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The In terna t ional  C oope ra tive  Alliance is one o f  the oldest o f  existing 
international vo lun ta ry  bodies. It is a world-wide confederation  of  
Coopera tive O rgan isa tions  o f  all types. F o unded  by the In ternational 
Coopera tive  Congress held in L o n d o n  in 1895, it em braces m ore than  
174,000,000 members o f  C oopera tive  Societies in 53 countries.  It is the 
only Organisa tion  entirely and  exclusively dedicated to  the  p rom otion  
o f  C oopera tion  in all p ar ts  o f  the world. The headquar te rs  o f  the Alliance 
are in London,

Since 1960, the A lliance has been opera ting  its R egional Office and 
Education  Centre  for South -East  Asia in N ew  Delhi.  T he  Regional 
Office has the task  o f  develop ing  the general activities o f  the Alliance in 
the Region. These activities consist,  inter alia, o f  research, provision of  
technical assistance, d issem ination o f  inform ation o n  cooperative  matters 
and the building o f  effective liaison with m em ber  m ovem ents  and inter
nat ional organisations including the U N  Agencies.

The Regional Office includes the Education  Centre  which is finan
cially supported  by the Swedish Cooperative M ovem ent.  The Centre 
organises seminars, courses, conferences and  w orkshops o f  different 
types. So far the  IC A  offices have conducted m ore than  30 seminars 
which were a t tended  by over 800 participants from  different countries o f  
the Region.

In its efforts to  p roduce  literature, the Regional Office and Educa
tion C entre  is now issuing a series o f  brochures. The present pam phle t  is 
a part o f  this series. The series will deal bo th  with theoretical and applied 
aspects o f  Coopera tive M ovem ents  in South-East Asia.

In  publishing a pam ph le t ,  the Alliance presents it as a useful dis
cussion o f  a subject w orthy o f  wider consideration . The in terpretat ions 
and  conclusions in such pam phle ts  are entirely those o f  the au th o r  and 
do not necessarily represent the views o f  the Alliance.
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INTRODUCTION

1.1 Scope o f  the Paper

The main theme o f this paper is to  discuss the role o f C ooperation in  the 
m odernisation o f cottage and small-scale industries in S ou th  and South 
East Asian Countries^. I t is no t intended to go in great detail into the 
argum ents o f  cottage and  small-scale industries versus large-scale indus
tries. Nevertheless, it will be useful to  indicate very briefly, in the in tro
ductory part, the economic justification for the small industry^ within 
the process o f  economic developm ent. I t is necessary to  do so because 
it is often assumed, tha t industrialisation necessarily means establishment 

vof large-scale industries, while emphasis on small industries implies 
retardation  o f  economic growth.

A fter enum erating the various fields suitable for sm all industries, an 
attem pt will be m ade to  outline the organisational structure o f  the cottage 
and  small-scale industries, their problem s, and the need for m odernisation. 
The next chapters will be devoted to  a discussion o f the role o f  C oopera
tion in the m odernisation o f  small industries, the contributions made 
by cooperatives in South E ast Asia, and some basic problem s affecting 
the growth o f  the industrial cooperative sector.

We will discuss in  this paper mainly the potential role o f  cooperatives 
in  the developm ent o f  small industries. While certain basic issues affecting 
the natu re  of industrial cooperatives will be discussed, no attem pt is made 
to discuss the various problem s encountered by these societies in South 
E ast Asia.

1.2 Limitations

C ertain reservations about the discussion which follows should be made 
a t the outset. The Region o f South East Asia is a vast one, and the des
criptions given, bo th  o f  the  organisation of the small industries, and o f 
their problem s, would be in  the nature o f  broad generalisations. Firstly, 
considerable diversities are found between countries and sometimes even



within one country as regards the variety o f  small industries, the relative 
seriousness o f  their problem s, and the quickness with which cooperative 
approaches can be adopted. Secondly, the social, economic, and techni
cal background o f various industries may differ from  one another. W ithin 
the short space o f this paper, it is no t possible to discuss these variations 
am ong different crafts and industries, except by giving a few illustrations 
from  time to time.

1.3 Definitions
One w ord about the definitions o f  the cottage and small-scale indus
tries. The U .N . ECAFE3 W orking Party  on Small-Scale Industries at 
its second session defined the term s as follows and recom m ended the 
adoption  o f these definitions by the countries in the EC A FE Region.

“ A  Cottage or Home Industry  is one, the products o f  w hich require 
skill and craftsm anship in the m anufacture and which is carried on wholly 
o r prim arily with the help o f  m embers o f  the family, either as a whole or a 
part-tim e occupation.”

“A  Small-Scale Industry is one which is operated mainly w ith hired 
labour, usually not exceeding 50 workers in any estabhshm ent or unit no t 
using any motive power in any operation, o r 20 workers in an estabhsh
ment o r unit using such pow er.”

The term  “cottage industry” is understood in all the countries o f  the 
Region on the hnes o f the definition o f  the ECA FE W orking Party. H ow 
ever, considerable variations exist in regard to  the definition of small- 
scale industry, which is usually defined with reference to  the num ber o f  
workers employed in a unit with or w ithout power, and sometimes with 
regard to  the num ber o f persons employed in a unit and to ta l capital 
invested.
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ROLE AND PROBLEMS OF SMALL INDUSTRIES

2.1 Sm all Industries and Economic Development

Small industries are given an im portant place in the programmes o f eco
nomic developm ent in South East Asian countries, because o f the shor
tage o f  capital together with the presence o f  a large labour force^. These 
countries suffer from  an acute scarcity o f  capital, particularly long-term 
capital, because there are heavy dem ands for it in different fields, such as 
agriculture, heavy industries, transport, com m unications, and social ser
vices. Sufficient capital form ation is a difficult task  for developing eco
nomies w ith low living standards and growing populations; also foreign 
capital is not available in the quantities desired. Labour supply, however, 
is plentiful, and there exist considerable unem ploym ent and under-employ
ment in both  ru ra l and urban areas. Hence it is necessary that capital 
is rationed in m any fields, and that greater reliance is placed on produc
tion units which utilise as much as possible the abundant and growing 
labour force. Several other factors m ake it bo th  necessary and desirable 
to place emphasis on small industries in the strategy o f economic develop
m ent. These factors include dearth  o f  entrepreneural leadership needed 
for large-scale industries, low levels o f industrial skills, the conditions of 
existing m arkets, and dem and patterns in the developing countries. In 
this connection, the Third Five Year P lan o f  India* states, tha t the objec
tives o f  the program m e for the small industries are “ to create immediate 
and perm anent employm ent on a large-scale a t relatively small capital 
cost, meet a substantial part o f the increased dem and for consumer goods 
and simple producers’ goods, facilitate m obihsation o f resources o f capital 
and skill which m ight otherwise rem ain inadequately utihsed and bring 
about integration o f  the development o f  these industries with the rural 
economy on the one hand and large-scale industry on the o ther.”

The historical experiences o f W estern Europe and Japan  indicate tha t 
small and medium-sized plants have played an im portant role in the highly 
developed countries. “ In  A ustria in 1930, 57.7 per cent o f  the to ta l



labour force in secondary production (m anufacturing, mining and construc
tion) was in firms employing fewer than  50 workers. In France, in 1906, 
the corresponding percentage was 70.6; in G erm any, in 1907, it was 54.5; 
in Japan, in 1955, it was 50.6; in Switzerland, in 1955, it was 43.7; in 
Norway, in 1953, it was 51.3”®. The Japanese economy, which has dem on
strated powerful competitive capacity in world m arkets, is even now orga
nised to a significant extent in small-scale establishments. Thus the 
prevaihng social, economic, and institutional conditions in the develop
ing countries, as also the historical experiences o f the advanced countries, 
show that small industries are likely to play an  im portan t p art in achieving 
rapid and stable industrial development in South East Asian countries’.

2.2 Fields Appropriate fo r  Sm all Industries

Certain fields m ark themselves out for small industries. Firstly, small 
units have a com parative advantage in the production  o f artistic goods, 
such as gold and silver work, lace work, shawls, and brocades, which 
call for a high degree o f  m anual skill and individual work. This sphere is 
comparatively exclusive for small industry where com petition from  large- 
scale industry is practically non-existent. The dem and for such goods 
came formerly from  the aristocratic and ruling families. W ith the decline 
o f  these families, the artistic handicrafts have suffered some set
back. However, the rise in the standard o f  living o f  the people in the 
wake o f economic grow th and the development o f  export m arkets may 
offset some o f these adverse factors.

In South East Asia, various home industries have been practised for 
centuries, and it w ould be possible to better organise and develop these 
industries since the artisans already possess some skills.

Secondly, there are trades which do no t require great artistic skills on 
the part o f  artisans bu t which call for greater labour requirem ents and 
low capital intensity for production of goods. Such trades offer favour
able conditions for the estabhshm ent and grow th o f  small industries. The 
development o f o ther sectors o f the economy, and o f transport and 
com m unications, will create wider opportunities for the small industries. 
F o r instance, im provem ent in the living standards o f  the urban  people 
will bring about scope for the building industry, furniture-m aking and 
w ood work, canning, dairying, toy-making, and similar other industries, 
so as to meet the diversified needs o f  the people. In  highly industriahsed 
countries like G reat Britain, France, and W est G erm any, small-scale 
establishments continue to  m aintain their existence in  such trades as



building, printing, bakery, garm ents-m aking, where, on account o f the 
limited requirem ents o f  equipm ent, large-scale firms do no t enjoy signi
ficant cost advantages. Also, for example, the grow th o f light engineer
ing industries in the Punjab, one State o f India, to service the agricuhural 
implements, irrigation pum p sets, and m otor vehicles, is indicative of 
the transform ation which can take place, if  enterprising entrepreneurs 
grasp new opportunities by making adaptations in their traditional tech
niques.

Thirdly, as in Japan, a vast field o f industries, ancillary to large-scale 
m anufacturing industries, will open up for small-scale production as 
industrialisation proceeds, and it brings into existence a large-scale indus
trial sector. Small industries under this category s u ^ o n t r a c t  work 
from  large firms to  produce certain components, while production of 
parts, which require heavy machinery and assembling, is carried on in the 
“ parent firm.” ® The grow th o f  small industries com plem entary to H indus
tan  M achine Tools, a basic industry in the public sector a t Bangalore in 
India, indicates the possibilities o f  encouraging small industries by careful 
planning.

The technical advantages o f  the small industries have increased with 
the development o f  electricity as a motive power which can be carried to 
small towns and rural areas, and by the production o f electrically-operat
ed small tools which have reduced the size o f  the p lan t required for 
optim um  results in many branches o f  production. As described earlier, 
new fields o f  activity and new m arkets open up for the sm all industries 
w ith the progress in transport and communications. A t the same time, 
opportunities for m odernisation o f  technical processes o f production are 
facilitated with the developm ents in the field o f power d istribution and 
small production tools. However, the widening o f  the m arkets creates 
conditions favourable fo r the establishm ent o f  large-scale industries as 
well in the various fields m entioned above. The small-scale industries in 
the industrialised countries o f  the W est are experiencing keen com petition 
from , and some o f them  are even losing ground to , large-scale firms. It 
should, therefore, be emphasised tha t the small industries can survive 
the com petition only through a process o f  rationalisation; it may also 
happen tha t some o f the small-scale firms may graduate into large-scale 
units on account o f capital accum ulation by them  over a period o f  time.

Finally, there are areas in which small industries are a t present engaged, 
bu t in which large-scale industries would be in a position to  produce 
commodities at lower costs. There may, however, be good justification



for the Governm ent in a developing country for allocating, fully or partly, 
production capacity in some o f these fields to small industries, on account 
o f  the present labour-capital ratios as discussed before. Such reservation 
o f  production capacity for the small industries can be achieved by the 
Governm ent by im position o f taxes on the large-scale firms, which want 
to enter these fields, and  other similar measures. In  the developing 
countries, capital is urgently needed for basic and heavy industries and for 
building the infra-structure so essential for the grow th o f  all types o f 
industries. I t may then be necessary to ensure th a t a large part o f  such 
capital is not diverted to  the large-scale industry producing consumer 
goods, when such consum er goods can be produced by small units, using 
relatively little capital. Such a policy may be necessary in view o f the 
divergence between social benefits and private benefits, even though 
consum er goods produced by capital intensive m ethods are hkely to  be 
cheaper than those produced by small industries. A  policy o f  this nature 
has been followed in India w ith regard to  the textile industry where produc
tion o f  certain varieties o f  cloth has been reserved for the small industry®. 
The existence o f  large and small units o f  production in an  expanding 
economy may be a natu ral outcom e or a result o f  planning done in  view 
o f the reasons m entioned above. A  bullock cart, for instance, will have a 
place in a developing econom y alongside the railways and  the m otorised 
vehicles, as long as the la tte r cannot meet the entire transportation  needs.

This implies tha t a t any given time there is an  equilibrium  between 
large-scale industry on the one hand and small industries on the other. 
This equilibrium will be disturbed as capital becomes available for produc
tion o f consum er goods in the large-scale industrial sector, and as the 
small industries cease to be able to  compete w ith the large-scale 
firms entering in  the consum er goods’ production.

The above discussion indicates tha t the place o f m any small industries 
in  a developing economy will be transitional, which period, however, 
may be considerably longer than generally assumed, on account o f  the 
slow rate o f economic development in these countries*”. In  the ultim ate 
analysis, the scope for small industries will be confined to  production o f 
artistic wares, as ancillary to  large-scale industries, and as competitive 
units in labour intensive production fields^*.

2.3 Cottage Industries' Organisation

A n attem pt is made below to outline briefly the nature o f  traditional 
cottage industries and their handicaps. The region o f  South East Asia
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is so vast that it is only possible to  give broad contours o f the traditional 
industries’ organisation, and  their problems. Further, the situation o f 
cottage industries is in a flux and  one comes across an interm ingling o f 
old traditional style o f cottage industry units endeavouring to  fit them 
selves into the m odern industrial and commercial structure. Finally, 
there are some cottage industries which have died or are in the process 
o f  extinction.

The artisan has historically been an  im portant element in the village 
com m unity, as he used to  supply com m odities produced by him  to the  
village people. The com parative self-sufficiency o f the A sian villages 
is a well-known fact. The cobbler, the washerman, the blacksm ith, and 
the carpenter, continue to supply even today services required by the 
villagers in return  for a small part o f  the crop at the harvest tim e and, 
perhaps, some cash rem uneration. This integration o f the craftsm en 
w ithin the village com m unity varies in  different regions depending upon 
the dem and for their products and services. Artisans whose products 
are in  dem and only periodically are less integrated within the village 
com munity.

The w ork o f the rural industry is conducted on a family basis and all 
the members o f the family provide the labour force. Occasionally a perm a
nent o r a tem porary hand is hired to  supplement family labour. Some
times m ore than  one w orker is employed, if  a unit meets nearby village 
and  urban  dem ands also, as in the case o f  tobacco goods, flour grinding, 
and goldsmithy. In  some cases, the artisan families are also part-tim e 
farm ers cultivating small plots o f  land.

U rban  traditional industries, on the other hand, are all full-time occupa
tions and some labour is hired too. In  How rah, a suburb o f  the city o f 
C alcutta  in India, for instance, the blacksm iths’ establishments generally 
consist o f three workers including the proprietor. They cater for a 
w ider m arket and work m ore regularly all the year round in contrast 
w ith the rural industries, whose craft may be seasonal.^®

Generally speaking, both  rural and urban traditional industries use hand- 
operated  tools, and any progress in  acquiring power-driven equipm ent, 
as in  the case o f powerlooms used by the weavers of India, and machine- 
spinning o f coir yarn in Ceylon, has been o f com paratively recent origin. 
The m ethods o f production are usually handed down, w ith practically little 
change, from  generation to  generation. I f  any adaptation  to  changing 
consum er tastes takes place, it is on account o f  the direct dem ands o f  the 
buyer who is in personal contact w ith the artisan ; such adaptation , how



ever, is o f  relatively small magnitude. A  pertinent example o f  this lack 
o f  change is found in the jaggery^® industry o f  Ceylon. The unsatis
factory m ethods o f tapping for bo th  palm yrah and kitul in the N orthern  
Province, Sabaragam uwa, and the C entral Province, have no t been im 
proved since their inception. The tapping  is mostly sporadic and  irregular, 
and a large num ber of trees are left out. The cooking m ethods are also 
outmoded.**

2.4 Structure o f  Small-Scale Industries

Some small-scale industries, which have come into existence during the 
last few years, operate on the factory system and employ hired labour. 
The proprie tor raises capital from  his friends and relatives and sometimes 
employs m odern methods o f  production. F o r example, such industries 
have developed in India in the spheres o f  machine tools, sewing machines, 
electric fans and m otors, builders’ hardw are, hosiery articles, and au to- 
repair workshops. In  these industries the entrepreneur possesses some 
technical knowledge, provides leadership, and capital, and also manages 
the firm himself. The degree o f  specialisation in  m anagem ent varies 
w ith the size and technical nature o f  the enterprise, but the m anagem ent 
functions are generally concentrated am ong a few persons.

2.5 Problems o f  Sm all Industries

As m onetisation o f  the ru ral sector proceeds apace, the dependence o f  
the artisans on the traders and outside m arkets increases for purchase 
o f  raw  m aterials, supply o f  credit, and sales outlets. This dependence is 
m uch greater in the case o f  rural artisans, not completely integrated w ithin 
village communities, and urban  industries. Like farmers, the artisans 
are also dependent upon interm ediaries who perform  the functions o f  
giving credit, supplying raw  m aterials, an d /o r providing sales outlets. 
But unhke farmers, as Professor D .R . Gadgil observes, they are m ore 
dependent on the intermediaries since there is no element o f self-dependen- 
ce in  their economies.*® This class o f  interm ediaries has come to assume 
an im portan t place in the structure o f  traditional industries, very m uch 
like the trader-ci/w-moneylender in  agriculture. They have been able 
to  acquire this dom inant position because, in addition to possessing some 
capital, they know where to  purchase raw  materials, and whom  to contact 
for selling the goods. The artisan is no t always in a position to  pay 
cash for the raw materials, and  obtains goods on credit from  the m iddle
men on account o f  several reasons. These reasons are poor econom ic
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condition o f the artisans, lack o f adequate capital with the small industries, 
and existence o f a time-lag in the production  o f  commodities. The 
middlemen also provide a sales outlet to  the artisans who do no t have 
the time, inclination, or knowledge o f the m arkets, to  sell themselves; 
thus the artisans become very much dependent on the middlemen who 
exploit their advantageous position. In  course o f  time, the middlemen 
often set up their own business, employ the artisans, and start producing 
on their own. In  the carving work industry in Ceylon (ivory, horn, 
ebony, satin and  coconut hard  wood), it is pointed out tha t only 4 per 
cent o f  the skilled workers are carrying on w ork independently, and that 
the rem aining 96 per cent are employed in sm all and medium-scale w ork
shops on a piece rate or daily wage basis. To some extent the independent 
craftsm en are exploited by the proprietors o f  the bigger workshops who 
also act as the middlemen for the independent artisans.

To the above picture should be added the increasing com petition from 
large-scale industries which are m aking continuous inroads in the fields 
which formerly were the exclusive preserve o f  cottage industries. The 
m arket for trad itional industries has, for instance in India, continuously 
dim inished for the last one century and m ore, as machine-made cheap 
products were pu t out by large-scale industries.

Sim ilar problem s are experienced by the small-scale industries as well, 
which operate on a factory system and em ploy hired labour. Such small- 
scale units are no t able to  buy raw  m aterials and sell their products at 
the m ost advantageous term s, since their volum e o f purchases and sales 
is sm all. I t  is also no t possible for them  individually to  arrange tra in
ing program m es for their employees.

To sum up, the problem s o f cottage and small-scale industries may be 
categorised as follow s: (i) exploitation by middlemen in regard to supply 
o f  raw  m aterials, m arketing o f goods and supply o f adequate credit at 
reasonable rates, (ii) lack o f bargaining pow er on account o f  scattered 
nature and  small size o f  industries, (iii) an tiquated methods o f  produc
tion, (iv) low technical and m anagerial levels o f  the entrepreneurs, and 
low level o f labour efficiency, and (v) com petition from  large-scale indus
tries.



ROLE OF COOPERATION IN MODERNISATION

3.1 Forms o f  Industrial Cooperatives

I t is essential that the traditional cottage industries and the newly-emerging 
small-scale industries perform  a num ber o f tasks so that they can operate 
efficiently. For instance, they should interpret consumer preferences 
and m arket trends in order to  make necessary production adjustm ents. 
They should also establish quality control and produce standardised 
goods. Further, they should arrange training programmes for develop
ing industrial and m anagerial skills in their personnel, and  forge a 
mechanism for purchase o f raw  m aterials and m arketing o f their products 
a t the best possible prices.

In  view o f the scattered nature o f  their establishments, and the small 
size o f their operations, the craftsm en are unable to perform  these tasks 
themselves. Hence, they have to depend for the supply o f these economic 
services upon a system o f interm ediaries who generally exploit their 
clients. I t  would for tWs reason, if for no other, states an ILO  paper, 
“ be desirable in encouraging handicrafts and small-scale industries to  
foster their association on cooperative lines, thereby enabling the pro
ducers jo in tly  to  control the organisational m achinery themselves and so 
avoid the risk o f  exploitation” .̂ ® The Cooperative M ovement offers 
a form  o f business organisation in which the craftsmen join as members 
on  the basis o f equality and in which they can achieve, through jo in t 
action, economic and social advantages beyond the reach o f an individual 
producer.

Such an  industrial cooperative society may be organised as a production 
cooperative, called workers' cooperative productive society, where all the 
production and business operations are undertaken by the society itself. 
Individual craftsmen, when they join such a society, cease to be indepen
dent producers, and work under a unified management. Cooperative 
bicycle factories in West Pakistan fall under this category. A  W orkers’ 
cooperative productive society can raise the needed capital by pooling the
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resources o f  members, and operate on a scale large enough to achieve 
economies in production processes, in the purchase o f raw materials, and 
in o ther overhead costs such as in m anagem ent. I t is advantageous to  
form  production  societies when scale economies are internal to  the firm 
i.e. are inherent in the production process itself.

However, in  many cases significant economies o f  scale are available 
no t so much in the production process itself bu t in the associated processes 
such as purchase o f raw materials, sale o f  products, etc. W hen it is 
possible to de-integrate such processes from  the production plant, it is 
advantageous to  have them  perform ed through service cooperatives. 
Such processes often range over a wide field, for example, purchasing, 
supply o f  credit, m arketing, storage, processing o f raw materials, finish
ing o f  the products, transport, m aintenance and repairs o f tools, worker 
training, designing of products, research in production methods, and 
product im provem ent. Artisans can secure economies o f  scale by forming 
cooperative societies to  underake any one or more o f these processes 
jointly. These societies are called ‘‘‘Common Facility'’ or “Service 
Cooperatives'' and  their functions are to  provide services to the 
artisan members, who m aintain their separate entities as production 
units.

Service cooperatives may be organised as prim ary societies with indivi
dual craftsm en as members, or as federal societies with the membership 
o f  artisanal productive o r service societies.

Some o f the functions which call for m ore large-scale operations and 
resources than a prim ary productive or service cooperative can com m and, 
may be undertaken by their federations. The federal structure o f  the 
cooperative movement, while enabling the small units to function indepen
dently in  a decentrahsed fashion, achieves for the constituent units, 
financial, m anagerial and technical advantages which can be realised 
only through operation on a large-scale. The significant economic and 
technical power, which the Cooperative M ovem ent achieves through the 
federal structure w ith distribution o f  functions appropriate to each tier, 
can raise to a considerable extent the competitive capacity o f small in
dustries.^’

3.2 Contribution to Modernisation

While the Cooperative M ovement may achieve economies of scale for 
the sm all units, an  im portant question in relation to economic growth i s : 
C an the C ooperative M ovem ent help change the antiquated production
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cooperatives and conducive to  progressive m odernisation o f  production, 
m arketing, m anagement, and  other im portant functions, in the industrial 
Cooperative M ovement. The C ooperative Training Centres already 
operating in the various South E ast A sian M ovem ents offer basic courses 
in Cooperation. These training courses can be useful for personnel o f 
industrial cooperatives. Further, training o f employees should be supple
m ented by technological training.

The apex industrial cooperative societies can organise technological 
training for workers. F o r instance, in  India, the M adras H andloom  
W eavers’ Cooperative Society has organised such training for the weavers 
in the im proved m ethods o f weaving new designs and patterns in its 
pattern-weaving factories. The Industrial Cooperative M ovem ent, once 
it acquires the necessary strength, can also establish, like the consumers 
and agricultural M ovem ents in W estern countries, special cooperative 
training centres for the training o f its personnel. However, a t present the 
Industrial Cooperative M ovements in the region are not strong enough 
to  be able to  arrange technological training for the personnel engaged in 
small industries.

3.5 Research and Experimentation

Research and experim entation call for the establishm ent o f special 
Research Centres involving heavy expenditure. Such expenditure, how
ever, is beyond the means o f industrial cooperatives a t the present stage 
o f  development. Some research and experim entation, for instance, with 
regard to  the creation o f a new design will obviously continue to take 
place in the apex societies and the primaries. This would happen  because 
the industrial cooperatives are in a position to in terpret consum er dem and 
and help the cottage industries to  bring about necessary production adjust
ments.

3.6 Finances fo r  Purchase o f  New Equipment

The capacity o f the M ovem ent to finance the purchase o f  new tools and 
equipm ent is lim ited and m ay rem ain so for some time to come in view o f 
the poverty o f the artisans and  the economic difficulties o f  the small 
industries. But when these industries become organised on a cooperative 
basis and modernise their production techniques, their capacity to  finance 
medium  and long-term  capital needs will increase.^* It is safe to  assume 
th a t a t present the Industrial Cooperative M ovem ent in the developing 
countries does not possess the financial capacity to  perform  all the tasks
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involved in m odernisation. I f  a rap id  progress is desired, governm ents 
will have to make arrangem ents for research and experim entation, estab
lishm ent o f training institutes, and advancing long and m edium -term  loans 
for purchase o f equipment.

3.7 Problems o f  Entrepreneurship

Entrepreneurial leadership is vital bo th  in the private small-scale units 
and the industrial cooperatives for the purpose o f achieving future deve
lopm ent o f small-scale units. A lthough defining an entrepreneur is a 
com plex task, it would be enough for the purpose o f this paper, if  entre
preneurship is understood as business leadership, involving the functions 
o f  risk-bearing, collection o f capital, and management. Some critics 
contend that industrial cooperatives being dem ocratic bodies will not 
be efficient in business terms. In  the opinion o f the author, the industrial 
cooperatives can work efficiently and develop, provided w ell-thoughtout 
schemes o f m ember education are carried out and com petent managers 
are appointed.

We have already seen th a t in  private small-scale industrial units, the 
p roprietor him self generally perform s all the above m entioned functions. 
In  relatively bigger small-scale units, the management functions m ay be 
perform ed by the proprietor along w ith one or two o f his colleagues.

In  a cooperative society, the entrepreneurial functions will be per
form ed by the elected board  o f  directors and the manager. The board  of 
directors will be concerned w ith risk-bearing, accum ulation o f  capital, 
and  form ulation o f policies, for the guidance o f the m anager. The 
m anager will operate the small-scale industrial units within the fram ew ork 
o f  the pohcies laid down by the elected board. It is quite im portan t to 
dem arcate clearly the division o f  authority  between the elected board  of 
directors and the m anager for the efficient working o f the cooperative 
society.

The final authority in cooperative societies vests in the general assembly 
o f  members. The board  o f  directors m ust present to the general assembly 
once every year an annual statem ent o f  accounts, and a report on the w ork
ing o f the society, for approval. The board  should also get approval o f  the 
general assembly for the next year’s budget and expansion plans. Finally, 
the general assembly has to elect the board  o f directors every year. Thus 
considerable responsibihty is placed on the worker-members in industrial 
cooperative societies. The educational levels o f worker-members in  in
dustrial cooperatives are usually low. Even the elected board o f  directors
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may lack the experience in m anagem ent tasks and technical knowledge. 
Therefore, education o f the general m em bership should be carried out by 
the Cooperative M ovement in  order to  m aintain members’ loyalty, to 
inform  them  about current cooperative problem s, and to equip them  w ith 
knowledge for rational decision-making. Further, m ember education 
may also be directed to  bring about the much-needed adaptation  in the 
economic and professional life o f members to the requirements o f  m oder
nisation o f small industries. Cooperative education also prom otes o ther 
social qualities of citizenship, team -w ork and leadership, which are in
valuable in the building up o f a dem ocratic society.

The active members in cooperative societies are more likely to be elect
ed to the boards. In view o f this, and in view o f the tasks to be perform ed 
by the board  members, cooperative education for these two categories o f 
members should be intensive and should be directed to developm ent o f  
leadership and management skills. V arious educational m ethods have 
been used by the Cooperative M ovements in  advanced countries for the 
education o f  members, and active members, including the board members. 
The subjects to be included in  the educational programmes for the various 
categories o f  members will have to  be worked out for realising the 
objectives m entioned above.^°

R ecruitm ent and training o f  managers is another im portant require
m ent in cooperative societies. Such a m anager should be honest, possess 
initiative, should have the technical m anagem ent skills, and should have 
vision. The m anager o f  this type would be needed in all industrial estab
lishments and business enterprises, w hether they are cooperative or 
private.

Further, it is essential to develop training schemes for the key personnel 
in industrial cooperatives in order to equip them with m anagem ent and 
technical skills. Also the personality qualities needed in an entrepreneur- 
m anager can be developed through education o f managers of industrial 
cooperatives.^^

One problem  in the m anagem ent of industrial productive societies may 
be m entioned here. The manager in an industrial cooperative productive 
society will be in a dual position, tha t o f the  superior, and servant, o f  the 
w orker-m em bers. On the one hand, his work will be judged by the 
members a t the end o f each year. On the other hand, the members in 
their capacity as workers will have to  carry out the instructions o f  the 
m anager in their day-to-day work. Thus the task o f  the m anager in an 
industrial productive society will be quite difficult. But if  he has tact,
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and if  he manages the society efficiently, w ith the result that there is an 
im provement in economic conditions o f  members, it should not be very 
difficult for the m anager to com m and and to  lead.

3.8 A id  to Government Programmes

Finally, the Cooperative Movement, by bringing the scattered and small 
production units into an  organised fram ework, achieves effective coordi
nation between the small industries on the one hand  and the public autho
rities on the other. The needs o f the small industries can be systemati
cally represented by the Cooperative M ovem ent to the G overnm ental 
authorities; also the facihties offered by the la tte r in terms o f research 
knowledge, extension services, training, finances, etc. can be channelled 
through cooperatives to the small industries w ith lesser cost and more 
efficient resuhs. In  an era o f  planning, the value o f the Cooperative 
M ovement as a vehicle o f carrying ou t economic development policies 
and program m es for the relatively less organised sectors o f  agriculture 
and small industries is immense. Since the Cooperative M ovement helps 
governm ental developm ent policies to  penetrate widely and deeply, the 
Industrial Cooperative M ovement deserves full encouragem ent and 
support in the developm ent program m es o f  the countries o f South 
East Asia.

3.9 Potentiality and Problems

We have discussed the potential role o f  Cooperatives in  solving some 
problem s o f small industries and in m odernising their production 
techniques. In  the next Chapter, the activities o f  cooperatives in 
South E ast Asia will be outlined, and their actual contributions 
will be indicated. However, the point o f view m entioned in these 
chapters, some may think, may be inconsistent w ith the weak posi
tion  o f a sizeable num ber o f  industrial cooperatives in South East 
Asia. I t is the au th o r’s contention that cooperatives could play the role 
described, provided, firstly, they receive mem ber support, secondly, they 
have efficient m anagers and efficient board o f  directors, and thirdly, they 
are adequately supported by their central organisations. It is not possible 
within the short space o f this paper to discuss thoroughly the problems o f 
industrial cooperatives. However, some im portan t problems may be 
mentioned. They are as follows:

1. Lack of proper economic planning before organising the 
cooperatives.

17



2. Inadequate member education work before the organisation o f the 
society, and 'thereafter.

3. Difficuhies o f  recruitm ent, and lack o f  adequate training 
facihties for managers.

The societies often have financial problem s, bu t the basic problem  is 
no t one o f finance; it is one o f  efficient m anagement. G iven economic 
potentiality o f  an industrial cooperative society, a com petent m anager 
can build up the finances of his society w ithout much difficulty.
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INDUSTRIAL COOPERATIVES 

IN SOUTH EAST ASIA

The table in Appendix indicates the various types o f industrial coopera
tive societies existing in South East Asia and gives statistics o f  their 
m embership, working capital, etc. In  m ost developing countries, the 
earliest industrial cooperatives were organised amongst weavers, since one 
o f  the m ost im portant consum er articles required, next to  food, in develop
ing countries was textiles. O ther m ajor fields in which small industries 
have developed are carpentry, pottery, and coir in C eylon; m etal works, 
carpentry and shoe-making in W est P ak istan ; palm  gur^^-making, tanning 
and shoe-making, light engineering, furniture and sericulture in Ind ia ; 
and light engineering, food processing, chemical industry, ceramics, and 
w ood w ork in Japan.

The m ain activities o f  these societies include m arketing o f  products, 
purchase and supply o f raw  m aterials and  tools, supply o f short-term  
credit, and provision o f technical guidance. A brief description o f  acti
vities o f some cooperatives given below indicates the contribution o f 
cooperation to small industries.

The following paragraphs describe the activities o f  service co
operatives.

4.1 Purchase and Supply o f  Raw Materials

Cooperatives can buy raw m aterials wholesale and supply them  to 
the artisans at costs lower than those charged by private agencies. They 
can also ensure that the articles supplied conform  to standard quality. 
In  the case o f supply o f yarn, state level weavers’ cooperative societies 
in some parts o f  India purchase yarn and supply it to the weavers through 
prim ary societies. In  other cases, the weavers’ cooperative societies have 
set up cooperative spinning mills to  m eet their requirements o f  yarn. In  
Japan, the agricultural implements industrial cooperative in G unm a 
Prefecture^^ supplied to the members various commodities such as iron,
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rubber, m anufactured goods, m etal parts, and paints, valued at U.S. 
$ 83,000 per annum . Industrial cooperatives, specially those engaged 
in food processing which depend for raw  m aterials on agriculture, can 
obtain  substantial economies by linking their purchases with the agri- 
cuhural m arketing cooperatives.

4.2 M arketing

M arketing is a specialised function. Technically trained personnel are 
needed in order to collect and interpret price and other m arket inform ation, 
to  undertake advertising and publicity, to  estabhsh quality standards, 
and to perform  other specialised tasks. The cooperative may receive bulk 
orders and distribute them  am ong artisan members. Or the cooperative 
may also sell the goods produced by members on a commission o r outright 
basis. The M adras State H andloom  W eavers’ Cooperative Society sold 
goods w orth  about US. $ 2.7 m illion during 1959-60; for its m arketing 
w ork it operated 245 selling depots inside the State o f M adras and 56 
outside the State and employed specialised m arketing officers. The 
society also undertook publicity and advertising through the use o f  mobile 
vans, displays at im portant places, and participation in exhibitions. The 
Ind ian  Cooperative Union, operated on behalf o f the Governm ent o f  India, 
the Central Cottage Industries Em porium  at New Delhi for sale o f  handi
crafts and handloom  articles assembled from  various parts o f  India. 
This Em porium  has done useful w ork in shop display, sales prom otion, 
advertising, and sale o f  handicrafts and handloom  articles. The Em pori
um  has trained buyers who tou r the country for purchasing goods. It 
has established an Export D epartm ent to  handle bulk foreign orders; a 
group o f  designers and craftsm en are engaged in introducing various 
crafts to  a series o f new designs, which com bine tradition and utility with 
m odern consum er taste. Its m arket research departm ent is an im portant 
aid to  the Em porium  and the affiliated cooperatives in their production 
and sales program m es. The im pact o f the activities o f the Em porium  
may be seen from  a sharp rise in the sales from  U.S. $ 42,000 in 1953 to 
U.S. $ 634,000 in 1958.^^ The Pakistan Products Cooperative M arketing 
Federation operates a sales outlet called “ Cooperative H andicrafts” at 
Lahore and has organised, in collaboration w ith the W est Pakistan Social 
W elfare Council, a design centre in the crafts o f  em broidery, shadow work, 
cut work, and tailoring. As cooperative purchase and sale activity is 
linked w ith transportation , storage, and packing functions, industrial 
cooperatives in some countries provide m any o f these services.
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4.3 Common Production or Processing Functions

The cooperative m ethod enables the individual craftsm en to make use o f 
the machinery in a commonly-owned w orkshop for certain production 
processes. The M adras State H andloom  W eavers’ Cooperative Society 
operates dyeing factories and a calendering p lan t for perform ing certain 
operations on  behalf o f  member societies. In  Indonesia, central coopera
tive production or processing plants known as IN D U K S  operate in such 
industries as ceramics, leather work, m etal work, wood work, umbrella- 
making, rubber, and textiles. These workshops provide mechanical faci
lities to perform  finishing processes; some o f them  also undertake pur
chasing and m arketing functions and provide technical guidance. Provi
sion o f these services combined with careful inspection and finishing 
have considerably enhanced the m arketability o f  products.*®

4.4 Credit

One o f the im m ediate requirem ents o f artisans who w ork on a small scale 
is credit in order to  buy the raw m aterials and to be able to wait until 
goods are sold. The putting-out system under which small industries are 
rigidly controlled and exploited by middlemen emerged because o f the 
artisans’ inability to  pay ready cash for raw  m aterials and their lack o f 
contact with m arkets. As a result, the earliest cooperative action on the 
p a rt o f m ost artisans took  the form  o f credit cooperation, as in  the case 
o f  weavers societies in  India and Pakistan. In course o f  time, the weavers’ 
societies undertook o ther functions, such as purchase o f raw materials, 
and  sale o f  finished goods.

U rban cooperative credit societies, and, credit cooperatives specially 
form ed for industrial societies, as for instance in Japan , supply loans to 
artisans and their cooperatives. In  India, the Southern G ujarat Industrial 
Cooperative Bank=«, provided in 1961 loans o f  U.S. $ 821,000 to indivi
dual artisans and industrial cooperatives.

Governm ents have recognised the value o f  cooperatives as a vehicle 
for reaching num erous artisans and  have utilised the industrial coopera
tives for channelling credit allocated for small industries. The Reserve 
Bank of India advances, through cooperative banks, loans to  weavers’ 
cooperatives and their members at a concessional ra te  o f interest. The 
apex cooperative bank  is given loans for the purpose by the Reserve 
B ank o f Ind ia  a t the rate  o f  interest which is 2 per cent below the bank 
rate. In Ceylon, the D epartm ent o f R ural D evelopm ent and Cottage 
Industries has so far advanced a sum  o f over U .S. $ 1.05 million to indus
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tria l cooperatives, some o f which has been reloaned by them to individual 
mem bers. In  all countries o f South-East Asia, a well-developed coopera
tive credit structure exists prim arily for farm ers. These credit coopera
tives range from  prim ary societies to  national or provincial organisations, 
and can be utilised by governments as agencies for channelling credit to 
small industries.

Finally, it should be added th a t industrial service cooperatives under
take, depending upon the needs o f m em bers, upon capital availability, 
and upon m arket forces, any one or a com bination o f the above m entioned 
functions. In  most cases, excepting in  the sphere o f  credit, single purpose 
cooperatives are an  exception rather than  a general practice.

4.5 Artisanal Cooperative Productive Societies

A t present, small-scale production is by and large carried on by the 
artisan  in his home w ith the help o f  family labour. Even in the homes, 
productivity o f  workers can be increased by the use o f simple hand- 
operated o r electrically-driven tools. But as economic developm ent 
proceeds, a need will be felt for organising many o f the present cottage 
industries in to  cooperatively-owned small w orkshops. In  cooperative 
workshops, more com plicated tools and equipm ent requiring greater 
division o f  labour and specialisation o f skills can be used for the purpose 
o f  raising output.

A t present the num ber of such productive cooperatives is very small, 
restricted to  a few spheres o f  industrial activity. Some examples o f  such 
cooperatives are given below. In  India, some weavers’ productive socie
ties have been formed. In Pakistan, such societies are engaged in produc
ing bicycle and  bicycle parts. In  Japan, these cooperatives, totalling 2962 
in 1955, were mostly engaged in lum bering and  wood work, food process
ing, chemical industry, ceramics, and light engineering industries. 
A lthough productive societies are at present numerically insignificant in 
South-East Asia, they will have to  play in future a more significant role. 
W ith the increase in dem and for goods, and  the growth of com petition 
from  large and  small-scale factory units in  the private sector, greater 
rationalisation will have to  be introduced into cooperatively-organised 
small industries.



SOME FUNDAMENTAL PROBLEMS

I t is beyond the scope of this paper to  discuss fully the problem s of the 
Industrial Cooperative M ovement. However, there are some basic ques
tions which affect, in a fundam ental way, both  the character and the 
growth o f the M ovem ent, and hence, they should be indicated.

5.1 Principles o f  Cooperation

The Cooperative M ovem ent is so fashioned, and its work so organised 
tha t it is controlled by the members and operated in their interests. The 
Principles o f  C ooperation which govern the constitution and working 
o f  cooperatives are: (/) open membership, (ii) dem ocratic management 
based on one mem ber one vote, {Hi) Umited interest on capital, (/v) patro
nage dividend, (v) cash trading, (v/) pohtical and religious independence, 
and (v//) cooperative education. These Principles are a fine blend o f idea
lism and good business rules. The Cooperative M ovem ent has originated 
and developed as a challenge to the capitalist system, and the coopera
tive ideology dem ands that there should be no exploitative or speculative 
elements in the operation o f  cooperatives. On the basis o f  these Principles 
powerful Cooperative M ovements have developed in  some W estern coun
tries and in Japan  in  different economic spheres; these M ovements have 
made significant contributions to the economic and social welfare o f the 
members.

The principles o f  open membership, dem ocratic m anagem ent, limited 
interest on capital, and patronage dividend ensure tha t capital does not 
have a dom inant role in cooperative organisations. The member is the focus 
bo th  with regard to control o f  a cooperative society and with regard to 
the benefits generating from  the cooperative business. The two principles, 
limited interest on capital, and patronage dividend, ensure tha t the sur
plus is distributed, no t prim arily on the basis o f share holding o f members, 
(which is limited and bears characteristics o f interest on loan capital) 
bu t on the basis o f  services used by the members in service cooperatives

23



attd on the basis o f  w ork contributed in productive societies. The principle 
o f  patronage dividend is a built-in-mechanism to ensure the loyalty o f  
members and to  encourage them  to trade w ith their societies, since the 
m ore a m em ber uses the services, the m ore he benefits. In  productive 
societies, the same principle is expected to lead to  efficient work by the 
members and  also to  encourage them to improve their skills and their 
productive capacity.

5.2 Membership Questions

W ith regard to the form ation o f cottage industries into service coopera
tives, where no hired labour is employed, the organisation o f parUamen- 
tary structure in accordance with the cooperative principles does not 
present any difficulty. The head o f the artisan family can become a mem
ber o f a cooperative society and he will enjoy the same rights and benefits 
as other members.^' However, in a cottage industry where paid labour is 
engaged to  perform  any operation ehher tem porarily or on a perm anent 
basis, m em bership problem s arise. In m ost cases workers hired by various 
cottage units are no t enrolled as members in a service cooperative. In 
all such cases, the employee workers (owner-workers) derive advantages 
from  the surplus which originates on account o f w ork done by the hired 
laborers as well. Exploitative elements would occur in a service coopera
tive society where the member units (artisans) employ a num ber o f 
workers and the society does not adm it hired workers as full-fledged 
members. Such cooperatives would not be m uch different from  small- 
scale industrialists’ associations formed to  perform  com m on services. I t 
is, therefore, obvious that the workers employed by artisans on a perm a
nent basis should be entitled to be the members o f the cooperative society. 
A system should be devised by which they could have a share in the control 
of, and in the benefits offered by, the industrial service cooperative 
society.^®

Quite often the m aster craftsmen jo in  the service cooperative in order 
to  take advantage o f  government subsidies, tax concessions, and other 
facihties such as loans a t concessional rates. F o r the same reason, the 
proprietory small factories sometimes convert themselves into productive 
cooperative societies. I t is also often suggested th a t sympathiser members 
should be included in industrial cooperatives in order to secure leadership 
and capital for the society. Societies described above are likely to  be 
dom inated by the erstwhile entrepreneurs and sympathiser members and 
to  be operated to  serve their own interests rather than  the interests o f  the
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general membership. I t is safe to  assume that such industrial coopera
tives, w hether service or productive types, are unlikely to  develop into 
genuine member-owned and member-controlled cooperative organisa
tions; in productive societies the employer-employee tensions found in 
private concerns may continue, and even become accentuated when 
the workers become aware o f  the window-dressing o f the cooperative idea. 
The situations described above show that adequate precautions should 
be taken to  prevent the emergence o f spurious cooperatives.*® Also 
when government financial assistance is given to industrial coopera
tives, precautions are necessary to ensure that such assistance is not 
given to  pseudo-cooperatives.

5.3 Problem o f  Growth

A nother problem  is that o f  growth. The artisanal service cooperative can 
achieve growth by adm itting all those home industries which are in need 
o f  its services. Larger capital form ation in such societies can be achieved 
in  much the same m anner as in the consumers’ cooperatives, that is, by 
expansion in m embership and  plough back o f surplus for developmental 
purposes.

However, in the case o f  artisanal cooperative productive societies, 
the size o f membership is lim ited by the capacity o f the p lant. So the 
principle o f  open m em bership cannot operate with the same ease as 
in  regard to  artisans’ service cooperatives. Expansion o f  productive co
operatives can take place only in stages because o f the “ lum py” character 
o f  investment and plant expansion under the system o f factory production. 
M embership expansion, therefore, can also be “ lum py” and  cannot be in 
a continuous series as in  consumers or artisanal service cooperatives 
where each household can become a member. This restriction on the 
growth o f membership in tu rn  affects the form ation o f  capital in produc
tive societies. D ue to  these difficulties, artisanal productive societies 
may function as oases in a pool o f unemployed workers w ithout the 
ability to  help fellow workers.

O ther factors inhibiting the growth o f productive societies into bigger 
units may also be m entioned. Firstly, if  the enterprise is profitable, 
the productive societies may adopt a clannish behaviour and refuse to 
absorb new people as co-owners and  co-workers.^® Secondly, the 
cooperative productive w orkshop may be form ed by workers, no t for 
the purpose o f transform ing cottage industries into m odern production 
units, as argued earlier, bu t as a reaction against the changing social and
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economic structure under the im pact o f industrial revolution. A  small 
workshop is to  them  an  escape from  the industrial discipline involved in 
large-scale factory production. Such unfortunately has been the history 
o f  the artisanal productive societies in W estern Countries. For tha t 
reason, as M argaret Digby rightly observes, “ artisanal productive societies 
was a form  o f cooperation which did not accom m odate itself readily to  
the m odern trend towards mass production, high capital investment in 
elaborate machinery and use o f  unskilled or semi-skilled labour. The 
w orkers productive society, the self-governing w orkshop, has nowhere had 
the same massive success as the consumers store or the farmers credit bank 
o r m arketing association” .®̂

The various problem s outlined above are responsible for inhibiting and 
preventing the growth o f  artisans’ productive societies operating small- 
scale factories. To sum up, these problems are (i) self-seeking attitude 
o f  those who are already m em bers and lack o f  cooperative orientation and 
conviction am ongst th em ; (ii) m em bers’ rom anticism  about the old order 
o f  things and reactionary attitudes towards industrialisation; (iii) existence 
o f  vested interests in the societies; and (iv) difficulties in organisational 
structure o f the artisanal productive societies regarding membership 
expansion and capital form ation. O n account o f these problem s, the 
small-scale units owned by the artisanal productive societies lack the 
capacity for expansion, are unable to  compete with large-scale firms when 
they enter production, and, in course o f time, die away.

5.4 Some Approaches

Lim itation o f space does no t perm it a thorough discussion o f  the 
approaches necessary to deal w ith these problems, which are, undoubtedly, 
serious. A  basic fact may, however, be recognised in order to  evolve 
proper approaches. Small-scale production units can survive the competi
tion  o f large-scale industry only through a process o f  rationalisation, and 
if  economic facts so dictate, by achieving greater capital intensity. The 
necessary cooperative and economic orientation o f the m embers o f the 
artisanal productive societies can be achieved through well-designed 
educational approaches.

It is no t inconceivable to  construct an organisational structure for the 
artisanal productive societies’ movement which is suited to  the needs 
o f a m odern economy. One m ethod may be to  establish a  nationwide 
industrial productive cooperative organisation giving direct membership 
to  individual craftsm en and workers wanting industral employment.
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Such a federation can accumulate capital through open m embership and 
plough-back o f  surplus, can develop new or existing productive enterprises 
for providing employment to  members, can provide technical services to  
constituent production units, and can follow a policy o f modernising 
p lants and production techniques.®* Alternatively, an artisanal produc
tive movem ent may develop in partnership with consumers’ movem ents; 
the la tte r can provide capital to  the industrial cooperatives and also an 
assured m arket for their products. Such a development has taken  place 
to  a lim ited extent in the U nited Kingdom . However, the consum ers’ 
movements in the South East Asian countries are not yet strong enough 
to  lend effective support to the industrial cooperatives.
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CONCLUSION

We discussed that it is im portant tha t cottage and small-scale industries 
should be given an im portant place within the process o f  economic deve
lopm ent in the countries o f  South East Asia, particularly in view o f the 
acute scarcity o f  capital together with the existence o f  an abundant labour 
force. In  the developm ent period, small industries may exist side by side 
w ith large-scale units, particularly for production o f  consumer goods. 
The reason for tha t is the inability o f  the large-scale industry to meet the 
to ta l dem and in the developing countries, and  the urgent need for capital 
for building up the basic social overheads, such as transport, com m uni
cations, and  heavy industries. In  a developed society, however, small 
industries will be limited to  the production o f  artistic goods catering to 
individual tastes and requiring a high degree o f m anual skill, in trades in 
which labour-capital requirem ents are favourable to  small industries, 
and in production o f com ponents as ancillary to large-scale industries.

A  num ber o f  problems are encountered by the small industries. These 
problem s may be summarised as (i) exploitation by the middlemen in the 
field o f  (a) supply o f raw materials, (b) m arketing o f  goods, (c) supply o f 
c red it; (ii) lack o f bargaining power on account o f scattered nature and 
small size o f  industrial units; (iii) an tiquated methods o f  production; 
(iv) low technical and m anagerial levels o f  the entrepreneurs and low 
level o f  labour efficiency; and (v) com petition from  large-scale industries.

C ooperation can make a significant contribution towards the solution 
o f  some o f  these problem s. Industrial cooperatives may be organised 
either as w orkers’ productive cooperative societies or as service coopera
tives. In  a w orkers’ productive society all the production and business 
operations are perform ed by the society. Individual craftsmen joining 
such a society cease to  be independent producers. A  workers’ productive 
society may be organised when economies o f  scale are internal to  the firm. 
However, in m any cases significant economies o f scale are available in 
the associated processes such as purchase o f  raw m aterials, sale o f  pro
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ducts, etc. W hen it is possible to de-integrate such processes from  the 
production plant, these services could be perform ed through service co
operatives. In  the service cooperatives, the members m aintain their 
independent production units. Thus cooperative societies can coordinate 
the activities o f  various handicrafts and small-scale industries, and provide 
them  com m only-required services. The cooperative societies can further 
associate themselves into federations and achieve for the small units 
considerable financial, managerial, and technical advantages.

The Cooperative M ovem ent can also help the sm all industries in achiev
ing m odernisation. The problem s in bringing about a change in the small 
industries may be grouped in five categories; (i) attitudes o f the crafts
men, (ii) research and experim entation, (iii) training o f workers, 
(iv) finances to  purchase the new tools, an d  (v) problem s of 
entreprenenship. C ooperation is a m odern technique which brings 
the small industries in an advantageous relationship with the 
consuming public, and thus evolves in them  responses conducive to 
m odernisation o f  the production methods. The specific education 
activities o f  the Cooperative M ovement will fu rther strengthen these 
progressive attitudes. However, the capacity o f  the M ovem ent to per
form  other tasks is lim ited. In  this regard, the M ovem ent can render 
some services but considerable help will be needed from  the government 
as well.

Industrial cooperatives in South East Asia perform  a wide range o f  
activities. They supply credit, raw m aterials, and  technical guidance. 
They also sell com m odities produced by the artisans and help in general 
in the im provem ent o f  the industry as a whole. U sually the same coopera
tive perform s, with the exception o f the credit function, almost all these 
functions.

The task  o f  developing genuine industrial cooperative societies and 
achieving sustained grow th o f  the M ovement, however, is by no means 
easy. Quite often industrial service cooperatives do no t adm it workers 
hired by the artisan members. Secondly, sometimes the m aster crafts
men jo in  the service cooperative or the small-scale industrialists convert 
their factories into a cooperative society. These cooperatives are estab
lished with a view to taking advantage o f  G overnm ent subsidy, tax 
concessions, and other financial assistance. Thirdly, in other cases sym
pathiser members are enrolled in industrial cooperatives for the osten
sible purpose o f  providing leadership and capital to  the societies. In all 
such cases the societies are likely to  be operated to serve the interests o f
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the sym pathiser members and the erstwhile proprietors rather than the 
interests o f  the general membership. The various situations outlined above 
would lead to  the establishment and developm ent o f  psuedo-cooperatives, 
and no t genuine ones. It is essential th a t the cooperative federations and 
the governm ent cooperative departm ents should prevent the emergence 
o f  such spurious cooperatives.

A nother problem  is that o f  grow th. The artisanal productive societies 
generally find it difficuh to follow the principle o f open m embership in 
view o f the Umitation imposed by the capacity o f the plant. Such indus
trial productive societies cannot, therefore, expand very easily and they 
may operate for small groups o f  workers w ithout the capacity to help 
other unem ployed fellow-workers. Secondly, if  the enterprise is profit
able, productive societies may adopt a clannish behaviour and refuse to 
adm it new members. Thirdly, quite often the cooperative productive 
societies are formed by workers as a reaction against industrial revolution. 
A small w orkshop is to them  an escape from  the industrial discipline in
volving large-scale factory production. The various problems outlined 
above are likely to inhibit the grow th o f artisanal production cooperative 
societies. Some approaches to meet w ith these problems have already 
been discussed in chapter V.

It should also be added tha t the developm ent of small industries requires 
careful planning within the context o f economic development program m es 
draw n up  by the Governm ents in South East Asia. Considerable assis
tance will be necessary to the small industries from  the G overnm ent for 
the following purposes: creation o f  infra-structure, provision o f  technical 
and consultative services, research for im provem ent o f production tools 
and equipm ent, extension services, vocational training arrangem ents, 
and provision o f  long and m edium -term  finance. While cooperative 
action leads to  the development o f rem arkable strength am ong small 
industries, lack o f basic facihties and services will ham per their growth. 
In  some countries o f  the Region, the developm ent o f  small industries, 
including those on a cooperative basis, has been accelerated by the 
provisions o f financial and technical facilities, by the developm ent o f 
industrial estates, and by the organisation o f production-CHw-training 
centres.
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F ootnotes :

1. For the sake o f brevity, South and South East Asia are referred to hereafter as 
“S.E. Asia” . The term S.E. Asia is used in the paper to include Pakistan, India, 
Ceylon, Thailand, Malaysia, and the Philippines. Some references to Japan and 
Indonesia are made in the paper and statistics in respect o f  industrial cooperatives 
in the Republic o f Korea are given in the appendix.

2. The term “small industries” will later on be used to include both cottage and 
small-scale industries.

3. The United Nations Economic Commission for Asia and the Far East.

4. ‘The importance o f  the role o f handicrafts and small-scale industries in the 
changing pattern o f economic and social life, especially to countries that are 
still in the early phases o f  industrial development, has been emphasised at various 
Regional conferences o f the International Labour Organisation. In the case o f  
the Asian countries particularly, the Conference held at New Delhi in 1947 drew 
attention in a separate resolution, not only to the desirability o f establishing, 
where feasible, branches o f  industrial production on the basis o f  small domestic 
and handicraft industries, but also on the need o f  organising these industries 
“especially on cooperative and federated lines” ILO, Rapid Survey o f  Handi
crafts and Small-Scale Industries in Ceylon, mimeographed, Geneva, 1952, p. 3'

5. Government o f  India, Planning Commission, Third Five Year Plan, Delhi, 
Manager o f Publications, 1961, p. 426.

6. Hoselitz Bert F ., “Entrepreneurial Element in Economic Development”, edited 
by Sachin Chaudhuri, The Economic Weekly, XV; combined annual Nos. 4, 5 & 6, 
Feb. 1963, pp. 164.

7. See for an excellent discussion of the subject ; Aubrey Henry G ., “ Small In
dustry in Economic Development”, Underdeveloped Areas—A Book o f  Readings 
and Research, edited by Shannon, Lyle W ., N ew  York, Harper and Brothers, 
Publishers, 1957, p. 215-225.

Also see Hoselitz Bert F., op. cit. pp 163-173.

Besides the merits described above, cottage and small-scale industries have a 
number o f other advantages, such as existence o f  personal relationship between 
the entrepreneur and the worker, greater sense o f  satisfaction and pride to the 
worker on account o f direct identification between his work and the commodity 
produced, adaptability to changing market factors, and social advantages, such as 
avoidance o f industrial slums, avoidance o f concentration o f economic power in 
few hands, etc.

See for a detailed discussion o f this aspect, ILO, Handicrafts and Small-Scale 
Industries in Asian Countries : Possibilities o f  Cooperative Organisation, Geneva, 
ILO, 1955, pp 7-11, reprint from the International Labour Review, VOL. LXII, 
N o. 6, December 1950.
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8. For reasons why large-scale firms prefer this system, see ILO, Services fo r  Small- 
Scale Industries, Geneva, ILO, 1961, pp 14-18.

9. See Government of India, Planning Commission, Report o f  the Village and Small 
Scale Industries Committee, Delhi, Manager o f Publications, 1955, pp 16-17.

10. “i f  we consider the efficiency o f  new equipment and plant, it is very tempting to 
take the long view and to select a level o f  technology geared to future needs. In 
this manner, it may be argued, there will be a minimum o f waste as the economy 
develops. This thinking stems typically from the perspective o f  capital-rich, 
technically fast-developing industrial regions. Clearly the obsolescence o f  a plant 
depends upon the rate o f development o f the economy as a whole, and upon 
competitive alternatives in the specific industry under consideration. From  
both angles the limitation o f available development capital is o f decisive importance 
in under-developed countries. If it is true, that available capital is small compared 
with total needs, and that a rate o f  development faster than population growth 
is a hope rather than a definite prospect in most countries; if it is further true that 
the output o f efficient and less efficient units alike will be required for the growing 
needs o f the population; if  it is finally true that under these conditions develop
ment can only be very slow in the econom y as a whole and in most individual in
dustries—then indeed obsolescence and waste seem to lose a great deal o f  their 
significance. Thus the problem at hand is one of short-term efficiency; simple 
equipment pays for itself quickly, and not much overall change need be expected 
within the period o f amortisation” . Aubrey, Henry G, op. cit, p. 220.

11. It has already been discussed that small industries will have special advantages 
over large-scale firms in the fields where labour requirements are greater while 
capital needed is o f a small magnitude. In these fields, the small-scale industries 
may continue to occupy a place in the economies o f South East Asian countries 
even after they get industrialised, as for instance, has been the case in many develo
ped countries o f the West.

12. UNESCO  Research Centre on Social and Economic Development in Southern 
Asia, Social Aspects o f  Small Industries in India, Delhi, UNESCO  Research 
Centre on Social and Economic Development in Southern Asia, 1962, p. 129.

13. Jaggery is a sweet eating material made by boiling and then solidifying the juice
extracted from sugarcane or other plants mentioned in the text.

14. ILO, Rapid Survey o f  Handicrafts and Small-Scale Industries in Ceylon op. cit.
p 56.

Also “Efficient, industrious and artistic handicraft workers exist in the country, 
but handicrafts and small-scale industries in Malaya are primitive in their equip
ment and outmoded in their methods o f production. Hence they are not well- 
developed in spite o f  abundant local resources. The handicraft workers are 
widely scattered and unorganised; the crafts and industries provide great scope 
for support and guidance. Several traditional industries are practised all over
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the country. Some of them provide a part-time occupation for numerous 
families; and some have great potentialities but are still at a primitive stage o f  
development” .

ILO, Report to the Government o f  the Federation o f  M alaya on Handicrafts and 
Small-Scale Industries, Geneva, ILO, 1954, p. 52.

15. Gadgil D .R ., Indian Economic Organisation, Economic Growth, Brazil, India, 
Japan, Durham N.C., Duke University Press, 1958, p. 453.

16. ILO, Handicrafts and Small-Scale Industries in Asian Countries—PossibiUties o f  
Cooperative Organisation, op. ct. p 11.

17. “Large-scale organisation is thus one o f  the indirect results o f  specialisation. 
Because people specialise, their activities have to be coordinated, and this coordi
nation can be done either by market processes or within the firm. In this respect, 
the market and the firm pull in opposite directions. The more perfect the market, 
the less necessary it is to have coordination within the firm, whereas the less perfect 
the market, the greater is the opportunity for an entrepreneur to coordinate the 
activities o f  individual specialists. It is an error to  think that the principle o f 
specialisation as such gives advantage to large-scale organisations. The small 
firm can survive easily if  markets are well organised, so that it can buy cheaply 
such factors as specialist advice, engineering service, component parts, raw 
materials and the like, and can dispose easily o f  its product, whether to final or to  
intermediate buyers. The better organised the market, the less each firm needs 
to do for itself, and the smaller is the advantage o f large-scale organisation.

The corollary o f  this is that if  it is desired to favour small-scale enterprise, the 
best way to proceed is to organise around the small firm specialist services and 
marketing agencies so efficient and cheap that the firm is not disadvantaged by 
being small. The large organisation can conduct research, buy in bulk, sell in bulk, 
raise funds easily, produce a standardised article, advertise, hire the best specialist 
advice, and so on. The small organisation can succeed just as well, if  it is surr
ounded by agencies—Private, Cooperative, or Statutory—which will take over all 
that part o f  the work which needs to be done on a large scale, so that the small firm 
can concentrate on those activities which are adequately done on a small scale” . 
Lewis Arthur W., The Theory o f  Economic Growth, George Allen & Unwin Ltd., 
1963, pp 77.

18. See “A  Cooperative Bom  Out o f Disaster, Review o f  International Cooperation, 
55:5, M ay, 1962, pp 121-125.

19. The R ole o f  the M ovement in the supply o f  working capital is discussed in the 
following pages.

20. See J.M . Rana, “ Cooperative Education fo r Leadership Development” , paper 
presented at the Experts’ Conference on Cooperative Credit and Some Aspects 
o f  M arketing held at Baguio, Philippines on 8-14 Dec. 1963, Mimeographed. 
Also see by the same author “Study Circles as a Technique o f Cooperative Edu
cation”, Cooperation, Coop Education Seminar N o. July-Dee. 1962, East Pakistan 
Cooperative Union, Dacca, pp. 46-59.
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21. See for a detailed discussion o f the subject ; H oselitz Bert F ., “Entrepreneural 
Element in Econom ic Developm ent” , op. cit. pp. 163-173.

22. Gur and Jaggery are the same commodity. See footnote N o. 12.
23. Prefectural cooperatives are regional cooperative societies.

24. The Emporium has been recently taken over by a Government Corporation 
established specially to run this Emporium, and to establish other emporia in 
different parts o f  the country.

25. ILO, Services fo r  Small-Scale Industry, op. cit., pp. 30 and 146.
26. South Gujarat is a part o f  Gujarat State in India.
27. Other persons in the family usually work in the hom e craft owned by the head o f  

the family. It can be safely assumed that benefits o f a cooperative, which the 
family head will receive in his capacity as a member, will be equally shared among 
the various family members.

28. For purposes o f simplicity in the management structure, the temporary workers 
may be admitted as associate members without voting rights. But they should be 
entitled to a share in the surplus on the basis o f  their output.

29. The recommendation o f  the Working Group on Industrial Cooperatives o f the 
Government o f  India favouring conversion o f private factories into cooperatives 
overlooks these dangers. The group even argues rather blandly that “we consider 
that when we are planning a nationwide development o f industries on a cooperative 
basis, a few failures here and there brought about by selfish entrepreneurs should 
not deter us from adopting a fruitful method o f promoting industrial cooperatives” . 
Government o f  India, Ministry o f Commerce and Industry, Report o f  the Working 
Group on Industrial Cooperatives, Delhi, Manager o f Publications, 1958, pp. 24.

30. Instances exist where som e productive cooperative societies are composed o f  a 
restricted group o f  worker-members only, while m ost o f the stable labour force 
who help to run the plant are either prevented from becoming members or some 
o f them are allowed membership only after a long period o f  employment.

31. Digby Margaret, The World Cooperative Movement, London, Hutchinson Univer
sity, Library, 1960, pp. 66.

32. The central organisations o f  consumer movements in som e Western countries 
have established several productive enterprises. For instance, the KF, the 
Swedish Cooperative Union and W holesale Society, operated in 1963 several 
industrial iirms with a total output o f  Swedish Kronors 1630 million. Similar 
development is possible in the industrial cooperative field also. In the early stages 
a national productive cooperative organisation will not have adequate capital. 
Similar was the case o f  central consumers’ cooperative organisations in the West 
in the early period o f  their establishment. Capital accumulation can be achieved 
successfully through efficient management o f enterprises and plough-back of  
surpluses arising therefrom. In developing countries, the Governmental finan
cial assistance can be given to the national cooperative productive organisations.

It seems that similar objectives as described above have been responsible for 
the establishment o f an Industrial Cooperative U nion in Ceylon.
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List o f  ICA Publications

ICA  JOURNALS

]. Rcviw.'.’ of International Cooperation (Bi
monthly) 20 sh. or Rs. 13.50 per year

2. Agricultural Cooperative Bulletin (Monthly) 10 sh. or Rs. 6.75 per year

3. Cooperative News Service (Monthly) 10 sh. or Rs. 6.75 per year

4. Consumer Affairs Bulletin (Monthly) 15 sh. or Rs. 10.12 per year

RECENT ICA PUBLICATIONS

1. International Cooperation 1949-1957 (Vol. V) 37 sh. or Rs. 24.87 per copy

2. Cooperative Leadership in South-East Asia 12 sh. or Rs. 8.00 per copy

3. Cooperation for Fishermen by Margaret Digby 6 sh. 6d. or Rs. 4.37 per copy

4. Directory of Cooperative Press. 7th Ecln.
(International) 7 sh. or Rs. 4.62 per copy

5. Coo,, Tative Education—An Approach 11 d or Re. .60 per copy

:h in Cooperation in India—A Review 7 sh. 6d. or Rs. 5.00 per copy

M'.iics of Consumer Cooperatives. 3 sh. or Rs. 2.00 per copy
rative Series—1)

dtion & Small Industries in S-E Asia 3 sh. 5d. or Rs. 2.25 per copy 
"rative Series—2)

ed Bibliography of Literature Pro- 
^y the Cooperative Movements in S-E 

, First Copy 5 sh, or Rs. 3.25 per copy
Renewal subscription for two half-yearly sup- 3 sh. or Rs. 2.00 per copy
'̂’.einents per year

10. _ Cpoperative Press in South-East Asia 2 sh. 6d. or Rs. 1.75 per copy

11. C'^cp Trade Directory for S-E Asia 2 sh. 6d. or Rs. 1.75 per copy

12. Co<,<p_e- '.ion in World Economy. By Thorsten
Odhe 5 sh. 9d. or Rs, 3.80 per copy

,se rates include postage, packing etc. 
jend orders to “ ICA Regional Office & Education Centre for South-East Asia, 
Post Box 639, 6 Canning Road, New Delhi-1, India 
,<MI outstation cheques must include a sum of Re. 1 to cover bank charges 
In case of Unesco Coupons please add 5 “„ of the remittance as handling expenses 
charged by Unesco.
While making payment please quote ICA Bill No/or make advance payment.
All cheques/Drafts/Unesco Coupons/Money Orders should be sent in the name 
of •’International Cooperative Alliance", New Delhi,


