropriate pricing policies and
institutional support to farmers. The increase in agricultural prices led to an
improvement in agriculture’'s terms of trade and in incomes. This has
accelerated the adoption of modern agricultural technology by the farmers. In
particular, increased use of agricultural machinery and implements has opened
opportunities of entry for the small-scale metal firms. This had also led to an
increase in repair and maintenance work, which is often undertaken by
workshops and small firms in the rural and urban areas. In Indonesia, the
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government policies on the agricultural sector have largelv favoured the rapidly
increased agricultural production to a level where Indonesia is virtually self-
sufficient. Coupled with the relatively high and stable prices in real terms for
the products (inainly rice). this has pushed up incomes in rural areas and
increased the buying power of the rural population. in turn stimulating smail-
scale industrial production through consumer demand as well as generating
surplus capital for investment. In the Philippines, flourishing non-agnicultural
development in the rural arcas has accompanied growth in agriculture. In
Thailand. in Taiwan Province of China and also in various regions of Malaysia
and India. exceptional non-farm growth has been expernienced in the wake of
rapid improvements in farm incomes and farm production.

On the other hand. in the African countries studied, de facto policies until
recently had the effect of depressing agriculture and turning the terms of trade
against rural areas. It 1s only since the early eighties that price incentives, creait
tacilities and more competitive marketing arrangements have led to increasing
agricultural production for the market. In response to this, the last two or three
vears have witnessed a spurt of RSIE in Zambia and especially in the United
Republic of Tanzania.

The case of the Latin American countries studied is somewhat different
because of the dominant position of commercial agriculture and the high
degree of urbanization. The demand for RSIE products in the Andean
highlands is strictly at the rather depressed local or district level and RSIEs are
rarely integrated in the national economy. Dualism is a basic characteristic of
the structure of agricultural production in Peru. Food industry and food
consumption are only moderately linked with domestic agricultural production,
with massive food imports supplanting the potential of Peruvian agricuiture. In
Colombia, dualism is also strong in agriculture. though import dependence for
food is less.

Recent Chinese experience'® illustrates how development strategy can
influence rural development through area planning, investments in rural
infrastructure, the upgrading of agricultural technology and the increase of the
market demand for RSIE products by—to use Chinese terminology—
encouraging “sideline” production on the one hand and township-village
industrial enterprises (TVIEs) on the other. The idea is that, apart from rural
households specializing in crop production, there will be more and more
specialized houscholds in forestry, fishery, livestock and sideline production.
The establishment of non-agricultural sideline activities viz. handicrafts,
commercial food and beverage services, repairs, transport and house-renovation
undertakings is encouraged by individuals as private industrial and commercial
activides in rural areas. The deliberate expansion or establishment of small or
rural towns enables promotion of somewhalt larger-sized processing industry,
input industries (e.g.. scaled-down fertilizer and cement plants), agricultural-
equipment manufacturing units and consumer-goods industries. A counter-
magnet is thus provided to ste