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t}I. CURRENT PRACTITES OF SUBZUNTRACZTING IN BANGLADESH

1. INTRODUCTION

1.1. Background of consultancy. Banglacesh, with its large and
raridly-growing populaticn and sharjpiy limired land area, faces a severe

pr:clem of providing productive employment for its people. The USAID
Mizzign te Bangladesh has long been ccnoorne? with this problem.  Recent
anulyses suggest that the potential for cignificant increases in laber
abscrption in agriculturc are limited. This has led many tc consider the
possibilities for expanding jobs in smzll enterprises, bcth in industry and

in commerce,

While an apprcach to job-creation through small enterprise develcpment
has gained widespreas accepvance in principle, in Bangladesh as in other
countries of ths worid, the devising of policies or projects to support the
growth of such ¢nterprises has nroven to be a difficult task. A number of
approaches have been tried; 1t may be lalr tc say that the failures
cutnumber the successes, In fact scme would say that the successes are
cnly relative, and are few In number

In this situaticn, subcontracting systems offer interesting
poessibilities as a means of channellng assistance tc smzll producers, and
alsc as a way of drawing small producers intc creative relationships with
clther firms. This consultancy was designed to explore the extent to which
this might be true 1n Banglades Its terms cf relerence were in tnree
parts. The first invclved jlwlﬁ work te determine the nature of
subceontracting among smail producers 1n Bongladesr, ftne characteristies of
the participants and of tne relaticnshiips 1nvcelved. Secrion 1 of this
paper reperts on the findings of that portion of the work. The second and
third questions related respectively to policies which impinge on
subcontracting relaticnships, and projects wnich might be develcped to
suppert their growth. Thcse twoe issues are discussed in the second and
third secticns of this paper.

It 15 important tc note that the government of Bangladesh has
expressed considerable lnterest in subcontracting systems and linkage
relaticnships vetween large and small producers. The government has
appcelnted a high-level conritters to expleore ways of develcping the use of
subcontracting in varicus arcas of thne econciny., 7nls committee has met
cniy rarcly since 1ts formeticon 1n 1985, anc most of 1ts members have since
changed assigrinent, so 1T has not yebt had any siguniflicant 1mpact on the
pclicy of the country. Tno fact t+at 1t was appointea, however, reflects
an unusuil interest 1o this area caong thire woerld country governments, and
a pocd opportunity to direct 1ts activities in now directions,

1.2. Approach nsed.,  On arrival an bBangladesh, tne first task was to
- -

undertake a praeliminary r6vjow of tne extent of subcontracting in the
country, as well as its industry concentraticon.,  Discussions with a number




of informed D Sadish government anc culsise, .
Suggester tnat si ! are particaelariy impurtzat o
three incustries: metal prcducts and engincering; garments; and leacher
snces. Consequently, intervie wWel's concentiraces primarily 1n these (nres
industrial groups. A& limited numbor cf interviews were alsc uncerszior

r D
with a viav tc e plomnb subcontracting systems invcelving people working in
(S

ror each of these categcries, then, the apprcach used was Lu seeh uvuc
nt igw 2 diverse zsocriment of enterprises: manufactucers of

ent tvpes and sizes, merchants invelved in wholesaling and retailins,
and ctheA knc”lﬂdbeablﬁ indivicduals, During the ccurse cof six woeks of
troeproncurs in cppreoximately 125 enterpricses wers
interview d Mcst cf these were in Dhaka and the immediate surroundings
(including Joydebpur and Narayanganj, Tongi and Mirpur), but visits were
also made to Comilla and Chittagcng, tc Mymensing and Tangail.

1.3. Defimitions. There has been & lively discvssion in Banglacesh
concerning apprcepriate definitions of subcontracting. For the purpcses of
this consultancy. a broad definition was used, based on twe features:
production on order, based on & longer-term, repeating relationship. This
definiticn might be contrasted with cther, more narrcw cconceptions of
subcentracting., One c¢f those reguires that the parent firm supply the

oring Pﬂoltal, cither 1n the form cf raw materials or of monoy to buy
these. Wwnile this is a frequernt characteristic of many subceniracting
systems, It is not always sc; there scems to be no gooc reascn to restriect
cur definiticn tc situaticns vherc this is the case. Olh ‘rs chouse to
Iimit tne ceoncept to situations where the firm ving the orger 1s a

is¢ recuired that the

mznulacturer, rathor than a merchant.  Some have &ls
supplier produce a part which 1s incerperated in 1aentificble form in the
finished product (as whoen a bicyele manufacturer svbeentracts the
preoducticn cf spckes or rims). Again, this is a freguent characteristic of
subcontracting systems 1in Bangladesh, but there seewns tc be no reason to
limit the celinition to situaticons of this type.

Twe further things may be noted about cur definition. The first is
the emphasis on producticn on order. No restricticns are placed on the
nature c¢f the enterprisc giving the crder. Amcng ¢ther things, this means
that the prefix, the sub- 1n the word subceontracting, 1 really
redgungant. A more accurats decerinption of what 1@ under study would be
contracting rather than cutcontracting,  wWe ollow The stancard terminclogy

here not because 1t 1S mors accurate, bul becausc 11 15 more commenly
used. The second part ¢f the deflinitien--regulring that tne relationship
be of a lcnger-toerm, repetitive nature--1s designec o exclude sitvations
invcolving cne-time corders (e.g@. U have a roplacemont part made by a
machine shop).

1.4, Acknowledeemants, 1 would like to express my thangs ana
appreciation te br. Jan van der Veern, Senicr Eccnomist at the USAID Mission
to Bangladesnh, for arranging this consultancy, thereby gliving me an




cppoertunity to learn moire zbont oo topic whicoh o Interootooma. e interest
and enthusiasm added greatly to tho cnjoyment of tne WSOTUERLDE.

Secondly, I would like to thons Mr. Nizom Uddin Avmed, 2lec o URA ID/Dhaka,
for sharing his insights concerning all aspects ol the Foolamoon

scciety., He was an excellent ccunterpart, trans
ccmpanicn.  Thanks alsc go to Mr. Anwarul Azim Sye
acccmpanied us on many of cur interviaws. 'ithouwt their ha
never have beguan my wol'k.

2. METALS

In examining subcontiacting systems in metals and engineering
enterprises, it is helpful to distinguish between public sectcor firms, on
the ore hand, and nrivate sector enterprises, on the other. Tnis
separaticn in turn leads to tnree major categer.es of suveentrac ting links:

2.1. Contracts between one public sectur firm and ancther. A moderate
amount of svbﬁontraﬁtlng takes place between large public sector producers.
Examplas include castings done by the Bangladesh Metal Tools Factory for
Bangladesh Diesel and for Chittagong Steel Mills; the making cf dies by
Metalex and Mehar for Atl:s Bargladesh; anc soveral others. Perhaps the
nrimary characteristic ¢f thesc relationships 15 that fhey are treated vy
the participants as being “in the [family." Among cther things, this means
that price negotiaticns are rather relaxed. In some cases, production
takes place first, w.th the price negotiations cnly being finalizea at a
iater date. From the point of view cf contracting procedures, this is a
very casy type of relaticnsnlp to establish and use. It alsc puts privete
prcducers at & severe disadvantage, hcwever, since they cculd nct cperate
ori such a basls.

2.2. A sccond categery of transactions arises from contracts between

public sector producers and private sector firms. These are relatively

rare, for rcasons which should become clear from the discussion belcw. In
some cascs, private prcducers place orders with pubiic sector suppliers.
An example would be the purchase cof battans (used in light fixtures) by
Philips, fron Atlas. We were teld that Atlas is the onlv firm in the
country capavle of making these items. Atlas 1s now more than twc years
benind thelr ccontracted delivery scnodule; they mak: the p"foucts wnen o1t
is ccnvenient for them, which is conly ooecasicnally. Philips can tclerate
this only because this 1s & very miner ltem for them; Lnay scll what they
can produce, given that constrzint cn their 1nput supplies. For a major
precduct line, it would be an impessidle sltuaticn.

The converse type of transacticn takes place wnere private sector
producers enter into centractual arrangements to sell to pubilc sector
buyers. This happens tc a limited extent, e.g. wnen pablic sector jute and
textile mills contract for the regular purchass of spare parts [rom private
sector suppliers. In making such purchases, publlc sector firms are
required tc use a tendering prccess; the procedureas for this are



. ang ; anipulaticn Even aflter
winning the conlical® anc ceilavery of the product, the Supplli 1s often

faced with problems ¢f asi=yos payment. It 1s not impcssible for a private
firm 10 Cvercome (or learn LS 21ve with) the:- problems, but they certainly

cumberscme, compier, ang satoect to all kinds of B

do cause difficultios; me, provare firoms have oncsen to sty away from
such activities centiraly.

2.3. The tn.ri mejor Z.topory Involves contracts between twe private
Sector 1irms. 1n most cuses, tne suppller here 1s & small or meadium-sized
crterprice;  the Luver ooy bo large, or omay be ancther smoll firm.
Examples of emal) firme deyne enbecntracring work for large private
producers include tho maivne (relling anc welding) of pipes for major
tubewell manufaciulici sy e wabulalture of wooden Cales aud metal stands
fer Singer Sewing Machines; the meking of parts for loca

manufacturers/asscmbl centrifugal pumps, and for cne lccal assembier
cf diesel engines ('o ential than actual right ncw, but already under
way on a limited scale); and the manufacture of power looms for large
private weaving mills., The {1nal combinatiun, based on contracts between
twec small private producers, 1s tho most dierse and probebly the most
widespread of all. Scme eramples unccevered in the course of the interviews
include tre following.
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b) The making of drawer handles in a small wcrkshcp which receives
crders from a wholesaler; places orders for casting with a neighboring
foundry; dces the machining “in-house," then sends the parts tc another
neighber for electroplzating, finally buffing them himeelfl tefcore turning

them over to the wnhcolesaler.

c) The "dis-aggregated" manufacture of hand pumps for the rural health
program (the ultimate scurce of the crders): cne firm dces the casting and
machining, sending the parts to ancther firm nearby for boring, contracting
with a third firm tc supply mcre finely machined parts.

d) Tne making of ball presses and lathes by small workshops, who
centract with neighbors for heavy casting, planeing, the cutting of gear
teeth, and other fine machining.

e) Tnc manufacture of sanitary wzre (pipe flttings, faucets, gas
valves), with the electrcplating done on a subcontract basis.

f) The manufacture of bicycle parts for local assemblers, Jith a
number cof different firme producing each of several different parts.

£) The cooperation of twe firme (one to do the casting, the other the
milling), in maxing standard replacement parts (gears) for textile
machinery.



tvcussion at randem {(1noa non-stat:s

WoIy throurn mark greas and & 12al
sensz!) with asscrted producers suggests great cdiversity cf procuct types,
and wideesprood drspersicn, with extonsive rellance on suvcontraciing,

1t seenms appropriate to hcld up the Mirpur Agricultural Workshop and

Training Scnocl (MAWTS) as a particularly instructive mcdel, illustrating
Yoty cstrersthc and preblems in the ngf;upmenc of subcontracting syetems in
Uiie e tall o lndastry. EBoseod onotho weoll-eguipped facilities of ite Z-year
vooaricnal rralning school AWTS recaives inquiries for work it might do

§ -t

a cuimercial basis from a hiGC variety of private as well as public
sectour buvers., Mr. Ihrahull , tno MAWTS directer, makes a conscicus effort
to o ohnrncl wony of thoso corders on o to osmaller private workshops, either as

a whele or for some parts, In & new project scon tc get under way, he will
help establish 15 new workshcps, owned by some of his earlier graduates who

have now hid encugh experience tc start cut ¢n their cwn as entrepreneurs,

This ig an interesting cxperiment which has many of the 1ngredients of
a well~focused activity aimed at the development of subcontracting systams:
a channel for crders, linking small spedﬁalized workshcps with more dynamic
markets, with a strong technical acssistance compeonent; that technical
assistance Is carefully.targeted tc enable the suppliers to complete
particular tasks for which there 1s a demand in the market. I this
axperiment is to serve as & meoael for & brecacer cevelcpment of
subcontracting systems, howoever, one missing ingredient still necds to be
added; this concerns financial and management indepengence in the supplier
firms. Scme of the supplior workshops are reportedly currently losing
money.  Thoy nave shown 11ttio 1nitiative in seeking out cheaper sources of
raw materials, in bargsining for Latter terms on the procucts they supply
¢ MAWTS, or 1n exploring cther prcducts wnicoh they mignt profitacly
prcduce and sell to cthers., Tc & large extent, they seem Lo view
themselves ac appendages of MAWTS. Thelr faillure to develop any
independent initiative and their rent'e" tcoleraticn of thneir apparent

failure tc cover their ccsts supg thﬁt, te cate, tnis 1s a correct
ares of MAWTS. This is clearly noct

perception; 1in fact, they a-c appondear o]
true for all MAWTS suprpliars; so nac besn 1n business [{or many years
befere they started deallr t S, are cupplylng many products tc many
buyers, anc deing quite woll. 1t 1s most clearly true for these workshops
which were sgpecially sot up with an eve to supplylng corders channeled to
then by MAWTS. 1 these are o Lo zoon as proviolng e nattern for the
establishment of futurs worksneps, 10 Will Do 1mportant to ensure that they

IR

move more quickly towards [inancial anc menaserial 1neepéndence,  1ifotnrs
missing ingredient ccoitld be adaec, then this wonlc »e an lmportant case
where an curs.de institution-—in this case, a PV0O, although the task might
alsc be accomplished by a povernment azency ¢r a private business firm--has
s.5ie tne estrablishment and growth of rural
f subcuntracting to link dispersed smell

been instrumental nomarliney Do
small onterprisec, ”“1“3 g systenm
producers to dynamic marketo,
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2,1, I=v=~auction. The production of clothing in a nation cf 100
ten pecnle involves an immense and multifaceted set cf activities.
Amons the major segments of tnils market are the followilag.

2) Lunpie and sarees: single pieces c¢f cloth worn as garments by the
¢ mzicritv of adylt Bangladeshis, these are mostly woven on hana locms,

e e

though there 1s also some power lecom and factory production.

h) "western" outer garments: blcuses, shirts, trousers, SwLalErs,
~rhildrante ~lothning. A significant share, particularly of adults'
clothing, i: imported as used clothing. Of the rest, while there is a
significant amount of tailcr-made clcthing, a substantial portion comes
from local small and medium-sizeu factceries and workshcps, mostly in and

arcund Dhaka and Chittagong.

¢) "Hesiery:" a brecad term which includes underclcthes and cther
knitwear as wall as sccks. Virtually all is locally made, much of it in a
complex set of small enterprises 1n Narayanganj.

d) Finzlly, there is the mach-noted production of garments for export

Our discussicn of subcontracting is limited to the second, third, and
fourth cf these categories. Wnile there may be some subcontracting in
¢loth preduction (particularly nandilooms), we have not explored that area,
partly because 1t has beon mori Cxtens ivaly studied by others. Ve discuss
the other :nree categories an rurn.

—

3.2. Western cuter garwents for the local market, While less widely
reccgnized than expert producticn, this activity has alsc grown rapidly
over the past 5-10 years. A number of pecple reported that the tailors’'
hold on this market is declining rather rapidly, at the same time that the
share of non-traditional clotning in the market (specially for men and
children) is rising. HRelative to the tailers, rea dy-made clothes are
repcrted to be more fashicnable (refilccting latest trends), are of better
quality, and are scld at lower cost,

Subecntrasting is talrly oxtensive ameong 1cnal garment factories. It
arises since mach of tng producticon 1s on order, either from merchants
(cften retailors) or from cther factories, Tho latter pattern 1s
exemplifica by Pearscns Garments, the largest and mest widely Known
supplier of garments to tne local market. Pearsons has itts own factory,
with about 200 workers (al] men!): it also buys clothing on an crder basis
from 10 other producers.  With thio flow of products, tne company supplies
some 200 buyers (wWholesalers as wall as retatlers) from @11 corners of the
country. In dealing witn sappliers, Fearsons providaes models as well as
technical supervision in each supplier factory. Guality cantrol 1s alsco
excrcised through Pearsons' provision uf all cloth and accesscries.  The
cupplier firms generally purchase tholr o.n sewing mac hines and work



places, althcugh Pearscns alsn sometimes provides the machines

ac
particularly tne mors complaox ones (2.g. overlock machine

ir
).

]
U

Pearscns started cn garmont production four yecars age, relying at
first only on its cwn factory. Demand quickly grew beyond its own
production capacity, which lecd them toc the suhcontracting system. The
company currently has subcontract work dcne in two contexts. First, there
are some activities which Pearscns does not undertake at all, but rather
handles conly cn a subcontracting basis. An example 1s cmbrceidery,
generally done as hand-work by groups of women working in hcouscoholds or

small WOrksnops. wonen Skilled in thls werk are readgrly availavble in a
househeld setting, but are less easily organized to work in urban
faclories, sc subcontracting systems have developed naturally. Beyond
this, subcontract production of whele garments is done to the extent that
demand exceeds "inside" prcduction capacity. Demand for ready—-made

garmonts is rather highly seasocnal, peasking in the months leading up to
Ramadan, an indicative graph might lock as follows:

'O

quantity

subcontract
production

own
production

Ramadan

Thus, there is scme subcontracting of complete garments on a year—arocund
basis, but in the pericd before Bemadan this is much more extensive. It
is hard to know how much credance to give to the off-handed estimates

of Pearscns' manager. Taken at face value, his figures would suggest
the following (on an index basis, taking total sales in the off-season
as = 100):

of f-secascn pre-feast seascn
own production 80 100
subcontract purchases 20 150
total sales 100 250

Tney are currently exploring the pessibility of exporting these garments;

if that succeeds, it would be in addition to (not in place of) their local
sales; the latter are far too profitable for them to consider giving them

up.



whils this 1= the mcst onteoncive anc woll-develcped subcocontracting
Qvstem in this categery, if is nct the only cnz. A numter of ready-made
retail shops reguliariy place orders with amzll garaont fa:‘srlc:, wWhnooin
turn receive creers from e number of difforent retailers (i.e. thers o

! c
multiple retailers giving crders tc each factory, and multlee factur:es
supplying cach retailer). This "multilateralism on each side" reduces i
risk of copendeonce or exploitation in elther direction; it alsc pormits
scme proauct speciallzation by tne producers, wiile ibakilig poSSivic a

varicoty <f ohic a single entrepronenr

120 for consumers,  In g fow casos,
cwne and oparatros a retajl cntlet as woll as & factery.  In such cases Once
cain the retall ocutlet buys frorm severa®) other factories as well, while

. . : N - +

- .

N S T S

‘LIC Fallory Catputl 18 alsl 50iC chrough soveral sther reta SO .
Again, this makes pcsnible speciallzaticn 1n procuction as well as
diversity In sales, while enabling the entrepreneur to make infcermed
deci'ion: about p"'dvc :on based on & detailed understanding cf both market
C S1lities of his own work force. The producers often

ene tlens and the capal
re .uite style-conscicus, scarching o't catalogs, megavines, even watching
movies from around the werld ¢ lock for new styles. This diversity and
dynamic prcoduct develcpment waze frequently commented cn as a major reascn
why ready-made garments are displacing tallcrs, with thelir more
conservative and traditicnal styling.

In addition tc the crdors placed with procucers by ret.ilers, there
seems tc be a regular network of contract preduction betwoen manufacturers,
similar tc that coperated by Pearscns. lf cne factery roceives an crder
beyond its cwn production capacity, with a time constraint which it cannot
moet, 1t accepts the craer, then pesses 1t zlong on & subcontract basis to
anosther factory which nhas slgc? capzclty &t that time. This system has the
clear advantage of keeping "the system" operating closer to full capacity;
it 2also has & clear limitatlon, since the overall demand increase leading
up tc Ramadan means that all firms are facing the most sericus capacity
constraint at the same time; "“passing crders arcund” weuld be of little
help during this pericd.

The Khalifa Pctti area of Chittageng represente ancther dimension of
the local ready-made garment market. Concentrated in one secticn of the
city are perhaps 300 workshops, employing an average of about ten workers
each. These firms provide low-cost, low quality clothes, particularly for
children. Thoir sales channels are through hawkoers and smadl market shops:
merchents generally come to the preducers to buy from accumulated
inventeries (producticon is generally not on coraer). Subcontracting 1n this
area is limited to some particular producticn steps (e.g. embroidery),
sometimes done by neighboring workshops witn specialized macnines or
spocial skills. In such cases, the enterprise giving the coraer suppliles
the partially completed garment, paying cn a plece-work bag1s for tne work
done.  1n cur tour of the arca, it seemed that all workers ana
entrepreneurs are males,

These producers complained that their marketing system left them at
the merey of the merzhants. Fellowing & long Bangladesh tradition, they



petiticned the government (so far, unsuccessfully) to provide,them with

’
better and more central work places, SO onublc thom to combine producticn
with their own retailing cutlets Aonors crytizal reorlem may be, however,

CCnsumers as
50% belcw those of
t higher quality

that--rightly or wrongly--their przunctn are perTelviel by
being of infericr quality. Althocioh tneir prices are 30-
(small) ready-made garment factories, it 1o in tan oo

eng that demand ic expanding moot rani2ly. Toll Zage.wtl o scmewhat
different marketing strategy for them, Seoexine ‘o Lo pore like the small

garment factcries. This implies mere attenticn to quality, to fashicn
trends, and tc¢ packaging cf tne product {(currently thoy are sold "in bulk”
rather than individually wrappad), 1n bath rne ema® Curtnries and In
these small workshops, after all, the work foree 18 a;proximately the same
(8-12 people in the wcrkshops, 10-20 in the small faciories); both use many
of the same simple machines, and ~equire similar skilis. The prcduction-
cn-crder, subcentracting-based linkage between roLullv s and small garment
facterles may provide a model for upgradlng ana transforming at least some
of these small workshops.

\U

One may ask w.y such a development has not taken place thrcugh normal
market forcos, as merchants nctice the potential pr .1t5 tc be derived from
Such & change anc meve 1o expleoit this cppertunity.  Tho guestion is a
general one: 1f 1t 1s suggested that & particular andertarxing would be
privately prcfitable, why has no cne aircady done 117 Tne question
presuppcses a level of responsiveness to potential profit-maxing
cpportunities which is more characteristic of economic textbocoks than of
mest countries of the third werld. 1t is truc that the general picture
which wo have arawn of smaell procoecere in bangiacest 1g one of considerable
initiative, flexibility and responciveness U6 now business oppertunities;
that clearly doec not mean, however, that the system is worklng perfectly,
that there are no cpportunitiecs for further improvement, for example, by
bringing situaticns such as this one Lo the attention o” merenants or
businessmen who might respond by establisning new marketing links.

The 1ssue is not cnly cone of limited informatiorn, however. The
potential benelits from such a change are substantially greater than those
which could be captured by a merchant undertaking such a change; they
include the improved inccome-carning cpportunitios for the supplier
enterpriscs and their werk Zorce, including the dynamic dimension of higher
petential growth rates. Of cours: in a perfect market the morchant wonld
be able te snare in thneso gains sufficiontly to make 10 worth his while
(else cne might ask wnetror: thne undertaking 1s beneficiral to the group—-
producers and mercnant taken tegether). One cannct simply assume, however,
that tho market will work sufficiently well to ensure this result. In sum,
cur proliminary lock at this group of producers suggests an cpportunity to
introguce cnanges an the production/distrivution syst vem which will be )
bgh%fL"Lul LJ all but particularly to the small ente erprisec Tho issue of
how best to effect sich changes 1s discussed at a later point 1n this

paper.
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mave long been concentratec 1n the
. ceurh of Dnaka.  Today tneir praducts
bangladesh. They make products as

ac conplex as stylish knitted shirts

[ LY T

There are scvercel steps in the producticon process, with the number
varying Tro.ooprcdust to oproduct. Starting from the yarn, which 18
generally putreiaseo iu b Garwot, tho Jirct step is veually knitting int~
cleth;  thiz envobe fallowed by washing, cale nderln. (starching, pressing
and faldine). and/cr dvelng of <loth. Th? cloth i< then cut and stitched
or sewn 1ntq camnentsa, Scme garments are embroldered, others are printed
with ccoigno or opotiorng

Each ¢f these steps may be dond either inside the parent firm or on a
subcontracting basis. We have interviewed firms where only the cutting and
sewing was done by tne "sysvem crganizer" (1.e. the parent firm), with five
other steps (knitting, washing, calendering, dyclnb, printing) cach done by
a separate zroup of suppller firms (fcr each step, 4-5 different suppliers
were used). In ancther "system," only dyeing was done on a subcontracting
basis; this anxcperLur had investec in several knitting machines which
permitted him, in additicn (o moeeting his cwn nonca, to do knitting for 8-~9
gthner producers as & supplies o suboontracted servicos. We alsc spoke to

man whose cnly work was to run 7 knltting mechines, &ll on a subceontract
asls, for 6 producers, whoe supply him with yarn and specifly the quality,
ize, and style cof cloth they want. His knitting machines run 21 hocurs per

?
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day (the government forbids them to cperate from 6-9 PM, presumably because
of limited electricity production capacity). He claimed that there are as
many as 1,000 ”conlr;CL knitverst lige hiroin Narayangosni, ozon wiih
anywnere from 2 to 60 knitting mzchines, proouecing clotn on orde for
others who supply the yarn and the procuct specification. Tne same 1S
clearly true cf dyers, enterpriscs specializing 1n calendering, and each of
the other steps in this multi-stage proauction process.  These specialized
producers supply thelr scryices to parent [irms Wno “""ganxze the system,"
combining & varving number of activities done "in nouse" with cther steps
which are dcne on a supecontracting basis.

s\:
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3.4, Exportod Garments.  Mach has beeon wrltten about the explcosive
growth cof parment menutacturers producing for export. Wnile statistics
here seem teo lag porpetually behinag the expancling &ctivitles of the sector,
cne can assort that tnere are at least 150 firme procucing in this are.,
empioying at laocst 50,000 woreers; tne ra pid expension has lecgd to a
widespread shertage of trainec workers, 1n spite oI tralning programs in
virtually every esiablishment, with the result tnat several firms reported
shortages of qualified woerkers as the key constraint holdlng pack thelr

rate of Cxpansicn.  Worwiny hours are long (10-12 nours por aay, with
everything over & hoirs boing pale double time;. X *lring saiaries

(
(includiny overtime) start at about Te 1,200/montn Ipr trained workers, and
can {airly guickly reach Tk ,500-3,000/month {(again, 1n< ]Ag)ng cvertime),
for more experionced procuction werkers.  (Tk 2o.% = U S 1.00 at the time

;__4
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of the study.. The male-femzleo mix jaries from factory tc factery, but may
be 50-50% cverall

Sunenntroiting 1s relevant te this sector In two ways. First and

foremest, the activity itselfl 1s a pure example of international
subecniracting. All producticn takes place con corder, based on impcrted raw
materials {(cl.¢hn and accessories), designe, slzec, packing instructions,
STC.  wihiie uwhel'ship, managomont, and technical supervicsion ie in moet

~ncer now onvirely Rangladeshi, a drivine force benind the activity 1s the
in product deslgn anc marketing. While

frrejen huyP". Wwhno plays a Key rolis

thore 12 some continuing flux, mcst nroducers settle down with 3-1 vuyers,
Whiilo mill :;J;:; chtain prodacts from eovoral sappliers, so neither
baccomes excoevs y d“pendent cn any one cnannel. Under the system of

" otihe maridacturer uses i.is order for final
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"back~-to-back i
product to chtailn crcdit from banks tc buy raw materials. Working capital,
then, comes from financial instituticns te suppliers, with the lcan backed

a
by the credit cf the buyer.

Snbccntracting appears in a different way here as well., Scme of the
larger manufecturers receive mere crders than they themselves can fill.
They ther contract with .cther manufacturers 1o undertake scme of this
producticn cn thoir behalf. This (nanl .~ the smailer or newer [irms to get
started in this type cf activitly bafcord they have dovelcped sufficient
buyer ccntacts to keep thelir facilities fullv cccupied, and before they
have develcped the financial Pvaynxtl n reqguiraed fron the banks; 1t secems
that even with firm orders 11 or now producers do not find 1t easy to

cbtaln the requlrﬁc lettors

credit for importing inputs,

Considorable thoupht has been given,

3.5. Poussible backwarcs
both by producers and pulicy-marers, to tne developmant of possible
backward linkages, invelving the use of lecal cloth and/or accessories in
garment manufacture. At the pregent time, &l inputs for export garments

and virtually a)l for those sold in the loce. maerket are imperted. A
number of prodiceors--particularly those selling domestl czlly--have said
that thoy are actively explering local input cupplies. They have lccked at
cloth from lceosl factoriles as well as from handicom production, cocttcon as
well as silk. They say that tne pest guality 1s at least equal tc that of
imports, and the prico 15 fully cumpetilive, The most freouwnt‘y neard
prnblvw" artne With rogard to 1) the maintenance . consistently high
quality, ans i consumer aoceplanco. Many nrodaeers ars Gpllmistle that
those probloms ars Cl:&i e sointion.  Whaen thls happons, now opportunities
will arise for ezpanded comestic proguction of claoth. in particular, there
may be cppertunitios for contract productlon of nandloom eloth for use In
garment mannfecturing. A problon here may b handloom's concentration on
1009 coatton

proniers (and to @ small o extent, oolig, whilo mest garment
CONSUmaers ;r- for maxed cotten and polyester

)
though, handlcocn prodacts should be saitable and accoptanle.

Cobepro; forosome progucts,

A difrerent range of vackward linkapes concorns accosscries. Scome
(low quality) buttons are reportedly miado looatly, and a new project to
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prodiice higher ¢.zlity progicts 1s unaer ccneideration by MIDAS., Scme
cardboard oexes are currontly 1e2 ;”-a-;y, as are some plastic bags.
The market is big encugh—--and
for “urther growth of thisc an

s e
1805 Urice.

While it is nct central to the questicn of subcontracting, it may be
useful tc point out that ~hanging tastes 1n clothing consumption may have

impertant ramificaticrs with regard to pattorne of income earnings in the
country. iLi garments are made Ubilig ‘myurtcd cloth, thoen the net expansicon
;

rtally smaller than the grcss
derand for the products of

z situation, a shift from

]

a
A DAY
na cshift from
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cf emplcyment in garment making may o0 cune

Cy T
exnansicn, and may even be necative. sinoe b
weavers could be expected to decline. In su
lungis Lo roady-made trcousers, for oxamps
nandlocm weavers (generally rural, mostly male, cften owner-operated) to
small garment factories (generally urban, mixed male and female, with a
hcavier preponderance of wage laber). In thinking about an expansion of
the domestically-criented garment lncustry, whether based con subcontracting
or nct, one would need tc recognize these shifts, perhaps locking for ways
of linking the displaced workers to the newly expanding actlivities. Since
this is a general problem of develcpment not tied specifically to
subcontracting systema, these 1ssues are not explored further here.

.6. Garments: Cenerzl Ouscrvaticns. In the metals industries, a key
forc: leaging tc subcen actlng arrangemente concernegd the benefits of
upvﬁlal 1zati ion, and tn< entration of both investment and skills which

was possible " When difrerent Ilrms concentrated on different activities out
of the total production process. A corcllary of this was the fuller use of
productive capacity in particular functicons.

In the case cof garmont procducticon, the same reascning holds true for
the hosiery industry. Individual firms sjpecialize in particular functions,
increasing the level of sxills in & limited range of activities. A firm
supplying & particular service (e.g. knitting cloth) can keep its machines
and work force fully ceocupiod by accepting orders from a variety of
huyers. for & number of zcotivities handled on a subcontracting basis (e.g.
calendering, dyeing), the reguired level of skills and of fixed investment
is minimal, sc¢ this argument is nct a partiecularly strong cne. The key
explanation for the aeveleopment of subcontracting arrangements in these
activities may arise from the entreprenosr's perception that he can earn a
Aigher return by concontrating hic limlted managerent time and skills on
the ¢il't 1f\14 task of coordinarlion betwoern functions, directly managing
cn'i a fow proovprlun activities hmsel:, ratner than taking on the full
manauumnnr CrTall Ctéﬁq of tne production progess,. In an eccnomy where
work space 18 at a premium and 1s not easily marketable, shifting the
respensibility for finding work space tc supplier firms (wne may already
have access to this--"ozcoss capacity 1n work space") may be an important

Al

conslderat ion as well.,

In the case of cthner reads—made garments, the origins of
subcontracting systems are quaite diftferent. For export garments, the
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genesis for sutccontracting por so 1s clear
fruitful by "™ ccal producticn menegcment Se
develcopment, design, and marketlng previge
c\ﬁﬁénlps who "manage the system." The passi
produver to ancthar is ugsLd sclaly on the des tc fill crcers beyond tne
(current but expanding) capacity c¢f the local manufacturing "parent" firm.

y tne lcw labecr costs, mace
s, comuinec wWith prcocuct
by the forelgn agents and
n crders frcm cne lcoceal
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In the case of (non-hcsiery) garments for the domestic market,
Pearsons' pattern cof cperation clearly does not rest on specialization by
function within the prcducticn process (they as well as their suppliers do
all steps ¢of procduction); rather 1t 1s bas~d on tneir gecision Lo
speciallize 1n lne lunctiuns tnal o alons Wwith manufacturing: in
particular, in preduct design and develcpment, ana marketing. By focusing

their entrepreneurial activities in these functions (while "keeplng their
hand in" by dcing scme manufacturing themselves), they are alsc in an
impertant sense specializing, altncugh this involves functions which reach
bevond munufanrnrlng Thelr success 5nggesf§>that this type of
speﬂlallzatlcn may be » Just as impo ant as specialization within the
production prcocess, narrowly defin B

There is ancther impcrtant impetus for subccntracting, for domestic
garments as well as for exports, which arises when the level of demand
oxceeds current product101 capacity. In such cases, firms supply corders

rom their own production first, only passing on orders to cthers if these
exceed their cwn capacity. This means that "second.hangd crders" (those
pdSStd on by cther domestic manufacturers) are more variable than 1is the
totd1 “of “¢érders received from nuroud, cr the total demand for garments in
the domostic market. To aveld that 1nstability, procducers generally wWork
hard tc try to establish thelr own contects with buyers cor thelir agents,
only taking crders from other manufacturers to the extent that their
productive capacity eoxceeds the crders they can cbtain directly.

Underlying all cf these is a continulng ouestion of capital. The
varying extent tc which different firms face a capital constraint, and the
ways in which they chnocse to allocate the capital they have between fixea
and working capital, is a key deferminant of the pesiticn of different
firms in relation to subcrntrtctlng alterratives. Firms which ¢
évarything themsclves--i... do not usc subcontracting at all--must provide
all fixed as well as all working capital. Parent firms which do make use
I subcontracting reguire substantially les lepd capital_(their auppllprs
are pencrally responsiole for tno WO P;dﬁl»&)” the! nuchlnp"y and
cquipment), ln tne garmont industrios i) parent firme wnich make use o
subeChtracting generally continue to supply the working capital, since this
15 an lmportant aspect of qualtty control ror them., The parent firms’
savings on fixed capltal arisirg from o reliance on subcontracting are more
impertant for some activities (c.g. knitting) than for cthers (e.g.
washing, uyeing), althcugh oven in the latter cases tho Work space needs
are surely not negligible.  Supplier f\rmv nso tneir limited capital in the
oppusite way: they provide the “ixed capital themselves, but rely on the



buyers <f their services for tne raw materials (i.e. for the working -
capitaly.

Discusslon witn many garment firme engaged in subcontreci:ing €ither as
parents or as suppliers might lead cnc to tnink that 1t is proma-ily tho
shortage of capital which has "forced" them tc adept this systom; tnat 2
they had more capital, they would cease tc use it, producing eve rytning
themselves. Yet this argument is not entirely convincing. ¥
Garments—-the ‘largest supplier cof the domestic market, 1n a very sorohy

¢
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capital position--s5till chocses te rely on cutside suppliers frrm anme 204
cf itz sales cver the year, while some of the larger and more dynamic
Narayanganj parent producers have chosen tc expand their 5yqtnm LSS
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ex1stlng subcontracting arrangements--l.e. 1O USE any addililhnd. FTuUnil ooy
find as working capital, rather than uncertaking the fixed investments
which would be required if they were tc prcduce everything in-house.
Conversely, contract knitters in huzrayangan] speak of a wish tco buy yarn
themselves, selling knitted cloth in the cpen market; yet the continuing
expansinn of the industry based on & continuing use of subccontracting
suggests that, when they dc have mcre money available, they find it more
prcfitabie to buy anotner machine--tc invest in additicnal fixed capital,

and continue tc rely on parent firms tc provide the working capital. All
this suggests that the resulting specialization may continue to be the most
profitable outceme for both, and that Increasing availability of capital
may not significantly reduce the extent of subcontract production.

i, LEATHER SHOES

In discussicn ¢f subccontracting in the leather shce industry, one must
start by separting Bata and its suppliers from the rest of the domestic
shce industry.

4.1. Bata. Originally a Czech company, with world-wide headquarters
currently 1n Canadz, Eata has had & factory in Bangladesh since 1962. Eata
officials estimate their share of the acmestic market for leather shoes to
be about 16% (19&3). Their new proaucticn facility, to be fully
cperational by the end of 1986, shoula make pcssible a sharp increase in
that market snars About half of their sales are through thelr own retail
cutlets, with tne rast gcing through asscciated stores, which sell Bata

b ¢

proaucts as well as thoso of otner producers; thess are supplied by Bata
through a netwera of wneleusasll aepoto,

Bata currently cbtains scmewhat cver 20% of their total footwear
products through sutcontract purchases trom cutside suppliers. They use
this channel for more specilalized preducts with lumlted markets whlch would
“anlisnment of regitlap factory production runs.  This

Lkely te change even whon tneir new plant 1S fully
operational; n the 1nrurc, they expect to continue to buy appro ximately
the same number of shoes from suboontract suppliers (abont 500,000 pairs
per year, 1n 1982 anc 1983).

not Justify the oc
situation 1s noet 1
b

o
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sucrlpees, dn oana arcound Dhake. They

- . N v o : . . v bt . S e A . v 3
el COUNLI el o LLhe whiy SuCh we found in all

They currently buy frcro
cperate on the besis of writ y
cur interviews here); these spocify ouai:ty, prodoct types, delivery anc
payment terms. Within thatl framiwoi~, Guaniilaicb dite Spedls fled from time
to time, for specific shipmente. wili .iir (.o ptilng, the supplier is
responsible for all fixed ancd workilw cow.lal; Lo Jiust purchase the leather
and other inputs on the cpon market, Llsny Gualilles S speci1fled by Bata.
Bata supplies the sample shcis (o Le wopinw, il & minimal amount of
{BonATea] assistanée™tu ensure tnat tnd nrocucts supplled are of lhe

requlred quality. The colnpany (iaiiic 1o ol Lrowers, dealing diroﬂtly
with the producers. Tho cupplior fo roopon o for transporting th
reduct to the Bata warehcusc. heormal poyront 1y by check, <as ablc seven

days afrer delivery cf . tne proauct.

Bata has a clear understanding that their suppliers will nct sell the
same products to cther retailers (althcugh they céan produce other products
for cther buyers). This agrecment 1s nct easy e enforce; the approach
used is to try tc monitor the preducts being scid 1in compeoting retaill
stores. There is cbvicusly a problem in deciding whether a product which
is similar but not exactly the same has viclated the agreement, as well as
in determining whether it was e Bata suppller cr ancther producer whe made
a clcse copy ol a Bata product. Thne manager said he would like tc take
scme of his lnmitators to court.

The Bata Managing Directeor says that, in general, he prefers not to
undertake any such subcontracting; he sees it as training and encouraging
pctential competitors. He centinues Lo do it in selected casos because 1t
would be cestly in the short-run to do otherwiss; but in principle h- locks
for ways of minimizing thig type of subcontracting. (The reascning 15
precisely the sams as that of the Managing Director of Milnars Pumps, who
stopped the full subcontracting of pumps to ¢5Dchaﬂl Marshell when the
latter was returned from public to private cwnorship., He felt no potential

threat from a putlic sector cuppller, WRC wWou TJ mcet likely be uninterested

in going intc business in direct competivion with hing but in private

hands, the same capaclty was viewod &8s & potential throat, so he adopted a
f

different procedure ¢ coontracting to deal with 1t, namely, buving
separate parts from a variety cof difterent supypiiers). On the ctner hand,
the Bata manager himsol® ralsed the possibility of geveloping @ systenm of
subcentracting for particular stages of the proguction procesc Examples
ho mentioned include tne hane-stitenlng of 1ope :f SNoes; tocllng ol
leather patterns on sancat Tops; 2nd macnineg S11UC 1ing of convas gncakers.
He said he would be quite open to approacnes from potontla_ suppixcrs whno
might undertake such tasks. He is currently exparimenting with similar
subcontract producticn of innerscles. 1 tne system works, it could be
extended to cther steps where mass preducticn using mecnanized assembly

lines has no particialar advantagos.

There 15 & curicus 1ssue of taxes which arises herc.  Tne governmant
currently imposes a manufacturers' excise tax cof 109 + 2% on all factery

shoe production. Shoes cesting less than Tk 100 per palr are exempt, as



are all shoes manufactured in small or cottage ingustriss,  This means that
tne preocducticn ¢f Bata's own facior S taxel ®hile Lo Shovs LU purcnases
frcm its suppliers are nct, ncr are tne snces sclg

in cempating ratail

stores \Wﬂl”h are virtually all made by small procuacers;,
differential tax clearly provides scme incentive to re i
subcontract production, as well as cnccuraging consumors to ouy from other
outlets. Since Bata's retail pricing structure aims tc kecp some balance
between similar shce types no matter what their scurce, ‘i. @ .tall price of
subcontracted shces are pulled upwerds by the tax, even Lnougn Liese
prcducts are nct subject tc the tax; this eyxplains a part =7 the -urnliers'

frustrarion about what they see as Rata's unduly hich mark-un on rheir
products (see below).

Lot
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One might argue that this diff c"ﬂntldW tax 1nncnt1vr in faver cf
subcontract production is approprlatg and desirable to offset otner types
of discrimination which work against such subcontract suppliers (e.g. in
terms of input avallability, access tc foreign exchange, ability tc compete
for government orders, etc.). That might lead cne to suggest that this tax
incentive should be generalized to ‘other 1ndustrles. The primary
requlrnmenf_for “this tc be feasible wculd be cne or a few firms large and
vulnerable encugh to be subject tc a tax on their cwn cutput, from vhich
subcontract suppliers could be exenpted. The sobvicus candldate 1s ready-
made clcthing for the demestic market, exemprifled by Pearscns Garments.

On balance, I would argue that this would be a mistake. Rather than
attempting tcTintrocducd Tew distcrticns to overcon. the effects of existing
cnes, 1t would be prefersble ro work to eliminate the existing ones,
seeklng for parity in that way 1nstead.

€]

Turning from bate itsel! to tne perspective of their suppliers, these
producers seem quite pleasod azbout mest aspects of their dealings with
their "parent." Procaucers are particularly pleascd tc be paid regularly
and wilthout delay. Prices are censideraed fair, in the sonse of covering
ccsts and earning a satisfactory return, althcugh they grumble about the
substantial mark-up between their selling price to EBatez anc Bata's retail
price for the same product (for cxample, Tk 240 gees to Tk 400 for one shce
type). The cverheads of Bata's extenslve retail network are obviously
substantial. The producers' mzjcr complaint, however, is that there are
neot enougtt orders from Bata, and that these are seascnal, unpredictable,
and unreliable.  0OF tne three Bato suppliors we intorviewed, two were
completery 1dle at the time ¢f our visit, while the third was operating at
about half capacity. They coule nave prodiecee for otnaer buyerc in the
meantime, but shortage of working capxtnl anc creait patterns in that other
mar- 2t channel (sec¢ below) made that diftficult or impossible for them. 1n
short, from thelr perspective, 1t 1S a good system as far as 1t goes——but
there 1s toc little thero to keop then fully cocupioc.

Wodo The nontBatz systen.,  The channcls just aecscribed currently supply
less than 20% cof trs bangladesh market for leather shoes.  An additional
tiny fragment 1s mot from one- or twe-person cohblers, making shoos on
srder for individuz! customers.  The remevnder--cover 807 of the total--is
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In a few cases, the owner cf the retail outlet alsc cperates a small
shce factory; 1n such cases, as described previcusly for ready-made
garments, he normally cbtains only A small portion of his retail supply
frem his cwn factery, diversifying his stock by buying cn a regular crder
basis from several otner factories as well. Conversely, only & small snare
of tne factory cutput is nermally sold through nis own retaii cullel, wilh
the rest (cften 90% cor mere) going cut through a number of cther retail
steres which place crders with his factery. This complex network permits
speclallzaticn in producticn and diversity in sales, while permitting the
manager tc target his prcduction activities besed on a good knowledge of
the skills cf his cwn wcrkers, producticn costs, and the market in wnich he
sells.

Whether cor not they are linked tc production facilities, ncn-Bata
retail outlets buy most of their stock from cutsiders. In a few cases,
this purchasing is dcne through whcolesalers in Dhaka; mcre frequently,
there is a regular contract between a retail stcre and 6-10 small
factories, which prcduce cn crder for that and perhaps 8-10 cther retail
steres. Prcduct design comes from beth sides. A number of participants
repcrted that cver the last 10 ycars the market has grown rapicly in size
and (particularly) in prcduct quality.

This prcducticn and distribution system seems Lo work gulte
effectively and well--with cne major L.CLDthH. The standard pattern for
sales from producers_tc retailars is cn credit. In some cases, this is

rolllng crndlt the prcducer is fully paid fcr crder A when he delivers
order "By he 1s fully paic¢ for B when he delivers C; etc. This is a
manageable system for the producers, particularly since, while they must
pay cash for mincr 1nputs, they can usuzlly buy leather cn the same rclling
credit basis. In cther cases, thcugh, payment Is more substantially
delayed. Scmitimes the prodiucer is nct pald until the product is scld tc
the final cconsumer. In even werse cases, credit cvmulates, and may reach
twe lakh taka cor mcre. Scmetimes tnis 1s paid off auring the Hamadan feast
or at the end cf the yezr; 1in other cases, 1t may carry-cver ever beyond
that. Several producers compainoc that the re hltlﬂL Working ﬂapi:al.\
squeeze has forced them te clese their coers from tYme™to time, until thelr
Eépital position lmproved encugh so tnoey could buy more raw materials.
Producers are deeply concerned about this credit situaticon. They view
1t as arising from & nignly competitive markel, both at the retail level
ang cven more $G oat tne produecticn level., Several ontreprencurs argued
that with excess Crhipacity ameng procucers, retallers have been able to get
daway with inmposing quite unfavorable credit terms con their suppliers,
Competiticn among retailars an turn has pressed them to tace aavantage of
this opening. Suggested policy preseriptlcons might include discouragling
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First, tne price of shces sComi UL hive Incroasoe! orothe

past year or two. Second, mcst procucers seefr to fe

growing rapidly. They say that 1f tncy can S lvie the werking Capilal
protiem, they can get plenty of craers to kKeep them busy full time, (4
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Lo pay
ccatinuing relatively high wapes for workers in the industry. hRmnployvees in
factorins and WOPKSHCRS Suppzy iy Lata wirC rc:zrtcd'r< b earnynge

Tk 2-5,000 per month (whcn thoy work). Ameong nen-Bata supplliers, wnere
Work seems to be more regular thrcough the ycar, Wages are roughly
comparabvle. One Jmplover said he pays Tk 60-100 per day for skilled
workers; in a soccond lccaticrn, Skillied worekers themselves sald they earn
Tk 100-125 per day; in & tnirc, a group of swilled workers said they
receive ar average of Tk 3,000 per month. All of thesc are for "normal
pericds, with higher pay for cvertime during pericds of peak demand. These
are amcng the hignost wages wo founc in any ¢f the industries in which we
did interviews. Tne competitive structure of the shoc industry seems not
lave reachod bacy to drive thosd wWapes doWn,

Even with all theso quallificaticns, tnough, the entrepreneurs’'
percepticns may boe valic; the basic cituation in the industry 1is one of
excess capacity, which shows in the system as pressure on prcducers toc
iots on oredit, I8 this 1s the casge, the pressures will
ita's now facilities come on streat.

supply their produ
clearly increasc when

1t is tempting tc think that one could help producers deal with thls
situation by providing them with more wWerking capital. Indeed, such lcans
cculd be of considerable help to selected %mall producers, allcwing them to
maintain a steadier work pattern. Scme care would be needed, though, to
ensure that this ~redit did not simply pcur 1intc a bott cwless pit of credit
demanded of producers by retaiters. 1P such loans wore limited tc
producers who cperate with rolling credit, fully paic up once & year, fro
their retail store buyors, this could be of eonsiaarable help to tnose
on grovwth 1n
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producerc. It 15 alss true, howoever, that the real constraint
producticl 1n this ncastry an & whole 15 tre level of final cemand or the
preduct.  Sined @ creait pregramn of tne type drseritod would nigvi 1ittle or
ne effect on thil constraint, 1ts cnly impact would be on Who gnts to
produce for thel glven marke', not tne aggregatoe level of proeouction or
employment; a5 such, 1t would serve no useful purpose.

une m\gh« aok o whether this same reasoning applies to all supply-3ide
intervemtiont 1n fupport of all small enterprisos in bangladesh. That
mlght Tvad one to conclude (wrongly, I believe) tnat trn oniy useful things
te do are activities aimed at rairsing the level o demanc for the cutput of
small preducers; anything else wonld affect oniy the allocation of a given



market ameng alternative sooarces of supply.  Soveral countor-arguments may
oC agvencec, V) Effcric to help small pregucers become more efficlent in

thei~ produ“tion ca
secter, which 15 ¢ v Conirablooin it
reductions in prices of } made by small suppliers, which 1n turn
should result in increas2e :n the total demand for such products. (i) A
shift in the allocation cf & glven total demand sc mcre 1S supplied by
small flrms can result irn H g¢ which 1s more apprepriate: greater
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capitzal., Studies in otner countries, which are consistent with the
findings of the RISP stucies in Bangladesh, make clear that small
enterprises use more appropriate factor properticns along these lines. In
gencral, then, supply~51:c interventicrne designed tco enccurage small
enterprise growth through suocontracting can be justifiea where they lead
c\fhgr t& mere efficicnt prcduction in small firms or tc a shift in the

locus of supply to meet & given demand to suppliers ucing factor
pPCpc”Lqu% more appropr,a ¢ tc the country. Neither of these would appear
té neld in cupplylng credit to selected small shoe suppliers, since in this
case the net result wculd only be to shift the allcocation of a given
product flow amcng similar small enterprises,

5. HOUSEHCLD LINKAGES THROUGH SUBCONTRACTING

One ¢of the gcals of this censalrancy was to explore the extent to
which subcontractirge systems reach back to nouseholds. This pattern has
been widely cohserved 1n cther countries of Scutn and Scuth-east Asia, and
was prosumed to exist in bangladesh as well., Unfortunately, withcout a more
comprehensive and SYSTomnit 10 Survey tnan Wwe were able to do in the time
available, one can only give impressicons and examples of types of
activities which are carrently orgenized 1n thls way in Bangladesh.

[

The exaumples 1nclude consideoravie amcunts of hand-locm weaving, wilh
the yarn acvanced by mercrnantle, wiie may alsce supply designs,; a groat
variety of craft products, mace on crqer {rom retail steres in Dhake or
tlsewherc; proaucticn 1n hoines off simple household products such as brooms
and mats, where the preduction is done on corder from lccal merchants; the
making 1n honsehcolds cof swoets, on & regular order basis, for sale in
retail cutlets; anc the maxking (rollling) in homes of "bidi" cigarettes,
acne in o hemeSs onoorder fron e numoes of 21flerent large-scalo companles

which package and sell tnes. clgarettes.

In some casce, private voluntary organizations have attempted te
develep systoms ofF prodguclion invelving contract work in the home.  An
examinatton of twe such attempts may help to ciarlfv beth the strengths and
Limitaetions of cuch an approacn.  Cne activily arcse cut of a training

Yoo tencn ununt cnvla care, health

IR RN

program for o woter; e primary g,

and nutritten.  An o incote carnlng conponent wes adaod, cinee 1t was clear
that thiu program wil woreing Wit very pocr wolen Wwhe have groat need for
¢

tncreased fevels of 1ncome. The participants were placed 1n one of several



"scircams," with different cccupational focuses: knitting, sewing, basketry,
the msking ¢f bags and boxes. The latter zactivity involved showing women
how tc take large pleces of cardbcard, cut them tc shape, spread glue on
the relevant tabs, then form tnen intc beoxes. The PYC centacted a2 number

21l stores in town, cbtaining substantial and regitlar corders for
these hexes freom three saree shops. At the conclusicn of the training
pericd, the women continued tc make the boxes in their hcmes, based on
th.sw orders and arrangements.

The prcblems with this arrangemont were twc. First, the contract
negatiated by the PVO cfficials on behalf ¢f the ladies specified that the
women would buy the cardbcard themselves, on wnatever terms they could
get.  Tht price of the box was negotiatec by the PVO, and specified in the
centract. The agreed price was based on a cesting for cardboard and glue,
plus an estimate of the time 1t would take cne perscn tc make cne box; it
implied a return of cne taka per box (1t was estimated that one person
couls make 3-5 boxes 1n three nours of work). Socon after the agreement was
reac:.d, however, the price of the cardbcarc increased. With no provision
for review of the terms of the agreement, the pay per box remained where it
was; returns dropped from cone taka to half & taka per box. The point is
that the terms of tne agreement left all risk of changing input prices to
fall on the shoulders of the wemen. Beyond this, no effort was made to
lock for faster or more efficient ways of making boxes. The organizers
seemed to feel that speecding up the process would cnly mean fewer hours of
work, or work for fewer wemen, which was tc be avolded. The general
attitude seemed tc be that any werk, nco matter how pocrly pald, is better
than doing nothing; that therc 1s only a limited amcunt of werk tc be done
(& Lmitec market fcor boxes, 1n this case), so no efforts should be devoted
te locking for wave ¢of speoding up the process, so returns per hour of work

coulcd be increased.

This example could be contrasted with ancther income-generating
activity of another PVO, involving the producticn of dried, shredded
coconut. Working with a greep of landless village women, the PVO developed
a simple technclogy for grating, then using sclar driers tc dry the grated
coconut.  Again, marketing links were developed with buyers in town: this
time, to cockie and biscult manufacturers. The latter had not used coconut
in their products before, 0On being approached by the PVG, they agreed to
do the recgulred market tests, which proved to be quite pcsitive; they
offered to buy ail that counla te cupplledc. wWith tne simple grinaers and
solar dariers——whouss tobtal cost was less than $20, anc coulce be bought with
a lcan fron the PVO-—-tne proauction process coald be speeaed up
considerably; working about 4 hours a day, o woman coulc earn between
Tk 500 and 1,200 pcr month, depending on her skills, new industriocus she
was, and whetner she operated one or twe scolar driers,

both of these exanplas anvelved contract production, linking women
WOrking in thelr own homes to the urban econcmy. Yot the results are
dramat ically different an terms of revarns per hour of work. While there
are a number of aspects to the differences, pernaps the primary factor was

2}



the emphasis con ecarning satisliactery returns per
consideraticn 1n deveiCping Sudl, ah aftivity. This le i turn to & search
for scme simpie and 1nexponsive technclcgy which could speed up the
prccess, and tneredy raise rolarns Craemetically.  The second actlivity
provides what al. would conclcor=-!for rural Bangladesh--tc be a good
income. The filrct cone coula Jnly Ui characterized as leading pecple intc a
low-income dead enc. In botl cases, producticn 1s based c¢n corders from
urban enterprises; witncut ot Z<ust a mimimum of techncloglical upgrading,
however, Ttheresult cculc cnly Le regaraed as unacceplable.
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ave bcth focused con the activities cf PV0O's. Clearly there are cther such
links which have been estetiished on & <ommercial basis.  Tho cralt ‘
products made particularly in ang arcund Ccmilla are examples here, as are
ccemmen hcuseheold products (mats, brooms) to be found in smaller cities and
towns throughcut Bangladosh. In such cuses, the links are made by
merchants, whe see an cppertunity tce have & product preduced in a low-cost
way, using village labor and cften local raw materials (bamboo, clay,
wocod). Discusslon with officials in government agencies engaged 1n these
types of marketing activities revealed a familiar passive burcaucratic
apprcach. 1f further exploratory work is tc be done 1n this area (and I
n )
t
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exampleg cf suheeontractine lainked to househcld produacers
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thnink it weuld be useful area for examl I would suggest starting
with owners and managors of private retal lets in bhake (both fully
vuTﬂ“PnLul cnes and those with a servico crientaticon), werking through
their supply channels back tc the coriginal prcducers and then back to
alternative cutlets. I regret that 1 did nct have time tc pursue this line
cf explcraticn during my consultancy.

6. SOME GENERALIZATIONS

6.1. Why do firms engage in subcontracting? Answers can be grouped
int¢ four major categories,

6.1. Shertage of capital? When asked why they engage 1in
subﬂontractlng, mest firms will answer that this 1s primarily due to a
shortage of capital. By sharing responsibility for preoviding fixed and
working capital amcong soveral proaucers, subeontracting systems make 1t
pcssible to mobilize disporsed pockets of capital which 1t weuld be

i ficult to put to proguctive uso, 1n the absence of eoffective financial
intermediarles to channel such funds from savero to tnvestors.,  Wnoere much
industrial acitivity--small as well as large--taxkes place in closely-held
family firms, therc is limited cppertunity for eginily participaticn in
grovwing sectors; suach growth may be limited to tnat which can be financed
from internally generated funds, money azvailable from fanily or close
friends, and creait from proeblematic financiz!l insititutions,
Suvcontracting arransemnents permt o nunbor of different producers, each
with dccess to partienlar scuarces of funaing, to contribute a share of the
capital needs of & complex procuction process by taking full responsibility
for one or a iimited nambor of stages cut of that compiete system.




Une must put this argument 1n perspective, howover. A ¢clscusiod
beve, 2 centinuing rellance on anc oven expansicn of suboont rant

systems suggests that, when procuacers do¢ ¢at more capital, rather than
abandcning subceontracting 1n faver of fully integrated svstems, tnav 1'1ind
1t beneficial tc use whatever funds they have available in an expansion of
existing arrangements. Capiltal, after all, is always gcarce Yo agme
extent, and is allocated amcng alternative uses con the basis ¢f percoeived
advantages of each, in terms cf prcfits as well as cther consiae a*an,a.
Why, then, at any given level of capitral scarcity, is subecontracrine chosen
cver alternative prcducticn arrangements?

W

6.1.2. Specialization. A key aavantage claimed !or subeontracting
systems is that they facilitate specialization. There are tnree aspects of
this. .

6.1.2.1. Specialization by function within a ccmplex
producticon process. By specializing in one particular step in the
procduction process~-foundry, fine machining, knitting, embroidery--a firm
can develcp particular skills and invest In specialized machines which
permit both higher quality and lower ccst producticn. Using such
facilities for a number of different buyers facilitates this type of
specialization, enabling such & specialized producer to keep more fully
cccupled concentrating on & more limited range of activities,

<

6.1.2.2. Jpecia]iiaticn by product tvpe. Clesely related,
and making pcssible the same kinds of pencfits, is speclialization by
product type. A shoe-miker or garment manulacturer can reduce costs and
tir
c

improve quality by conceantra orn a2 limited range of similar products.
Subcontracting systems can faciiitale thi marketing cf products by small
producers while allowing them tc engage in this type of product
speclalization.
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6.1.2.3. Specialization as bertween producticn and
marketing. There ie nc deubt that proauct develcpment and marketing is a
very important swill, an area wnore scome ontrepreneurs are far more capable
than cthers. Those with limited abilities in tnis area cen find
themselves trappea in & situaticn where they are selling & limited range of
products in higaly competitive and siowly-growiag markets (Khalifa Pottl
producers are a caso 1n peint). Establisinng subcontracting links with
vthers whe are zoroe cazable 1n proauct development and marketing can enable
such progucers to tawe fall auvantage of thelr proguction skills wnlle
not beoing 56 Censtralnac DY tneir marselong Iimitations (bBava anc Pearscons
suppliers are cesec 1n pointj, o

1
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O.1.5. Lower —apul couts,  f osubstantial range of subcontracting
activities arics vecauss supnlior firms have lower input 2csts—-
sarticularly, icwer costo of lavor and of work space--—thal the arent
Firms., Internetional gevccntracting of garments is a clear casc 1n polnt,
rased as 1l s on Bang Zadosnts low wage ratec,  The same reascnins applies

6

te & large domestic marnafantorer of centrifagal pamps, wno Says that laber
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better paid than arc omployors o0 b Loaolrs.  Similar roascning may
apply foer work space, particularly a1f va Suppiter firm uses a8 Werk space
to which he hs pecial {family-Lased, historicll) rights which are not
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easily marketabl

6.1.4, A fourth major s frop whniiern subcontracting arises
ccncerns temporary demands which cwoond oo "ff*ﬁ"*‘cn capacity. This
happens in Lwo contexts, ct 1c expanding
rapdily, production is alsc ineremoinge, T wit: o lag; these whe receive
ocrdars may agree tc 111 tnoso orders, tnern arrange to do this by
subcontrahting the o"dC”% tc cthers: eitrnoer now f1irms, or other who have
cxpanded a s A In
such cases, cnce the markst reaches a more statle situation (i that ever
happens!), subcontracting will cease. Ancthor context for temporary
subcontracting arises when proonc&rs believe that the demand itselfl 1is
temperary. This could be due eithor te scascnuel patterns (garment and shoe
sales rise sharply before the feast) or to expected interventions (e.g.
guctas) which might reduce the potential for exporting. As suggested
above, this raises the problem that variaticons in market demand may fall

th particular ancd magnified severity on subcconiract suppliers.

B FaaN—- . . v
Aklu PR SR Y PR AR P Casn wivan iy

LATEEE S S

wro codore, Eupart onrrontc oare an ex

<(‘

This situaticn ig particularly likely to ariss In situations where
labtcr laws make 1t difficaly for ) irmes to lay off permanent workers,
while smealler firms either are exempt from such laws or find it easier to
circumvent them. This is ccrtainl, true in Bangladesh, and helps explaln
part of tne preference of parent firms {or subcontracting systems to meet
SWoC as Lamnporary.

r
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Do these characteristics taken as @ whele mean that subcontracting
systems are desirable for developing countries in general, and for
Bangladesh 1n particular, from @ naticnal welfare pcint of view? The first
three reaccns discussed wny firms engage in sudbcontracting (scarcity of-—
and improved mobilization oi——capital; increascc specializaticn; and to
take advantage of lower input ccosts) imply a clear pesitive answer.
Increased specialicaticn, improved ratrs of utililzation of capacity,
increased utilization of under —utilized laver, capital, and work space,
improved linkages between iscrated producers anc more dynamic markets, can
all make a signifiicant contribation to increasing income.  The 1mplied
inereasea variability of emplovment in snppl;ur firws can boe o
disadvantame, 17 1t 1o seen a5 o way of circumventing @ gesirable sot of
labeor laws, anc 1f 1y 1s reccgnized that enfercing these laws may result in
the lcss of that seascnal employment altogetner. Potential problems of
explcoitation and dependence are discussed further below.

b.2. Provioms of
emphasized the advantaves to parent and supplicr Dirme and te nations of
subcontracting systome.  What are the lumitatyons, weaknesses and problems
involved?

subcontracting.  Thne arscuss'on te this peownt has




C.Z.1. For oparent firms, there are two key prcoblems. The first is
cne of tining and roliatility of asurp related 1s the question
of product quail Iivery cor 1nfericor quality of a purchasec
input Car moano cerlous loos, po ¢ bankruptcy of a business, Parent

firms somet mos fint *helr suppliers to be so unreliable that they cannct
rise tneir own futvre on the supplier's meeting his contract; to aveid that
risk, tney feel they must preduce scmething themselves, even 1f doing 8O is
mere exgintive, pornafo invelving capltal costs which they cculd otherwise

avuld.

uccesslul suvceontracting systems must ceal with this problem. Twe
ave 'n found, often used togetner., The first 1s to develop a close
: g relzticnchin with tho supplier, te holp him develop a management
system which will ensure timely aeolivery, maintain quality standards, and
cvercome bottlenecks as they arise. Often this means assigning one person
te work on a regular, perhaps full-time, basis, witn each supplier. The
sccond apprceach 1s tc buy {rom soveral C1ff0~ﬂqt suppliers, so¢ that
preblems with any cne can be compensatec by increasoed purchases from
cthers. The establishment of such & systom 1s clearly not cost-free, and
must be set agalnst the cost-savings to the parent firm 1n determining the
pctential advantages or disagvantayes of subcontracting. As suggested
above, scme parent firms have aeciden that the costs of establishing such a
s¥stem-—cr the remzining risks of cporating wnile using cne-—are toc

great; thoy have droppad subcontracring alverscother, shifting to fully
integrated producticn.  EBased on their own menagement skills, their
contacts with potential suppliers, tnglv evaluation of risks and profits
invelved, and & host of ctner considerations, different entrepreneurs will

O -
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reacrn dififerent decisions hero,

There are twe furthor issung ¢f quality wnich may be adcressed here.
The first ccncerns the technical ability of qupplier: te produce good
quality prcducts. The second is clesely related; it concerns the
pressures in tho system elthor 1o maintaln or net to maintain a particular
level of quaiity. Te procuce & better quality product almost always costs
more. It may requlre better quality (and more expensive) inputs; it will
generally require more laber time. Several participants expressed to us
the view that subecontract suppliers are capable of producing much better
aquality produacts than tney are cnrrcntly making=--if there werc an incentive
for them to do so. At cne present time, for scme product lines, the
pressures soom to work thne other way. On tne cone hang, Layoers are quite
tclerant (scmntimes ¢ o "sigl paymente”) of low guality products; on
the cther hand, strong competivion bolween Suppliers pats pressure cn all
Lo produce tne lowest quailly produact wnich 1S acceptatle to the buyers.
In thic situation, laments about the low guallty of progucts available from
subcontract suppliers, or technicel assistance programs aimed at teaching
them to do Letter work, mav bo giite misplaces,  Only whoen bayers insist on
higher quality stancarae, and rocoonigy Thabt tnoy will nave to pay a higher
price to cbtarn 1ty will this viclois cirelse bhe proken.
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Again, smoothly cperating swboentir=2tins system st provide an
effectivy: way of dealing witn thls prot. a.  The buyer in such a system
shculd know what quality stancard is regoirec for a particular part or a
particular process; he shcula know where 1Y 16 practicel to econcmize, and
where it 1s important to insist on gualivy. He is alsc 1n a pcsition to

insist on that quality standarc. Mzny siocontraciing systems we have
observed here seem tc work that way--with tne major exception of thcse
wnere the buyer 1s the public sectcor. What thls suggests is a need to
establish, maintairn, and insist cn a hien quelity standard, particularly
for purchases targeted for the public secter

It 1s 1n this context lhatl one may Lestl view & lechnical assistance
program currently being cfflfered t¢ small prcaucers by the Bangladesh
Employers' Associaticon. This program, funded by UNDP thrcugh ILO, has five
technical experts werking tc raise skill levels, primarily (but nct
exclusively) in the metals arecas. 80% c¢f their work is offered on a fee-
for-service basls to large firms which are nmombers of the BEA; the other
2C% of their time is tc be made avaliable, ©ither frae or for a nominal
f'ee, tc small worksheops. Partficularly for tne latter ccmponent, the
experlience tc date has been & mixed cne. Small prcducers often don't seem
particularly interested in grawing benefit from these experts; the:r do not
see the need for technical improvement. The large firms (public, private
al, and neltinat l’”mi) that are mombers of the Asscociation repcrtedly

1iv 2 suppliers; cone of the reasons
cr th1 is their telie!l that the are not capable of making the
products they might wish to buy. 1 the absence of an effective system of
guality contrel, we are ioft with & stalemate, where small proagucers find
ne o incentive to preduce better quality procducts, while petential buyers of
thelr services are convinced tnat they are incapable of doing satisfactory
work., The problem is not primerily with the technical skills, but with the
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linkage mechanisms.

6.2.2. Fer subrcontract q“upllﬂ" , whether producers cor (for
internaticnal suboontracting) countries, prohlams arise under two major
headings. The first, a@lroeaay disoussed, arises from the variability of
crders. In some cases, it 1s pessiblic 16 moaerate this problem by seeking
crders from a diverse set of buyers. Fcunarizs can fry tc serve a range of
parents, froum a range of lndustries; expert garment manufacturers can try
te get orders from several different markets (Western kurcpe, Middle East,
USA). Fer frrms supplyilny a rathor scascnal acmestic market (garments,

SNGEST, thls option 1o noy available; the problem seoms to be an

unavordabio one.

The cther problem facea by suppliers is cone relating te possible
dependence an buyers and resulting risks of expleitaticn. This 1s a
complex ana controversial i1ssuae, often witn taeclogical overtones, Parent
Cirms generally do have supericr skills, pariocularly an the marketing and
management arcas, whlceh often pat them noa ctrenger bargaining pesition
than theayr suppliers; as a result, thoey are often able to obvarn terms

which are more favorable to thern,  The strongest detfense against thls--and



1l 1s nct always avallable--1s tG sesk UG deal witn an array of huyers,
from as diverse grouplings (gecgrapnical, soctorai, fi0m Lype) éo
pcssible. The cppertunitics tc do this will vary from case tc nan;
even r'cr suppliers tc Bata anc rearscn Garments, where tne barzaining
Streagln is perhaps most unequal, suppliers can build links to otnor
deuestic retail cutlets as well, cnly continuing to deal with thcir
"godfavher" if it is preferable *c the alternative of withdrawin entirely

but

from that purchasing channel. Cnce again, "multilateralism ¢ Loti, Siden”
seems tc be the best defense avallable against risks on elther sice.

£.3. Copital and Crecit, The significance of capital shertape nrchloms
amcng subccntracting firms seems to vary sha pl, from industry tc
lngustry. Snoemakers sce 1t as a sericus constrz.nl, particularly vecause

of the credit arrangements imncsed by non-Bata retail buyers. Among
garment manufacturers, Pearscns' streng capital positicn was cited as a key
factor enabling them to esta%lish themselves as a major fcrce in the
market, buying (but paying cash) from several factories, for resale through
thelir extensive distributicn network. In the metals industries, problems
of capital shcrtage were much less preominent in cur conversaticns.

There are currently surprisingly few credit links bctwson buyers and
suppliers In subcontracting systoems, less than in other countries where I
have worked. We have heard of cnly & few cases where lhe parent firm
proviaed any help with the purchasc of capital assets: the "inside
subcentractor" weorking for a pump manufacturer; Singer, which provides
capital lcans to its suppliers; and Bata, which occasicnally does the

same.  On the working capital side, in internaticnal garment
subcontracting, tho "back-te—oack lotters of croedit system" means that the
parent firuw's craer enatlics tne supplier to berrcw from the bank to finance
the purcnese of 1nputs. noa few of the mitals systems, as well as in the
hosiery industry, parent firm providea the raw materials for processing.

In all cther cases, the supplier had to cbtain the inputs himself. In the
case of dealings with public seotor firms, we were tcld that when BMTF dces
contracting weork for & private producer, tney require 0% cash payment 1in
advance. When private producers oo subcontract supplying to public sector
firms, cn the cther handg, delayed payment well after delivery of the
procduct seems te bo the rule.  In both types of transactions, then, private
sector firms find the o they must supply working capital tc the public
sectcr particlpants, 1! they want to do business with them. Some producers
selling machinery and parte toe putlic soctor textile mills repcrted that
they niinimize these probloms of delnved payment by working through agents
or brokers. The agents pay @ suvstanvially lower price tnan cone cculd get
by entering tne tendering process directly, te s=211 to public sector
buyers; out by aealing tnrough agonts, one avoilads a1l the hassels which
tendering 1nvolves, as Wwoll @ the Lime-consuming task of keeping aftor the
buyers, to pross tnom to "poy obpl" o Thne agents can oalss porform a useoiul
function vno divaiding large oraers 1nto Smaller 1ots Whiteh can be huandled by
a numuer of small suppliors. Th auents clearly lake thorr cat for oall
these services, bat sovoral omal!l supplicrs scomed to think ot was well
werth b,
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©.4. Risk. An impertant is
he runs, in a particular prcduc
ways In which particular contrac
for various participants in the

The largest risk fcr a parent
prcovide the required prcouct, with
time. As suggested abcve, this is
scmewhat, but not eliminated.

For suppllers, tne Key risk
relaticnship is that he may inves:
cnly tc find that his crders are
subcontracting counterpart ¢f the s
¢creating the capacity to prceduce sc
it. In a subcontracing systloem,
by the parent firm; except in
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cnce again, 1s
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guard against this,
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can help, but cl@arly tne risk stil
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A different type of risk a
course of the proccuction prccess,
provided by the parent firm, this
supplier; this c¢ould be c¢f considera
which escapes in this way a potent:
vary frcm one production process to
a bad casting, the material can be
fuel For woca carvine or garmoent
of raw material unuscable.
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A final risk relates to variat
outputs. The impact of 'hls risk a
depends cruclally on the terms of t
provided by the parcat Sirm, with ti
foer thelir value added, then this rics
firm. 1f raw materia! procurement
and prices of the [inal
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the ccntract, then this risk gets
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rangeinents affect the level of risk,
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renewed.  1n a sense, this is the

tandard risk all businessmen face: of
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leest {?r the pericd of the contract). Both patterns can be found in
Bangladesh; hosiery knitting exemplifiles the first arrangement, while
garment and shce contracts generally fcllow the latter pattern. The

diflerence can be quite significant.

¢ .. Public and large private sectcr participaticn in subcentracting.
The discussicn above makes clear that there are numercus problems involved
1n subccontracting arrangements between public and private sector {irms.
Public sector firms are under little pressure tc minimize costs, or to
1ncrease the rate of utilization of thneir existing capacity. Frocurement
regurations generally require copen tenders, which are cunbersome ways of
esi&blishing subcontracting relaticnships. Many purchases are required to
us? internaticnal tendering, which makes the process even more difficult
for lccal suppliers. The government's persistent cash shortage means a
perennial prcblem of delayed payments. As suggested abcve, government's
lax enlorcement of quallity standards results in widespread product
devaluaticn, as suppliers attempt to save money--scmetimes are forced to
savz money, tc meet sharp competitive pressures from cther potential
suppliers. 1In the absence of change in many if not all these dimensions,
it may be cvercptimistic to expect a large increase in subcontracting
between public and private sectcer firms.

One might add that, given a chcice between imperting or purchasing on
a subcontract basis with a domestic supplier, some large private sector
firms might chcose the import opticn, since it prevides them with an
cppertunity, through overinvoicing, to move money cut cf the country. Some
have argued that this 1s a significant consideration for a substantial
number oF large private sector prcoducers.

6.6. Diversity of experience. 1t Is impertant to recognize the grea®
diversity among different businessmen, even within a particular industry,
in the extent tc which they chonse tc make use cof subeontracting systems.
The crganizaticn cof centrifugal pump manufacturing is instructive. We
interviewed s large private manufacturers cf contrifugal pumps. The
managers cof a Six gave every indication of belng capable and energetic
sntreprencurs. Among those six, twe rely 100% con subcontracting,
purchasing all parts from other local manufacturers, dcing only organizing,
marketing and assembly work themselves,  Twe cthers started cut relying
torally on subcontracted production of perts, but have now switched to
making everything themselves;  tney found the contrel of seheduling and
quaiity cf 1nputs to be too complex toe nandle on a subcontracting basis.
The fiftn firm suvcontracts oll founary work, making all other parts
himself. The sixth makes all parts himself, but dces all the foundry work
cn an "inside subcontracting” basis: ho provides the werk space, equipment
and rav malerials, paying someono on & plecy-work basis to hire and
supervise the staf !l and Lo tally recponsitle £or ais aspects of the
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casting. Presumably the diversity among these siz producers reflects

differing skrlls, existing facilities which they currently cwn, access to
capital, and porceptions of rature demand for pumps on the part of these
entreprencurs.  Thio sams diversity wes observeg among producers of power



lecoms 1n Dhaka and Chnittagcng, and amcng preducers of hosiery produgcts in
Naravanganj. An cutsider wculd be fcolhardy in the extreme tc say even fcor
a narrowly defined product tnhat cne pattern clearly and generally dominates
all others.

6.7. Is the current lavel of subcontracting in Bangladesh "too low" or
"too high"? 1In view cf tne wilagespread use of subcontracting arrangements
in Bangladesh, one may ask wnether cne could say that its use should either
be encouraged cor discouraged. One mignt argue that, except tc the extent
that one can identify particular impodiments which prevent the market from
reacning an optimum ocutcome, the raticnality of the market will lead to the
result that "whatever exists must be just right." The main arguments for
gsserting that the expansicn of subcontracting should be enccuraged, -then,
are based ¢ . the existence of impediments which currently hinder the
attainment of that optimun. Some of these have been identified in the
previcus discussicn, and will be explcred in more detail in the following
secticn cf this paper, particularly thcose centering arcund government
pclicies which stand in the way of expanded use of subccntracting. Aside
from these policy-induced impediments, the primary reason for asserting
that the current usage cof subcontracting is "tco low" arises [from a
Jjudgement that the productive capacity among smell producers in the country
{including housencld producers) is substantially greater than current
cutput; that for many such producers, the key constraint hindering their
expansicn concerns product develcpment, and links to more distant but more
agynamic markets; and that subcentracting can provide a mechanism for
overcoming these constraints. The fcollowing secticns of this paper discuss
the ways in which pclicy and prcject interventions might be used to
encourage such an expansiorn of subcontracting systems.

II. POLICY ISSUES

1. PRELTMINARY COMMENTS

The eccncmy cf Bangladesh, like its pclitical and social structure, is
made up of twc major compcnents. In the first of these, the key to success
is built arcund favoritism and special access: dispensing it, or receiving
it., At 1csue is special access to credit, to forelgn exchange, to licenses

and quotas, tc activities which are profiitable o a result of special
regulations cr prohibitions.  Trne activities ¢ most public entorprises and
most public regulatory agencies center aronnd  pportunivics creatoed by

thesi situaticns of favoritism ana special access.  The samo 1s equally
true of many large private sector preaucers; many of thom ¢got where they
are, after all, because thoy nad speclal actess, because thoy knew how {6

play that system.

There 1s a secend side of the bangladosn economy, mado up of
individuals ard enterprises that den't have acceess to that favoritism-
dominatea sepment.  This secona tier grves overy tndicaton of being




»traordinarily dynamic, ros; sNsive, ana creative,  Many 1f not mest ~r o the
ducers 1n this segment! &re sma.l enterprises; many are engaeged In oscme

2 of subccontracting activy hin srgme nt

c in the aggregate; as descr

shiculd be clear that it 1s al

ry. It s haro to Know hew hi
ibec 1n tne first secticn cf t:
ive and well.

This raises the questicn as tc whether the best thing t~ dr for small
cnterprises in gener:l and subcontracting systems in partisculo- ie - leaye
thom alcne. If they are dcing reascnatly well under a pclicy of "bernign
naeglect,"” there is clearly a risk that mere interventionlst pclicies may
make things werse rather thar better, In particular, ithere 15 & great
roemptaticn con the part of government cfficials in Banglagesh to seek U6
extend the domain of governmoent ccntrel and regulaticn—--tc extend tho upper
tler--sc it inccrporates mere and more smaller preoducers, subcontracting
systems anc all. We will need to be particularly aware of this risk, in
discussing possible pcolicy changes.

Our discussicn of pclicy issues falls intc two major categeries. The
first concerns the future growth of firms i1n the lower tier, taken by
themselves: policies which currently constrain the growth cf this grceup of
firms, or which might be.modified to be more suppertive of devcelopment
within this group. The sccenc area concerns pclicies designed tc link the
leower tier mere closely to the upper tier, sc that any growth dynamic 1n
the latter will be carriec over tc the smaller proaucers cof the former,

2. LINKS BETWEEN LOwER AND UPPER TIERS

In principle, thore are many copportunities for establishing
stubcontracting links betweon small producers in the lower tier and the
larger public and private secter firms in the upper tier. These links can
(and, to scme extent, dou) g0 beth ways: small firms buy services and
products from larger enterprises, and larger fiems buy inputs {reom smaller
suppliers. As cxplained in the firsy secticon of this paper, these types of
links have developed cnly to a limited extent 1n Bangladesii. There are a
number of reascns for this, which provide the background for a set cof
policies designed tce encourage more gevelopment along these lines.

2.1, Hules and reyulations concerning sancticnec firmg. It 1s an
cverriding characteristic of the systom <F 1ndustrial sanctlons that a firm
gualifies rfor benefits enly on tne basis of in-nouse progucticn.  Probably
the most important changes 1n policy needed te encourage the growtn of
subconuracting in Bangladesn center arcund an extensicn of these penafits
to make thom available for activities undertaken on e sebeontracting

basis. hero are soveral examples nera:

20101, backward linwy ren export andestries (oog, garmonts): the

boended warchouse sy t»u has proviaged an effective ang workeble set of
procedures Lo permit the duty-free wmpert ¢f ¢loth and otnor inputs used in
the preoducticon of garments for expert.  The wording of the regualaticon In



tne Bansiacesn Gazotre (No. S.R.C 306-L/8LBo4/Cus, June 27, 1984) implies
that, froro the point of view of tioe customs regulaticns, a {irm could
"Inteyrrare nae s." 1mperting thread auty free, using that to weave
cloth, which would then be used by that firm tc procduce garments for

© happened yet, for a variety of reascns. On narrcw
legal grounds, industrial licensing 1s currently specified for a restricted
set of procducticn activities; if a firm were to attempt integrated
productier yn thre wav, chat would have tce he changod (tc license a zingle
firm, for exampl<, to produce Loth cloth and garments). lore basically,
though, precucticn ¢f these precucts for the expcert market 1s a highly
Specializet activity, requiring a high quality standard. Garment

manufacturers arc not usually skilled te that level irn making clcth, and

i

expcrt. That has no

are nct likely to beccme sc.

The alternative, then, is tc have the cloth and the garments produced
in separate enterprises, To some extent, this is already happening;
several firms are currently established and licensed to procduce cloth for
expert, based con aquty-free inported thread, using the same bonded warehouse
procedures beling used for garments. Scme of these firms are beginning to
establish saies linkages with the export garment firms, which means that
the backwards linkages from garment expcrts are indeed bheing established,
albelt in separats, sancticned firms.  For such backward linkages to reach
te (non=sancticnec) smell prooucers, the "parent firm" woild need to import
the raw material and "put it cut" for processing befere either exporting it
directly or incerpeorating it in & product which is then experted.  Such
activities would currentiy beo illegal;  the regulations specifically say
that the importer must have "suita o in-house facilities to manufacture
the goods for which the rhaw metoriols EFE_]chrted” {sec the regulation
specified above). A change in tho wording of L.ils regulation would be the
most straightforward way of making it possible for such activities to be
done cn a suwbeontracting basis,

2.1.2. rervard linkases from export industries (2.5. leather): a
limited but growing number of firms arc producing gocd guallty finished
leather for export. In principle, it snculd be possible focr scme of this
leather to be processed into shees-—-or more likely, 1ntc leather uppers for
shoces--and exportec in that form.  The problem 15 reported to be that the
tanners and shocemakers are separate enterprisas;  tanners currently enjoy
speclal benef1ts from tneip cexports, which tney would 1.se 1 they sold
their leather te cnoomakers for expert in that form.  The kExport Promotion
Burean 1s exploring alternat 1ve wiays of "snaring the benoefites" of
exporting, which would bi equitatie for all. The same 1Ssue nas arisen for
the bonded-warchouse exporters of clcoth; they currently obtain special
Incentives for thelr experted proancts, whioh they would icse 1f their
cloth were incerporated inte garmonts reor subsequent export.

The preblem 1s & general one; hav ng provided special incentives for
ocnie must o alsc pay sttention to the distrionticon of

expertors of all typeg
stagoes in the production

’
these benclits among different pecple ot aifferent
process, If ail tne bhenefirs arc captured by the final oxporter (the last
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persen in the chain), then each joroon will try tc have trie chain end with

him, providing a clear incentive arainst forward linkages. O0f course a

geed frve marke: c”cncmist WILlT Suy: one neod toopa) spccxal attention tu
f\

that; cnefits at the end of tne svitenm will autcmatic 1ly work their way
back thr sugh tc earlier part1P1,~"L in a productign/distribution system,
The preblems with this reascning are first thal we are nct dealing with a
free market (the thing that rais o the problem in the first place, after
&il, is pecial governmont-inda.o!d intirvention prograb aimed at
providing special incentives for cxporters); bevand that, we are alsc not
gezling with very flexibi? markels, so while tnere surely are pressures for
such ti:ngs to work their way back through the system they mcve only

’
¥y, anc do innibit forward lingapes in the meantime.
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A more basic and direct approach would invelve tho abolition of
special expcrt preomction incentives entirely, moving touwards a unified free
market ewchange rate. Few econcmists would disagree that this is the best
target tc be working for in the long run. In the seccnd-best meantime in
which we all live, scme adjustment in the allcecaticn of benefits of export
incentives clearly seems called for. An appropriate approach tc work
towards here might bL the alloucatlon of beneflits from experting based on
value added at a particular stage of tne prganvacn process.  This 1s

anzlytically correct, but not caesy tu amplemont.,

~

¢.2. Internaticnal Tenders. A large snare (perhaps as much as 85%) of
Bangladesn's capital formation is externally funded, on terms which requirc
international cumpetitive biadins. Tcmestic firms entering that bidding
process have the right to use a beonaed warchouso system to obtain tax- and
terifif-froe izports to produce procucts under such contracts, since
production against fcereign exchangce payment is rightly reccgnized as being
the equivalent of export prcducticrn. There are problems with these
arrangoments, howaver, particularly frem the peint of view cf breaking up
these tender crders--many of wnich are very large--1intc smaller components,
G a number of suppliers can pe"tl“l ate There are nc procedures whereby
o

B

& firin (foreign or demestic) ccule sub Gﬁtrd”[ ciie part ¢f the work Lo
otner domestic suppliers., As currontly °p301fled on]; the firm winning
wne bid hes the right to duty-free ampert of reguirec inputs. With a
simaple changs 1n regulations, that Cirm woulg be able to mport the

materials auly free and then pass them on to subcontracting suppilers for
processing; ag saggesteac above, that prococure s oillegal under current

."'L":',lt.l atiuns,

Z.5. bealings Wit publia sector flru;: tnerc are & numoer of aspects
Gf public sector Pirm bonavier wnicn Limit tne cpportunities for linkages
between theso and private sector firms,
203000 Fiblie sector Sormn o weilers of sorvices: public secter
Irms are not roliabie sup:fTu?3 S, 1 the sense of tunely
fulfillment of contracts; they oftern Yall well achind tnerr promised

delivery scheaules,  Frivats faorns Loave Do recoarsse, 1n cases of non-

fulfallment of contract. I op ot of tras ;oor record, putlic sector firms



generally require that private sentor buvers maws & 507 advancs paviment, in
pilacing orgers witi?publis seclor supnpiicers.,  1n genelal, pullic necior
firms have been quite uninteresteg in s=lilng services, parts, or products

tc private sector manufacturers.

2.3.2. Public sector firms as buyers ¢of seorvices: threo major
problems arise here: a) tne geovernment must use & tendering preocecss, wlth
many cppoertunities for side payments ang speclal deals; it .o roojuently

the case, for both public anc privale seclor tenqering, Lhat Ly lne Lime
the tincdering procece is officially started, behind-thoe-esqonec nopsohiztions

have already dotermined wheo 1s to win the contract; b)) on aslivery
government freguently delays cxtansively in payment; and <) public sector
buyers use lax quelily controls v delivercd nroducts, I'eduliing i
cmpetitive degradaticon cf the preouct.

2.3.3. Limited prossieres o nubhlic eocter farms: for beth buying
and selling, a key reascn for the lack of develcpment cf effective
contracting mechanisns 1s that public sector firms are generally under no
pressure tc cut costs or to increase profits.  When opportunities arise tc
sell prcducts or services, theroby ilmproving on the distressingly low rate
of utilizaticn of their productive capacity, contracting mechanisms with
the private sector are 'se cunberscns and rewards systems so disteorted that
these copperiunit

ies are nct puroucd.

Wnat all of this sugrests 1s the need for increase.s attenticon te
improvecd managencnt tecohnigaes among public secter firms. This is easy to
suggest, and 18 consistent w1!n st‘t :d pelicies of the government (see
caiteoriel yn the banclaacs: Choorver, Feb., 27, 1982), birt 1e not casy to
implement,  Appropriate apfﬁ?@-rtu mlgnt inclucde tne inctitution of better
accocunting and accountability proccdurc:, trainlng in entorprlsc
management, and the like, It should be recegnizoa, nowever, tnhat 1f those
In charge are not interested in amproved procedures for public enterprise
management, there is very little that can be accomplished by even the best
training or procedures.

3. CONSTHAINTS ON EXPANSION WITHIN THE LOWrR TI1EER

3.1, Imperted anputs.  There 1o & second group of policies falling on
smallor Dirme whielh have not precoived any spocial privileges in the current
system, 1.0, tnose tie Dower fler . One set of issues for these

17
producers concernn tneir acocecs rooamportes raw materials used as

mapnufactaring inpetro. Proploms here center arcune wmport licensing

precedures and tar 't rates. Tnero are carrently three types of mport
Ticonse o ynaustrial Yieenoe s, commoress: licensos, and Wage Barners'
e

Seneme (WESS hioonnes, Only sancticned 0 “these that nave been
"vollod" by & soryes of povernmonl oagenosenTochn b desienat ed a8

Indictrias ampertors, Qloer Pirms--tnose not sanctionea——have twe cholces:
d) Lney oo by materials which have boeon ampoerted by commercial importers;

crob) they can import directly thomseilves, torongh the Wi, hach ol thes?



has its problems. cmmne mplrters omay uzt 1s needed
(e.g. shce manufacturers 10 that merchan® imperters aon't Know the
business, So tney generally cffer cnly the wrong windo o 1 .a0), and charge
marx-ups viewec as excescive. Trne WES 1mperte recuir- paying o premium for
foreign exchange. Mcre impertant, though, 1s the fact tnat for cither of
these two options the impcrt cces not qualify ! L ff concassicons which
are available for industrial imports (i.e. lower *a-iff rates which apply
1! the same materlals are impoeried Ly a i crY. The
differcnce carn be substantial, The man t < tube wells,
£ example, requires the use ¢ ol plate, wnich 1s zll ampertecd. A
c

registered manufacturer Whe get
v
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ay, Frr anyrne olse-—3
WES scheme-

hem in with & 15% duty, anc with n¢ sgl
commercial impcrter, or a ncn-authcrized manufacturer using
-the impcrt wculd be subject tc a 50% cuty plus a 20% sales

For sancticned manufacturing Sirms, the whele importing preceodure is
cumberscme and distorting. Import guctas are allocated aaministratively on
the basis of work plans which often only locsely corrospond with what
actually takes place. With a
tc benef1t from the lower tariff rates for industrial imperts, there is an
incentive to exagrerate needs. The maln tnrust of the systom Seems to be
tc provide a strong differential beneflit o firms which are large encugh to
justify both going Lhrougn the Sanctlcning process anc imperting
directly. Small firms generally find It uneccnomic to impert thelr raw
materials themselves; tne fact that they must pay a higher duty for

imported inputls 1< & sericus nindrance to theirs growth,

The most distorting acpect of this systen is the differential teriff
impcsed on laporters Wwith different types of import licenses. 1l this
differential were abclished, it would bring significant benelits tc small
procducers. This dees not necessarily imply uniformity acrass procucts:
that would be desirable in itself, but is a different pcint. It concerns
unifeormity for all types cf imperterc, for any given product. The current
system ¢f differential tariffs was repcrtedly adepted to overcome a prcblem

of smuggling of imperts through Bangladesn 1nto India. ts elimination
would require some confidence cn the part of the goverrnment that this

illicit trade can be kopt wnaer contrcl.  As currently practiced, the
system constrains the growtn of small manufacturers by raising the price
ana lowering tne availability of amportad Inputs.

3.2. Utilities, 17 small, non-sancticonec enterprises saffer in terms
cf their constrainod or price-aistorted access to lmpoerted manufacturing
inputs, thne sam 15 also true with regard te their access to utilities.
There are conslderable delays in obtawvning hook-ups. for electricity, water,
and telephones. While all progucers suffer from these delays, the tTarger
firms can generally bring mers l.flueence to bear, so thoy tend to got
served first. Again, farlure to sclve tnis problam could oxert a severe
constraint on the Cuturs potential growth of small enterprices 1n poeneral,



A relateg 1ssne concorne o rdiianitlity of the electricity supply,
and the costs 1mposed by shiortag-u.  Axaln, the shortages fall originally
cn all; but larger firme 2on mere reaarly afford stand-by generatcors, which
are unreslistic fer small Tarraryves,  Furthermere, the injuncticn against
prcduction each day frcom ©~4 PM hite mest sericusly on firms seeking
efficlent, multiple-shift patterny of producticon, such as the contract
knitters of Narayanpani., Wnat ail rhis suggests 15 that easing the

chortages cn ubtilivy coneline amd ha of considerable help to small
procucers, particularly these engaged in subcontracting; conversely, a
centlinuing shertage may Sericusly ;mpede the further growth ¢f this group
cf lirms.

3.5. Tarmiff ancmalies. There continues to be negative effective
protection for mest proaucers of locally-manufactured capital goods; fer
power lcoms, rice mills, transfcrmers and lathes, tariff rates on amperted
inputs are higher then theso of finished preducts.  This set of tariffs
seems to be designed with the interests cf the "upper tler" prcducers in
mind; they want cheap capital goods, and are happy to import them from
cverseas at lcw tariff rates. In scme cases, the damaging effects cf this
tariff structure are suppcsedly cveorcome by @ preohibition against certain
imperts (e.g. smaller lathes), but these prchibilticns arc frequently
circumvented in practice. Since these products are frequently produced in
small and modium-sized workshops which make extensive use of
subcontracting, the tariff structure is a clear hindrance to the expansion
of this group cf firms.

i, OTHEKR SUCGESTED AREAS OF POLICY INTEZRVENTION

The discussion to this pcint nas feocusad primarily on characteristics
of existing laws and regulaticns which in hlbxt the develcpment cf
subccntracting inveolving smaller producers There are cther pclicies which
have been suggested by officials ¢f the uangladesh government which might
cpen up new copportunities for subcontract systems,

4.1, Prcoduct standardizaticn. In number of product lines,
particularly for metal products, tne establishment cf standard sizes,
strengths, or capacities might maxe 1t easier for many supplliers to
participate in more integrated mereets.  This happens already to the extent
that large buyers establisn and enforce stancards for the products they
purchaso, as when BADC establishios stanaard: for pumps and engines, or the
Power Develcpment Board sots stancarde for particular electrical products
it buys. 1t has been argued that more widespread product standardization
would make 1t pessible for small producers to expana their sales, perhaps
working on o subcentracting bacis,

o8]

Tnere are puzeles about tnis propesal.  Prouucers with whom we met did
not find At amportant.  Thio may be because the firms interviewed were in
product Tines where standardizatron erther hes already been achiaved, or 1s
not important; or iU may be that thoy judges wrongly. As suggested,
product standardization 1o sliready berng enforcea wnere there are cne or a



Tew mq}gr suyers; where this 1s not the Cduse, one wonders how one could

enler the esrablisnment of unifcrm stancarcs. This prclosal weould seem
¢ reguire mecre thought and more precise speciflication of progucts toe be

ceveras before 1t could be sericusly consiacrec.

L.2. Dcsignated preduct line: for subcontracting.,  Anciher general
pclicy apprcach would invclve designation of particular product lines as
cnes whnere subcontract preducticn is particularly fruitful. Based on such
cesignation, one cculd make special effcrts tc promcote the nse of
subccntracting: through the ccllection of lists of potentia!l buyer and
Supplier [irms; through tecnnical assistance, tarpetec to nelp suppllers
et Duyers' reguirements; through effcrts to inform parent firms about
potential benefits cof subcentracting, and pcssible ways ¢! crganizing the
system to minimize the risks invulved., Scme of these arce discussed mere in
the third section of this paper; they are mentioned here sinee they involve
a pclicy of deslgnating certain proaect lines as being cnes wnere
subcontracting seems particularly zppro epriate, and channeling project aid
primarily (althcugh nct e¥clusively) tc tnose designated arcas. As long as
these are specifiec as areas where subzontracting is particularly
appropriate, sc efforts tc promcte it are concontrated primarily there,
this apprcach has much te commend 1t. Caro must be taken, though, to
ensure that this dces not lead to & resulroment that subeontracting be used
in thcse areas, or te limiting any bencfits coniy to producers in those
designated proauct lines.

4.3. Prevent duplication of facilities. Some have arguea that the
existence of underutilized producticn facilities in the country reguires
strong steps to prevent the construction of new plant and equipmont whiich
would duplicate that which is already 1n existence. The 1dea benind this
is that thcse who need certain products or services for which there already
exists domestic production capacity shculd be forced to make use of that
existiang capacitv rather than using the ccuntry's limited foreign exchange
tc create new facilities. Many of these existing underutilized facilities
are in public sector firms. As 5ubheJLed 1n the: first secticn of this
paper, there are severe prcoblems of contracting mechanisms, in trying tce
arrange for public sector firms to supply inputs to other buyers. The fact
tnat the physical facilities are tnere and that other proaucers need their

services are nct by themselves sufticient te ensuare that these contracting
proolems will be resclved.  Unless « nourrest and oftective steps are taken
Cooovercome these contracting probl- .o, then policies forbidding the new

'y

construction of similar facilities will moan & serions hindrance to the
tnaustrial growth of the country.
Wb, Establ i shment of a systom of government control for
suseontracting. A nurber of governmont officials have cxpressed the need
tzr mere offective and consistent polioies towards subcontracting, along
A bellter anstituliona: framewers for tmplamenting tnese policles.
rhivle this viow has been repeates 1o several of our o interviews and written

at some length oan the report of U povernment commtioe on linkases and

"

subcontracting, rhe sappostions all aeal wibth proceanral rotner than



substantive issues. There s o conotant reiteoration of the need to aeveleop
and 1mplement an effective policy 1n tnhis area, but little consistency cof
view as tc the content cf si

At a2 mcst basic level, the 1ssuc whleh needs to be faced here concerns
whether Bangladesh seeks tc [achi. 3 the growth of subcontracting, cor
whether they wish tc force firms to use 1t, Pushing subccntracting by laws
and regulaticns invclves reguiring its use for certain producticn processes
cr in the making cof certain parts (fcllowing the lndian pattern). Several
an emphatic view that little 1s

ol'1cials with whom we met exprossed
nappening in tornms ¢f suuCuntracliln, invelving small producers; they
attribute this tc a lack cf & governmont system of regulation and
control.  They argue that once the government establisnes such a system,
then things can begin tc meve. One 1g tempted to believ- that they are
trying to expand the "sphere cf influence" of the upper cvier to incluce
more small preducers, particularly lhcse who are engaeged in subcecontracting.
There are two major rezscns for resisting this appreact..  The first is
that the develcpment and implementaticn cf such a system of <cntrol
requires a high level of technical competence as well as administrative
efficiency. 1n Bangladesn, the reccord on impartial and effective
administraticn cf regulations and contrcls is surely cause fer concern on
this score. Secondly, and of cgual lmportance, cur lnterviews suggest that
the desirability cf subccntracting, even 1n particular narrowly-defined
preduct lines, varies trem one producer te ancther, depenaing (amcng cther
things) on the producer's existing facilities and skill levels, bothn
technical and managerial. Heguiring a unifeorm degree of reliance on
subcentracting in such situc culd clearly result in & misailcocation
of rescurces.

This suggests that a mcre appropriate apprcach to subcontracting would
invclve pclicies designed to facilitate and enccurage its use, rather than
requiring it. This has been the main thrust of the pclicy suggesticns put
forwara in this paper.

5. CONCLUDING COMMENT

While many of the pclicies discussed here cculd be described as aimed
at the enccuragemer® of subcontracting systems per se, cthers are mor?
general in their fcocus, designed to previde assistance to small
enterprises, mere broadly delinec., The discussion nere has nct been
limited te only these policies wonich umpinge directly on savcontracting
arrangements; since a large number of small prodiucers are ongaged in
subcontracting, there 15 & high degrec of cverlap between tne twe target
groups, 6 by providing encouragement te small progucers--particularly in
subsoectors such ac macnhine tocols where sabeceontraching 15 wWidely practisec—-
one facilitates the expansion of subcontracting arrangemonts thomsoives,

Une shonlad again recognice the gangers, perticularly in tne bangladesh
context, of calling attention to an eftectively cperating bal largely
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NVLIting CoalsiGe interventlon, therely fiar il Lhlhps Worse
. In tnic regarc, more general pelicios, wnicn fall with

ne ryaes oofon
rativer than Lottt
a hrcac crusn onoa@ Wige rauge of enlerprises, may have acvaentases over
project s, whniCh ol necessily focus more explicitly Cn $2leCioC produc. s
and proonct Uypes. 17 tnde policies suggestea here are adopted, they could

be jguite important in cpening new cpportunities for "lower tier" proaucers
te expane larouxt: Lne use of suabccentracting systems.

I11. PROJECT IMPLICATIONS

1. BACKGROUND

1.1. 100 millicn pecple? 1In discussion of prcjects fcr Bangladesh, one
tends to operate under the shadcw ¢f the ccuntry's coverwnelming population
problem. That is understandable, and in scme ways is correct; yet it is
important to keep this questicn in perspective. A prcject wnich is gocd in
terms of cost/benefit relatiocnships woula be good whether it were operated
in Jamaica, with its 2.1 millicn pecple, or in Bangladesh, with its 100
million. The main gualificaticn to this wonld come from the limited
ability of the AID staff to process anc monilor prejects; yel the pressures
tc find projects wnich roach lots of pogple are there in all countries. It
may be unrealistic to think that there are good projects wnich will reach
masses ¢f pecple; just bLecanss there are oo many pecple out there needing
help does not necessarily imply thal there are more projects with greater
spread effect in Bangleaosh than in Jemelca. 1t is easy te have one's
priorities disterted, if one pays too mucn atiention te 100 million pecple
lococking cver cne's shoulder all the twme. Spread effects are clearly
desirable, and shculd be scught wherever possible; but even in the presence
of Bangladesh's large population, 1t may be that the best prejocts are ones
that use fewer rescurces and roach @ smaller number of people 1n an
effective and targntod way.

i
.
1 O

o

tugn
-
t

1

1.2. Small Enterprise Prcjects and their Limitaticons, Over the past 20
years-—and even nore so over tnu past b--considerable thought has been
glven arcund the world to the formulation of projects for the enccuragement
of small enterprlsus. Woile @ fow of those projects have been quite
successful, 11U 1s alsc true tnat there have been @ ogreat man failures.

Tne fact 1o tnat this 16 @ diffvenlt arca 1o which U work throuwgh
! come s far Lot osay that the best that

PSR

wndividuar progocts,.  Some have
can be aonée in this ares relates not Lo projects but te pelicies: removing
constraints, and providing dn atmesphere condaclve to the growth of small
enterprisnrs, 1 personaliy wonld not po tnat farg while I agrec that
polrcies are of paramcant umpertance, 1oalse beliove thet there are usoful
things te be aone at & projest jeve 1o OUne shoald recugniae, though, that
the progect cuportunities may by bumiteds in foons and an mpact; the
project=rosponsiyoe needs an thiu aren probably are not of a type that they

could be expoctoec to reach millicons of prodacers,



1.32.8mz23) Enterprise Jevelonment: a Oreneral Focus.  Proeject questions
aside, a central aspect of gevelopment of small enterprises concerns the
establisnmi nt of linkares belween dispersed sREll proaucers ang ovhamic
markets. A central fact whilch appears 2nostrong hiskllght 1n Banslagesn as
in numercus cthor develcping countries 13 that there are large numbers of
small and dlispersed producers--whethor smell enterprises or 1ndividials-

whose producticn skills are [ar mere aagvanced than their marketing
skills, Fer this group, a central

effective linkage mechanisms :or joining dispersed producers to dynamic
markets. Thnere are three central aspects to this linkage. The [iret
ccncerns simply the estatlishment ¢f a markoeting channel--findlng ways Gl
reaching ont to new markets, The second concerns product design and
develcpmont: the adaptaticn ¢f tie product, sc there 1s a match between
what 1s producecd and what the buyers wish tc purchase. The third concerns
production contrcols, aimec at maintenance of conslstent quality and the
reducticn ¢f cousts, te ma~e sure that the product 1s competitive with
alternative (cften modern soctor) scurces of supply.

need concerns the development of

Where they wcrk, the beauty of subcontracting systems is precisely that
they deal with these three aspects. The marketlng channel 1s itselfl an
inherent part c¢f the subcontracting resationship. For the other twe
aspects--product development, and preducticon control--subccontracting
systems provide a mechanism through which small producers come Lo
understand the lmportance of cnanges alcng these lines. They alsc provide
a channel through which the requirea infermaticon can reach the prodicer.
The parent firm has as much of a&n interest in these aspects as dces the
supplier, and is often in a pesiticon to make up for the limyted abilities
of the supplier in this area by providing advice, assistance and direction.

1.4, Subeontracting vs. Linkages. hie reascning suggests that a key
need for dispersecd csmall producers cuncerns improved linkagos.
Subcontracting is cone technique whichh has <ften workea to provide such
linkages; there are other techniques. An interest in sabeontracting, then,
can best be seen as a part of a larger intercst in the establishment of

improved linkages, wnhich in turn is part of an oven larger goal of
encouraging the growth of small enterprises. 0f course this is alsc a
m2ans tc an end relating to employment creation and amprceved distribution
of 1income.,  For the purposes of this papor, Wwe draw the line 1n our
dlscussicn at @ peint relating to the establicnment of improved linkages
for small producers. This moans it le scmownat larser than subcontracting
pEr S, DUl smaller than & discussion of spmell enterprise projects 1n

general,

1.5 Subcentracting Systems as intervention Points.  Before locklng inte

the detarls of projects for Bangiadesn, 1t may Lo nelpful to summarize
brielly the major ways 1n whion subcontracting arrangemencs might provide
opportunities for project and policy 1nterventions,  This 15 a bref
summary of a mire oxtondoec disoussion presented elsewhere; for mere

detairls, tne reader s referrrod to e Gther scuarce.,
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2.1.3. Charge for the assictance that 1s cffered. There arg valid
analytical as well as prccedural reascns for suggesting that assistance
cffered here shculd be subsidized (i.¢. some part of the costs covered by
outside grants); but it is alsc impurtant teo establish from the start that
these are activities for which the beneficiaries must pay a part of the
cost. This will help focus the assistance to those enterprises that are
really interested in receiving it; it will establish high standards for the
assistance; 1t will avoid spoiling small producers with the "special
access, free hand-out" synarcme which has so disterted the activities of

many large firms.

2.1.4. In activities of this type, credit is likely tc play cnly a
pporting rcle. Many of MIDAS's recent activities could be characterized
as essentially credit activities. In the type of endeavors proposed here,
credit will scmetimes be neec-4d to facilitate the establishment of
particular types of linkages, sut the credit would be seen as secondary, as
instrumental in achieving tha! end.

2.2. Examples cof Areas of Oppertunity. In the course of our f1eld
work, a number cf cpportunities were i1dentified for activities of the type
discussed abcovae. These are presented here as illustrations of pcssible
areas of werk. Closer examinaticn might reveal that some of these have
goed prospects, cthers not; they shculd be treated as examples more than as
specific suggesticns.,

coking for a market: Narayvangan) knitters,

t ties cf exporting. As discussed in the first
secticn <f this papor, th group of producers have established a clear
dominance in the dcmestic ma“‘ot basaed cn efficient producticn systems
making wide use of subcuntracting. Scme cof these producers would like to
establish new market links cverseas, tc cnable them to expcrt their
products, but ¢ not knoew how to go about it. If one or a few ccula begin
selling abrcazd, this woulc open up important new cpportunities for large
numbers cf producers and workers,

2.2.1. Producers 1
wishing (¢ explore pessibili
2 <

One might add that similar issues of assistance t¢ small prcducers in
establishing new marketing links in export markets arise for several other
1ndustries or product groups as well,  Small shoe manufacturers raised the
same questien with us, as did producers of (non-knitted) garments and some
speclalry metals productz.  In v:ch case, thoy were looking fur assistance
In establishing now marve links, ttn all triat this entaills Including
product development and prsdhctiun centrols.

oo Producers locking for a markot: Knalifa Potti producers,
looking for better gomestic marketing channels. As descraibed in the first
section, thiv group of 300 or oo producers, employing sor. 3000 workers
are currentiy selling throagh markel channels which they Sind to be

agnant; they rhoemselves wish to Cing bettor arrangoments which will
enable them to change thw\“ prodnﬂ; accigns, W necessary, and search out
new markoets. LS suggested carlier, the contracr production patterns




between small garment factcries and ready-made garment retallers may be an
apprepriate mcodel, in helplng them develcp mcre effective marketing links.

2.2.3. Prccducers locking fer a market: househcld producers wishing
to produce in their ncme for sale 1n cutside markets. The experience of
PVOs working in this area, discussed previcusly, suggests that there are
useful things tc be done in this area (see secticn 2.3 belcw), althcugh
there are alsc risks cf establishing quite unsatisfactory systems as
well,

2.2.4, A prcduct locking for suppliers: Rower pumps are a simple
but efficient type of hand pump. The technclcgy was developed by engineers
from the Menncnite Central Committes; manufacturing patterns have been
perfected by MAWTS. It now lcocks like the demand for these pumps may jump
sharply, with World Bank assistance; the Bank has agreed tc finance the
procurement of nc less than L00,000 pumps, many cf which will prcbably be
of the Rower type. There 1s an effective crganizatilcn in place tc handle
an expanded distripbuticn of these prcducts (Internaticnal Development
Enterprises); but a prcducticn system fcr obtaining such large numbers does
nct yet exist. With scme care, perhaps working through MAWTS at least in
part, it wculd be pcssible te establish a production netwerk based on small
producers cperating in the consuming areas of the country. 1f based on
subcontracting, several different enteorprises inight be invcelved in each
area. This wculd make pcssible the establishment. of engineering workshcops
throughout the country capable of making pumps and parts as well as doing
cther metal product manufacturing and repalr work,

2.3. ¥Wno should de what, to makc thic happen? Once cpportunities of
this type have been iagentified, what happens next? Who should have
responsibility of working with these cases, tc make sure that potential
cpportunities are brought to a fruitful cconclusion? There are several
pcssible "next steps;" the appropriate response presumably will vary from
case tc case. Among the pcssibilities are the following.

2.3.1. Pass 1t tc & government agency. 1n the case of the
exploration of export markets, The Export Promcticon Bureau cf the
Government of Bangladesh has both respernsibilities and a pregram of
activities 1;. this area, with funding from the Werld Bank, for a variety of
activities. One responsc, then, o0 uncoverling an area which seems Lo have

ECGE export prospects i tne rignt links can be established, weuld be to

pass this to the Export Promction bureau for further acticon.  In such
Situations 1t wonld be important to folloew tne case, te be sure that it was
not swmply allowea Lo syt oon the shell awairting acticon Dy an overburaened

bureauer:at,

J.502. Paseoar tooa PYVUL o In osone cases, tne follow-up work can be
done by a PVU. There are several of tnese avairlable who might play
significant roles in this type of work., Internaticonal Dovelopment

Enterpriscs was menticned above as an organization interested in "marketing
appropriate technology," to guote fron theilr publicity material.  MAWTS nas



played a major rcle in the encourdagement of subcontracting in tho metals
incustries, and (with qualificaticns discussedy 1n the first sectiony coald
dc this cn a broader scale. The bangladesh Develcpment Services
Ccrporaticn has acted as intermediary in a few of MIDAS's lcans, 1c shoula
be reccgnized, on the cther hand, that whal 1s al 1ssuc here ss really a
set of entrepreneurial functicns that involve the develcpment of W
markets and new marketing systems. In general, PVO's have not been very
effective in bringing abcut those kinds ¢f changes. 0Once OF Lhe Gitigilie.
goals of MIDAS was to help these agencies undertake this task aore
effectively; to date, they have nct haag great success el lhis.

2.3.3. Pass it tc a private firm. In a sense, what 1o rnvelved in
this whole area of work 1s the uncovering of profitable dusiness
opportunities. Once these have been ident:“ied, one might try to find a
private entrepreneur who would be interesied in moving inte the ficld, as a
business venture. The problem with this apprcach may arise {rom the unaven
bargaining positicn of an cutside, meaern anc perhaps large enterprise,
dealing with small ancd less well informed suppliers. At tne very least,
this suggests the neec from continuing monitcoring of the relaticnship, to
make sure it is working in ways which are acceptable tc all. An
alternative would be te try te intorest nct one but a number of
entrepreneurs, 1i.e,

it tc a number of different privete firms, to get
several involved, so each supplier has & choice of several buyers with whom
tc deal. This is similar to the preceding approach, but aims at the

creation of & netwerk of linkages rather than just bilateral relationships.

2.3.5. Have MIDAS undertake the entreprencuriel function directly,
perhaps in cocoperaticn with either private firms or PVOs.

2.4, Implicaticons for MIDAS

2.4.1. Two tvpes of functicns. The rcasoning above suggests that
there are two separalely identifiable types of activities in which MIDAS
might be engaged, in this arca: identifying opportunities fcor establishing
new linkages, and actually undertaking the establishment and development of
such market links. 1t is perhaps casiest to agree that MIDAS should
undertake the first of tneso, i1.6. the taentificaticn-type activities.
Havinge dono that, tne next stage wWill probably vary considerably from case
LG cusi.  Perhaps the olearost thing te be sard 1s that the second

At

(implementation) stage 1o just as lmportant as the first {identification)
part; MIDAS would need o stay involved With & particular area until 1t was
satisfies either thal the amplomentation phass was saltisfactorily unaer
way, or thalt 1t hard madge & mistake and the acvivity 1o net really viable,
This means Lhal wnelaer Uhe "oppertunity’ @6 pastsed along Lo a governmenc
agency, e a PVO, or to one or several privalo proaqucers, YIDAS stafl would
need Lo menitor the follow-up activities to ensure that 118 nob simply

pitt on the shelf.
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2.4.2. Staffinc. This in turn sugeests 2 stal!f with twe types of
responsibilities: for locating new oppertunities, and for pursuing ones
which have previcusly becn identiflec. Cne coull argud whother 1t s

better for the same pecple tc undertake both functicns necuentially, or for
tivities., Since the skills
12}

different pecple to werk cn the two types of ac
invclved are quite similar, it seems appropriat
invclved in both identificaticn ¢f cppertun:t
One possible cperating procedurd mignt Lo ao
be allccated to this type of work, thney mignt be divides into twe different
sectoral groups, with twe pecple working on eachi. wWitnin each of these
groups, two pecple might then work tcegetner in raontifying new
oppertunities, until cne such cpportunity wers ddentafaecs tnen one of the
twe would shift cver tc the "fcllew-up mede,™ werking 1n that area until ne
or she felt ready tc mcve on. The second person woulc continue seexing out
new cpportunities until one was locatea, then work with that untll 1t could
move on its cwn. Different cases would require different lengths of time
fcr nurturing; they would alsc require differing levels of continuing
attenticn over longer pericds of time, as longer—terwm foliow-up. Each
perscn would presumably be invelved in & back-and-forth cf searching fer
new cppertunities, attempting to establish new linkages in areas which are
identified, and continuing mconitcring of systems he or she previcusly
worked with. This dees imply thnat MIDAS shculd assign a small group of
pecple (pernaps four) te work primarily or exclusively in this area of

linkage identificaticon and development,

¢ o have thie same people
cllowmup Work.
fzur pecple could

2.4.2, Sectors to lecok at first. The field werk on the basis of
which this report 1s written focused primarily on three sectors of the
econumy: metals and engineering, garments, and leather shoes. Each cf
these clearly deserves further follow-up work. 1In additicn t¢ those three,
several people have indicated that there is substantial subceontracting
going cn ameng plastics producers. Beyond this, in cother cocuntries,
production is often based on subccontracting relaticnships in the furniture
industry. Finally, reference sheould agaln be made to subecntracting
systems linking back to househcld preoducers. with this long a menu, where
shculd one start? The response depends to scme extent on the numbers of
pecple whe will work on the activity, tneir backgreunds and interests. Ir,
as suggested above, four pecple were involved, then it might make sense to
group them, wWith twe woricing on garments and leather snoes, and two others
on metals and plastics. Tnere arc advantages tc be derivec from individual

sectoral specializaticn, but alse from an exchango of viawe botwoeen pecple
WOPrKing on the same topirc in reictea fields; this sugposted approach
represents an attempt to capturs botn of these two gealo. I more pcople
were involved, then work could alse be done ¢on the hcouuoncld producers.
Furnitiure mignt then be kopt in resorve, for when one I tne other secteors
scemed to have reacned a point of aiminisning rotarns (1.0, Wnere LrnougEn
Was Known abciit 1t so fuartner caplorationy soemed not To Lf fruitful).
2.0, Crireria for sproaa @ffects, IU Wiy Sugpested above that
assistance 1n this activivy shail o
te 1ndividual firms, but snenid 1

qonct be secn as proviaeinyg linkages only

)
suw Dopocpportunities with opotential






2.4.7. MIDAS as 1nvesior.  Some have argued that MIDAS missed a
gelden oppcertunity oy nol getting in on the grcound flcecor of the garment
export boom,  Presumably whnat! pecple nave in mind here 1s that MIDAS should
have participatec 1n the oquity finance cf some early garment experuers,
thereoy chtaynming for itself some of the profits, wnich could then fund
future getivities for the rest cf the century., If this 18 part of MIDAS's

mission--not only tc unceover
but snare the benef1ts
cpportunities to participate
which they help. This may
context most flnan;;rg

in

Wi e

that

IS4

opprﬁtun‘rirs and turn them intc actuality,
t——tnen MIDAS should be lcoking for
1n at least scme ¢f the firms

r‘\(.(‘lv

-

[R]

part cwner

o 1ike a peculiar argument to make, in a
institutions are faclng substantial cefanits

1n che repayment of principal; y2t 1f MIDAS dees its job right, it will be
uncovering situations where retu ns CbUlC ve expected to be quite high., It
seems entirely appreopriate for the rules of the game tco be structured in
such a way that MIDAZ shares in these g inb

2.5. Implicaticns for AID. Thi first amplication s that, 1f AID finds

this type of activity te be a worth while undertaking for MIDAS, it would

eed tc help finance the activity. The recuired budget would include the
salary cof perhaps four prcofessicnals, pius lecel travel and asscclated
overhead (coftf'ice space, secrotarial suppert anc supplies, telephcnes
etc.). Since scme activit 1 14ing o ogualified outsiders
for technicael or cther specializ , 1f weuld to appropriate to
include funds fer the hirine of (local) consultants Loevond this, money
would be necded for any assceeclatod credlt facilities,

It was sugeg,stea earlier that b f1ciarios from this type of activity
shculd pay part of the custs voo.  Thnis might be incerporated in the
budget planning as rollows First, prosuamsvry the full credit fund would
be suppliecd from cursiae sistance; 1t owoilld hopefully constitute a
revolving fund, to be vsed for later relondine, cur of repayments.  Second,
it 1s not reclistic toe think tnat acotivitios relating te the ldentification
of cppertunitices coula Ly puid feroen a fvo-fur-service paoiz; these would
need toc be frll/ funceg Irom AL 00 the oiher type ol wWorw—-
"implementation"-~perhaps hall the costy might be recoverable from chargeos
levied wn the uunOflCiHPIPh. 10 the acetwvity wire coiglnaily funded roim a
twe=year trial period, P the £iest osux omentns might be fully devoted to
1dentification of cppurtunytyeo,  For o Une remmninine 16 moenths, one might
postulate thet 508 ol Loe S uime wonnad e e Lot Uype oo activirty (all
AlD-fanaes), with tue Cirer nal!l s for Pelowenp wore, Lol of which
WOULG Lo pate e oy T cee Dauoiarys tooas o wows Do onmpLy ilod Ll tne buaget
woule be covered ny A0 s lne el ooay onmontno, anc YLE tnercatter,

Precamanty AL wouod W SO woal s anag targels foro the
activity, U proyeao ot WO GNe coalld pater messuro 1ts
SHCTESL . Dane L e Farol pegoirede ntomghn
concern iy onrine ol ntald requtrement mieht e tnat foar
profecssyonals Ly decienals Lhoton ectawvity oAty tnree
montng of Vb sienvme GF tnel Gareemient, IUOMIOA cho ey Lo andertasge this
WOPK DY using some of tnoir oxioton staltt (wWhoich wWollld mare sense), tnen
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a) Educatilcn: potential parent firms necd te understand that they
must establish effective prccodures o maintalning qnal\ty)and regularity
of product flews. Intense ccmpetiticn between sappliers cdn mean that,
uniless the parent firms 1nsist on hlgh standards, quality will
astericrate. This means, among other things, a reccgniticn by parent firms
that higher quality will generally cost thenm more.

b) In every case of successful subcontracting, tne parent firm has
a person Lo supervise the technical wor < and lcglsticzl relations with each
supplior., Thig pers plays a key rcls oncot only in muiinfaining qguality but

on
zl1sC 1n tralning suppliers in procucticn techniques, introducing new
proauct types, etc., Tnis person must be scliecone whe 1s trusted by the
parent fipm, probably scmecrne from the parent Jirm's cwn staff. In the
establishmont ¢f noew subeontracting systems, AID mignt cover the cost of
such a person {or cach new rolationship {each new parent, for each new

suppiier), covering 1007 of the person's salary for the first year, 66% in
the second yeuar, 33% in the third yecar, and ncne thereafter.

¢) Pecple learn best, and are the mest fully ceonvinced, by locking
at successes. There are scme good successes 1n this area in Bangladesh.
If those people are willing (and 1 suspect they would be), 1 woculd suggest
taking groups of -8 pctential new parents te talk to those who are running
thecse successful systems, te let them ask guesticns and see how they have
sclved the preblems and benefitted from the increased speclalizaticn which

subcontracting systoms allow.

o)

d) Lists ¢f petential suppliors and potential parent firms. This
is the ccre of the UNIDO approach to onbﬁontrahting, going under the
general heading of "subcontracting cxchanges., This infeormation can be

useful in mzking 1t onossible for buyers tce reach cut to more suppliers, and
for potential suppliors to identify a variety of different buyers of their
services., For this facility to be usoful, 1t would need to include more
than just s list of firm names; there wonld alse necd te be some
specification of interests and abilities, both as specified by the firms
themselves and as evaluated by an cutside chserver. 1n the UNIDO approach,
a key cperating procedure of the exchangs 1s for the exchange manager to
make regular visite to both supplior and buver firms, to discuss with each
the operations of the systom, problems mel and potential ways of cvercoming
trem. The establicnment of cuch exchanges could be o very asctal activity.

Tne BSCIC credit propessi ve rostricted to the mobale and englneering
industries.,  This makes goeoco sonse, dr @ starting point, 10 sach an
activily were ostablished ang turns out to Wwork well, then cne might
consider cxtending 14 re ctner inauctries, pertaps startong with Lthose
wnich deal poripnerally with the enpainoering industrics, such as plastics
and wood proguets. Foro oexample, Sineer Oowing Machine currently buys
wooden tables and woodern machiine covers o oo sehaontracting vasis from
local Turniture manafactorors, Makers ofF hower pamps iy plastic parts on
a subcontracring Lasvo tron osmall Pirms on Dhawe. Through Links such as









aid pregram could be instrumental in directing the positise aspects ci this
interest intoc more productive directions, aimec rather at enccuraging and
facilitating the use of subcontracting systems in cases where entrepreneurs
find it prcfitable tc do sc. HWith the selected policy and preject
interventicns discussed in this paper, it shculd be possible to do some
erfective «nd useful work alcng thesc lines.



