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CHAPTER I

INTRODUCT I0ON

A, The Objectives of the Study

As a contribution to the study of Burmese industries,
the subject of financing mznufacturing concerns is extremely
important in view of the Government's declared prollcy of pro-
moting industrialization as the major objective of its econo-
mic programme. In furtherance of this rolicy the Governnent
has on the one hand undertaken direct industrial investment
on a fairly large scale and on the other, given full recogni-
tion to the imrortant role of the rrivate sector in the whole
industrializztion vrogra2rme and rromised assistance in many
ways. Side by side with the growth of government's investment
in industry there has been a considerable developrment of
industries in Burmz after the Second World War and especially
after attainment of inderendence. The present study is
confined mainly to dzvelorment in the private sector.

Small marulacturing tusinesses hold a strategié posi-
tion in the whole of the private industrial sector. Industria-
lists in the private sector have to face meny problems one of
which is financial, The rresent study shows that the capital
for industrial ventiures ccmes largely from the personal savings
of individuals. Furiher, techniczl knowledge for running
large enterprises is clco very limited, as a result the typical
businéss in the rrivatz cector of Burmese industry tends toc be
small tc begin with cnd it s to be evrected that the growth
of such businesses tc a larger scale devends very much on the
success attending their orc:rations on a small scale.

Of the yroxlems fuecqd by smell manufacturing indus-
tries at ‘he rrexc i .2 103t rressing are the problems of
financing. it r2v be caid@ that the finzncial rroblem is one

of the importait totileneck:s at present rreventing further
development cf rany of these businessacs. It is of course
probable that uhe: 1'.ezc> Pusinesses develor further, a num-
ber of techni~zal, o .v'su~rtive and organizational rroblems
would also arise. at pv2sent it is verhans safe to say

that finance is a mure inrc:tent rroblem. Hence, this thesis

is specially devc:ind sz ot the financing problems of
small manufaciurir:; businecr~e=s A stuldy of the pattern of
development, ctrustzse eni “he financial and other problems of
these small concerns will, it is hoped be found useful in corder:-

(
[

l. to trace their growth so ss to project the future
trend of indvustrial develorment in Burms;
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2. teo deterrine the feasibility of expansion or
contraction of small manufactnring concerns;

3. to classify their cormon problems for anslysis
end rossible rracticel aprlication,

L. to furnish informztion for use by interested
oreznizations or by the Union Government in
formulating policies reparding the choice of
industries, the kind of aid to be given, the
protection to be provided, ete.;

5. to provide information to prospective entrants
into the various manufacturing fields,

6. to sugpest remedies for certzin areas where
these may be needed.

B. Method of Studv and Collection of Information
Informetion for this study has been gathered from:
1. The Industrial Censuses of 1S53 and 1954.

2. The Directorate of Industries 2nd the Industrial
Development Corroration.

3. Inderendent case studies of a2 number of small
manufacturing concerns. ‘

L. The Union Bank of Burms an? some commercial banks.

In 1953 a porulation census was taken covering the
urban ares in Burma. This consisted of 252 towns and the
porulation amounted to abtout 15% of the total estimsted vopu-
lation of the country. 1In 1954 another population census was
taken covering some parts of the rural areas of Burma. Only
about 2,707 village tracts in the most accessible rarts of the
country were included and these villages had 14% of the total
estimated populetion of the country. As the totzl rural
ropulation is estimsted to be about 85%, the ropulation
enumerated in 1954 covered approximately one-sixth of the
total rurel population.

In these poprulation censuses every household was askd
a trirger question as to whether that household carried on any
manufacturine business. Every houschold which reported such
industrizl activity wss piven.snother set of questions relatimg
to various asvects of the industrial work, Industrisl estab-
lishments were classified into two main groups viz (1) estab-
lishrents with 17 or more emvloyees as industry and (2) those
with less than 10 emrloyees as cottage industry.
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Same informetion about the manufacturing enterrrises
seeking State aid wes available from the Directorste of Indust-
ries and the Industrial Loans Board of the Industrial Develor-
ment Corroretion, the two main govermment agencies providing
State aid to industry. A study of the loan applicetions was
made so as to analyse the nsture of the manufzscturing concerns
seeking State aid.

Inderendent case studies of firms were m2de to deter-
mine the problems thet are encountered by the .small manufactur-
ing concerns’/ Lbout 2N concerns were studied but only the
czses of 10 establishments are used in this study. The
majority of these concerns were esteblishments that have been
organized since independence. These ten firms can not be
sz2id to be rerresentstive, nevertheless they do suggest some
of the cammon problems encountered by smzll concerns. A gpecisal
study was made of an establishment over thirty years old in
order to determine the effects of changing conditions on the
operations of the small manufacturing concerns snd the reasons
why they have rcermained small,Informetion wes gathered fram
interviews with the managers, who in 211 cases were found to
be the owners. {lImost all the financizl and cost data on the
operation of the firms were organized from the verbal informa-
tion obtained from these interviews. Although it is not at
all satisfactory it is the best that can be done under the
circumstances.

L nurmber of corrercizl bank officers were interviewed
in order tc find out the rele of commercial banks in financing
small manufacturine concerns.

C. Limitine Fectors to the Study

There were many cbstacles in the preparation of this
poper, same of which are discussed below,.

The industry censuses provided a great dezal of
interesting information which have been very useful. Among
them we have informstion about commodities produced, their
values, rew materisls used and their cost, agc of establish-
ment, ownershiv, volume of sales, stock position, emrloyment,
wages and salcry bills, value of rlent, form of business orcani-
zation, sources of finance, asmount of losns, sources and terms
of such loans. Althoush these =re extremely valuable it must
be noted that the information is provided by the mermbers of the
estzblishments and may involve some inaccuracies.

;/ These studies were conducted by the members of th§ Steff of the Departm%nt
of Commerce, University of Rangoon. The author wishes tc acknowledge with
thanks the kind vermission given to her to use the materials of the cases,
£ comrrehensive feport of these studies will be rublished sererately.
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Another limitation is that the industry census does
not cover the whole country but only the urbsn areas and about
one-sixth (by ropulation) of the rurzl sress. Estimates for
the whole country may be made by taking the urban figures
topether with six times the rural figures obtained in 1954.

But it is not quite safe to assume that the area covered by the
1954 census is quite rerresentative of the entire rural area,
or that the industries are distributed prorortionately with

the population, Particularly,while it may be assumed that
cottage industries are distributed more or less according to
the populstion, i1t cannot be assumed that the larger industrial
establishments are distributed in the same way. It is more
likely thet there is a greater concentration of the larger
industries in the villapes nearer to towns, such as those areas
covered by the 1954 census. Subject to these limitations
estimates for the whole country may be used by combining the
1953 and 195/ date.

The information on loan applications of manufacturing
enterprises for state sid also has its limitations. All the
arrlications did not provide adequate information required for
the study and thus only some 2pplic2tions were selected for
this study. Also the information contained in the applications
are those provided by the private investors from their point of
view and cannot be teken on their face value. It is therefore
necessary to note that the resuvlts of the study cannot be
claimed to be conclusive. However, even with these limitations
the study does give us some idea about the nature of the manu-
facturine concerns askineg for financial help fram the State.

The case study was limited to a few firms, and no
selection covld be made from 21l parts of the country. It has
been confined only to the Rangoon-Insein and Kamayut industrial
areas, which is the most highly industrialized section of
Burma. With repard to the line of products, not all industry
groups have been studied, but only of those manufacturers who
were willing to co-operste and to give information.

Small concerns are frequently poor record keervers,
and because they do not rublish rerorts, it becomes difficult
to get accurate and reliable informetion. The owner managers
of small concerns are often reluctant to release informetion,
therefore there were gaps which were filled in through assump-
tions, Since business concerns in generzl are always associa-
ted with innumerable variables, it hss been found rather
difficult at times to stzte the srecific causes for all the
problems. The problems steted in this peper are more of a
generalizetion of the overall situation found in the case
studies.
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D. Definition of Terms -

The word manufacturing means the msking of useful
a2rticles out of raw materisls either by hand or by mechinary.
In adooting this meaning, a menufacturing concern can be de-
fined as "a concern which, ususlly thrcugh the use of labour
or machinery, makes a useful troduct out of rew materials."
But the act of msking the product mey be carried out by hired
employees in a separate work plac€ known as a factory or by
the members of a family at home. Therefore the full definition
of a manufacturing concern would be 2z "concern which, ususlly
through the use of labour or machinery, makes a useful product
out of raw mzterials, either in a factory or 2t home." The
Census Depzrtment defines menufactnring as the mechanicel or
chemical transformation of inorgenic or orgsnic substances
into new products whether the work is performed by power-
driven machines or by hand, and whether it is done in a factory
~or in the worker's home.

For the industrizl censuses of 1953 and 1954, the
Census Department has defined manufacturing establishments
employing nine or less than nine employees as "Cottage Indust-
ries", while establishments emrloying ten or more are termed
"industries". But no definition has yect been established to
clearly differentizte small from large manufacturing establish-
ments in Burma, Thus it becomes necessary for this study
on small businesses to make such a distinction.

In defining smallness or bigness, the number of em-
ployces on the payroll is the most commonly used indicator of
size for the industrial or manufacturing group. Yet in some
fields of manufacturing, a large concern me2y require only a
moderate number of emvloyees, and therefore provisions must be
made for the marked contrast that exists between one industry
category and another.

The amount of carital invested is another yardstick
for determining the size, though of 2 business in Burma it is
often difficult to find accounting records to show the capital
employed in small concerns. Other measures of size, such as
the volume of sales, the value of zssets, the net worth, and
the net income or net rrofit are also used to distinguish
small from large or medium concerns. Wide veriations exist
when income is the determining factor, since in poor ysars
even large-concerns mey not be able to reach a certain figure,
while in good years small firms may exceed it. Whatever the
criterion used in the detefminetion of size, the nature and
type of industry and the methods of mezsurement must be given
due considerstion.



In addition to size, other characteristics also exist
to Ai“ferentiste small fram leree concerns. A simple orgsni-
zation structure is a recognized festure of smallness. Manage-
rent is independent, and the manager is often also the owner.
The owner menspers usuclly have 2 close reletionship with their
employses. The initial investment renerslly comes from the
owner menagers, &nd the small concerns do not resort to public
financing but ususlly fall back on retezined earnines. For
temrorary funds they derend to a great extent on private money
lenders, benks, end their suppliers through credit purchases.

Informetion and statistics from the Industrial Cen-
suses of 1953 snd 1954 have becen found to be the only data
available to measure and determine the size of the manufactur-
ine concerns in Burma. The number of persons engaged, the
plznt and machinery used, the value of product and receipts,
and the velue added by manufacture are same of the 1mportant
data available in the Census reports.

From the point of view of the importance of a certain
field of industry, the value added by menufacture would be a
good criterion. However, in certein cases the correlation
between the value added and the size is not strong. Likewise,
the value of products and sale receipts, another measure to
determine size, cannot be used effectively by itself unless
due consideration is given to the nature and type of industry.
The value of plant, machinery, and equirment used by the
concern is also a good indicator of size, but this measure
would exclude the many manufacturing concerns which are in
operation by using rented plents, machinery and equipment.

With the available data 2nd information, the total
number of persons encgarsed in the business remains the only
satisfactory means of size determination. This is because,
although the nature of industry cannot be taken into account,
the number of porsons engeged in a concern can easily and
accurately be determined, while the other measures depend to a
large extent on the methods and time of valuation. Adopting
the totz1l number of versons engaged as the size determining
feetor, the teble con rare 7 shows the distribution of indus-
trial estsblishments by employee size classification.
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Distri ion Industrial Establishments b
Employee Size Classificationl/

No. of Emrployees No, of Esteblishments Tercentage
10 - 24 1,386 56.1
25 - 49 T 543 22.0
50 - 74 214 8.6
75 - 99 80 3.2
100 - 249 177 7.5
250 - 299 47 149
500 & over 20 .8

For the purpose of this study I would tentatively
define smell manufacturing concerns as those employing from
10 to 50 -workers for two reasons.

1, £lrost 80% of a total of 2,467a/ industriel
establishments sre found to be within this group, showinge
that this is the most imvortsnt grour in the industrisl
structure' of Burme. :

2, Out of these 1,929 establishments employing ten to
forty.-nine employees, almost 98% are either sole proprietor-
ship or prertnershirv concerns znd therefore possess the small
firm cherecteristic of 2 simple and inderendent organizational
set up.

The above definition is, of course, not precise and
to a certain extent srbitrary. Hevertheless this gives us a
workable definition and wherever rossible other charateristics
of the concerns will be tsken into zcccunt in the snalysis of
their preblems.

1/ Compiled from the Srecial Tebles tabulated frem 1953 and 1954
census data.

2/ The tctal number of manufacturing establishments enurerated
in 1953 end 195/ censuses was 2,468, but datas on one
establishment was not available for srecial tabulation.
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CHAFTER II

THE FLACE OF SMALL MANUFACTURING ESTABLISHMENTS IN
THE IXDUSTRIZL STRUCTURE OF BURMA

It is & well-known fact that Burma is predominantly
an agricultural ccuntry, and her industrial sctivities and
growth in the past have been closely linked with agriculturé.

‘Non-agriculturally based industries of any signifi-
cance are extractive industries - forestry and mining. These
industries need considerable amount of capital and since the
rrosrects were good, a substantial amount of foreign capital
was attracted. Almost all such enterrrises were under
Eurorean and Indian ownership. A few large-scale industries
were in existence and as exemples we m8y include the sugar
refinery at Zeyawaddy 1n Toungoo, a weaving mill in Myingyan,
scme oil mills owned by Steel Brothers and the Burma Cement
Company at Thayetmyo. 2

Even up to the beginning of the Secend World War,
manufacture of consumption goods were very little developed.
These were chiefly found in the Rangoon area and ccngisted of
a few metch factories, rope works, alurinium plants, soap
factories, and hosiery mills, whlch were malnly owned by the
Chinese and Indians,

The scercity of consumer goods, due to the stoppage
of imports into the country during the Jaranese occupstion, .
was resronsible for the emergence of masnufacturing concerns
during the wer period. The indigenous people bhegan to
take interest in manufactnring, and with little capitel and
vhatever meterizls were svailable, they ventured into the
manufacturine field, proiucing a limited variety of products.

Only since the Second World War, esveciaslly after
injerendence,t> =~ h:q9 been increasing industrial activity.
In this chapter informetion collected by the 1953 and 1954
Industrial Censuses is used to describe the basic structure
of industries in Burma in the post war periad.

Distribution of Iniustrial Establishrents in the Country

The Industry Census of Burma taken in 1953 and 1954
enunerated a total of 2,468 industrial establishments. GCover-
ing 252 towns and 01ties,1/ the 1953 census accounted for

1/ The penersl basis of clessifyine a town is the extent a
rlace is urbenised, Some of them are very small, The
smallest town enumerated has 274 people only.
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1982 esteblishments, while in the 195 stzpge 486 establishments
were enumerated in 2,131 village tracts. The 1953 an? 195
census roughly covered about a total porulation of three
millions each but still the 1953 census of towns enurerated
four times as many industrial establishments as the 1954 cen-
sus indicating the deegree of the urban concentration of
industries. However, if we assume that industries in the
rural areas not covered by the 1954 census are distributed
more or less according to their populstion as in the areas
covered by the 1954 census, it may be inferred that there are
about 3,000 industrial esteblishments in total rural ares,
corresponding to 2,00" in the urban areceas. However, this
assumption is not quite realistic becsuse the majority of the
rural areas covered in the 195/ censuses are those close to
urban areas and many of these industries may be situsted

just outside the town boundaries. These facts should be noted
in any considerztion of industriszl policy.

Of the totazl establishments, 80% were in the urban
ares and of these 50% were located in the ten leading cities
of the Union, that is, Rsngoon, Mandalay, Moulmein, Mudon,
Bassein, Myingyan, Fegu, “amayut, Akyab, andi Prome. The
remaining twenty rercent were loczted in the rur=zl areas of
Burma. Rangoon and Mznizlay, Burma's two metropoliten centres,
showed heavy concentrations, contz2ining seventeen percent and
eight percent resrcectively of the totzl number of establish-
ments. It is however, interesting to see the relsation between
the population and number of establishments in the leading
towns according to their size. The following table summarises
the basic facts.

Relation Between the Fopulation 2nd Number of Industrizl Estab-
lishments in Ten Leadine Towns of the Country

Fopulation % of Urban. , No. of Indust- 7% of Urban
Populatlon_/ rial Establish- Establish-~

ments ments
Rangoon 727,072 25.1 411 20.8
Mandalay 185,867 6.3 168 e d
Moulmein 102,777 3.5 86 4.3
Bassein 77,905 2.6 51 2.5
Pegu 47,378 1.6 L7 2.4
Akyab 42,329 1.4 Ll 3,2
Prome 36,997 1.3 35 1.8
Myingyan 36,536 1.2 L8 -
Kamayut 23,032 .8 L6 2,3
Mudon - 20,123 .7 60 3.0

1/ Total Urban Povulstion is 2,940,704,
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It can be seen that the smaller towns have larger
number of establishments compared with population than the
larcer towns. Put if we look intc the size of establishments,
the smaller towns have relztively smaller establishments tban
the larger towns. Especially in Mudon the smallest town with
only .7% of urban porulation, and having as high as four times
this percentcge of urben establishments, it is found that 59 out
of the 60 establishments employ less than 57 workers. However,
in the case of Kamayut which is near Rangoon and in fact a
suburban area of Rangoon, nearly a querter of the establishments
have more than 50 workers. On the whole although smaller- towns
have a larger number of establishments there is more industrial
activity and more larger industrial undertakings in the larger
towns. )

Maior Industry Groups and Their Imvortance

The industries.of Burma have been classified into eigh-
teen major categories by the Census Depertment. The following
table_shows the distribution of total manufacturing establish-
ments=/ and their importance by major iiaustry groups with re-
gard to the Value added by Manufacture.2 : ‘ "3
DISTRIRUTION OF TOTAL MANUFACTURING ESTABLISHMENTS AND THEIR IM-
PORTANCE BY MAJOR INDUSTRY GROUPS WITH REGARD TO VALUE ADDE

Industry No. of Estab- % . Value Added % °
lishments -+ (Kyats '000)
1. Food and Beverage 839 34.0 85,280 49.5
2. Tobacco 550 22.3 16,743 9.6
3. Textiles 3N2 12.2 27,266 " 15.6
4. Footwear and Apparel 199 8., 6,761 3.8
5. Wood Products 211 8.5 9,873 5.6
6. Furniture ' 25 1.0 : G987 .3
7. Paper 8 .3 87 -
8. Printing 42 _ 1:7 4,978 2.8
9. Leather , L4 .6 839 A
10.Rubber 5] A 626 3
11.Chemicals 79 3.2 9,758 5.6
12.Petrolecum 5 a2 382 ol
13, Non-metallic Products 67 2.9 2,382 1.9
1/. Basic Met:1ls b ¥h 109 -6
15. Metel Products 56 2.3 24255 1.3
16, lachinery Repairs 6 .2 110 .6
17. Trznsport Equirment 14 b 0 3,153 1.8
18, Miscellaneous 37 L.5 829 A

l/ In subsejquent discussions the number of establishrents of 1953
and 195/ censuses have been combined except where it 1is
particularly importent to separate them. .

g/ ) Flease sce i.e foriarias cn the next pere.

3/ )



w Tl -

Eirhty eirht percent of the total establishments
enumerated in the urban znd rural censuses of 1953 and 1954
eére enraged in the meénufacturing of food ani beverasge, tobacco,
textiles, footwear and apparel, wood rroducts, end chemicals.
These industries are the most imrortant because they zlso
contribute about eighty-nine rercent of the tot2l velue added
by manufacture.

Among these six erroups, food and beverarse, tobacco,
and textiles are found to be the most important, since they
account for nearly seventy-five percent of the total value
added. Of these three, the food industries lead with the
hichest average fizure per establishment for the value sdded,
the plent, machinery and equirment used, the wares and salaries
paid, end the number of persons employed. Textiles comes next
with the same pattern, while in the tobacco industry, average
figures per estszblishment were considerably lower. The toba-
cco industry was also found to be the least mechanized among the
big six, whereas the chemiral industry is the most mechanised
industry not only of the big six but of all industry groups.
Among the remaining industry grours, the printing and rublish-
ing, followed by petroleum and rubber, had the highest average
figure for velue added per establishment. The same ratio
existed with the average value of plant machinery and equipment
per establishment in these industries.

The averace wages and salaries raid per establishment
in printing and prublishine were the second to transrort and
equirment among z11 industry categories, since a hich ratio of
- skilled workers required for the industry would command rela-
tively high prey scales. Averape wares and salzries rer
establishments were generally hicher in the groups outside the
big six. :

About 100 rersons per establishment were engaged in
the rubber industry, and 2 somewhat higher averege was seen in
the non-metellic industry. Except in food and beverage,
chemicals and rvetroleum with an average of 55 to 70 rersons rer
establishment, all other industries have their averare less
than 50 employees. A total of twenty establishments emrloying
over 500 employees was found in the food and beversge, tobacco,
textiles, rubber, chemicals, non-metallic and transvort and
equirment industries. The ‘transrort an? equirment industry,
althourh only fourteenth in these of establishments, was found
to be quite distinct among 211 industry grours, engaging the
hichest number of persons, with the highest weges and salaries
peid and the highest value added for each establishment.

Footnotes for rage 10

2/ Value added - used as a measure of the contribution of the
whole manufacturing sector. Calculated at by subtrescting the
sum total of cost of raw meterials, fuel and energy and costs
of w?rk by others from total value of product plus receipt from
services of a given industry.
Compiled frem Table II1 Industrisl Census Advance Pelease 5
of 1953 and from Table III Series A of 1954.
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The following table shows the distribution of manu-
facturing esteblishments by three size characteristics - the
velue of sales, the value of assets, e2nd the value of product
and receipts.

DISTRIBUTION OF MANUFACTURING ESTABLISHMENTS BY SIZE CILASSIFI-
CATION OF VALUE OF SALES, VALUE OF ASSETS AND VALUE OF PRODUCT

AND RECEIPTL ;
Ng?ber of Cstablishments with

Kyets Value Value of Value of Pro-
‘ Sales Assets duct & Re-
ceipts
Nil 322 309 =

Below - 5000 . 136 443 151
5 - 9999 189 356 216
10 49999 863 525 1402
50 99999 307 257 353
100 999999 566 555 : 619
1,000,000 and over 8/, 22 86

One interesting point to note is that there were 309
establishments with nil assets and 322 with no sales. This
is because a grest part of assets were not of their own. As
to the sales figures, these concerns manufactured things on
contract for other firms and therefore they did not have direct
sales to consumers or others. Tt has been found that almost
all these establishments employ less than 50 employees and can
be regarded as amall manufacturing concerns. If a cumulative
frequency were made, it can be seen that more than half of the
total establishments have-less than 50,000 Kyats of Seles,
Assets and Value of Products and Receipts. '

Turning to the number of employees, which has been
adopted as the size determining factor for this study, 78% of
the establishments fell within the group of 10-49 employees;
nearly twelve percent employ from 50-99 workers; ahout nine
percent have workers from 100-499; and only .8% have 500 or
more employees. :

1/ Compiled from the special table tabulated from 1953 and 1954
census data.
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With regard to the place of these small manufacturing
concerns in spécific industry groups, they are as follows:-

THE PLACE OF SMALL MANUFACTURING ESTABLISHMENT IN
: MAJCR INDUSTRY GROUP 1

Industry Total BEstab- Small Concerns % of totsl
" 1lishments With 10-49 em- Establish-
; .rloyees ments
Paper ' 8 8 100
Basic Metals A 4 100
Machinery Repairs 6 6 100
Footwear and Arpsrel 199 189 95
Leather 14 13 93
Miscellaneous 3y 34 92
Metal _ 56 51 gl
Tobacco - 650 L85 88
Furniture 25 22 88
Textiles _ 302 248 82
Wood Produects 211 163 b
Chemicals 79 56 72
Rubber 10 7 - 70
Printing and Publishing 42 29 69
Food and Beverage 839 574, 68
Petroleum 5 ' 3 60
Transport and Equipment - 14 ' 8 57

Non-metallic Products 67 29 42

A sharp contrast to the general picture can be seen in
two of the above industry groups viz (1) the transport znd
equipment group snd (2) the non-metallic products, where s
greater number of lerger establishments exist. In the parper,
basic metsdls, and machinery repair industries, all the estab-
lishments employ less than 50 employees, while small manufac-
turing concerns make up from 50 to almost 959 of the establish-
ments in the remaining industry groups. Although the small
manufacturing esteblishments predominate in number their
contribution to the total Value Added by manufacture is com-
paratively small. The total value added by manufzcture of
all industrial establishments was K 174 millions of which
K 59 million wss that of the sm2ll manufacturing concerns.

The Age Structure

Of the tota! number of establishments enumerated only
twenty-five percent were in operation in the pre-wer deys.

1/ Compiled from the special tables tebulated from 1953 and 195/
census data.
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Twelve percent were 12-20 years of age, end thirteen percent
were more than 20 years old. During the Jepanese occupation,
four percent of the total was started, while the greater por-
tion, seventy-one percent, were organized in the postwar period.
Of this postwsr total, fifty-five percent were under five years.
of age and sixteen percent were bétween 6 and 8 years old. Of
the value added by monufacture, establishments over twenty
years of age showed greater importance than their number indi-
cates. While they constituted only thirteen percent of the
totel, they contributed about one-fourth of the total value
added. The following table shows the age structure of

industry in Burma. -

AGE STRUCTURE AND THEIR IMPORTANCE IN TERMS OF VALUE ADDED

Age No, of Estab- . % Value Added %
lishments Lakhs - S

0- 5 1,349 55 837 48

6- & 386 16 220 13

9 -11 112 4 49 ' 3

12 = 20 305 12 238 13

Over 21 316 3 ¢ 3897 23

If we look into the age structure by industry groups,
we find that prewar establishments existed in thirteen of the
major industry groups, while in basic metals there were Ro
establishments before the war. Of the 112 establishments that
were sterted during the Japznese regime, 100 were engaged in
the six important industries, with tobacco in the lead,
followed by food and beverage, and wood products. In almost
all industry groups sbout seventy percent of the number of
establishments are under eight years of age, indicating that
new establishments heve developed proportionately in each
group. '

Studying the age structure by number of employee,
the average number of years increases as the establishments
get lerger. This means that the Burmese menufacturing
esteblishments are gradually growing lerger through the years.
Of the establishments thet have over 500 employces, three-
fourths are found to be less than five years old, but no
informstion is availeble as to the type of industry these.
lerge but young establishments are engaged in.
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AGE STRUCTURE OF MaNUFAGTURING ESE;&LISHYENTS BY
NUMBER OF EMPLOYEES:

No, of 0-5 6-8 9-11 12-20 21 & over Average
Employees Years Years Yeers Yeers Years Years
1N - 24 785 234 6/ 157 146 7.6
25 - 49 284 77 34 - 72 76 8.7
5% - 74 123 21 7 30 33 8.6
75 - 99 - 39 12 4 9 16 Dol

100 -~ 249 84 53 1 28 31 9.6
250 - 499 22 8 1 5 11 10,2
500 & over g X - A s 8.9

1349 386 131 305 316

Averege No. of
Employees 47.6  L7.8 34.% 55.4 62.9

, The shove tsble shows frirly strong correletion
between the sge 2nd size of the establishments.

Form of Organizstion
411 the three mzin tyres of business orgsnization,

sole prorrietorship, psrtnership, or limited campany forms of
organization gre found in Burma with a hezvy concentration of
71.6% of sole prorrietorshivs and 23.8% of partnerships. This
fact has same restrzining effect on the industriel growth,
-« since sole provrietorshirs end pertnerships usuzlly lack con-
tinuity. Limited comprenies accounted for 3.2% of the total
number of establishments. Government-owned concerns constituted
.9%, &and the lowest, .5%, were of the co-orerstive type. By
employee size classification, the forms of organization azdopted
may be seen as follows:-
DISTRIBUTION OF MANUFACTURING ESTABLISHMENTS BY ECRM OF ORGANI-

ZATION LND EMPLOYEE SIZE CLASSIFICLTIONg/

No. of Sole Frovrie- Partner- Limited Govern- Coorers-
Emplovees torship ship Comrany  ment tiwes
10 - 24 . 1,130 287 13 2 A
24 - 49 B3T7 140 16 7 3
50 - 74 120 77 13 2 2
75 - 99 3% 325 4 3 1
100 - 249 78 68 27 2 2
250 - 499 19 22 3 2 1
570 & over 6 _ 8 3 3 -

1,767 587 70 21 13
Percentage 71.6 © 23,8 F 32w . AR,

1/ Comriled from the special tahle +8bulated from 1953 =2nd 1954
census data, - a
2/ Campiled from the srecisl tzble tebulated fror 1953 and 195/

cansus date.
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If we focus our attention on the 1929 small establish-
ments with less than 5 emprloyees, seventy-eieht percent are
found to be sole yroprietorship #nd nineteen rpercent partner-
ships, showing that these are the forms of organization pre-
valent among small manufacturing establishments.

Ownership by Nationality

Burmese citizens or n-tionals owned eighty-six percent
of the tctel estzblishments, foreigners owned about 9.5%, while
the ‘remsinder of 4.5% 2re under the jecint ownershir of Burmans
and foreigners. Ownership by industry groups reveals that
excert in the leather industry, where there is least Burmese
rarticipation, more than 607 of each industry sre Burmese owned.
In severazl cases the ownership was almest execlusively Burmese,
e.g. in tobecco, textile, footwear and apparel, and furniture,
Burnese owned concerns were well over 90%. Data to show the
ownership vattern of small concerns: by emnloyee groups is not
available, But by using the value of rroduct and receipts the
following table will clearly show that Burmese ownership is
well over 90% =mong the establishments that fall in the lower
classes of value of product and receirt.

DISTRIBUTION OF MANUFACTURING EST4ABLISHVENTS BY SIZE CLASSIFICA.
TION OF VALUE OF FRODUCTS AND RECEIFPTS AND BY CITIZENSHIPL/

Value of _ ' % _of Bup-
Product and Receipt Burmese Foreign Mixed TIotal mese Total
Below - 5000 146 3 2 151 97
5,000 - 9999 197 12 7 216 91
10,000 - 49999 947 81 15 1043 91
50,000 - 99999 309 31 13 353 86
100,070 - 999009 478 87 54, 619 i
1,000,000 and over 52 A7 17 _86 60
Total ., 2129 231 108 2468
Percentage %6 . 9.5 4.5 100

Y

‘ Since the establishments that fzll in the lower classes
of velue of product and receipts can be regarded as small con-
cerns we can conclude thet Burmese citizen own most of the
small manufacturine concerns.

The above analysis shows the predominant importance
of small end young industrisl establishments, which occupy an
imrortsnt place in the whole industriasl structure especlally
smong the mony industries which. will not be covered by the
govermment ‘s programme of industrialization, ‘

1/ Compiled from the Industrial Census Advance Release 5 of
1953 and Table I1 Series A of 1954.
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CHAPTER III

THE NATURE AND PROBLEMS OF FINANCING SMALL
MANUFACTURING ESTABLISHVENTS

In order to get a complete picture of the financing
of small manufacturing establishments it requires a study of
the smell concerns on the one hand and the financial institu-
tions thst provide the funds on the other. The nature and
characteristic feztures of small concerns will help us to
understand their financial difficulties and problems., ‘fe
shall first mske an analysis of the census data with regard
to the sources and use of outside funds by manufacturing
establishments im Burma. Next we shall look into the finan-
cial structure of small manufacturing concerns so as to get
some idez of the funds they employ and the nature and extent
of outside funds available to them.- Finally we shall study
from the ceses the problems and means of financing used by
_small concerns,

A, Statistical Study of the General Fattern of Fipancing
Manufacturing Establishments

In Burms there are no professional business promoters,
end industrial estzblishments are develored by existing business
firms or sometimes by versons not actually engaged in business
but possessing business inclinstion, Big concerns are almost
invariably pramoted by business firms, while smaller onss are
presoted by reople vhe are not business men Lut endcewed with
special business inclination.

~ There are a few methods by which these manufacturing
concerns raise their capitsal. In a2 country like Burma, where
money market is not fully developed, the task of obtaining
capltal, especislly for initial financing is generslly very
grest. Raisine funds through public offerines of equity
securities is not comron in Burma, and this is rartly due to e
lack of confidence by the prospective investors in the organi-
zers of industrial enterprises. Thus the corrorstion fom of
organizing industrial concerns is seldom found. 4s mentioned
ezrlier census 4rta showms that slmost 72% of the total manufac-
turing establishrents in the country are sole rroprietorshirs
¢nd nearly 24% are organized as pertnerships. This clearly
shows thet public subscrirtion is very little used to raise
initial capitel requirements, and almost all menufacturing con-
cerns 2re orgénized either by = s’ﬂgle femily or a2 few of them
on pzrtnership basis,
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In the case of additional capital to meet current
operation and to finance growth 2nd expension, new equity
capital, retained earnings and borrowed funds are the principal
sources. No statistical data ere available as to how far new
equity capital and reteined ezrnings are used for industrial
financing. However, with regerd to borrowed funds, the census
data revesls that in the years 1953 and 1954, 33% of the total,
manufacturing establishments used outside financing. The
following table shows the establishments using outside
financing by emrloyee size classification.

DISTRIBUTION OF MANUFACTURING ESTsBLISHMENTS BY E?P OYEE SIZE
CLASSIFICATION USING OUTSIDE FINAJCING

Employees Total > No, of Establishments No. of firms
Establishments—/ Using Outside using outsie
' Financing .financing
‘as % of to-
tal estab-
. ; lishments
10 - 24 1396 LL8 . 32
25 - 49 546 185 34
50 = 74 216 - 86 : 40
75 - 99 81 28 ' 35
100 - 249 178 63 35
250 - 499 47 . 18 38
500 & over 20 ' 1 "5

Excepting firms with more than 500 employees, the
veriation in the percentage of outside funds is rather small.
Generally lerger concerns used outside funds to a grester
extent. It may vrobsbly be due to the fsct that with their
credit worthiness the access to credit is essier for them,

1/ Campiled from the special tables tabulated.from the 1953
end 1954 census data.

2/ Including 17 establishments enumerated in the urban area
in 1954.
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The following table shows the esteblishments using verious
source of outside financing by employee size classification.

DISTRIBUTION OF MiNUFACTURING ESTABLISHMENTS BY EMPLiE%E SI1ZE
CIASSIFICATION THE SOURCE OF OUTSIDE FZ[I‘LM\IJIH"l

Employees Total Estab- Fercentage of establishments using the

lishments Us- following sources of Funds
Using Outside _ .
Funds Govermment Bank Private Mixed

% % %
10 - 24 448 12 3 79 6
25 = 49 185 19 6 66 9
50 - 74 26 20 17 57 6
75 - 99 28 21 29 43 7
100 -~ 249 63 24 27 33 16
250 - 499 18 ' 6 T2 16 6
500 & over 1 _t 100 - =
Percentage 100 15 10 68 7

Except in the large concerns employing from 250 to
over 500 employees per establishment, where more bank financing
is used, the principzl type of funds used by establishments in
all size classes is from private sources, constituting 68% of
the totel using outside financing. Taking the urban and rursl
censuses separately, the sources of funds used are as follows:

DISTRIBUTION OF URBAN AND RURAL MANUFACTURING ESTABLISH}"IENTS
BY SOURCE OF OUTSIDE FINANCINGS

Establishments 7
.Using Outside Government Bsnk Private Mixed
Finanecing
Urban 634 12% 11% 71% 6%
Rural 195 20% 6% 57% 11%

- Private sources stlill form the chief source of furnds,
while govermnment funds and mixed sources are used more by
establishments in the rural areas. Loans frar the banks,
however, are little used becesuse the rural establishments hsve
less access to banks which are situated only in the larger
towns.,

1/ Compiled from the specizl tables tzbulated from the 1953
and 1954 census data.

2/ Compiled from the special tables tabulated from 1953 and
195/ census,
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On the whole, it can be seen that the smeller con-
cerns use more private borrowing, and as concerns get larger
bank financing increases. The use of mixed sources is compara-
tively few, while govermment loens are used by all size classes
but more by establishments employing fram 50 to 249 workers.
This indicates the emphasis put by the Govermment in giving
financisl assistance. We should alsc study the sources of
outside funds used by taking into consideration the type and
nature of industry. The following table shows the sources of
outside funds used by major industry groups.

DISTRIBUTION OF SMALL MANUFACTURING CONCERNS IN THE MAJCR IN&
DUSTRY GROUPS AND THE SOURCES OF OUTSIDE FINANCI

Industry No. of Swmall % of Establishments Using Outside
Concerns as % Funds from the following sources

gnggEa%s§:%: Goverrment Bank Private M%xed
lishments ' ;
Basgic Metals 100 - = 100 -

Paper 100 - - 100 -
Machinery Repairs 100. - - 100 -
Footwear and '

Arparel 95 6 91 -
Leather Products 93 - 33 67 - -
Miscellaneous R - 7 86 7
Metal 90 3 18 74, 4
Tobacco a8 3 6 95 -
Furniture a8 ~ 9 82 9
Textiles 82 33 1 55 11
Wood Products 77 3 9 88 -
Rubber 73 - - 50 50
Chemicals - 72 13 25 54 8
Printing 69 - 25 50 25
Food & Beverzpes 68 2/ 17 46 13
Petroleum 60 50 = 50 -
Transport

“quipment 5T 25 - 75 -
Non-metallic : ' '

Products L2 1E 3 83 -

Goverrment loans ere used by 211 sizes in the case
of textiles, food, transport, and chemicals industries which are
given pricrity in granting losns. It has been stated earlier

1/ Compiled from the special tables tabulated fram-1953 and
195/ census.
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that the larger industrisl establishments use more bank lozns.
However, ‘banks in general extend loans only to finzncially
sound concerns irrespective of size. Therefore for some in-
dustries with smaller establishments benk finances are szlso
importent. These industries are leather and met2l products
menufacturing industries. Private outside funds are used by
all industries large or small but comperztively more by smsller
industries. Larger industries seem to heve more access to the
verious sources, since the data reveals that mixed sources are
mostly used by them.

Of the 18 mzjor industry groups, the biggest industry,
thet is, the food and beverzge, with 36% of the total establish-
ments using outside financing, is found to have greater access
to all the source of funds. Also, in the metal industry va-
various gources of funds are used. Only one concern was
found to use bsnk lozns in the textile industry, while govern-
ment and privete sources form the principal ones. The
petroleum industry has the highest percentage of firms using
govermment loans and there is no bank financing.

" The 2bove stztistical studies suggests that the size
of a firm is a2 more imporiant factor than the type of industry
in influencing the type of finencing. But in the case of
state credit, the Government is more interested in the type
of industry for which it wants to promote.

B, Financial Structure of Small Manufacturine Establishments -

So far we have been using census data for our
analysis. Ve next proceed to look at these mstters in the
light of our findings with case studies.The table on the noextpee
gives same informetion on the manufacturing concerns that
have been studied. : '
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LIST OF INDUSTRIAL ESTABLISHMENTS STUDIEDl/

Age

1l yr.

" Product

Playing Cards

II 2 yrs. Vermicelli-pickles

I 3
W 3
\Y 3
VI 3
VII 3
VIII 5
IX 8
X 10

Canned Fruits and
Pengapi

Plastic Goods
Children's Vest

Textile Printing
and Dyeing

Tin Containers

Auto & Diesel Recon-

ditioning Service
Textiles

Noodies - Biscuits,
Sauce and Soap

Aluminium Buckets

XI Over 30 yrs. Foundary

Form of Orpanization

Partnership

Sole Proprietorship

Partnership

Sole Proprietorship

L n

Partnership

Sole Proprietorship

“Hindu Undivided Ferily

As mentioned earlier in this paper, small manufacturers
are frequently poor record keevers, making it difficult to get

In the case of a few

concerns, where proper records have been maintained, the owner

managers are
were made to
structure of
information.
they were in

often reluctant to give the statements. Attempts
congtruct the balance sheets to show the financial
small manufacturing concerns by using the verbal
Since many of the owners mentioned the fact that
need of current funds, the cash in hand were

considered small, and im cases where it was difficult, no
pressure was used to get this figure.
item could not be checked, these balance sheets are intended
to give broad general features only.

As the accuracy of eadch

1/ The Case Studies will be published separately.
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The balance sheets of the cases studied reveszled that
the ownershipr funds representing the equity capital suprrlied by
the owners claim the bulk of the assets. The ratio of egquity
capital to total assets is found to be very grezt in each con-
cern, Of the ten ceses, only one concern has received financisal
help in the form of a long term hire purchase loan from the
government. The short term lizbilities of the concerns at the
time the balence sheets were prepared were found to be compa-
retively small. But there wes one concern where ownership
funds represented 59% of the totzl funds employed, and the
remaining L1% was financed through short term debt.

Looking into the asset structure, fixed assets general-
ly claim a very high percentzge of the total assets. Among
the current assets, high investments were seen in stock of
finished goods and raw meterials. Three concerns had some
accounts receivable, the zmounts being quite large. The work-
ing capital as compared with total assets of each concern
was very low, and excert in one case the fixed assets were
many times grezter than the werking capital. The majority of
the concerns were found to have no banking accounts or estab-
lished relations with benks.

In order to view the generzl situation, a consolidated
balance sheet of the ten cases was made for an overall analysis.
Although this consolidated balance sheet does not show the
individual features of each concern, it will rresent the gene-
ral picture. The consolidated balence sheet and a statement
of the imvrortant result of the analysis are as follows:

Consolidated Balance Sheet of Ten Small Manufacturing Concerns

Ligbilities and Capital Lssets K
Sundry Creditors . Cash ' 32,000
Accounts Accounts Receivable 73,000
payable 23,000 Sundry Debtors 149,780
Short-term 287.200 3,10,200 Stock
loans © Mnished goods 233,781

y ‘Raw Materials 276,670 510 451
Bank Overdreft :

Current Lisbilities 3,20,200 Current Assets 765,231
Hire-Furchase Losn 1,05,000 Fixed Assets 1,519,850
Capital of propri- Preliminary Exvenses 40,000

torship and sub-
eribed partnershipr 18,99,881

K 23,25,081 K 2,325,081

Continued on next page
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Continuation of Consolidzted Balance Sheet of Ten Small
Menufacturing Concerns

Equity or Proprietor Funds to Totzl Agsets*= 86%
Fixed Assets to Total Assets* = 68%
Working Capitel to Total Assets* = 18%
Working Capital to Fixed Assets = 7%
Credit to Working Capital = 75% .

As already mentioned, the equity funds provided by
provrietors and pertners clalm the bulk of the assets account-
ing for 86% of the total. The fact that fixed assets claimed
a high percentage, or sbout 68% of the totsl funds employed,
shows thst current assets and working capital are small, The
very low prorortion of working capltal to total assets, only
18%, also indicates that there is shortage for working capital.
The heavy dependence on short term credit to finance working
capitel is also revealed by the ratio of credit to worklng
capital, being as high as 75%.

The most striking item disclosed by the analysis ié
that the retio of working carital to fixed assets is only
27%. This fact clearly shows that the sm2ll manufacturing

concerns 8re really in need of working capital and short term
funds.

C. Problems and Methods of Financing Small Manufacturlng Esta-
blishments Securing Initial Cavital

As mentioned earlier the size of 2 concern is a major
determinent of the relstive use of debt or equity finencing.
Small concerns in generel have a factor in cammon that the
funds they employ usually come from the owners at the initial
stage, and they rely heavily on short-term credit for business
orerations and on_retained earnings for business expansion.
Additional capital investment of small concerng is usually
secured from vloughed back profits.

Personal savings, either in cash or in the form of
prorerty, are found to be the main source from which the
~initisl capital of small menufacturing concern has been pro-
cured, This initial capital constitutes the equity funds
provided by the owners who organized the business, often
supplemented by the contribution from interested relatives and
friends. The initiel caprital of menufacturing concerns
employing from 10 to 50 employees ranges from a very small
figure of about X 2,000 to o very high investment of X 200,000.
Thus even among the small msnufacturing concerns, there seem
to be two classes: those that start with very small initial
capit2l and those organised with bigger initisl funds.

¥ Total Assets excluding Freliminary Exvenses
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The nzture and type of industry determines to a large
extent wvhether a menufacturing concern starts with a sm 11 or
a large smount of initial capitel. Prorrietors with limited
resources usually enter fields where small initial outlay is
required, although the field mey be alrezdy overcrcwded.
Sometimes these new firms entered the fields with government
aid and protection. Such protection zllows them a chance to
survive even under keen camretition with the better financed
and organized lsrge concerns. Also the small concerns are
more flexible, and the unrestricted entry into the manufactur-
ing field enables them easy conversion from one line of indus-
try to another,

The case studies show that small menufscturineg con-
cerns in general sre organized by people who have had little
formal education, but have had some experience either in the
line or a related line of prroducts they are now producing.

Their educational bsckeround, technical qualifications, expe-
rience, and business contacts are the factors that sccount for
the varlous financial arrangements by which small manufacturing
concerns secure their initial funds.

In concerns where technical knowledge is important,
the owners usually regsrd their skill and experience as the
most important azsset and 2re very proud of it. For instance,
in the cases VII and XI, Auto and Diesel Reconditioning Service
and Foundry, 1t is found that such concerns are usuelly of
sole proprietorships, where the skilled mechanist provides the
initial capital fram his own personal resources and has complete
control of the business.

It is interesting to note that with the pertnershirp
concerns, contributions from close friends are more common than
contributions from relaztives.

Two of the friends that joined s partners in Case II,
a food manufacturing concern producing four lines of products,
had had previous business contacts with the organizer and were
rertners with him in an earlier venture that failed. The other
three partners were his personal frlends, who contributed to
the initial capital but remeined as sWeeplng partners.

In case IX, another food manufacturing concern, the
partners were business men acquainted through business rela-
tions. Being well estsblighed in their own fields, they were
able to contribute a rather large amount tc the initial
capital of the new venture
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Three friends who were partners in an importing
firm went into a.new venture to produce plastic products (Case
III). The initial cavital for the new concern was securei
from the imvorting firm which wes 21lso jointly owned by the
same partners.

One interesting instance is Cage VI, where the need
to use tin containers in the manufacturing of fish sauce made
a group of tin users get together to finance the initial
cerital of a tin container menufacturing plant. The new
venture supplied them with tins at a relatively low price. More-
over, the omers also enjoyed the profits which would other-
wise have gone to their suopliers of tin containers.

Of the ceses, none mentioned anv difficulty in
securing the initial funds they required, whether the amount
wes large or small. This is because smzll marnufactures '
usually do not have elaborzte planning but get started with
whatever funds they can readily obtain. Hovever, the fact -
thet same concerns begin with very small initial capital may
be due not only to their inability to raise more funds, but
also to their lack of knowledge and experience to determine
the initial amount they need. Case V, a textile printing
and dyeing works, is one example. The proprietor's first ,
attempt feiled because he was unable to determine his initial
rejuirements and went into business with 2 very small outlay
of K 3,000, +hich did not provide much working capital .for
effective business orperations even on a2 limited and experimental
scale.

Capital for Current lNeeds

The small menufacturing concerns are in need of equity
funds or short-term credit on easy terms to finance current
needs.

It has been found that a comron practice of the small
concerns studied is thet they usually invest a very large part
of their funds in fixed assets; hoping to finance  working
cepital with the helr of short-term credit, which unfortunately
is often not availeble on favourasble terms. Such was the case .
in 2 bucket manufacturing firm (Case X). Theé manufacturer has
bought two buildings intending to expand his production. He
thereby has used up a great portion of his funds. He hoped
that he would be able to get short term accommodation for
working cepitel. But contrary to his expectation it was not
easy to get loans, . Therefore he cannot expand his production
and the two bulldings remained unused with considerable amount
of his caritel (K 41,000) tied up in those buildings. The

shortage of capital forced him to borrow 2t a very high rate
of interest i.e., 60% per snnum.
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A large part of the current needs is required for the
financing of raw materials.ourchases. Under the govermment's
licensing system for imrortation of raw materials, import
licenses. are issued.once or twice a year, and raw materials
have to be procured in bulk withirn the srecified time. This
requires heavy investment, and some funds which would other-
wise be available are therefore tied up in stock piling of
raw materials. ‘ ;

A three yeesr old tin contziner manufacturing concern
(Case VI) wes in grezt need of working capitel, because it has
invested 87% of its equity funds in fixed assets. This firm
received a license of Ky=zt 22,000 to irport tin pletes. Since
the concern had established relations with a bank, the imports
were finsnced by the bsnk. The tin plates were placed in the
bank's custody ss pledge sgainst the bank's credit, and as
such no other loans could be rzised against it. The bank
also did not allow a further loan without the old loan being
repaid. As there wss no other source from which short term
funds could. be secured, the concern was forced to borrow
unsecured loans from private money lenders at the interest
rate of 2.50% per month, that is 30% per annum.

The fact that row m2terisls have to be procured at
the time svaileble slso causes shortage of working capital and
sometimes they lose on thet account. Faw materisals distri-
buted by Civil Suprlies Management Boardé on a quota systenm,
are usually not sufficient. The gaps in their needs have to
be filled by storing raw meterials purchased whenever available
from the black merket. '

Such was the problem of Case V, the textile rrinting
and dyeing works. In order to fill the gav of cloth require-
ments, the firm had bought a large stock of cloth at a price
of K 4.50 per yard from the black market. Funds were thus
tied up, causing not only a shortage but also capital losses
when the black mzrket price later fell to K 3 ver yard.

For some concerns even if they can get import
licenses to imvort raw materizls they will not be able to
import them directly because of relztively small amount for
their own requirements and shortage of capital. Furthermore,
the proprietors or menagers frequently lack the business
exrerience and contscts for direct import. All the smell
manufacturers interviewed stated that thelr biggest rroblem
was to get sufficient raw meterisls. They said that the
provisions they have to meke in order to get a steady flow
of raw materiels usually cause financial difficulties.
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The shortege of working cepital hes also become more
pressing 2t the present time because sales are usually made
on credit, while the materiasls have to be bought in cash, a
common prectlce is to sell on credit for a day or two. Some -
times it may be for a few months - one to five months is rather
common. The majority of the managers mentioned that bad
debts were small, However, none of the amncerns studied have
a definite system of extending credit to all of their cus-
tamers. The period and terms usually depend on the amount
vurchased and the customer's previous relations with the
concern, The trade custom of settling the o0ld accounts before
receiving a new shipment is a method of ssles most commonly
used by small manufacturers.

Sales are usually made through wholesslers and selling
agents (borkers), and small menufacturers frequently have to
assume the risk and they normally get money only after the
goods have been sold by the selling agents. Except in the
machinery repairs and servicing concerns, no instances were =
found where the buyers pay advances before delivery of the
goods, This would at least have provided some working capital
to the concerns. Moreover small manufacturers could not under-
teke contracts under which advances might be obtained, due to
the uncertainty of raw materials suvply.

Another burden on the working capital of small manu-
facturing concerns adding to the need of more current funds is
the cash advances that have to be given to workers. Moreover
lack of prorer incentives and low level of salaries frequently
results in high labour turnover or a high rate of absenteeism.
In order to mitigate these effects small manufacturers have to
establish good labour relations and often attend to personal
troubles of the workers. Workers frequently demand cash
advences and take small loans from their employers which are
later to be deducted from their pay. Many a time workers do
not turn up after taking the advances thus causing losses to
the manufacturers.

The need of funds to finance the rurchase of raw
meterials, to extend credit to customers and frequently to
magke advances to workers all call for & high proportion of
working capital. Especially for the small concerns whose funds
ere mainly invested in fixed assets and who are more
vulnerable to seasonal fluctustions in the market, the need to
maintain s high proportion of working capital Jo 1 all the more
great. Yet the sources from vhich they can secure short-term
funds is so limited that they have to borrow from private
sources paying high rates of interesxt.



Financing Growth 2nd Exvansion

In gprite of the keen ccmpetition from larger firms
all the small concerns studied were found to be doing very well.
Profitable concerns are tyricelly growing concerns and there-
fore they need additional funds to finance business exransion.
However the smount of funds required end the extent of availa-
bility varies from concern to concern.

The case studies show that exransion tazkes various
forms. It has been found that though there is fairly keen
competition some concerns expended the scele of business
operations in one-particular line of production. As in Case
IV the managing partner of the ho .ery works found that he
could stand competition from larger concerns by specializing
only in the production of children's vest. He thus rlans
expansion to rroduce better quality and more variety in the
same line of product.

Expansion may also t2ke the form of a diversification
of products. Concerns extend their scopre of business and
diversify their product lines in same cases because the exist-
ing line was not rrofitable enough. Such was the expansion
plan of Case 1. The managing partner, finding that due to
keen competition the szles of playing cards is decreezsing and
realizing that the returns on investment is not very satis-
factory, expends the business by going into Dlastlc product
manufacturlng.

Expansion to diversify vroduct lines on the other hard
is also planned by some concerns in order to be able to stand
against competition or unfavourable market conditions which may
result from producing only cne line of product. Such is the
plan of Case VI. By purchasing 3 set, of tin printing mechines
" which cen be used to proiucec printed tine and other tin oroducts
the maneger intends to diversify his product line if competition
in ordinary tin can manufacturing becores very strong.

A somewhat mixed type of expansion for larger business
operations, improvement znd s diversification of product is szlso
seen among the small manllac'urjna concerns studied. Case VI
is one examrle. The mencger's plan of extending business to
tin orinting covers z rrogr:mme of exvension both for larger
business operations and an improvement on the quality of tin
containers. However since the tin printing machines can also
be used in mrking toys for children and many other useful
articles he could thus diversify his product line whenever he
thinks fit. A similar type of m xed exp2nsion is the pl2n of
Case X. Larger business operations and greaster sales due to
better quality is aimed at by mechanizing the method of produc-
tion of e2luminium buckets, and further, to also diversify the
product line by adding in the manufacturing of aluminium tubs,
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Expansion in the manufacturing field usually calls
for more machinery and equipment, the amounts of additional
caprital required were fairly large in some cases. With the
introduction of a hire purchase scheme by the I.D.C. private
industries can now obtain machinery and equipment from abroad
on s deferred payment basis. The extent to which the small
manufacturing concerns have access to such government assistance
will be discussed in the next chapter. However, it may be
briefly mentioned here that the probrietor of Case VIII has
already received a hire purchase loan to purchase weaving
looms to the value of over one lakh kyats, while the applica-
tions for assistance of manufacturers of Cases VII and IX
have been approved and orders for the equirment placed. As
for Case VI the firm's apnllcatlon was still under considera-
tion,

The need for land and buildings to house the expansion
is also a common problem among the growing small menufacturing
concerns, This is because small concerns usually start opera-
tions without proper planning and their small initial outlay
usuelly does not permit them to get s rlace where there is
some room for expansion. However, when sales increase and
production has to be expanded they need funds not only to
finance the purchase of additional machinery and equipment
but also to acquire lend and buildings. The manager of
the plant producing children's vests Case IV, located his
factory at the present site of a sm2ll plece of land since it
was the one available within his means, Then when he wanted
to expand his production he has to look for additional space
to house the new equipments,

Similarly in Case V the proprietor nurchased the place
initially for residential nurpose but when he started the

usiness he putsextension te the sides and back of %he house,
cwever, further extension cannnot be made and the menarer is

now greetly in necd of a bigger work place to increase production,
The same problem of the need for new land and building

is faced by the manufacturer of Vermicelli i.e. Case II, whose

plent is loceted in 2 rented place which was the only place

availeble at the time the concern was organized. It is not.a

good location and the smallness of the working place is greatly

felt as production increased. Because of shortage of space

for storage the firm was sometimes forced to sell its products

2t very low margins of profit. However the construction of a

new godown will solve the storage problem but when the firm's

mechanization plan takes affect the factory spacec will become
a me jor problem.
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An item frequently overlooked by sm21ll manufzcturing
concerns in their programme of expension is the funds needed
for working capital. As in Cases I and VI a considerable
amount of funds have been used to buy fixed assets resulting
in acute shortage of working capital. Adding to the other
needs for expansion is the funds required for expenses that
will be incurred in securing markets for the increcsed produc-
tion. Such requirements will be large if the industry is
competitive or if the expansion is for & new line of product
as in Cage 1I. The plastic line is not only competitive but
also a new product for this firm.

Frésh equity capital and reteined earnings are the
principal sources for financing growth and exvansion although
sometimes borrowed capitsl is used. Equity capital mey be
obtained from present owners 2s additionel .investment or by
calling in:new outside contributions. To what extent these
sources are -available ahd how expansion is financed depends to
a large extent on the type of industry and the genersl character
of the firms.

The form of orgenization is the most importent factor
determlnlng the source of funds. Smsll concerns are mostly
formed on proprietory and partnership basis and additional funds
cannot be raised by -~ “'v: g.:res to th: publio as in the oese
of corporated firms. Because these firms are usually owned by
close relatives and/or friends, Jery little information is
available conCernlng their buvlness activities, finencial posi-
tion and earning. It is therefore difficult to induce outside
funds to invest even if attempts are msde. On the other hand,
the owners are reluctsnt to share the ownership and fruits of
their work. They are unuwilling to seek new outside contribu-
tions. In case V the proprietor definitely mentioned that he
would like to expand only es far as his personzl resources
permit.  The legal requirements such as the need to meke 2
partnﬂrshlp deed when a proprietory concern calls in pertners
is 2lso an cbstacle for them to bring in more vertners because
the majority of these reople know very little of the legzl side
of business.

The economic and social stznding of the owners is a
second factor accounting for how funds can be obtained for
expansion. In-concerns where owners have cane into business
investing 211 their savings there is very little chance to get
added investment. Such o¢wne-s are usuelly dependent very
greatly upon the income of the firm and slso cannot afford to
retain a large proportion of the vrofits to finance expansion.
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In this connection Case 1-is & typical exemple. The firm has
in its employment pgrtners who have no other sources .of income
end who derend only on the earnings of the firm in which all
their savings have been invested. All these partners are -
Chinese and they were not well known in the business circle and
therefore they have practically no access to any financial
facilitics. The problem of securing funds for expansion in
such types of concern is thérefore grect. On the other hand
more sources of funds are open to concerns whose owners have

= better economic and social standing. Such conccrns however
are usually organized by people who are also engaged in other
lines of buslnGSS and do not depend entirely on the incame

of the firm. :"They could therefore retain a large proportion
of profits and sometimes ‘they may even meke additions to their
investments. Many of such investors are found to have .some
educational background, experience and business contects.
Their social stetus also enables them to have easy access to
outside sources of funds. Cases IV, VI =2nd IX are examples of
such firms. '

Retained earnings are the main sources of finance for
expansion for small businesses. This is pertly due to tinacces-
sibility to outside sources an? portly due to owner's pre=
ference for this typé of financing. 1In any case it will be
usefuil to study the extent to which these earnings are
sufficient. The rapidity of growth and the rate of return
e? rned upon investment are the determining factors. Rapid-
growth is-usually seen in the early years of business operations
and undcr keen competition the small young concerns cften find
it rether difficult to finance any considerable growth from -
reteined earnings. But in older concerns a substantiel part of
oxpansion ezn be financed through retained ezrnings. Their
rete of growth is generally lower and usually less funds are
required while ot the same time funds are available from -the
reserves and provisions which ere generally maintained as firms
gradually get established. Case X is an illustrative example.
Being a2 pioneer in bucket monufacturing the concern has been
able to reap the good vprofits in the early years of operation.
It has however established itself and accumulated earnings
which can be used for expansion. Based .on the foregoing
analysis we may 2gain divide the smz2ll concerns.into two sub-
groups viz - the smaller concerns and the larger firms.

The former ‘type is organised meinly. on proprietory
besis. These concerns are hesvily dependent on the owner's:
cenital and since the funds available are very much limited to
the personal resources of the owners they usually stert small.
With their resources mainly invested in the concern, the
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owners, are also dependent on the inccme and ezrnings of the.
business. Most of the owners are found to have had 1little
formal education and in many instencés they are not well known
in-business circles. ' Often they are crzftsman who have the
technical knowledge and skill but lack business knowledge and
contacts. Therefore when gsome of them 2re able to accumulate
some prpfits they are not gquite sure which line of meznufactur-
ing they should go into to invest these profits. For instance
in Case VII the proprietor, a skilled mechanist, wanted to
expand his plant but has no idea of what new product he should
manufacture. or what will be & profitable line.

For such type of concerns where owners themselves
are dependent on the income of the firm, it becomes difficult
to get additional investment for growth and expansion. Retained
earnings being rather smsll also does not rrovide sufficiently
for the requirements of the business especislly when ‘the con-
cerns were still in the rrocess of getting prorerly established.
However for the older concerns because of their long years of
- business operations, ret-incd earnings do play an important
role in financing their requirements.

The owners often find it difficult to persuade
prospective investors to become partners because they do not
have business experience to convince others of the profitabi-
lity of the investment. On the other hand they do not seem to
trust outside individuals to come in and control the business.
The fact that owners are not well known in business circles,
and their ignorance of the existence of loazn opprortunities make
it difficult to get outside financial help. This is seen in
Case I where the manager did not know thet financizl assistance
is given by the government through its asgencies.

The growth of these concerns are hempered not only by
the finencial needs but also by the managerial factor. Owner
managers frequently leck managerial ability and in many cases
will not be able to assume the heavier responsibilities that
come together with expansion. Many are reluctant to bring in
outside managerial personnel, while some cannot provide the
salaries and incentives to attract good management.

We thus find that these smeller concerns can hardly
grow or compete effectively with larger firms especielly in
areas where craftsmanship is not importent. However they do
survive and operate in fields where therc is some kind of
government protection and where the technical skill and
experience is more importent.
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The lerger concerns, the latter type, a2re mostly of
partnership form and often stert with fairly large capitel
pooled from the resources of individual partners. Though
person2l savings still form the principzl source of initial
capitsl, sometimes the capitel comes from the profitsl of
another concern where the organizers are often glso joint
owners. Beine ressonably well off, carpered to the owners of
the smaller concerns the partners are not totally dependent
upon the incame of the firm, They can thus afford to plough
back most of the profits and put in more investments, if
necessary. Though less skilled than the craftsman, they have
more experience, business knowledge, and contacts, and are not
only more known in the business fields, but also can provide
better leadership and menagement than the smaller concerns.

With & larger initial capital base and being supported
by the ability to retain all earnings especially in the first
few years of business.operations the larger concerns have
greater finamcial strength.. Though the retained earnings do
not provide sufficient funds for the requirements of the rapidly
growing concerns there are possibilities for added investments
from existing owner partners. On the other hand larger con-
cerns qualify more easily for loans either from the banks or
from the government, and have more access to the financial -
helr provided through other channels. ' '

3

l/ There is a tendency that profits are used to set.up new
concerns and not used to finance growth and expension of the
existing concern,
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CHAPTER IV

THE ROLE OF FINANRCIAL INSTITUTIONS IN FINAI\EING
SMALL MANUFACTURING ESTARLISHMENTS

We have so far dealt with the general nature of
finencing msnufacturing esteblishments and with the financial
problems of small manufacturing concerns pointing out that
they experience great difficulty in securing the necessary .
funds. Therefore an aprreisal of the existing financizl
Institutions is necessary to find out how fer they provide
facilities for encoursging the orgenizztion of new enterprises
as well as enabling established small manufacturing concerns
to operate effectively.

In Burma monecy merkets have not yet developed, z2nd in
the absence of institutions like Investment Banks, Issue Houses,
Finance Companies etc. very few financiesl institutions and cre-
dit agencies exist to rrovide either long term or short term
requirements of industry. We have already seen from the census
data that the benks, the government and private funds 2re the
various sources of outside financing for manufacturers. In
this chapter we will consider the methods of financing and
. how effectively the banks znd the Government has been meeting
their reguirements. ‘

A, Private Financing

According to the census data 68 percent of the manu-
~facturing establishments were found to be using funds from
private sources to meet their requirements. Firms in all
industries and of 211 sizes have access to this source of funds.
This is not strange especially for the smz21l manufacturers.
Many of these were first set up by craftmen with their personal
savings. Many of them have failed while the successful ones
expand as time goes on, The expansion may be financed with
retained earnings or with funds from relatives or closc friends.
When thesc sources cannot provide sufficient amount, they may
turn to money lenders whe are lending increasing amount to the
manufacturers beceuse they are zttracted by the higher rates of
interest they can get from industrizl loans as compared to the
rate of interest for sgricultural or consumption lozns. Many
of the money lenders sre nct registered lenders and therefore
they heve to take considerable risk beczuse they cannot suit
for defeulted loans. Consequently, they lend on securities,
esprecially gold. A large number of small manufacturing
establishments is found to borrow from money lenders crrobsbly
beczause they have very little access to other sources.
However the fact that manufacturing establishments use funds
from all sources at the same time suggests thet they try to
borrow whatever amount aveilable from the bank and fill in
their gap of requirements with funds from private sources.
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B. Bank Finencing

In the prewar days when Burmez was an agricultural
exrort cconcmy, there wes very little need for industrial credit.
Banking in Burma, in those days, was specialized in financing
trade and commerce, Foreign banks dominated the banking field,
and being commercinl benks of the British tradition they do not
consider long term lending as p2rt of their business and so
ngually confine themselves to short term self liquidating loans.
Their main interest wes to vrovide commercinl credit to finance
Burma's foreign trade. As their work was mainly to desl in
foreign exchenge they were generally known as "exchange" banks.
Forcign Exchenge dealing was of more importance then, and
advances formed only a2 minor portion of the banking business.
Durinc the years 1935-42 the volume of exchenge done only by the
Eurcrean and English exchange banks was found to be 60% of the
total banking business,

Postwer Develorments

Banking in Burma after the war followed the same pre-
war vattern of financing exvorts and irports. The need for
credit was grest especially in the early vpostwar yeers to
finance the immediste necessity to revive Burma's export trade,
2nd the ureent need to imvort both consumers and carital goods
for the rehabilitstion of the country. However, with the
attainment of independence new developrents were seen. Since
the Union Government has taken measures to promote industrial
develorment the need for industrial credit now erises. But the .
Transfer of Immovable Froperty (Restriction) Act of 1947, which
prohibits the foreien banks from accepting immovsble property
as security for loans and advences, harmpers the extension of
industrisl finance by foreign commercial banks. On the other
their banking rractices has been to concentrzte on financing of
exvort trade by lending on pledee, hypothecztion of goods or by
trust receipts. The imrortence of exchange work declined to
40% in 1946-50 from 60% in 1935-42. This is due to the fact
that the major rortion of exrorts came under the control of
government and was done throush its verious State Boards.
Further imeort restrictions and foreign exchange control greatly
hampers the imrort trade of Burma, 2nd effects the banks specia-
lizineg in finencing Burme's forcipn trade. The establishment o
the State Lgricultural Bank to cater for the long and short term
requirements of agriculture, the Union of Burma Cooperztive
Bank to rrovide finance tc the co-operatives the State Commercial
Bank to extend credit for commercial, and industrigl purpose,
and the emergence cf other indipenous b2onks has some how altered
the banking structure of Burma, 2nd the credit facilities of
the banks extend to the various fields.

1/ U Tun W2i Burma's Currcncy and Credit, p. 33.
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Present Situztion

As on the 31st. March, 1957 there were sltogether 27
banks in operation of which © are indigenous banks.i1 It hes
been found that in srite of the increasing demsnd for industrisl
finance and government's desire to enccurage foreien benks to
extend credit fzecilities to industrislists, besnks in general
still favour finencing of trade and cormerce. The reason being
that the risk involved in finencing is thousht to be consider-
able as the nzture of the business is more venturscme. They
are alsc not interested in acceptins securities offered by
industry which are not readily disposable as those offered in
trajde. Beine commercial banks in nature they have 2 rrimery
obligation to devositors to meintsin liquidity and are more
concerned with the prosrvects of repayment of any credit extended.
Further the majority being foreiegn banks, lending to industria-
lists have become more difficult by the government's policy and
regulations. e therefore find thzt even the long established
foreign banks, with considerable amount of cepital refrein from
providineg financial of the industry. With their exreriences
and contacts sbrozd they vlace emrhasize on financing trade
than in other fields, while the newly established indigenous
bank with less contzcts 2trosd and much smaller capital provide
credit with relatively no discrimination a2s to the purpose.

This is partly due to differences in the methods of lending.
The indigenous banks lend on gold and jewellery securities and
therefore they sre not concerned with the risks of the industry.

The forms of credit extended by commercial banks in
general are advences, lonns and overdrefts which do not usually
exceed a twelve month veriod. However such facilities can be
renewed, which in vractice sre used in some cases for long ard
medium financial vurvoses. But some private indigenocus banks
do rrovide credit on a relatively longer bzsis. For instance
the Burmese National Bank has extended finencial facilities
acgainst gold and dfemond securities up to three years. The
loans, advences and overdrafts of the cormercial banks are
usually made acginst on one of the following colleteral
securities.

a. Stock in trade either locel or imrvorted foods. Lozns against
such cormodities may be extended either on pledee where the
bank has comrlete control, or under hycvothecaticn where the
bank's control is rether loose.

b. Stogks, Shereg and Bonds - Owing to the sbsence of 2 stock
exchange merket in Burma this type of loan is not porular.
Moreover thce Nstional Szvings Certificate which we have in
Burma cannot bte trensferred =nd therefore this type of

1/ Source - Union Bank of Burma.
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lending is not 2ctuzlly prevelent.

c. Gold Ornaments and Frecious Stones - This type of loans
have ccome about as a recent develorment since the establish-
ment of some indigenous national banks which specially
engage in lending against gold 2nd diamonds. However most
of the foreign banks or exchange banks do not lend on this
basis.

d. Debts or fssignment of Debts -~ Lending against debts is
not generally practiced in Burmea, except where debts are
with the Government, quasi-govermment, and other concerns
of known reputation. Loans against debts is found espe-
cially between the S.A.M.B. and the Stete Commercial Rank.

e. Title Deeds of Immovable Froverty - The Transfer of Immovable
Property (Restriction) fhct 1947 precludes foreign banks from
accepting immovable property as security for their advances.
So foreign banks do not extend advances under these terms
and besides due to the inflated nature of the real estate
merket many of the indigenous benks are reluctant to offer
such loans., At present the State Commercial Bank is about
the only bank which offers loans secured by immovable pro-
perty within the Rengoon area.

f. Guaranteed and Unsecured - No security in the form of pro-
rerty is required for such loans, but a guarantor of reliable
and considerzble means is necessary. Unsecured lo2ns are
offered only to clients of extremely high integrity and
rerut~tion in the business world. This is the mz2jor form
in which the foreign banks extend their credit.

The rate of interest charged for loans usually very
with the borrower's credit rating, volume of loan apnlied for,
security offered, reriod of losns etc. The minimum rate of
interest of scheduled bank! in 1956 against all types of
securities was A% while the maximum interest rate for unsecured
loans and against gold ornament, precious stones and stock in

trede wes 12%.1/  The average rate of interest was about 7%.
It has been found that interest rates charged by long estab-
lished foreien banks are nearer the minimum limit, while those
of smsll and newly estzblished banks tend to be higher.

An analysis of the banker's advances, loans and over-
draft shows thzt the major ca*ecnries to which credit is
extended are as follows:

1. Frimery Production of Food and Raew Materials

2. Processing and Manufacturing

3. Puilding =nd Engineering

1/ Union Pank of Rurma Bulletin, Second Querter 1957, p. 43.
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Trzansport and Public Utility Services
Distributive Trsde znd Marketing
. Retail Trades
. Oversezs Trades
Personal and Professional
9 Miscellaneous

0= vV b

The following table shows the share of industrial
loans in the total bank credit.

Yesr Percentzge of loang, Advances and Cverdrzfis
extended to Processing and Manufacture

1953 26 ‘

1954 21

1955 18

1956 20

"This elearly shows that only 20% of the commercial
bank's pdvances, lozns end overdrafts go to pnrocessing and
manufacturing. However looking into the commodity break up
of the total processing and mznufacturing category it has been
found that almost 70% is extended to the Paddy, Rice and
Timber industries. The following is 2 statement of the per-
centege of loans, advances and overdrofts extended by banks to
major commodity groups.

Statement of the Fercentace of Loans, Advances and'Ocerdraftsl/
Extended by the Commercizl Renk to Major Commodity Groups

1953 1954 1955 1956 Averege of
% % % . % Four Years

%
1, Clothing and Textile 9 8 10 4 8
2. Food, Beverage and
Tobacco 3 3 Y 4 g 2
3. O0il Milling, Distil-
lery -and Cotton Ginning 3 1 i 12 6
4. Paddy and Rice - 65 - B 50 57 57
5. Timber ‘ 13 13 13 6 11
6. Other manufactures 7 18 X3 12 12

We can see thrst banks favour the type of industries
such as paddy and rice and timber whith are the key items of
exports. However, they nlso cater to the clothing and textile.
food, beverage and tobacco industries where the market risk
is rel?tlvely smaller than others, due to the essential
nature of the commodities. From the casestudies it appears
l/ Source - Union Bank of Burma.
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that the bulk of loans or advances to such industries may be

for importing of rew materials. For whztever purpose the faci-
lities moy be granted it can be safely said that the major
rortion or even almost all the loans hazs been given to the fairly
large and longer established concerns who in general are found
to be more credit worthy than the small menufacturers.

Small Manufacturing Establishments snd Bank Credit
From the statistical study of the census date with

regard to the sources of outside finzncing used by manufactur-
ing esteblishments, we -have found out that as manufacturing
establishments become larger the use of benk finance increases.
On the other hend as far as benks are concerned we know that
bonks consider the individual credit worthiness of the concern
than the size itself. The reason may be that there is high
correletion between the size and credit worthiness of the
industriezl concerns. Some of the reasons why banks do not cater
to the small manufacturing concenns are given below.

a) In the first instence small manufacturing estab--
lishments commonly have inadequate accounting records and com-
peratively-little insight into their own financial position so
that it makes it very difficult for the banks.to analyse their
credit standing. ;

b) It is found that only those large firms who keep
bank sccounts heve access to bank loans. This is not because
the banks do not give loans to others but because it is the
lerger firms who have banking accounts and can &lso fulflll
requirements when applying for loans.

c) The prospects of the majority of small concerns
are very uncertain perticularly because they have a relatively
small capital., Therefore risks of lending to them are consi=’
derable. Many of them do not have fixed assets to offer as.
securities for the loans.

d) The credit demanded by small manufacturing concerns
esvecially to improve plants, machinery nnd equipment or to -
increase working capital for exvansion. These requirements are
therefore for long term funds which the banks are reluctant to
offer. flso long term loans demand continuity of business, and

small concerns are very uncertain as they depend very much
on the owners themselves.’

_e) The requirements of small mmnufecturing concerns
are ncturally small so thet the cost of keeping in touch with
the borrowers of small loans is high.

f) Banks are more interested in liquidity and re-
peyment when credit is granted. They would not like to be
left with the securities to be disposed off when borrower fails
to rervay the loens.
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Financial Aid By the State

, For a number of re2sons industrislists have not been
. able to procure adequate financizl backing from the bznks.

The Government is awere of the fact that lack of adequate
finance is one of the deterrent fazctbors in the rapid develop-
ment of private industries. Therefore it has taken sters

to provide financial assistance to deserving rrivate industries
and thereby encouraging their growth.

Since the prewar days the stzte aids to industry have
been given under the Stzte Aid to Industries fct of 1939 end
the Weavers Loezns Act of 1940. The Directorate of Industries
grant Weavers Lozns to weavers or other persons engeged in the
weaving industry for the purposes of purchasing weaving
apoliances and a2ccessories, raw mzterisls #nd for use as work-
ing capital. The maximum amount of losn granted is X 150
per applicant, and the zmount of loan 2vailable depends on the
nature of the security considered suitable by the Assistznt
Director of Industries. The amount of lozn granted is 75%
of the merket value of the land or 60% of the market value of
a masonry or timber house. Loans ere made in one lump sum
and for a short duration, repayable in 12 equal monthly
instalments within a period of 16 months.  The number of
weavers demending state loans has been increasing and in 1955/
56 the budget alloted K 10 lakhs and the total amount
disbursed was K 9.4 lskhs.

‘ Under the Stete 4id to -Industries Act of 1939 and
the Stete Aid to Industries Amendment Act of 1952 cash loans
were issued by the Director of Industries in Rangoon &nd the
Deputy Commissioner in the districts to (a) 2 new or nascent
industry; (b) an industry to be newly esteblished in #n area
wherc such industries were undeveloped; (c¢) a cottage industry;
or (d) an industry which needed revivzl or development. The
maximum emount of loan that may be grented to an aprlicent
is K 4,000. Usually the smount grznted is not more than
two-thirds of the value of the security the spplicant offered
to the government. The disbursement of the loan is made in
one lump sum and like the Wecvers Loan it is revayable in
12 equal monthly instalments within a2 preriod of 16 months.
Since 1948-49 the lzrgest amount of loans was made in 1954-55,
amounting to K 8.9 lakhs out of the budget allctment of K 10
lakhs. Of this amount only 55% h2s been given to industriss
such as the manufacture of wood products, textile, chemical
and chemical products non-metellic vreoducts, footwear and
weaving srprarel and the food and beverage industries.
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For promoting the development of the rice industry,
finencial aid is given to rice millers by the S.A.M.B. Loans
sre granted for the purroses of improvements of rice mills,
for the construction of paddy storage godowns and /or advances
for working capital. The first type of lo2n is given to
Rurmese netion2l rice millers, the smount not exceeding one
lskh for each spplicant, repayable within three years. The
amount of loon for construction of godowns vary with the
storage capacity of the godowns to be built and it is repayable
within five yeers. Both the loans are issued in instalments
as and when actuzlly needed by the business, and require a
mortgage of the rice mill or other immovable vrorerties as
security, The hichest volume of loans granted by the S.A.M.E.
was recorded 2t 250 lakhs in 1953-54 but in 1955-56 the amount
fell to es low #s 10.4 lakhs, 92% of vhich were for the con- |
struction of godowns.

With the enactment of the Industrizl Development
Corvoration Act of 1952 the Industrizl Develoment Corporation
was established. The corvoration was empowered to borrow
money and issue c2sh loans to suitable private industrialists
who ere in need of financiel assistance.

The Industrial Develorment Corvoration considers
lo2n applicaetion for an amount not less than X 4,000, and
there is no meximum limit set to the amount that it can grant.
The loans are long term logns but .ordinarily not exceeding 12
years though in very srecial cases the period may be extended
to 20 years. Like the S./.M,B. loans zre mzde in psrt payment
as and when required. As security for the loans, immovable
property, buildings, plant, mechinery and other appropriate
securities sre asccepted. With regard to the distribution,
the loans are grented to industries of national imvortance
such 2s chemical and chemical products, textiles, food, wobdd
rroducts and non-metallic industries. Among these priority
is given to the chemical and chemical products, textiles and
food industries. Since its establishment in 1952 the total
emount of cash loans issued every year has been increasing.

A total of K 52.6 lakhs have already been sanctioned during
the four yezr reriod between 1952-53 to 1955-56.

Government sssistance to private industries was
meinly in the forr of pr2nting cash loans till the introduc-
tion of the hire purchase scheme by the Industrial Develop-
ment Corroration in 1955. This scheme enabled private or
co-orerative enterprises, already orgenized or being organized
for manufacturing end processing, to obtein capital equipment
and machinery from oountries with which Burma has berter
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agreements as well 2s from Jaran under the repsrction zgree-
ment. It offers easy p2yment terms on 2. hire purchzse
system for the maschinery and eguirment, 2nd offers assistance

..~59.the -hiring of technicians necessary for the utilizstion of

these equipments.

Hire ourchase loan applications up to the value of
K 1 1lakh can be 2pproved by the Industrisl Loens Poerd, but
applicetions for loans over one lakh kyats ere considered by
8 sub-committee aprointed by the Board of Directors of the
Industrial Development Corvnoration. For such loans the hirer
is required to derosit with the Board as security 25% in
currency of the c.i.f. value of machinery on the dey he signs
the agreement. In the czse of lo2ns below one lakh the
hirer is required to pledge either a generzl bank guarantee,
cash, immovable prorerty or general rsuarantee by e person
up to the amount of 30% of c.i.f. value of the machinery as
a guarantee that he would take delivery of the machinery
after its arrivel. This rledge is for the interim period
between placing theeorier for the equirment and its installa-
tion in the plant. It is no longer binding once the machinery
is properly instzlled and oreratcd. The value of the machinery
purchased hes to be r=aid by the hirer in half-yearly instal-
ments over an agreed veriod ususlly not exceeding 12 years,
and until fully psid the title of machinery will be held by
the govermnment.

In 1955-56 the first year of operation nearly 600
applications from =211 industry groups requested for hire
rurchase loans. Of the total loan of X 151 lzkhs sanctioned,
32% was granted to the monufacture of textiles, 22% to food
and beverage, 18% to manufacturer and rep2ir of transport
equipment, 8% to chemical and chemical products, 7% to
manufacture installation and rep2ir of machinery and 4% to the
non-metallic industry.

Considering the lo2ns granted in aid of industry by
the various State arencies we find that loens from S.A.M.E,
cater only for the rice industry. However considerable
financial help hes been received in the form of medium term
lozns under this loan rrosramme, YWeavers losns and other lozns
given by the Directorate of Industry under the State Aid to
Industries Act are of a short duration. The size being rather
small these loans serve more for the prurposes of working cari-
t21 and meet the needs of sm2ll scale and cottage industries
only. Industrial Development Corroration losns on the other
hand are rrovided on a longer term besis, and the average size
being large serves both carital investment and working cavitel,
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With regard to the volume of loans & comparative study shows
that during the reriod 1952-53 to 1955-56 the total amount
sanctioned by the Industrial Develoment Corporation for cash
loans was twice as large as the amount given by the Direoterate
of Industries. But we find that the hire purchase loans
sanctioned for the year 1955-56 alone is almost two times the
total smount of cash loans sanctioned by the Industrial
Development Corvoration and Directorate of Industries for the
four year period 1952-53 to 1955-56. This shows the impor-
tance of the Industrial Develorment Corporation loans.
Comparing the terms and conditions of the cash loans a2nd hire
rurchase loans granted by the Industrial Development Corpora-
tion we find two main differences. With -the cash loans the
borrower becomes owner of the equipment for which he has
asked for the loan as soon as he installed the machinery and
undertekes to make regular revayments, while under the hire
purchase loan the hirer does not become the legal owner until
the fingl instalment is paid. Also in the case of cash loans
there is greater freedem in utilizing the losn but requires
the pledge of securities whereas for hire purchase loans the
pledge for security is no longer binding once the machinery is
installed and operated., Hire vpurchase loans hazs more attrac-
tion for rrivate industrialists probably because they do not
have to furnish security which they have to do when applying
for a cash losn. It is therefore more difficult to get a
cash loan than a loan under the hire purchase shceme.

Small Manufacturing Egtablishments and State Aid

Earlier in Chapter III, an analysis of the census
data has shown us that govermment loans are used by manufac-
turing ‘establishments of 211 sizes. This is not strange as
there are various government agencies to cater for the needs
of both small and large concerns, with the main object of
increasing industrial rroduction in Burma.

The loans issued by the Directorate of Industry is
mzinly used by the cottage industry because the maximum
amount availcble for each avnlicatant is too small even for.
small menufecturing concerns. It is found that in 1955-56
(tzking Rangoon alone) most of the establishments using this
tvpe of loans were of the cottage industry type, such as paper
fan making, tailoring, robe making ete. where very little
mechinery or rower is used and the working capital require-
ments are small. But for esteblishments manufacturing aluminum
utensils, aluminum trunks or tin conteiners etc, a relatively
larger amount of working capitel is necessary and loans of
the Directorste of Industries beccme inadequate. However
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it must be stated that the terms zni conditions with resrect
to the loans are reasonsble and sztisfactory, sand 211 deserv-
ing small manufacturing establishments have access to these
loans.

As for the financiesl 2id given by the Industrial
Develorment Corvoration the hire purchase loan prcvides for
the large as well as smegll menufacturine estavlishments.
The general criteries used in judgine lozan spplications are
as follows:

a. National imrortance of the industry

b. Exverience, reputation and a2bility of the
manz2gement

c. VYhether vroposed scheme is economically socund
and practical

d. The n=ture and value of the security offered.

e. The accounting records rroduced and the
financiel position of the aprlichnts.

With recsrd to criteria (2) and (c) both large =nd
small establishments have ecgual chznces of being granted or
rejected for .the loan. On the other hand we frequently find
that the mansgement sbility of small industrialists are very
much limited 2nd in many cases they hzve very little business
experience. Further, small concerns have very few if any,
suitable assets to offer ass security and most important of
all they have no rroper accounting records from which to judge
their financisl vosition in consideration for giving the loans.
Failure of smell concerns to provide zudited accounting records
was a common cause for the rejection of s request for a lcan.,
Thus althouch the needs of both small snd lorge msnufacturing
establishments are catered for, larger concerns have more
chances of getting financial helpr from the State.
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CHAPTER V
SUMMARY AND CONCLUSIONS

The Censuses of Industry of 1953 and 1954 show that
small menufecturing industry, defined in this paper as estab-
lishments with 10 to 57 emnloyees, formed the most important
group in the industrial structure of Burma. They constitute
about 80% of the total number of industrial establishments
and account for about 34% of the total value added of the
manufacturing industry. Moreover, a great majority of these
small manufacturing concerns arc very young; about 55% of them
are under 5 years old., This group should be divided into
two sub-groups viz (i) the reletively larger concerns which
we will call sub-group A and (ii) the relatively smaller ones
which we will call sub-group B, These two groups have one
important difference which has significant bearing on the
prroblems of financing. Most of the concerns in the Group A
are organiged on pertnership or private company basis whereas
almost all the concerns in the Group B are on individuzl
provrietory basis. Firms in the former group are therefore
financielly in a better position not only because they have
greater initial resources but also because their accessibility
to outside finence is greater.

Nevertheless, we have seen from the Case Studies
that one of the most importent common problems of all the
small menufacturing concerns is the shortage of capital,
rarticulerly of working capital. On the one hand the initial
carital that could be raised was often barely sufficient’
to buy equirment and other fixed zssets, thereby leaving very
‘little amount for working capital. On the other hand a number
of factors make it necessary for them to have a relatively
lrrpge amount of working cavital. Firstly, because of uncertain-
ty of raw mzterial supply most of them have to stock pile raw
materials. Secondly, because of shortage of skilled labour
it is often necessery to pay wages in advance to the workers.
Thirdly, many of them have to sell their products through
brokers and retailers on credit which may extend from one or
two days to several months. To the extent that these condi-
tions can be imrroved their problem will be less serious.

If the needs of the small industrislists for working
capital 2re great, the suprly of credit ot reasonably low rate
of interest is very limited. A#Again, we have a number of
contributory factors to that situation. In the first place,
partly beceusc of their banking practices most of the
commercial banks are unwilling to extend their credit faci-
lities to smell industrialists insrite of their large excess
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reserves. Secondly, it is rether d4ifficult for the banks to
ascertain their credit worthiness #nd to do it would involve
considereble expenses. Therefore the costs *of lending might
become so high that it would not be rrofitable to go into
this field. Tnirdly, the borrowers, esvecizlly the smaller
firms, do not like to expose their closely guarded secrate
facts e~ 2n for the vurpose of borrowing money. Finelly, the
Immovable Property Act has vrevented the foreign benks from
accepting the only eligible form of security.

Consequently, most of the small manufacturers have
to turn to the money lenders for short term accomodstion at
rather high intercet rate. The Census date show that loans
from the rriveiz sources accounted rfor 65% of the total
industrial losns. It may be compsred with 10% from the
commercizl banks and 15% frcm the state. VWith gold and
jewellery security the rate of interest is about 24% but on
unsecured loans it may be as hich as €°%. Neturally, it has
hampered the growta o these small industries.

Being avzre of these facts, the Govermment has taken
measures to vrovide finoncia) assistance to the small manufzc-
turing conceras. £s mentioned carlier, the loans provided are
either too smzll even for the firms in Sub-group B, or condi-
tions 1laid doum for the prant of loans are too rigid from the
borrowers roint of viewr thzt very few firms of this sub-group
has made use of thne Stats assistance. Consequently, private
money lenders i1'emz.n 2s inhe major source of outside finance for
them.

Atteapss to colve “he finasncial problems of small
manufactiring coucerns will heve to be made on a number of
fronts. If the forelszn coxmercial banks could not be per-
suaded o cianrz their lLarling vractizes end if the Goverrment
does not wani to moiily its policy on the ownership <f irmmovsble

properiy, thore <r 11 b2 lititle hove of cxpansion in the lend-
ing by Tie conrorcial Laaks %o the smell industrialists. A
relatively larges amount ol [Irarcial resources may remain
untapred. Tasrcfrre means should bes found to ote able to msake
uge of 1d0= <2l Pl TEE, 1" rav take the form of creating
new organiseti .ns Lo -2t as : between the
commerclal BERUE 2v2 e o rowers. A7 the same time attempts
may be made to Imor~r: ile conditions relstine to the suprly
of raw meterisle a:l werketing of their products to releive tne

needs for e relatively lorge amcunt of working cavital.




- 48 -

However, before such measures are taken, the Govern-
ment should decide on her industrial policy. It must decide
to what extent i# would encourage the develomment of industry
throush sporadic growth of small concerns. Or ‘would it pre-
fer to have relatively larger firms from the very beginning
so that there will be less wastaces and better method of
production could be utilised? Of course, there can be no
single answer for all Industries because of differences in the
character and technique of production. But a definite
industrial policy on a number of me jor groups would be very
useful. The answers to this and other problems would require
further studies end this paper is intended only to expose some
of the problems of small manufacturing concerns.
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