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Summary

There have recently been some noteworthy additions to the concept of the role of small scale indus-
tries in developing countries. It also creates some interesting issues about how small industries can con-
tribute to the economic development of these economies rather than mass scale industries. Therefore as
we have seen the timely importance of this issue we have analysed the literature on small industries as
our main objective of this paper in order to examine the validity of this sector to developing economies.

In general the main objective of almost all development programmes in developing countries was to
approximate the level of entitlement and capabilities' of poor people in all regions. In order to achieve a
well-balanced growth in life style in all regions, great importance is given to the decentralization of in-
dustrialization. This is based on the expectation that most small-scale industries are particularly suitable
for contributing towards greater social equilibrium through economic conditions both within one region
and among several regions. Thus, these types of industries are seen as a suitable institution for overcom-
ing social and economic problems in developing countries.

In our conclusions we have proposed some ideas, which will be useful in developing the small in-
dustrial sector rather than summarizing the literature review again.

1 Introduction

Today the world is characterized by extremely large income inequalities among the countries
(Hayami, 1997). According to the World Bank report (1999) average per capita income per year
in 1997 recorded around US $ 24001 in high-income countries’, and only about US $ 162 of
countries at the bottom of the low-income group’. In the same year total world population was 5.8
billion, of which the population in high-income countries with a per capita income above US §
9656 numbered only 900 million. This 15 per cent share of the world population received nearly
80 per cent of the world’s income. About 3 billion people, or about 65 per cent of the world popu-
lation are in low income countries with a per capita income of below US $ 712 and entitle to only
about 4 per cent of the world’s income* reflects the feature of the under development.

! An entitlement to something is the right (in terms of money) to have or do it and capabilities to do something
you are able to do it. See also A. K. Sen’s Inequality Re-examined; 1997.

2 Switzerland (43,060), Japan (38,160), Norway (36,100), Denmark (34,890), Germany (28,280) and United
States (29,080).

* Mozambique (140), Ethiopia (110), Tanzania (210), Burundi (140) and Malawi (210).

*This has estimated according to the UN official standards of US $ exchange rates.
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Income disparity, rural poverty, and unemployment are serious problems facing in many de-
veloping countries in the world. Given the increasing inequality in land distribution, these prob-
lems are likely to get worsened in the future. In order to improve living conditions in the rural ar-
eas, an important strategy is the promotion of rural employment opportunities. In this regard, va-
riety of measures have been adopted and pursued in many countries. Since agriculture is the core
of the economic life in rural areas, the development of rural or agro-based industries has been a
major component of the agenda for action of many developing countries. The experience of East
Asia, for example, illustrates the effectiveness of rural industrialisation programmes in activating
rural life and stabilising incomes. In fact, an increasing number of rural and farm households are
earning major or supplementary income from non-farm enterprises or rural industries (APQO,
1991).

The need for economic development for full employment, equity, poverty alleviation and re-
gional development in the third world cannot be over-emphasised. It is well known that agricul-
ture and service sectors, by themselves, are not in a position to achieve these objectives alone. Be-
ginning of the industrialisation process from an agricultural base, agriculture-industry linkages
obviously paramount important. In the context of inadequate development of domestic industrial
capital, a broad-based industrial development drive would obviously place a great emphasis on
small industrial ventures (Lakshman, et al., 1994).

The governments of most of the developing countries have undertaken various strategies and
measures to promote the development of small-scale industries in order to accelerate economic
development and achieve the social objectives of their countries. Since their main objective is to
create more employment where there is a surplus of labour and the scarcity of capital investment,
many countries with growing population, inadequate capital resources, and shortage of needed
foreign exchange rely on small industries that use modern capital saving technologies to create
gainful employment (Ogawa, 1994).

Small industries have recently emerged as an important research concern in the field of de-
velopment economics’. This heightened interest has paralleled the increased international concern
for equity and employment objectives and the growing realisation that the large-scale urban in-
dustrialisation of the 1960s generally failed to solve the problems of underemployment and pov-
erty. Moreover, empirical research has begun to demonstrate that small rural manufacturing enter-
prises have been substantially under reported in official publications and that these smaller firms
might be more effective vehicles for meeting a country’s growth and equity objectives than their
larger scale urban counterparts (Chuta and Carl, 1979). Nevertheless, small-scale industries and
businesses are widely recognised as an integral and indispensable component of a nation’s econ-
omy. This is true for Japan, as it is so for Sri Lanka, Singapore or any developed or developing
economy.

For these reasons, governments of developing countries wish to promote export oriented and
import substitution small industries. In view of the dynamic role such industries can play in the
economies of the developing countries, the Economic and Social Commission for Asia and Pa-
cific (ESCAP) at its forty third session, held in Bangkok in April 1987 in the secretariats pro-

° The economics of the less developed countries of Africa, Asia and Latin America, which addresses itself
mainly to problems of economic growth, poverty, unemployment and inequality.
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gramme recommended that high priority should be accorded to the small industrial sector. Also
the report published by the World Bank on Macro Policy Framework for Small Scale Industries
(1995) described that the experiences of Asian countries in the past three decades have demon-
strated that effective macro and sectoral policies in support of small scale industrial development
can succeed not only in boosting industrial and total output and exports, but also accelerating
growth in employment and poverty alleviation. It is expected that implementation of an effective
policy framework in African countries can bring similar positive results in Asia too, in terms of
employment, output growth and alleviation of poverty. Clapham (19835) too, has emphasised that
promotion of small scale industries will be more effective in the long term and make a greater
contribution to a base for an economic expansion. According to Francks and others (1999), many
Asian economies are still agro-based, i.e.; the growth of the overall economy is heavily influ-
enced by the performance of the agricultural sector (Amaratunge and Shiratake, 2001).

2 Importance of Research in Small Scale Industries in Sri Lanka

The majority of the population, about 75 per cent live in the rural sector in Sri Lanka. Since
their earnings are from the agricultural sector, which is their main income, earning source is
barely sufficient and that income is too uncertain (Rathnayake, 1999). Hence, a subsidiary source
of income is essential in order to build up the rural agrarian society’. The agricultural sector is
mostly composed of small plots of lands and the crop production is seasonal. These two factors
result in stagnating agricultural development in the country (Thorbeeke and Svejnar, 1987). Fur-
ther, with the limitations and the weaknesses in the agricultural sector itself the farmers are facing
numerous internal shocks as well as external shocks due to the free market economic structure of
the country (Athukorala, 1986). Hence, the development of agro-based small-scale industries as-
sociated with rural development is of paramount importance as a way of generating a new de-
mand for agriculture in order to uplift the rural sector through expanding the people’s entitle-
ments and capabilities (Amaratunge, 2000; Amaratunge and Shiratake, 2001). Such studies can
be done only through case studies and in-depth sample surveys rather than analyzing the behav-
ioral characteristics of small industries through secondary data available in the country, which are
not adequate for the purpose. However, a research study published by the Institute of Developing
Economies in Tokyo (1991) entitled “Changes in the Industrial Structure and the Role of Small
and Medium Industries in Developing Countries: The Case of Sri Lanka” clearly stated that, un-
fortunately these type of case studies, which can be seen as the base for the development of the
small industrial sector in the country have not yet been carried out in Sri Lanka (see statement be-
low). After ten years (2001) the same author again admitted that still such type of case studies on
small-scale industries have not yet been carried out by the researchers in the country [at the spe-
cial seminar (2001) on “War and Economy in Sri Lanka” held in the Saga National University, Ja-

¢ During the past five decades, Sri Lanka has enjoyed a respectable level of annual economic growth (4.2 %).
Unfortunately, the growth rate of the agricultural sector has been significantly lower (2.6 %). The prevailing
per capita income of this sector is estimated as 42 per cent lower than the average Sri Lankan per capita in-
come level and 38.5 % lower than the standards of the International Bank for Reconstruction and Develop-
ment (IBRD). Therefore, it is not surprising that at present majority of the rural population engaged in agri-
cultural practices face severe income constraints.
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pan]. Therefore, we believe that case studies on small industries will not only contribute to the
academic literature, but also contribute to the economic development of the country through the
small industrial sector.

“Ideally, had detailed case studies been carried out of these more successful firms, very use-
ful insights could have been obtained about preconditions for success in the small and me-
dium scale industrial sector in Sri Lanka. Such case studies, however, have not been carried
out” (Lakshman, 1991 : p.112).

It is possible to develop agro based small industries throughout the island as plenty of agricultural
raw materials are available, which can be seen as an important requirement in considering the
long run strength of industrialization in Sri Lanka (FAQO, 1985). However, this is not true with the
large-scale industries and it is a characteristic of the large-scale industries that they are encircled
largely within the urban areas (Amaratunge and Shiratake, 1999). Therefore, small-scale agro-
based industries can also be used to diminish the imbalance of development in both urban and ru-
ral areas. This industrialization is also important as a process in directing the economic develop-
ment at village level. This process increases the economic strength of the low-income earning
groups as well as their economic efficiency, which in turn could be the ultimate objective of any
kind of development programme for developing nations (Gandhi’, 1946).

3 The Importance of Promoting Small Scale Industries

Edward K.Y. Chen, one time the editor of the of the “Small Industries in Asia’s Export Ori-
ented Growth” (1986) published by the Asian Productivity Organisation, states that all the coun-
tries have to undergo a structural transformation before they can successfully embark on a new
phase of export oriented industrialisation based on the export of capital and technology intensive
products, just like what Japan did because Japan has proved that a “strong” and viable small in-
dustrial sector is necessary for a successful export oriented growth. According to Itoh and Urata
(1994) there is evidence showing that the importance of the small industry does not decline as
economic development proceeds. In the case of developing countries, there seems to be little
doubt that the small industry is a dominant phenomenon and a key factor that, to large extent,
shapes both the direction and speed of economic growth. Conventionally the importance of small
industry is assessed in terms of its contribution to production, employment, export earnings etc.

In spite of the importance of this topic, there have been analytical or empirical studies of
small-scale industries. “Small and medium industry in an intermediate city” (1994), conducted by
the joint collaboration of Modern Asia Research Centre in Geneva and University of Colombo
has explained the following features regarding the above question.

The argument that, those small enterprises can promote productive employment more effec-
tively than large enterprises is widely accepted and based on the following empirically verified
propositions.

" Mahatma Gandhi has explained this concept in his project evaluation methodology in rural sector. He named
this as “Anthodaya” (development of life style of least poor within the total population).
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1. That they are more labour intensive, without necessarily being too costly or unprofitable,
thereby making investment costs per job generated in small enterprises are comparatively low®.

2. That requirements in initial capital, management and other scarce resources are low and there-
fore with a little assistance, the unemployment and underemployment’ can be made to set-up
in business on their own on a drive to promote self-employment.

3. Those small enterprises would create more jobs for the unskilled than for the skilled and
therefore are worth promoting in any environment where the unskilled form the predominant
part of the pool of the unemployment or underemployment labour force.

4. That small firms are more likely to generate indirect employment opportunities than large
ones since the latter usually have a much higher propensity to import raw materials and capi-
tal goods.

Small Industries are Normally Labour Intensive

Comparative studies of large and small industries, carried out in countries at all stages of de-
velopment, confirm that small firms employ more labour per unit of capital, and require less capi-
tal per unit of output, than do large ones. There are inevitably occasional exceptions, and the dif-
ferences related to scale may well be exceeded by those relating to the type of activity, but if pol-
icy makers are concerned to increase employment opportunities, evidence points conclusively to
small scale as a more productive source of employment, per unit of capital invested or product
produced (Lal, 1992 ; Lal and others, 1996). More sophisticated entrepreneur may already have a
job, and his primary motive for enterprise may be profitable rather than employment. Neverthe-
less, he is more likely to use a labour intensive technology than the investor in a large business.
Apart from his desire, or obligation to provide employment for his extended family, he is unlikely
to have access to foreign exchange or to sources of sophisticated imported technology, which
tends to be the capital intensive option, or to the institutional sources of capital from which he
might obtain the funds to buy such equipment. If he depends on his own capital the total amount
will be small, and if he attempts money from informal sources the interest rates will effectively
discourage the capital-intensive alternatives. Therefore the scale of the operation of the industry
will be limited towards small-scale, labour intensive, flexible and locally made equipment
(Harper, 1985).

A study presented by Islam (1987) under the ILO Asian Employment Programme argues
that the interest in labour productivity in rural industries emanates mainly from a concern about
the returns from employment in such industries and hence, it will be useful to address the ques-
tion in two stages. (a) Wage rates in various activities need to be examined in order to provide
some idea for the returns to wage employment in rural employment. (b) Productivity of labour
(measured in terms of value added per worker or per working day) will be used to indicate the up-
per limit to the returns to labour.

In traditional type of cottage or small-scale industries, hired labour is not an important fea-

# A given volume of investment in the small enterprises sector will usually create more jobs if the investment is
made in the services rather than in the manufacturing sector.

? A situation in which persons are working less, either daily, weekly, monthly, or seasonally, than they would
like to work.
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ture. Because, according to the small-scale activities conducted by most of the units in this sector,
they can exist with family labour or household labour. However, even in this type of industries,
often hiring labour too, may be a significant feature, and that depends upon the objective of the
firm, whether profit oriented or subsisting. Data available on Bangladesh, India, Nepal, and Sri
Lanka seem to support the hypothesis created by Islam (1987). In Bangladesh, for example activi-
ties like black-smithy, carpentry and handloom weaving were found to employ hired labour in
substantial proportions (ranking from quarter to over half of the total number of workers). This
has also described by Hossain (1987) in his writings about small industries in Bangladesh. In In-
dia sample from Uttara Pradesh showed that the use of hired labour was rather low in traditional
industries. One survey in Nepal too yielded the similar results. In Sri Lanka studies carried out in
1977 and 1986 showed that the percentage of hired labour in traditional small industries has rap-
idly decreased by 39 per cent from full time employment and 22 per cent from part time employ-
ment during the period (Central Bank various reports).

This information reveals that the developing South Asian countries have the same features in
this matter and wage rates would be an important indicator of the returns to a large proportion of
their workers.

In the case of labour productivity in small and cottage industries, it is in a very low level ac-
cording to many studies conducted in this field (Islam, 1987). Bangladesh, India, Nepal, Philip-
pines, Thailand and Sri Lanka exhibit the same character. However low level of labour productiv-
ity is not a universal phenomenon in all types of small and cottage industries. In general, non-
traditional small industries are found high level of labour productivity. Some of the traditional ac-
tivities too, achieve reasonable labour productivity levels (Islam, 1987).

According to Chuta and Carl (1979), Onchan (1991), ADB (1994), and World Bank (1997)
small-scale rural industries are more labour intensive than large-scale industries. However small-
scale industries exhibit a low level of capital output ratio than large-scale industries (Kaldor,
1972 ; Chuta and Carl, 1979 ; World Bank, 1991) and that brings an important issue, viz., the re-
lationship between technology and productivity in small and cottage industries.

Hawitt and others (1992) have identified the importance of upgrading of technology, in order
to strengthen up of existing small industries in less developed countries. The ILO also expressed
that productivity improvement, expansion and diversification, involve process improvement and
the use of better production methods and technologies, and that technology related services are
often needed.

Employment for Women

In spite of the importance of this topic, there have been a few studies on employment for
women in small industries. Most of the studies, which are carried out by the IL.O, are projects,
which promote women employment through small industries in developing countries to overcome
the problem of poverty. Women in poor countries, too often remain in rural areas as the hews of
wood, drawers of water and bearers of children, and there material responsibilities cut them off
from what ever benefits are to be gained from wage employment in the modern sector. Small in-
dustrial sector provides a valuable alternative source of income and personal development,
whether it in a home based cottage industry or rather a large industry where a mother can conven-
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iently travel for a few hours a day when her children are cared for, by an elder sibling or other
relative (Harper, 1985). Michael P. Todaro, in his Economic Development in the Third World
(1985) has emphasised that, virtually in every country there are more women than men at the
lower level of income. Because of the dual role of women in the economy creates more poverty
burdens. They often work outside as well as at home.

Considering these factors international organisations such as ILO has been doing tremen-
dous work on the development of women based activities through the small and cottage industries.
ILO too, focused its mission through the small-scale industries because absorbing women into
large scale activities is obviously difficult due to the reasons such as women in general are less
educated, have fewer employment opportunities and less paid.

Among Nepal women, entrepreneurship is rather a new phenomenon in formalised activities.
Although certain ethnic groups such as Sherpas, Curungs, Thakalis are known to have a tradition
of women being involved in small industries, it is only within the last ten years that the concept of
women entrepreneurship has progressively gained some acceptance in the overall dominant ma-
jority in the Nepalese society (Islam and Shreshtha, 1987).

The contribution of industry to national income in Nepal was about 6 per cent and small cot-
tage industrial contribution was about 4 per cent (Census, 1991). ILO mission in Nepal has stated
that, the major industrial development targets could be achieved through the establishment of
small-scale industries in the country.

In many countries and under certain circumstances in Sri Lanka self-employment has been
hailed as the panacea for unemployment or for integrating women in development into the overall
development process. However, cottage industries were traditionally perceived to be an economic
activity undertaken largely by home based units and family itself is often the production unit,
women tend to be active participants in gender segregated tasks, as well as sharing in mainstream
economic activities (Joanne, 1992). However, Osmani (1987) in his work on The Impact of Eco-
nomic Liberalisation on the Small-Scale and Rural Industries of Sri Lanka has clearly stated that
before the economic liberalisation, there were about 111,000 handlooms in the country and pres-
ently there are only 15,000 looms. Most of the loom operators were the rural women, and the lib-
eralisation has adversely affected in this sector. However, small industries must concentrate to
survive under liberalization policies as business units. In this direction undoubtedly small indus-
tries must produce low price and high quality goods (Sato, 2000 ; Amaratunge and others: 2001

a).

Agriculture and Small Industry

The relationship between rural industries and agriculture, in particular, is or could be poten-
tially very strong (Mellor, 1976; Johnston and Kilby, 1975; Todaro, 1985; Islam, 1987; World
Bank, 1997, 1998). According to Chuta and Carl (1979), Agricultural growth of a country can be
influenced by the rural industries and there by strengthen the balanced growth between these two
sectors or dynamic agriculture can also be a precondition for the development in the rural or
small scale cottage industries.

In the process of industrialisation in East Asian countries, supply of necessary raw materials
to the industrial sector by the agricultural sector is underscored, which created the parallel success
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of both these two sectors (Asian Miracle, 1993). However, to supply inputs and other necessaries
from agriculture, agriculture itself should be strong enough at the very early stage of the eco-
nomic development process (Todaro, 1985; Hayami and Ruttan, 1991; Bacha, 1995; Hayami,
1997).

In the case of Sri Lanka, the country is basically defined as an agricultural country, the role
of small-scale industries has always been emphasised as an integral part of agriculture and indus-
try (Amaratunge and others 2001 b). Within the small industrial sector, the agro-based industrial
sector is the largest and food-processing industry accounts for about one third’s of its total share
(Census, 1997).

China and Taiwan have performed around 3 per cent of continuous average annual rate of
growth in agriculture for the period of 40 years before starting industrialisation successfully. In
china, the initial impetus for commune® and brigade industries came from rapid increase in land
productivity which led to a substantial increase in the demand for the products of the so called
“five small industries” and other related industries. In that instance, generally the link between
agriculture and rural industries was powerful and particularly in the areas where agricultural
growth was high, industrial development too performed at high levels (Islam, 1987, Hymer and
Resnick, 1969).

Similar results have been found in the studies on Rural Industrialisation and Agricultural
Growth: A Case Study on India (1987), and Rural Industrialisation (1982), by observing the
close relationship between agricultural growth and performance of the rural industries through
different major states in India. According to these studies long-term agricultural growth rate and
long-term rural industrial activities have been taken into consideration to conclude the signifi-
cance of agricultural development in order to build-up a strong rural industrial network. Punjab
State ranked first among the other states, which exhibited the performance of the highest, long
run agricultural growth rate performance and high spread of rural industrial activities. Madhya
State placed the last in the ranking order due to the lowest performance of the agricultural growth.

Relationship between agriculture and industry (small-scale) also stimulate self-sustained in-
dustrialisation due to the creation of “forward” and “backward” linkages'. Therefore, develop-
ment of small industrial sector, which specially uses the domestic agricultural inputs, will create
adequate demand for agriculture too.

Tambunan (1991) and Beny and Brian (1994) too argue that, in their studies on Indonesia,
demand for rural industrial products are closely related to agricultural growth, and that this sector
too provides various products for direct consumption and raw materials to meet the demand for
agro industries in the sustained economic development process. At this instance, agro industries
are generating domestic value added and employment and thereby increase economic productiv-
ity (Bollman and Bryden, 1997). Sato (2000), in his article published by the special issue of Indo-

10 Chinese Commune means, a multipurpose political, administrative, and organisational unit covering the full
range of economic, social, and administrative activities in a rural community. The people’s agricultural com-
munes were the basis of rural development in China during the 1960s and early 1970s. Communal owner-
ship included all the rural land, all means of agricultural production, and commune-owned industries.

Y As an example Cow-stable industry is the “forward” linkage of both leather industry and the milk by-
products industry and bag industry could be stated as one of the "backward” industries of leather industry. In
these instances, leather industry acts as both “forward” and “backward” industry.
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nesia’s industrialization: economic crisis and beyond , has clearly stated that small industries are
less affected or even well performed in a crisis situation because of their unique factors such as
rural based, agro-based, less modern and debt free in comparison with the large scale manufactur-
ing firms. However there are another two groups related to this, crisis and size related argument in
the industrial sector. One group of researchers argue that small-scale industries can be more af-
fected than the large firms and the other group argues that there is no relationship between the
size and the degree of crisis affected.

With regard to the structure of the small industrial sector in Sri Lanka, one third of the small
industries come under the food manufacturing sector, which reflect that even in a crisis situation,
(due to the present economic and political unrest in the country) that there is a protection for the
rural and agro based small industries (Amaratunge and others, 2001 a”). According to Thee
(2000), in the economic crisis period in 1998 in Indonesia, all the sub sectors of the manufactur-
ing sector except oil refining, demonstrated a negative growth. The food-manufacturing sector
was a less affected sector compared to all the other sub sectors in the manufacturing sector as its
features of rural based and agro based.

The relative importance of rural industrial activity as a component of the rural agrarian soci-
ety is an important issue for the third world, because many developing countries have neglected
for planning of the development of the small-scale agro based manufacturing sector, which can
easily spread in general agro societies to get the high multiplier effect in the development process.

4 Theoretical Framework

Using J.M.Keynes’s macro economic framework on the capital market side (Braithwaite,
1988), we can clearly state that, one of the basic perquisites for rural industrialisation is the suc-
cess of agricultural development to increase productivity and income of farmers. Increase in
farmer income means increase in consumption with a grater potential for increasing the aggregate
demand, savings and capital flow from agriculture to the non-agricultural sector. At the beginning
of this process non-agricultural sector consistent with rural agro based small industries (Tambu-
nan, 1991).

The simple Harrod-Domar model can be used to explain the relationship between investment,
income and demand to analyse the importance of the agricultural support to make profit and ex-
pand the industrial sector at the first stage of rural industrial development. Suppose that agricul-
ture can provide raw materials, food at lowest cost, savings, and investments to develop the non-
agricultural sector, as capital stocks are necessary in order to grow new investments representing
net additions. In this model there is some direct economic relationship between the size of capital
stock including raw materials (K), and total income (Y), or which is known as the capital/ontput
ratio. To build up this model it is assumed that capital/output ratio as “k”, and savings ratio as “s”.
The investment and income will be determined according to this savings ratio, which is mainly
created by the agricultural sector in the first phase of industrialization (rural agro based indus-
tries). This simple model can be explain as follows :

12 See for Survival of small-scale industries in a market economy (Amaratunge and others, 2001 b).
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1. Savings (S) is some proportion, s, of income (Y). i.e.
S=s*Y ¢}
2. Investment (I) is defined as the change in the capital stock (including raw materials)
K, and can be represented by AK
I=AK (2)
However, total capital stock, “K” have the direct relationship to income “Y”, as ex-
pressed by the capital / output ratio, “k”, then it can be described as,

K/Y=k

OR

AK/AY =k,

OR FINALLY,

AK=kAY (2 a)

3 Finally, since total savings, “S” must equal “T”, i. e.
S=1 3)
S=s.¥Y=kAY=AK=1 (3a)

OR SIMPLY AS,

s.Y=kAY (3b)

BY DIVIDING BOTH SIDES OF THE EQUATION,
AY /Y =s/k 4

Note that the left hand side of the equation (4), AY /Y, represents the rate of change in
growth of the income. Equation number 4, which is a simplified version of the Harrod-Domar"
equation, is used to explain the supporting of agriculture to the beginning of industrialisation.
This means, the rate of change of income is determined jointly by the savings ratio, and the capi-
tal / output ratio.

This framework can be used to understand the development of the rural agro based expan-
sion in an agro-based society. However, the success of the agricultural development too becomes
a necessary condition for the development (but not the sufficient condition) of the rural small-
scale industries in the third world.

5 Conclusions and Proposals

Developing countries are using each and every strategy in order to overcome the high mal-
nutrition and poverty levels. In most of the third world countries including Sri Lanka, the indus-
trial policies are mainly designed to promote large-scale industries. However, the successive gov-
ernments have realized the fact that the gap between the rural and the urban sectors would not
ease off naturally. Therefore to overcome this problem these governments have given a prominent
place for the development of the small-scale industries in their recent industrial policies.

As most of the large-scale industries in the third world countries are located in the urban ar-
eas, the rural folk are neglected to a greater extent and are relatively less developed. In order to

3 See M. Todaro (1985) for further details.
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have a balanced regional growth the rural sector has to be upgraded. Developing the large-scale
industries, which are capital intensive is not the real solution for the massive unemployment prob-
lem. Most of the large-scale industries could be foreign investments and raw materials used by
these industries are dependents on high imports apart from the locally cheap labour. However, the
contribution to the Gross National Product (GNP) as well as labour absorption by these industries
cannot be undervalued. The ideal situation to get maximum use of the domestic recourses in order
to minimize the national problems could be the promotion of rural industries, which has the com-
mon feature of smallness in size compared with large industries.

Marketing channels for the products of small industries in these countries are rather under-
developed. The problem is accentuated by lack of infrastructure facilities in the rural areas, small-
ness of enterprises scattered over wide areas and poor financial position of the proprietors. On
the one hand some enterprises participate in marketing of their products, due to lack of access to
alternative channels. On the other, there is evidence that the use of other channels means, forgo-
ing the large portion of profit margin. Although there are assistance schemes sponsored by the
governments of these countries, in order to help these industries as well as to guide to the inde-
pendent states, each and every small industry need to be strengthened so as to cover the isolated
producers scattered all over the country side.

In order to bring out the lessons that can be useful to Sri Lanka, it will be important to study
the experience of a country like Japan where small industries are playing a significant role in the
economy. It may be useful in this regard attention to the development of infrastructure in small
rural towns and market centres. The latter would, on the one hand be more economical than at-
tempting to develop infrastructure all over the countryside, and on the other hand if industries are
located in such places, the rural people can benefit from the employment created for them, with-
out having migration from their villages. Such rural towns and market places can also become
centres through which other forms of assistance like skill training, extension services, credit fa-
cilities etc. Small industries are mainly depending upon household demand, and their products
have only a limited market access due to the low average level of income of the rural households.
Some products of small industries are inferior goods as they use raw materials and other inputs
insufficiently in order to make greater profit. The government institutions can provide advise to
the producers about the correct product mixes, and can operate a quality control system. The main
constraint appears to be the inability of small industries to satisfy quality, standards and to meet
delivery schedules. The subcontracting exchange programme which aims at developing
subcontracting relationships between the small and large sector, is not yet effective. It suffers
from lack of staff with the required qualifications, and has not enough authority to investigate into
subcontracting possibilities. There are some institutions, which even do not have sufficient capac-
ity to execute orders that they could obtain. Besides, there could be certain parts of a product that
could be manufactured by a small firm at a cheaper cost and would be advantageous to subcon-
tracts the production of such products. State institutions should identify such firms as well as
products and should give publicity for such industries, so that small firms could find new outlets
for their products. The market access could be provided to these industries by placing restrictions
on similar imported products until the industry passes its infant stage. Income tax concessions
will also give encouragement for more firms to manufacture these products, since firms for fur-
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ther investments in developing market channels could retain a larger share of profits.

Lack of market intelligence, technical and technological problems, and quality control facili-
ties could be listed as some of the other constrains of small industries. At peasant especially in Sri
Lanka there is no organized system for the provision of market intelligence, to enable exports to
cater to the current tastes in importing countries. Some import markets for small industries have
still not been explored. The Export Development Authorities can take steps to introduce the unex-
plored markets and also for technical problems, technology related agencies could introduce ap-
propriate technology, especially at the stages of raw material processing, quality control, packing
and provision of common facility services.

One of the main objectives of developing the small industrial sector is to generate more and
more employment opportunities into the developing nations. The employment generation poten-
tial of small industries is in itself is not a sufficient argument for their promotion. Equally impor-
tant in this regard is whether this employment is truly productive, and whether the industries have
the capacity to generate a surplus, which is necessary for sustained growth. In the small industrial
sector the labour productivity is low, especially in those, which employ a large number of people
compared to the capital utilization. Low productivity of employment in this sector can be related
to a number of factors, the most important of which is related to technology. Therefore, efforts
will be needed to raise the labour productivity in a number of activities, and to make them more
efficient so that they can survive increased competition in the domestic market, and take advan-
tages of export opportunities. Both of these will call for the use of improved technology in a num-
ber of activities, as it has been mentioned already, that not only the labour productivity is closely
linked to the level of technology, new or important products but also require improved technology.
On the technological side, the need is three fold: (1) to improve traditional technologies in some
crucial processes so as to give them a greater competitive staying power, (2) in relation to new
and upgrade products into the small industrial sector, (3) to upgrade their reoriented skills in line
with the changes indicated above.

Policies in the field of technology will therefore need to be geared towards the search for
better alternatives that already exist, and the development of new technologies appropriate to the
requirements of small industrial sector, while this may mean mechanization of selected stages of
production, even the use of simple tools and equipment can often raise the productivity of work-
ers and improve the quality of the product as well. This of course would bring the question of
trade off raising productivity and generating equipment. It needs to be mentioned here that simple
tools and equipment need not always be labour displacing, and hence the threat of a trade off may
not be real. An increase in productivity by raising the income of workers, could lead to an in-
creased demand for goods and services and thus create conditions for expansion in various sec-
tors of the economy and the consequent expansion of employment.

The governments of these countries should also take steps in order to supply credit to small
industries as well as to the input suppliers of these type of industries in order to raise the domestic
value added component. If the suppliers were neglected, due to the shortage of raw materials
small entrepreneurs would definitely be in a problem of purchasing imported raw materials. The
governments and related credit lending institutions should establish credit systems, which spe-
cially consider aspects such as farmer poverty situation, insufficiency of legal assets to obtain
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credit etc, in order to have effectiveness in obtaining credit. Especially in Sri Lanka lack of acces-
sibility to the formal credit network is a constraint, which affects a great majority in small rural
enterprises. Only a very low percentage applies for obtaining of credit from financial institutions
as the majority of the rural entrepreneurs still depend on their own funds and credit borrowings
from the informal sector. Another way of providing credit facilities would be for the governments
to have an apex body to monitor and co-ordinate the provision of credit facilities to this sector.
The apex body can provide refinance to the participating credit institutions for loans to be ex-
tended to small industries at concessional rate of interest and it could also undertake to promote
this sector. Further the apex body can also raise capital from public and other sources, as develop-
ment banks do.

References

Amaratunge, S. and Shiratake, Y. (1999). Agricultural Diversification as a Method of Strengthening the Agricul-
tural Sector in Sti Lanka, Annual Symposium of Kyushu Agricultural Economics Society, Japan.

Amaratunge, S. (2000). The Role of Small Scale Industries in Improvement of The Peoples Entitlements and Ca-
pabilities in Rural Economy of Sri Lanka: A Case study on ”Coconut Triangle Milk Producers Co-operative
Union”,Unpublished M.Sc. Dissertation, Saga National University, Japan.

Amaratunge, S. and Shiratake, Y. (2001). The Economical Effects of Agricultural Diversification on Farm Man-
agement : A Case Study on Coconut Triangle Area in Sri Lanka, Journal of Agricultural Economics, Vol. 51,
No: 2, Kyushu Agricultoral Economics Society, Japan.

Amaratunge, S, and others. (2001 a). Forthcoming, Survival of Small Scale Industries in a Market Economy: A
Case Study on Sri Lanka, Journal of Economics and Business, Riyukoku University Economics and Busi-
ness Society, Kiyoto, Japan.

Amaratunge, S., Ratnayake, P., Shiratake, Y. and Takeda, J, (2001 b). Alternative Agriculture as a Method of Re-
strengthening the Agricultural Sector: A Case Study on Coconut Triangle in Sri Lanka, Economic Review,

Vol. 34, No: 2 Saga University Economics Society, saga, Japan.
Asian Development Bank. (1994). Project Completion Report of the Small and Medium Industries Project in Sri

Lanka, Colombo, Sri Lanka.

Asian Productivity Organization. (1991). Mashers for Rural Employment Generation, Tokyo.

Athukorala, P. (1986). The Impact of 1977 Policy Reforms on Domestic Industry. Upanathi, Vol. 1, No : 1, Uni-
versity of Colombo, Colombo, Sri Lanka.

Bacha, E. (1995). Industrialization and Agricultural Developmens: Leading Issues in Economic Development, 6
ed., Oxford University Press, New York.

Beny, A. and Brian, L. (1994). Indonesia’s Small and Medium-Size Exporters and Their Support Systems, Policy
Research Working Paper, No: 1402, Washington, DC.

Bollman, R. and Bryden, J. (ed.) (1997), Rural Employment: An International Perspective, Canadian Rural Re-
structuring Foundation.

Braithwaite, R. (ed.) (1988). J M Keynes, The collected writings of John Maynard Keynes, New York.

Chen, E.K.Y. (1986). Small Industries in Asia’s Export Oriented Growth, Asian Productivity Organization, Tokyo.

Central Bank. (1977-1999). Various Annual Reports, Colombo, Sri Lanka.

Chuta, E. and Carl, L. (1979). Rural Non-Farm Employment. A Review of the State of the Art, Rural Develop-
ment Papers, No: 4, Department of Agricultural Economics, Michigan State University.

Census and Statistics. (1991). Annual Census Statistics Report, Katmandu, Nepal.

Census and Statistics. (1997). Annual Industrial Survey Report, Colombo, Sri Lanka.

Clapham, R. (1985). Small and Medium Entrepreneurs in Southeast Asia, Asian Economic Research unit, Singa-



44 Bull. Fac. Agr., Saga Univ. No. 86 (2001)

pore.

ESCAP. (1987). The Economic and Social Commission for Asia and Pacific, Report of the Forty Third Session,
Bangkok.

FAO. (1985). Country Report: Sri Lanka, Food and Agriculture Organization, Colombo, Sri Lanka.

Francks, P, Boestel, J. and Kim, C. (1999). Agriculture and Economic Development in East Asia: From Growth
to Protectionism in Japan, Korea, and Taiwan, Routedge, London and New York.

Gandhi, M. (1946). The Collected Works of Mahatma Gandhi. X (1909-11). The Publication Division, Govern-
ment of India, India.

Harper, M. (1985). Small Business in the Third World. Guidelines for Practical Assistance, Johan Wiley and Sons
New York.

Hayami, Y. and Ruttan, W. R. (1991). Agricultural Development: An International perspective, Revised Edition,
The Johans Hopkins University Press, London.

Hayami, Y. (1997). Development Economics: From the Poverty to Wealth of Nations, Clarendon Press, Oxford.

Hawitt, T., Johnson, H. and Wield, D. (ed.) (1992). Industrialization and Development, Oxford University Press,
Oxford.

Hossain, M. (1987). Employment Generation Through Cottage Industries: Case of Bangladesh; Rural Industri-
alization and Employment in Asia, ILO , New Delhi.

1LO. (1994). Collateral, Collateral L.aw and Collateral Substitutes, Giniwa.

11.0. (1984-1999). Various Small Industry and Employment Related Reports, Geneva.

Itoh, M. and Urata, S. (1994). Small and Medium-Size Enterprise Support Policies in Japan. Policy Research
Working Paper, No: 1403, World Bank, D.C.

Islam, R. (ed.) (1987). Rural Industrialization and Employment in Asia, ILO, New Delhi.

Islam, R. and Shreshtha, R. P. (1987). Employment Expansion Through Cottage Industries in Nepal; Rural In-
dustrialization and Employment in Asia, ILO, New Delhi.

Jellinek, L. and Bambang, R. (1999). Survival Strategies of the Javanese during the Economic Crisis, ILO, Jakarta.

Joanne, A.L.C. (1992). Modernizing Small Scale Industries in Business, Price Winning Essays, APQO, Tokyo.

Johnston, B. and Kilby, P. (1975). Agriculture and Structural Transformation, Oxford University Press, Oxford.

Kaldo, N. (1972). The Irrelevance of Equilibrium economics, Economic Journal , 82, No : 325.

Lall, S. (1992). Technological Capabilities and Industrialization. World Development, Vol. 20, No : 2, Pergamon
Press, UK.

Lall, S. and others. (1996). Building Sri Lankan Competitiveness : A Strategy for Manufactured Export Growth,
Report for the Government of Sri Lanka National Development Council, First Draft Report, volume 1.

Lakshman, W. and Others. (1991). Changes in the Industrial Structure and the Role of Small and Medium Indus-
tries in Developing Countries: The Case of Sri Lanka, Institute of Developing Economies, Tokyo.

Lakshman, W. and Others. (1994). Small and Medium Industry in an Intermediate City: A Case Study of Ku-
runegala in Sri Lanka. University of Colombo and Modern Asia Research Centre, Geneva.

Lakshman, W. (2001) special seminar on “War Economy in Sri Lanka” Department of Economics, Saga National
University, Japan.

Mellor, J. (1976). The Economics of Agricultural Development, Cornell University Press, USA.

Ogawa, E. (1994), Small Business Management Today, Asian Productivity Organization, Tokyo.

Osmani, S.R. (1987). The Impact of Economic Liberalization on the Small Scale and Rural Industries of Sri
Lanka; Rural Industrialization and Employment in Asia, ILO , New Delhi.

Papola, T. S. (1982). Rural Industrialization: Approaches and Potential, Himalaya Publishers, Delhi.

Papola, T.S. (1987). Rural Industrialization and Agricultural Growth: A Case Study on India; Rural Industriali-
zation and Employment in Asia, ILO, New Delhi.

Ratnayake, P. (1999). Rural Development through Self-Reliance Approach: Lesson from Practice in Sri Lanka,
The journal of Social Science, No : 41, International Christian University Publications, Japan.

Sato, Y. (2000). How did the Crisis Affects Small and Medium-Sized Enterprises? From a Field Study of the
Metal-Working Industry in Java, The Developing Economies, Vol. 36, No: 4, Institute of Developing Econo-




Amaratunge* Shiratake : EMPIRICAL EVIDENCE OF SMALL SCALE INDUSTRIES IN THE THIRD WORLD 45

nies, Tokyo.

Sen, A. (1997). Inequality Re-examined , Harvard University Press, Cambridge, Massachusetts.

Tambunan, M. (1991). Measurers for Rural Employment Generation: Indonesia, Institute of Developing Econo-
mies, Tokyo.

Tambunan, M. (2000). Development of Small Scale Industries during the New Order Government in Indonesia,
Bulletin of Indonesian Economic Studies, 36, No: 1

Thorbeeke, E. and Svejnar, J. (1987). Economic Policies and Agricultural Performance in Sri Lanka 1960-1984,
Organization for Economic Co-operation and Development, Paris.

Todaro, M. P. (1985). Economic Development in the Third World, Longman, New York and London.

Tourette, J. (1970). Aggregate Factors in the Trends of Capital-Output Ratios, Canadian Journal of Economics,
March.

World Bank. (1991-1999). Various Annual Development reports, Washington, DC.

World Bank. (1993). Asian Miracle, Washington, DC.

World Bank. (1995). Report study on Macro Policy Frame Work for Small Scale Industries, Washington, DC.

World Bank. (1997). World Bank Support for Small and Medium Industries in Sri Lanka: An Impact Evaluation,

Bank Report No: 16790.



46 Bull. Fac. Agr., Saga Univ. No. 86 (2001)

E=HRIC B B A/ NIRESE 1B 5 FERERIFFE O B
— BT 2RI L 2 Fa BB LR SN TV A RRE —

TRI My A Gy - JROFEIE
(RIFRHEIIEE)
W34 9 H25H 2

] =

WA, [HEZFENCBTA/NHEERORE ] L TEHEE TEFRBRRIREENT
Wa, FNLOMEREICIE [NEBEEENRHEEE LD SV rIll BEGEE ORERRICE
BTEXAD] EWIBEKESHIRELEEINTVE, 22T, KHTIR, BERLEREICBY
TZO/NREEESMOFEE MG 5 720/ NMEIREEICE T 2 302 RIS L7z,
FhuZ, CEEBEZIT TR, ANV T Y AORBRERICRL/NEEEETMICETAMEOE
FEHIZLEBL WA, 3524, FNOOMRHRRE, MLCREALERFOHRRTLS
5.

FEEFEICBT AL OBEEREOTHNE, YEEETORFOELVALD LD [4
LEPLBRENERE ] AL ZOBIENTRELEDTAZ LICH L. £ TOMBIZBIT
BEBREMEONT Y ADENTRETHR LEITAICE, AN EELFIEETHS. =
DOREIE, 1L A ED/NEBEEED, —o0MIBNT, 2800 0HEE TORBREEIC
ROMEA LT, HEMREENBHEICL Y RECEIDDOTHA L) FHlIZBLWTWVWE, D
Ty, EEONEESY A TEREELEICBT 2 SEFNMELRRT 2 ICHE LWEET
hrrarbhb.




