
Underdeveloped economies, which face the problem of unemployment, must necessarily adopt high-
ly labour-intensive methods for their industries. Though cottage and small-scale industries have many 
advantages from this point of view, they are in a precarious position in many Countries. When suitable 
changes in organisation, equipment and product have been made, however, and the necessary external eco-
nomics established, these industries do flourish even in underdeveloped countries. 

The views expressed below are the author's own and have nothing to do with his present posi
tion at the Reserve Bank of India. 

W I T H a view t o solve their 
stupendous unemployment 

problem, it is very necessary for the 
overpopulated underdeveloped eco
nomies to try in a l l possible ways to 
increase the employment potential 
of their scarce capital resources, 
actual as well as potential. One 
such way would be to adopt, out of 
all possible methods of production, 
those w i t h the least capital inten
sity for the modern industries, which 
they seek to develop. It was shown 
in a recent issue of the Indian Eco
nomic Journal how even the techno
logy of the developed economies 
permits such a choice between me
thods of production of varying 
capital intensity. In this article, we 
intend to show how the unemploy
ment problem in these economies 
could also be tackled by 

(a) the expansion of the existing 
and the development of the new 
cottage and small-scalc industries, 

(b) the use of predominantly 
labour intensive methods in the 
bui ld ing of various development 
projects, and 

(c) encouraging the establish
ment of co-operative rural commu
nities each of wh ich might try to be 
self-sufficient regard to certain 
articles of agracary use. 

We suggest in this connection some 
sort of a labour-tax in order to faci
litate the use of more labour for the 
development projects. 

COTTAGE AND SMALL-SCALE 
INDUSTRIES 

T h e underdeveloped economies 
can very effectively increase employ
ment by concentrating their atten
t ion on the expansion of the o ld and 
the development of the new cottage 
and small-scale industries, manu
facturing products not comparable, 
in most cases, w i t h those of the 
developed economies, as much as 
their needs of economic develop
ment can permit . 

These industries have several 

advantages1 f rom the point of view 
of the underdeveloped economies. 
In some cases, these industries can 
very well make use of the t radi t ional 
skill of a part of their labour force. 
Even in cases where trained labour 
force is required, the training neces
sary is simple and of short duration. 
The unskilled labour and also the 
type of labour available only for 
part-time and only in certain rural 
areas can be effectively employed in 
these industries. 

These industries have a very low 
capital intensity and a very h igh 
labour intensity. For example, in 
the cotton textile industry, as is 
seen from Table below, the cottage 
industry requires 42 to 58 per cent 
and the small-scale industry 21 per 
cent less capital per unit of output 
than the large-scale industry; the 
cottage industry requires 13 to 14 
times and the small-scale industry 4 
times more use of labour than the 
large-scale industry. Of course, the 
quality of the product of the cottage 
and small industries is different from 
that of the large-scale industry. 

C o t t o n T e x t i l e Industry 

require large social overhead expen
diture involved in urbanization and 
social security schemes. 

' F rom the social point of view, 
these industries do not necessitate 
any radical change in the tradit ional 
forms of l iv ing of the labour force 
in the underdeveloped economies. 
Hence, they do not cause grave 
social dislocation and unrest. 

Japan2 has been eminently success
ful in developing these industries. 
A list of 121 such industries of Japan 
is given in the Report of the Ind ian 
Delegation sent to Japan in 1949.3 

In 1 3 9 , 2 3 . 5 Per cent of the total 
employment in Japan was in plants 
w i t h less than 4 workers and 52.6 
per cent in plants w i t h less than 50 
workers.4 

The success of these industries in 
Japan was due , to a variety of 
reasons. Cheap electric power, wel l -
developed transport system, govern
ment-owned research laboratories for 
improving the technical processes of 
these industries, the facilities for the 
t ra ining of labour and the establish
ment of essential basic and key i n 
dustries, indispensable for the deve
lopment of the cottage and small-
scale industries—all these formed the 
basis for the development of these 
industries.5 However, the backbone 
of these industries was the merchant, 
Toiya, who supplied the very neces
sary organization wi thout which they 

2 See, Allen, op. cit.; Uyeda Teijero, 
The Small Industries of Japan, New 
York, 1938; Government of India, 
Report of the Delegation sent to Japan 
by Ministries of Rehabilitation and In
dustry and Supply to Study Cottage and 
Small-Scale Industries, New Delhi, 1949. 

a Government of India, op. cit., 
pp 19-21. 

4 Aubrey, op. cit., p. 292, A-6. 
5 Cf Aubrey, op cit, pp 286, A-11; 

Allen, op cit, Chaps 13, 19; Government 
of India, op cit, pp 2, 3, 21, 22, 28, 35; 
Uyeda, op cit, p 5. 

6 Cf Allen, op cit, Chaps 13, 14, 15; 
Government of India, op cit, pp 3, 37. 
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1 Cf. League of Nations, Industrializa
tion and Foreign Trade, Geneva, 1945, 
pp. 50-55; Aubrey; Henry G., Small 
Industry in Economic Development, New 
York, 1951; Government of India, 
Report of the Fiscal Commission 1949-
50, Delhi, 1950, pp. 95-116. 



would no t have developer. He look-
ed after not merely the distr ibution 
of goods produced but also directed 
product ion accord ing to the needs of 
the horrie and export markets, pro
v ided in most Cases the small work
shops w i t h the necessary raw mate
rials, finance and technical assistance 
and co-ordinated their activities. I t 
was because of h im that each small 
workshop, often constituted of the 
family members, was able to con
centrate on a single process of an 
industry and thus he made possible 
the extreme specialization and d iv i 
sion of labour, characteristic of these 
industries. T h e small workshop 
thus was enabled to work as an in 
dependent un i t ; the workers could 
work according to their own leisure 
wi thout being forced into the r ig id 
factory discipline. This made pos
sible the use of the type of labour 
which could not have been used in 
the large-scale industries. Since in 
many cases, the family constituted a 
workshop, the free time of women 
and children was made use of. The 
spare time of the farmers was also 
uti l ized. As these industries prov id
ed to most of the workers a sort of 
supplementary occupation, the wages 
of labour remained very low. Apart 
f rom very cheap labour, the capital 
requirements of these industries were 
also very low. Moreover, the tradi
t ional skill of the handicraftsmen 
was not allowed to go to waste but 
was very well harnessed in the deve
lopment of these industries. 

Though the technical uni t in these 
industries was small in Japan, the 
uni t of control was large.7 This fact 
enabled these industries to w i th 
stand the competi t ion of the large-
scale industries, producing compar
able products; for, they were not at 
a disadvantage as compared to the 
large-scale industries w i th regard to 
the purchase of raw materials, financ
ing of their operation, f inishing pro
cesses and the market ing of their 
goods. The merchant, in many 
cases, looked after a l l these. A n d 
their equipment was also consider
ably improved. " . . . this small 
industry no longer represented classi
cal handicraft or domestic industry 
as before. Instead, it was inclusive 
of productive branches equipped 
w i t h motive power and machinery 
l ike capitalist ordinary plants."8 

T h e y were mechanized like capita-

7 Allen, op cit, Chaps- 13, 14. 
8 Yamanaka, Tokutara, Japanese 

Small Industries During the Industrial 
Revolution, in Annals of the Hitotsubashi 
Academy, October 1951, Tokyo, p. 36. 

l ist factories, and their products were 
adapted to the changing fashions at 
home and abroad. 

The tradi t ional consumption 
habits of the Japanese people were 
also responsible fo r the success of 
some of these industries. The Ja
panese prefer goods of artistic variety 
and w i th some aesthetic touch and 
the cottage and small-scale industries 
were best suited to produce them.0 

The underdeveloped economies 
had not all these advantages.10 

There was no favourable economic 
cl imate, possible only by the deve
lopment of certain external econo
mies, for their cottage and small-
scale industries. Moreover, they 
lacked the organization for these 
industries wh ich Japan had deve
loped. Hence some of these indus
tries that exist even now in the 
underdeveloped economies f ind them
selves in a rather precarious position. 
They f ind great diff iculty in obtain
ing their raw materials at reasonable 
prices, in f inancing their operations, 
in their f inishing processes and in 
marketing their products. The 
worker in these industries has neither 
the knowledge nor the means of im
proving his equipment and his pro
duct. The tastes of the people have 
also considerably changed and the 
products of these industries no 
longer satisfy their requirements. 

H o w e v e r , wherever suitable 
changes in organization, equipment, 
and product have been made and 
the necessary external economies 
established, these industries do f lou
rish even in the underdeveloped 
countries. The powerloorn industry, 
for which the rat io of the value of 
equipment to the annual gross value 
of output is o. Io,1 1 of Mysore State 
in Ind ia is an instance of one of 
these industries. " T h i s industry 
owes its origin to the co-ordinated 
plan of electrification and industria
lization under the auspices of the 
state government. It was more than 
a decade ago—in 1918, to be pre
cise—that the Government of Mysore 
ordered the establishment of a weav
ing factory at Bangalore for demon-

9 Allen, op cit, Chap 13. 
10 Cf Indian Tariff Board, Report on 

Sericulture Industry, 1933; Government 
of India, Planning Commission, The 
First Five Year Plan, July 19.51, Delhi, 
Chap 6; Ibid, Report of the Fiscal Com
mission, 1949-50, Chap 8. 

11 Private Communication from the 
Director of Industries and Commerce, 
Mysore State, India. 

loom weaving w i t h improved app l i -
ances. T h e various kinds of cotton 
and silk fabrics produced by the 
factory soon came to be popu lar 
among the masses. A number of 
artisans received t ra in ing in the 
factory and the government started 
the scheme of " hire-purchase " loans 
for encouraging private enterprise 
for starting powerloom weaving in 
the state. Necessary technical help 
was also given for erection and 
work ing of these looms in the cot
tage of the weaver. . . . The expan
sion that has thus taken place in this 
industry is a definite proof of the 
abi l i ty of the powerloom to hold 
its own against the mil ls, provided, 
of course, that proper facilities are 
created for its g rowth by way of 
guaranteeing supply of yarn and 
affording necessary arrangements for 
easy processing and market ing of the 
fabrics f rom a central organization. 
. . . The Government of Mysore has 
also sponsored a scheme of establish
ing a central sizing and f inishing 
plant. . . . I t i s proposed to install 
small units of sizing and supply sized 
beams to the powerloom cottage 
weavers, collect the woven fabrics 
for fur ther processing such as piece 
dyeing, pr in t ing, calendering of 
fabrics and marketing.1 2 

Similarly, the handloom industry 
for which the rat io of the value of 
equipment to the annual gross value 
of output is 0.010, also flourishes in 
the states of Mysore and Madras of 
Ind ia. The key to its success in 
these states is the establishment of 
weavers' co-operative societies, help
ed and encouraged by the state, to 
take the place wh ich the merchant 
occupies in Japan.13 In Mysore 
. . . for the handloom industry, know
ing its pl ight and posit ion in the 
economy of the state, the state gov
ernment has given quite a generous 
assistance by way o f ; 

" I. Exempt ing handloom goods 
from the levy of Oc t ro i duty in al l 
the major and minor municipalit ies 
in the state. 

" 2, Ground rent has been ex
empted in al l the Shandies for the 
handloom weavers where the hand-
loom goods are displayed for sale, 

" 3 . The weavers have been i n 
duced to organize weavers' co-ope
rative societies at al l important weav
ing centres. To assist the format ion 

12 Commerce, February a, 1952. 
18 Somappa, M, "Handloom Indus

t r y " in Output, No, 4, 1951, Bombay 
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of these pr imary societies,the govern
ment has formed a Central Provin
cial Weavers' Go-operative Society 
to which they have advanced a sum 
of Rs 3 lakhs as interest free loans. 
Added to this grant, the services of 
the required technical and co-opera
tive societies for a period of three 
years, free of cost. 

" 4. A major portion of the quota 
•of yarn reserved for the handloorn 
industry has been ordered to be dis
tr ibuted through the societies thus 
el iminat ing the middleman and the 
master weavers. 

" 5. It has been ordered that only 
handloorn fabrics should be purchas
ed to meet the. clothing require
ments of al l the government depart
ments."14 

A l l these show what needs to be 
clone for the success of the cottage 
and small-scale industries in the 
underdeveloped economies. I t w i l l 
be of interest to note that the Plan
ning Commission in Ind ia has given 
to these industries a " central place-
in Economic Development " w i th a 
view to solve the problem of un
employment. 

USE OF LABOUR IN DEVELOPMENT 
PROJECTS 

In some development projects like 
i r r igat ion, construction of dams ior 
the generation of hydro-electric 
power, bui ld ing of roads, etc, it seems 
possible to use highly labour inten
sive methods. The fol lowing quota
t ion f rom UNRRA in China sug
gests what could be achieved oven 
by the use of predominantly un
skilled labour in this field. 

" Ma jo r attention of the Rehabi
l i tat ion Programme (was centered) 
on flood control , drainage, i rr igat ion 
and reclamation work which might 
give protection to huge tracts of farm 
land, furnish employment to mi l 
lions of peasants and make possible 
a notable increase in China's food 
product ion. Eight major projects, 
sixteen minor projects, and a large 
number of local conservancy projects 
were undertaken w i th the assistance 
of U N R R A supplies and technical 
personnel. 

" A l though more than 16,000 tons 
of modern equipment and materials 
were uti l ized, the greater part of the 
work was done by a Chinese labour 

14 Private communication from the 
Director of Industries and Commerce, 
Mysore State, Indir 

force estimated at a mi l l ion and a 
hal f workers, who used mainly 
shovels, carrying poles and baskets, 
and wooden-wheeled carts and bar
rows. In the nation wide operations 
nearly 100 mi l l ion cubic meters of 
earth were moved, about 442,680 
cubic meters of stone and concrete 
were set in place, approximately 
173,000 cubic meters of stone were 
taken f rom quarries and some 
107,000 feet of wooden p i l ing were 
driven. 

" A s a result of this extraordinary 
effort, a l i t t le more than 4,600 miles 
of dikes were bui l t or repaired. 
About 4,366,000 acres of land cap
able of producing about 5.4 mi l l ion 
long tons of food a year were re
claimed and an estimated total of 
32 mi l l ion acres was given some 
added protection f rom flooding. A n d 
in addit ion, roughly 5 mi l l ion fa rm
ers benefited directly from improve
ments in i r r igat ion."1 5 

LABOUR TAX FOR DEVELOPMENT 
PROJECTS 

In order to facil itate the use of 
mainly more labour in the various 
development projects in the under
developed countries, labour could be 
made a free good. A tax to be col
lected in terms of labour of certain 
number of man-hours could be 
levied on the community, which 
would be benefited by the develop
ment project in question. Such a 
tax could be made use of in several 
community projects.h i 

CO-OPERATIVE ENTERPRISE FOR SELF-

SUFFICIENCY IN CERTAIN BASIC 

NEEDS 

Idle labour force in rural com
munities of the underdeveloped eco
nomies could be effectively utilized 
if these communities organized them
selves on a co-operative basis, each 
becoming a sort of a b ig family, 
producing its own daily requirements 
of certain articles of everyday use. 
By making such a co-operative com
munity independent of the money 
economy in certain, respects, the 
available labour force could, w i th 

15 United Nations Relief and Rehabi
litation Administration, Operational 
Analysis Paper, No. 53, UNRRA in 
China, Washington, 1948, pp 255-56. 

" See " The Taxation and Planning 
Commissions," Economic Weekly, August 
15, 1953 for a highly original and pro
vocative presentation of this viewpoint. 
—Ed. 

advantage, be converted into goods-, 
thus increasing its real income. It 
could produce, then, by predomin
antly labour intensive methods, not 
only its own cloth, but could grow 
its own vegetables, p r o d u c e 
its vegetable oil, honey, mi lk , 
o r d i n a r y articles of furn i ture, 
matches, paper and a few other com
modities. It seems that by the 
development of some suitable orga
nization, the unemployment problem 
can very well be tackled.17 

SEARCH FOR NEW TECHNOLOGY 

Experiments could be made to 
develop for the underdeveloped 
economies a technology suited to 
their economic conditions. The 
attention of all scientific and tech
nical institutes in the underdevelop
ed economies could be concentrated 
on the development of a labour-
intensive technology which might 
require the use of unskilled labour 
and such unskilled labour whose 
training might be simple and of 
short durat ion. 

It seems that even w i th the use 
of the technology of the developed 
economics, new labour intensive 
methods could be developed. For 
example, the Agr icul tural Industries 
Service Programme of the U N R R A 
had as its aim the development of 
efficient but small-scale industrial 
plants which might use local re
sources and materials and which 
could be later "duplicated in other 
rural areas. It built a sulphuric acid 
plant in China in 1946; it was a 
plant which used the lead chamber 
process and had a capacity of 1200 
pounds per day. Its capital cost was 
only $10,000. It sold sulphuric acid 
at a price per unit, half that of the 
imported material and earned 6 per 
cent interest on its investment. In 
spite of the high salaries paid to 
foreign engineers, its operation was 
found to be profitable. Similarly 
w i th the help of U N R R A a cement 
plant of a small-scale but of stan
dard design was buil t in China in 
1946. It had a capacity of 100 bags 
per day of Port land cement and its 
capital costs were only $40,000.18 

17 Cf Gyanchand, Introduction in 
Industrial Problems of .India, edited by 
Jain3 P. C, Allahabad, 1944, PP 22, 23. 

18 United Nations Relief ;md Rehabi
litation Administration, Operational 
Analysis Paper No, 52, Agricultural Re
habilitation in China, Washington, 1948, 
P 37. 
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