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Twenty-two of these case studies were written by participants in 
the annual Cranfieid programme on the Promotion of Small-Scale 
Enterprises in Developin, 0 Countries, bet-.-jeen 1978 and 1983, 
Lchiie the remaining six were contributed to a collection of material 
on industrial co-operatives. sponsored by the MATCOM (Material 
and Techniques for Co+perative Management Training) Project of 
the International Lab(!llr Office. Ail the writers were pcrsonail> 
familiar with the enterprises they have described. and in most cases 
they were closely involved with them as representatives of banks or 
other assistance agencies. ‘The names of the businesses, and their 
exact loc;ltions. have in some cases been disguised. and the financial 
inf?jrnaation has been simpiificd and conv+!rted approximately into 
Cinitcd States dollars. Apart from some editing, the cases are 
othcrlvise exactlv as thcv were written. 

The stud& kere ori&n;tiiy prepared for LW in the C’ranficld 
tkrining programmc and other courseS for peopltt working with 
srnail enterprises in developing countries. in order to tmsurc that 
discussions related to real lifr. situatims and to enterpriscs with 
uhich the parFicipants were activel! invoiWd The conclusions 

cd during the discussion sessions. which arc in most cases vcrv 
>’ summarized in the comments which follow teach czx, wcrc 

nclt trnly intcrcsting for all the participants but wcrc’ of practical 
1 ai UC and were then possihlc tmpiemcntcd bv the writcr4 when 
thq rcturncd to their jobs. - 

W~LW cast” studies \verc very valuable when rlsed In this way, and 
rhq mot-c than Justified the effort which had been put into Kriting 
them. We f-h. however, that they deserved a wider circulation. 
Thcrt: art iqt: numbers c~f surveys and research papers about small 
enterprises, and more are published every year. Very often. how,- 
c\‘cr. they consist only of generalized statistics x5vut the origins of 
the cntrtzprxneurs. the profitability of large numbers of enterprises. 
their use of kxious types of technokqy, the repayment results of 
credit programmes and so on. This datb is vaiudbie. and is in fact an 
essential basis for understanding the economic role and problems of 
small enterprises in developing countries, and for desugning pro- 
grammes and framing policies to assist them. There is sometimes ;I 
need, however. for flesh on the ststisticai bones. We do not for ;i 
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to concentrate on one particular aspect without considering the 
business as a whole. The owner or manager of a small enterprise 
must bc a generalist. and he cannot consider marketing, finance. 
techuoiogy or anything else in isotatton. The same applies to those 
working with small enterprises. They may eventually identify par- 
ticular problems which require particular attention, but they must 
initially look at the business as a whole. 

The comments which Follow each case study are necessarily brief. 
and may be thought to be excessively contentious. They do gener- 
ally sumrnarizr. however. the consensus of the participants in the 
Cranfield programme, in so far as any consensus could be reached 
as a result of one hour or two @f discussion. They tend to represent a 
non-interventionist point of view, which may have originated in part 
from the prejudices of the discussion leader but were also based on 
the bitter experience of participants. The comments do not. of 
course. give all the alternative explanations which might be 
suggested for the situations described. nor do they include a full 
range of a!ternative solutions to every problem that has been 
diagnosed. 

It would be perfectly possible, and legitimate. to put foward 
totally different suggestions. Some may argue that more rather than 
lcs: Government and mternationai protection and assistance is 
needed to redress the imbalance between large and small enter- 
prises. or between rich and noor countries. Others may suggest that 
the whole structure of satiety is unjust - small enterprises, and less 
cleveloped countries tb,emselves, are bound to continue to be ex- 
ploited and tcj remain on the periphery of dev~elopment. The diffi- 
cult& described in these case studies, some would argue, could only 
be remedied by a revolution. The views expressed in the comments 
on each case study may be a convenient foil, which people with 
contrary opinions can use tct strcngthcn their own conviction that 
lhey are re:rrer to :he truth. 

It would certainly be most unfortunate if any instructor who 
wished to use a case study as a basis for discussion was to direct his 
students towards the conclusions suggested in the comment, or to 
suggest that this is the right answer. One great merit of case studies 
is that they demonstrate that it is more important, and more diffi- 
cult, to identify tite problems than to find solutions. and that there 
are no right or wrong answers to genuine management problems. 

Case studies of this sort have been used successfully with groups 
of senior academics, civil servants or bankers. with secondary 
school pupifs. and with people of everv degree of seniority and 
esperience in between. The level of discussion is obviously different 
fur each group, depending on their learning objective. The simple 
accounts which are availabie u-r some of the studies can be used as a 







ah is a smaii town in the People’s Democratic Republic of 
n. about 350 kilomrtrcs away from the capital city of 

Aden. Al-Roadhah has. since time immemorial, been a traditional 
ccntre for weavers: nobody knows when the trade started in the 
town. but the shawls that are made there arc very simifx to those 
which were sold in the ancient markets of Mesopotamia. Persia and 
the hEediterranean Basin more than 2,OOt~ vcars ago. 

r Yemen has for centuries been a centrc for a number of 
cnt handicrafts. but many of them only survive in examples 

that are exhibited at the National ~luscnms. In rcccnt years. as 
?~~~)d~r~ mass-produced products have come to dominate world 
markets. mLmv of the traditional Yemeni handicrafr intiustries have 
disappeared because they could not compf:tc with impxtcd ccm- 

~~~~d~t~es. Even those shills that have not disappear-cd altogcthcr 
hav,e in many cases seriously deterior;:;ed. 

rpt to remedy this situation, the Kevolutiontirv Grv- 
since independence in 1967, attcmptcd to prcsorvc 

znd promote those handicraft ind ries that still exist. as 3 par! of 
the national culture of the county. ha:; tried to help them USC local 
raw materials and produce products which would help to meet the 

been supported at the: highest Iev~l and in 197 I ;I 
c*ial decree was issu4 to allow thcl Icai!l:xr hanclil:r;tft w:)rkcrs crt 
cn to form a co-opcrativ,c for themsclvcs. From then on the 

concept of handicraft co-operatives was cxtendcd to different typts 
of handicrafts. throughout the country. and by 1975 ,..x co- 
operatives had been formed. 

One of these is the Al-Roadhah Weavers Co-operative. In lV-4. 
-!I weavers from the town agreed to form a Saciet~, and their 
Co-operative was formally registered by the State Department of 
Co-operatives in September of that year. The 43 men who started 

e Society had all been weavers for many years and wt’rc part of the 
’ of weavers in the town. Their aim was to ensure a 
resortably priced suopiy of raw materials, to improve 

ng of their products and to better their working con- 
drtmtrns by improving the methods of manufacture. They also) hoped 
to promote eI~p~o~rne~t, and tc preserve thtir craft, by attracting 
ymg people to the trade. 
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result of its founder members’ initiative. 
The members all shared similar skills, and they were for[unate 

enough to identify talented Managers who were also from the 
same community. Problems have often arisen when relatives arc 
appointed in this way; the social cohesion of the weaving com- 
munity in this remote town seems to have been such that younger 
educated people were not tempted to misuse their position. The 
Society was vigorously supported by the local community. who were 
willing to contribute their labour without cost for special projects. 
The whole enterprise appears to be based on the desire of the 
community to benefit from progress without destroying its tradi- 
tional crafts and social unity. 

Government has provided modest assistance, such as the interest 
free loan and training services, but has not in any way attempted to 
take over the operations of the Society. In 1978. when the Society 
was faced with a serious crisis. the members themselves had to 
decide what to do. The Government was able to help them with 
import licences. but this was in response to members’ appreciation 
of the gravity of their problems. and their determination to do 
everything they could to solve them themselves. The Society is now 
satisfying the community’s need for higher mcomes, and is also 
providing education, training and even entertainment. It demon- 
strates that co-operatives can achieve success, so long as they are 
the result of local initiative and are not smothered with excessive 
Government assistance. 



Bh~~,krapur is a town of around 150,001) peop!e: situated in thz 
Kat~~mandu VaJley about 25 kih~~metres west of the capital city of 

urn of’ Nepal. The town has largely been by-passed hy the 
ent that has taken place in the Valley. and there is a 

desperate nod to create IKZW sources of income for the r.ipidly 
growing but serio2sIy impoverished population. 

The Bh:+.ktapur Wemen’s Taibing Co-operative: was started in 
the to\vn in 1979. The Society \stiris the brain-child of the local 

ranch blanager of the Industrial Services (‘cntre. ;i national 
dustrial promotion nstitution which e in the tr~wn. 
e encouraged 3 iota entrepreneur. w t time running 

her own private tailoring school. to form about 30 of her 
into a co-operative. He prep;irt;td ;t fe sibility study for t 
suggested that they should approach E c local branch of 

ank for an unsecured loan at the subsidized 

$X,()00. including $2,000 for sewing 
mes and $6,OC)O for working capital. The women themselves 

raised a further $1,800 in share capital. This ank had pretriously 
operated as the Co-operative I and its staff were thus 
very anxious to grant a loan to at time only the seco~~d 
industrial co-operative in the Kingdom. The loan was appraised and 
approved it2 just two weeks, and that Bank’s staff had little oppor- 
tunity to examine in any detail the figures t were presented. 

the 13ank and the r su~~r~~)rti~~~ insti- 
strial Services Centrt wld he fully com- 

mitted to the venture in the long term. the members. 
mainly from middle class backgrounds, together with t 
Manager, succeeded in ersuading the Prime Minister of the 
country to preside over t ceremonial opening of the Society. 

The ceremony ~‘8s 3 great success: for the first and perhaps the 
only time in t istory c>f the Society aI! the members wcrc present. 

xi2 !bfinister‘s pr~srnce at the opening reprcscntcd 
the c~~rni~at~~~~~ of two months’ work of preparing the study. 
registering the Societ>a, ~~~t~~~~i~~ a bank Yoan an L organizing the 
actual opcnmg f~*ast. The members were at this time vt’rv enthusi- 
astic and total y committed TV the Society and its future. Later, when 
Phcy Bert faced bith the actual tasks of operating commercially 
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fact that all the iailors were women. and were or$anized as ;I 
cv-17perative. At this point their monthly sales wt’rt’ around $250, 

rcas they had estimated in their original study that thq would 
eve a figure of $Z,jOil per month. The): had also calculated that 

the break even point would be $1,250 per month. They had allowed 
for a rather h h level of salaries. particularly for the two Managers, 
\\~lliCh they c ulated would absorb over two-thirds of their sales 
revenue altogether. 

Sis months had now gone by since the Society had started and the 
women realized that they had to increase their sales. They decided 
to appeal io the German Project for a marketing adviser for a period 
of three months. The Project had by this time set up a special 
programme to assist local enterprise and they agreed, with some 
prompting from the Bank and the National Registrar of Co-oper- 
atives, to pay for a German marketing expert to be attached to the 
Society for a period of three months; this was later extended by a 
further month. 

The adviser investigated the situation of the Society fairly deeply, 
and found that marketing was only one of their proljlems. Their 
othcbr difficulties included low quality, high costs because of the 
excessive salaries and other fixed costs, unreliable deliver&, dif- 
ferences in colours and cloth between order specifications and what 
they finally produced, and the low motivation and poor attendance 
record of the worker members. Generally speaking, their problems 
arose from bad management. 

Nevertheless, the adviser worked very hard and was able to h4p 
the Society to increase its turnover from $250 to $1 ,WO per month. 
‘This kvas still beiow the break even point but was a great improve- 
mcnt. The adviser guided the management on how to obtain orders, 
ho\;\, and when to give discounts, what products to product and on 

ost every aspect of business management. The Germans cvcn 
u’ent so far as to bring in the National Co-operative Trainirlg 
I\lstitute to provide a special unc week course to the whole group on 
co-operative management. 

The adviser surveyed the local market in some detail and con- 
cluded that because of poor management. high costs and a number 
of other factors it would be impossible for the Society to sell its goods 
locally in competition with loca,l producers who had studie-d the 
market more clos4y and paid their workers very low wages. in any 
cast. the local people had very little money to >pend. 

Foreign importers. on the other hand. would be likely to favour 
the Society because it was a women’s organization. it was a co- 

erarive and its products came from the remote and romantic 
m;llaJ,as. The future seemed brighter as export orders continued 

to colne in as it result of the expert’s efforts, and rhe women asked 





This Societ!, \vas promoted by an outsider. who apparcntl~- hiid the 
bc%t c~f intentions, but it V+X not in response to his need for crnph~y-- 
mcnt. nor did his career depend on its success. The women whrj 
joined. and in partklar the entrepreneur who was pcrsuiadcd to bc 
the Manager. were able to be persuaded to become involved but the 
Sockty was not an expression of their own felt need. nor was it 
based op. any existing association. 

At the beginning t e members. and the various supporting insti- 
tutions. may to some extent have been deluded by the general air 
of enthusiasm and support for the venture. C’o-operative ventures. 

income ~~ner~~tin~ activities for wcmlen are fashiona 
nt circles. and they u’ere cc’en able to persuade the 
mself to be present at the feast which celebrated the 

opening of the Society. To many people. and perhaps to the mem- 
bers themselves at this stage, the opening of the Society became an 
end in itself; they forgot that its purpose was to generate income and 
to become a viable enterprise. 

initiator of the Society may not have been a member himself. 
eprcneurial enough to have the idea and to push it 
expected departure illustrates the danger of rcliancc 

who may for reasons quite begnd their ccjntrol have 
fant enterprise5 they ha\e heipcd to srart. 

After his departure. the Societv came increasingly to rrl!, on 
p;lrt-time iorcign ;ld\,isers. These rn;l\’ BTII ~,IIX been pec~plc cjt‘ 
grc‘;nt talent ;ind c,xpcriencc. who v,.t.zrt’ totally com~i~ittt’d to their 

cir intcrtcntlon was nectwaril~ on il ;;hu-t rcrrn dncl 



adviscvy basis. To make good USC of consultants or advisers is one of 
the most difficult things a manager has to do. It WA& quite un- 
reasonable to expect the inexperienced women who were respon- 
sible for the Societv’s affairs to use these outsiders as advisers. and 
them) in~iitabl!: allowed them to become the actual managers. Tllis 
may have been reasonable in the short term. but the Society rapidly 
became wholEy dependent on outside advisers;. and its own 
Managers became even less cap,tble of taking ovt’r the affairs of Fhc 
Society on the departure of the foreigners. In spite, or perhaps 
because of. the large amount of assistance they h;id received. the 
Society WiIS total!! unviable two years after it had started. 

The Manager of the Bank is probably correct to look for an 
outside entrepreneur to take over the Society. both because this 
ma> iead to the recovery of his loan znd because it is one WV in 

e employment objectives of the enterprise may stili be 
achieved. If the entrepreneur is able to rjbtilin a loan through her 
position in the Society. this will achieve her own objectives and also 
the aim< for which the Society was originally established. IF is 
impossible to force co-cperativc enterprise to t?Ae root In a society 
where it will not tlourish naturally. and any attempt artificially to 

rolong the life of the Co-opttr~~tivc Society without Fht* involve- 
ment of private entrepreneurs is iikelv to lead to further josses 

out creating viable long term employment for the women (A 
Bhaktapur. 
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Canon Paterson was an Anglican clergyman who had for many 
years organized small groups of sculptors in different parts of v.qhat 
was then Rhodesia. The aim of these welfare groups. as the\! were 

called. was to teach young school leavers, who had had very 
ow to bc sculptors in order to give them an 

any of these groups. 

then city of S 
ad succeeded in keeping th 

his own persona”l initiative and energy; 
group was leader 
ed. but somebody 

uld qualify for assistance 
members got together, 

su~9s~r~~ed $2 each as initial capital and applied to the City Council 
mises. They allowed to use a building which was ideal 
r purposes. running water, electricity and telephone. 
y only had to pay a nominal rent for it. They had around 50 
rs at the time. They elected a Committee of seven members, 

they sclecte a Chairman. Vice Chairman, Secretary 
csistant Secretary. he age of the embers ranged from 16 to 

41 years old. 
main function of the Society is to assist its me bet-s to obtain 

aterial and to market their carvings. The So ty buys about 
from quarrk some 200 kilometres 3way 
is to its premises. It adds on a margin to 

sts of transport and other handling charges. and the 
e small quantities they require. 
at a slightly higher price. 

rvings on their own. and they produce a 
they wish sell their 

ich case thev have to 
penses. Thev can also seli their 

result it is difficult to knttw 
cars that most of them. 

premises since thy are verb 
nd can attract large numbcrb 





Cum!neuzt 

At the beginning. this Society enjoyed many of the conditions which 
are generally conducive to the success of co-operative enterprise. 
The group had been established by one of those rare pcoplc who ilrc 
prepared to contribute their energy and commitment to a gro:lp 

ich they will sain no particular financial benefit. When the 
founder died. the members were faced \vith a sudden ;md acute 
crisi+;. If d-w! did norhing. they would Ic9sc their liwlihor9d: ~45 ;4 0’ 
result they f49rmd the Society 2nd prcwdcd to manage it wc‘ce3s- 
fuil>.. 

The S4kiitSl~’ ~l)Klris~~e(l f&jr some yt’ars. in 3piie. or pCrhilj94 
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because, of having received very little external assistance. it 
accumulated a relatively large amount of money, from a very small 
capital base, and it appears to have been properly directed and to 
have satisfactorily catered to its members’ need for raw material 
and disp!ay facilities. 

Political independence, as so often is the case, radically changed 
the market. Local people had little interest in traditional sculpture, 
and members were unable to respond to the changed circumstances. 
Export sales are generally more difficult than sales to local ex- 
patriates or ,tourists. and it WIS therefore not surprising that the first 
disorganized attempt at exporting was a failure. 

Government advisers, as is ali too often the case, did not have the 
courage to tell the Society the truth about the situation. They put 
the members off with promises which could never be fulfilled, and 
provided further excuses for the members to avoid facing the facts 
as they really were. Dishonest assurances of this sort are actually not 
in the interests of any co-operative society, or other small enter- 
prise. since people are far more likely to respond positively to a 
sudden shock than to a gradual decline in their business. The 
members’ original response to Canon Paterson’s death demon-* 
strated that co-operatives, like individuals or whole countries, can 
often build success on the basis of apparent disaster. Grants of 
money, or empty promises, will only prolong the agony. The mem- 
bers must not be protected from reality, and it may be that they will 
respond as positively as they did in 1974 when the Society was 
originally formed. 







Mr. Shah was a Production Supervisor in a sheet metal fabrication 
factory in a large town in northern India. He had observed that the 
chemical industry was growing in the town, and that a number of 
other businesses were locating storage warehouses in the area, since 
it was centrally situated for communications with the rest of the 
country. 

Many of these businesses made extensive use of steel drums 
and other containers for storage purposes. Some of them had 
approached Mr. Shah’s employers to see if they could buy items 
of this sort from them, but the Company’s capacity was largely 
devoted to the manufacture of stec?,l shelving and s!mil,*l products, 
anti its management had no interest in expanding into the manu- 
facture of storage drums. 

Mr. Shah had accummulated a certain amount of savings over the 
years, and decided to set up his own business to satisfy this demand. 
Ilc started in 1970 in a small workshop on the edge of the city with a 
c;ipital investment of $1,500; he only used very rudimentary equip- 
liTeat dnd employed thr*ee skilled and two semi-skilled workers to 
manufacture his products. For its first two years the business was 
very profitable and Mr. Shah was able to recover his original 
investment and to draw a salary for himself and his famiiy which was 
rather more than he had previously earned. In 1973 he re-invested 
his cbriginal stake, as well as some more money, and increased his 
labour force to twelve people. In the next year a number of new 
warehouses were established in the area and Mr. Shah decided that 
this provided an opportunity for even further expansion. 

He drew up a proposal for a ioan of $4,000 to build a new 
workshop and to purchase new machinery. He submitted it to a 
bank and they were convinced that it was a viable proposition; they 
calculated that the new equipment would enable the production of 
the business to be tripled so that there would be no difficulty in 
repaying the loan and the 15% annual interest charge. 

The loan was duly approved and disbursed and employment nou 
increased to 22 people. Early in 1976, however, a competitive 
factory was set up nearby and Mr. Shah’s business was only able to 
operate at 60% of its installed capacity. At the same time it suffered 
;i further. blow; the Town Pfanning Authorities decided to restrict 
the growth of warehousing activities in the city and to reserve the 

>bP-C 
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land for residential purposes. Stocks of unsold containers started to 
accummulate and the Drum Manufacturing Company began to lose 
money at an alarming rate. Mr. Shah could see that disaster was 
ctaring him in the face, and he applied to the local branch of a 
recently established Government agency devoted to assist&g small- 
scale industries. 

Mr. Shah’s inquiry was enthusiastically received by one ot the 
advisers in this centre, a certain Mr. Pate]. tie presented himself as 
philosopher, guide and friend to small industries and cctrried out a 
detailed analysis of the situation of the drum Manufacturing Com- 
pany. He produced an elaborate report with a two-fold solution 
under the headings of ‘Diversification’ and ‘Equity Participation’. 
The existing production line was to be widened by the inclusion of 
milk churns, since a Dairy Development Corporation had recently 
been set up in the city. 

The financial situation was to be improved by broadening the 
ownenship base. The business was to be reconstituted as a joint 
venture between Mr. Shah and the State Small Industries Corpora- 
tion. The total subscribed capital was to be $9,000. Mr. Pate1 
recommended that Mr. Shah should raise his SOY/o share of this by 
selling work-in-progress and finished stocks from the Company, 
and the State Small Industries Corporation would be willing to 
make up any short-fall in his contribution if he could not raise the 
$4,500 he needed. 

The Drum Manufacturing Company was duly reconstituted and 
Mr. Shah continued to run it in its new form. There was still a need 
for more capital; Mr. Pate1 approached a local bank and another 
State financial institution on Mr. Shah’s behalf, and was able to 
persuade them to advance a loan of $30,000 to finance the diversifi- 
cation scheme, to renovate the existing machinery and to repair the 
building. They were willing to advance this money because the State 
Small Industries Corporation had demonstrated its faith in the 
enterprise by investing in its equity. Mr. Pate1 became the Chairman 
of the Board of Directors. Mr. Shah was the Managing Director and 
there were also representatives of the bank. the state small indus- 
tries corporati”n and the other State financial institution. 

In spite of ail these arrangements, however, everything did not go 
according to plan. Mr. Shah was only able to raise $3,000 by selling 
some of thta accumulated inventory, and the State Small Industries 
C‘orporation had to make up his contribution. The diversification 
~vas not a success, since the milk churns produced by the Company 
were of poor quality and over a third of them were rejected by rhtiir 
customers. Mr. Pate1 asked the Marketing Assistance Department 
of the State Small lndustries Corporation to help the Drum Manu- 
facturing Company. They approached public sector dairy corpor- 
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ations and co-operatives in other States and obtained a number of 
orders from them. Since these customers were unlikely to pay their 
bills promptly, and substantial investment was in any case required 
in raw material, the State Small Industries Corporation advanced a 
further $2,000 to the Drum Manufacturing Company to finance 
these orders. in spite of all this help, the Company failed to produce 
sufficient churns to satisfy the orders, and over a third of those they 
did produce were still rejected. Mr. Pate1 brought in experts from 
the Production Assistance Department of the State Small Industries 
Corporation. They examined the situation and made specific 
recommendations for improving quality. These could not. however, 
be implemented without more skilled workers and quality control 
staff, and these people required higher wages than had previously 
been paid. As a result losses increased still further and although 
quality was marginally improved the accumulated deficit now 
amounted to nearly $SU,OOO. 

Both the bank and the other state financial institution were 
becoming concerned about the arrears on their loans, and they 
approached the State Small Industries Corporation to see what 
could be done. The senior officials of the Corporation decided that 
an alternative view might be needed; they retained a firm of private 
consultants who investigated the complete business, from the point 
of view of personnel, management, production and marketing, and 
concluded that the basic problem was mismanagement. The State 
Small Industries Corporation was by this time heavi’ly committed 
in terms of equity investment, its own loans and its unwritten 
guarantees to the other public sector investors. They felt that they 
had four alternatives; they could take the Company and run it 
themselves, they could in some way improve Mr. Shah’s ability to 
manage it effectively, they could wind up the Company and sell the 
assets, or they could continue as they were, trying to improve the 
situation. 

Comment 

As in previous cases, the Drum Manufacturing Company was 
soundly established in the beginning and prospered in its early 
stages. Mr. Shah was apparently able to manage an enterprise 
employing five people without too much diificulty, and even when it 
expanded to twelve he had no problem. 

The major expansion which he undertook with the help of bank 
finance proved to be too optimistic. As so often happens, the 
pioneer enterprise in a particular field chose to expand at exactly 
the same time as new competitors entered the field, so that Mr. Shah 
was faced with an expansion of his capacity at the same time as a 
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contraction in demand. It may well be, however, that an enterprise 
employing 22 people was in fact beyond his managerial capacity. 
and this may have been a more fundamental problem than the 
decline in demand. 

The assistance from the State Small Industries Corporation, 
although offered with the best of intentions, was in the event worse 
than useless. The initial analysis seems to have been carried out in a 
piecemeai way, without appreciating the fact that a small enterprise 
of thissort is an integrated whole, and cannot be treated in any other 
way. Management is the unifying factor which makes a success out 
of the enterprise; attempts to deal with marketing problems, policy, 
shortage of finance and production as if they were separate water- 
tight compartments only exaggerates the difficulties of the Manager 
who must run the Lnterprise as a whole. 

It appears that Mr. Pate1 virtually took over the overall direction 
of the enterprise, without having the stimulus of personal financial 
commitment. and Mr. Shah must have felt increasingly bewildcrcd 
as more experts and more institutions were brought into the picture. 
When his problems began, he only owed the bank $-t.C)OO and had a 
reasonably small amount of his own money at risk. After receiving 
all this assistance. over $30,000 of his own and other institutions’ 
money was tied up, and tke management problems were enor- 
mously more complex. 

It is easy to attempt to explain how a certain situation hrls arisen, 
but more difficult to recommend what shdd bc done to remedy it. 
The best way out cf the problem might be for the State Small 
industries Corporation to take over the obligations of the other 
institutions in order to simplify the financial structure. ‘They should 
then allow Mr. Shah the chance to manage the business without 
interference so that hc can demonstrate his ability to put the situ- 
ation right. If hc fails, the Corporation would probably bc best 
advised to sell the assets of the business to somebody more cupahlc 
of managing them. 



THEDUKAWA LEATHER WORKERSSCUETY, 
NIGERIA 

Wand-made leather goods have for many years been a traditional 
product of the Kano area of Nigeria, and there are large numbers of 
individual craftsmen engaged in this work on their own. 

The Government of Nigeria has always supported co-operatives 
as a means of enabling farmers and others to improve their liveli- 
hood, and the Government of the State of Kano vigorously supports 
this policy. Many of the leather workers found it difficult to market 
their products, and the Co-operative Department, which is part of 
the State Ministry of Trade, Industry and Co-operatives, set up the 
Kano Co-operative Federation in order to help leather workers and 
other small-scale artisans who had similar problems. ‘l’he Feder- 
ation purchased leather products from individual craftsmen, and 
was able to market them successfully because of the scale of its 
operation. Problems arose, however, because the Federation had to 
deal with so many individual craftsmen. The General Manager of 
the Federation therefore asked the Ministry to promote a co- 
operative for the leather workers. They argued that it wouid be 
easier for the Federation to buy its products from one source. rather 
than from large numbers of individuals, and in addition he felt that 
such a society would be able to organize local marketing itself, since 
the Federation had numerous other calls on its resources. 

It woul;i also bc possible for such a co-operative to make use of 
tkc viii it-:y nt: financial, training and other services which were 
available to co-operatives in the State, but could not be provided to 
individuals and were difficult to access through a large union such as 
the Federation. 

A Co-operative Officer was assigned to the task: he met with a 
number of leather workers. and succeeded in persuading them to 
register the Dukawa Leather Workers Society in January 1980. The 
Society started very well; the members were able to sell more of 
their products through ?;he Federation and they also opened a small 
retail shop in the Dukawa area of Kano City to cater to the wealthy 
business people who visited Kano from neighbouring States. They 
also rented a shop at a hotel in the city, to cater for the tourist 
market, and as a result of their success their membership rose to 
ovrr 200 craftsmen. 

The Society continued to prosper for some two years. and in 1982 
the Co-operative Department was further encouraged in its efforts 



to develop this Society when the Federal Government decided that 
leather work should be especially promoted as part of national 
policy to recognise particular crafts as a way of preserving national 
identity and resisting the pace of westernizstion. Towards the end of 
1982. however, the Society started to decline. They ceased supply- 
ing leather work to the Co-operative Federation. they closed the 
shop at the hotel and there were no goods t:) be seen on display at 
the Dukawa shop. Members had clearly lost their enthusiasm. 

The Co-operative Officer was in close contact with the Society 
and he had meetings with some of the Committee Members to 
discuss the problem. It a;>peared that their difficulties arose from 
the lack of raw materials and insufficient capital. They discussed the 
situation together, and decided to put fonvard a number of suggcs- 
tions as a basis for reviving the Society. 

Members had apparently not been attending meetings; the Of- 
ficer recommended that the original Committee Members should 
re-organize the management of the Society, and should take it upon 
themselves to learn how to deal with problems of this sort in the 
future. He offered to organize seminars, to be Londucted by the 
Education Section of the Ministry, in order to help the members to 
learn how to manage their enterprise. 

Tha: Society had been buying leather for its members from 
traditional local tanntxies whose capacity was limited because they 
relied on skilled manual labour rather than machinery. The Co- 
operative Officer therefore offered to introduce the Society to some 
of the modern tanneries in the State, in order to guarantee reliable 
supplies of leather in the future. He also suggested that they should 
re-stock the shop in Dukawa and re-open the outlet at the hotel. He 
said he would contact another hotel in the city, and the Kano 
Tourist Centre, in order to ask them to open shops for the Society, 
and he would ask the Municipal Council to supply a plot of land in 
the famous Kurmi Market, so that the Society could open yet 
another shop there. 

It was clear that all this could not be carried out with the funds 
presently at the disposal of th@ Scxiety. which were insufficient even 
for its current level of operation. The Society’s liabilities were 
legally limited to $11X) per member. and in any case none of the 
members had actuAly paid for his share at all. The Officer therefore 
suggested that the members should be asked to pay what they owed 
for their shares and. if necessary. be requested to contribute further 
funds for the Society’s operation. If they were unable to contribute 
enough money, he would help them apply for a loan from the 
Co-operative Bank, through the Co-operative Union, and. if poss- 
ible, for a grant from the Government. 

The Co-operative Officer now had to prepare a feasibility study. 
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showing the extent to which the Society was able to finance its own 
resources, and demonstrating that it would be able to repay any 
loans which were necessary . Loans made through co-operative 
unions by the Co-operative Bank are generally guaranteed by the 
State Government and the Co-operative Officer has therefore to 
supervise societies in their use of monies which are ieant to them. 
Because of the national significance of leathercraft, and the im- 
portance of co-operatives for national development, the Dukawa 
Leather Workers Society is regarded as a test case and its future will 
have great significance for the future of the co-operative movement 
as a whole in Nigeria. 

Co-operatives that are started as a result of Government pro- 
motion, as opposed to independent initiative by the members, 
generally fail. It is therefore refreshing to find this example of a 
society which owes its origins entirely to official suggestions, but 
nevertheless succeeded, at least for its first two years. We are given 
no information about how the official recognition of the national 
importance of leatherwork was translated into actual assistance for 
the Co-operative in 1982, but it is tempting to wonder whether an 
excess of official intervention might have had something to do with 
the decline of the Society, particularly after its members had 
succeeded so well for the first two years. 

Members’ apathy may arise from a number of different causes. 
but if their Society is genuinely helping them to earn a better living. 
they are unlikely to lose interest in it. As with any business, it 
is important to ask whether the need for which the Society was 
originally started exists any more. It ntay be that members have 
succeeded in finding satisfactory alternative sources of supply, and 
outlets, or that they have been employed by private businesses at 
wages which offer an improvement on what they were able to earn 
on their own. If there really is no further need for the Co-operative’s 
services. neither Government nor anyone else should invest time or 
money in trying to prolong its existence. 

The information suggests, however, that the major problem is 
raw material; independent craftsmen, and co-operative societies 
which they themselves manage, sometimes find it difficult to form 
business relationships with large-scale modern units, which are used 
to operating with formal procedures that are often daunting to 
traditional craftsmen and others with little formal education. The 
Co-operative Officer can play a very useful role in overcoming these 
barriers, by introducing the Society to modern tanneries and 
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helping both sides to overcome any reluctance they may have in 
dealing with the other. It may also be appropriate for the Co- 
operative Officer to assist in overcoming the same type of barrier 
between the Society and the Municipal Authorities, but it is impor- 
tant that the Co-operative should not receive any preference over 
other types of enterprise. The Co-operative Department’s role is ro 
ensure that co-operatives are not in any way disadvantaged, but 
there is no reason why they should receive particular privileges. 

The specific suggestions put forward by the Co-operative Officer 
appear somewhat ambitious; problems in any enterprise can usually 
be traced to inadequate management. The proposed increase in ,the 
number of marketing outlets, and additional finance, will increase 
the size of the enterprise that has to be managed, and thus the 
complexity of its management; it may be advisable to move more 
slowly and to start by helping the Society to improve its supplies of 
raw material. This may in turn require additional finance, but this 
should if at all possible be obtained from members: using the savings 
they should have accumulated over the last two years, since the 
administrative problems involved in bank finalice are likely to 
prove a substantial burden on management. Once the problem of 
raw material supply has been solved, it may then be apprgpriatc to 
expand the marketing operation. The Co-operative Officer respon- 
sible for assisting this Society, and his superiors at the Department. 
must avoid the temptation to take over the management of the 
Society completely in their enthusiasm to create a ‘model’ as an 
example of co-operative success to the rest of the country. If the 
Society succeeded on this basis, it would be impossible to devote the 
same level ot assistance to any larger number of co-operatives, and 
success would in fact be very unlikely since people who are outside a 
society. and employed by Government, are generally unable to 
maintain member enthusiasm and run an effective society. 



THE ETHIUPIANHANDICRAFTS CENTRE, 

ETHIOPIA 

The Ethiopian Handicrafts Centre was originally established some 
40 years ago and was then known as the Empress Menen Handicraft 
School. Its objective was to train young Ethiopians in a variety of 
handicraft skills, and there were initially eleven different workshops 
in the School. The most important ones were blacksmithing, carpet 
making, jewellery, pottery, carpentry and knitting. The School 
never kept an accurate record of how many people were trained, but 
there is no doubt that many hundreds of people went through its 
courses over the years. 

Around 1965 the School opened a small retail shop within its 
premises in order to market some of the items which t!x students 
were making during their training. This seemed to be a good idea, 
both in order to raise some revenue and to ensure that the students 
appreciated the requirements of the market-place, but a number of 
serious problems arose as a result. 

Because the senior students and staff were producing a number of 
very high quality handicraft items, the shop attracted large numbers 
of customers, including the aristocracy and members of the family 
of Haile Selasie. who was at that time Emperor of Ethiopia. The 
management of the School realized that sales of this sort could 
generate substantial revenue, both for the operation of the School 
and for their own benefit. They decided slightly to alter the curri- 
culum so that the students were made to spend more time on the 
production of saleable items instead of devoting their time to 
developing their skills through training. Demand continued to 
grow, especially for carpets, and the School’s very highest quality 
carpets became the favourite gift which the Emperor used to 
present to Heads of Government and other dignitaries he visited in 
Africa and beyond. 

In order to meet the increasing demand for high quality carpets 
and jewellery from the Imperial Court and the aristocracy, the 
School gradually scaled down and finally totally abandoned train- 
ing, turning all its facilities over to production. Most of the other 
Departments were closed and their instructors were transferred to 
the Carpet Department. More workers were employed and the 
School turned over to two shift operations. 

By 1974 there was a total of 450 workers in what was still 
called the Handicrafts School. Most of them were employed on a 
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temporary basis and were paid very low piece-work wages based on 
the amount and quality of the work they produced. The workers had 
no long term security of employment, and although many of them 
had worked in the School for over ten years they were still regarded 
as temporary workers. They were naturally aggrieved that under 
the Imperial Regime there was little they could do. 

The Revolution started in 1974 and the Emperor dissolved the 
old Government and appointed a new and more liberal one. The 
workers in the School petitioned the Government to be made 
permanent employees able to earn fixed salaries. The Government 
was anxious to ingratiate itself with the people and therefore 
granted the workers’ demands; they effectively became perman- 
ently employed civil servants. 

Almost at once the workers’ productivity dropped drastically. 
There was an enormous increase in absenteeism and because of the 
drop in production, and the general disruption caused by the 
Revolution. the School incurred losses of approximately $100,000 
in 1975. In 1977 the Government set up the Hanciicrafts and Small 
Industries Development Agency to promote local crafts and small 
industries. Because there was no other obvious home for the Handi- 
crafts School, the Government decided that it should be taken over 
by the new Agency. 

The Agency was only a promotional and assistance organization, 
with no authority itself to produce or market handicrafts or any- 
thing else. If it was to retain control of the School, it was therefore 
necessary fundamentally to change ths nature of its operation. As 
a first step the School was renamed the Ethiopian Handicrafts 
Centre, and it was planned to turn it into a Centre for the develop- 
ment and testing of improved technologies. for providing skills 
training to rural artisans and entrepreneurs and as an emporium for 
the demonstration of products and tools. 

This appeared to be the best policy, and would in addition 
provide a facility which was badly needed. Unfortunately, however. 
if it was to be carried through about 300 of the 350 remaining 
workers would have to be dismissed. This could not be done since 
they were civil servants and other job?; would have to be found for 
them in the public service. For two years the Agency attempted to 
place the workers through the Personnel Administration Office of 
the Government. but because their skills were basically unsuitable 
for Government jobs they were only able to find jobs for six of 
them. Meanwhile, carpets continued to be produced. Because of 
low productivity. uncertainty about the future and the disappear- 
ance of the main source of demand for the highest price carpets. the 
Centre continued to lose money at a rate of between $60.000 and 
S 1 W,oW per year. 
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Cornntent 

If handicraft training is carried out in isolation from the market- 
place, it is likely to become sterile and irrelevant. It is therefore wise 
to ensure that trainees are in touch with the market-place, and there 
are few better ways of doing this than by allowing training insti- 
tutions to operate their own retail outlets. Students can then 
themselves observe customers’ reactions. and can obtain experi- 
ence in the business aspects of their craft. 

In this particular case, perhaps because of inadequate funding for 
the School and poor supepiision of its managers, the situation was 
allowed to get out of control. The School was run mainly for the 
benefit of its managers. who appear to have exploited the tradi- 
tional skills of their work force. 

The School was nevertheless a large employer of labour, and 
there is no evidence that its workers were compelled to remain 
there. There were presumably no preferable alternative employ- 
ment opportunities for them, so they were willing to stay in spite of 
the apparent exploitation. The managers behaved “to differently 
from what might be expected of private entrepreneurs, and the only 
major difference was that they were actually misusing the Ciovcrn- 
merit’s property. 

After the Revolution. the School lost its major market and it 
obviously became necessary for it to change its products and also to 
alter its employment policies because of the new-found strength of 
tr;tde unions. Little attention appears to have been paid. however. 
to marketing policy, and the workers’ conditions moved from one 
extreme to another. Although it may be uncomfortable for those 
who are personally involved. insecurity is in a sense one of the major 
benefits of small enterprises. They must be flexible and respond 
rapidly to change and competition, or their owners and their 
employees will lase their jobs. The staff of many Government 
organizations, including those responsible for promoting small 
enterprises. might well perform more effectively if they too stood to 
lose their jobs if they did not provide an effective service. Life-long 
security of employment is not always in the national interest in 
public administration, but it is never appropriate in a manufacturing 
enterprise. 

Many of the case studies in this book describe the problems which 
have a&en when official promotion organizations become involved 
in the actual ownership and management of business enterprises. 
The Government of Ethiopia was correct in excluding direct oper- 
ations of this sort from the brief of the Handicrafts and Small 
Industries Development Agency, but it is unfortunate that the 
!%lld has been ailocatccl to an Agency which has no way of 
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continuing to offer employment to its craftsmen. It would probably 
be better to reconstitute the Schoot as an independent manufac- 
turing enterprise, owned by its workers as a co-operative, by private 
investors or. in the last resort. by Government. It may be-difficult 
to deprive the workers of their job security, but it is grossly unfair 
that any group should enjoy this privilege. particularly in a small 
country. The School should be formally recognized as a manufac- 
turing enterprise, and should be allowed to operate as independ- 
ently as possible, under whatever form of ownership is appropriate. 



THEGAMBIANARTISANS'MARKETIAG 

CO-OPERATIVE, THE GAMBIA 

The Gambia is a small country on the west coast of Africa whose 
people have until recently been almost wholly dependent on 
groundnuts. The country has very little rain, which is not reliable, 
and the production of the staple crop can therefore be halved in 
drought years. The country is amongst the least developed nations 
in the world, and the Government is therefore anxious to develop 
new ways by which people could improve their standard of living. 

The country has wide unspoiled sandy beaches on the Atlantic 
coast, and these started in the 1970s to be developed for inter- 
national tourism. Because of the short flight from Europe, low 
labour costs and efficient operations the country rapidty developed 
into a major tourist destination. 

The peopie of this part of West Africa have a long tradition of 
indigenous handicrafts in a variety of fields. These include tie-dyed 
batik and hand-woven fabrics, traditional clothing and leather 
articles, silver jewellery, musical instruments, carvings, baskets and 
pottery. The Government realized that these traditional handicrafts 
could provide a means whereby a far larger number of people would 
be able to benefit from the tourist trade, in addition to those who 
were actuaiiy employed in the hotels and so on. The indigenous 
Business Advisory Service, which is a Government organization 
devoted to assisting local small enterprise, promoted the establish- 
ment of the Gamblan Artisans’ Marketing Co-operative (GAMCO) 
in 19’7’7. Its main purpose was to provide a market for the large 
numbers of independent craftsmen, and in order to do this the 
Society opened a modern retail outlet in the main tourist area of the 
country. They also provided assistance in product design, quality 
control and advertizing for the craftsmen, and they ran training 
courses in production techniques and management skills. 

These activities were generally successful, and the Society intro- 
duced a savings and loan scheme and a raw materials supply service 
for their members, and they started to develop export outlets in 
order to avoid the seasonal pattern which was imposed on them by 
their reliance on tourists who visited The Gambia. 

Before the establishment of GAMCO handicrafts were sold only 
through local markets and by street traders. Since the GAMCO 
shop has been opened. tourists and foreign residents of the country 
have been able to buy quality products at set prices and sales have 



4so continued during the off season. when tl,erc are very fcvs 
tourists but when local residents are still intcrcsted in buying 
han.dicrafts. As a result GAMCO has been able to buy scv~eral 
thousand dollars’ worth of handicrafts from its members during this 
time .~f vear when they would usually have no income at ;rli apart 
from their small farms. 

By 1982 there were approximately W) memhcrs; those who 
lived near the GAMCO shop delivered their products themselves 
and were paid in cash or by credit according to the liquidity pC)sitiorr 
of the Society at that time. GAMCO collected handicrafts from the 
majority of members who lived in more remote XIXS. and the 
collection staff took the opportunity of informing members about 
current market trends at the same time as they collected their goods. 

Xt the beginning GAMCO was managed by an expatriate volun- 
teer from the United States. who had many years of espcricncc 
managing his o:vn business and a number of co-operatives. Bctw*c~n 
1977 and 1970 he was assisted by another volunteer who was 
responsible for training the members. and a British volunteer was 
also recruited to act as store buyer and yuali~y controller. The 
Society also ‘c”mploycd a local part-time clerk and II part-time tailor 
to make up some of the fabrics into ready-to-wear garments. 

in t97ti a Gambian manager was appointed. He h;rd a Ccrtificatc 
in Co-operative Studies and had worked in the Department of 
Co-operatives for some 15 years. He worked together with the 
foreign volunteer for somewhat over a year. and a local acccjuntant 
was appointed at that time. The volunteers then had to leave. and 
the local managers took over full responsibility for the Society. The 
indigenous Business Advisory Service continued to advise the 
managers. and to provide extension and training to GAMCO 
mcmbcrs in rural areas. 

At the end of the IWl-2 financial year, GAMCO employed t hc 
Manager and the Accountant, five sales girls. the tailor, the driver 
and two support staff. The indigenous Business Advisory Service 
paid the salaries of the Manager. the Accountant and the driver and 
the wages for the rest of the staff had to be met out of GAMCO’s 
surplus. 

The Society had originally been started with the help of a grant of 
$_S.(NHJ from a United States assistance agency. This was used to 
lease and renovate the shop. and to provide initial working capital. 
Shortly thereafter a loan of $9,000 was obtained from the local 
Development Bank, in order to finance working capital. and this 
loan had almost entirely been repaid by the end of 1979. The 
Society achieved a net surplus of almost $10.0~~0 in the year ending 
March 19X0. and its successful results were considered most crcdit- 
able for a nevvly established business, particularly since its ob.jcc- 
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GAMCO Prolit and Lcm Account for the 
Years Ending Jrwe, i 982, 198: and I980 
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1981/82 1980181 1979180 
% $ $ $ $ $ 

Sales 36,000 41.01130 71,000 
Cost of Goods Sold 27.ooo 47,000 SO,000 

Gross Surplus 9mo 14,000 2 1 .ooo 
Expenses 

Wages and Salaries 9.500 7,500 4,800 
Rent 2,100 2,100 1,700 
Miscellaneous Expenses 2.300 2,400 3,300 
Bank Interest 1,500 6oc loo 
Looting 8,ooo nil nil 

Y,900 Total Expenses 

SurplubLoss 

23,400 12,600 

$ (14.400) $ 1,400 

-- 

% 11.100 

1980 
% 
900 

18.500 
8.000 

700 

$28,100 

$ 

2.2(x) 
1.300 
9,400 
6,300 
3,900 
5,000 

$28,100 

GAMCO Ba!ame Sheets as at 
30 June, 1982, 1981 and 1980 

Liabilities 

Members’ Investment 
Accumulated Surplus 
Br;nk Overdraft 
Accounts Payable 

Total Liabilities 

1982 
$ 
r)oo 

5,500 
21 so0 

1,ooo 

$28,900 

Assets 
$ 

Office Equipment 
(after depreciation) 
Prepaid Expenses 
Loans to Members 
Stocks of Cioods for Resale 
Trade Debtors 
Cash 

1,600 
600 

14.200 
8.200 
4,100 

200 

Total Assets $28,900 

$ 

2.000 
500 

8,800 
12,7oU 
3,300 
1,100 

$28,400 
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tives were not only to make a surplus but also to provide a social 
service to its members. 

Because of the Society’s success the management wertf able to 
negotiate an overdrait facility of up to $X,OoU from the local bank. 
after clearing off the initial loan; this was guaranteed under a 
United Nations scheme which was operated by the Indigenous 
Business Advisory Service. 

After the middle of 1980 the results started to deteriorate; less 
attention was paid to quality control and the management of stocks, 
and administrative expenses also rose very sharply without an) 
corresponding increase in business. There was also some internal 
disorder in The Gambia during 1981 and approximately $8.000 
worth of goods were looted from the Society’s store at this time. As 
a result of this and other problems. it can be seen from the accounts 
which follow that the Society incurred a loss of some $15.000 during 
the year ended March 1982. 

In spite of its initial success it appears that there were a number of 
long-standing problems which revealed themselves after the first 
year or two and which must be solved before the Society can be 
considered totally viable. Some cYO% of the mcmbcrs are illiterate 
and mclst of them still fail to understand the principle of the Co- 
operative. Some refuse to sell their best goods to the Society, 
because they believe that it exists only to make a profit for its own 
staff. while other\ argue that the Society should accept everything 
they make. regardless of itsquality. because they arc, they argue. its 
members. 

The savings and loan scheme has proved very difficult to opcratc. 
because so many of the mcmbcrs arc’ ignorant of banking pro- 
cedures. and vcr>’ few of the members cvcr bother to come’ to 
meetings. Since so~nc’ of them believe that that the purpose of the 
Society is to exploit them, while others think that the Society has an 
obligation to buy everything they make, they feel that there is no 
reason why they should have anything to do with its management. 

Chnmerzt 

This Co-operatile Society was started entirely as a result of cov- 
ernment initiative, and the leadership never came from within the 
membership. At first. the managers did not even come from the 
same country; when they left. they were replaced by professional 
managers who had little in common with the artisan members. 

There is no doubt, however. that the craftsmen themselves would 
never have started a co-operative, or otherwise improved the 
m*lrketing of their handicrafts, and it is clear that they benefitted 



Partners ii? carpentry. 

The co-operative steel mill in Sri Lanka 
(photo. S. M. J. Neangoda). 



A sculptor in Harare (a member of the Canon Patterson 
Co-operative, case study number four). 



THE JAFAU CO-OPERATIVE HANDICRAFT 

SOCIETY, FIJI 

Fiji consists of some 500 islands in the south-west Pacific. Approx- 
imately 100 of these are inhabited, and the total population is well 
under one million. Many of the people in the outer islands are still 
subsistence farmers, but in addition to sugar and coconut plant- 
ations, there i, a growing tourist industry; this has led to an increasing 
demand for lucal handicrafts. 

The island of Jafau is approximately 1511 kilometres from Viti 
Levu. the largest island in the group where the capital city of Suva is 
situated. The people of Jafau have traditionally been expert wood 
carvers. For many years they used to send their carvings to Suva and 
the other tourist centres in Viti Levu by sea. As land became scarce 
in their own island, because of the growth or population, the wood 
carvers came to rely more and more on the money they could earn 
from selling their carvings and a group of them decided to move to 
Viti Levu in order to be able to set up a full-time wood carving 
industry together. 

They settled on the southern coast of Viti Levu. close to the 
tourist hotels. They carried on operating in the same way for many 
years and because the tourists were very happy to buy their carvings 
their business grew every year. The tourists were interested to see 
the carvings actually being produced, and also expressed an interest 
in other traditional activities of the people. The carvers invited a 
number of women who were experts in the traditional dances of 
their home island of Jafau to join them, and they together used to 
offer regular dancing entertainment to the tourists at their hotels. 
The tourists paid well for the entertainment, and in addition they 
bought more carvings as a result of seeing more of the traditional 
activities of the peopie who produced them. 

The group continued to expand and by 1980 they were offering 
dancing exhibitions and displays of carvings in a number of the 
Leading hotels. They then felt that they should have a place of their 
own where tourists could observe the carvers at work and buy 
carvings and other handicrafts. They also felt that there would be a 
market for a coffee bar and a general retail store, and they wished to 
make a smail museum out of the collection of old carvings and other 
handicrafts which they had accumulated over the years. They felt 
that a collection of this sort would be a valuable contribution to the 
cultural heritage of the island, as well as being a tourist attraction. 
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substantially from the early success of the Society. It was not really a 
Co-operative Society in the genuine sense of the word at all, 
so much as a Government supported purchasing and marketing 
department. It served the members, like any other Government 
Department, but was in no sense directed or controlled by them. 

It may be perfectly reasonable for Government to spend money 
on an activity of this sort, although civil servants are not generally 
very successful marketers. it could be argued that it is wrong to call 
such an organization a co-operative society at all, until or unless it 
develops into an organization which is genuinely run by its mem- 
bers, since people will come to think that co-operatives normally 
function like GAMCO, and will never realize the potential of co- 
operatives as a real form of self-help. 

The loss incurred by GAMCO as a resulr of loot’ng should 
probably be refunded by Government, if it is not already covered by 
insurance. Otherwise, however. the objective should be gradually 
to reduce the level of subsidy so that the Society can develop its 
ability to stand on its own feet, at the same time as its members 
become capable of managing it. 

It is always difficult to judge the point at which a co-operative 
society, or any other form of Government inspired business enter- 
prise, should be set loose from Government support and allowed to 
sink or swim. Five years may no: be enough, particularly in view of 
the set-back caused by civil disorder in 1981, but it is in any case 
unwise to burld a very complex organization, with a number of 
different functions, if it is eventually to be handed over to people 
who have only a very rudimentary idea of management. The Society 
now consists of a small raw material supply business, a purchasing 
and collection system, a retail shop and a savings and loan oper- 
ation. It may be appropriate to ‘privatize’ one or more of these quite 
sepitrate operations, in order to simplify the management task. The 
retail shop is clearly an enterprise which would be more likely to he 
run economically under private ownership, and it may a!so be 
possible to hand over the savings and loan operation to a commer- 
cial bank. The raw material supply service is more or less dormant in 
any case, and the Society would thus be left with the purchasing and 
collection task which is particularly valuable and would form a very 
suitable basis for a real co-operative enterprise. It could then later 
diversify into other related activities, once members had developed 
the capacity to direct it properly. 
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One of the members of the group had had some training in an 
architect’s drawing office. He drew some outline plans of a building 
to accommodilte all the various activities they had in mind, and 
made some estimates of the amount of materials needed and of the 
cost of constructing the building. The members agreed that they 
themselves would contribute their labour free of charge but the cost 
of al1 the materials, and of a suitable plot, was far beyond their own 
resources. They had no formal organization of any sort. and they 
wondered how they should go about acquiring the necessary funds 
to construct the building that they felt they needed. 

This group of cap:ers had its origins in an informal association of 
people who came together because they shared similar skills. Be- 
cause they had already formed a viable association on the basis of 
their part-time activity, they were able to escape from the growing 
hardship of subsistence farming and to move as a group tt) a location 
nearer to their market. Unlike many individuals who move from 
rural areas to the city, these people were able to maintain and 
indeed improve their livehhood because it was already soundly 
established. 

The group was not originally promoted by any co-operative 
department or ministry, nor was it established in order to take 
advantage of any preferential loan terms or other assistance. A 
number of people, with similar skills, came together because they 
realized that they could do better as a group than as individuals. 

The group seems to have succeeded very well in Viti Levu, partly 
perhaps because they were strangers from another island. They 
seem to have been able to exploit the tourist demand for their 
carvings. and for traditional cntcrtainment , without losmg their 
respect for the traditions of their people. Unlike many similar 
groups, prosperity has not Icd to disunity, and they have even been 
able to take in women who had different skills and to include them 
in their activities. 

Now, however, they have reached a stage where formalization is 
needed if they are to obtain access to institutional funds and con- 
struct the building they want. They have so far survived and 
prospered w th i out the benefits of formal incorporation. but if they 
are to expand as they wish they must take the risk of moving from an 
informal association to a formal co-opcrativc society. An) outside 
ad\& and assistance Gould be strictly limited; the association 
should, only if they wish. be advised on the feasibility or otherwise 
of their proposed building, and on the procedures u hereby they can 
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formalize their association and thus become eligible for a loan. 
T&y, and their advisers, must be aware of the dangers of buildings 
of this sort; co-operatives and similar organizations often construct 
what are really no more than monuments to their own success, 
although they may delude themselves that they are important 
facilities for their continued prosperity. They must ensure that the 
tourists will really wish to visit the proposed building, and that they 
will be able to organize and manage its regular maintenance and 
operation, before going through the procedures which must pre- 
cede raising finance for its construction. 



THEJUMBlE HOUSE POTTERY, 

DOMINICA 

Dominica is a small island in the southern Caribbean, with a total 
population of under lCKI,OOO people. There arc: few local industries. 
since most of the people depend on subsistence agriculture, to- 
gether with some tourism and a few cash crops such as limes and 
bananas. 

There is a severe unemployment problem, paticularly amongst 
young people, and in 1974 an expert from the International Labour 
Office of the United Nations started a group training project in 
ceramics at Jumbie House on the northwest coast of the island. The 
location was chosen because of the excellent clay which was avail- 
able there and because there were large numbers of uneniployed 
young people living in the neighbourhood who were interested in 
learning how to make pottery. The objective was eventually to 
develop a viable ceramic industry on the island to provide job 
opportunities, to use local raw materials and to provide locally 
manufactured pottery to replace imports. 

The project started in 1974 with a group of 30 young men and 
women. By the middle of the following year ten of them had left, 
and the numbers fell later to 15 because they could not earn a steady 
income. A number of those who left had joined the project under 
the impression that they would be paid a regular salary and left 
when they discovered that it was intended to be a self-supporting 
industry. 

The International Labour Office expert found it a continuous 
struggle to maintain the enthusiasm of the group, because he only 
had a small amount of money with which to pay them and although 
some pottery was sold they could not really achieve a viable volume, 
nr rnanllfartvare nnnrlc nf hioh ntla]itxr hwnllcp thw did not have a ..a ..*U.*YIUICUIw b”““’ VL “‘b” y-w a.,, v- ----- ----, -.-- -- 

suitable kiln. 
At the end of 1975 the expert had to leave Dominica, and the 

whole project was assigned to the Youth Division of the Govern- 
ment of Dominica. At this time there were four girls and eight 
young men still working there, and one of them had emerged as the 
most skilled and most able to manage the activities of the rest. 
Although they lacked all the equipment they needed, they were 
able to make a fairly wide range of products and these were gradu- 
ally becoming known on the island. Although they never worked at 
full capacity for more than a few weeks at a time, they demonstrated 
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that they were able to produce at a rate which would have achieved 
sales of aroum’ $18,000 a year, for a total of 4.000 pieces. These 
included teapots, teacups and saucers. a range of flower-pots and 
vases, ashtrays, lamps, ornaments and various other containers. 

The major problem was firing the products and just before the 
expert left he had helped the group to place an order for an electric 
kiln which would be big enough to fire and glaze everything they 
produced. They had hoped that a donor could be found to pay for 
the kiln but this unfortunately proved impossible. When the Youth 
Division took over they were determined to make the group self- 
sufficient as quickly as possible and attempted to raise money with 
this end in view. They sent two members of the group to be trained 
in Jamaica under a scheme sponsored by the Commonweatth Fund 
for Technical Co-operation. 

The Youth Division commissioned a study by a local firm of 
management consultants in order to establish the need for a kiln. 
They submitted the application for funding to Christian Action for 
Development in the Eastern Caribbean (CADEC) who agreed to 
support the group but said that they could only alford a wood-fired 
kiln rather than an electric one. 

The group tried to explain to the funding agency that there was 
not a readily available supply of firewood, and the Chief Forest 
Qfficer of the island supported their view. The expert who advised 
CADEC did not agree, however, and the Jumbie House Pottery 
group eventually agreed t + accept a wood-fired kiln. In the mean- 
time, they carried on with their plans to obtain finance and other 
facilities for the workshop in order to establish it properly. 

Many months went by and the kiln had not arrived. The members 
of the group found it difficult to contact the funding agency, which 
was based in Jamaica, since they were remote even from the capital 
city of Dominica. They were very anxious to establish their venture 
as a self-supporting viable enterprise, in order to employ as many 
young people as possible and to save foreign exchange, but they felt 
that no one was able to help them to overcome their problems. They 
contacted the funding agency and other organizations but without 
success and a number of them wondered whether they should leave 
and try to find something else to do. 

In circumstances of this sort. where there is little or no local industry 
and unemployment among young people is a major problem, it is 
clearly necessary for Government agencies to take the initiative. It 
may not have been ciear from the beginning that the Jumbie House 
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Pottery was intended to be a business rather than merely a training 
school, but’this lack of clarity may also be excused since it may be 
that it would have been impossible to recruit people if it had been 
clear from the outset that they had to earn their own living. 

The loss of members of the group may actually have been a good 
thing, since those that remained were probably those who were 
most committed and enthusiastic. It appears that one person 
emerged as some sort of informal leader but the continuing involve- 
ment first of the expert from the International Labour Office and 
then of the Youth Division may have deprived the group of the 
feeling that they were themselves responsible for their own destiny, 
and of the impetus to allow one of their members actually to be a 
genuine leader. 

As in other cases, it may well be that support was continued too 
long; if the group had been left on their own after the departure of 
the expert from the Internationai Labour Office, it might well have 
been that the informal leader would have taken over and would 
even have had the initiative to construct a wood-fired kiln out of 
local materials since very little outside assistance is required to 
construct a wood-fired kiln beyond the correct design. An electric 
kiln might have been more desirable, but if no external assistance 
was available the group might have realized that they could not 
hope for this at once and should in the short term at least be 
contented with one which was fired with wood. 

If craft training is provided in a purely academic way, and no 
attempt is made to produce items for sale, trainees are unlikely to 
attain the necessary standards or to realize how they will have to 
operate in the real world. On the other hand, it is difficult to make a 
training venture self-supporting from the outset and it may be that 
in this case, through the premature withdrawal of the International 
Labour Office expert, that the group was forced to become self- 
supporting too soon. A point must always come, however, when 
external support has to be withdrawn and a venture such as this 
must ‘sink or swim’. If it succeeds, all is well and if it fails it may well 
be that the trainees will find employment elsewhere, some perhaps 
on their own, while the venture itself as originally envisaged might 
not have been viable in any case. 



THELANKASTEELCO-OPERATIVE, 

SRILANKA 

Early in 1970 a small steel mill which had for many years operated 
in a southern suburb of Colombo, in Sri Lanka, ran into difficulties. 
The mill employed some 50 people, and used to manufacture steel 
reinforcing bars for building construction, using wheels, rails and 
other scrap materials from the Sri Lankan railway. 

Because of poor management, production had fallen to around 
50 tons a month, only slightly more than half what was possible, and 
a severe shortage of raw materials developed. The management had 
in any case lost interest in the enterprise. the equipment was old and 
in need of repair. and they decided to close the business down. 

This was a severe blow to the employees and the local com- 
munity. Two of the redundant workers, one of whom had been the 
Superintendent of the small labour force and the other the Assistant 
Production manager, were particularly resourceful and determined. 
They realized that the work force had included a number of skilled 
and very conscientious people, and they concluded that it would be 
possible to bring the unit back into production if only they could 
obtain enough finance and recruit a competent manager. They 
spoke to a number of the other people who had lost their jobs, and 
they all expressed their willingness to commit whatever savings they 
had ;o the revival of the enterprise. Nevertheless, the group could 
not possibly muster enough funds from its own resources to reopen 
the mill, and the problems appeared insurmountable. 

The two leaders were determined to persevere. They realized 
that political patronage was essentral for the success of any venture 
of this sort in Sri Lanka, and they decided to approach the Member 
of Parliament for the constituency in which the mill was located. He 
was happy to help. since the mill was an important source of jobs 
in his constituency and a number of the redundant workers had 
already made the situation known to him. He knew that he could 
benefit the people, and his own reputation, if he was associated with 
a co-operative venture of this sort. 

The two initiators of the venture realized that one of the reasons 
for the past problems at the mill had been the lack of commitment 
and interest on the part of the workers. They had come to appre- 
ciate that most of the work force were people of some competence 
and initiative. who were not only very good at their jobs but could 
also make some contribution to the management of the enterprise if 



they were given a chance. They therefore decided that every worker 
would have a personal stake in the enterprise and a say in its 
direction, and they agreed with the workers that each would contri- 
bute $100 towards the initial share capital, giving a total of $5.000. 

They also realized that $5,000 was not enough money with which 
to restart operations. They still had a need for management ex- 
pertise and for practical expressions of commitment from the 
suppliers of raw material and other institutions which could in- 
fluence the success of the operation. They therefore invited a 
number of influential people to join the Board. T-. Ii 3 included 
rcpresent:Atives of the Co-operative Marketing Feder;ttt .‘n and the 
Co-operative Industries Union, two people who were nominated by 
the Member of Parliament and a senior staff member of the Sri 
Lanka Steel Corporation, who were the suppliers of raw material. 
The two leaders made up the remaining members of the Board, and 
the outside institutions also contributed a total of $2O,WO to the 
share capital. This made a total of $25,000, including the worker 
members’ contribution, which was enough to start operations. 
Accordingly, the Lanka Steel Co-operative was inccrporatzd in 
December 1972 and started operations early in the following year. 

The outside representatives on the Board ensured that the 
Society enjoyed the good-will and services of their respective insti- 
tutions, and they also gave management advice and assistance as 
required. The work force were totally committed and dedicated to 
the success of their business, and the new Co-operative was able to 
earn a profit in a very few months after starting operation. By 1978 
they had accumulated earnings of $17.1)00 and were able to buy the 
equipment and the freehold of the premises, which they had up till 
then rented from the previous owners. By 1982 production had 
reached 80 tons a month and they were employing a total of 125 
people, working in three shifts around the clock. 

The original leaders appreciated that they lacked the necessary 
management expertise, and they recruited a professional manager 
and an accountant, to be responsible for the day-to-day running of 
the mill. Virtually all the original members remained with the 
business, and there was great competition for any vacancies that 
occurred. The wages were approximately the same as those paid in 
similar enterprises m the area, but worker members also received an 
incentive bonus of between $30 and $80 a month each, depending 
on the volume produced. They earned an additional $20 for good 
attendance. and food and medical allowances, and if results were 
satisfactory. as they generally were, they received two months 
additional wages in Ap;il and in December. as well as 35 days leave 
per year. Most employees in other co-operatives arc only entitled to 
27 davs leave a year. 
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In its early years the Society enjoyed a protected market, since 
imports were heavily taxed. The Government later adopted a more 
open economic policy which meant that the Co-operative had to 
face competition from imported steel. In 1982 reinforcement bars 
from Japan were being landed at Colombo for $1,150 per ton 
whereas the Lanka Steel Co-operative’s selling price was $1,200. 
The Board of Directors, however, was well aware of the problem. 
They were determined to overcome it and were investigating the 
possibilities of diversifying into building vehicle bodies and manu- 
facturing steel gates and girders for construction purposes. They 
calculated that they would need about $lOO,OOO for the necessary 
new equipment and the Board were confident that they could 
obtain the necessary amounts from their own resources and from 
outside institutions. because of their record of progress and sound 
financial management. 

Comment 

The purpose of most co-operative societies is to provide a service to 
their members which they are unable to provide for themselves. 
Farmers come together in order to purchase processing equipment 
or to market their crops, and handicraft producers form societies in 
order to buy raw material or to open a retail shop. The Lanka Steel 
Society is fundamentally different. It is an industrial or workers’ 
co-operative, whose members have come together in order to 
finance and manage the enterprise in which they work. Members of 
a service co-operative retain their own independent activities, and 
onJy purchase certain services from it. The members of the Lanka 
Steel Co-operative rely on it for their complete livelihood. 

Like most successful co-operatives, of either kind, this Society 
was initiated by its own members and not as a result of suggestions 
from outsiders. They were faced by a crisis, in that they had lost 
their jobs, and two leaders emerged who were willing to give their 
time and energy to organizing a society to save their own and their 
friends’ employment. 

Many co-operative societies are exploited by politicians and 
others for their own purposes. The leaders of the Lanka Steel 
Society might themselves be accused of exploiting powerful insti- 
tutions and individuals, in that they appreciated the necessity for 
influence in high places and recruited powerful allies by offering 
them positions on the Board of Directors. The leaders and the 
members were also willing to recruit outsiders with the manage- 
ment skills they themselves did not possess. They paid them an 
economic salarv. qnd were willing to take instructions from them 



The Lanka Steel Co-operative 

The Lanka Steel Co-operative Limited 
Profit and LOSS ACCOUK for the Year Ended 31 Mm-c/z I982 

Sales 
$ $ 

900,000 

51 

Expenses 
Raw materials 
Wages 
Salaries 
Administration 

Total Expenses 
Surplus 
Taxation 
Net Surplus 

500,000 
110,(W) 

6,Oof) 
12,000 

628,(x)0 
‘272,000 

32,000 
$240,0(y3 

The Lanka Steel Cu-operative Limited 
Balance Sheet OS at 31 March, 1982 

Liabilities 
AMembers’ Capital 
Sub!;criptions 
Capital Subscribed 
by Organizations 
Reinvested Earnings 
Accounts Payable 

Total Liabilities 

$ Fixed Assets $ 
Land 16.in~o 

5 .ooo Steel Rolling Mills 54,000 
Other Plant and 

20,ow Equipment 2s .wo 
234,000 

2,000 Current Assets 
Finished Steel Stocks so ,000 
Raw Material Stocks 52 .OlKJ 
Accounts Receivable 28 .ooo 
Cash and Bank Balance 

$261,000 Total Assets 
36,000 

$26 1,000 

because they respected their expertise. Many co-operative societies 
fail because the members are unwilling to pay anybody more than 
they themselves receive, and thus deprive the society of the skills it 
needs. 

The Society was able to benefit initially from the protected 
market, and did not have in its early stages to concern itself unduly 
with marketing problems. The shortage of raw materials had, 
however, partly contributed to the downfall of the previous owners, 

I and the leaders dealt with this problem by involving their main 
supplier in the management and financing of the Society. 

They appear, however, to be responding equally constructively to 
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the threat of externai competition. They now have the financial 
resources and standing necessary to finance their expansion into 
activities which are less subject to foreign competition, and it 
appears that the Society is likely to continue to prosper and to 
demonstrate that industrial co-operatives can succeed, given the 
right conditions and committed leadership. 



NORTHERN TEXTILES, 

BANGLADESH 

Abdul Matin had for some years owned and operated a small 
trading business specializing mainly in cloth, and in 1964 he decided 
that he would like to start manufacturing. He was familiar with local 
tastes and wanted to produce sarees, plain cloth and striped and 
checked shirting since he knew that these would sell well. He 
approached the Bangladesh Small and Cottage Industries Corpor- 
ation and with their help prepared a scheme for his proposed 
enterprise Northern Textiles. He started in a small way, and the 
total investment was only $12,300. 

Matin had over the years saved a large proportion of rhe profits 
from his small trading business, and he was able to invest $4,100 in 
his enterprise; he borrowed a further $8,200 from the Small and 
Cottage Industries Corporation, so that he could invest the total of 
$12,300 in his new business. He spent $3,600 on land and buildings, 
$1,200 on office furniture and equipment and $6,300 on weaving 
equipment specially imported from Japan. This left $1,200 for 
working capital and he found that this was enough to start oper- 
ations on a profitable basis. The loan from the Small and Cottage 
Industries Corporation was to be repaid over five years and they 
charged 7*/2% interest. 

The business grew steadily over the next seven years. By the end 
of 1970 a total of 20 skilled and semi-skilled workers were em- 
ployed, while Matin himself dealt with the management and mar- 
keting aspects of the enterprise because of his long experience in the 
textile trade. He had succeeded in repaying the loan on the terms 
agreed, and had negotiated further loans in order to purchase more 
equipment; at the end of 1970 he owed a total of $8,000 on these 
new loans. 

In 1971, however, the Bangladesh Liberation War broke out and 
there was a total breakdown of law and order for some nine months 
during the year. Northern Textiles suffered very badiy. The stock of 
finished goods, the raw materials, the spares and even some of the 
machinery were stolen by the occupation forces and other unscru- 
pulous people, and during the whoie period of the war the factory 
was closed. The business thus suffered heavy losses at this time. 

At the end of the war the occupation armies left Bangladesh and 
Abdul Matin, like so many other business people in the country, 
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found that his business was more or less destroyed. He had only his 
land and building and the few items of machinery that had not been 
stolen or damaged. His skill and persistence were unimpaired. 
however, and he was determined to start again. He successfully 
obtained an interest-free rehabilitation. loan under a special scheme 
which the Government had started to assist businesses like North- 
ern Textiles to start after the war. Matin re-engaged some of his 
workers and after making substantial efforts he managed to start the 
business once more early in 1972. 

After the independence of Bangladesh, however, conditions 
became very difficult. Prices rose very steeply and it became almost 
impossible to obtain the imported spare parts which Matin needed 
to keep his equipment in working order. His employees needed to 
be paid more. because the cost of living had gone up so much, and 
there was a severe shortage of yarn which was the basic raw material 
of the business. Because of the damage which the machinery had 
suffered during the war, and the difficulty of obtaining spare parts, 
much of the machinery was not in working order. As a result the 
factory was out of balance and could not oper,ite at full capacity, 
and in addition the electricity supply was most unreliable. Matin 
had insufficient working capital to pay his workers and to purchase 
raw material on the occasions when it was available, and the interest 
rate on his original loans from the Corporation was also increased at 
this time. 

As a result of these problems Matin was unable to make repay- 
ments of the original loan as they fell due. WheD he was pressed for 
repayment by the Small and Cottage Industries Corpora&on he told 
them about all his problems and argued that it was surely unreason- 
abEe to expect him to be able to meet his obligations. The Staff of the 
Corporation, however, said that he had already received his interest 
fret rehabilitation loan. They might be willing to discuss the possi- 
bility of providing further assistance, but only after he had succcss- 
fully cleared off the loan he had obtained before the war. 

They even threatened to auction off the equipment and the 
building if repayments on this loan were not received. Abdul Matin 
approached a number of other financial institutions but none of 
them was able to help him since he was already indebted to the 
Small and Cottage industries Corporation. Abdul Matin needed 
extra finance merely to operate the business with its existing equip- 
ment. He was also faced kvith competition from new units which had 
been set up after the Liberation War and were equipped wrth more 
modern machinery. He had not calculated how much money would 
be needed totally to re-equip his factory. but he knew that it would 
be a very large sum and that it would eventually be necessary to 
make this investment if his business was to survive and prosper. 
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Matin felt that his case deserved special consideration; he had 
always lived very modestly, re-investing the vast majority of his 
profits in the business. and his workers afreed that he had been a 
model employer. He approached the Small and Cottage Industries 
Corporation once again, and asked them if they could possibly treat 
him as a special case. The staff of the Corporation responded quite 
favourably. They said that they would be very happy to help him to 
prepare a proposal both to acquire the finance necessary to estab- 
lish his business on a sound footing, and to purchase new equipment 
in order to enable him to meet competition. They demanded, how- 
ever, that he should first repay his old loan before they could 
consider any new financing. They were willing even to reschedule 
tht interest which was due on the old loan, but the principal must 
first be repaid. In spite of a!! his determination, Abdul Matin was 
close to giving up. He could see no way in which he could raise 
$8,000. withou’. selling what was left of his business, and this would 
defeat the whole object. There seemed to be no alternative, how- 
ever, and he decided that this was the only way in which he could 
clear his debt, even though this would mean the destrl:ition of his 
enterprise, the loss of everything he had worked for for so long, and 
unemployment for his workers. 

Commerz t 

Abdul Matin appears to have been a ‘model entrepreneur’ until the 
Bangladesh Liberation War. He started in trade, which requires 
very little capital or skill, and after acquiring knowledge of the 
textile business, and a certain amount of money, he moved into 
manufacturing. He surveyed the market carefully and produced 
products which were in demand, and employed large numbers of 
people with a very modest outlay of capital. 

The Small and Cottage Industries Corporation played a vital role 
in his success, responding constructively to his original request for 
advice and funding, and providing further support as his business 
developed. It would be difficult to find a better example of the 
positive development role of the individual entrepreneur. or of 
effective co-operation between a small enterprise financing agency 
and an individual business person. 

The Liberation War. however, with its attendant breakdown of 
law and order, changed the situation completely. The initial re- 
habilitation loan appears to have been insufficient to re-establish 
the business properly. One can well understand, however, the need 
for the Corporation to hold fast to certain rules and preconditions. 
since otherwise they would be faced with an overwhelming number 
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of claims and would have no criteria by which to select those 
businesses which were to receive assistance. 

As in previous cases. it must be accepted that if Abdul Matin is 
finally forced to dispose of the business, this will not actually 
deprive society of the productive assets involved. Whoever buys the 
land. buildings and equipment will presumably do so because he 
wants to use them productively, and will be able to start the business 
without the burden of debt which is preventing Matin from re- 
covering. 

Matin cannot, however, in any way be blamed for what has 
happened to his business. His earlier performance suggests that he 
is very well qualified to continue to own and manage his enterprise, 
and he has not in any way disqualified himself by withdrawing 
excessive money for his own use or other forms of financial mis- 
management. The total amount owing is not very large, and it 
should be well within the capacity of the enterprise to earn enough 
profits to enable Matin to repay what is owing, as well as whatever 
amount of additional money is necessary in order to re-establish the 
business on a sound basis. The Corporation she-,uld not write off the 
loan, but should reschedule it on a long term basis and should 
support Abdul Matin in his efforts to re-build his business iind thus 
to play some part in rebuilding his country. 



PASHA’SMACHINESHOPPROPOSAL, 

PAKISTAN 

The small enterprise sector is believed to employ some three- 
quarters of the total manufacturing iabour force in Pakistan and to 
have generated some 15 9/o of the country’s exports. In recent years 
there has been little or no net expansion in public or private sector 
investment in large-scale industries, and they have at times even 
declined. but small enterprises have continued to grow throughout. 
In the Province of The Punjab, for instance, it was estimated that 
investment during the early years of the 1970s in small enterprises 
was growing at a rate of nearly 15% per year. 

Large numbers of people from Pakistan have taken jobs in 
Western Europe and elsewhere, and many of them obtain both 
skills and capital with which they can return to Pakista,l and start a 
business of their own. The Government is naturally keen to en- 
courage this, since people of this sort increase the skills available 
in the country and create employment for others by investing in 
productive enterprises, rather than buying land and having no effect 
other than to increase the price of property. 

Mr. Pasha spent most of his life in West Germany, working in the 
textile industry. and in 1977 he decided to return home and to invest 
his savings in an industrial venture in his own country. He bought a 
house in Lahore and also bought a car and two truck chassis with 
him from Germany, in order to start a transport business in addition 
to his proposed garment factory. 

Mr. Pasha knew little or nothing about Pakistan and needed 
guidance on the necessary procedures involved in importing 
machinery. on finding land in Lahore for his factory and on how to 
obtain a loan to buy the land and construct a building. He made 
some inquiries amongst his friends and relatives and eventually 
found out that he should approach the Advisory Service of the 
Punjab Small Industries Corporation. He called on them and they 
explained that the Small Industries Corporation had made arrange- 
ments with a consortium of five commercial banks. The Corpor- 
ation was responsible for appraising the economic and technical 
feasibility of proposed investments while one of the banks would 
assess their credit worthiness. Both the Corporation and the bank 
would be jointly responsible for any bad debts and a separate 
reserve fund of 1% of the interest charges was set aside for this 
purpobe. The banks agreed to rule on the credit worthiness of 
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applicants within 1-F days of receiving a request from the Corpor- 
ation; after the funds had been disbursed the Corporation was 
responsible for monitoring the utilisation of the loan. 

The staff of the Advisory Service advised Mr. Pasha to make a 
loan application. They explained that it would take not less than 
four months for the Corporation to study the project but once it had 
been found to be feasible they would recommend it to the bank and 
the loan would be made available fairly quickly. Mr. Pasha was very 
pleased and within a few days he submitted an application for a 
garment factory. He also ordered the necessary machinery from a 
foreign manufacturer. 

In order to save time the Corporation submitted an application to 
the bank for a ruling on Mr. Pasha’s credit worthiness at the same 
time as they carried out their investigation into the viability of the 
venture. Because the bank had to make inquiries through their 
foreign branch. it took four months for them to decide whether or 
not they would extend a loan to Mr. Pasha, In the meantime, the 
machinery supplier notified him that the equipment would soon be 
on its way and he became somewhat worried that he would not have 
the finance in time to be able to pay for it. 

The Corporation completed their study in one month and the 
recommendation for approval was placed in front of their Commit- 
tee. Mr. Pasha was invited to attend the meeting and he was 
delighted that his case was approved; it was then sent to the bank. 
The bank, however, had not yet approved his credit worthiness and 
the Corporation was unable to do anything because of the delay. At 
a further meeting of the Loan Committee, some two months later, 
the Bank Manager excused the delay by saying that it had been 
necessary to forward the application to head office because it was 
for over $20,000. Fin-illy, some six months after his original appli- 
cation, the bank approved Mr. Pasha’s project but he had in the 
meantime retuiaeJ to Germany and had authorised his cousin to 
pursue the case on his behalf. 

At this stage the Corporation had to refer the application to the 
Investment Promotion and Supply Division of the Federal Gov- 
ernment since it involved imported machinery. Some two months 
later this Division finally approved the project but the bank was 
unable finally to sanction the loan because of delays in locating a 
suitable plot. 

The staff of the Corporation had been trying to find a suitable plot 
in the Lahore Small Industries Estate and they had identified three 
tenants on the Estate who were in default with their rent. They had 
been allocated plots a year or more before but had failed to occupy 
them within six months as their lease agreement had stipulated. 
Quit notices were therefore issued, in order to release the plots for 
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Mr. Pasha and other prospective tenants, but the existing tenants 
appealed to the industries Department of the Government, and 
then to a civil court; they finally succeeded in obtaining a temporary 
injunction against the Corporation and refused to give up their 
plots. 

Mr. Pasha was still in Germany but his cousin had attempted go 
keep him informed of the various developments. The machinery 
suppliers were becoming impatient since the equipment had been 
packed ready for despatch for some months but they had still 
received no notification that the funds were available. When Mr. 
Pasha to!d them about the injunction they said that they could wait 
no longer and they disposed of the equipment elsewhere. Mr. Pasha 
felt that he could hardly quarrel with their decision and in any case 
he was thoroughly disillusioned by all the delays he had suffered. He 
wrote his cousin and asked him to inform the Corporation and the 
bank that he was no longer interested in his venture and had decided 
to stay in Germany. 

Cornmen t 

The main constraint to new small enterprise in many countries is 
often not the lack of opportunities, of finance or of individuals with 
the necessary skills and initiative, but the lengthy procedures and 
formalities which have to be gone through in order to obtain the 
necessary licences. finance and other resources. This is a very 
typical example; Mr. Pasha had the necessary skills and financial 
stake, and he also had many years of experience working in an 
industrialized economy which would enable him to make a suh- 
stantial improvement to the standard of industrial operation in 
Pakistan. As a result of the bureaucratic problems, he was eventu- 
ally discouraged from starting an enterprise at all. High level 
pronouncements of support for new enterprise, or of the welcome 
which is extended to returning guest workers like Mr. Pasha, are of 
no value whatsoever, and are worse than useiess even if they are not 
backed up by effective operation of the institutions which must 
actually carry out the necessary procedures. 

Much of the difficulty in this and many similar cases arose from 
the fact that responsibility for approving the project was divided 
between the bank and the promotional organization. Banks are 
naturally unwilling to lend money to finance ventures which they 
have not investigated, but they also lack the time and the necessary 
staff to investigate prospective ventures, and the entrepreneurs, in 
sufficient detail. As a result, both organizations uecame involved in 
the appraisal, but neither was able to do the complete job, and the 



proposal thus fell between the two. The situation was further com- 
plicated by the slecxsity to refer to head office for approval of what 
does not seem to be a very large sum, and also by the involvement of 
yet another organization because of the use of foreign equipment. 

The problem may arise in part from the involvement of Govern- 
ment; ii commercial financing institutions were allowed to compete 
with one another to finance what appears to be a viable enterprise, 
where the entrepreneur has a significant stake of his own, there 
would be unlikely to be such delays since any institution which took 
as long 9s those involved in the case study would stand no chance of 
making a deal with the entrepreneur. People such as Mr. Pasha 
require little technica! or managerial guidance; what they need is a 
rapid and efficient service to give them the necessary information 
and back up finance. It is arguable that this is best provided by 
independent financial institutions and even by consultants. r;lthtx 
than by subsidized Government organizations which may save the 
entrepreneur some money but whose bureaucratic methods of 
operation are more likely to frustrate the investment altogether. 



PAULOS’SHQE FACTORY, 

ETHIOPIA 

Paulos’ family had for many years been involved in the leather 
business in Addis Ababa. the capital city of Ethiopia. Paulos 
decided to branch out on his own and in 1960 he started a shoe 
repair business, employing himself and five of his relatives. They all 
had some experience in shoe repair, and their business was im- 
mediately successful. Their customers soon asked them to manu- 
f;icturtt new shoes as well. and by 1968 they had stopped doing 
repairs altogether. The high quality of their shoes. together with 
the relative absence of competition help& Paulos to expand the 
business and hc had by this time over 2S employees. 

In 1973 Pauios decided further to expand and modernize the 
factdry. He applied for a loan of $IS,CIUO from the Agricultural and 
Industrial Development Bank. to be repaid over four years. This 
was approved and the construction of the extension to the building 
was completed more or less on time. There were some delays in the 
purchase and importation of the necessary machinery and equip- 
ment. and the complete new facility was only fully operational in 
June 1975. 

in 1974, however, the Popular Mass Revolution had broken out 
in Ethiopia. This brought a number of problems to Paulos’ shoe 
business. First of all it became increasingly difficult to obtain 
the foreign exchange which was necessary to buy imported raw 
material. Before the revolution his European suppliers had been 
willing to sell him the necessary raw materials on six months’ orcdit, 
but in 1975 they withdrew this facility because of the uncertainty of 
the political and economic situation in Ethiopia. 

Even if it had been possible to obtain the raw materials, it became 
incrtasingiy difficult to transport goods from the ports to Addis 
Ababa. which is several hundred kilometres from the sea. Armed 
forces opposed to the revolution were disrupting communications 
and the Ethiopian troops were fighting enemies both within and 
outside the country. As a result military supplies were given privritv 
and Paulos’ raw materials could not be brought up to Addis Ababa. 
Because of the general Disruption there was also a shortage of 
processed hides in the country at the time. and the production and 
sales revenue dropped alarmingly. 

‘The revolution was inspired by Marxist principles and had there- 
fore strengthened the position of the workers and trade unions. 



Paulos’ employees had joined a trade union, and he was therefore 
unable to dismiss any of them, although he did not have enough raw 
material to keep them busy. Because of his problems he stopped 
repaying his loan in 1976, and also failed to pay the $5.000 he 
owed in taxes to the Internal Revenue Service. Early in 1977 the 
authorities threatened to foreclose and to sell off the assets of 
Paulos’ business, in order to recover the money owing for the loan 
repayments and taxes. The Government had recently established 
the Handicraft and Small Industries Development Agency to help 
craftsmen and small-scale enterprises in the country, and P;lulos 
approached the newly established institution for help. 

The Agency’s staff investigated Paulos’ situation and they were 
able fairly quickly to arrange for foreign exchange to be made 
available to him for importing raw materials, and to allocate trans- 
port so that goods could reach him from the sea. Their assistance 
came too late, however; the business had run out of money and 
Paulos was unable to make use of the facilities they had given him. 
By this time he was employing over 60 people; Paulos was facing 
bankruptcy, and they would all lose their Jobs. 

The staff from the Agency made further investigations and dis- 
covered that the factory and equipment were well planned and 
should be capable of earning substantial profits. There was a large 
demand for shoes of the quality that Paulos could make. and there 
was no doubt that Paulos could sell everything he produced, if he 
had sufficient working capital. They also found out that Paulos still 
had a general trade licence for imports and export business, as well 
as his shoe business, and he apparently preferred to devote his time, 
and what money he had, to general trading than to the shoe factory. 

The Agency’s main responsibility was to promote employment in 
small industries in the country, and they therefore recommended 
that the bank should reschedule the repayment of the remainder of 
the loan. They suggested that the internal Revenue should write off 
all taxes owed by Paulos’ Shoe Factory, but they also said that his 
general import/export trade licence should be withdrawn. They 
proposed that the local tanneries, which had recently been nation- 
alized. should give Paulos’ business priority in supplies of leather, so 
that he could use his equipment to its ful! capacity. save imports and 
generate jobs for thie people. 

This enterprise was originally started and subsequently flourished 
in a traditional free enterprise economy. It was then very seriously 
affected by the disruption resulting from the Marxist inspired 



Revolution in Ethiopia, and it is interesting to see how the 
authorities reacted to the problems of a fundamentally capitalist 
enterprise in the new set of circumstances. 

They appear to have taken a refreshingly undoctrinaire 
approach; they have appreciated that the enterprise was already 
saving foreign exchange by producing goods which would otherwise 
have to be imported, and was also providing employment to a 
substantial number of people. They have proposed a set of remedies 
for its problems which should both enable the business to recover its 
previous level of activity and also motivate its owner to make a still 
greater contribution to national development. If their recommend- 
ations are accepted, and Paulos plays his part, the enterprise will use 
fewer imported raw materials and Paulos himself will devote his full 
attention to expanding its activities and profits. 

Many of the comments on the enterprises described in this book 
imply that Government should not ‘bail out’ entrepreneurs who 
have fallen on evil times. In this case, however, the problems cannot 
in any sense be said to have arisen through Paulos’ inefficiency or 
bad management. He is certainly not to blame for the disruption 
caused by the Revolution, and it is not usually possible to insure 
against losses of this sort. The Government, as the ultimate guard- 
ian of law and order, is right to accept the responsibility for what has 
happened and to propose rescheduling of the loan and cancellation 
of the overdue taxes. This apparent generosity is to be matched 
by the withdrawal of import privileges. If the national situation 
becomes stable, and there appears to be a place for individual 
entrepreneurs such as Paulos in the economy, he is likely to respond 
to the situation by enthusiastically rebuilding his enterprise and thus 
contributing to the well being of the nation as a whole. 



POPULAR GARMENTS, 

INDIA 

Before the partition of India in 1947 Shyam Lal ran a small cloth 
shop in Lahore. At partition, like so many millions of other people. 
he was forced to flee from his home and settled as a refugee in Delhi. 
He had no money, but he was a skilled tailor, so he took a job in a 
tailor’s shop. 

After working for three years he decided to start up on his own. 
He had saved a small amount of money and bought a sewing 
machine, and started his business on the pavement, making up 
clothing from cloth which customers brought to him. He was 
married, with four children. and was anxious to be able to develop a 
business in order to support them in the way he wished. He realized 
that Delhi was growing very fast and that there were therefore many 
opportlunitics for anybody who was willing to work hard and to 
make things that people needed. 

The Indian Government had a scheme for rehabilitating refugees 
such as himself, and in 1956 Shyam Lal was allocated a shop under 
this scheme. liehe he was able to start his business properly; he 
bought three more sewing machines and employed four tailors. He 
carriejd on until 1966 makir,g tip clothing to customers’ own spcci- 
ficatilons, and during this time he was able to save about $10,(6O(r 
because he lived very modestly and only withdrew the absolute 
minimum for his own expenses. In 1966 Shyam Lal used his savings 
to buy a shed in the Okhla Indu:trial Estate which had been set u:, 
by the Government for entrepreneurs such as himself. 

After studying the market Shyam Lal decided that ready-made 
garments were now becoming very popular, He borrowed $lS,OOO 
from the bank and bought 3&l sewing machines and presses; he also 
had some money left over for working capital to finance raw 
materials and wages. Within six months he was employing 40 
people and had christened his business Popular Garments, special- 
izing in children’s clothing, school uniforms and laoies’ dresses. lie 
brought in one of his sons as a partner and had no difficulty in selling 
his products because they were of good quality and there was a 
substantial demand. By 1972 his business was achieving annual 
sales of around $l!lO,OOU and he had been able to repay the whole of 
the bank loan as well as to earn a substantial profit. After 1973 
business became more difficult because a large number of ready- 
made garment factories had started +-I and around Delhi. Profits fell 
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since it was necessary to sell his stocks at cut prices in order to 
dispose of them. Shyam La1 carried on for two years and then 
decided that he should try exporting since he had heard that indian 
clothing was becoming very popular in the United States and 
Europe. Garments made from cheesecloth, which could be ob- 
tained very cheaply in South India arnd is very simple to make up. 
were in great demand in the West and could be sold at a high profit. 

In 1976 Shyam La1 succeeded in obtaining an order for $100,000 
worth of clothing from the United States. On the strength of this 
order he was able to borrow $100,000 from the bank in order to 
finance the production of this order and to purchase some more 
modern sewing and embrcidery machines. The business recovered 
its earlier prosperity and ever since then the sales have increased 
every year. 

Durmg 1982 Popular Garments sold $300,000 worth of exports 
and home sales had dwindled to under $5,000. The gross margin, 
after deducting the cost of labour and materials, was nearly $50,000. 
and the Government export incentive payments amounted to a 
further $2O&UO during the year. Shyam La1 was thus .tble to pay 
the heavy bank interest charges , amounting to over $20,000, and to 
pay himself a salary of more than $10,000 during the year. He could 
still re-invest $5.000 in the business after paying all the other 
expenses. 

By the end of the year there was about $400,000 invested in the 
business. Shyam La1 was well established by this time, and his 
suppliers were extending credit to a total of $250.000; his bank 
loans came to a further $125.000. and he had himself reinvested 
$15.000 from the profits of the business, in addition to his original 
stake of $10,000. 

He appreciated that his suppliers and the banks were together 
financing over 90% of his investment. but he realized that they too 
were satisfied with t.he results, in terms of their profitable sales of 
material to Popu.lar Garments, and, for the banks, the interest 
payments they received. 

Competition was now increasing in export markets as well. and 
some of Popular Garments’ customers started to complain about 
the quality of the clothing they were receiving. It appeared that 
a number of more recently established competitors to Popular 
Garments had installed imported equipment, from Japan. Germany 
and the United Kingdom, and this equipment produced better 
quality garments than the local machinery which Shyam Lal had 
been able to purchase. He therefore decided to import some similar 
machines and found out that it would cost $70,000 to purchase 30 of 
them, along with two embroidering machines; one of his banks 
offered to finance the transaction. 
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Shyam Lal, however, was not sufficiently confident to make this 
investment without a more secure base in the home market. Popular 
Garments had no retail outlets in Delhi or elsewhere in the country, 
and Shyam La1 decided to see whether Government institueions, or 
co-operatives, would be able to help him. He felt that unless he 
could achieve local sales of around $200,000 a year, to balance his 
export business. his whole modernization scheme might not be 
viable. He approached the Government Departments of Industry 
and Co-operatives, to see whether they would be willing to arrange 
for his products to be marketed through consumer co-operatives or 
the Government emporia. They promised to examine his request. 

Comment 

Shyam La1 is a typical example of a refugee who, like so many 
before him, lost everything he had and started again in an alien 
environment, with great success. From the very beginning, he 
looked objectively at the opportunities that were available and 
made the best use of his skills, and eventually the money he was able 
to save, in order to build a successful business. 

He benefitted on numerous critical occasions from support from 
Government and from the banks. It is significant that the initiative, 
and the initial investment, came from himself. He took advantage of 
Government schemes to provide premises and finance, but did not 
need any advice or assistance in terms of management or product 
policy. Assistance was available, when he needed it, and he was able 
to make use of it reasonably quickly. 

When Shyam La1 met competition, first in garments made to 
customers’ specifications. then in the home market and latterly in 
export markets, he was willing to make fundamental changes in the 
nature of his business in order to overcome the problems. He did 
not, however, receive any special facilities from Government or the 
banks which were not available to people of the same initiative and 
ability as himself. It might be argued that his success so far suggests 
that it would be unnecessary for Government to offer him the 
special marketing assistance he is requesting. If Government 
guarantees the market for an enterprise, without reference to 
quality or prices, it is performing a dis-service to the consjuners and, 
eventually, to the business as well. Without the stimulus of com- 
petition no business can remain a leader in its field, and Shyam La1 
could probably develop his own local sales without special prefer- 
ential treatment. 

By normal standards, the business is relying excessively on banks 
and suppliers for its finance, and Shyam La1 himself has a very small 
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stake in it. Both the banks and the suppliers are presumably con- 
fident of the viability of the business, and if the bank finance is on 
pureiy commercial terms, with no element of subsidy, there is 
presumably no reason why they should not carry on extending 
credit in this way. If the bank’s funds are scarce, however, and are 
intended to assist new smaller enterprises, it could be that the bank 
should give greater preference to entrepreneurs at an earlier stage 
in their business, with a greater relative commitment, like Shyam 
La1 at the beginning of his own business. 



FRAMOD AND THE DISTRICTINDUSTRIAL 

CENTRE, INDIA 

P ramod was a semi-skilled mechanic who had worked in various 
factories in the city of Calcutta. He then returned to his home 
town and worked for some time in a co-operative firm which 
manufactured aluminium utensils. He eventually became foreman 
of this factory and was effectively its manager; he studied both the 
commercial and the technical aspects of the operation at close 
quarters and gained a great deal of experience in this way. 

After working in this factory for two years he decided to launch 
his own factory, albeit on a very modest scale at the outset. He 
approached the local bank for a loan in order to buy a lathe to spin 
the circular utensils and some dyes to colour them, and for working 
capital to buy raw materials and to iinance 1~s stocks of finished 
goods. Pramod himself had no finance and sir.ce the bank,required 
guarantors in this case he persuaded his brother and his brother-in- 
law, who was an employee of the Electricity Department, to be joint 
guarantors. The bank made him a loan of $2,000 on this basis, and 
Pramod puPchased the machine ar,d raw materials and went into 
product ion. 

For about six months everything went according to plan; he sold 
all the goods he manufactured and made the scheduled loan repay- 
ments as they fell due. Then however, things went wrong and the 
bank found that he had stopped making his repayments. They 
approached the guarantors but they were unwilling to lend him any 
more money and the salts of the unit fell off since Pramod was 
running out of working capital. 

At about the same time the Government opened a District 
Indllstries Centre in the town. and carried out extensive publicity to 
inform industriaii.;: s in the area of their wide r;mge of services. The 
Government of lndia had in fact introduce2 District lndustrics 
Centres to provide a ‘one stop service’ for business people and to 
avoid the prob1en.s which arose from their having t:) make co’ltact 
with large numbers of different institutions, whose policies and 
decisions might not be co-ordinated lvith one another. 

Pramod heard about the Centre and made an appointment to 
meet the General Manager. They had an interesting discussion :tnd 
Pramod asked for his assistance. The General Manager l&as dc- 
lighted to help; he discussed the problem with a senior staff member 
from the regional office of the bank whlzh had financed Pramod’s 
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venture and together with this man he visited the local branch which 
had provided the finance. He also visited the factory itself along 
with representatives from the bank. 

The Manager, as well as the people from the bank, gained the 
impression that Pramod was an excellent worker and that there was 
a promising market for his products. They decided to assist Pramod 
to revive the factory and therefore asked him to explain the prob- 
!ems which had prevented him from keeping up wi;h his loan 
repayments. 

Pramod gave a lengthy account of his problems; it appeared tha; 
his brother and his brother-il.-law. who were his guarantors, wanted 
to share in the profits of the business even though they had never 
made any agreement to do this at the beginning. As a result they had 
withdrawn money from the business and there had not been enough 
working capital to btiy further dyes and other material. nor had it 
been possible to make repayments to the bilnk on time. He had left 
most of the commercL.1 operations to his brother and his brothcr-in- 
law; they had carried out the sales but had then retained the money 
they received rather than crediting it ahz:nst his Itjan ,iccclunt. 

The Manager of the District industries Centre was then al! the 
more convinced that they should support Pramod but the bankers 
disagreed. They felt that Pramod was a wilfui defaulter and the 
guarantors supported them in this conclusion; they said that 
Pramod had spent more than he earned and that they cobld not 
therefore trust him with any additional funds. After several rounds 
of discussion with the Bank Manager, the guarantors and staff from 
the regional office of the bank. the Manager of the District In- 
dustries Centre succeeded in persuading the various parties to agree 
to the following scheme in order to revive the factory. They would 
convert the existing working capital loan into a term loan, rc- 
scheduling the payments accordingly, and would then issue ;t new 
working capital loan to callow Pramod to operate at a higher Icvcl 
of business. ‘The guarantors agreed to guarantee this loan, and. 
together with Pramod. to invest money of their c>wn to increase the 
owners’s stake in the business. The Manager of the Centrc and the 
bank. staff Igreed to work tog,thcr to supervise the account and to 
help Pramod to rev’ve his business. 

T-he iVanager of tile local branch of the bank prepared ;I paper 
outlining the proposal and sent it to his regional office. After some 
time the regional office returned the proposal to the branch on the 
basis of a small technical error in the calculations, although the 
proposal had in fact ori,qinally been drawn up by a staff nli:mbcr 
of the regional office when he visited the branch. The General 
M;mrtgsr of the District Industries Centre found out about it and 
ws verv annoved. He lmmediatctv took the m;itter up with the local 
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Branch Manager who in turn complained to his regional office and 
promised to correct the proposal and to resubmit it. The Manager oi‘ 
the District Industries Centre also brought the matter up in a 
regular co-ordination meeting with the bank and suggested that 
cases of this sort should be solved by amicable discussion across the 
table rather than through correspondence and memoranda. 

More than a year went by; although the Manager at the Centre 
and the local Branch Manager continually pressed the regional 
office of the bank they failed to make a decision on the proposal. 
The Manager of the Centre felt that his credibility was at stake, and 
the local Branch Manager was reluctant to press the case too 
vigorously since he was after all disagreeing with his own superiors. 
Pramod himself was not sure whether or not to continue trying to 
obtain new finance through the District Industries Centre and the 
bank. A number of the older business people in the area suggested 
that he should sell his equipment and become their employee. The 
Board of the co-operative where he used to work also asked him to 
come back and to work for them again, at a higher salary, and 
Pramod wondered whether he should give up his dream of be- 
coming the owner of a factory and instead spend the rest of his life as 
an employee of others. 

Cornrner1t 

Yet again, problems appear to have arisen because of lack of 
co-ordination between and within financing institutions. in spite of 
the fact that the Government set up a special Cs;tntre in order to 
avoid exactly such problems. In the beginning, when only Pramod 
and the bank were involved, he obtained his loan without too much 
difficulty and was able to start his enterprise. When things went 
wrong, because of personal problems, misunderstanding and dis- 
agreement between him and his guarantors. his approach to the new 
District Industries Centre appears actually to have been a mistake. 
The Manager of the Centre made every effort to overcome the 
problems. by working formally and informally with staff of the 
branch and the regional office of the bank, but all to no avail. 
Because Pramod was re$ing on their assistance, he appears to have 
maJe no other efforts to solve the problem. The business has 
operated at a very low level, or has been entirely closed, for many 
months, and its recovery is likely to be all the more difficult for that. 
As so often happens. a delayed decision has probably caused more 
difficulty than a prompt negative decision might have done. 

In spite of the best efforts of the Manager of the Centre, it appears 
that the involvement of yet another institution, even one whose 
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objective is to improve co-ordination, has only made things worse. 
If the local Branch Manager had had the authority to make de- 
cisions on his own it is possible that he would have been able to 
reach a similar agreement with Pramod and his guarantors, and to 
revive the unit and recover his loan at the same time. Problems 
arose because of the need to refer to the regional office, and it may 
be that their staff felt it necessary to demonstrate their indepen- 
dence and resented the intervention of the District lndustries 
Centre which they regarded as an upstart organization which was 
attempting to come between them and their clients. The local 
Branch Manager should certainly have explained the position 
clearly to the guarantors at the very beginning, in order to avoid 
the type of misunderstanding that arose. As things are, however, 
Pramod might be well advised to inform the local Branch Manager 
of his intention to sell his equipment, pay off the loan and become 
an employee once again. This threat may encourage the guarantors 
and the bank to make a decision. If Pramod does sell the equipment 
it will not be lost to the economy but will presumably be operated by 
somebody else; it should be appreciated that a transfer of assets 
does not necessarily mean a loss to the community. 



THE RETLADIRA WELDING WORKS, 

SOUTHAFRICA 

M. .I. Gomba was a skilled worker who was employed in a factory 
near Pretoria in South Africa, manufacturing bodies for motor 
vehicles. -4round 1975 he decided to go into business on his own; he 
bought a small electric are-welder and started to make security bars 
to protect houses against burglars, initially on a part-time basis. 

Because the law in South Africa forbids Africans from operating 
businesses except in the so-called ‘homelands’, which are a iong way 
from the major markets and from sources of raw materials, he had 
to operate in his back yard. Nevertheless. there was a tremendous 
demand for his products, and after three months hc gave up his job 
at the vehicle company and also had to hire three more people to 
help him. He was soon able to buy a second-hand delivery van and 
by 1979 his business had done so well that he was able to buy a 
brand new vehicle with which he could collect steel and deliver his 
products to the sites where they were to be installed. 

By this time hc had added window frames, iron fences and gates, 
portable corrugated iron shelters, shelving and vehicle bodies to his 
product range, and it became obvious that he could no longer 
continue to operate from behind his house. He realized that he 
would have to obtain proper premises, even though this would 
mean moving to his tribal ‘homeland’, which was some 30 kilometres 
away from where he started. He knew that it would in many ways bc 
more difficult to operate his business at such a distance from his 
customers and his suppliers, but he concluded that the advantages 
of a legal location outweighed the advantages of continuing to 
operate where he was. He could not expand his business in his back 
yard, and because it was illegal he could not advertise or even 
arrange for his larger suppliers to deliver raw material to him. If he 
wished to borrow money from the bank. he could not use the place 
where he lived as sl:curity. both because hc had no right to operate a 
factory there and i-i any case he had no title deeds. In South Africa, 
Africans are not permitted to own land in the townships where they 
are allowed to reside on a temporary basis, and, although a system 
of lease-hold tenure had recently been introduced, this was only for 
residential and not for industrial purposes. 

Mr. Gonrba therefore set about to obtain a licence. This was not 
easy because there were lengthy procedures which had to be gone 
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intensive methods are unlikely to be a disadvantage. He should 
continue to specialize in this way. rather then attempting to compete 
with larger businesses, and will thus in the long term contribute to 
the growing wealth, political awareness and eventual liberation of 
his people. 



THE RITA FOOD COMPANY, 

MALA YSIA 

The Government of Malaysia has always promoted the establish- 
ment of local small enterprises, both because of their general con- 
tribution to economic development and because they provide a 
means whereby the ‘Bumi Putra’, or indigenous people, can in- 
crease their participation in the economy. A whole array of finan- 
cing, training and other forms of promotional assistance is now 
available to entrepreneurs, and there are a number of programmes 
designed to encourage people who retire from Government service 
or the Army to set up their own businesses. 

Mr. Raseed was an ex-Army Officer who had worked for several 
years in the Supply Division and had gained a good insight into the 
Army’s supply and purchasing procedures. Hc attended a two week 
entrepreneurial development course conducted by the Malaysian 
Ex-Servicemen’s Association and the National Productivity Centrc, 
and decided to start the Rita Food Company to manufacture:tomato 
ketchup and soya sauce. He knew that the Government wished to 
encourage indigenous small enterprises, and he was confident that 
he would obtain a contract from the Military Supply Division. 

Mr. Raseed recruited an ex-employee from a large food company 
to help him with the arrangements; they produced a plan of oper- 
ation and applied to a commercial bank for a loan of $10,000 at the 
special subsidized interest rate of 7”/0. This was approved and he set 
up his manufacturing facilities accordingly. 

Mr. Raseed bid for a number of Army and other Government 
contracts for the supply of tomato ketchup and soya sauce. His bids 
to supply tomato ketchup were unsuccessful, because his product 
did not meet the specifications laid down by the National Standards 
Organization. He was, however, successful in obtaining a contract 
to supply soya sauce to three universities. 

The previous supplier of soya sauce had been the Royal Food 
Company, which was an indigenous company with wide interests in 
a range of food products. This Company was also a major supplier 
of the special yeast which has to be used when making soya sauce. 
The Rita Fr,od Company bought ins yeast from Royal Food, hut 
were at this point notified that they would have to seek an altern- 
ative supplier. Mr. Raseed knew that if he could not obtain enough 
yeast he would not be able to manufacture :;oya sauce and he 
contacted 2s many of his competitors as he cou!d in order to find 
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alternative sources of supply. He found that almost all of them 
obtained their yeast from Royal Food as he did. Fortunately, the 
owner of one small factory agreed to sell some of his yeast to Rita 
Food and this was enough to enable Mr. Raseed to meet his delivery 
schedules for the next three months. 

In the meantime Mr. Raseed received a number of complaints 
from the universities about the soya sauce. The students had found 
foreign material in the sauce and the universities were naturally 
very concerned. Mr. Raseed asked for advice about the problem 
from an Industrial Extension Officer; he recommended that the 
bottles should be washed and filled by machine rather than by 
hand but Mr. Raseed was unable to follow the advice because the 
cheapest automatic washing and filling machine cost $8,000. 

One of the universities then notified the Rita Food Company that 
it would cancel its contract if the next batch of soya sauce contained 
any foreign material. The Industrial Extension Officer examined 
the problem in more detail and pointed out that Mr. Raseed’s 
Company also suffered from a variety of other problems such as bad 
marketing organization, poor management, outmoded production 
techniques and poor product quality. In addition, the Company’s 
Accountant produced some figures for the first six months of 
operation which showed that the Rita Company had lost money 
throughout the period. 

Businesses employing five or less people in Malaysia are ex- 
empted from certain Government regulations. The Rita Food 
Company had a total of eight employees and Mr. Raseed had 
therefore to give his employees paid holidays and maternity leave 
and allowances. He had in addition to contribute to the Provident 
and Compensation Funds, and to make social security payments for 
his employees. As a result of these overheads the Rita Food Com- 
pany’s costs were higher than its smaller competitors, while its scale 
of operations was insufficient to enable it to compete with the 
large-scale producers. Mr. Raseed realized that he would have to 
improve the quality of his products and reduce the costs of oper- 
ation if his business was to survive. 

People who have retired from military service often make good 
entrepreneurs. They have learnt how to organize people, to disci- 
pline themselves and to work hard, and they have usually accumu- 
lated some savings, or retirement benefits. which they can use as 
their stake in a new enterprise. In a number of countries, people are 
encouraged to retire early from Government service in order to 



start their own enterprises, since this contributes to economic 
activity and also makes room for younger people to enter the 
Government service. This is a particularly useful strategy in 
countries where there is a need to correct a racial imbalance in the 
ownership of enterprise, since the indigenous majority are likely to 
be well represented in the public service; if they can be encouraged 
to start new enterprises they will be able to use the skills and 
resources they have acquired to promote more equitable develop- 
ment. 

Mr. Raseed appears, like many in his position, to have believed 
that his contacts and knowledge of purchasing procedures were the 
main keys to business success. He drew on outside expertise for the 
planning of his business, but underestimated the importance of 
close personal control of quality and production. He relied entirely 
on public sector contracts for his sales. This meant that he did not 
have to have any marketing or sales organization, but it did make 
him dependent on one or two customers, and sales of this kind are 
usually made at lower prices than sales through normal retail 
channels. It was natural that Mr. Raseed should setik business of this 
sort, because of his previous contacts, but it meant that he had to 
fulfil his contracts at whatever cost. If his sales had been spread over 
a large number of smaller accounts. he might have been able to cut 
production rather than have to buy yeast at an inflated price. 

Small-scale business people commonly complain about Govern- 
ment regulations and contributions, and Rita Food Company cer- 
tainly seems to have fallen into a difficult gap. since its number of 
employees was just above the maximum to qualify for exemption 
from social security contributions and so on. Government might be 
advised to consider a graduated scale of contributions, depending 
on the size of enterprise, but any change of this sort might involve 
added complexity and expensive administration which would more 
than outweigh its benefits. 

Mr. Raseed should be encouraged not to rely too much on the 
various programmes of assistance, advice and training which are 
available for indigenous entrepreneurs. The future of his business 
lies in his own hands. He should probably spend more time per- 
sonally supervizing the production operation. and should also 
attempt to diversify his outlets by selling through normal wholesale 
and retail channels. If he loses some of his contract business, this 
may mean that he has to reduce the scale of his operation. but this 
need not necessarily be a bad thing, particularly if it would bring 
down the number of his employees to a level at which he qualifies 
for exemption from the various contributions to CJwern~ent funds. 



ST. PATRKKS SEWING CO-OPERATIVE, 

DOMINICA 

St. Patricks is a village about 40 kilometres from Roseau, the capital 
of the island of Dominica in the Caribbean. The population of the 
whole country is under 100,000, and St. Patricks and the neigh- 
bouring villages have a total population of around 4,000. The 
people’s houses are fairly distant from one another, and the whole 
area of St. Patricks is rather cut off from the rest of the island. The 
local people do not travel into Roseau very often, since the cost of 
the bus trip is rather expensive. 

There are only a few shops in St. Patricks and the surrounding 
villages, and they stock oniy basic foodstuffs and household goods. 
A few travelling traders come to the area, selling clothing and 
fabrics, but when people need to buy anything special they travel 
into Roseau. There is thus very little contact between the people in 
the area, and their only regular meeting places are at the banana 
boxing plant every Thursday, and at the various local churches on 
Sunday. 

In 1976 a foreign agency made a gift of a number of domestic 
electric sewing machines to the island. The Department of Local 
Government was given the task of distributing them to different 
villages in the country. Communities were asked to put up good 
proposals as to how they would use a machine, and those who made 
the best suggestions received one. Although there was no electricity 
in St. Patricks, the Village Council made a good proposal and were 
given a sewing machine as a result. 

After some discussion the Village Council organized a group of 
six women to meet on three afternoons and evenings a week in 
order to teach the young girls in the village how to sew. They bought 
two old manual machines and converted the new electric machine to 
treadle operation. They met in the building of the local farming 
co-operative. without paying any rent, and they organized fund 
raising events in order to obtain money to buy fabric, thread, zip 
fasteners and so on. Three of the six women who were responsible 
for the training already had sewing machines of their own and were 
already in business for themselves, making clothing, curtains, pillow 
cases and so on to order for local people. The number of pupils who 
came to learn how to sew with the new group fluctuated, but the 
enterprise managed to continue and the women sold the clothes that 
thr= trainees made SO that they could buy more materials. 
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A Mrs. Joseph was generally acknowledged as the leader of the 
group and she used to buy fabric for them in Roseau and decide at 
what price to sell the clothes they made. She had the experience and 
contacts to enable her to do this because she was one of the three 
who were already in business on her own account at home. One of 
the Village Council members kept records for the venture, and early 
in 1975 they succeeded in obtaining a grant from an international 
voluntary agency to pay for five of their pupils to be trained in one of 
the three garment manufacturing businesses in Roseau. 

Towards the end of 1978 the six women who had started the 
venture and were responsible for the training told the Village 
Council that they were no longer prepared to give their services free 
of charge. They felt that the Council should arrange for some 
payment to be made to them, although they said that they did not 
expect to receive the same wages as they could have earned if they 
went to work for one of the companies in Roseau. 

The Council had no money of its own but they were keen to 
continue the venture. They knew that one of the other groups which 
had received a sewing machine had successfully obtained sub- 
contracts for making overalls and other clothes from the larger 
garment manufacturers in Roseau. The Council thought that it 
might be possible to continue their venture by reorganizing it as a 
money making enterprise as well as keeping up the local training 
programme. They applied for a grant to the same agency that had 
paid for five pupils to be trained in Roseau, in order to cover the cost 
of reorganizing the venture, and to give them more time to consider 
the problem. They were given a total of $650 and the agency made it 
clear that they would not be able to provide any further help. The 
Council gave each of the six women $70 for what they had done, and 
at that point Mrs. Joseph decided to leave the group. 

Early in the next year the local farming co-operative said that 
they could no longer make their building available for the sewing 
group. The Village Council then rented a room to the group for $10 
a month, and four more pupils were sent to be trained in Roseau, 
since the other five had now returned to St. Patricks. 

After the departure of Mrs. Joseph, nobody really knew how to 
price the clothes they produced, nor did they know how much she 
had paid for the fabric. The women who remained, and their pupils, 
continued to produce clothes from the stocks of materials that had 
already been bought, and they attempted to price them at more or 
less the same Ieve! as Mrs. Joseph. The prices were somewhat lower 
than for similar products in Roseau, but the quality and finish of the 
garments was not always good, and the women acknolvledged that 
there was need for improvement. 

Although they succeeded in selling a certain number of garments. 
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it was clear that the group was not self-supporting and that somt 
improvements were needed. The Village Council. and the women. 
thought that they might start to make school uniforms. The local 
people preferred to send their children to school in uniforms, and at 
that time there was only one supplier of the correct coloured fabric. 
She was a certain Ma Baba, of the Reliance Dress Shop in Roseau. 
and because she also made up uniforms she was not willing to sell 
large quantities of the fabric to anyone else. No one knew where she 
got the fabric from. 

The Viliage Council was not sure how to proceed. They asked 
their Treasurer to examine the records of the venture in order to 
help them make a decision. They knew that the Department of 
Local Government in the island had a loan scheme for small 
businesses and they thought that they might be able to obtain a loan 
to help them start a small enterprise in St. Patricks, based on the 
sewing training venture. The Treasurer presented the following 
figures: 

income ud Expenditure for the St. Putricks Servirlg G’rolcp, 
Jammy I978 to July I979 

Income $ 
Fund Raising Events 1 ho 
Grant from Voluntary Agency 650 
Sales Revenue 900 

Total Income $1,710 
-- 

Expenditure 
Materials 
Wages 
Entertainment 
Transport 
Rent 
Other Expenses 

Total Expenditure 

Stuck in Hand 
Finished Garments 
Materials 

Total Stocks 

Total Expenditure and Stocks 

$ 
x30 
420 
60 
30 
40 
70 

$ 

1 ,W) 

150 
100 
-- 
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This group was started at the initiative of the local community. They 
responded to the opportunity of obtaining a sewing machine free of 
charge. but they themselves had to prepare the proposal and decide 
what to do with the machine; it was not ‘handed to them on a plate’. 

From the beginning the venture benefitted from the volluntary 
services of a number of experienced women, who were sufficiently 
public spirited to share their skill with young people in the com- 
munity and not to charge for their services. Above all, they had an 
experienced leader who was familiar with both the technical and 
commercial aspects of the business. 

The initial objective of the group was to provide sewing training 
for young people in the community, and this seems to have suc- 
ceeded fairly well. Not only were girls trained in the village itself, 
but a number were also sent for more advanced training in the 
capital city as a result of the group’s initiative. It was hardly sur- 
prising, however, that after some time the trainers should demand 
some payment for their services. They presum&ly realized that 
they were in fact helping other people to become competitive with 
themselves, and the group was receiving substantial assistance from 
outside agencies; they saw no reason why they should continue to 
give their time for nothing. 

Activities which are only viable when a significant portion of the 
labour is provided free of charge are unlikely to survive for very 
long. Volunteers are usually willing to give their time in order to 
start an enterprise, but are less likely to be willing to continue, 
particularly if they see that other people are making money out of it. 
It is far better for an enterprise to be started as a result of com- 
munity goodwill, and to be ‘subsidized’ in this way in its early years, 
rather than to be imposed from the outside by Government. In 
either case. however, the ultimate test is the ability of an enterprise 
to earn its own keep and it should not have to depend on voluntary 
work, or on external subsidy, for more than a few years at most. 

The results of the leader’s departure show how vital effective 
leadership is for any enterprise. A small business is effectively 
an extension of the entrepreneur’s personality. It is unrealistic to 
expect a small community enterprise to be any different. If this 
group is to become a genuinely self-supporting business, it may be 
possible to reengage the interest of Mrs. Joseph or another leader 
on the basis of the profits that can be earned from it. It may he 
possible to find someone who is willing to work, if not for nothing, 
for a very low reward because of the social implications of the 
group, but people of this sort are v:ery few and far between. 

The figures that have been made available. although they are far 
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from complete and do not give all the information that would be 
provided by a simple balance sheet and profit and loss account. do 
show that the total sales were very little more then the cost of 
material, and the group was obviously very much dependent on the 
generosity of outside donors, as well as voluntary labour from tire 
women who helped to start it. It may be that it would be quite 
impossible to make a viable enterprise out of the group, particularly 
in view of its remote location. and it would be most unwise to 
borrow money through the Local Government scheme if this is the 
case. The group should carefully appraise the future possibilities, 
preferably with advice from somebody with experience in small 
enterprise, and they may have to accept that the best solution is for 
the individual womeil, and their trainees, to operate on their own - 
as some of the women are already doing. If there is an economic 
market for their products, it is probable that one or two of the 
women will do better than the others, and will be able to offer 
employment to their fellows. There is no reason why businesses of 
this sort should not perform just as valuable a sociai and economic 
function as the original group which provided the trzining to make 
such businesses possible. 



THESIAYA SUtiAR COMPANY, 

KENYA 

A number of large-scale sugar mills have. in recent years. been 
established in western Kenya, and thousands of farmers in the area 
have greatly increased their incomes by growing sugar cane. The 
production iuotential of Siaya District, however, v,.as not sufficient 
to juctify the construction of a large-scale mill, but the area was very 
suitable for sugar cane . and a number of farmers grew it. They sold 
their cane to very small local factories which made ‘jaggery’, used 
mainly for brewing local beer, but these factories were unable to pay 
reasonable prices for cane, and there were in any case not enough of 
them. 

A group of three businessmen realized that this offered an 
opportumty. They knew that technology existed for medium-scale 
factories, prcducing around 100,000 tons of sugar a year, and two of 
them had their own mechanical engineering firm in which they 
knew they could construct most of the necessary machinery. ‘They 
would only have to import certain critical pieces of equipment from 
India. 

The three businessmen investigated the proposition in some 
detail. They decided to set up a nucleus estate on which they would 
grow about a third of the sugar cane they needed, and they planned 
to buy the balance from individual out-growers. They proposed to 
organize a co-operative or other similar institution to act as an 
intermediary between them and the private farmers. They knew 
that all sugar of the appropriate standard could be sold to the Kenya 
National Trading Corporation at a Government controlled price 
which would allow for a reasonable processing margin after paying 
for the cane. The Company would not therefore have to set up its 
own marketing organization, and both its selling and buying prices 
would be controlled by Government. 

The three partners incoporated their business in 1976. They had 
calculated that a total investment of $467,000 wotild be required; 
they were able themselves to contribute cash, land for the mill and 
the nucleus estate, and the equipment (which was made locally) to a 
value of $200,000; they then applied to a local development bank 
for a loan of $267.000 to cover the balance. It took some nine 
months to process their application, and in the meantime the cost 
of the imported equipment had gone up by $13.1100 while the 
materials for the machinery which was to be made locally had 
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increased in cost by another $9,000. The development bank 
allowed the partners to divert part of the money which had been 
allocated for working capital to cover ?hese increases, and the! 
negotiated with a commercial bank for an overdraft to meet the 
difference. 

IJnfortunately, however, the Government imposed a credit 
squeeze at this time. It therefore proved impossible to obtain an 
overdraft) and the Company had to start operations q-vith rather less 
finance than had been planned. In addition, the partners had 
neglected to provide the land or organize the cultivation of a 
nucleus estate, because so many farmers had told them how glad 
they were that they would be able to find an outlet for their cane. 

The Company started operations at exactly the right time, when 
the maximum amount of cane was ready to be harvested. Although 
the Co-operative had not been formed, a number of farmers 
responded enthusiastically and the Company was also abie to draw 
from a small stock-pile of cane which had been accumulated during 
the few days preceding the start of operation. The farmers were paid 
in cash, and at the end of the first month the partners were delighted 
to find that sales and profits had exceeded expectations. 

The results were almost as good in the second month. but from 
that point on the Company found it more and more difficult to 
obtain supplies of cane. Because of their shortage of working 
capital, they were not able to pay the farmers as promptly as they 
promised, and some of them had to wait for over three months. In 
addition, they had not made adequate arrangements for transport. 
They had initially been able to hire independent contractors, to 
bring the farmers’ cane to the factory, but this cost a great deal of 
money and in addition the contractors were not willing to wait for 
their money. By the end of the sixth month, when cane harvesting 
stopped for the season, the partners were disappointed to find that 
the business had lost almost $400,000. 

During the second season of operations, starting in late 1979, the 
situation became even more serious. In addition to the need for cash 
to pay the farmers and the transport contractors. the first instalment 
on the loan had become due and there seemed to be no way in which 
it could be paid. Towards the end of the season, early in lYW, the 
Company managed to borrow another $20.1)00 from a different 
bank. to alleviate their working capital situation. This provided 
some temporary respite, but further increased the Company’s 
burden and they then applied to the original bank to reschedule 
their repayments. The bankers examined the situation in some 
detail and concluded that this would not be a solution. They de- 
clined the Company’s request and advised the partners to set up the 
nucleus estate as they had originally proposed. If they did this, they 



said. they would within a year be able to rely entirely on their own 
estate for sugar cane, and would not have to rely on independent 
farmers. 

The partners realized that this was good advice, but they could 
not follow it. They were unabie to buy the land they would need, nor 
did they have enough money to plant it with sugar cane. Meanwhile, 
arrears continued to accumulate and they were declared to be in 
default early in 1981. Although they had recommended that the 
Company should rely on a nucleus estate, their bankers realized 
that by this time a substantial number of farmers had come to 
depend on the Company as a market for their cane. These people 
would suffer if the Company closed. or if it succeeded in developing 
its own estate, and the bankers knew that one of their objectives was 
to improve the well beins of less fortunate members of society, such 
as small-scale farmers. 

This business seems initially to have had everything in its favour. 
There was a guaranteed market for its products, a number of 
small-scale farmers were anxious to supply its raw material, two of 
the investors had experience in mechanical engineering and the 
development bank was willing to give generous support because the 
Company would save foreign exchange and provide a market for 
large numbers of individual farmers. 

There were a number of reasons why things did not turn out as 
well as expected. As so often happens, no allowance had been made 
for cost increases while the proposal was being appraised. This led 
to a reduction in the limited funds that had been allocated to 
working capital, and this was made more serious because the 
entrepreneurs had not organized the co-operative or their own 
nucleus estate as had been proposed. 

Although the sugar mill itself was not a very large undertaking, 
and the partners appear to have been able to manage it effectivelv 
when it had an adequate supply of raw material, they failed 10 
appreciate the complexity of the cane supply operation which was 
really a part of the whole enterprise. It is by no means certain that 
they would have been able to organize a co-operative, even if they 
had tried, and the transport is also a substantial operation in its own 
right, requiring specialized management, The bankers should prob- 
ably have realized that the investors had indeed identified a good 
opportunity, but should have ensured that they had access to 
specialized expertise in the various functions that were involved. 
The situation can clearly not be allowed to continue. It may be 



The Siayn Sugar Company 87 

possible for the investors, or somebody else, to raise a mortgage in 
order to set up a nucleus estate, or there may be a suitable local 
leader among the farming community who could organize a co- 
operative which would be able to finance members’ production so 
that they would not require immediate payment from the mill. It 
might even be possible for such a co-operative actua!ly to take over 
the mill itself, but if neither of these alternatives is ‘possible, the 
bankers would be well advised to foreclose and force the investors 
to dispose of the miX The equipment has apparently been properly 
selected and has proved itself capable of producing saleable sugar in 
the right quantities; all that is necessary is for the cane supply 
operation to be effectively organized. 



THESlDECOFANMANUFACTURING 
VENTUREJNDlA 

The Keraia State Small Industries Development and Employment 
Corporation (SIDECO) was set up to assist small industries in the 
State of Keraia, in India, to provide various services such as indus- 
trial estates, raw material supplies, training and advice. It was also 
decided that the Corporation should itself actually set up certain 
~nteqxks, generally in conjunction with large businesses elsewhere 
in India, in order to bring new industries to the State and to demon- 
strate to local entrepreneurs what could be done. As a resu!t , the 
Corporation now runs 15 small factories, manufacturing items such 
as furniture, tiles, pottery, industrial tools and iron castings. 

In 1977 the management of SIDECO decided to start manu- 
facturing ceiling fans. There was a large demand ft)r these fans in the 
State, and they were ail imported from other parts of India. They 
therefore entered into a collaboration agreement with one of the 
leading ceiling fan manufacturing companies in India. Under the 
agreement, which was to last in the first instance for five years. 
SIDECO paid an initial lump sum of $15,000 to the fan manufac- 
turer. This was to cover the preparation of a detailed Ijroject report 
for the unit, and for assistance in selecting the site, preparing the 
plant layout, choosing the plant and machinery, and supervising the 
pilot production of the initial batches of fans. In addition, SIDE0 
was to pay royalty of 1% of its sales of fans to the large manufac- 
turer. and the manufacturer in its turn guaranteed to purchase the 
new unit’s production of 50.000 fans per annum for the five year 
period. The price was to bt: 14% lower than the price at which the 
company normally sold its fans to its dealers, to allow a marketing 
margin. SIDECO was also at liberty to sell fans direct to public 
sector purchasers in the State of Keraia, and was to pay a 4% 
additional royalty on such sales to the manufacturer. The manu- 
facturer also accepted a penalty clause, which would be payable if 
production was deiaycd unreasonably after the physical facilities 
had been provided by SIDECO. 

The total investment was approximately $600.000. $140,000 was 
for plant and machinery, rflOO,OOO for land and buildings, $30,000 
for pre-operative expenses and the balance for working capital. 
SIDECO invested approximately $200.000; a group of banks made 
a term loan of $17O,ot)1) and the balance was provided in t hc form of 
an overdraft. 
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The unit started production some 15 months after the date of 
signing the agreement: there were some changes from the plan. 
since clnly 52 workers were recruited as opposed to the 94 that had 
been envisaged. and they did not install a die casting section as had 
been planned. Instead. die castings were purchased from a factory 
some 2W kiiometres away, whose costs were rather higher than 
those which had been estimated for the new unit. so that each fan 
cost some 60 cents more than had been planned. Since the entire 
production was to be purchased by the large manufacturer from 
outside the State. apart from any sales that might happen to 
be made to public sector organizations, there was no marketing 
department and no sales people were appointed. 

Although the factory was designed to produce 4.000 fans per 
month. production started at a level of 30 fans per month and never 
exceeded a rate of ZJJOO. This was partly because of difficulties in 
the suppfy of compotlents. such as die castings, and partly because 
the staff were not properly trained. the management was not effec- 
tive and the machinery was not correctly planned. The pricing of the 
fans sold to the large manufacturer led to continuous disputes. The 
manufacturer was forced, because of the competitive nature of the 
industry, to give very generous discounts to its own dealers, and 
they claimed that the SIDECO unit should sell fans to them at a 
14% discount from the net price at which they sold the fans to their 
deitfers. They claimed that they could not otherwise afford to com- 
pete with other manufacturers, and the fans would therefore be 
unsaieabie. The agreement was in fact ambiguous, in that it referred 
to a I4% discount from the ‘effective selling price of the manu- 
facturer to its dealers’: SIDE0 argued that this referred to the 
rrormai selling prices, while the manufacturer claimed that it re- 
ferred to their net selling prices after giving away the discount. As ii 
result of the disagretxnent the manufacturers refused to purchase 
the fans and nine months worth of production lay unsold in the 
factory. SIDECQ were not allowed. under the agreement, to sell 
the fans direct to the public. 

A number of the fans rusted while in storage for so long. and over 
S.O!Wi of them had to be unpacked, cleaned and reworked and then 
repxked ready for sale. As a resuh of this and the low production 
the factory lost money. During the year ending in March 1982 the 
loss totaiied some $90.000. SIDEC’O askeci the auditors to esaminc 
the situation: they concluded that the factory would only byeak even 
at a production rate of 2,500 fans per month and that 42 additional 
workers would have to be recruited in order to achieve this levei. In 
;id;tiiion, a further $ISO.OO~~ would have to be invested in the 
enterprise. The SIDE0 management knew that they were now 
free not to renew the agreement with their collaborator, but they 



realized that this alone would not solve all the problems of the 
business. 

Government may have a role to play in assisting and encouraging 
small enterprises, but Government is unlikely to be able to make a 
success of running such enterprises itself. A small-scale unit, such as 
thz SIDECO fan factory, does not automatically share the advan- 
tages of small scale simply because it is not a large production unit. 
Flexibility. rapid response and committed management are a func- 
tion of individual ownership rather than any particular scale of unit. 

The initial contract seems to have been remarkably !oose, anr! 
geaerallv favourable to the large manufacturer. It is unlikely that a 
private i:lvestor would have entered into an agreement of this sort, 
and the Corporation might have been better advised at the outset to 
encourage a private investor to enter fan manufacturing, possibly 
on a joint venture basis, and the private investor himself would 
undoubtedlv have ensured that the ~~~r~=qq~~ri* *s*‘*- --* “be IrL 1 Lp L ~~13 wi one-sided. 
Given the &sting situation, however, SIDECO might consider 
making a clearer agreement with another fan manufacturer. or 
might try to carry on the operation on its own, without the collabor- 
ation of the large marlufacturer, so that SIDECO could sell fans to 
the general public in Kerela and beyond. 

The inevitable disadvantages of public ownership would still 
apply. however. and it would probably be better for SIDE0 to 
attempt to identify a private investor who could take over the 
business and make ;I success of it on an indcpcndent basis. ‘l’hc 
assets could be purchased from SIDECO for cash, or over time on 
the basis of performance. and SIDECO could provide assistance in 
terms of introduction to any joint venture partners. guarantees of 
compliance with agreements, preferred access to public sector 
markets or other facilities. Their objective should be to create a 
genuinely viable fan manufacturing industry in the State and this is 
unlikely ;o be attained by a prolongation of public ownership. 



SULUMUN PINO, 
PANAMA 

Solomon Pino had run his small clothing factory profitably for seven 
years in the capital city of Panama. He was no accountant, however: 
he did not even know what ‘working capital’ meant. 

Solomon’s friend Pedro Gonzalez, a shoe maker, had learnt 
something about book-keeping and accounts at a course given by 
the Small Business Department of the Ministry of Commerce and 
Industry in Panama. He talked to Solomon about what he learnt and 
although his shoe shop never seemed to be short of anything he 
needed, he always complained that he was short of working capital: 
Solomon Pino could not understand what his friend Pedro was 
complaining about. 

Solomon was nevertheless concerned that he was ignorant about 
something which was feeit to ‘be necessary for smaii business success, 
so he went to the Small Business Department himself to ask their 
advice. The Officer whom he saw asked for a balance sheet and sent 
an Extension Officer to visit Solomon’s factory and check if all was 
well. 

Solomon had his accounts prepared every year by a professional 
-Accountant in order to satisfy the legal requirements, and he was 
quite satisifed with the service he received. He realized however, 
that he had no qualified book-keeper of his own and he did not 
really know how to use his figures at all. He showed the following 
balance sheet. which described the position at the end of March 
1080, to the adviser from the Small Business Department. 

Solomon thought that this was easy enough to follow; dll his 
customers paid cash except for one shop which had bought from him 
for many years. The stock of raw materials was all in his factory 
and was easy to check, including cloth, zippkrs, patterns, thread, 
hangers, labels and so on. There were not very many current assets 
but he seemed to have no trouble running the business. 

As for the liabilities, Solomon had a $5,000 line of credit from the 
bank and therefore his present debt of $3,000 did not seem to 
present any problem. The accounts payable figure of $S,OOO looked 
a little high and Solomon decided to analyze it more carefully. He 
knew that his sa!ss were around $lSO,OUO for a year, or an average 
of $12,500 a month. He also knew that the cost of raw materials and 
supplies normally amounted to about 10% of sales; in order to 
sell $12,500 worth of goods in a month he would have to buy 



approximately $1.250 worth ot raw material. The $S,OOO figure for 
accounts payable on the balance sheet would therefore be the 
equivalent of four months’ purchases. Solomon knew that his 
suppliers only gave him 30 days’ credit. so this meant he must be 
well behind on some uf his bill%; he wondered whether the figure of 
$5.OW meant that he was falling behind, that he had been buying 
particularly heavily recently or that there were some accounts 
payable which were not for raw materials. 
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He discussed the problem with the adviser from the Small 
Business Department and soon found the answer. His sales had 
been around the normal level for February and March, but on 
analysing his list of accounts payable he found that all the individual 
items were for raw materials, except for one bill for $3,X00 for 
advertisements. He therefore owed only $1,200 for raw materials 
out of the total and this was in line with the 30 day payment terms 

_ that he received. 
The only other item of current liabilities was the amount due on 

the mortgage and as this was a routine payment on the ten year loan 
which he had rcceivcjd from the National Financial Corporation for 
his equipment. which had originally totalled $30,000, the figure 
seemed reasonable enough. 

Pedro Gonzalez, however. had told Solomon that ‘working 
capital’ was the difference between his current assets and current 
liabilities, and that he himself liked to keep his current assets at 
twice the level of his current liabilities. He admitted that hc was not 
always able to do this. 

Solomon compared Pedro’c situation with his own; the adviser 
from the Small Business Department had helped Solonion to 
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analyze his own current assets and liabilities and although each item 
seemed reasonable enough. the total of current liabilities, at 
$1 l,OW, was almost eleven times the current assets. Solomon 
realized that far from achieving Pedro’s goal of current assets being 
double the level of current liabilities, he himself was actually in 
quite the reverse position. 

In spite of this? however, Solomon did not have any problem with 
his business. He wondered whether every business was in fact 
different; perhaps his own working capital situation was in fact 
perfectly satisfactory for the type of business hi: had. In his business, 
where nearly all his sales were made for cash but his suppliers were 
willing to extend him credit for his purchases, might it not be 
perfectly acceptable for the current liabilities to exceed current 
assets by such a wide rnar$a’? 

He concluded that his position as shown on his balance sheet was 
perfectly satisfactory for his business in its present condition. He 
had enough cash to pay his debts as they fell due and was always able 
to buy raw materials to keep the business operating properly. He 
discussed his conclusions with Pedro Gonzalez and decided that 
there would bc no purpose in his going to attend one of the courses 
as Pedro had suggested. The rules which Pedro had learnt did not 
seem to apply to his business and he wondered whether there was 
any purpose in keeping accounts at all. 

Comment 
This case study illustrates the somewhat unorthodox, but often 
perfecti-1 satisfactory, way in which some small businesses operate. 
It also shows how courses in book-keeping, if they are not taught 
properly, can actually lead to small business people’s rejection of 
any form of record keeping, whereas they may actually need some 
records and could gain a great deal from them. 

SC, f:~r as can he seen, So!omon Pino is receivino the vxt !-urlli of 
his sales in cash, from day to day, while the bills for his materials, 
and presumably for his wages and so on as well, fall due at the end of 
the month so that he has a ‘float’ which builds up during the month 
and is then exhausted by the payments which are made at the end. 

His ratio of current liabilities to current assets may be totally out 
of line with what is normally expected, but since he is in the rather 
unusual situation of selhng nearly everything for cash but being able 
to delay his ‘l:;yments until the end of each month, this is not in itself 
a problem. i lip business is a:so very highly geared, that is his own 
capital only . ..akes up a very small proportion of the total invest- 
ment. This is often i;levitable when people of humble means start a 
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bu:;iness, and there is no reason why banks or other institutions 
should not be willing to extend credit as they have to Solomon Pino. 
particularly if they are able to use the assets such as machinery as 
security for their loan. 

Solomon’s friend Pedro is clearly confused by the typically 
standardized and rigid set of rules which he has apparently learnt in 
his book-keeping course. Every small business is different. not only 
in terms of the nature of the business but of the ability of its owner. 
Some people may be able to keep quite sophisticated accounts. ;md. 
what is more important, to make good use of them; others may onI> 
be able to operate the most rudimentary systems or may indeed be 
totally illiterate. This feature of small enterprises. which is not 
shared by iargc businesses which can afford to employ trained 
accou::;ants. onIv strcngthcns ;h~ c’;ihc for indivifdual advis:::; 
services such as Solomon has received. as a complement to or even ;I 

e 

substitute for classroom courses. An individual aclviscr can apprc- 
ciate the situation of each business and, if he has been properly 
trained. can recommend and help to install :b system which is 
appropriate for the business and its owner. In the classroom such 
individual treatment is generally impossible. 

The result of Solomon’s discussions with his friend, or in&cd the 
likely result if he himself went to a course. has been to make him 
altogether disillusioned with book-keeping. Hc could, however. 
make very good use of a simple cash flow planning system in order 
to ensure that he is able to pay his various large bills such as 
mortgage repayments and advertising accounts when they fall due, 
and that he is able to invest any surplus cash hc may have in a savings 
account in order to cam some interest in the meantime. A wcll- 
trained adviser shou!d be able to show him how hc can use ;I simple 
set of records in this way, and thus motivate him to learn how tcj 
keep them. Figures such as he has at the moment may be useful for 
the taxation department, and perhaps for analysts who are deciding 
whether or not to lend the business money, but because the owner 
of the b::siness himself has ncr idea what they mean he is unlikely to 
make the Accountant’s task easier by keeping the proper original 
documents. and is not getting full value for the money he spends on 
having the figures prepared. 



THE STAREHE GENERAL ENGINEERING 

The Starehe Boys Centre is a vocational school in a poor area of 
Nairobi in Kenya. It is run by a voluntary organization, and aims to 
provide a general secondary education for boys from poor families 
who might otherwise be destitute. Most importantly, the Centre 

j 
aims to ecprip its boys for a productive career by giving them an 
appropriate vocational training. 

There are numerous other training institutions in Kenya, and in 
the mid 1970s a number of the boys who had been trained at the 
School started to find difficulty in obtaing employment, in spite of 
the quality of their training. One of the teachers in the Technical 
Training Department of the Centre, a Mr. D.J. Parry, decided that it 
yould be a good idea to start a manufacturing company which 
would offer employment to some af the boys and would also earn 
profits to help in the funding of the Ccntre. He had earlier been 
associated with similar enterprises in Europe, and he wanted to use 
his experience for the benefit both of the School and the boys who 
had been trained there. 

Mr. Parry prepared a proposal and submitted it to the Manage- 
ment Committee of the Starehe Boys Centre. They approved of the 
idea and they invited applicants from the boys who were leaving the 
School in 1978. There were a large number of applicants, and the 
Management Committee finally selected six boys who were leaving 
the School after six years of training, L ,md a further six who were 
leaving after only four years. The enterprise was registered as the 
Starehe General Engineering Society in September 1978, with 
twelve members, and its stated objectives were to provide its 
members with employment. to provide financial aid to the Centre 
and to manufacture and sell general engineering products. 

The members each contributed $30 towards the initial capital. 
and the Centre granted them a small piece of 12nd within its com- 
pound so that they could construct a workshop and an accom- 
modation block. It was intended that they would eventually be able 
to build a proper factory in the industrial area of the city. The 
Centre also offered to continue to accommodate the boys until their 
own accommodation block was completed, and in return for this 
and the right to use the land the Society undertook to donate its 
buildings to the Centre when they were finally able to move to 
proper industrial premises. 
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The members held their first meeting; after long debate and 
discussion they decided that they would manufacture simple equip- 
ment for local industry. They agreed that the six older boys would 
form the Management Committee and the younger ones would be 
the manufacturing team. Mr. Parry, the initiator of the Society, was 
to be its Secretary and designer. 

The members realized that they had very little money to spend. 
They had had some training in building, and they set about the 
ccmstruction of their own workshop with great enthusiasm. They 
succeeded in raising a certain amount of extra capital from one or 
two private companies which took an interest in the Starche Boys 
Centre, and they commissioned a private contractor to complete the 
building and to install the electrical connections. They started 
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sloops when they were not being used by the students. Work did not 
proceed very smoothly, because the facilities were not always 
available to them. but the members nevertheless maintained their 
enthusiasm and attracted some interest from other voluntary 
agencies in the area. 

As ;I resutt of one of these contacts, they received a grant of 
$4 P ,500 from a charitable organization based in Denmark; they 
decided to spend this money on specialized welding training for 
some of the members. During the second half of 1979 they t;tarted 
to receive more orders. mainly from the Starehe Centrc itself and 
from international donor agencies who needed various items of 
equipment. In October ob that year the Society received a maior 
boost in the form of a grant of $30,000 from the European Econ- 
omit Community. through the Save the Children Fund. This money 
was used to purchase machinery and to complete the workshop and 
;m accomInaclatiotl block for six of the members. The Society was 
now able to operate independently of the Ccntrc and the members 
had great hopes for the future. 

In spite of their new facilities, it proved very difficult to obtain 
orders. The Society only had enough work to employ about half 
the members, and most of the older boys, who had made up the 
Management Committee, left the Society at this stage because they 
were Laming no money and their education meant that they could 
obtain jobs elsewhere. This actually proved to be f:>r the benefit 
of the Society, since most of these boys had been in the Manage- 
ment Committee and had added to the overheads expenses 
without actualEy carrying out productive work. Some of them, 
huwever. had been involved in production, and this meant that 
some of the few orders which the Society had obtained were not 
delivered on time. Some new members were recruited from 
those who ‘reft the School in 1979, and they helped to complete 
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the work but they were not as experienced as those who had left, 
During X980 the Society succeeded in obtaining more orders and 

a further group of members were sent for advanced training in 
welding. There was still a shortage of working capital, however, and 
orders could only be accepted if customers were willing to make a 
60% deposit in order to cover the costs of raw material. The 
Society’s suppliers generously allowed them to buy raw material on 
credit, but the lack of finance made it impossible for them to 
manufacture prototypes in order to show their customer3 what they 
could do. During 1980 and 1981 the Society diversified its pro- 
duction into items-such as coathangers, steel gates, wheelbarrows, 
fences and agricultural implements such as ploughs, hand-carts and 
threshing machines. They also produced some special items for 
particular contracts, such as a trailer for an international agri- 
cultural assistance agency, and a large number of s?eel lockers for 
the Ministry of Education and for the Starehe Boys Centre itself. 

1982 proved to be the Society’s best year. There was a steady flow 
of orders and all the members were reasonably well occupied. 
Towards the end of the year, however, the worsening economic 
situation reduced the ievel of orders. Raw materials went u.p in price 
and not all the increase could be passed on to customers. Because of 
the credit squeeze, the Society’s suppliers were no longer able to 
allow them credit, and customers were also no longer willing to put 
down the 60% deposit which the Society required. Because of their 
financial problems the Society applitid to the Co-operative Bank for 
a loan of $1,000 in order to build up their working capital, but their 
application was rejected because. so the Bank said, there was no 
money available. 

At the end of 1983 Mr. Parry reviewed the past five years of 
operation and concluded that the Society had not achieved the 
majority of its objectives. They had failed to break into the mxkct 
for specialized industrial equipment, as had been planned, and had 
instead been forced to manufacture whatever their customers asked 
just in order to survive. As a result, they had not developed any 
particular expertise and had had to accept work at very low margins 
of profit. Their operation was not really any different from the large 
number of informal mechanical workshops throughout the city of 
Nairobi, and as a result there was stiff competition and they could 
make very little surplus. 

Because members had not been able to earn a reasonable wage 
from the Society, there had been a rapid turnover among them and 
hardly any of those who had originally joined in 1978 were still 
active members in 1983. The Society had paid for a number of its 
members to receive advanced welding training, but only one of 
these remained with the Scciety and the value of this investment 



was therefkjre lost as far as the other members were concerned. 
They hoped that two other members who had completed their 
Ordinary Diplomas at the Kenya Polytechnic. as a result of the 
training and experience they had acquired in the Co-operative, 
would remain with the Society but there was no guarantee that they 
would. Finally. the Society had on balance made a loss during the 
five years and had thus been unable to make any contributions to 
the Starehe Boys Centre as had originally been intended. 

Mr. Parry had borne the main burden of managing the Society 
during the five years of its existence. In addition to his full-time job 
as a teacher at the School, he \vas effectively responsible for the 
sales, designing. estimating. ordering and accounts of the Co- 
operative. It was suggested that they needed to employ a Workshop 
Supervisor and a Salesman in order to reduce Mr. Parry’s workload, 
but there was no way in which the Society could afford to pay these 
people from its own revenue. They applied to the Ministry of 
Co-operative Deveiopment, and to a number of voluntary organiza- 
tions for technical assistance or volunteers, but without success. 

Mr. Parry had still not lost sight of the Society’s original intention 
to move front its temporary premises in the Starehe Boys Ccntrtl 
compound into the industrial area. He applied to Kenya Industrial 
Estates. a parastatal body which is responsible for financing and 
promoting small industries. and the! tentatively agreed to finance 
the Society’s expansion into ant’ of their industrial areas. Mr. Parry. 
the members and the staff of the Centre sincerely hoped that this 
assistance would materialize. 

it i3 perhaps unrcasc~nablc to cxpcct young pc~@c to start ;I co- 
opc’rative cntcrprisc, or any o!hCr form of busintx. immcdiat~ly 
they ieavc school. but it is also unlikely that anv co-operative 
enttxprisc kvhich is wholly initiated and effectivclv managed by 
outsiders will succeed for vet-79 long. In contrast to the more success- 
ful co-operative societies described in this book. thtz Starehe 
General Engineering Society was ‘put togcthcr’ by a forcigrwr. and 
the members thcmscivcs were selected by r>utsidcrs rather than 
coming tclgether as the result of shared int;rc?sts or advcrsitv. 

During the four Fears of it% lift which xc dcscrihcd, the S&icty 
ivi.is ;tlmost continuously dcpcndent on grants from voluntary or- 
ganizations and on contracts from international agencies and uthcrs 
which would be unlikely to be given on a purelv commercial basis. 
in addition. the most important single rt’sourci. namely manage- 
ment, was not pi+.%ied by mcmbcrs themselves but was given on a 
part-time basis by the initiator of the enterprise. The Society was 



The Stm-ehe Gerwwt Engiwering Society 99 

thus a ‘sheltered’ business, which did not have to stand ap to the full 
force of competition, and this was somewhat paradoxical since the 
members were actually peopke who had received an above average 
level of training and might therefore have been expected to support 
themselves in a completely competitive environment. It would be 
impossible to put a value on all the grants, concessions, voluntary 
time and other resources which have been lavishecl on the group, 
but it may K Al be that the totai cost OF maintaining up to twelve 
people in employment would turn out to have been very high 
indeed. This may be necessary for handicapped people or others 
who are particularly disadvantaged, but it is probable that most if 
not all of the Society’s members could have obtained other jobs for 
themselves if the Society had not existed. 

It wouid certainly be in the interest of the Society and the Centre 
if it could move away to an inclustrial area and be exposed to the real 
world. It is unlikely, however, that the Society could survive very 
long in the formal environment of an industrial estate, and a less 
formal ‘squatter type’ location, perhaps similar to that which they 
are presently occupying but t close to the Centte, might be more 
appropriate for their stage development. Such a location tnight 
be provided free of charge ne of the companies which supports 
the Centre, and the members would then be forced to manage their 
own business and depend on their own resources. It may be that 
they would fail, and this would cbviously be a disappointment for 
Mr. Parry and for the Starehe Boys Centre as a whole. There must 
come a point, however, when an)z enterprise, particularly one 
involving people with bett than average skills, must be cut loose 
from its origins and fort to face the real world. If it fails, 
its members will have gained some vahtable experience and will 
probably be able to obtain employment elsewhere. It is probable, 
however, that at least some part of the Society will survive, perhaps 
on a far more modest basis, r reconstituted as a private business, 
and other people will undou edly make good use of the buildings 
and equipment if they hre allowed to do so. The sponsors may lose 
some ‘face’. but the physical assets znd experience that have been 
accumulated will not be wasted. 



THESTATEPOTTERY VENTURE, 
INDIA 

The States of India vary very much in their wealth and industrializ- 
ation. Some are heavily industrialized. while the people of others 
depend almost entirely on agriculture. apart from a few small-scale 
industries and traditional handicrafts. The Governments of those 
States that are particularly backward are attempting to promote 
industry in every way, and in !O?O the Government of one of the 
States decided to set up joint ventures between its own State Small 
industries Coporation and local investors. They hoped that they 
would in this way be able to demonstrate the viability of non- 
traditional industries in the State, and also to tap the substantial 
savings of the wealthier farmers. by persuading them to invest in the 
new ventures. 

The State Small Industries Corporation is v~holly owned by the 
State Government and it was decided that they would hold 51% of 
the equity of the new ventures, while 39% would be held by one or 
more local investors. The intention was that the enterprises would 
be expected to break even within four or five years and that the 
private investors would then buy the Corporation’s shares at a fair 
value to be assessed by independent auditors. If they did not wish to 
buy the Corporation’s shares then they could be offered to any body 
else who was interested. 

In pursuance of this policy a pottery company was incorporated in 
June 1972. The plan was to produce some 9(N) tons of crockery every 
year, and the total capital investment was about !K&Nj,WO. The C’or- 
porikthl invested $1 10,OW partly as it loan and partly as equity, 
local investors provided $7O.W0 and the balirn(:c was provided by 
the normai Government capital subsidy of IS% of the fixed assets. 

Three ;tnd a half years went by before production started. During 
this time the cost of the equipment, and the sums necessarv fog 
working capital. rose substantially. The delay was unavoid&lc, 
because of the legal procedures which were demanded by the 
financing institutions hefore they could disburse their funds. Some 
of the private investors’ contribution was to bc made in kind, in land 
iutd buildings. aud the Corporation d~mirnd~~d that these itssets, 
along with the investors’ money. should be formally committed to 
the enterprise before they themselves would disburse any money. 
At the same time. they demanded that the private investors should 
accept the Corporation’s valuation of their contribution, without 
anv recourse to rtrbrtration. 
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At a fairly early point in the discussions on this and other issues, 
the Corporation deemed that their funds had indeed been com- 
mitted to the new venture, although it had not yet started operation. 
As a result, interest started to be levied on the loan portion of the 
finance. and the total amount of interest which had accrued was 
deducted from the actual amount which was disbursed when the 
assets were actually purchased. As a result, fewer funds than had 
originally had been agreed were available, and although the private 
investors still owned 49% of the equity, their actual share of the 
investment was larger than had been agreed. 

After all these problems had been resolved, the necessary equip- 
ment was bought and installed and production finally started early 
in 1976. The management had carried out a detailed market survey 
in order to identify the best markets for their products, and they had 
found that the most promising market was the numerous roadside 
restaurants throughout the State. The Company appointed dealers 
who had access to the owners of these restaurants, and substkmtial 
initial orders were placed. In spite of this success, however, a 
number of problems prevented the Company from ta’ning advan- 
tage of the demand for its products They found it difficult to 
purchase enough coal to operate their kilns, the electricity was 
unreliable and they could not always buy diesel fuel for their 
standby generator or for transport. it was difficult to recruit good 
staff and skilled labour. and neither the State nor the central 
Government gave them any marketing support. There is in India a 
scheme whereby small-scale enterprises are given a 15% price 
preference when bidding for Government contracts. Joint ventures 
such as the State Potteries Company, however, are not regarded as 
small-scale units for the purposes of this scheme, since the State 
Government holds a majority of their equity. They have therefore 
to sell through intermediaries and thus to incur additional market- 
ing expenditure. 

By the end of 1982 the Company had almost ceased operation. 
The highest production ever achieved, which was in the first year of 
operations. was 186 tons, but by 1982 this had fallen to twelve tons. 
The Company had accumulated losses of over $150,000. and it 
owed a total of $300.000 to the State Smalf Industries Corporarion. 
various banks and to its employees. This was in addition to the 
$7O,OOU which had been invested by private people in the State. 

The State Smali Industries Corporation calkd in a number ot 
consultants to investigate the affairs of the Company; they con- 
cluded that its major problem by this time was a shortage of working 
capital. They recommended that the Company’s debts should be 
cancelled and that the Corporation and the private investors should 
contribute additional funds. The private investors refused to con- 
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tribute any more money to the Company. and the State Small 
Industries Corporation is prohibited by the Company’s Articles of 
Association from contributing more than 51% of its equity. The 
only way to obtain additional funds was for the Corporation to 
extend a short term unsecured loan and they accordingly did this. 
By this time, however. the private investors were due to take over 
the ownership of the whole Company. They were naturally unwill- 
ing to do this. even if they could obtain the Corporation‘s shares for 
nothing, because they would be taking on the Company’s liabilities 
for repayment of its loans. 

The Corporation decided to try to sell the Company to -anvone 
who was willing to take it on, but nobody replied to their advertise- 
ment. Tosther with the State Bank, they had the right to &post: of 
the Company in any -way they wished, but it appeared to be imposs- 
ible to do this and at the same time to maintain the private inwstors’ 
interest which had been one of the main objectives of the scheme. 
The Company could only be viable, they thought, if addit ion al funds 
were invested and this could only be done if it was liquidated and 
txconstituted as a Government-owned enterpllse. 

One possibility was for the State Small Industries Corporation to 
liquidate the Company, pay off the debts and USC the building and 
equipment as a common facility centre in order to assist small-scale 
potters in the are:i and to enable them to become self-elnpioycd. 
Alternatively, the assets might be sold to any private entrcprcneul 
who was willing to take them on, without the accompanying iia.- 
hilities, or the Corporation itself might take over and manage the 
enterpriss. Since the main activity of the Corporation was to distri- 
bute iron and steel raw materials to small industries, its managc- 
ment were not enthusiastic about becoming involved in the long- 
term ownership and management of it quite unrelateci entcrprisc. 
Ncverthclrrss. some‘ way had to bc found of achieving the original 
objectives of diversifying industries within the State and creating 
employment for iocai people. 

It might quite reasonably be argued that the State should not 
become involved in the actual ownership and management of small 
enterprises in a country where the private ownership of buisness is 
generally encouraged. According to this argument, private entre- 
preneurs will on their own take advantage of any opportunities that 
become acailable, and if they do not this only means that for some 
reason or another the enterprise is not economic. It is even less 
likely to be economic if it is managed by Government staff. 
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It is more generally accepted, however, that Government dot>.- 
have a role to play in initiating new activities, and in demonst;.:!r;llg 
that they are viable. The basic premise behind the scheme under 
which the Pottery Company was set up was that Government’s 
involvement should be strictly temporary. Private entrepreneurs 
were for one reason or another unaware of the opportunities that 
existed. Government had a responsibility to take the initial risk and 
to lead the way for numerous other private investors in the future. 

Clearly in such circumstances there will inevitably be a risk, and it 
is likely to be rather larger than that which private entrepreneurs 
would be willing to take, since otherwise they would have taken it. 
In these circumstances, Government is hardly to be blamed if they 
turn out to have made a mistake, and the venture turns out not to be 
viable. The problem is that Government officials are reluctant to 
admit their mistakes, and are likely to continue ‘pouring good 
money after bad’ in a way that no private businessman could. They 
stand to lose prestige and status if something that they have pro- 
posed turns out to have been a mistake, but the money that has to bc 
spent to keep it going does not come out of their pockets. 

The initial scheme may have been basically a reasonable one, 
although some provisions of the agreement between the private 
investors and the Government might reasonably have been 
changed. The basic problem seems, however, to have been that 
private bu::iness people were in fact correct when they decided not 
to invest in pottery industries in the State. The local market was 
insufficient ) and supplies of power, fuel and so on were inadequate 
for a viable enterprise. If the business could only have survived on 
the basis of ihe preferential scheme for Government contracts, this 
would not have been evidence of its genuine profitability. 

It may be, however, that a private investor would be willing to 
take the risk of continuing the cntcrprise, particularly if hc could 
acquire the necessary plant and equipment at a substantial discount 
from its real cost. People might suggest that it would be ‘unfair’ to 
allow a private individual to take over the assets of the Company at 
a low price, but if a genuine free auction can be arranged this would 
irl fact reflect their true value. The major investment is presumably 
in kilns. which cannot easily be moved, so the facilities are likely to 
be used for making pottery. in their present location, it they can be 
used at all. The State Small Industries Corporation should therefore 
liquidate the Company and sell the assets for whatever they can 
fetch. The Corporation and the bankers may have to write off some 
proportion of their loans, but the mistake was made when the 
enterprise was originally set up. Their objective now should be to 
maximize the chances of the equipment being used to achieve the 
original objectives of the scheme. 



Two businessmen who had had some experience in the clothing 
trade decided to start their own tailoring business in Nairobi ill 

Kenya. They formed a partnership in 1978 and registered the 
business under the: name of TDL Tailors. 

They drew up a scheme for presentation to the bank. suggesting a 
total investment of $46,000 which was to cover machinery and 
equiprr .ent, together with an allowance for working capital. They 
planned to implement the enterprise in two stages, the second 
following the first after six months or so, and this sum of money was 
sufficient for the complete venture. 

They presented the proposal to the local development bank, 
which was empowered to lend money for both fixed and working 
capital. The bank’s staff decided that it would bc: unwise to advance 
the total amount in the first instance; they argued that the enterprise 
should prove itself in its first phase, and should then present a 
further application for funding for the second stage if the results 
were by then satisfactory. They believed this to be advisable bc- 
cause it would take time for the partners to find a market for the 
products of their business, and tailoring business is in any case very 
seasonal since it depends on school uniform contracts and other 
official work which is not offered throughout the year. 

The total cost of the first phase was $30.000: after some dis- 
cussion the ‘bank agreed to lend the partners 70% of this amount, or 
$2 1 ,oW, to cover the machinery and equipment and its instalation. 
The partners were themselves supposed to contribute the balance c~f 
$9,WO to finance the working capi;al requirements of the business. 

Once they had obtained the money, howcvcr. the partners did not 
act as the bank had recommended. They only contributed $5.000 
themselves, rather than the $9,000 which they had agreed, and they 
spent virtually the whole of the money they had obtained from the 
bank, and their own contribution. on machinery and equipment. 
leaving very little for working capital. They also bought a car, 
arguing that it would be useful for the business but knowing very 
well that they would also find it very convenient to use for their own 
purposes. 

The: bank was quite unaware of what the partners had done, 
because they did not have enough staff to follow up investments of 
this sort, and since there was a two year grace period before any 
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Profit md Loss Accortrzt for TDL Tailors 
for Year Ended 31 December 1979 

105 

Sales 

Materials 
Opening Stsck 
Purchases 

Less: Closing Stock 
twr af Materiais 
Gross Margin 

Expenses 
Wages and Salaries 
Transport 
Rent 
Maintenance and Depreciation 
Other &Iiscellaneous Expenses 
B:tnk Interest 
Bid Debts 

Net Profit 

$ $ 
40.000 

6.600 
23,000 
29,600 
6,200 

23,400 
17,XN 

4,200 
2.800 
1,000 
1,600 
3,300 

800 
1 ,Wi) 

14,700 
$ 2.500 

Balance Sheet for TDL Tuilurs as nt 31 December 1979 

Current PIssrts 
Cash and Rank Balance 
Accounts Receivable 
Saocks 

Fixed Assets 

Machinery and 
Equipment 

Total Assets $34.0t?G Total Liabilities 

% Liabilities 
500 Accounts Payable 

1 .ocn, Bank Overdraft 
6.200 LongTerm Bank Loan 

Re-i,nvested Profits 
Original Investment 

2 .ooo 

24,OCM) 

$ 
3.500 
4,hOO 

20,oot) 
1 .soo 
5,000 

$34,600 
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repayments were due there was no way in which the bank could 
discover what was actually happening. 

The partners intended to sell most of their products to Govern- 
ment and schools, since they had good connections with people who 
gave contracts for school and office uniforms. Contract supplies of 
this sort are meant to be paid for in cash on delivery of the goods. 
but because individual Governmenr Departments and schools have 
to submit all bills for approval to their headquarters substantial 
delays usually occur. There was not enough money to enable the 
partners to buy more raw material. and to pay their workers, while 
they were waiting for Government Departments to pay for goods 
they had already received. and as a result the business was unable to 
operate at more than a quarter of its full capacity. As the bank had 
warned, the contracts were also not available all the year and this 
made their problems even worse. 

As a result. the business lost $800 in its first year and only made a 
profit of $2.300 in the second year, which was about a quarter of 
what they had expected. There was insufficient cash to repay the 
first instalment of the bank loan when it fell due and when the 
partners requested further finance from the bank they met with a 
refusal; the bank’s staff argued that their performance during the 
first phase confirmed that it had been right not to finance the whole 
enterprise at once, since they had not shown thems+cs capable of 
managing the business and its finances properly. 

Development banks often restrict themselves to the provision of 
capital for the purchase of fixed assets, leaving working capital to bc 
provided by a traditional commercial bank. Entrepreneurs who 
have not had the time to develop commercial banking relationships 
are thus deprived of working capital, and many new enterprises fail 
for this reason. 

This does not appear to have happened in this case, since the 
development bank was far-sighted enough to provide working 
capital as weI1 as fixed capital, and the partners appeared to have 
obtained an overdraft from a commercial bank as well. 

They appear, however, not to have understood the need for 
money to finance their day to day operations as well as for the 
purchase of the machinery. Many financial institutions attempt to 
avoid this type of problem by supervising borrowers regularly, or by 
controlling the use of money by paying for equipment direct to 
suppliers and not giving cash to borrowers at all. This type of 
measure involves a substantial administrative burden, however, and 
it may be that this development bank was unable to undertake this. 
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From the figures it appears that the interest rate was only 4% : if this 
is the case. it is hardly surprising that the development bank was 
unable to afford sufficient supervision, since the transaction proh- 
ably involved a loss even before any administrative expenses had 
been taken into account. The interest rate could well have been 
doubled. or increased even more, without having too serious an 
effect on the economics of the enterprise; It would at the same time 
enormously improve the economics of the deal from the bank’s 
point of view. and thus allow them to carry out the necessary 
supervizion. 

In addition, the bank does not seem to have ensured that the 
investors committed their own funds, as agreed, before disbursing 
its own money. Measures of this sort not only protect the lender’s 
interest. but also, in the long term, protects the interests oii the 
borrowers themselves. 

The investors believe, as is so often the case, that their problems 
can be solved by more capital. The figures, however. show that their 
problem arises not so much from large sums oi money owing to 
them by customers. as from the large amount of unsold stocks they 
have accumulated. If the bankers analyst the figures correctly , they 
will be unlikely to extend further finance until and unless the 
partners drastically reduce the stocks. if necessary by reducing their 
prices. and they should possibly be advised to sell the vehicle as well. 
It may be that through these measures they can secure the necessary 
working capital to revive the enterprise without any further money 
from the bank. It is arguable that the bank should have insisted that 
the investors displayed some knowledge of financial management 
before extending the loan to them. The present situation will test 
their ability to manage an enterprise of this kind; if they succeed in 
redeploying the assets effectively they will indicate that they can 
make good use of further resources, but may not even have need of 
them: if they do not succeed, they will demonstrate that they are not 
fit to run the business and the bank would probably be doing the 
right thing to demand repayment and if necessary foreclose so that 
the productive assets could be transferred to other investors who 
were better able to make use of them. 



USHIRIKA WA KIKOSICHA UGENZI- THE 
BU!LDING BRlGADE CO-OPERATIVE, 

TANZANIA 

Tanga is the second largest city of Tanzania, with a population of 
well over 100,WO people. Towards the end of 1973 there was a 
serious fire in the city, which destroyed a number of buildings. 
There were not enough building contractors in the town to under- 
take all the construction work that was necessary, and a number of 
politicians and members of the local and central Governments 
decided to use the opportunity in order to promote a builders’ 
co-operative society. 

The co-operative movement plays a very fundamental part in the 
olitical and economic life of Tanzania, and politicians in particular 

are always ready to grasp any opportunity to promote co-operative 
enterprises. 

They succeeded in identifying 38 stone masons and carpenters 
who used to work individually, or on a casual basis for other con- 
tractors. They were willing to be organized into a co-operative, 
since they thought that this might be a way in which they could cam 
rather more money from the rebuilding programme than if they 
were working for other people. The politicians also encouraged 
them to join by pointing out that the society would be in a better 
position to offer them continuing employment after the rebuilding 
programme was completed, and as members they could take advan- 
tage of the numerous Government programmes which have been 
set up to assist co-operative societies. 

Each of the members contributed $10 for the share capital and 
they selected a Chairman, a Secretary and a Treasurer. They 
appointed a Committee of ten other members \::h\) ore to be 
responsible for the day to day running of their Societ>. and it was 
formally registered as a co-operative on 20 February 1973. 

The Government provided building materials free of charge to 
the Society for use in the reconstruction programme, since they had 
a responsibility to help people who had suffered in the fire. The 
owners of the buildings paid similar prices to what they would have 
paid to independent contractors, less the cost of materials. and the 
members received wages similar to what they were used to being 
paid by their previous employers. There was a substantial surplus 
and this waq distributed to members according to their level of skill. 
It was difficult to determine exactly how each member had contri- 
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huted to the work. and how skilled he was. and a number of the 
members were therefore very discontented at the way the surpius 
was distributed. No up to date records were kept of the money that 
had been received. or the way it had been distributed. but the 
members had made more money than they would have done other- 
wise and were therefore willing to remain with the Society. 

After the initial reconstruction programme had been completed. 
there was no other obvious work for the Society. The Government 
then decided to make them a loan of $1.500 in order to enable them 
to establish a carpentry shop and to bid for Government tenders for 
schoo! desks and office furniture. The Society bid for a number of 
tenders and were awarded a fair proportion of them, both because 
thev vvere a co-operative society and because their prices were very 
reasonable. They had littie or no machinery and they therefore 
borrowed $!2,5OU from the Small Industries Development Organ- 
ization to purchase equipment. They also had little or no working 
capita!. since nearly a!! the surplus from their original work had 
been distributed: they successfully negotiated overdraft facilities 
with the National Bank of Commerce for an initial sum of $2.500 
which was later increased to $10,000. 

The Society successfully completed all the orders they had re- 
ceived. A number of the contracts were finished somewhat later 
than had been promised, but because their customers were quite 
satisfied with the quality of the work a!! the bills were paid in full. 
The delays arose because of production inefficiencies which in- 
creased overheads - jobs were taking longer to complete than had 
been expected. Further problems arose because some of the Com- 
mittee Members were suspected of misappropriating funds but 
i~(~th~ng could !x proved because there were no proper rccorcis. At 
the end of their first year the Society failed to produce any !>ropcr 
accounts and this severely eroded members’ faith in the Society. 

At this point a number of the members. including some of the 
officiais. decided to leave and to start working on their own once 
more. It was impossible to identify the people who had misappro- 
priated the funds of the Society, or to calculate how much had been 
stolen. but there was certainly not enough money to start repaying 
the various loans which the Society had obtained. The National 
Bank of Commerce threatened to seize the equipment which had 
been pfedged to them as security for the overdraft. but they dis- 
covered that the same equipment had already been pledged to the 
Sma!! Industries Development Organization as security for the long 
term Ioan. 

Aft’er one or two more years membership had fallen to about 20 
members. but they actuallv spent most of their time working for 
themselves. The Society totally lost its reputation for quality work. 



which it had gained at the beginning, and it ceased to receive any 
further contracts. None of the officials provided any ccx-tsistent 
leadership, and nobody took the trouble to submit bids on the 
Society’s behalf. One or two of the members occasionally made 
pieces of furniture on a speculative basis in the Society’s premises, 
when they had no other private work. but apart from this the Society 
was virtuaI!y moribund. 

The accounts showed total debts of $32,800. including those 
owed to the Small Industries Development Organization and the 
National Bank of Commerce, and there appeared to be little chance 
of either institution recovering its money. Because the Society had 
not kept proper records, nor allowed for depreciation, and the 
equipment had in any case not been we!! maintained, it was doubtful 
whether it could be :jk:id for the figures irr *hich it was v&u& in :he 
accounts. in addition, the dispute between the two institutions over 
the security meant that neither could foreclose; the commercial 
bank also said that they had a claim on the stock of the Society, but 
this was valueless since there were no stocks of raw materials or 
finished goods. 

This Co-operativ: Society was started by politicians as an ideo- 
logical gesture, 2nd in no wa! arose from the initiative or the 
genuine needs of its members. rhcv would in anv case have ob- d 
tained employment in the reconsz;ction after ths fire, and they 
were only willing to join because they saw that the Society might 
marginally improve their livelihood. 

After tire Societ? was started and obtained its first contract its 
intiators appeared to have lost interest in it. Nobody else. including 
the members. was unduly concerned with the survival of the Society 
and nobody seems to have cared v’ery much when it virtually ceased 
to exist. This is hardly surprising, since it was not started in response 
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to any serious feit need in the members, and it then failed signifi- 
cantiy to improve their incomes thereafter. 

The financing institutions seem, in their enthusiasm for the new 
co-operative, to have failed to protect their investment as they 
should. The claims to security are confused, and the value of the 
assets which are said to have been pledged as collateral has not been 
properly protected. Inefficiency of this kind is a dis-service to the 
owners of the financial institutions, who are in this case society as a 
whole, and it is also of no long-term advantage to the borrowers. If 
as a result of this type of negligence they fail to repay their loans, 
they will lose whatever credit rating they may have had and wiil be 
unabIe to obtain further funds in the future. Financial institutions 
have a duty to ensure the recovery of their funds and in so doing 
they can play a substantial role in improving the management of the - 
enterprises which borrow from them. 

Since the Building Brigade Co-operative has ceased to offer any 
useful services either to its members or its customers, there is no 
point in anyone attempting to prolong its existence. The financial 
institutions should recognize that the loans which the; have made to 
the Society may have to be written down. Imported capital equip- 
ment is particularly scarce in Tanzania and the machinery now lying 
idle in the Society’s workshop should be put to good use, in order to 
help in the generation of employment, by anybody who is able to 
demonstrate their capacity to employ it. 



THE WAHMA MECHANICAL WU RKSHCP, 
NIGERIA 

Saidu Tarfa was a Vehicle Inspection Officer with the Government 
of what used to be the north-easterr! State of Nigeria. When 
Gongola State was created in February 1976 Tarfa decided to retire 
from the Government service and to establish a motor repair work- 
shop with his retirement gratuity. He was a skilled mechanic, he had 
extensive contacts with all the major private companies and Gov- 
ernment organizations who operated fleets of vehicles and he also 
had contacts with other people in Government who would help him 
in his enterprise. 

Through his friends at the Ministry responsible for allocation of 
land he was able to obtain a plot in the local industrial estate and 
they aiso gave him useful advice on the construction of his work- 
shop. He hired a number of skilled motor mechanics and success- 
fully overcame the normal problems associated with the beginning 
of a business. He worked hard and supervized his mechanics closely, 
and as a result a number of individual civil servants and Govern- 
ment establishments became his major customers. 

As his business expanded Tarfa realized that he needed more 
finance for new equipment and for working capital. He approached 
his friends in the Government and they directed him to the State 
Ministry of Trade, Industry and Co-operatives who were operating 
a small industries credit scheme. Tarfa made some inquiries about 
what was required, and submitted an application for a loan of 
$~~,(~~. 

The staff responsible for the credit scheme asked the Industrial 
Development Centre at Zaria to help them appraise the appli- 
cation. This was a Federal institution which was responsible for 
appraising the technical aspects of applications submitted to the 
State credit scheme. Officials from this Centre, together with staff 
from the State Ministry, visited Tarfa’s workshop and interviewed 
him at some length. They prepared a detailed pro-investment pro- 
posal and finally recommended a loan of $60,000; Tarfa built a new 
workshop and equipped it with the most modern machinery. 

Tarfa’s business now became extremely successful. He bought a 
new Volvo car for his own use. built a small hotel and established 
the Wahira Driving School. Because of the good service available at 
his workshop people stopped taking their cars to the neighbouring 
States and gave him all their business. Tarfa was appointed as an 
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agent for a vehicle insurance company and was thus empowered 
to inspect vehicles which had been involved in accidents and to 
recommend what compensation should be paid to their owners. 

In September 1978 one of the driving school cars was involved in 
an accident and the student was killed. Tarfa was sued and paid a 
heavy fine and the driving school was closed down. This was the 
beginning of his downfall. The ban on political activities in the 
country had recently been lifted and Tarfa became Chairman of a 
political party in the State. He became so involved in politics that he 
paid little attention to his business and was no longer able to spend 
much time in his workshop supervising his mechanics. He employed 
a Manager to share responsibility with the Foreman but spare parts 
became increasingly difficult to obtain and the Manager and the 
Foreman both became more concerned to make money for them- 
selves than to run the workshop properly. Most of Tarfa’s customers 
deserted him, and his good mechanics also left as they saw their 
earnings drop. 

At the same time two large vehicle distribution companies which 
had not previously operated in Gongola State opened well-stocked 
workshops in the town. Both these companies were very well 
organized and could provide efficient and rapid service at reason- 
able prices; the various Government Departments who had pre- 
viously sent all their vehicles to Tarfa’s workshop now directed that 
all their vehicles should be sent to one or other of the new com- 
panies. Tarfa had originally been regarded as one of the most 
reliable borrtiwers from the small industries credit scheme; he was 
now in arrears to the extent of almost $15,000, and there seemed 
little chance that he would ever catch up with his payments. 

Chmment 
Tarfa was apparently well qualified for his enterprise. He had 
extremely appropriate Government experience and extensive con- 
tacts with people who could be helpful to him. On the face of it, 
therefore, the decision to lend money to him was correct. Events 
proved that it was a mistake; is there any way in which those 
responsible for approving the loan might have been expected to 
avoid their error? 

The main dieterminant of the success of any new enterprise is the 
man or woman who starts it. In this case, however, most of the 
investigation appears to have been directed at the financial and the 
technical aspects of the venture, rather than at Tarfa himself. The 
technical a.ppraisal was carried out by an institution whose staff 
were unlikely to have any personal knowledge of the entrepreneur, 
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and detailed feasibility studies and pre-investment proposals arc no 
substitute for careful inquiries and consideration of the personality 
of whoever is borrowing the money. 

Success clearly went to Tarfa’s head; he diversified into a number 
of different enterprises, thus increasing the complexity of his 
management task, and started to live extravagantly. Worst of all, he 
entered politics. There is, in most developing countries, a serious 
shortage of people with the necessary education, ability and am- 
bition to go into politics, and very few of them are wealthy enough 
to be able to spend time in establishing a political position. As a 
result, many business people are diverted from their enterprises by 
the lure of politics, and political success is also expected to bring 
commercial rewards. This may be an unavoidable problem for 
countries which were prevented by colonial domination from de- 
veloping indigenous political institutions. From the point of view of 
small business, bankers should probably avoid lending to people 
with political inclinations, and business people should avoid 
politics. 

The staff of the credit scheme might or might not have been able 
to avoid making the mistake of lending Tarfa money in the first 
place; now that he is in arrears, he may use his political position to 
prevent them from securing the money from him. If possible, how- 
ever, they should take all the necessary steps to recover their 
money; the assets which were purchased with the loan should have 
been pledged as security, and the staff of the scheme should be 
willing to go so far as to seize them and auction them off if the 
money is not forthcoming. If Tarfa knows that this is a real threat, he 
will probably sell the business or take other steps which will enable 
him to repay the loan and avoid the embarrassment of a public 
auction of his business. 



STADIFURNITURE CO-OPERATIVESOCIETY 
LIMITED, TANZANIA 

There were a number of privately owned furniture manufacturers in 
and around Arusha in Tanzania. Because there was a surplus of 
skilled labour in the area, they were able to hire good carpenters for 
very low wages and a number of these companies exploited this 
situation; they paid little or no regard to the well being or commit- 
ment of their workers. In 1978 fifteen carpenters who worked in 
factories of this sort decided to leave their jobs and to start a 
co-operative society in order to improve their situation. 

After some discussion five of the original people left, and on 1 X 
October 1978 the ten remaining carpenters registered their society 
as the Stadi Furniture Co-operative Society Limited. They decided 
that each member had to pay a membership fee of $2 and must also 
purchase a minimum of seven shares for $10 each. ‘They also de- 
termined that every mentber must be a carpenter and must work full 
time at the Society’s workshop with the other members. A number 
ofothcr people would have likl:d to join and to learn a trade with the 
Society but were prevented from joining by this particular regulation. 

The Society eventually succeeded in renting premises for $22 a 
month: they later built a partition across this building and it has 
been their workshop ever since. At the beginning they found that 
their limited funds were insufficient to buy the equipment they 
needed. They approached the Small Industries Development Or- 
ganisation early in 1979. At that time, by coincidence, the Organisa- 
tion had on its hands a mechanical planer which they had imported 
for a private workshop owner who had then proved unable to pay 
for it. The machine was worth $6,800. and the local Director of the 
Small Industries Development Organisation was very happy to 
transfer this machine to the new Society, in the form of a loan. Later 
in the same year the Society purchased a band saw for $Z!.t(fN! and a 
circular saw for $2,500 front the Organization on the same basis. 
With these three machines ri:ey were now as well equipped as most 
private workshops and only the final finishing jobs still had to be 
done by hand. 

From the c;l:tset a number of the private furniture companies did 
their best to make life difficult for the new Society, partly because 
they resented the fact that their workers had set up in competition 
with their previous employers in this way, and partly because they 
naturally wished to resist any new competitive enterprise. The 
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political climate in Tanzani;l favours co-ofrerative enterprises. and 
as a resuh a number of ldrge buyers in the region. such as the 
Genera! Tyre Company, the Army and the local Department of the 
Ministry of Co-operative Development gave the new Society some 
trial business. They were agreeably surprised by the quality and 
I,rice. and as a result continued to support the Co-operatiI:e nith 
contracts for the manufacture of office furniture. Private people 
within these organizations observed the quality of the furniture 
which was being supplied by the Co-operative and started to place 
orders for individual pieces of furniture for their own use. The word 
soon spread, and other individual customers started to place orders 
with the Society. 

Although none of the members of the Society had any training in 
management or administration, and only one had had any technical 
etiucation beyond primary school. they all recognized the impnrt- 
artce of using good raw materials, producing quality work and 
delivering gocds on time. The main wood thev use is camphor, 
which grows in the Kilimanjaro Region, near to- Arushu, and they 
have enough experience to know whether the wood is dry enough to 
be used or not. They normally store all the timber they buy for at 
least a month in a dry place and this means that the furniture they 
make does not warp. 

The C’cn-nmittee Members produce regular budgets and prepare 
work schedules on the basis of the orders they receive and the 
delivery times requested by their customers. They submit tenders 
for as many contracts as possible, and business of this sort plays an 
important part in their total turnover. The workload inevitabiy 
varies; rather than take on new full time members. who might not be 
able to be fully employed throughout the year, the Society employs 
part-time non-member carpenters to provide extra labour at peak 
periods. These people are paid on the basis of the amount of work 
they do whereas members themselves receive a flat salary of $100 a 
month each. 

All the members play a role in preparing estimates, although the 
one Committee Member with technical education is most involved 
in this work. They calculate prices based on the cost of wood and 
other materials, an estimate of the amount of labour time and a 12% 
profit margin; they also have to add on a 25% Government sales tax 
and any other additional expenses which may be involved. Small- 
scale individual carpenters are able to quote lower prices, since they 
can evade the 25% sales tax and may be happy with little or no profit 3 
and the Society is willing to lower its prices when necessary in order 
to obtain business. Similarly, when they know that competition for a 
tender is going to be very fierce, they are willing to lower their prices 
accordingly. 
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Ever since it started the Society has grown at an average of near!y 
10% per year; they started with $1,200 in cash and their cwn hand 
tools which were worth about $4.000 altogether; by the end of iYt33 
there was a total of about $I6O,UOO invested in the business. The 
members have earned a reasonable living in the meantime, as well 
as giving employment to large numbers of part-time w,orkcrs, and in 
1978 each member received a dividend of $60 and in lc)SO a 
dividend of $500. In 1981 and 1982, by agreement of the members. 
no dividend was paid. They were saving money for a new co- 
operative shop which they proposed to open, and this new activity 
was duly started during 1982. 

Because of their small numbers, most of the members play some 
part in the dsy to day management of the business. The Committee 
consists of the Chairman, the Secretary and three other members, 
and although they are all carpenters they are also the ones who are 
most concerned with the actual management of the enterprise. They 
are not resting on their laurels; they believe that their nevf shop is 
going to be successful but they are now planning tc acquire a vehicle 
since they frequently experience problems in transporting both 

The Studi Frtm?;w-e Co-operative Society Limited 
Profit z?rld Loss Account for the Year ending 31 December IV82 

Frrrniturv S110p Tmu/ 
Ii $ $ 

Sales 98,ooo 26,ooo 124.000 
Cost of Sales 67,ijori 25,000 92.000 

Gross surphls 
--- 

31,000 1 ,ooo 32,000 
Wages. Rent. Depreciation and other Expenses 31 .oo 

Net Surplus 
_-_. _- 

$ 1,000 
-- 

The Stadi Fwnitrrre Co-operative Society Limited 
Balance Sheet as at 31 December 1982 

Assets $ $ Liabilities % 
Cash and Bank Balance 3,190 Accounts Payable 3,700 
Accounts Recievablp 300. Loan from SIDE 4,900 
Stocks 6,900 Accumulatect Surplus 5.900 
Machinery and Equipment Members’ 
COG 14,000 Contribution 800 
Less accumulated 
depreciation 8mo 

5.000 
Total Assets $16.3oc) Total Liabilities $16,300 -- 
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their raw materials and their finished products. They are y&mning ttl 
apply for a loan for this purpose. and are reasonably confident that 
hecallse of their good record their application will be apprc:ved. 

COf??HlP;Ftt?P?~ 
The Stadi Furniture Co-operative Society Limited is a very encour- 
aging, and regrettably unusual, example of a successful workers’ 
co-operative society. A number of factors appear to have contri- 
buted to the situation. The members ail came from a similar level 
and they formed the Society as a result of genuine hardship, rather 
than because they were persuaded or encouraged to do so by 
Government or other outsiders. 

The Society has remained smail enough to enable all the mem- 
bers to be in close contasi wiih management decisions, and there is 
some indication that one of them provides a degree of leadership 
which is essential fctr success. There is no evidence that the members 
have attempted to become involved in politics. ur that local Gov- 
ernment or politicians have attempted to capitalile on this success- 
ful expression of co-operative ideology. Although some of their 
initial business came partly as a result of their being a co-operative, 
their later success has been fuunded entirely on their good per- 
formance rather than on any special preference which might be 
granted to them as a co-operative enterprise. 

They have made use of the assistance provided by the Small 
Industries Development Organization, but it is significant that this 
organization is not exclusively irltended to assist co-operative 
enterprises; its programmes are available to private as well as 
community businesses, and this Society has been run in a thor- 
oughly business-like way. 

Perhaps because of their previous hardship, the members have 
been content with reasonable earnings and have in fact accumulated 
substantia! capital, part of which they have invested in a totally neu 
venture. The early results for the shop suggest that it is actually 
being heavily subsidized by the original furniture venture, but this 
may be merely because it is a new enterprise and has not yet reached 
an economic level of operation. The Society’s success in furniture 
manufacture was based primarily on members’ skill, dedication and 
previous experience in the same business. It may be that they would 
have been better advised to expand into an area with which they had 
more familiarity, rather than into general retaIling, but it is to be 
hoped that they will be abte to recruit or themselves acquire the 
necessary expertise to make as successful a venture out of their new 
shop as they have out of their original business. 
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