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Abstract

The main characteristics of small-scale industries (SSI) is that they are labor
intensive. As such, they are most suitable for the economic environment of many
~ developing countries, including Jordan, who have reiative abundance of labor vis-a-
vis capital. Another characteristic of SSI is that they spread over various regions of
the country, contributing towards the balanced development of those regions and
enlarging the circles of groups who benefit from industrial growth. Furthermore,
such industries depend to a large extent on . local resources and need the minimum
infrastructure and scarce managerial skills compared with large-scale industries. In
addition to that, the limited size of the market in many deQeloping countries does not
require large-scale industries and, thus, production can take place efficiently at

relatively small levels.

The SSI drew the attention of many economic researchers and international
organizations, especially regarding their role in econbmic and social development.
Many of the studies on the subject found that SSI are as economically efficient as
large scale industries, if not more. They also found that SSI can contribute to

absorbing a large share of local labor force.

In Jordan, many studies focus on SSI, most prominent of which is that of the
World Bank of 1987. However, these studies did not analyze in depth the role of
SSI in economic development, especially in participating in generating high growth

rates of employment and output, more equitable distribution of income, etc.
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In view of the problems that the Jordanian economy is currently facing,
especially the high rate of unemployment, the problems of budget deficit, the
instabilities of the country's balance of payments, the high levels of foreign debts,
and the high inflation rates, SSI are looked at as an active mean to help solving these

probléms.

This study aims at analyzing the role of SSI in economic development by
testing the extent of efficiency of the those industries in using production resources
and their relative ability to create employment opportunities. It also aims at
analyzing the extent of SSI responsiveness to changes in the prices of factors of
production, compared with those of large-scalé industries, and testing the ability of

SSI to achieve a more equitable distribution of income.

This study shows, by using appropriate econometric models and by making
scientific analysis, that SSI in Jordan (establishments that employ less than 20
workers) has social economic efficiency which exceeds that of the large-scale
industries and they (SSI) achieve a higher total factor productivity. This study also
shows that labor and capital are not efficiently allocated among large-scale and SSI.
The productivity of labor can be increased by directing labor towards large-scale
industries, and the productivity of capital can be increased by directing capital
towards the SSI. This study also points out that small-small-scale industries
(establishments of less than /5 workers) achieve- higher rates of total factor

productivity growth compared with those of other industries.

This study has found that the cost of creating one employment opportunity in
SSI does not exceed (10%) of that in large-scale industries. It has also found that the

increase of employment in SSI enhances the growth rates of output.

TLIYAN
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On the other hand, this study shows that the industrial sector, in general, has a
wide range of capabilities to substitute labor for capital. The elasticity of
substitution has been estimated to be around (1.21), The large-scale industries
scored a higher elasticity of substitution than the SSI (1.38 versus 0.81). This means
that éSI are less responsive to changes in input prices than large scale industries.
This study has indicated that an increase in the price of capital relative to labor for
large-scale industries will lead, in the long run, to a considerable increase in

employment in the industrial sector.

On the other hand, this study shows that the share of labor to the vaiue added
generated in SSI is larger than that achieved in large-scale industries. This reflects

the relative ability of SSI to achieve more equitable distribution of industrial gains.

This study, finally, concludes that the SST deserves the support and help of
government to enable them to compete with large-scale industries and to play an
active role in the economic and social development of ..the country, A number of
recommendations are suggested, the most important of which are to find institutional
framework to unite the efforts of SSI, to make available the necessary credit
facilities, to improve labor productivity through extensive training and consultation
services to workers, to help SSI to obtain the appropriate techniques of production,
to facilitate obtaining necessary material inputs, to restructure the incentives implied
in the government laws and‘ regulations, and to encourage the establishment

feasibility-studies centers.

www.manaraa.com



