
The Pakistan Development RevIew 
32:4 Part II (\Vint~ 1993 ) pp. 1249-1257 

Why Do Small Firms Fail to Graduate to 
Medium and Large Firms in Pakistan· 
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I. INTRODUCTION 

Small -scale manufacturing industries in Pakistan have grown at a rate of 
more than eight percent during the Seventies and the Eighties, The rapid gro\\1h in 
the presence of the hcavily subsidised large-scale manufacturing sector suggests 
relatively higher levels of efficiency in the small-seale industries but surprisinglv 
enough verv few small enterprises have graduated to medium and large-scale 
enterprises, The inability of the small firms to graduate raises serious questions 
about the level and the sources of effieienc), in the small-scale industries, While 
some of the small -scale industries may be efficient because the divisibility of 
technology and the processes leads to specialisation in sub-processes at the small 
scale, yet the efficienc), in a number of industries may be more apparent than rcaL 
the inefficient enterprises may have survived just by av'oiding taxes or exploiting 
labour, Obviously. such firms would find it difficult to expand to the size where tax 
and labour regulations would apply, On the other hand. the failure of ev'en the 
efficient firms to graduate to medium or large firms indicate that the growth of 
small industries may have been constrained by some extraneous factors as well. 

A number of studies have examined different aspects of small enterprises in 
Pakistan, These include among others Aftab (1990); 8urki (1990); Chaudhry 
(1990); Ferks. Thomas and Tomesen (1989); Nadvi (1990); Kibria ( 1990) and 
Tomesen and Thomas (1992); Thomas e/ al. (1991) , The main focus of these 
studies has been on labour absorption. training facilities. and av'ailability of 
technology. The level and sources of efficiency in small enterprises have rarely been 
examined in these studies. 

The present study makes an attempt to examine the level and sources of 
efficiency and examines constraints on the gro\\'th of small firms in Pakistan. Since 
the relatively higher level of efficienc), in the small-scale manufacturing industries 
is attributed to lower capital intensity. the paper focusses on the analysis of capital 
intensity and productivity of capital and labour. The viability of various economic 
activities has also been examined by taking into consideration that small enterprises 
are exempted from the payment of sales taxes and excise duties and that the labour 

·Owing 10 unavoidable circumstances. the discussant's comments on this paper have not been 
received. 
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