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Preface
 

The study ofentreprencurship is 'aIlargely untold strv offdevel opment 
in Pakistanid( ot her countrics. The C.enter sponsored this case study 
of the far tnimchincry industry in I'akistan to explore ho w a small, 
indigenous sector ()f the economtlly, lacking cftcCtive acccsS to the 
economic in.,titution, of the larger society, ha, nevertheless built ia 
vibrant, glowing in lustr. Small firms rull by entrepreneurs have 
penetrated the likitani eco, ,t' ;nod society eve L-More Completely 
than the fo-nal secto+r, which, &,lminated b'y large e.',tablishCd firms, 
is typicallh' the obIect (4 1ltst -a! st rategies in developing countries. 

We are confidCnt tihatt Dr. Nabi',, study will imake an important 
contribution to (otruderstanding of' the role of en:repreneurs in 
ec)ntm ic develtptment. 

Th is is an exec ittiye ,uimmary tf the original book published 
by ICEG. 

Nic liis Ardito-Barletta 

General Director 
Intermational Center 
for Economic Growth 

Panama City, Panama 
September 1988 
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Executive
 
Summary
 

The purpose of the book is(a) todescribe the microeconomic envi
ronnent in which industi-ili:at ion takes place, and (b) to analyze its 
influence om the decisions taket by individijl firi,,. To do this, the 
book f'cussc,, on a study ot the tArm n',uchincry indtst ry in i'akistan,
,aly:in ! Ihe licroe,.con )l beuvit r ot individuail fi'Inns and indi
viduals. The principal conclusiot of the study 'are: 

IlnduIstriaii:;it ion k 1n ilmp ran inlicator tocconoiimic devel
o1pmCnt, and thete ate ,er'Cti paths to it. Until recently, 
impirt siibsti ot il was t;lo\'tc.d, with gverrmicnt subsidies to 
large-scale industry, prt,tectcd hy restrictions on inports. But 
import .,ultitutioni has tailed to providc bri ad-based emphly
ient It hais oftcn allocatcd scarce calpit'l, to ineflficient indus
tries thmt c;innt coumpete in wo rld markets. 

* 	 The tail Lire, t' tp rt ,,,ubtitut ion has led a number fcountries 
to follow tbc example of South Korea-,Hong Kong, and 
Taiwan and id qpt reire open ecounomies, prom( ting produc
tion acct rdin, t cotintries' resoUrce advantages and export
oriented industry. 

* 	 A central thenic in the book cmplhasi:es the role of entrepre
neurs in respnd ing t opport un i ties to m v'e capital and labor 
to increasingly vahluale uses, which is the basic task of devel
opment. ( Thvernment policy can ficiliate the work of entre
preneurs by pro viding a stable imacroeconomic environment 
and by ensuring that special interests do not monopolize scarce 
resources. The successes of ,nitrpreneurs in Pakistan's farm 
machinery industry are remarkable given the bias in govern
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rnent against snuII enterpriwe\. Ali cxilliplI. thc governmnt I S 
allocatioin of credit to Lirge, inctti~t.itirii which redLICC.s 
tlIC calitill aVilihb'Ic h 111Iitil tIltrprisus. 

" 	 Thc qtpiitic>l islocimcd~ %ithIm trrti~ liClh ill CIlil
tion, iirc tot) iii~l~ I, lx in ;ippropi~ite~ tilieco-t foir plicy 

prov'e tlie ( vcrill cco ink rim )tlIrwirin cIillVy by hrinig-IILIl > 

ith ll Iiil lht-rtl ~I1Il0VntIV CInc\\il hv. -1ii 

il' CIICC Ot i 	 lu" 	 Th~e 11cllinn CNj LOIin th nportice 1it 
kin'slip~t'i 11alvli Ill 11c 11111 vtr.Ili iik iltil, ltrpc vti~ ie 

ir1)t~I1itll, i ); (t icii clil1k-Lli. A', ILL hnoloi1,v ;Ind proiduct 

MIXtii)o ne, IlLl c IC i AiI il I ic li iiI rk ll-I iti lltis 
iII e11II~IC Il IV L IOI rkl . I ll thellt 	 Li d t 1I IIV )I;Ir> pl 

IlOl-1IlI t" I.o[illL i dIl l, 11yrk'-%0 t 'Cilt k;IIlckitl j)Iit~d C, 

;~in 	 hlpo criii Ily wti itiirt1, oretp tikc, ciwwril>krilct 

Pakistan. 

" Otrher iiiiptdiiiic t,t Ild L1110 tIIirIk(t llt I[.()I l >~v 

tntrp 	 C-11ylilt cl~arii~ oliill i~ ,Cl:1112tlt I'lltwit ciitil 

haitin tilitltli' 	 tNjL'iII t LLI10i It 12' 

1i1CIlt nIilitlifll All O%\Trvili[t vl lit ritc 11iici L-110i111'2 

ages iltiport> it cIIci , lI -i II I in 2, ti( iici(ct\. 

* 	 Undl~eveloped cipital iiirk. Icli ittiiil (it circc capi
tal to snii (1ni (!rPt:v" lit !ij hict I, igrit c ltgill 
Ceilings, On 111LtrCltich ' likctr i t i to 
credlit ratiioniil iild lo.Ih 1 1- rII.tk12ItL'l l hc IiiLril.!.e ri
taking inve.TS1t1IIeII. U1ILcI t hiS SN>tcI'ii LipiII ten Ioi hc 
allocated to liir ,, tiriii, with Iiited pi(dit pi)tn l,. I ick of 
an adequate3I( pitetit lAW, poctiCpri pcmt iii-2t illiinoval

tionl, also hurt,. Thc Lick () i ncent ivc, ftr risk ing (as, w~ell 

111.1 Irit 
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as lack of techni'al training) has harned inno,,arion of ma
chine design in the industry. Lacking dev'elioped capital mar
kets, Pakistin has tried to help finance inn'Vatiton and pay 
costs of prototypes. 

In its broadest terms, tlili tmdy shows Uw ,hstniiIlins develop 
extensive linkages with other ec oiiic settes. i)evlehpment 
of simall irnis does nt (a[s commonly thought) necessarily 
promote migration from rural to urb;an areams, but allows bal
anced growth, tlipgritig(, skills in the cLOmetuiiy-wide labor 
market. 

* Succe.sful pIl +v hild rnlou.si't entreprtnurs directly, but 
should rcmoIvC itnpe.'dIlnt'itItS t iCIem. T1hai i, the great chal
lenge to1All dCvelpigt Ltu;itry policyniakrs. 
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Entrepreneurs and Markets
 
in Early Industrialization
 

The level (t inditri.i, ictivity iii I comintr\v i, Otften t'akcn as an 
indicator Of its c( tkomik d-vchIopiicnt. The rcis.oln, ire straight
forward. Idustrial act ivity prvivides for incrceico flexibility in the 
choice It, tccil ,olog,aol in 11W L.(1tS tpr JiiCCJ 101r ol lIeCstic Con'
stlu6ption and (Or expOrt. In ; corrct pl icv fraiiwurk, the industrial 
sectolr is Cajm c itfrqIpld tclhtl,, h.iCdl trnllril:1i:,) l to pri vide new 
investment and iiihl ,'ntn tIpprt unities. Inded, there arc few 
eximlles Of' (itti'lts II~l\'iIlg il ilid ,igh level,, Ot dCvlOpllenl 
Witho tl t g itldu>tr[Ai ;l ,,. It i little W,tidCr, th1nl, that for m ny 
dc\,eoigIliit inditt riil:ai Ill Io'i )ccupies, I ,cntrl posit ion ill 
their developivint ntegies. 

There arc ,eVCLal paths, too inilustrilizimat ii . Uittl rvcCntly, the 
strategy in v,.Igtue waii iptrt suhltituit ii, wherehy the goIvernnlent 
fostered d mestIc. large-,ca le industry in in v ivir lliient that was 
highly protcctcd iwbygvcritilnt reCgilt iolns. A, a resultthe import. 
substituti tlit regist iimipressi ye grtwthi in mnanty lessries Credt_ 
developed contrie. in Pakistan, fotr Mofl'arge-scaleinstlce, tie sarce 
manufacrturing in gross dJiue.stic product increacsed from less than 3 
percent in 1949/50 it) nearly 12 percent in 1983/84. Similar high 
growth rates are reported fhr muc h Of Lirtin Anericat. 

Despite this rapid growth, import -lit ituti l industries have 
failed to provide ;IdejuIrtC Cmph yienr. Mo reItuve, the inability of 
these infant industries t) "gr,,up" and compete inl the international 
market has resulted in sCvCrC trade and alunceIt-t-paymnts crises. 
These industries have relied hcavily , iimported materials and 
machinery and, other than producing very extensive consuilner 
goods, have had few detnand tr supply linkages with the rest Of the 
economy. The resulting disenchMtment with their performance has 
led to a search for alternative industrialization strategies. 
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Sevem I '.I Itcrmitivc. cxist.011': istopcr ,i,,t wi Ih IIII J)"I.1 "uhslitt I
tioll bUt in ;I morc 01)L'11 CCO11011111C "Of ill'(', CX110,"Ill _' thL' IIIIWIFN' 11) 

intermitionid 

StI'MCOIt', IISIL'd Ill (Ml 11KI ilCil, IItim,Kk iiw, md Tiir ,,im, INI)pn III( Ii
 
L'Xl)( )1'1-tWICIV011 illdtill I-VIll :111 111"CH UQ 11-:11m.work. Yct ;ul
o ll1101. til(CI-11,11 I\ CI 1111)1()111,)(L' "Illid i-li, Ac, I'11"Ir-111(clIslit'i., 111d ustry
 
01vt I, knmm it) im, c, nwrc Ofit. wiltiki 111,111 111(.
 
ScLlk)r. EviLlcliLk, fliml P,1ktlul lh;it III ill(- hici 11)70 ,
 
"CilIL' IH1IH III_\ kill 1W .11Ikk1111W tiIIII.-I IIIIIIL' IiIIN)I'
illicti:Iii.-c' whilc \,Ilk]L, iddcll j)CI Will Of Lij'11,11 \Iill [WICC ll)ilt 
III Oki IAI1_iL ILIIC MLIHIM A hC\ IdL114,010111 IIIIM 
tllL' j)I*()IIItkTIk)II kill1111,111 IkJIL' IIAS I,IkIIW III ilk '11111v 

llllIIL'I\ Al 
It 1, 111111k 1,1ill, 1% 1ckI J)" lik, it 

IH 1111 IIII )M Ikit k ilillik L-11 
it1,1111 lilt' J k, 11 


woIk IImt 1111 III, 11111k, hIL11 hill
1IW 11'. Ilk )IIIII(A)t Ill 
IACI I)LIk L' 

'I'llc , 1)]L'L II\C 111111% 11 ItI LlC lk III'C (h".11111 11t\',IIll 1111.)1W 
Ct. I)Ilk 11111k1,11', 11, Ill AIII( li m diii Iiilt_ iiI,ill IA L-1 1)1,11 C 11111It' 
IIIIIIII, -L'Ill IlItIlit 111L1111 11CL 111, tA cii I %m,li\ idtid ill Ill,. WL.1lit 1111 


)Lll, I)II IIit, IIIItI tLI I Ill I, 1".11.1%I,)l , I IIIt.tIIIII .it1,1, It 111 (1'11-IL'Ili 
 S 

11,11 1Ill CI ilk t Ill It JCk1-11Ill 11.Ikitw i,)Iit , I IItct 111,1IN A,IIIHI, IIwit11 
III.- ,\, IkIII!-,, ( I iiI.III.,I,I , h 'i, 111'" c to l 1.11"'I 111,1 L.Ipi1.11, it, willi 
I(- I ,im , ip,iiII, IIi ill, iiiiik,-i, ,,IItIL'j)W I1k'11I1, IIIkL'Y, All 11 
II[ q'111, It Cl It I'VI)l L-1it \k,II ) IIw I('IC,11C 

IlCill I. -Ii(.1 I\ II, ill , I\ -IL,kilic 11w IitifJIt, I I ill IitIJcrJcvd-
IT kId ckI)I1,11111, IIll L' I IIt III,III'_'I- II II I)lII\ ITICII"1111])(III. 

.IkIll" 11h Itif " 11111 
illp ilt , %it 1,'.\1 ".11111c lit IIII II \kiII'L III IIII)",%;lilt] 
4.CIVC IIL'\L 1)111), IIiItIIth- 1,'1111 A- ILlk.,Il L.ili'll-ko , to l 

Iw iI-IIt)IIt.I,\ 1-11" ki, 
L()111 Ill-ilkCl' ,ikcillU( IIIII\ C\ III[ Ilwii ridm II.AIIIIII, itItIIt 
pl; Icc kv IIII,ItIII,I("IIIII, I'(', 1.11HO(A("II Al Ill fI'I 11 1111 C111, IJVC , 
thill IL-11111 11)111CNI. CIII\ C'-"1% Cill 11 111L'I IIIIICIII !lilt'[ % 111. \I. 11,11 1,III'm 
\\V iII 11111t 1, dc'k I1k . Ihi, li '111c hIIll'iti'll hlli_- IlI,Ill. 

-1 - I)IIII, I)Ik M IIIL. 11 ItIll I:Ik L',, ['!Ak, L'il 
CL It1;11 1111111111 1C ,L'L )IL'L III,L' 11111 k ild\, [11C IVIOI-C , I',It))111 I)IIk. 11 
idCl IIik IhL- I)'IlILIt," Ihill I()lilt 11)illl\ IIf ill ItIIIIIL kMIIV 
marke I iIIII)CIA 'k111 Ill', tit hil,11,Ill IIII'll, LIV,ItC11,1IT fkI L'I III'kiMILI 
iIIIj)CdL' J IIM (11. \VC IIIL'Il 'U"It-Tst IVC 1)(dit. iL" Illill OMM I)t](C 

t() ;I )Ilici IIII it Iit)itImy t)InmrkO , .11ILI )111(1)1"( 1[C 11,11ill hTki I 
Ithill IILWL'It 
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Indusrial st rltc ics it Ievck piI, .:t )filric, h c'i,, nwinh'on I r cfirms. Tottis end, tO t,r n cit, Iln+ IICIrt',0 t+Itn+m jltl~ tII ,nII(I I(I Iirct'¢ 

resolrces tmivtird lime firmsAitt!IC L'XIn,C t i l cr Of thesCctIK 


lit til ,iiCCS,. Th i1lil-, ,t'tii ,II niiil iiitI lCiflil liLtrx utISiry in
 
lP;ikist il.v, l %'Iiw ,i i4 l,+ ii\L ' i\
itinkLivi'i tuh tic, tkli,.
erL',l: ti ll I',IIkC1IllMULttrii h,WCLI-i tC IitL-d MI Lh r,", iA
wi tlL 

the CCon)I hiil , I rc ilit III \vtrk tit,c , i itr i ,'i
I i,, ,I,I.'n 

,
inkdi,,iotJ1tlkn tl~t_'A l 1t1 10t+ tu thlv. hlc,F t lI , t t tlot_'ltt the
 
suiciL'ti . lihc L i\.'Lr~iL hi Litth li Ib" lprii,'ii;, ,I.I~ll+l
ilL iree.,tin

0ItniCSO tihIi cni',irItI)IIltTIj* khL\kire Iiwtv. ' ,11;11i'i.il t101I'MC11C I,. litiIrlb., t i thilili I 't t il) 
C'I0tuuillL I ' ,i;ll'll ft",ttltt L". 

1-hi,StuM,II , i<tO, I lt O tv .!tIr,v\Ili ,)I ",I-Ilk, k,l, ) l,,'',I-if!

i n;,kit tILrv i tI iti pIki.. ltil1i, I-c isir 

I; il kIi Lf i-N 


ttn1il ,its I ltL , 1i), re;ilr Ic 
AluII IIIItilCAII.i iw I,iii .C.IllI j , li li L I e i\I(hi,,_. ilt,.1 -\l,I I l l I ) tII,Ifitiii lii p it I Ill i' t-rlp rodei~ 

,h l t I t 't iL 1 thiI ll, r, it'll l I .(I Itellll-To I I I IrI IIAC itr I w 

!JA'"V'* kLiliJ'l\ Ii11,ibL'Ill~u~~~ ill'LbiL 1,.\ il Lrowuii . h ey diot 
. ,
i'I l ,LII Ii Ji Til I Ih),_ iWIc ll it 

ITIiijiir,1",h lt,i1,w,i i I IIi I II Mlt e i 

i L. iII lI .I tIll 1' ,b ri It, .ii I' 
Ciii ; I IL 1I \ r I Ii)CsCi l \t 

)v i r uc[I,l ill IIlltM:I lit uIilt l ui ,1 p11 'i, ylinAIII +,rc.k,>ing 
blisti t-nll.nt(-mc (ittclk_,,l , itt .,Iln r -' s tiil IIII-11,utA 

in lCig It, l li itn i ,IILiitIrTr'Is I the, *x',e ill It i tIe. ltl L l, it . t,I e 

tI lle l tr illr C t l hiit ll s, Il)Iiiluet1I. i pd .,i ru rtllablitto,he 

IIu )ife-nec sit' iii I i III, ;lLc tr ep en tialC n i il itIt Ipit,.i 


I trepreIuii C C Il r;i trIo , n VItni 
 cIIt I r, ,I uIin~dividil ;inkt c,:tw ItrlII,I+ctlctollr;Imtged li( The Ilnls1')",lich 1' v 
ilnlorti t lptditt.v tI, iItit( WC C )Ikc itll.iIC;1 inII l, t lkict ,r'~i'st 
tlrt>',tinL ' ri11 'C1,0tl1,itli1 ', tllc c'm~v ro>ni nti, c,t)CCiJ,lII\ rringing¢ 
tile rceturns ,It ill\ ,ln int<,)lint risks aissociitCLI kithHIC~ll with tthe 
if 'c,,tin",illliewI, ilft,iIl i\vtcliltcprisel. To) the mxcil ihit gove'rn, 

,lilt(I i-,\~ .(tnriklktc III Ithis ;i, pt.,rnits rettritlm.C'lINlrt Mllnt'l tld t
 
l/tCtU'S-,i'yi I;ikiilg, itMVl!. it)t'lomt ili~c risk v,,ill L'II~l potenti~ilI+Iurag 

e'l repl+rcrnt'ur:, xh iIchn tt ftr tso il l ni t o exellc'rcise their 
en trcpl+ret.'Itlent.ur i+, 
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Apart from r I i-, impiict kt cwtiomic imcwivcs tilt 

neurship, it is the ;ibscnco., tit \% itlcpicid wdiniki] immilig thilt 

perimps accounts 6)r ill(. imp(lIt;III('C Ot k1lIshIl' ill Ill file 
illdtvtr '. W ,- 1111SCIVC Ai.011kC1111.01011 ill Illlk)llg 111c 
lohar bnuln, wl it, 11,i,, I IWII 1k Ills Is Ilk lil'Ill ItIIs tI( Mlk )Ilk' i'ClICI At ItM I() 

the next . ( 'tilt I11cwto )fk-, s :k) PIA 'I I()IC Ill kc,"lliflilig 

illdllStl lAll:;ll It111, 1(k('s' 10 1ITt. iih:L-J kill, dcpctid,,L'sI'L-L, L111% MICIL' 
Oll 1111clill"'Clshil) Ill I kiiii ' IIUL' iim-1,Jmrhrnv, 
ill)(m ild , (.I, (Ills k.tilt III'd 1,114)1 \,,'I% IIItI M( )vcr, it, 
I11C ICo. dt I'-'\ Illkl Ill kdll \ I'Cl k)lilt' " rl II'l li, 11cd,Ill 11 t 1111 fill itc Ihe 
cilt rL'j)ICIR -LIl ,,II, Is'i illih [I'll I,it1 11 Illk Isk IIIctl \oili-kcr %\-I11 

I k k I I I 
IMI IC(, IIIII II c -vII 'IIk,Ic Ik. II II, II1II IIIk.br, I,In III,Io,I)c I 

bil-NALT Ill OW II-VI I tI 11.111 11 1,c( mile 
weiIkL-I i)\ i,,I-IIIII II (I,II I , III(II )(- cIIk k)II 
cIItw j)ICI ICII11,111.II 111hill IlCJ 11,kk-ti'm i "i,.I'll I itI t, i I ")cIc ty
\%'I il 11111 ILIll MI 111hil IIILIIIII IV, kllddCL'IIIIL'I'l ClIL'I I11.111)'11 1lit 111 

reduct, 111111hr Iwild, 11)111IWI 111,111111 IL-1 III I'A ;,I lit.
 

Employment Pnibleiw, 

The pl."11111WIlk ('011 1,41,t7 cillIL-I)ICIII-111-1 IC-1111, Ill (1111), 1() AI)ILICIV11CC 
l(ir b4iir \liklikci , o% ill 1111WIll [)()(ll Of111,JW the 1-M)IIJ)" 
teclifill.-A \\,(. IIII'l th 'it Ill kill 
\V()Ik c i,.iic .11111 (',1[ ll IL-tL'sl',llI1Ih I(1lo)h stllilll11-1 11A VCfill 

1110,14-- ''Ill(A hillk 1111 11,1111C11
Ill lit' 
W01,kci" ill .111C.Isl thk),r %I(Il 11W -1111111i It) lk-Illl 1111 IlIL' 10 1), ;IIIJ 
VdIIC;ItL'J WOll,(11, CII)CI hill", (11111C Will) IL-(-hlII1 .11 l.\Mlld 
111111)11 (CI-1,11111% I'L- 111IL-11 It _',IILIlC1s ill llwi! biatlit 1);wk -,ilund. The 

ill)SCMA' ill let 11111k,11 lllllk ( VCI ICIld, to Ill(. 1"ll'Ins, w1w 
pa,,s (m skill, inkliniAl\ \ I(I)III tllL' klI(ltIj). '11)k1l1 111(.11 ('111pl'itkillelit 

R-1, It '041111 I'L- ,Iltklhll.- Ill L-XIMI)d [0,111liCA 
training fit ilic cdiii. itwmd Ill ICIVC likill IIIII(I'llo," IlUCdS 
better 111,111 Ilic cmtill", (-'k)VL'IlIlIICIIl Il(AV 
dOilli.l. [111. Ick. sk 11(hill Alld 
IldVC Ill 1;1(1 1)0,11 Milk 11III()f(' sIlk LL'Istill th'In '11M LT11111cw so,lwods ill 
preporing, dicii 1111CIIII'lol\111CM Ill the N1111111C 1--;Ilt miA ct. 

()ill- ,Itlk 011t, IkI1lIfI1llIJI 11RIlkC (it IIIIj)CklIIIIClll 1 lot th e 
WOI*kim , ill the 1Aii imAct: IIIIsIIsL' ill I)III-L-JIll, 1-;Ill 111MVI' hl ' the 
lMVCI- 11111011111oll-R-1 it) IhL- lithtit WC11.11C (ICIVI'MIL'Ill. The pr()b1clil 
ari.'W', ITCAUSCM Jlhlh.ii md sclcctivc miplvnicm ititm ()Ihl)()rlaws 
reguhting w,)rk cimlitwil.s. The I;l\V1,Il'(2 Well iIltCIlti()llCd;Il 1d ililll to 
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itisndAprovide r~Itcctil n ,it)!t , pltioorly lit, , ld Nily \lntitCLwutrk ing ,.,rit itrm> t iwu., imp i levcr, .e,,v,.rtn tic;l t riin<'t ii n ri,.. nt 
the LM",,,,.h.CI ivCIh' 111111;1111 11,1Ctl,+,1111;111t eal.tlt ,'p tn 'l.T 

o)bject i'v, i,le I o.t i r<I. lI liW, ,iiIcceC hI lC*ec I I llriiiin,.h,'c kt.l,thili t,, ' ,ltt ll firtn, 11 urI' -1hIis,(,I1t1L,,,;alll I-dillg h l.. ,:';tl. 

prti,.iilair inIi rv,..,tiI k vel ti ty (v rlItllci< ii. I tI, h111<r V,.h'i ilh 
it i',iiilpii iltL.d Irc w,.vic \ IntiIthI(, lIIl \t Il l,. it Imit$Ile<.Sr11t-1,,. tl.+;, , icli,, i~fit(, ,,I<1;+, tln, ctlc,.,,ti t m oinre
 

CIpi tll- iitcnsl\c t'c,i l'i t I ilvi itIUt l, i twhichi, . , I li,c flti 

[ \li icihkiti 
 iLi IiT
 
paid tIII,) 'lI t I' i ,II , s 1, 1',+ 


11,11lk 1 1I L dl xi it ,li CIM iiiil i 11iiiv Ith 0II*vIi 
i,-1 II)I[ Hiic l ilu ,it i cy bl -

i n,citinillI . Iw i I. I iit .111 

iite, It it.)I i i, t li 


tI lll I i 1i,c\ttpei i hCinrkers 
ith1 . iI,I i I IItl c 'Iitc.t,1 .I f It Iitl
 

I irytcd ii t 1 II',
I,' 1 th,' li t it i, tIi . ltkisi I rkiVn 

IlII iIII I I',\Ill IlIl II., .l1itL'l1 c t tL I I ,! it ,ich inc rvII,IIc 1.1 , +iltii 

s irewvese'I' cinkli,i t i I e! I I IIt Icin,ilt[1\,I;i riieI , lr1 tiitr 

ny il-n'il1ic t. i .Iut I IrItI l, i ; onI
1skli -i ,c uI l lin slc tv 

I\I-,lie ital 1ark, II It c 
i 
In 

tI~\~ctII,, ..
a t that Ic, 1 ks' Cr tt rtIit C.St'), It I111I ' I & I I Ck. "C,tl ii , 1i I k . 1111,1(,it ... I 11I , ' ,I 

IthrII it,,,, <.11'i,~ ~,x,tI. c , IItc.) tI if )~tltI I Iiltc , ItII-II, I., ,>u tlxitllii,
te ;i'iiv,-ihl' ,iiic l t.ijit.il~li rktsh i i~i e~\-itpl ~r>-IIlltUlI L',l ,d >, i-_,%II I II ( ,,'k II11t \ 1111 t1t1IL ' XIIIII/',ll l IilCS k41 )iki 
+'
K o'-fcI t1 Ctli h l1)1l .; IIl ,Itlt lci It%k,( "tIr'l'i .1i)'I ttI .L- tnl uhI c t1), 


tclit. I' r 11111It Iitcd< lc'rV, ",uuh
)1I (_-I I iII 1i,~1 .n1 I1 -, 1,1111i ,LI I m~l
itlt nhiiili 'iiIii'iti i -i ,iil) ! iii-Ii,. sk eterlrc isis.i lTher.e'S C(11i5 IIt.I+l\.Lt(1r,l ,C 1,,",L'It 1, t i e i lvtFy, it 11tc I 1 h tIil,k illlI I I IIlk. 

Th I,iiilII - l-cill.,IIk wiIt, lll" ill r l "ti-,L-I I ,IihII Ml~, 11 1 '11C 1Clrc ill
 
thec in~, tl- I c~I kt I I'. f'chnl d phi,,t icmtio n
I lI I I,t %i. il.t, ,lt,;1i(l 
r et cdqi 11) iliM1 ill,i IIR- i<I I<< t A tI. i I 1 ll~ ill-c. 

Policy Prtilehni.s in Ca;.pitalt Market.s 

Besides fthc,, pr( )hqcill, ill thc h if,li,irkt,, ,L-rimvtl, I<,icy$tpr,,IqnCls 
uIlso C.N]"t ill !.III\ ;iIln1ilikt'l,in',in)'dcvelhp-Itlc ;1r1lii. 111nuto."i c:,Ipif ill 

inlg COMMLt"ii., l rt OftOW 1 ii lnl %%'illtuldc'TIlIpCL C'ipitall l~i-rktts 
iSthe, Cx cnI >CH I \' O,1,l l' , it ftI k(111"0 ;i illt\', iki liilAin d,i c'<ipitul
 
orivuCl/lftlrt(i) it,
ilpitA in\vc,t Iin i tluil-tisk C.nierpriscs. There 

,
is il,,i.vtlit IhI, cv'dclno,-c thliii c P.istrl t tl;ii Irl'tlii nis wvt(r ing 
ove~rstc.is ;ir~lltIiVI421 Illc.tcigricuiltlrill 
ally signtific;1int scAle.This littih 

OIn;h IillnlN induILstry mn 
titIl IS;Ig0i 'Aviti.d IIN' lega11ceilinlgs 0: 

interest inlthe capitA allirkett thar catlsc bmikcrs to resort tocredit
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i \Cc ll c t II d l cii, Iudw s o i i )i1pt tNs n l~r 111,11~l1rth o kcnn ln (tul i 

cil~~iril inmJ profil>, I1~Id 1h li~p Ill th 1 11,11-c Iu~trv1's lolc2la 
NJaduprtl p I Iiii, ''lul t til Iu IIi'mB~tiuI lt, 1 [,I,, will otl 

111 \ntuilu~ctcrnil \loh.l t is kn Bkinkl i iiir') F s 

fim ti,; y fI~ri It-( r1 )IA i ll[( Ill ctiIw islleilms L 
ti~i~'1i1d fi( ll it- I. \u k III.IuI t im il Ii i imi u-,I i Iul I i rin.A , 

Rflu)11 Alluu dL ik ( itic'I l unuli itr',\ v(\IrIkJ I lln Iu lluN 

pI obIll ,\Ill 111. " ,(1111 1 . W11 C 11W IIlI 'l i L ll l 1 1 Il 

PC \1)' IIt k% k inkiiuuuiittiCl liliICIIJI'i ) IICVNV 1 

l1I~iI ~ tuuiilu ~ inurrl(I, t tuiltiltiut kr1t. t u t ll ilI 


V A HI ll uI'tcuI ui i I'i~ )t5i 'Iht 11,1v IIlhnii
'1 tu 

1i ILICJ III _ 1 t ik I ,'I iI i mnIt ut Iit. 1 IT(AVC [il1I ' Lu~wll 

h t i it I . t l 

tiuulWh;'l1i k C 1t [)''~l t.ki I~th Iion~ lu~~uu~CHO~ 1tt llL d 

puilu I t t \tIt l 1. I-TIi tI Wt. III_ I\p~ IC illui- m['IILtlil iVtl 

L1,ll ikit lilIII_ tllilltI it it(, tuh f Ild )rt Iir. i iu ci )huIt-l~ \ 

tn )II il kl iti I pIl I . \ It " I~ l i Illt w \it ullt., Ililt~ ihw , it Iuiur

toil ilutii k 111i ill( -'i.1 .I iIi- 'l t*.l Il tuI ili uL )~ ktI lIfCi'ii, i t. 

1( A 1) ,71)I, I t Ill Illnut.I filit1ull I Il)1% IuuuIuu, iu cPlinyiuI'[Ir tIl tit1 

tiiF h u1 ti I I~(W hi)Ili )IIrIhuu I r lIICiLl u I iLIlui \'1111 II I t iiis C 
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More skilled workrs, are ge2nerally more aible to experiment and 
innovate than simail ones. 

The government has tried to compensate for the inefficient 
captal miirket by helping fitinance innvivali ln ;itd pa;yi Ig Costs ot 
pritotypes through the Agricullural Nch intry division. The divi
sion altso helps in epquirilg orders *i(rsiccessfiil inachincs. Through 
this cioo peri t( )ni ; new gnCl CII i I(f t) reiIpCr-li ndcrs wias ticcessftU Ily 
dLCVcIl1pCd. Il 'h1 :1C,.c:tc itf ttticient ciapitd iiirkets and withoLt
 
,.ltjetiit(' tecliiical rr;,inin' pi-(pri mnis, g 'crinnti 
 suipp itri it the 

costs oft reSt-uM-dllc tc\cL (t It 'dCVllI ilisiCLdcSignIll 11C Vilit in 

the !'imingi i ,, )ti ilcixltri;ili:,tiimln. At the "Mll tite, the 
overritling piiorit' s}i, uld I , ii iiicrt'i.e iic,.titives t)i risk tAking, 
including e;stiiblismt ;i trlirn teLt systml th;lt would etfec
ti l re th< it lrcpren, ur,, ire' idc iiC 
ing the risks iilL'L ill it1(in. 

en ha clllmitel,rew;irded f ri ssul
u 11h1mnni)\ 

Broad Effects on I)cvelopment 

It is iten irued L ii ivest mnllIll II itl\ le-vel)ping ContrieS hMs 
low doiI.Cs, ic itilt IbCase tritciFlit r Ltttct iol ImnchinerV, tech
nilogv", and raw i iil, inn ll1 beC imported. Our study show." :he 
ciintrr\'. 1 ~t olit Ilhe thilCe n broid k. it s iit prLLdtiction Itlil
chin $ryusCd ii llt arli It'icllimc t A, iligimig It il simpleiivr]ilslr, 
litles to ciiniplex cut i g,i iim-', itl shping Iiclhiih-s, r1e' oll ltes
tically' IliIIlutit uimd, ttVii 1-\ ilc wi irke -itminai tclst h Islvh s. The
 
itlisr' his ltnt itmj t itut limikagt, whit ilie Cmtt
cn.cntner
ing ildtlli rv, whicLh it' 1ri tllt i, li Vt't1 ihe tit ( uin'erselV , tacti rs
tila! C01lll lln 11C\. c-0 1-l<l i l IhL IthkA I, -l V ' 11-1cll~l T'c'll , l nldry,va 

tin, I i lc ,gr,wi ht1iti;nItg NCihc ire likely, il t t tIL liih e1g int li-ig 
ini-duslrv. In'tiiltlit 11(1 rtnceiwml pr ,giis in tlic h LVVigjinmcrii -, 
setir inns kcep pit o,with inIcccllpntIl'iLstlcl industries. 

A well-knwi 'pl thsis i,hiiw sinill-scle indust irv in dc
vClipiing C iiitiies i, h1lt \vthi kcIs Ws I( ;Ia llt\'iv holse to at'ct irc 
skills and swarch tr i,,, w!i hiL. ' tiro raditionil igriculiturilin' Ml 
occIt iol t1 Ilploylciit in th. larg-scalcsctor. While our 
stu dV's evidencC on Icc pOiliioii nw bilitv pr' vides paritial supp ir tofr 
th is hypothesis, w, have Imuchti iini I, C\ idence Ih;it, fiterLactuiring 
new skills in the inldislry, vorktls rltuill t heir iigricti!turil ct. 
p-Ations better Ctlpippetl tjo intinlil anid iCp;r 11ew aimimachinery. 
This trend, w!icl We belie\'e is ys iheconltriry tot1 hC widely held 
belief that industrializiition in developing countries sets in Motion l 
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one -%vav ste IrII ( it w(Arcus 1r m fur I) cit \ /I I ItI Is I ry is 
propcrly linked to Ill J~ifNc ii.tr iltiil wcr r(,it cim Jirect Iv 
cmintrihiitc to, LupriillH,' skillIi~iiitlh CC()tluIV-%VioIJ liibor imirket. 

wThoc.'tl H AtICOii Ill['I i li IM',A' I'LCll Iliilitltun I l C ! 

it, thet.gr~I\Vltl0 lil01)biliN It Nk."kcr, I111i2I1l wlmt hiis klIiC behI 

tictuircr). Thc ;ilI\cnliii tIcx.'i\'.~k MuilM Iilt. ill t11c Il970. 

\("c rlt li tei 11I .1 .11, fi k i i tllt ttuI \%e li t uill L . it\ ill-

scut'iyuuIiIL iliIJ \!I'llt l Itl' K AI Lk i IAu tui 1111 It l Ijll 51111 ils 

IWllt ii, I luu i . I lit.(- )ttlLl ll ilF; is11Ijwim i h l \% t.111111-I tIl ;11e 

it i mctl not . )(1'11 I "- ithwI~ i 11,1 It !It it ii\\tl tt(It ii' I I vit." (() 

;~ i i l V i lt huchdt-i i it 111\V I Ir(ii J\ li.d utmi11 ildi ci l ll v Ilife 
retil k(I Ilt 111CI IW 11 t IlcJ IIII ITMIA iiItltt1(ilc i T1W iiiCijl itS 

i '1-AtilJt.f I i ik I ili ll l tIV ll l\ ilI\ll11"I , Ys 

helett ill IL'i1t-1 li MI'II, 1WIll \ 1)- 111 w1%kl tIlie' tIi>:l Viii~iicr 

It(1h l Hir ill 115vuull l i'jck I 'm Ill I l~u SO.ul Wlk st.1111 iphcc w 

Il !~ tile I rl1.t e'h 1.(\ill A1h , 011 il111.iueIllI iiger ClI w
rrzes'L LVey I Lel1e.1C -111111\ lw lio l(t 
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