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AN OVERVIEW OF SMALL-SCALE ENTERPRISES
IN BANGLADESH

1. Intvoductien:

Under-employment and unemployment is widespread in
Bangladesh. The extent of underemployment and unemployment as
stated in the Draft Second Five Year Plan (1980-85) is about
33 per cent of the entire agricultural labcur force and 48 per
cent of the total job aspirants of educated youth.1l/ The rapid
population growth resulting additions to the civilian labour
force is posing a great threat to the economic development
process of the country. The realities of such economic situa-
tions demand topmost priority to policy objectives that will
lead to rapid increasc in employment opportunities, especially
in the rural areas. In this regard, small and cottage indus-
tries hold high hopes.

Small industry, involving simple technology and small
investment, producing goods mostly for domestic consumption
and employing rclatively more people compared with large
industry has a vital role to play in the economy of Bangladesh,
The economy c¢f Bangladesh is predominantly agro-based and
about 80 per cent of total population (90 m) depends on agri-
culture. The agriculture scctor contributes over 50 per cent
of GDP and accounts for morec than 79 per cent of total employed
labour force in the country. The manufacturing sector (which
includes large, medium small-scale and cottage) account for 8
to 9 per cent of the GDP and absorbs about 5 per cent of labour
force. Available evidence suggests that share of small and
Cottage industry is about 3 pcer cent. Besides, demand for
some small and cottayge industry products such as ready-made
garments, handicrafts are increasing in foreign market. The
small and cottage industrics sector contributes about 37 per
cent of the total value added generated by the industries
sector and employs as much as 75 per cent of total industrial
labor force.2/

Small and cottage industries are capable of fenerating
larger employment opportunities. The potentiality for
developing this secctor in terms of resource endowments
(availability of raw materials, cheap supply of labour, vast
domestic market, c¢ntrepreneurial initiativencss etc.) 1is

1/ Planning Commission, Government of Bangladesh, The Sccond
Five Yecar Plan (1980-85).P., VI - §-¢

2/ 1bid



indeed great. Thus the devclopment od small and cottage
industries can play a crucial role in accelerating the economic
development by creating impressive opportunities of employment
and income in relatively short period of time. One of the major
objectives of the Sccond Five Year Plan (1980-85) which is now
in operation is to crecate optimum cmployment opportunities.
Besides, Dispersal of economic activities, cquitable distribu-
tion of wealth and balanced regional growth are greatly
facilitated through the development of small and cottage
industries.

2. Meaniny of Small Industry:

At present small industry is defined as an industrial unit
having fixed assets upto Tk.3.0 million excluding the cost of
land and building and working capital. Till recently the valuec
of land and building was included with fixed assets within the
scope of definition of small scale industry. The working
capital which constitutes a major part of total capital was
excluded from the definition. The Department of Industries
has, however, defined smalil industry as a unit having fixed
assets upto Tk.6.00 million cxcluding the cost of land.3/ To
distinguish {rom small scale industry, Cottage and RuraTl
Industries have been defined as:

(a) An industry which is carricd on wholly or mainly
by the mcembers of the family cither as a whole
time or on part time operation;

(b) Any industry whether using family or hired labour,
which does not usc motive power for any operation
and cmploys less than 20 hired workers:

(c) Any industry whether using family or hired labour,
which uses motive power for any operation and
emrloys less than 10 workers.

Studies completed recently on small and rural industries
have defincd them in their own terms. In one stucdy, small
industrial c¢nterprises werc defined as enterpriscs engaged in
processing, munufacturini, and servicing having fixed assets
including land and buildiny upto Tk.2.50 million.4/ In terms
of employment small cnterprises will be defined as 'those
having full time emplavecs with less than 50.'  In another
study the term "Rural Industries'" have been defined to include

3/ Department of Industries, Government of Bangladesh, Guide
to Investment in Bangladesh, May 1977, pagce 9.



both the manufacturing activities and the repairing of manu-
factured goods operating on a commercial basis and having
employees upto 50. To distinguish between Small and Cottage
Industries, the Cottage Industries have been defined in that
study as an establishment with three or four workers or an
cstablishment with 10 or fewer workers employing at most two
hired workers. 4/

3. Characteristics of Small Industry:

3.1 Major Product Lines:

At present a large number of consumablc items, inputs
of other industrics, spares and componcnts arce produced by
small industry. Modern small industry bLased on imported
inputs preduce agricultural tools and implements, insecticide
sprayers, low lift pumps, bicycle parts, bohbbins, shuttles for
textile mills, building hardware, locks and padler ks, electric
fans, fittings and appliances, hosiery, metal containers,
knitted fabrics, mosquivo curtain, typewriter carbon paper,
tyres, rubber footweares, packages, paint, scientific equip-
ment, PVC pipe, sanitary wear etc. The food and allied
industries include paddy rice milling, crushing of mustard
seeds, flour milling and fish processing; whercas, the wood
and forest products include general saw mills, furniture, box
making, other groups of products are paper, leather and
rubter (lecather shocs, suitcases), chemical and pharmaceuti-
cals, glass and ceramic, light engincering, machine shop,
metal fabricated liquid storage boxes, metal furniture,
wilding, steel revolving etc., electrical goods and
servicing industrics. Besides, there are scme enterprises
which prcduce spares and compcnents fcr other industries.
Mechanised service industries are also classified as small
industries such as, automatic laundries and dry cleaners,
printing presses, cold storapes and automobile repair shops.
Both artisan type and handicraft industries produce a large
number of products. In fact, small and cottage industries
produce hundreds of different items of products and
services,

3.2 Form of Ownership:

The small entcrnrises ecsta*lished sn far '¢lon; to the
fecllowing forms of organization namely, sole proprictorship,
partnership, private limited company and co-operatives.

Study indicate that majority of enterprises representing 72%
have legal status of sole propriectorship. The next important
fcrm of orpanization is Private Limited Company and they are
generally concerncd with the modern small incustry,

4/  BIDS, Rural Industrial Study Project, p. X.



3.3 Market Coverage:

Small Industry products are generally sold in the local
market although some of the products have a good coverage of
regional and national markets. Nature of the products and
their use dominate the market coverage factor. Study of 247
units show that 74% of the units sold their products in the
1ocal markets. 30% of the units have national market coverage
and another 16.60% have regional coverage. Some of the
products have also got their demand in the foreign markets.
Data in general suggest that small industry products have
prospects of extending their market coverage beyond local if
the demand for products concerned can be created by appropriate
means and measures.

3.4 Geographical Distribution:

The number of Small Enterprises are not correctly known.
According to a govt. report the number of small scale enter-
prises (small, cottage, handicrafts, handloom silk) now in
operation comes to approximately 660000000 5/

Small industries are widely scattered throughout the
country. But more mechanised and larger hetter managed small
industries, however, heavily concentrated in and around the
major urban centrcs of the ccuntry.

3.5 Linka;cs:

One of the major objectives cf the planned development
of industries should bc¢ tc see that some kind of linkages be
estatlished hetween small and large and between small and
small industries. It has teen revealed from a study that
agriculture and industry were growing together and were
mutually strengthening ecach other. The food and 21lied
industries were by and larpe fed hy local raw materials
(more than 50%). But ir other cases, most of the inputs were
imported. As a result, the linkage effect has been minimum
in the promctien of small industry. The promotional organiza-
tions have not worked in the linc towards the establishment
of linkages hetween different sizes of industries. But
currently BSCIC has taken up a2 major programme for sub-
contracting with World bank assistance.

S/ Administrative Scheme of Bangladesh Small and Cottage
Industries Corporation, (BSCIC) RISP Study and BSCIC
Industrial Survey.



3.6 Labour Force:

Employment in small industries varies widely from as few
as 3 to 5 employees to 40 to 50 employees or higher (in larger
and more labour intensive industries). Workers in small
industries are not the product of any formal training program
but they are either trained in the jch or hired from similar
types of industries. Study cf the characteristics of labour
force indicates that there are 60% skilled, 75% operative,

88% male, 86% full-time, 82% hired and 18% family workers. 1In
most cases the owner himself is the manager. The analysis of
the employment situation suggests that small industry can be a
potential source of employment, particularly for woman, who
are lagging behind in contributing to economic development due
to lack of proper education and employment opportunities,

3.7 Capital Investment:

Investment in small industry ranges frem minimum of few
thousand taka to Tk.2.50 million. According to a study
relating toc investment in fixed assets (including land and
building) it was revealed that 75% of 247 enterprises have
their investment size upto Tk.0.5 million, 12% of them have
the size from Tk.0.5 millicn to Tk.1.00 million and the
remaining enterprises were distributed Letween the different
sizes from Tk.1.01 to 2.51 million and al.ove. However, with
the increasc of investment cost the maximum cveiling in fixed
investment may be raised further.

3.8 Profitability:

Returns on sales are often low, ranging from 5% to 20%,
but returns on capital arc high and investment can usually be
recovered in two or three years. Returns on Investment (ROI)
at 50%, 75% and even 100% are not uncommon.

3.9 Capacity Utilization:

Most of the small entcrprises particularly those units
based on imported raw-materials run helow their capacity
level. This has serious impact on the profitability of the
enterprises.

3.10. Entrepreneurial Characteristics:

According to a research findings, about 89% of entrepre-
neurs have Bangladeshi oripin and the remaining are miprated
from neightouring India. The largest number of entrepreneurs
belong to the age group 31 - 40 years (40%). The next import-
ant age group is 21- 30 years (29%). A significant proportion



of entreprcneurs belonging to the age-group of 21 - 30 years
seems tc point out significant elements of cntrepreneurial
development; students lcaving the University belong to this
group and thecy may be¢ encouraged to enter small enterprises.
As regards the cducational background, it is ohserved that
atout 24 p.c. of the entrepreneurs had graduate level and
post-graducte level of education. About one-third of the
entrepreneurs did not receive school certificate level of
education. The hiphest numler of entreprencurs (54 p.c.)
had previous “usincss experiences in one form. The entre-
preneurs originated mainly from two types of families with
Trade/Business (43.3Z p.c.) and Farming (37.55 p.c.)
profession.

4. Environment of Small Industry Develovment:

Growth of small industry is largcly dependent on the
environment in which it operates. By environment we mean
the existence of ccertain preceonditions right frem policy
prescriptions tc socio-cconomic factors that cncourage esta-
blishment and growth of industries by the small entrepreneurs.

4.1 Policz;

The policy prescriypticns announced by the vovernment in
the form of statcements and recommendations through different
Five Year Plans and other decuments show that small industry
scctor has Lecen recornised as 2an impertant sub-sector for
supporting the overall ccenomic prewth of the country.
Diffterent measures wore adepted from time te time includiny
these of institutional arrancements, [iscal incentives, tax-
holidays, investment allowances, provision »f finance through
specialised iastituticns and infrastructural facilities tn
promote the ygrowth and developnient of small industry. The
Bangladesh Government in its industrial policy, announced in
January 1973, reiterated its confidence on the vital role of
small and cottage industrics in achiceving repional Jdevelop-
ment throughout the country. In that pelicy the vovernment
limited the reole of private sccter in Bangladesh te small and
medium sized units with investment in assets not exceeding
Tk.2.50 million. Subtscquently, the investment ceiljng was
raised te Tk.30.00 million and arain to Tk.100.00 million for
private investment. The moraterium clause that industrics
shall not Le nationlised inicially roi Ju years and later
extended within 1S ycars was deleted in 1975, Howcver, if at
all any industrial unit is nationalised on any speccinl
circumstances iust and fair compensation will tc 1aid in the
currcency of the ccuntry concerned. Incentives and facilities
will centinue te be offercd. As the rcle of private sector
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country, L6 (séctdy exrected to play greater role in advising
the industrialisation pregram of the country.

is duly rscggnizpd recognized in the economic policy of the

4.2 Incentives and Facilities:

In order to attract and ecncourage investment in private
sector industrics, certain incentives and facilities were
provided bty the Governmcnt and for this purpcse Government
divided the country into Develeped Areas and less Developed
Arecas. The incentives and concessions as offered are stated
below:

a) Tax-Heliday: New industrial undertakings of developed
areas and less developed areas shall enjoy a tax-holiday for a
period of 5 years and 9 years respectively on condition that 30
per cent and 15 per cent of profits of such undertakings are
re-invested in approved Govt. honds respectively.

b) Customs & Import Duty: Payment of 50 per cent customs
duty on capital machincry may hLe deferred for a period of six
years from the date of impert of machinery and also a rekate of
5 p.c. customs duty may Le allcwed on such machinery upto
Tk.1.00 million in the developed arens. On the other hand,
import duty on capital machinery is only 2 p.c. (ad valorem)
tor industries of less-developed arcas and such industries also
will enjoy a rehate of 5C p.c. of import duty on spare parts
for a period of 5 (five) years.

c) Depreciation and Interest Charcc: In the developed
areas, the provision of accelerated depreciation (for three
years) and a generous iavestment allowance will continue to be
in force until 1980 and 1982 respectively. For industries of
less-develored areas, interest charece on loans rranted should
not exceed 11% 1.c.

d) Special Ccncessions and Facilities extended in the
Less Developed Arcus:

i) At a preferentinl rate, electricity shall he
made aveilable to selected industries for
encourayiny the growth of industrics.

ii) More lileral standards should le adopted for
siving recopnition to industrics.

iii) The financiny instituticns shall fix dert at
70:30 TI1 IDA Credit, 87.20 SCP and 90.10
pilot prrject equity ratie and the period of
repayment of loan may he extended by addi-
tional yrace period upto five years.,
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€) Export-Oriented Industries: Additional facilities
have been provided by Govt. for export-oriented industries
such as: income tax relate at the rate of 25 ner cent, lowest
interest rate in the case of pre-shipment and packing credits,
allocation of cash foreiyn exchanre from time tc time for
import of capital machinery, granting of export performance
licence which can e sold or utilised for making the products
competitive in international markets etc.

In the latest policy prescriptions (1978), Govern-
ment recategorisced the developed areas into (i) Developed
Areas, (ii) Pricrity Development Area and (iii) Development
Area. According to the revised fiscal concession pelicy, the
duty on imported machinery for the setting up of new indus-
tries or halancing, modernisation, replacement and expansion
will be (ad valorem) 15 per cent for dcve-oped areas, 5 per
cent for develcpment areas and 2% per cent for priority
development areas. Industries locatea in a BSCIC Industrial
Estate in developcd areas will be given 5 per cent rehate
whereas the rebtatc will ¢ 2% pner cent for all industrial
vnits irrespective of their location subject to the condi-
tion that not less than 80 per cent of their products will
be exported. Capitnal machinery dutiable at 15 per cent will
be eligible for deferred payment lencfit.

4.3 Financial Assistance:

Majority of the new industries particularly modern
industries being estallished in Bangladesh require institu-
tional credit. Befcre the birth cf the Bangladesh, the
BSCIC provided long-term credit to small entrepreneurs under
three programme namely: BSCIC Own Fund, BSCIC-BSB loan and
BSCIC and Consortium cf Commercial Ganks. But there has heen
some chanyes in the rolc and functions ¢f BSCIC in post-
literaticon days. The reole of BSCIC as the supplier of credit
is now limited to financial projects cof new products (90:10)
scoutiny for crecdit (lecal and foreign) to be administered by
banks and providing guarantce funds to the financinp crgani-
sations. ISCIC as o promoticnal organizations scouts for
entrerrencurs, helps them with the total package of assis-
tance excluding credit. This rcduces ULSCIC's cffectiveness
as a prcmoticnal organizations. Moreover, the small entre-
preneurs can not and shceuld not be forced to approach more
than one oryanisation., licnee following india's experience
the promoticnal organisation ( in our case ESCIC) should
refers entrepreneurs scouted by them to financing organiza-
tions who should pive preferential treatment to these entre-
preneurs. If nccessary banks may depute a manager to BSCIC's
DIC.



At present, there are two loan programmcs (i) Special
Credit Programme (SCP) and (11) IDA loan under which Small
and Cottage Industrics are Leing provided with credit. The
SCP of Tk.6.00 cr:re (enhanced to Tk.12.00 crore subsequently)
was initiated by the Bangladesh Bank in January, 1978 providing
credit facilities to Small and Cottage Industries. The main
purposes of the loan were to supply working capital, setting
up of new small and cottaye industries, and expanding the
activities of the existiny cnterprises. The loan is provided
in local currency and duration of fixed capital lcan will be
5> years and that of working capital vary from 2 to 3 years,
The ratec of interest would lLe 11 p.c. with a provisicn of
marginal requircment 25% (equity). The scheme would be
preducticon-criented and net socuritv-srientod,

The nationaliscd Commercial Lanks (NCL) are rcsponsible
for operating the SCP and onc of the six NCB has Leen
designed as the 'Lead “ank' in cach district with respon-
sibilitics of dishursement of loans, supcrvision of end-use
of the funds and rccovery of lnans as per repayment schedule
through their relevant branches in each district. The
operaticn of SCP is claimed to have attained considerable
success. MHowever, 2n evnluation study of the same loan
programme, has suggested certain changes in the operational
activities of the proyramme so that it may be mere cffective.
Among the chanyes mentien may be made here that the proce-
dures cof lean applicaticns be further streamlined, appraisal
of preject bhe made quicker by identifyiny: the function of
BSCIC and Lank personnel, size of the loan be substantially
enhanced, lcan shculd alse he ¢iven in foreirn currency,
adequate provision be made for financing weman entrenreneurs
and cettaye industries bLe adhered to production oriented
approach ctc.

The cther tyre »f lean assistance promoted te small
industry is IDA credit prorsromme.  This lean prevramme is
administered Ty the participatineg cemmercinl hanks while the
1BSCIC scouts for entrerrcncurs provides them with counselling
and refers them te the Yonks. The 1ean is in loth local and
foreirn currencies and made availa’lc fer creation, expransion
and halancine of small-scalce industrics. The rrovisien for
foreipn currency loan and cther 2ssistances has made this
provramme relatively morc successful and rennlar

With the expansicn ¢f Small industry development
proygramme further, thce demand for lony term 1oan heth in local
and fereipn currency would increase. Therefore, new approaches
anc ncw scurces of capital should e identified te stimulate
investment in the small industrics sector.


http:Tk.12.00

- 10 -

4.4 Infrastructure Investment:

Fer promoting the vrowth of large and small industry
there has hoen sulistantial progress in the supply cf eclectric
power, gas etc. Under rural clectrification scheme more than
258 thanas and 1302 villages have so far been electrified.
The country has ahcut 1,800 miles of railroad and 6759 miles
of roads and rouphly 5,006 miles of waterways. The banking
system is fairly satisfactcry.

The most significant infrastructure facilities offered
to small industries is the provision of working premises
throuyh the establishment of Industrial Estates. Industrial
Estates as 2 strateyy for industrialisation was taken up by
EPSIC* in 1960 with a view to providing developed pleots to
the small entreprencurs. This strategy apneared tc be a
rifht one for bLangladesh where non-availabiliity of suitable
land was considered as a sericus hindrance for the growth of
small industries. USCIC drew up an ambitious scheme within
the framework cf the Second TFive Year Plan of former
Pakistan (1967-65) te develep 20 Industrial Estatcs, one in
each district of the country (formerly East Pakistan). But
the evidences supggest that till 198G all the estates were
not fully developed. Accerding tc information available, it
was found that 854 industrial units were sct up during the
period from 1960 which represents only 59.51 r.c. of the
tarpet units. The achicvement by any standard is no doubt
low. The rcascns focr slow progress of this programme are
many: major cnes relate to inappropriate policy measures,
lack of adequate fund and absence of trained professional.

4.5 Agricultural Policy and Growth:

The agricultural policy and the extent of its growth
potentiality may :acceleratce the srowth of small industry.
Resource analysis of 8 thanas indicate that agricultural
resource basc¢ is potentially large; even the present situa-
tion indicates sizeable curplus in apricultural produce in
mcst cf them. The aim of doubliny the fnod production
during the Secend TFive Year Plan would also increase the
agricultural produce substantially cven if the tarvet 1is
partially realised. Therc is a possibility of vreat demand
fer manufactured wreducts.  Such demand will te first felt
for additional fend-grain yrocessing and precessing of other
foed items. There will alsc Le an increase in the demand
for fish, meat, milk, egss, and paultry items and other
consumables, farm implements, inputs of other industries etc.

* East Pakistan Small I[ndustries Corporation functioning
under former Pakistan Government.



4.6 Lstablishment ¢f BSCIC:

Amcng the Institutional measures, establishment of
Bangladesh Small and Ccttage Industrics Corporation (known
as TSCIC) was most significant. The BSCIC is the principal
agency with an autonomcus character for the development of
small and cottare industries in Lanil xdesh. Its main role
has been to assist the promotian and development of small
enteryrises by (1) develeping 1nfrastructuxc for industry
partibu]arly through the cstahlishment of Industrial EKstates,
(ii) previding technical and investment counselling services
and (iii) financing the private sector. Its scrvices include
other promotiunal aSSlSTunCGS 13 ¢ training, extension,

supply and marhet i SITad
5. Sources of Finance, Tcechnical Assistance/Extension

5.1 Capital:

The major scurces of fixed capital are the entre-
preneurs' cquity and loan from financial institutions etc.
On the other hand, the scurces of working capital are
owners' cash rescurces, luonn f{rom commercial banks, trade
crediters etc. Initial capital of the small entrepreneurs
were generated from entreprencurs savings mainly derived
from trading activity, cUnstxucri 'n centracting, launch
operaticns, import-exyport trading, sale of ]nnueo property,
provident fund moncy cf the scrvice helders etc.

There arce two components of capital - local currency
and foreign currency. Medern industry employing imported
machinery, imported raw materials and imported spares and
components rcquire substantial amcunt of capital in foreign
currency. The f2reign exchange component of fixed capital
is generally met cut cf lcan capital provided through
instituticnal arrangement and l‘urc}mse of exchange from
of-en market and «arninrs of itenvalees abroad. Sanctions of
impert licences is the majoar source ¢f foreign exchange
component of working capital.

5.2 Technical Assistance:

Technical assistance censtitutes counselling in the
form ¢f industrial enyincering, idcntificntifn nf project
feasitbility study, management, product develoapment, entre-
preneurship develcopment ctc. Initially (1964) =2 nroject -
Small Incdustry Tecchnical Centre (SITC) was formed to counsel
small industrialists havin., techricnal ~r mantrcment problems,
However, 1t was sacn realised that numher of industries
requiring technical assistance and the diversity cf expertise
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required were substantially beyond the capabilities of SITC.
Consequently the Lasic scheme was replanned tc include a

large crpanisaticn with the provision for a broader number

of specialists and for a research, information and publica-
tion. The revised scheme was named as Small Industries
Advisory Services (SIAS). The SIAS, a subsidiary organisation
of the BSCIC, undertook the responsibilities of making
feasibility studies, ccunselling industrialists on selection
of types of industries, proper listing of machinery, marketing
methods, business management, factory design and construction,
technical prcblems solving to cenduct rescarch etc. Under
the reorganised structure of BSCIC, SIAS was atolished, the
Counselling and Industrial Studies Department is performing
these functicns (irnc'n'ing procurement of loan) as o separate
Department. Evaluation of the performance of Technical
Assistance shows that the prsgramme did net achicve desired
success. The feasibility studies, investment briefs prepared
by the Corporation are reported to he not very useful to the
entrepreneurs, because they were based on inadequate
informaticn.

5.3 Training:

Efficient perfermance ¢f industries depends on the
effective utilisation of man, machine and materials. In the
small and cottage industry sector it is more important
because¢ of its higher inturns of labour. Despite the need
for ranging, institutional arrangement has not been made for
catering the training nceds of the subject. Training is
needed fcr the staff, enpaged in the promotion of this sub-
sector as well as for entrepreneurs. Training is needed in
various aspects of product design, quality control, different
techniques of modern preduction technology and sales
promotion.

5.4 Extensiecn and Sustaining Activities:

The cxtension scrvices refer to all types of post
installaticn support in the form of c¢ngineering, management,
operational and markcting services from time to time in
order to enable thc enterprise to run more effectively.
Despite the fact that emphasis has heen laid on the policy
about these services, concentrated efforts were lacking to
implement them satisftactorily.

6. Proltlem Issues:

Despitc covernment efforts, the growth of this sector
in pre and pest-literation days has teen very slow.
\wwerage growth of this sector during the pre-liberation days
was only 5.1 p.c. which was much below the growth rate of
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larye industrics; and during the post-literatien days thc
growth rate was alsc nct satisfactory. An examination of the
protlem of small industry must take into acccunt the seneral
economic and pelitical prollems and their effects on invest-
ment climate. The sccio-prlitical envirenment, [requent
changes in govt, uncertaintices adverscly affected the yeneral
investment climate.

The majer problems that restricted the erowth of small
industries as revealed ty different studies are as follows:

I. The pclicy in jeneral emphasised on the number of
enterprises and not on entrepreneurship development.
Pelitical autherity emphasized upon SSE lut
virtually made no allocation of rescurces heth
premetional and credit input.

IT. There existed a wide pap hetween policy measures
and implementaticn measures.

ITI. Appropriate definition of small industry has not
yet bLeen devised.

IV. Problems of larve and small industries were viewed
by the policy makers from almcst the same ancle.
Nc major concessions in the form of provision for
fiscal facilities was given to small industry as
compared with larpe scale industry sector.

V . Credit made availallce to SSI according to an
estimate was only 15 r c. of demand.

VI. There was ne nelicy reparding the use of tech-
nolcyy, adaption of foreipgn technolery, improve-
ment of indivenous technelegy for the Promotion
of small industry.

VII. The yelicy lid not encouraye the develeopment of
small industry threugh sub-contract system. Lack
¢ policy and projer actien to estat.lish linkayes
between larpe and small industry and tetween small
and small industrics.

VIII. Spccific types f industiics were not oxclusively
rescrved for manufacture 1y small industry.

IX. Develeopment of ancillary industrics by the private
sector have not lceen encouraped for develepment.

X. Intesratcd Packa,c Assistance consistiny of -
stimulatcry, supporting and sustaining activities
fer setting v and successfully running the

n-

i
enterprises was not offered satisfacterily.
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XI. Efforts have nct been directed towards assessing the
objective positicn of small industry in terms of
numbers, capacity, size of employment, import require-
ments and results cf various assistances by cenducting
a comprechensive census for the sectcr. The future
prespects of small industry development have not been
reascnal:ly and adequatcely identified through systematic
potential survey.

XII. Lack of institutional arrangement to provide training
to the personnel engayed in small industry development,
to carry cut research and development and to conduct
entrepreneurship development programme in the country.

XIII. Absence of marketingy support for the promction of small
incustry.

XIV. Lack of working capital has been a major problem to run
the enterprises at capacity level.

XV. Atsence of service industries like electro plating,
tcol mak ng etc.

XVI. Lack of adequatc technical know-how and counselling
services.

XVII. Shortage of foreign exchange.
XVIII. Difficulties in procuring raw materials,
XIX. Lack of suitable land for establishing small industries.

XX. Lack of concerted effcrts for entrepreneurial
development.

XXI. Lack cf proper Co-ordinaticn among agencies involved
for small industry <Jevelcrment.

7. Suggested Actinn:

A number of government policies affecting investment
in small and w.olie,. LolUlliollo aeld 1C.i8i0n inciuding the
meaning and scope of small and ccttage industries. It is
possibile te identify modern and traditicnal industries, but
it is indeed difficult tc identify rural industries as
distinct frem small industries. The rural industries may
include hboth mcdern and traditional cottage industries.
Therc is need to adoptl specifiic policy decisions and actions
programme for the promotion of small and cottape industries.



7.1 Definite Policy:

The most impecrtant step towards the promotion and
development «of small industry is to devise a distinctive
policy specifically for small and cottage industries within
the framework of general eccnomic and industrial policy of
the country. The pclicy statements shculd clearly spell out
in specific terms, the fiscal ccncessions, pricrities,
incentives, facilities ctc.

7.2 Definitions:

Confusicn regarding the definition and scope of small
industry should Le vemoved witheut delay.  Small industry
should be defined in the terms of fixed investment excluding
land anc hLuilding. Moreover, the number of workers may be
used say uptc 50 as cne <f the criteria for defining small
industry. Mereover, scme relaticnship need to be established
between technology used and workers employed. Taking into
consideration the various clements of definition we may
venture sur own definiticn for small-scale enterprises in
Bangladesh in the context of changing situatinns. We may
empley the criteria of investment, employment, raw-materials,
technology and use of pcwer. Small-scale enterprise may bhe
definecd as any enterprisc having maximum investment ceiling
of Tk.15.00 millien (equivalent to U.S. Dollars 150,000)
including wachinery, land and twilding and working capital,
labour, and using mostly local raw materials using simple
technelogy and with or without motor nower.

7.3 Small Industry Census:

For preparing a realistic plan and putting it into exe-
cution the relevant data hase should be improved. A com-
prehensive Small and Cottage Industries survey should be
undertaken immediately to assess the objective position of
small industry.

7.4 Industrial Develcpment Potentiality Survey:

Potentiality Survey should be undertaken tc identify
human and material rescurces of the country and the existing
village technclories and their use to venerate self emplcyment.

7.5 Approrriate Technology:

There i1s an urgent necessity for devising appropriate
technclogy for rural industries so that best use of local
rescurces 1s cnsured.



7.6 Types of Industry:

For devising incentives and supportive assistance
plans there is an urgent necessity to classify industry types
based on their characteristics and nature of operation and
problems. The type-wise classificaticn as suggested by BSCIC
Chairman Mr. M. Sirajuddin are: first type, Rudimentary
inccme gencrating activity, secend tyre, Traditional cottage
and small handicrafts and third type, Modern small industry
could be an impcrtant guideline for such classification.

7.7 Identification c¢f Assistances Needed:

Once the type of indv tries identified for develoep-
ment, then the naturc >f assistance should also be specified.
Assistance may Lte <f Jifferent tyres starting from pre-
investment counselling, project identification and prepara-
ticn of feasibility study, advice the selcection on machinery,
financial support, management training and extensicn services,
product design and develcpment e¢tc. The need for such
assistances will differ from industry to industry. Therefore,
identification of assistances needed by different types of
incustry and supply c<f such assistances will be an important
step towards the development of small and cottage industry.

7.8 Reservaticn of Items fer Small-scale Industry Sectcr:

Reservation -f items for exclusive preoducticn in the
small-scale industry sectcr may he an important nolicy
decisicns to hoost up small industry development. This will
be arn important marketiny supjort t> the small industry
production against undue competiticn frem larye scale
industry priducts. Hundreds »f items in different groups
of inaustries can te cffectively produced by the small-scale
industry sector.

7.9 Nced fcr premeting small industry threough sub-contract

szstem:

It has Lec.me cvident that complimentary rclationship
between large and small industry has not “een evclved in
spite of some significant develnpment of large industries
in the ccuntry. In crler t. srovide cffective support to
small-scale units in securing su%-ccntracting jols promoticnal
organisaticns may take some positive steps.

7.1% Ancillary Industries Development:

Develcpment «f ancillary industries in the small industry
sector may hbe another impcrtant step towards the development
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of small industry. The sccter corperations can undertake

a study to identify the parts, compcnents etc. which could
Le manufactured by the small industrial units. Once items
are identified, arrangement may Le made to previde necessary
technical assistancc and puidance to the small unit for
producing the require:!! items.

7.11 Development c¢f the Institute for Small Scale Industry:

With a2 view to providing training for the self
development ¢f premoticnal agencies invelved in small
industry, offering Entreprencurship Develnpment Training
and conducting research ~n the problems relating to develop-
ment of small industry is urgently necessity, an Institute
fer Small Industry (IST) may be established as scon as
possille.

7.12 Credit Suppurt: For previding the hulk of lonp term
financing support, the establishment of Small and Cottage
Industrics Develcpment iank may Le considered. Small enter-
prises are required to Ye supplicd working capital along
with long-term capital. While sancticning lean financial
institutirns should not ke puided 'y traditicnal lending
practices. They shculd adopt a dynamic apprcach in exam=
ining the suitability of applicatinon s~ that emphasis on

it dees not deter the potential development., 1f the hbanks
arc satisficd that Lorrower has cenouph quality with a
positive promise «<f success 1loan application should he
accepted and lcoan is pranted. The bank should supervise

the credit with all responsitilities as are associated with
supervised credit. The tra'iticnal apprcach in sanctioning
lecan against sccurity should te chanyred. Instead, lean
should he given tc a2 pers-n whe has entrepreneurial qualities.

7.13 Supily ana Markceting Facilities:

The crucial jproblem for small industry development
lies on the shortapge of inputs and lack of marketing
facilities. To» overcome such pretlems, estallishment of a
separate marketing crganisaticn may heccme necessary with
functicns and responsihilitics of providing cssential raw
materials and providing proemoticonal marketing facilities.

7.14 Entreprencurship Doevelopment Proyramme:

Entreprencurshiyp development throupgh formal training
shculd Yhe strengthened and effective. Tt shruld Le recog-
nised that yurowth «f entreprencurship can be accelerated by
appropriate training jrogramme.  Traininye should te followed
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by prevision of required supperting assistances to the trained
personnel entering in jractice into the processes of organizing
and managing an identificd enterprise. The entreypreneurship
development programme should specifically be designed for woman
and youth.

7.15 Inteprated Packare Assistance:

Study of small industry preblems indicates that small
entreprencurs have not reccived froem the promstional agencies
the required integrated packape assistance like re-investment
counselliny, support assistance, management se¢rvices, and
extensicn and sustaining services, which are cssential for
setting up and then running the enterprises with success.

When nceded small entrepreneurs should be offercd integrated
package assistance to make them successful and sustain their
entrepreneurship qualities (Cycle given in Appendix - I).

7.16 Rescarch and Develecpment Efforts: In a country where
industrial initiative is shy, proper steps need to be taken
by Gsvernment tc convert the innovative knowledge inte
practical uscs. Institutions engaged in innovative knowledge
ané promoticnal instituticons should werk in cleose-ccoperation
to transform successful la%oratory results on new rroduction
processes into commercial applicatiens. Effective Programmes
are alsc nceded to he undertaken to adapt foreipn technolapy,
develep new processes and improve existing processcs, jproduct
design etc. The harriers that stand in the way ~f usinyg
laberatory findings by poomsticnal agencies sheuld be removed
with all nccessary measures. Emphasis should be laid on the
use «of indigensus technolcovies whercver possitle.

7.17 Werking Premiscs: Provisions of woerkine premises
throuph the estal lishment f Industrial Arcas or Estates in
toth urlan and rural arcas shculld Le extended further.

Common facility services for craftsmen should e crpanised in
impertant growth centres. Further, important crowth centres
may he chesen for establishine Industrial Estates. Esta-
blishment +f industrial cstates should be encouraged in
private scctor.

7.18 Suggested Specific Propramme for Rural Industrialisaticn:

specific prepramme should le unlertaken to identify the
petential cntreprencurs {from different parts of the country
through training and cther supperting assistances.

The main orjective .{ this programme will be te infuse
a new censciousness am-ng the prospect:ive cntrepreneurs in
the rural arcas sc that they take initiative te sect up small
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units. At present Gevernment agencies are helping those
units which approach them for assistances on their cwn.
The hcusehcld manufacturers have hardly any access to such
urtan-based Government agencies.  lut under the supgested
preeramme, the officers ~f the agency entrusted with the
task of premoting rural industrialisation will have to
operate larpely in the villages te make the 1lrcal people
conscicus ahout the potentialities of industrialisaticn
base¢ on indigensus raw matcrials to help the prospective
industrialists to sclve their problems and to guide them to
suitable lines of investment with technical assistances.

¥ )

7.19 Consideration of Future Propramme «f BSCIC:

langladesh Small and Cottage Industries Corperation
being the primary agency for initiating and prome ting the
small scale industries in bangladesh, nceds tc he further
strenrhtencd in tevms of its orpanizaticnal structure, man-
pewer and material rescurces, The expertise knowledge and
cxpericnces availallc in this urvanization can ke more
effectively utilised by desicning new metheds and approaches
tc 1ts operations and functions. In this connection, the
lessens emanatinge [rom ¢xreriences and evaluative studies
of cther developed anl devel.ping cruntries may e quite
useful for devising new stratevy of development, preparing
new plans and =nhanciny readjusted programmes and pelicies
of the USCIC. The future preyramme (Appendix-1I) drawn by
LSCIC fer implementation d-ring the Sceond Five Year Plan
shculd te taken inte consideration by any acency - national
and intcrnaticnal, in devising its assistance programmc.

Small-Scale enterpriscs rroyrammes s~ far by passed
sccially handicappoed (wemen, landless peasants, artisans,
technicians and the Iike) sepments of the society. Credit
apprcach was security w«ssential and security means morteaging
land which the sccinlly disadvantayed cannoct offer. Again
mrst ~f the SS enterprises arce located in urtan/semi urban
areas creating yee 'raphical unhalance in development,

The foreign dencrs should suppert programmes aiming
at scciclly disadvantayed group/by passed target grouns
namely:

(1) Women - rudimentary, traditi~nal, molern.
(2} Rural poor: rudimentary

(3) Artisans - Traditi-nal

(4) Product development - (traditicnal § modern)
(5) Skill development (Training Institute)

A.H.M. Hahibur Rahman

University «f Dacce
Dacca, YNangladesh
November, 1U81
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APFENDIX - I

ENTREPRENEURIAL DEVELOPMENT CYCLE#®

Entrepreneurial Educavien,

Flannc! pullicity for entrerreneurial opportunitics.

Indentificaticn ~f rotentinl entreprceneurs through
scicntific mecthods.

Metivational training to

Help and juide in sclecting
reject rersrts,

Makin, avnilalle techn:-cc nomic infermaticon and product
profits.,

new entrerrencurs,
wrcducts and preparing

3

Availolility of Jocal ayencies with trained personnel
for entreprencurial counselling and premeticns.
Orranising entrc;.rencurial forum,

N 1. Reistraticn -f unit,
SN 8N 2. Arrancing finonce.
L ' ‘\,//\. 3. Previding land, shed, rewer, water etc.
. \C; . Guidance fror selectin: and chtaining
c De v, ) ‘ nechinery. .

‘—- = N 5. Su;;rly of scarcce raw metericls.

i ! ] 6. Gettinge licences/imeert licences.
Yoo Ji I 7. Providing commen facilities.,
Vs \\g ¢. Crantiny tax relief of cther sulsicy.
~TA L N S S. Offering manajement ccnsultancy.

S 10, Helr macketing products,

.
e

O NONUT W=

Help mcdernization.

Help diversificaticn/expansisn/substitute productiom.
flditicn~l financing for full copacity utilization.
Deferving repayment/intercst.

Dia;ncstic industrial extensicn/consultancy scurce,
Producticn units’ leyislation/;<licy chian -c.

Product reservation/creatine new ovenues for marketin,
Quality testin ond ing Toving services.

Need-based common facilities centre.

*

Akhouri, M.M.P. Dr., 1977 ialancins the imlalances caused by the known

factors of Entreprencurizl Develcpment, ;aver sresented in the Workshop

on Technelopy end Entrerrencur, Kuala Lumpur, 25-30C May, 1377,
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APPENDIX - II
FUTURE PROGRAMME CF LSCIC (1985-85)

Keeping in view «f the requirenent as SCI Sector BSCIC
has takcn up a prajymatic presrramme for implementation during
Second Five Year Plan ;ericd which cutlined * clow:

A. Instituticral suppert fer promoticn and develorment of
small and ccttaye industries,

1. Naticnal, keviznal and District level Institutional
network.

L. Service Grour:

2. Promction of small and cettape industries thraugh
cublicity,

3. Develipment of Rural Industries.

4. Expansicn o Lan,ladesh handicraft Markcting
crvoration.

. Industrial lcsiyn scrvice.
. Industrial Estatc Yrogramme.
. Integreted Rural Finance.

5
6
7
8. Survey of Crttare Industries
0. Market Survey.

0

. Trainin; institute for development of management
cajatility and croduct skill,

11. Loeistic suppeort {01 industrial prometicn and
extension,

12, Studics ant Bvaluoticn

C. Srecial Rerirnnl/Arca Zevelciment propramme.

13. Devel.yment of cottaye industrics in Chittareng
Hill Trocts.

14. IRDF, DANTEA jirject in Neeckhali (Small Industries
Component) .

15. UNDP Prrjccts (Small industries comrsnent).

16. Intcyrate! develipment >f less Ceveloped regpicns
and develsyment ~f cottace industries.
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APPENDIX - II (contd.)

Specific prcduct group:

17. Pilet preject for new preducts and processes.

1€. Dcvelcpment -f Salt industry.

19, Devclepment f cuir preducts.

20. Development ~f shee industry.

21. Devclerment of foc-keerine,

22, Devcloiment f metal working industries.

25. TFrotetyre and Preduct Development.,

Z4. Develorment ~f SCT- Handicrafts (coane. bLamboeo,
jute, reed, jprass, etc.). Pcttery, Lell and brass
metal, jewelery, pivt ware, leather handicrafts,
Screcn printins, D211 making, Noekshikatha, Wood
hased products (including commen facility and Craft

Centres for 2ll these preducts).

Projrammne £ r specific tarpet sroup:

25. Entrerrencurshiy Jevelopment of women and youth.

26, Dcvelcrment f SCTI ameny familics of workers in
i N
or

the indJustrizal

27. Develipment of traditional crafts of the Tribal
rerrle.
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APPENDIX - II (contd.)

Specific precduct group:

17,
1€,
19.
20,
21.
22,

Pileot project for new products and processes.
Develcepment <f Selt industry.

Develepment uf cuir praducts.

Development of shece industry,

Develevrment of liec-keerine,

Develciment of metal werkinge industries.
Pratetype and Preduct Development.,

Develnrment of SCT: Handicrafts (cane. bLamtos,
jute, reed,; yrass, etc.). Pcttery, icll and trass
metal, jewelery, givt ware, leather handicrafts,
Screcn printine, Doll making, Nokshikatha, Wood

based products (including commen facility and Craft
Centres for all these preducts).

Prcepramme f.o.r spccific tarpet yroup:

25.
26.

27.

Entreprenesurshiy Jevelopment of wemen and yocuth.

Develcrment -f SCI amony familics of workers in
the industrial crees.

Devel: pment of traditicnal crafts of the Tribal
rerrle.



